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PricewaterhouseCoopers LLP, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (646) 471 8320, www.pwc.com/us

Independent Auditor’s Report

To the Shareholders and Board of Directors
of Brooklyn Union Gas Company

We have audited the accompanying consolidated financial statements of Brooklyn Union Gas Company
(the “Company”), which comprise the consolidated balance sheets as of March 31, 2014 and 2013, and the
related consolidated statements of income, comprehensive income, cash flows, capitalization, and changes
in shareholders’ equity for the years then ended.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the Company’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Brooklyn Union Gas Company at March 31, 2014 and 2013, and the
results of their operations and their cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

August 16, 2014
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4 BrooklynU nionGasCom pany 2014

BR O O KL YN U N IO N GA S CO M P A N Y
CO N S O L IDA T ED S T A T EM EN T S O FIN CO M E

(inthousandsofdollars)

T heaccom panyingnotesareanintegralpartoftheseconsolidated financialstatem ents.

2014 2013

O peratingrevenues 1,623,886$ 1,423,150$

O peratingexpenses:

P urchased gas 662,944 535,220

O perationsand maintenance 447,294 371,554

Depreciationand amortization 83,192 84,058

O thertaxes 200,689 193,853

T otaloperatingexpenses 1,394,119 1,184,685

O peratingincom e 229,767 238,465

O therincom eand(deductions):

Interestonlong-term debt (49,022) (50,215)

O therinterest,includingaffiliateinterest (5,984) (8,662)

Equity investmentsin unconsolidated subsidiaries 16,439 19,416

O therincom e(deductions),net (1,245) 9,058

T otalotherdeductions,net (39,812) (30,403)

Incom e before incom etaxes 189,955 208,062

Incom e tax expense 80,701 84,460

N etincom e 109,254$ 123,602$

YearsEndedM arch31,
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BrooklynU nionGasCom pany 2014 5

BR O O KL YN U N IO N GA S CO M P A N Y
CO N S O L IDA T ED S T A T EM EN T S O FCO M P R EHEN S IVEIN CO M E

(inthousandsofdollars)

T heaccom panyingnotesareanintegralpartoftheseconsolidated financialstatem ents.

2014 2013

N etincom e 109,254$ 123,602$

O thercom prehensive incom e:

U nrealized gainsonm arketablesecuritiesfrom equity investment,

netof$208 and $52 tax expense 298 76

T otalothercomprehensiveincom e 298 76

Com prehensiveincom e 109,552$ 123,678$

YearsEndedM arch31,
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6 BrooklynU nionGasCom pany 2014

BR O O KL YN U N IO N GA S CO M P A N Y
CO N S O L IDA T ED S T A T EM EN T S O FCA S H FL O W S

(inthousandsofdollars)

T heaccom panyingnotesareanintegralpartoftheseconsolidated financialstatem ents.

2014 2013

O peratingactivities:
N etincom e 109,254$ 123,602$
Adjustm entstoreconcilenetincom eto netcash provided by operatingactivities:

Depreciation and am ortization 83,192 84,058
R egulatory am ortizations 38,289 16,172
P rovision fordeferred incom etaxes 61,363 82,016
Bad debtexpense 3,266 13,163
Incomefrom equity investm ents,net (919) (1,956)
Allow anceforequity fundsusedduringconstruction (1,678) (1,334)
Am ortization ofdebtdiscount 2,280 2,492
N etpostretirementbenefitscontributions (20,873) (29,912)
N etenvironm entalrem ediation payments (27,698) (47,858)

Changesin operatingassetsand liabilities:
Accountsreceivable,net,and unbilled revenues (118,456) (180,188)
Inventory 5,057 31,563
R egulatory assetsand liabilities,net (24,316) 39,709
Derivativecontracts (4,109) 7,097
P repaid and accrued taxes (16,313) 14,599
Accountspayableand otherliabilities 24,173 26,506
O ther,net (3,752) (5,680)

N etcash provided by operatingactivities 108,760 174,049

Investingactivities:
Capitalexpenditures (249,999) (174,506)
P roceedsfrom saleofassets 13,877 -
Affiliated m oney poolinvestingand receivables/payables,net (2,945) (18,038)
Costofrem oval (27,495) (22,560)
Insuranceproceedsapplied tocapitalexpenditures 2,830 3,635
O ther (50) -

N etcash used in investingactivities (263,782) (211,469)

Financingactivities:
Dividendsto P arent - (110,000)
Affiliated m oney poolborrow ingand receivables/payables,net 164,488 60,855
P arentlosstax allocation - 5,036

N etcash provided by (used in)financingactivities 164,488 (44,109)

N etchangeincash and cash equivalents 9,466 (81,529)
Cashand cashequivalents,beginningofyear 17,433 98,962
Cashand cashequivalents,end ofyear 26,899$ 17,433$

S upplem entaldisclosures:
Interestpaid 61,303$ 48,387$
Incometaxes(refunded from )/paid to P arent (6,130) 8,690
S tateincom etaxespaid 17,021 3,040

S ignificantnon-cashitem :
Capital-related accrualsincluded inaccountspayable 21,445 15,058

YearsEndedM arch31,
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BrooklynU nionGasCom pany 2014 7

BR O O KL YN U N IO N GA S CO M P A N Y
CO N S O L IDA T ED BA L A N CES HEET S

(inthousandsofdollars)

T heaccom panyingnotesareanintegralpartoftheseconsolidated financialstatem ents.

2014 2013

A S S ET S

Currentassets:

Cashand cashequivalents 26,899$ 17,433$

Accountsreceivable 450,120 373,380

Allow ancefordoubtfulaccounts (29,120) (43,231)

O therreceivable 19,005 25,122

Accountsreceivablefrom affiliates 12,349 45,730

Intercom pany m oney pool 79,993 77,021

U nbilled revenues 123,093 104,525

Inventory 55,373 59,450

R egulatory assets 77,176 64,492

Derivativecontracts 3,171 4,674

Currentportion ofdeferred incometax assets - 10,751

P repaid taxes 39,898 34,545

O ther 15,776 20,585

T otalcurrentassets 873,733 794,477

Equity investm ents 76,905 75,480

P roperty,plant,and equipm ent,net 2,914,454 2,714,286

O thernon-currentassets:

R egulatory assets 1,074,337 1,056,361

Goodw ill 1,451,141 1,451,141

Derivativecontracts 7,124 466

O ther 21,817 18,530

T otalothernon-currentassets 2,554,419 2,526,498

T otalassets 6,419,511$ 6,110,741$

M arch31,
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8 BrooklynU nionGasCom pany 2014

BR O O KL YN U N IO N GA S CO M P A N Y
CO N S O L IDA T ED BA L A N CES HEET S

(inthousandsofdollars)

T heaccom panyingnotesareanintegralpartoftheseconsolidated financialstatem ents.

2014 2013

(R evised)

L IA BIL IT IES A N D CA P IT A L IZA T IO N

Currentliabilities:

Accountspayable 103,098$ 90,144$

Accountspayabletoaffiliates 132,074 231,672

Intercom pany money pool 337,371 106,639

Custom erdeposits 31,961 34,716

T axesaccrued 8,344 20,111

Interestaccrued 12,055 20,054

R egulatory liabilities 42,543 29,466

Derivativecontracts 8,429 6,429

Currentportion ofdeferred incometax liabilities 6,533 -

O ther 41,588 34,465

T otalcurrentliabilities 723,996 573,696

O thernon-currentliabilities:

R egulatory liabilities 397,028 381,192

Assetretirem entobligations 12,205 11,514

P ostretirem entbenefits 104,585 141,919

Environm entalrem ediationcosts 532,123 503,928

Derivativecontracts 3,831 4,785

Deferred incometax liabilities 781,677 737,989

O ther 73,617 74,821

T otalothernon-currentliabilities 1,905,066 1,856,148

Com m itm entsandcontingencies(N ote 12)

Capitalization:

S hareholders'equity 2,749,949 2,640,397

L ong-term debt 1,040,500 1,040,500

T otalcapitalization 3,790,449 3,680,897

T otalliabilitiesandcapitalization 6,419,511$ 6,110,741$

M arch31,

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-28 
Page 8 of 139

8



BrooklynU nionGasCom pany 2014 9

BR O O KL YN U N IO N GA S CO M P A N Y
CO N S O L IDA T ED S T A T EM EN T S O FCA P IT A L IZA T IO N

(inthousandsofdollars)

T heaccom panyingnotesareanintegralpartoftheseconsolidated financialstatem ents.

M arch31,

2014 2013

T otalshareholders'equity 2,749,949$ 2,640,397$

L ong-term debt: InterestR ate M aturity Date

N otespayable-S eniorU nsecured N ote 5.60% N ovember29,2016 400,000 400,000

Gasfacilitiesrevenuebonds:

1993A and 1993B 6.37% April1,2020 75,000 75,000

1997 Variable December1,2020 125,000 125,000

1996 5.50% January 1,2021 153,500 153,500

2005A 4.70% February 1,2024 82,000 82,000

2005B Variable June1,2025 55,000 55,000

1991A and 1991B 6.95% July 1,2026 100,000 100,000

1991D Variable July 1,2026 50,000 50,000

640,500 640,500

L ong-term debt 1,040,500 1,040,500

T otalcapitalization 3,790,449$ 3,680,897$
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11 BrooklynU nionGasCom pany 2014

BR O O KL YN U N IO N GA S CO M P A N Y
N O T ES T O T HECO N S O L IDA T ED FIN A N CIA L S T A T EM EN T S

1. N A T U R EO FO P ER A T IO N S A N D BA S IS O FP R ES EN T A T IO N

Brooklyn U nion GasCom pany d/b/aN ationalGrid N ew York (the “ Com pany” ) distributesnaturalgasto approxim ately
959,000 retailcustom ersand transportsnaturalgasto approxim ately 264,000 custom ersin the boroughsofBrooklyn and
S tatenIsland and tw o-thirdsoftheboroughofQ ueens,allinN ew YorkCity.

T he Com pany isaw holly-ow ned subsidiary ofKeyS pan Corporation (“ KeyS pan” orthe “ P arent” ),w hich isaw holly-ow ned
subsidiary ofN ationalGrid U S A (“ N GU S A” ),apublic utility holding com pany w ith regulated subsidiariesengaged in the
generation ofelectricity and the transm ission,distribution,and sale ofboth naturalgasand electricity.N GU S A isadirect
w holly-ow ned subsidiary ofN ationalGrid N orthAm ericaInc.(“ N GN A” )and anindirectw holly-ow ned subsidiary ofN ational
Gridplc,apubliclim itedcom pany incorporatedunderthelaw sofEnglandandW ales.

T hrough itsw holly-ow ned subsidiary,N orth East T ransm ission Co.,Inc.(“ N ET CO ” ),the Com pany ow nsa19.4% interest in
IroquoisGasT ransm ission S ystem L .P .(“ Iroquois” ),w hich ow nsa375-m ile pipeline that transportsCanadian gassupply
daily to m arketsin thenortheastern U nited S tates.T hrough anotherw holly-ow ned subsidiary,thetotalinterestin Iroquois
under KeyS pan’scom m on controlis20.4% . Because thisinterest providesKeyS pan and itssubsidiariesthe ability to
exercise significant influence overthe operating and financialpoliciesofIroquois,the Com pany accountsforitsinterest
undertheequity m ethod ofaccounting.T he Com pany’sshareofthe earningsorlossesoftheaffiliateisincluded asequity
investm entsinunconsolidated subsidiariesintheconsolidatedstatem entsofincom e.

T he accom panying consolidated financialstatem entsare prepared in accordance w ith accounting principlesgenerally
accepted in the U nited S tatesofAm erica(“ U .S .GAAP ” ),including the accounting principlesforrate-regulated entitiesfor
the regulated businessofthe Com pany.T he consolidated financialstatem entsreflect the rate-m aking practicesofthe
applicable regulatory authoritiesasapplicable. Allintercom pany balancesand transactionshave been elim inated in
consolidation.

T he Com pany hasevaluated subsequent eventsand transactionsthrough August 16,2014,the date ofissuance ofthese
consolidated financialstatem ents,and concluded thatthere w ere no eventsortransactionsthatrequire adjustm entto,or
disclosurein,theconsolidated financialstatem entsasofandfortheyearendedM arch31,2014.

2. S U M M A R Y O FS IGN IFICA N T A CCO U N T IN G P O L ICIES

U seofEstim ates

In preparing financialstatem entsthat conform to U .S .GAAP ,the Com pany m ust m ake estim atesand assum ptionsthat
affect the reported am ountsofassets,liabilities,revenues,and expenses,and the disclosure ofcontingent assetsand
liabilitiesincluded intheconsolidated financialstatem ents.Actualresultscoulddifferfrom thoseestim ates.

R egulatory A ccounting

T he N ew York P ublic S ervice Com m ission (“ N YP S C” ) regulatesthe ratesthe Com pany chargesitscustom ers.In certain
cases,therateactionsofthe N YP S C can resultin accountingthatdiffersfrom non-regulated com panies.In thesecases,the
Com pany deferscosts(asregulatory assets)orrecognizesobligations(asregulatory liabilities)ifit isprobable that such
am ountsw illbe recovered from or refunded to custom ersthrough future rates. R egulatory assetsand liabilitiesare
am ortized to the consolidated statem entsofincom e consistent w ith the treatm ent ofthe related costsin the ratem aking
process.Iroquois’ transm ission assetsare regulated by the FederalEnergy R egulatory Com m ission and itsratesare filed
w iththeCom m ission.
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R evenueR ecognition

R evenuesare recognized forgasdistribution servicesprovided on am onthly billing cycle basis. T he Com pany records
unbilled revenuesforthe estim ated am ount ofservicesrendered from the tim e m etersw ere last read to the end ofthe
accountingperiod.

W ith respect to base distribution rates,the N YP S C hasapproved aR evenue Decoupling M echanism ("R DM "),w hich
requirestheCom pany toadjustitsbaseratesannually toreflecttheoverorunderrecovery oftheCom pany’stargetedbase
distributionrevenuesfrom theprioryear(M ay-April).

T he Com pany’stariffincludesacost ofgasadjustm ent factorw hich requiresan annualreconciliation ofrecoverable gas
costsandrevenues.Any differenceisdeferredpendingrecovery from ,orrefundto,custom ers.

T he gasdistribution businessisinfluenced by seasonalw eatherconditions,and therefore,the Com pany’stariffcontainsa
w eathernorm alization adjustm ent that providesforrecovery from ,orrefund to,firm custom ersofm aterialshortfallsor
excessesoffirm delivery revenues(revenueslessapplicable gascostsand revenue taxes)during aheating season due to
variationsfrom norm alw eather.

O therT axes

T he Com pany collectstaxesand feesfrom custom erssuch assalestaxes,othertaxes,surcharges,and feesthatare levied
by state orlocalgovernm entson the sale ordistribution ofgas.T he Com pany accountsfortaxesthat are im posed on
custom ers(such assalestaxes)on anet basis(excluded from revenues),w hile taxesim posed on the Com pany,such as
excisetaxes,are recognized on agrossbasis.Excisetaxescollected and paid fortheyearsended M arch 31,2014 and 2013
w ere$54.8 m illionand $43.7 m illion,respectively.

T hestateofN ew Yorkim posesoncorporationsafranchisetax thatiscom puted asthehigherofatax based onincom eora
tax based on capital.T o the extentthe Com pany’sstate tax based on capitalisin excessofthe state tax based on incom e,
theCom pany reportssuchexcessinothertaxesandtaxesaccruedintheaccom panyingconsolidatedfinancialstatem ents.

Incom eT axes

Federaland stateincom e taxeshavebeen com puted utilizingtheassetand liability approach thatrequirestherecognition
ofdeferred tax assetsand liabilitiesforthe tax consequencesoftem porary differencesby applying enacted statutory tax
ratesapplicable to future yearsto differencesbetw een the consolidated financialstatem entcarrying am ountsand the tax
basisofexistingassetsand liabilities.Deferred incom etaxesalsoreflectthetax effectofnetoperatinglosses,capitallosses
andgeneralbusinesscreditcarryforw ards.

T heeffectsoftax positionsare recognized in theconsolidated financialstatem entsw hen itism ore likely than notthatthe
positiontakenorexpectedtobetakeninatax returnw illbesustaineduponexam inationby taxingauthoritiesbasedonthe
technicalm eritsofthe position. T he financialeffect ofchangesin tax law sorratesisaccounted forin the period of
enactm ent.Deferredinvestm enttax creditsaream ortized overtheusefullifeoftheunderlyingproperty.

N GN A filesconsolidated federaltax returnsincluding allofthe activitiesofitssubsidiaries. Each subsidiary com pany
determ inesitscurrent and deferred taxesbased on the separate return m ethod. T he Com pany settlesitscurrent tax
liability orbenefit each yearw ith N GN A pursuant to atax sharing arrangem ent betw een N GN A and itssubsidiaries.T ax
benefitsattributable to the tax attributesof other group com paniesand allocated by N GN A are treated ascapital
contributions.
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CashandCashEquivalents

Cash equivalentsconsistofshort-term ,highly liquid investm entsw ith originalm aturitiesofthree m onthsorless.Cash and
cashequivalentsarecarriedatcostw hichapproxim atesfairvalue.

AccountsR eceivableandAllow anceforDoubtfulAccounts

T he Com pany recognizesan allow ance fordoubtfulaccountsto record accountsreceivable at estim ated net realizable
value. During the year ended M arch 31,2014,the Com pany enhanced itsestim ation m ethodology. T he allow ance is
determ inedbasedonavariety offactors,includingforeachtypeofreceivable,applyinganestim atedreservepercentageto
each aging category,taking into account historicalcollection and w rite-offexperience and m anagem ent'sassessm ent of
collectability from individualcustom ersasappropriate.In prioryears,the estim ate placed ahigherem phasison w rite off
history.M anagem entbelievesthem orefulsom eanalysisofallinform ationdisclosed aboveresultsinanim proved estim ate
and the updated approach resulted in adecrease ofapproxim ately $14.3 m illion in the reserve. T he collectability of
receivablesiscontinuously assessed,and if circum stanceschange,the allow ance isadjusted accordingly. R eceivable
balancesare w ritten off against the allow ance for doubtfulaccountsw hen the accountsare disconnected and/or
term inatedandthebalancesaredeem edtobeuncollectible.

Inventory

Inventory iscom prised ofm aterialsand suppliesasw ellasgasin storage.M aterialsand suppliesarestated atthelow erof
w eighted average cost orm arket and are expensed orcapitalized asused.T he Com pany’spolicy isto w rite-offobsolete
inventory;therew erenom aterialw rite-offsofobsoleteinventory fortheyearsendedM arch31,2014 or2013.

Gasin storage isstated atw eighted average costand the related costisrecognized w hen delivered to custom ers.Existing
rate ordersallow the Com pany to passdirectly through to custom ers,the costofgaspurchased along w ith any applicable
authorized delivery surcharge adjustm ents.Gascostspassed through to custom ersaresubjectto regulatory approvalsand
arereportedperiodically totheN YP S C.

T he Com pany had m aterialsand suppliesof$13.4 m illion and $10.2 m illion and gasin storage of$42.0 m illion and $49.3
m illionatM arch31,2014 and 2013,respectively.

Derivatives

T he Com pany usesderivative instrum entsforcom m odity price riskm anagem ent.Allderivative contractsare recorded on
the accom panying consolidated balance sheetsat theirfairvalue.Com m odity costs,including derivative contracts,are
passed on to custom ersthrough the Com pany’sgascost adjustm ent m echanism . T herefore,gainsor losseson the
settlem ent ofthese contractsare initially deferred and then refunded to,orcollected from custom ersconsistent w ith
regulatory requirem ents.

T he Com pany’saccounting policy isto present on agrossbasis,fairvalue am ountsrecognized forderivative instrum ents
and related cash collateralreceivable orpayable w ith the sam e counterparty underam asternetting agreem ent. T he
related cash collateralisrecorded asspecialdepositsin the accom panying balance sheets.T here w ere no specialdeposits
asofM arch31,2014 or2013.

FairValueM easurem ents

T he Com pany m easuresderivativesat fairvalue.Fairvalue isthe price that w ould be received to sellan asset orpaid to
transferaliability in an orderly transaction betw een m arketparticipantsatthem easurem entdate.T hefollow ingisthefair
valuehierarchy thatprioritizestheinputstovaluationtechniquesusedtom easurefairvalue:

- L evel1:quotedprices(unadjusted)inactivem arketsforidenticalassetsorliabilitiesthatacom pany hastheability
toaccessasofthereportingdate;
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- L evel2:inputsotherthanquotedpricesincludedw ithinL evel1 thataredirectly observablefortheassetorliability
orindirectly observablethroughcorroborationw ithobservablem arketdata;and

- L evel3: unobservable inputs,such asinternally-developed forw ard curvesand pricing m odelsforthe asset or
liability duetolittleornom arketactivity fortheassetorliability w ithlow correlationtoobservablem arketinputs.

T heassetorliability’sfairvalue m easurem entlevelw ithin thefairvaluehierarchy isbased on thelow estlevelofany input
that issignificant to the fair value m easurem ent. T he Com pany usesvaluation techniquesthat m axim ize the use of
observableinputsand m inim izetheuseofunobservableinputs.

P roperty,P lantandEquipm ent

P roperty,plantand equipm entisstated atoriginalcost.T hecostofrepairsand m aintenanceischarged to expenseand the
costofrenew alsand betterm entsthatextendtheusefullifeofproperty,plantandequipm entiscapitalized.T hecapitalized
cost ofadditionsto property,plant and equipm ent includescostssuch asdirect m aterial,laborand benefits,and an
allow anceforfundsused duringconstruction(“ AFU DC” ).

Depreciationiscom puted overtheestim ated usefullifeoftheassetusingthecom positestraight-linem ethod.Depreciation
studiesare conducted periodically to update the com posite ratesand are approved by the N YP S C.T he average com posite
ratesforeachoftheyearsended M arch31,2014 and 2013 w as2.6% .T heaverageservicelivesforeach oftheyearsended
M arch31,2014 and 2013 w as54 years.

Depreciation expenseincludesacom ponentforestim ated futurecostofrem ovalw hich isrecovered throughratescharged
to custom ers.Any difference in cum ulative costsrecovered and costsincurred isrecognized asaregulatory liability.W hen
property,plant and equipm ent isretired,the originalcost,lesssalvage,ischarged to accum ulated depreciation,and the
related costofrem ovalisrem oved from theassociated regulatory liability.T heCom pany had cum ulativecostsrecovered in
excessofcostsincurred of$181.3 m illionand$178.9 m illionatM arch31,2014 and2013,respectively.

Allow anceforFundsU sedDuring Construction

In accordance w ith applicable accounting guidance,the Com pany recordsAFU DC,w hich representsthe debt and equity
costsoffinancing the construction ofnew property,plant and equipm ent.AFU DC equity isreported in the consolidated
statem entsofincom e asnon-cash incom e in otherincom e (deductions),net,and AFU DC debt isreported asanon-cash
offset to otherinterest,including affiliate interest.Afterconstruction iscom pleted,the Com pany isperm itted to recover
these coststhrough theirinclusion in rate base and corresponding depreciation expense.T he Com pany recorded AFU DC
related to equity of$1.7 m illion and $1.3 m illion and AFU DC related to debtof$1.2 m illion and $0.6 m illion forthe years
ended M arch31,2014 and 2013 respectively.T heaverageAFU DC ratesfortheyearsended M arch31,2014 and 2013 w ere
3.2% and 6.4% respectively.

Goodw ill

T he Com pany testsgoodw illforim pairm entannually on January 31,and w hen eventsoccurorcircum stanceschange that
w ould m ore likely than not reduce the fair value ofthe Com pany below itscarrying am ount. Goodw illistested for
im pairm ent using atw o-step approach.T he first step com paresthe estim ated fairvalue ofthe Com pany w ith itscarrying
value,includinggoodw ill.Iftheestim ated fairvalueexceedsthecarryingvalue,then goodw illisconsidered notim paired.If
thecarryingvalue exceedsthe estim ated fairvalue,then asecond step isperform ed to determ inetheim plied fairvalueof
goodw ill.Ifthe carrying value ofgoodw illexceedsitsim plied fairvalue,then an im pairm entcharge equalto thedifference
isrecorded.

T he fairvalue ofthe Com pany w ascalculated in the annualgoodw illim pairm ent test forthe yearended M arch 31,2014
utilizingbothincom eandm arketapproaches.
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- T o estim ate fairvalue utilizing the incom e approach,the Com pany used adiscounted cash flow m ethodology
incorporating itsm ost recent businessplan forecaststogetherw ith aprojected term inalyearcalculation.Key
assum ptionsusedintheincom eapproachw ere:(a)expectedcashflow sfortheperiodfrom April1,2014 toM arch
31,2019;(b)adiscountrate of5.5% ,w hich w asbased on the Com pany’sbestestim ate ofitsafter-tax w eighted-
average cost ofcapital; and (c)aterm inalgrow th rate of2.25% ,based on the Com pany’sexpected long-term
averagegrow thrateinlinew ithestim atedlong-term U .S .econom icinflation.

- T o estim ate fair value utilizing the m arket approach, the Com pany follow ed a m arket com parable
m ethodology.S pecifically, the Com pany applied a valuation m ultiple of earnings before interest, taxes,
depreciationand am ortization(“ EBIT DA” ),derived from dataofpublicly-traded benchm arkcom panies,tobusiness
operating data. Benchm ark com paniesw ere selected based on com parability ofthe underlying businessand
econom ics.Key assum ptionsused in the m arket approach included the selection of appropriate benchm ark
com paniesand the selection ofan EBIT DA m ultiple of10.0,w hich the Com pany believesisappropriate based on
com parisonofitsbusinessw iththebenchm arkcom panies.

T heCom pany determ ined thefairvalueofthebusinessusing50% w eightingforeach valuation m ethodology,asitbelieves
that each m ethodology providesequally valuable inform ation.Based on the resulting fairvalue from the annualanalyses,
theCom pany determ inedthatnoadjustm entofthegoodw illcarryingvaluew asrequiredatM arch31,2014 or2013.

A ssetR etirem entO bligations

Asset retirem ent obligationsare recognized forlegalobligationsassociated w ith the retirem ent ofproperty,plant,and
equipm ent,prim arily associated w ith the Com pany’sgasdistribution facilities.Assetretirem entobligationsarerecorded at
fairvalue in the period in w hich the obligation isincurred,ifthe fairvalue can be reasonably estim ated.In the period in
w hichnew assetretirem entobligations,orchangestothetim ingoram ountofexistingretirem entobligationsarerecorded,
the associated assetretirem entcostsare capitalized aspartofthe carrying am ountofthe related long-lived asset.In each
subsequentperiod theassetretirem entobligationisaccretedtoitspresentvalue.

T hefollow ingtablerepresentsthechangesintheCom pany’sassetretirem entobligations:

YearsEnded M arch31,

2014 2013

(in thousandsofdollars)

Balanceasofthebeginningoftheyear 11,514$ 10,862$

Accretionexpense 691 652
Balanceasoftheend oftheyear 12,205$ 11,514$

Accretion expense isdeferred aspart ofthe Com pany’sasset retirem ent obligation regulatory asset asm anagem ent
believesitisprobablethatsucham ountsw illbecollectedinfuturerates.

Em ployeeBenefits

T he Com pany participates w ith other KeyS pan subsidiaries in defined benefit pension plans(“ P ension P lans” ) and
postretirem ent benefit otherthan pension (“ P BO P ” ) plansfor itsem ployees,adm inistered by the P arent. T he Com pany
recognizesitsportion ofthe P ension plans’ and P BO P plan’sfunded statusin the consolidated balance sheetsasanet
liability orasset.T hecostofprovidingtheseplansisrecovered throughrates;therefore,thenetfunded statusisoffsetby a
regulatory asset orliability.T he P ension P lans’ and P BO P plan’sassetsare com m ingled and cannot be allocated to an
individualcom pany.T heCom pany m easuresand recordsitspensionand P BO P funded statusattheyear-end date.P ension
and P BO P planassetsarem easuredatfairvalue,usingtheyear-endm arketvalueofthoseassets.
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N ew andR ecentA ccountingGuidance

O ffsetting AssetsandL iabilities

In Decem ber2011 and January 2013,the FinancialAccounting S tandardsBoard (“ FAS B” )issued am endm entsto address
and clarify thescopeofthedisclosuresrelated tooffsettingassetsand liabilities.U ndertheam endm ents,reportingentities
are required to disclose both grossand net inform ation about instrum entsand transactionseligible foroffset in the
consolidated statem entoffinancialposition and instrum entsand transactionssubjectto an agreem entsim ilarto am aster
netting agreem ent,such asforderivatives. T he instrum entsand activitiessubject to these disclosuresare recognized
derivatives,repurchaseand reverserepurchaseagreem ents,and securitieslendingtransactions.T heCom pany adopted this
guidanceeffectiveApril1,2013,w hichonly im pacteditsdisclosures.

P resentation ofan U nrecognized T ax Benefit W hen aN et O perating L ossCarryforw ard,aS im ilarT ax L oss,oraT ax Credit
Carryforw ardExists

In July 2013,the FAS B issued am endm entsto addressdiversity in practice related to the presentation ofunrecognized tax
benefitsin certain situations.T heam endm entsrequirealiability related to an unrecognized tax benefittobepresented on
anetbasisw ith itsassociated deferred tax assetw hen utilization ofsuch deferred tax assetsisrequired orexpected in the
event the uncertain tax position isdisallow ed.O therw ise,the unrecognized tax benefit w illbe presented asaliability and
w illnot be netted against deferred tax assets.T he Com pany early adopted thisguidance effective April1,2013 w ith no
m aterialim pactonitsfinancialposition,resultsofoperationsorcashflow s.

FinancialS tatem entR evisions

During 2014,m anagem entdeterm ined thatcertain accounting transactionsw ere notproperly recorded in the Com pany’s
previously issued financialstatem ents. T he Com pany corrected the accounting by revising the prior period financial
statem ents,theim pactsofw hicharedescribedbelow .

Historically,the Com pany hascalculated itscapitaltrackerregulatory asset using itsw eighted average cost ofcapital
(“ W ACC” ),and carrying chargeson regulatory assetsusing itsAFU DC rate.W ACC and AFU DC have both adebtand equity
com ponent.Accounting standardsallow forthe capitalization ofallorpart ofan incurred cost that w ould otherw ise be
charged to expense ifthe regulator’sactionscreate probable recovery ofthose coststhrough future rates. Because the
equity com ponent ofaW ACC oran AFU DC rate isnot an incurred cost that w ould otherw ise be charged to expense,
accountingguidanceforrateregulated activitiesdoesnotallow forthecapitalization ofsuch equity am ounts,and thus,the
equity com ponentshouldnothavebeenincludedintheCom pany’scapitaltrackerandcarryingchargescalculation.

A cum ulativeadjustm entof$30.9 m illion(netofincom etaxes)w asrecorded inthefinancialstatem entsfortheyearended
M arch31,2013,ofw hich$34.7m illionw asrecordedasanadjustm enttoopeningretainedearnings(asofM arch31,2012),
and $3.8 m illion w asrecorded asan increaseto netincom ew ithin operationsand m aintenanceexpenseand otherincom e
and deductionsfortheyearended M arch 31,2013 to reflectthefiscalyear2013 activity related to thesecorrections. T his
adjustm entalso resulted in adecrease of$49.5 m illion in non-currentregulatory assets,adecrease of$1.8 m illion in non-
currentregulatory liabilitiesandadecreaseof$19 m illionindeferredincom etax liabilitiesasofM arch31,2013.

In addition,during 2013,the Com pany incorrectly determ ined the balance ofcapitalrelated accrualsincluded in accounts
payableincalculatingit’scashflow sfortheyear,resultinginanoverstatem entofnetcashprovided by operatingactivities,
and net cash used in investing activities. T he Com pany recorded an adjustm ent of$14.5 m illion to net cash used in
investingactivitiesand $14.5 m illionto netcashprovided by operatingactivitiesfortheyearended M arch31,2013 related
tothiscorrection.

Further,theCom pany hascorrected variousaccountbalancesthatw ereim properly recorded. A cum ulativeadjustm entof
$8.9 m illion (net ofincom e taxes)w asrecorded in the financialstatem entsforthe yearended M arch 31,2013,ofw hich
$5.4 m illion w asrecorded asan adjustm ent to opening retained earnings(asofM arch 31,2012),and $3.5 m illion w as
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recorded asan increase to netincom e forthe yearended M arch 31,2013 to reflectthe fiscalyear2013 activity related to
theseitem s.

T hefollow ingtableshow stheam ountspreviously reported asrevised:

(i)During 2014 the Com pany changed itsaccounting policy forpresentation oftax balances.T he change in policy resulted in areclassification ofbalances
reportedatM arch31,2013.

AsP reviously

R eported
(i)

Adjustments AsR evised

M arch2013 M arch2013

ConsolidatedS tatem entofIncom e

O peratingrevenues 1,432,308$ (9,158)$ 1,423,150$

O peratingincome 248,297 (9,832) 238,465

O therdeductions,net (48,466) 18,063 (30,403)

Incomebeforeincometaxes 199,831 8,231 208,062

Incometax expense 83,474 986 84,460

N etincome 116,357 7,245 123,602

ConsolidatedS tatem entofCashFlow s

N etincome 116,357$ 7,245$ 123,602$

N etcashprovided by operatingactivities 188,452 (14,403) 174,049

N etcashused ininvestingactivities (226,703) 15,234 (211,469)

N etcashused infinancingactivities (43,496) (613) (44,109)

Capital-related accrualsincluded inaccountspayable 548 14,510 15,058

(in thousandsofdollars)

AsP reviously

R eported
(i)

Adjustm ents AsR evised

M arch2013 M arch2013

ConsolidatedBalanceS heet

T otalcurrentassets 793,427 1,050 794,477

P roperty,plant,and equipment,net 2,717,226 (2,940) 2,714,286

T otalothernon-currentassets 2,576,553 (50,055) 2,526,498

T otalcurrentliabilities 574,684 (988) 573,696

T otalothernon-currentliabilities 1,886,051 (29,903) 1,856,148

Additionalpaid in capital 2,613,764 1,031 2,614,795

R etained Earnings

M arch31,2013 48,096 (22,084) 26,012

M arch31,2012 41,739 (29,329) 12,410

(in thousandsofdollars)
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3. R EGU L A T O R Y A S S ET S A N D L IA BIL IT IES

T heCom pany recordsregulatory assetsandliabilitiesthatresultfrom therate-m akingprocess.T hefollow ingtablepresents
theregulatory assetsandregulatory liabilitiesrecordedintheaccom panyingbalancesheets.

2014 2013

(R evised)

R egulatory assets:

Current:

Costtoachieve 6,425$ 6,425$

Derivativecontracts 8,429 6,429

Environmentalresponsecosts 30,973 30,973

Gascostadjustment 17,252 -

P ostretirementbenefits 11,832 11,832

R evenuedecouplingmechanism - 3,803

O ther 2,265 5,030

T otal 77,176 64,492

N on-current:

Capitaltracker 26,482 26,474

Derivativecontracts 3,831 4,785

Environmentalresponsecosts 687,109 659,380

P ostretirementbenefits 268,878 297,171

P roperty taxes 16,481 7,047

R egulatory deferred tax assets 2,325 11,529

O ther 69,231 49,975

T otal 1,074,337 1,056,361

R egulatory liabilities:

Current:

Derivativecontracts 3,171 4,674

Gascostadjustment - 20,057

R evenuedecouplingmechanism 6,136 -

T emporary stateassessment 32,751 4,380

O ther 485 355

T otal 42,543 29,466

N on-current:

Carryingcharges 3,241 8,359

Costofremoval 181,329 178,926

Delivery rateadjustment 44,974 44,974

Derivativecontracts 7,124 466

Energy efficiency 41,100 35,365

Excessearnings 88,082 88,082

O ther 31,178 25,020

T otal 397,028 381,192

N etregulatory assets 711,942$ 710,195$

M arch31,

(inthousandsofdollars)
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CapitalT racker:Duringthe prim ary term oftherateplan (2008– 2012),theCom pany had acapitaltrackerm echanism that
reconciled the Com pany'scapitalexpendituresto the am ountsperm itted in rates.T he m echanism provided foratw o w ay
(upw ard and dow nw ard)trackerforCity and S tate Construction ("CS C")related expendituresand aone w ay (dow nw ard
only)trackerforallothercapitalexpenditures.T he Com pany deferred the fullrevenue requirem ent equivalent ofCS C
expendituresabove orbelow the CS C rate asw ellasthe fullrevenue requirem ent equivalent ofam ountsbelow the rate
allow ance forallothercapitalexpenditures.Beginning January 1,2013,the CapitalT rackerw asreplaced by aN et U tility
P lant and Depreciation Expense R econciliation M echanism ("N U P T racker"). T he N U P trackerrequiresthe Com pany to
reconcile itsannualactualaverage net utility plant and depreciation expense revenue requirem ent to targeted am ounts
defined in the rate extension agreem ent.Ifthe cum ulative tw o yearactualnet utility plant and depreciation expense
revenue requirem ent are below the target,the am ount w illbe deferred forthe benefit ofcustom ers.T here w illbe no
deferraliftheCom pany exceedsthetarget.

Costofrem oval:R epresentscum ulativeam ountscollected,butnotyetspent,todisposeofproperty,plantandequipm ent.
T hisliability isdischarged asrem ovalcostsareincurred.

Costtoachieve:R epresentsdeferredcostsincurredtoachievem ergersavingsrelatedtothe2007acquisitionofKeyS pan
by N GU S A.

Delivery rateadjustm ent:T he N YP S C authorized asurchargeforrecovery ofregulatory assets(Delivery R ateS urcharge)of
$5.0 m illion beginning January 1,2008,w hich increased increm entally by $5.0 m illion in rate yearstw o through five;
aggregatingto atotalofapproxim ately $75.0 m illion overtheterm oftherateagreem ent.In itsorderissued and effective
N ovem ber28,2012 (O rderAuthorizing R ecovery ofDeferred Balances),the N YP S C authorized aS ite Investigation and
R em ediation (“ S IR ” ) S urcharge in the am ount of$25.0 m illion w hich superseded the Delivery R ate S urcharge effective
January 1,2013.T heseS IR recoveriesw illbeusedtoam ortizeexistingS IR deferralbalances.

Derivative assetsand liabilities: Gainsorlossesresulting from com m odity derivativesare required to be refunded to or
recovered from custom ersthrough thegascostadjustm ent.Accordingly,theCom pany evaluatesopen derivativecontracts
to determ ine if they are probable of recovery or refund through future ratescharged to custom ersand qualify for
regulatory deferral.Derivative contractsthatqualify forregulatory deferralare recorded atfairvalue,w ith changesin fair
valuerecorded asregulatory assetsorregulatory liabilitiesintheperiodinw hichthechangeoccurs.

Energy efficiency: T hisam ount representsthe difference betw een revenue billed to custom ersthrough the Com pany’s
energy efficiency chargeand thecostsofitsenergy efficiency program sasapprovedby theN YP S C.

Environm entalresponse costs: T hisregulatory asset representsdeferred costsassociated w ith the estim ated coststo
investigateand perform certainrem ediationactivitiesatform erm anufactured gasplant(“ M GP ” )sitesandrelatedfacilities.
T he Com pany believesfuture costs,beyond the expiration ofcurrent rate plans,w illcontinue to be recovered through
rates.

Excessearnings: At the end ofeach rate year(calendaryear),the Com pany isrequired to provide the N YP S C w ith a
com putation ofitsreturn on com m on equity capital(“ R O E” ).During the prim ary term ofthe rate plan (2008-2012),ifthe
levelofearned com m onequity intheapplicablerateyearexceeded10.5% ,theCom pany w asrequiredtodeferaportionof
the revenue equivalent associated w ith any overearningsforthe benefit ofcustom ers.Beginning January 1,2013,the
threshold forearningssharing w asreduced from 10.5% to 9.4% and the sharing m echanism iscalculated based upon a
cum ulative average R O E overrate years2013 and 2014 w ith 80% ofany excessearningsapplied asacreditagainsttheS IR
deferralbalance.

Gascost adjustm ent:T he Com pany issubject to rate adjustm ent m echanism sforcom m odity costs,w hereby an asset or
liability isrecognized resulting from differencesbetw een actualrevenuesand the underlying cost being recovered or
differencesbetw een actualrevenuesand targeted am ountsasapproved by theN YP S C.T heseam ountsw illberefunded to,
orrecovered from ,custom ersoverthenextyear.
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P ostretirem entbenefits:T hisam ountprim arily representstheexcesscostsoftheCom pany’spensionand P BO P plansover
am ountsreceived in ratesthat are deferred to aregulatory asset to be recovered in future periods,and the non-cash
accrualofnetactuarialgainsand losses.Also included w ithin thisam ountare certain pension deferralam ountsfrom prior
totheacquisitionofKeyS pan by N GU S A,w hich arebeingrecovered inratesovera10-yearperiod endingAugust2017,and
thenon-cashaccrualofnetactuarialgainsandlosses.

P roperty taxes: T he regulatory assetsand liabilitiesrepresent 90% ofactualproperty and specialfranchise tax expenses
aboveorbelow therateallow anceforfuturecollectionfrom orrefundtotheCom pany’scustom ers.

R egulatory deferred tax asset: T hisam ount representsunrecovered federaland state deferred taxesofthe Com pany
prim arily asaresultofregulatory flow throughaccountingtreatm entand statetax ratechanges.T heincom etax benefitsor
chargesforcertain plantrelated tim ing differences,such asequity AFU DC,are im m ediately flow ed through to orcollected
from custom ers.T he am ortization oftherelated regulatory deferred tax asset,fortheseitem s,follow sthe booklife ofthe
underlyingplantasset.T heCom pany expectstoaddresstheam ortizationperiodoftheregulatory assetcreatedby theN ew
Yorkstateratechangeinthenextratecase.

R evenuedecouplingm echanism :Asapproved by theN YP S C,theCom pany hasaR DM w hichappliesonly totheCom pany's
firm residentialheating salesand transportation custom ers. T he R DM allow sforannualadjustm ent to the Com pany’s
delivery ratesasaresult ofthe reconciliation betw een allow ed revenue percustom erand actualrevenue percustom er.
Any differencebetw eentheallow edrevenuepercustom erandtheactualrevenuepercustom erisrecorded asaregulatory
assetorregulatory liability.

T em porary state assessm ent: In June 2009,the N YP S C authorized utilities,including the Com pany,to recoverthe costs
required for paym ent of the T em porary S tate Energy & U tility S ervice Conservation Assessm ent (“ T em porary S tate
Assessm ent” ),including carrying charges.T he T em porary S tate Assessm ent issubject to reconciliation overafive year
period w hich began July 1,2009.O n June 18,2014,the N YP S C issued an orderauthorizing certain utilities,including the
Com pany,to recoverthe T em porary S tate Assessm ent subject to reconciliation,including carrying charges,from July 1,
2014 throughJune30,2017.AsofM arch31,2014,theCom pany over-collected onthesecosts.T heCom pany isrequired to
netany deferredover-collectionam ountsagainsttheam ounttobecollectedinfiscalyear2014 and2015 asw ellasthefirst
paym entrelatingtofiscalyear2015 and2016.

T heCom pany recordscarryingchargeson allregulatory balances(w ith theexception ofderivativecontractsand regulatory
tax balances)w here cash expenditureshave been m ade and are subjectto recovery,orforw here cash hasbeen collected
andissubjecttorefund.Carryingchargesarenotrecorded onitem sforw hichexpenditureshavenotyetbeenm ade.

4. R A T EM A T T ER S

GeneralR ateCase

O n June 13,2013,the N YP S C approved arate plan extension covering the Com pany’s2013 and 2014 rate years.T he
Com pany’srevenue requirem entsforboth yearshave been m odified asfollow s: (i)there isno change in base delivery
rates,otherthan those previously approved by the N YP S C in the rate plan extension,(ii)the allow ed R O E decreased from
9.8% to9.4% ,and(iii)thecom m onequity ratiointhecapitalstructureincreasedfrom 45% to48% .

M anagem entA udit

In February 2011,the N YP S C selected O verland Consulting Inc.,(“ O verland” )to perform am anagem ent audit ofN ational
Grid’saffiliatecostallocations,policiesand procedures.T heCom pany disputed certain ofO verland’sfinalauditconclusions
and the N YP S C ordered that furtherproceedingsbe conducted to addressw hat,ifany,ratem aking adjustm entsw ere
necessary. O n M ay 23,2014,aJointP roposalbetw een N ationalGrid and theS taffoftheDepartm entofP ublicS ervicew as
filed forN YP S C approvalthatresolvesallfinancialand rate issuesarising from orrelated to the audit,and a$13.3 m illion
regulatory liability w asrecorded.At the tim e ofthe issuance ofthese financialstatem ents,the N YP S C had yet to issue its
approval.
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GasM anagem entA udit

In February 2013,the N YP S C initiated acom prehensive m anagem ent and operationalaudit ofN GU S A’sN ew York gas
businesses,including the Com pany,pursuant to the P ublic S ervice L aw requirem ent that m ajorelectric and gasutilities
undergo an audit every five years.T he audit com m enced in August 2013.At the tim e ofissuance ofthe consolidated
financialstatem ents,theCom pany cannotpredicttheoutcom eofthisaudit.

O perationsA udit

In August2013,the N YP S C initiated an operationalauditto review theaccuracy ofthecustom erservice,electricreliability,
and gassafety datareported by the investorow ned utilitiesoperating in N ew York,including the Com pany.O n Decem ber
19,2013,theN YP S C selected O verland Consultingtoconducttheaudit,w hichcom m enced inFebruary 2014.Atthetim eof
theissuanceoftheseconsolidated financialstatem ents,theCom pany cannotpredicttheoutcom eofthisaudit.

5. P R O P ER T Y,P L A N T A N D EQ U IP M EN T

T he follow ing table sum m arizesproperty,plant and equipm ent at cost along w ith accum ulated depreciation and

am ortization:

2014 2013

(R evised)

P lantandmachinery $ 3,523,161 3,369,349$

L and and buildings 174,708 163,511

Assetsinconstruction 200,583 122,271

S oftw areand otherintangibles 124,399 124,387

T otalproperty,plantand equipment 4,022,851 3,779,518

Accumulated depreciationand amortization (1,108,397) (1,065,232)

P roperty,plantandequipment,net 2,914,454$ 2,714,286$

(inthousandsofdollars)

M arch31,

6. DER IVA T IVECO N T R A CT S

T he Com pany utilizesderivative instrum ents,such asgaspurchase contracts,gassw ap contractsand gasoption contracts
to m anage com m odity price riskassociated w ith itsnaturalgaspurchases.T he Com pany’sriskm anagem entstrategy isto
reducefluctuationsinfirm gassalespricestoitscustom ers.

T he Com pany’sfinancialexposuresare m onitored and m anaged asan integralpartofthe Com pany’soverallfinancialrisk
m anagem entpolicy.T heCom pany engagesinriskm anagem entactivities,only incom m oditiesand financialm arketsw here
ithasanexposureto,and only interm sand volum esconsistentw ithitscorebusiness.
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Volum es

Volum esofoutstandingcom m odity derivativecontractsm easuredindekatherm s(“ dths” )areasfollow s:

2014 2013

P hysicalcontracts:

Gaspurchasecontracts(dths) 22,310 8,721

Financialcontracts:
Gassw apcontracts(dths) 13,732 19,174

Gasoptioncontracts(dths) 9,350 1,750
T otal 45,392 29,645

(in thousands)

M arch31,

A m ountsR ecognizedintheAccom panyingBalanceS heets

2014 2013 2014 2013

Currentassets: Currentliabilities:

R aterecoverablecontracts: R aterecoverablecontracts:

Gaspurchasecontracts 509 1,992$ Gaspurchasecontracts 4,744$ 1,988$

Gassw apcontracts 1,757 2,213 Gassw apcontracts 3,432 4,436

Gasoptioncontracts 905 469 Gasoptioncontracts 253 5

3,171 4,674 8,429 6,429

O thernon-currentassets: N on-currentliabilities:

R aterecoverablecontracts: R aterecoverablecontracts:

Gaspurchasecontracts 7,124 466 Gaspurchasecontracts 3,831 4,785
7,124 466 3,831 4,785

T otal 10,295$ 5,140$ T otal 12,260$ 11,214$

A ssetDerivatives L iabilityDerivatives

M arch31, M arch31,

(inthousandsofdollars) (in thousandsofdollars)

T he changesin fairvalue ofthe Com pany’srate recoverable contractsare offset by changesin regulatory assetsand
liabilities. Asaresult,the changesin fair value of those contractshad no im pact in the accom panying consolidated
statem entsofincom e.T he Com pany had no derivative contractsnot subject to rate recovery asofM arch 31,2014 and
2013.

CreditandCollateral

T he Com pany isexposed to credit risk related to transactionsentered forcom m odity price risk m anagem ent.Credit risk
representsthe riskoflossdue to counterparty non-perform ance.Credit riskism anaged by assessing each counterparty’s
creditprofileandnegotiatingappropriatelevelsofcollateraland creditsupport.

T he credit policy forcom m odity transactionsism anaged and m onitored by N GU S A’sExecutive Energy R isk M anagem ent
Com m ittee (“ EER C” ),w hich isresponsible for approving risk m anagem ent policiesand objectivesfor risk assessm ent,
controland valuation,and them onitoringand reportingofriskexposures.N GU S A’sEnergy P rocurem entR iskM anagem ent
Com m ittee (“ EP R M C” ) isresponsible for approving transaction strategies,annual supply plans,counterparty credit
approval,asw ellasallvaluation and controlprocedures.T he EER C ischaired by the GlobalT ax and T reasury Directorand
reportstotheFinanceCom m ittee.T heEP R M C ischairedby theViceP residentofU .S .T reasury andreportstotheEER C.
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T heEP R M C m onitorscounterparty creditexposureand appropriatem easuresaretaken to bringsuch exposuresbelow the
lim its,including,w ithout lim itation,netting agreem ents,and lim itationson the type and tenoroftrades.T he Com pany
entersinto enabling agreem entsthat allow forpaym ent netting w ith itscounterparties,w hich reduce itsexposure to
counterparty riskby providing forthe offsetofam ountspayable to the counterparty againstam ountsreceivable from the
counterparty.In instancesw hereacounterparty’screditquality hasdeclined,orcreditexposureexceedscertain levels,the
Com pany m ay lim ititscreditexposureby restrictingnew transactionsw ith thecounterparty,requiringadditionalcollateral
orcreditsupportand negotiating the early term ination ofcertain agreem ents.S im ilarly,the Com pany m ay be required to
postcollateralto itscounterparties.T he Com pany’screditexposure forallderivative instrum ents,applicablepayablesand
receivables,netofcollateraland instrum entsthatare subjectto m asternetting agreem ents,w asaliability of$3.2 m illion
and$7.6 m illionasofM arch31,2014 and2013,respectively.

T he aggregate fairvalue ofthe Com pany’sderivative instrum entsw ith credit-risk-related contingentfeaturesthatare in a
liability positionatM arch31,2014 and 2013 w as$4.1 m illionand $4.0 m illion,respectively.T heCom pany had nocollateral
posted forthese instrum entsatM arch 31,2014 or2013.Ifthe Com pany’screditrating w ere to be dow ngraded by one or
tw olevels,itw ould notberequired topostany additionalcollateral.IftheCom pany’screditratingw eretobedow ngraded
by threelevels,itw ould berequired topost$4.4 m illionand $4.1 m illionadditionalcollateraltoitscounterpartiesatM arch
31,2014 and 2013,respectively.

O ffsettingInform ationforDerivativesS ubjecttoM asterN ettingA rrangem ents

A S S ET S : N etamountsofassets Cash

Grossamountsof Grossamountsoffset presented inthe Financial collateral N et

Description recognized assets intheBalanceS heets BalanceS heets instruments received amount

A B C=A +B Da Db E=C-D

Com m odity Derivatives

Gaspurchasecontracts 7,633$ -$ 7,633$ - -$ 7,633$

Gassw apcontracts 1,757 - 1,757 - - 1,757

Gasoptioncontracts 905 - 905 - - 905

T otal 10,295$ -$ 10,295$ -$ -$ 10,295$

L IA BIL IT IES : N etamountsof Cash

Grossamountsof Grossamountsoffset presented inthe Financial collateral N et

Description recognized liabilities intheBalanceS heets BalanceS heets instruments paid amount

A B C=A +B Da Db E=C-D

Com m odity Derivatives

Gaspurchasecontracts (8,575)$ -$ (8,575)$ -$ -$ (8,575)$

Gassw apcontracts (3,432) - (3,432) - - (3,432)

Gasoptioncontracts (253) - (253) - - (253)
T otal (12,260)$ -$ (12,260)$ -$ -$ (12,260)$

GrossA m ountsN otO ffsetinthe Balance S heets

(inthousandsofdollars)

M arch31,2014
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A S S ET S : N etamountsofassets Cash

Grossamountsof Grossamountsoffset presented inthe Financial collateral N et

Description recognized assets intheBalanceS heets BalanceS heets instruments received amount

A B C=A +B Da Db E=C-D

Com m odity Derivatives

Gaspurchasecontracts 2,458$ -$ 2,458$ -$ -$ 2,458$

Gassw apcontracts 2,213 - 2,213 - - 2,213

Gasoptioncontracts 469 - 469 - - 469
T otal 5,140$ -$ 5,140$ -$ -$ 5,140$

L IA BIL IT IES : N etamountsof Cash

Grossamountsof Grossamountsoffset presented inthe Financial collateral N et

Description recognized liabilities intheBalanceS heets BalanceS heets instruments paid amount

A B C=A +B Da Db E=C-D

Com m odity Derivatives

Gaspurchasecontracts (6,773)$ -$ (6,773)$ -$ -$ (6,773)$

Gassw apcontracts (4,436) - (4,436) - - (4,436)

Gasoptioncontracts (5) - (5) - - (5)
T otal (11,214)$ -$ (11,214)$ -$ -$ (11,214)$

GrossA m ountsN otO ffsetintheBalanceS heets

(in thousandsofdollars)

M arch31,2013

7. FA IR VA L U EM EA S U R EM EN T S

T he follow ing tablespresent assetsand liabilitiesm easured and recorded at fairvalue in the accom panying consolidated
balancesheetsonarecurringbasisandtheirlevelw ithinthefairvaluehierarchy asofM arch31,2014 and2013:

L evel1 L evel2 L evel3 T otal

A ssets:

Derivativecontracts

Gaspurchasecontracts -$ 34$ 7,599$ 7,633$

Gassw apcontracts - 1,757 - 1,757

Gasoptioncontracts - - 905 905

T otal - 1,791 8,504 10,295

L iabilities:

Derivativecontracts

Gaspurchasecontracts - 107 8,468 8,575

Gassw apcontracts - 3,432 - 3,432

Gasoptioncontracts - - 253 253

T otal - 3,539 8,721 12,260

N etliabilities -$ (1,748)$ (217)$ (1,965)$

M arch31,2014

(inthousandsofdollars)
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L evel1 L evel2 L evel3 T otal

A ssets:

Derivativecontracts

Gaspurchasecontracts -$ 127$ 2,331$ 2,458$

Gassw apcontracts - 2,213 - 2,213

Gasoptioncontracts - - 469 469

T otal - 2,340 2,800 5,140

L iabilities:

Gaspurchasecontracts - 76 6,697 6,773

Gassw apcontracts - 4,436 - 4,436

Gasoptioncontracts - - 5 5

T otal - 4,512 6,702 11,214

N etliabilities -$ (2,172)$ (3,902)$ (6,074)$

M arch31,2013

(inthousandsofdollars)

DerivativeContracts:T heCom pany’sL evel2 fairvaluederivativeinstrum entsprim arily consistofover-the-counter(“ O T C” )gas
sw ap contractsand gaspurchase contractsw ith pricing inputsobtained from the N ew York M ercantile Exchange and
IntercontinentalExchange (“ ICE” ),except in casesw here the ICE publishesseasonalaveragesor w here there w ere no
transactionsw ithin the lastseven days.T he Com pany m ay utilize discounting based on quoted interestrate curves,including
consideration of non-perform ance risk,and m ay include aliquidity reserve calculated based on bid/ask spread for the
Com pany’sL evel2 derivativeinstrum ents.S ubstantially allofthesepricecurvesareobservablein them arketplacethroughout
atleast95% oftherem ainingcontractualquantity,orthey couldbeconstructedfrom m arketobservablecurvesw ithcorrelation
coefficientsof95% orhigher.

T he Com pany’sL evel3 fair value derivative instrum entsprim arily consist ofO T C gaspurchase contractsand gasoption
contracts,w hich are valued based on internally-developed m odels.Industry-standard valuation techniques,such asthe Black-
S cholespricing m odel,M onte Carlo sim ulation,and FinancialEngineering Associateslibrariesare used for valuing such
instrum ents. A derivative isdesignated L evel3 w hen it isvalued based on aforw ard curve that isinternally developed,
extrapolatedorderivedfrom m arketobservablecurvesw ithcorrelationcoefficientslessthan95% ,w hereoptionality ispresent,
orifnon-econom icassum ptionsarem ade.T heinternally developed forw ard curveshaveahigh levelofcorrelation w ithP latts
M ark-to-M arketcurvesandarereview edby them iddleoffice.T heCom pany considersnon-perform anceriskandliquidityriskin
thevaluationofderivativecontractscategorizedinL evel2 andL evel3.

ChangesinL evel3 Derivatives

2014 2013

(in thousandsofdollars)

Balanceasofthebeginningoftheyear (3,902)$ (5,186)$

T otalgainsorlossesincludedinregulatory assetsandliabilities 5,209 (721)

S ettlements (1,524) 2,005

Balanceasoftheendoftheyear (217)$ (3,902)$

YearsEnded M arch31,

A transferintoL evel3 representsexistingassetsorliabilitiesthatw erepreviously categorizedatahigherlevelforw hichthe
inputsbecam eunobservableduringtheyear.A transferoutofL evel3 representsassetsand liabilitiesthatw erepreviously
classified asL evel3 forw hich the inputsbecam e observable based on the criteriadiscussed previously forclassification in
L evel2.T hesetransfers,w hicharerecognized attheendofeachperiod,resultfrom changesintheobservability offorw ard
curvesfrom the beginning to the end ofeach reporting period.T here w ere no transfersbetw een L evel1 and L evel2,and
notransfersintooroutofL evel3,duringtheyearsended M arch31,2014 or2013.
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T hefollow ingtableprovidesinform ationabouttheCom pany’sL evel3 valuations:

Q uantitativeInform ationA boutL evel3 Derivatives
S ignificant

Valuation U nobservable

Com m odity L evel3 P osition T echnique(s) Input R ange

A ssets (L iabilities) T otal

P hysical(A )

Gas

GasP urchase

Contract 7,385$ (8,468)$ (1,083)$

Discounted

CashFlow

Forw ard

Curve(A)

$2.434 -

$17.310/Dth

Gas/P ow er

Cross

Comm odity

Contract 214 214

Discounted

CashFlow

Forw ard

Curve

$50.93 -

$98.98/Dth

Financial

Gas

GasO ption

Contract 905 (253) 652

Discounted

CashFlow

Im plied

Volatility 29% -31%
T otal 8,504$ (8,721)$ (217)$

(A)Includesdealsw ithvaluation assumptionsongassupply.

FairValue asofM arch31,2014

T he significantunobservableinputslisted above w ould haveadirectim pacton the fairvaluesoftheL evel3 instrum entsif
they w ereadjusted.T hesignificantunobservableinputsused inthefairvaluem easurem entoftheCom pany’sgaspurchase
and gasoption derivativesare forw ard com m odity prices,both gasand electric,im plied volatility and valuation
assum ptionspertaining to the peaking gasdealsbased on the forw ard gascurves.A relative change in com m odity price at
variouslocationsunderlyingtheopenpositionscanresultinsignificantly differentfairvalueestim ates.

O therFairValueM easurem ents

T heCom pany’sconsolidated balancesheetsreflectlong-term debtatam ortized cost.T hefairvalueoftheCom pany’slong-
term debt w asbased on quoted m arket pricesw hen available,orestim ated using quoted m arket pricesforsim ilardebt.
T hefairvalueofthisdebtatM arch31,2014 and2013 w as$1.2 billion.

Allotherfinancialinstrum entsin the accom panying consolidated balance sheetssuch asaccountsreceivable,accounts
payable,andtheintercom pany m oney poolarestatedatcost,w hichapproxim atesfairvalue.

8. EM P L O YEEBEN EFIT S

T he Com pany participatesw ith certain otherKeyS pan subsidiariesin qualified and non-qualified non-contributory defined
benefitplans(the “ P ension P lans” )and aP BO P plan (togetherw ith the P ension P lans(the “ P lans” )),covering substantially
allem ployees.

T he P ension P lansprovide union em ployees,asw ellasallnon-union em ployeeshired before January 1,2011,w ith a
retirem ent benefit. S upplem ental non-qualified,non-contributory executive retirem ent program sprovide additional
defined pension benefitsforcertain executives.T he P BO P P lan provideshealth care and life insurance coverage to eligible
retired em ployees. Eligibility isbased on age and length of service requirem entsand,in m ost cases,retireesm ust
contributetothecostoftheircoverage.

During the yearsended M arch 31,2014 and 2013,the Com pany m ade contributionsofapproxim ately $45.6 m illion and
$50.2 m illiontotheP lans.
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P lan assetsarecom m ingled and cannotbespecifically allocated to an individualcom pany.T heP lans’ costsarefirstdirectly
charged to the Com pany based on the Com pany’sem ployeesthat participate in them .Costsassociated w ith affiliated
servicecom panies’ em ployeesarethen allocated aspartofthelaborburden forw orkperform ed ontheCom pany’sbehalf.
Inaddition,certainchangesinthefunded statusoftheP lansarealsoallocatedbasedontheem ployeesassociated w iththe
Com pany through an intercom pany payable account and are presented aspostretirem ent benefitsin the accom panying
balance sheets. P ension and P BO P expense isincluded in operationsand m aintenance expense in the accom panying
consolidatedstatem entsofincom e.

KeyS pan’sunfunded obligationsatM arch31,2014 and2013 areasfollow s:

M arch31,

2014 2013

P ension 704,169$ 892,701$

P BO P 916,706 1,339,788
1,620,875$ 2,232,489$

(inthousandsofdollars)

T heCom pany’snetpensionand P BO P expensesdirectly charged andallocatedfrom affiliated servicecom panies,netof
capital,fortheyearsendedM arch31,2014 and2013 areasfollow s:

M arch31,

2014 2013

P ension 15,634$ 15,407$

P BO P 19,186 19,207
34,820$ 34,614$

(inthousandsofdollars)

DefinedContributionP lan

N GU S A hasadefined contribution pension plan that coverssubstantially allem ployees.Forthe yearsended M arch 31,
2014 and 2013,the Com pany recognized an expense in the accom panying consolidated statem entsofincom e of$1.0
m illionand$1.2 m illion,respectively,form atchingcontributions.

O therBenefits

Duringtheyearended M arch 31,2014,N GU S A im proved itsm ethodology forallocatingto itssubsidiariestheexpense and
liability forw orkerscom pensation,auto,and generalinsurance claim sw hich have been incurred but not yet reported
(“ IBN R ” ).Inprioryears,such costsand liabilitiesw ereallocated toN GU S A'ssubsidiariesbased oneachsubsidiary'spro-rata
shareofknow n outstandingcase reserves.Asofand fortheyearended M arch 31,2014,such IBN R am ountsareallocated
proportionally based onvariousfactorsincludingrevenue,payroll,and num beroffleetvehicles,asapplicabletotherelated
exposuresource.M anagem entbelievesthisim proved m ethodology providesam oreaccurateandappropriateallocationto
each ofitssubsidiaries.T he change in allocation m ethodology resulted in an increase in incom e before incom e taxesof
approxim ately $19.3 m illioninthecurrentfiscalyear.AtM arch31,2014 and 2013,theCom pany had accruedIBN R of$10.0
m illionand$16.9 m illionrespectively
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9. CA P IT A L IZA T IO N

GasFacilitiesR evenueBonds

T he Com pany hasoutstanding tax-exem pt bonds(GasFacilitiesR evenue Bonds,or“ GFR B” )issued through the N ew York
S tateEnergy R esearchandDevelopm entAuthority.AtM arch31,2014 and2013,$640.5 m illionofGFR Bsw ereoutstanding;
$230.0 m illion ofw hich are variable-rate,auction rate bonds.T he interest rate on the variousvariable rate seriesdue
starting Decem ber1,2020 through July 1,2026 isreset w eekly and ranged from 0.07% to 0.51% during the yearended
M arch 31,2014 and 0.14% to 2.17% during the yearended M arch 31,2013.T he GFR Bsare currently in auction ratem ode
and arebacked by bond insurance.T hesebondscannotbeputbacktotheCom pany andinthecaseofafailed auction,the
resulting interest rate on the bondsrevert to the m axim um rate w hich dependson the current appropriate,short term
benchm ark ratesand the seniorunsecured rating ofthe Com pany’sbonds.T he effect ofthe failed auctionson interest
expensehasnotbeenm aterialatthistim e.

CurrentM aturitiesofL ong-term Debt

(inthousandsofdollars)

YearsEndingM arch31,

2015 -$

2016 -

2017 400,000

2018 -

2019 -

T hereafter 640,500
T otal 1,040,500$

T he Com pany isobligated to m eet certain non-financialcovenants.During the yearsended M arch 31,2014 and 2013 the
Com pany w asincom pliancew ithallsuchcovenants.

DividendR estrictions

P ursuantto the N YP S C’sorders,the ability ofthe Com pany to pay dividendsto KeyS pan isconditioned upon m aintenance
ofautility capitalstructure w ith debt not exceeding 56% oftotalutility capitalization.At M arch 31,2014 and 2013,the
Com pany w asin com pliancew ith theutility capitalstructurerequired by theN YP S C.In August2012,the Com pany issued a
dividendintheam ountof$110 m illiontoKeyS panw hichw assettled viathem oney pool.

P referredS tock

In connection w ith N GU S A’sacquisition ofKeyS pan,the Com pany becam e subject to arequirem ent to issue aclassof
preferred stock having one share (the “ Golden S hare” ),subordinate to any existing preferred stock.T he holderofthe
Golden S hare w ould have voting rightsthatlim itthe Com pany’srightto com m ence any voluntary bankruptcy,liquidation,
receivership or sim ilar proceeding w ithout the consent of the holder of the Golden S hare. T he N YP S C subsequently
authorized the issuance ofthe Golden S hare to atrustee,GS S Holdings,Inc.,w ho w illhold the Golden S hare subject to a
S ervicesand Indem nity Agreem entrequiring GS S Holdings,Inc.to vote the Golden S hare in the bestinterestsofN ew York
S tate.T heGoldenS harew asissuedby theCom pany onJuly 8,2011 andhasaparvalueof$1 dollar.
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10. IN CO M ET A X ES

Com ponentsofIncom eT ax Expense

2014 2013

(inthousandsofdollars)

Currenttax expense (benefit):

Federal $ 10,596 $ 1,784

S tate 8,742 660

T otalcurrenttax benefit 19,338 2,444

Deferred tax expense:

Federal 51,689 66,475

S tate 10,585 16,452

T otaldeferred tax expense 62,274 82,927

Am ortized investm enttax credits,net
(1) (911) (911)

T otaldeferred tax expense 61,363 82,016

T otalincom e tax expense $ 80,701 $ 84,460

YearsEndedM arch31,

(1)Investm enttax credits(“ IT C” )arebeingdeferredandam ortizedoverthedepreciablelifeoftheproperty givingriseto
thecredits.

S tatutory R ateR econciliation

T he Com pany'seffective tax ratesforthe yearsended M arch 31,2014 and 2013 is42.5% and 40.6% ,respectively.T he
follow ing table presentsareconciliation ofincom e tax expense at the federalstatutory tax rate of35% to the actualtax
expense:

2014 2013

(in thousandsofdollars)

Computed tax atthestatutory rate 66,483$ 72,821$

Changeincomputed taxesresultingfrom :

S tateincom etax,netoffederalbenefit 12,563 11,123

Depreciation differencesnotnorm alized 1,404 3,301

Investmenttax credit (911) (911)

O theritems,net 1,162 (1,874)

T otal 14,218 11,639

Federaland stateincom etaxes $ 80,701 $ 84,460

YearsEnded M arch31,

T he Com pany isam em berofthe N GN A and subsidiariesconsolidated federalincom e tax return.T he Com pany hasjoint
and severalliability forany potentialassessm entsagainsttheconsolidatedgroup.

In S eptem ber2013,the InternalR evenue S ervice (“ IR S ” )issued finalregulations,effective fortax yearsbeginning in 2014,
thatprovideguidanceontheappropriatetax treatm entofcostsincurred toacquire,produceorim provetangibleproperty,
asw ellasroutine m aintenance and repaircosts.P roposed regulationsw ere issued addressing the tax treatm ent ofasset
dispositions.T he Com pany hasevaluated tax accounting m ethod changesthat m ay be elected,orrequired by the final
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regulations.At M arch 31,2014,$3.4 m illion ofdeferred tax liabilitieshave been classified ascurrent in the Com pany’s
balance sheets,representing the cum ulative adjustm ent expected to be reflected in incom e fortax purposesduring the
tw elve m onthsending M arch 31,2015.T he application ofthese regulationsisnot expected to have am aterialim pact on
theCom pany’sfinancialposition,resultsofoperationsorcashflow s.

O n M arch 31,2014,N ew York’slegislature enacted aspart ofthe 2014-15 budget package,legislation w hich included
significant tax changes.Fortax yearsbeginning on orafterJanuary 1,2016,the N ew York corporate franchise rate is
reduced from 7.1% to 6.5% .Additionally,fortax yearsbeginningon orafterJanuary 1,2015,N ew YorkS tate w illgenerally
requirecom bined reportingifthe taxpayerisengaged in aunitary businessand a50% com m on ow nership testism et.T he
M etropolitan T ransportation Authority surchargerateincreased from 17% to 25.6% oftheN ew Yorkrate fortaxable years
beginning after2014 and before 2016.Forsubsequent years,the rate isto be adjusted by the Com m issionerofthe N ew
York S tate Departm ent ofT axation and Finance. AsofM arch 31,2014,the Com pany rem easured itsN ew York S tate
deferred tax assetsand liabilitiesbased upon the enacted law that w illapply w hen the corresponding state tem porary
differencesare expected to be realized orsettled.S pecifically,the Com pany decreased itsN ew York S tate deferred tax
liability by $8.5 m illion w ith an offset of$8.0 m illion to regulatory liability and an offset of$0.5 m illion to incom e tax
expensetoreflectthedecreaseintax rate.

DeferredT ax Com ponents

2014 2013

Deferredtax assets:

N etoperatinglosses

P ensions,P BO P and otheremployeebenefits 51,667$ 78,775$

Environmentalreserve 230,171 219,864

O therR egulatory assets/liabilities-net

Allow anceforuncollectibleaccounts

Futurefederalbenefitonstatetaxes 37,805 45,595

R egulatory liabilities-other 59,536 60,229

O theritems 25,120 48,829

T otaldeferredtax assets
(1)

404,299 453,292

Deferredtax liabilities:

P roperty related differences 701,026 659,559

R egulatory assets-pensionand P BO P 120,907 136,969

R egulatory assets-environmental 311,307 302,454

O theritems 55,455 76,823

T otaldeferredtax liabilities 1,188,695 1,175,805

784,396 722,513

Deferred investmenttax credits 3,814 4,725

N etdeferredincometax liabilitiesand investmenttax credits 788,210 727,238

Currentportionofdeferred incometax liabilities(assets),net 6,533 (10,751)

Deferredincom etax liabilities,net 781,677$ 737,989$

M arch31,

(inthousandsofdollars)

(1)T herew erenovaluationallow ancesfordeferredtax assetsatM arch31,2014 or2013.
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During the yearended M arch 31,2014,the Com pany changed itsaccounting policy forpresentation oftax balances.T he
changein policy resulted in areclassification ofbalancesreported atM arch 31,2013,w hich decreased accountspayableto
affiliatesby $29.4 m illion,increased taxesaccrued by $1.9 m illion,and increased othernon-current liabilitiesby $27.5
m illion.

T hefollow ingtablepresentstheam ountsandexpirationdatesofoperatinglossesasofM arch31,2014:

Expirationofnetoperatinglosses: Federal

03/31/2033 $ 12,085

03/31/2034 5,634

Expirationofstateandcity netoperatinglosses: N YS

03/31/2029 $ 97,012

03/31/2033 39,254

(inthousandsofdollars)

(inthousandsofdollars)

U nrecognizedT ax Benefits

AsofM arch 31,2014 and 2013,the Com pany’sunrecognized tax benefitstotaled $72.2 m illion and $113.0 m illion,
respectively,ofw hichnoneand $16.8m illion,respectively,w ouldaffecttheeffectivetax rate,ifrecognized.

T hefollow ingtablepresentschangestotheCom pany’sunrecognizedtax benefits:

2014 2013

(inthousandsofdollars)

Balanceasofthebeginningoftheyear 113,030$ 103,367$

Grossincreases-tax positionsinpriorperiods 2,046 3,065

Grossdecreases-tax positionsinpriorperiods (16,622) (466)

Grossincreases-currentperiodtax positions 13,727 7,998

Grossdecreases-currentperiodtax positions - (934)

S ettlementsw ithtax authorities (40,001) -

Balanceasoftheendoftheyear 72,180$ 113,030$

YearsEndedM arch31,

AsofM arch 31,2014 and 2013,the Com pany hasaccrued forinterest related to unrecognized tax benefitsof$2.5 and
$12.9 m illion,respectively.During the yearsended M arch 31,2014 and 2013,the Com pany recorded interest expense of
$3.9 m illionand $3.4 m illion,respectively.T heCom pany recognizesaccrued interestrelated tounrecognized tax benefitsin
otherinterest,includingaffiliateinterest.R elated penalties,ifapplicable,arerecorded to otherincom e(deductions),netin
the accom panying consolidated statem entsofincom e.N o penaltiesw ere recognized during the yearsended M arch 31,
2014 or2013.

Itisreasonably possible that othereventsw illoccurduring the nexttw elve m onthsthatw ould cause the totalam ountof
unrecognizedtax benefitstoincreaseordecrease.How ever,theCom pany doesnotbelieveany suchincreasesordecreases
w ouldbem aterialtoitsresultsofoperations,financialposition,orliquidity.

Duringtheyearended M arch 31,2014 theIR S concluded itsexam inationoftheN GN A consolidated filinggroup'scorporate
incom e tax returns,w hich includescorporate incom e tax returnsofKeyS pan Corporation and subsidiariesforthe short
period ended August 24,2007,and ofN GN A and subsidiariesforthe periodsended M arch 31,2008 and 2009.T hese
exam inationsw ere com pleted on M arch 27,2014 and M arch 31,2014,respectively,w ith an agreem enton the m ajority of
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incom e tax issuesfor the yearsreferenced above,asw ellasan acknow ledgm ent that certain discrete item srem ain
disputed.N GN A isin the processofappealing the disputed issuesw ith the IR S O ffice ofAppeals.T he Com pany doesnot
anticipate achange in itsunrecognized tax positionsin the next tw elve m onthsasaresult ofthe appeals. How ever,

pursuanttotheCom pany’stax sharingagreem ent,theauditorappealsm ay resultinachangetoallocatedtax.

T heyearsended M arch31,2010 throughM arch31,2014 rem ainsubjecttoexam inationby theIR S .

T he S tate ofN ew York isin the processofexam ining the Com pany’sN YS incom e tax returnsforthe short period ended

August 24,2007 and M arch 31,2008.T he tax returnsforthe fiscalyearsended M arch 31,2009 through M arch 31,2014

rem ain subject to exam ination by the S tate ofN ew York.During fiscalyear2014 the Com pany m ade tax and interest

paym entsof$19.1 m illionand$14.3 m illion,respectively,forthepreviously disallow edinvestm enttax creditclaim s.

T hefollow ingtableindicatestheearliesttax yearsubjecttoexam ination:

Jurisdiction T ax Year

Federal August24,2007*

N ew York August24,2007

*T he N GN A consolidated filing group isin the processofappealing certain disputed issuesw ith the IR S O ffice ofAppealsforthe short
yearended August24,2007andfiscalyearsendedM arch31,2008throughM arch31,2009

11. EN VIR O N M EN T A L M A T T ER S

T he norm alongoing operationsand historic activitiesofthe Com pany are subject to variousfederal,state and local
environm ental law s and regulations. U nder federal and state S uperfund law s, potential liability for the historic
contam ination ofproperty m ay beim posed on responsible partiesjointly and severally,w ithoutregard to fault,even ifthe
activitiesw erelaw fulw henthey occurred.

InM archof2010,theGow anusCanalw asnam ed totheU nited S tatesEnvironm entalP rotectionAgency (“ EP A ” )S uperfund
L ist.T he Com pany’spredecessorow ned threehistoricalm anufactured gasplantslocated alongthe Canal.In S eptem berof
2013,the EP A issued itsR ecord ofDecision,w hichprescribesthe rem edy forthe Canal.T he EP A estim atesthe entire
rem edy w illcost $506 m illion.O n M arch 21,2014,the EP A issued aU nilateralAdm inistrative O rderto the Com pany and
m ore than tw enty-five otherindustrialpotentially responsible parties(“ P R P s” ),to com m ence the design ofthe rem edy.
Although no estim ate forthe design ofthe rem edy w asgiven,an estim ate of10% ofrem edy cost($50 m illion)istypically
usedw henestim atingdesigncosts.T heCom pany isnegotiatingw iththeotherP R P stosharew orkandcosts.

T heCom pany hasidentified num erousM GP sitesand related facilities,w hich w ereow ned oroperated by the Com pany or
itspredecessors.T hese form ersites,som e ofw hich are no longerow ned by the Com pany,have been identified to the
N YP S C and the Departm ent of Environm ental Conservation (“ DEC” ) for inclusion on appropriate site inventories.
Adm inistrative O rderon Consent orVoluntary Cleanup Agreem entshave been executed w ith the DEC to addressthe
investigation and rem ediation activitiesassociated w ith certain sites.Expendituresincurred forthe yearsended M arch 31,
2014 and 2013 w ere$27.7 m illionand $47.9 m illion,respectively.

U pon the acquisition ofKeyS pan by N GU S A,the Com pany recognized environm entalliabilitiesatfairvalue.T he fairvalues
included discounting ofthe reserve,w hich isbeing accreted overthe period forw hich rem ediation isexpected to occur.
Follow ing the acquisition of KeyS pan,these environm entalliabilitiesare recognized in accordance w ith the current
accountingguidanceforenvironm entalobligations.

T he Com pany estim ated the rem aining costsofenvironm entalrem ediation activitiesw ere $532.1 m illion and $503.9
m illion atM arch 31,2014 and 2013,respectively.T he Com pany’senvironm entalobligation isdiscounted atarate of6.5% ;
the undiscounted am ount ofenvironm entalliabilitiesat M arch 31,2014 and 2013 w as$647.2 m illion and $632.4 m illion,
respectively.T hese costsare expected to be incurred overthe next 43 years,and the discounted am ountshave been
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recorded asliabilitiesin the accom panying consolidated balance sheets.How ever,rem ediation costsforeach site m ay be
m aterially higherthan estim ated,dependingon changingtechnologiesand regulatory standards,selected end useforeach
site,and actualenvironm entalconditionsencountered.T he Com pany hasrecovered am ountsfrom certain insurers,and,
w hereappropriate,theCom pany m ay seekrecovery from otherinsurersand from otherpotentially responsibleparties,but
itisuncertainw hether,andtow hatextent,sucheffortsw illbesuccessful.

By rate orders,the N YP S C hasprovided forthe recovery ofS IR costs.Accordingly,asofM arch 31,2014 and 2013,the
Com pany hasrecorded netenvironm entalregulatory assetsof$718.0 m illionand$690.3 m illion,respectively.

T he Com pany believesthat itsongoing operations,and itsapproach to addressing conditionsat historic sites,are in
substantialcom pliance w ith allapplicable environm entallaw s,and that the obligationsim posed on it because ofthe
environm entallaw sw illnothave am aterialim pacton itsresultsofoperationsorfinancialposition since,asnoted above,
environm entalexpendituresincurred by theCom pany arerecoverablefrom custom ers.

12. CO M M IT M EN T S A N D CO N T IN GEN CIES

P urchaseCom m itm ents

T he Com pany haslong-term com m itm entsw ith avariety ofsuppliersand pipelinesto purchase gassupply,gasstorage
capability,and transportationofgasoninterstategaspipelines.T heCom pany isliableforthesepaym entsregardlessofthe
levelofservicesrequired from third-parties.

T heCom pany’scom m itm entsundertheselong-term contractsfortheyearssubsequenttoM arch31,2014 areasfollow s:

(inthousandsofdollars)

YearsEndingM arch31, Gas

2015 190,913$

2016 123,869

2017 107,090

2018 57,775

2019 27,665

T hereafter 49,140

T otal 556,452$

L easeO bligations

T he Com pany hasan operating lease foroffice space w hich isutilized by both the Com pany and itsaffiliates.A portion of
thelease expense isallocated from the servicecom pany to theaffiliated entitiesthatbenefitfrom itsuse.T hegrossrental
expense forthe leasehold w asapproxim ately $11.5 m illion and $11.2 m illion the yearsended M arch 31,2014 and 2013,
respectively. T he rentalexpense,net of am ountsallocated to affiliated entities,recognized by the Com pany in the
accom panying consolidated statem ent ofincom e w asapproxim ately $3.1 m illion and $6.5 m illion forthe yearsended
M arch31,2014 and 2013,respectively.
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T hefuturem inim um leasepaym entsfortheyearssubsequenttoM arch31,2014 areasfollow s:

(inthousandsofdollars)

YearsEndingM arch31,

2015 11,569$

2016 11,882

2017 11,963

2018 12,047

2019 12,133

T hereafter 72,374

T otal 131,968$

L egalM atters

T he Com pany issubject to variouslegalproceedingsarising out ofthe ordinary course ofitsbusiness.T he Com pany does
notconsiderany ofsuch proceedingsto be m aterial,individually orin the aggregate,to itsbusinessorlikely to resultin a
m aterialadverseeffectonitsresultsofoperations,financialposition,orcashflow s.

S uperS torm S andy

O ctober2012,S uperS torm S andy hitthe northeastern U .S .affecting energy supply to custom ersin the Com pany’sservice
territory.T otalcostsassociated w ith gascustom erservice restoration from thisstorm (includingcapitalexpenditures)w ere
approxim ately $69.1 m illionthroughM arch31,2014.

T heCom pany hasrecorded an “ otherreceivable” in theaccom panyingconsolidated balancesheetsintheam ountof$19.0
m illion and $25.1 m illion asofM arch 31,2014 and 2013,respectively,relatingto claim sfiled againstproperty dam age and
businessinterruption insurance policies,net ofinsurance deductiblesand allow ances.AsofM arch 31,2014,N GU S A has
received m ultipleadvancepaym entsfrom itsinsurers,ofw hich$29.2 m illionhasbeenallocatedtotheCom pany.

13. R EL A T ED P A R T Y T R A N S A CT IO N S

A ccountsR eceivablefrom andA ccountsP ayabletoA ffiliates

N GU S A and itsaffiliatesprovide variousservicesto the Com pany,including executive and adm inistrative,custom er
services, financial (including accounting,auditing,risk m anagem ent,tax,and treasury/finance),hum an resources,
inform ation technology,legaland strategic planning,that are charged betw een the com paniesand charged to each
com pany.

T heCom pany recordsshort-term payablestoandreceivablesfrom certainofitsaffiliatesintheordinary courseofbusiness.
T he am ountspayable to and receivable from itsaffiliatesdo not bearinterest and are settled through the m oney pool.A
sum m ary ofnetoutstandingam ountsofaccountsreceivablefrom affiliatesandaccountspayabletoaffiliatesisasfollow s:
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2014 2013 2014 2013

(R evised) (R evised)

KeyS panCorporation -$ -$ 11,527$ 92,008$

N GU S A S erviceCompany - - 117,927 132,831

KeyS panGasEastCorporation 10,034 45,238 - -

N ationalGridEngineeringS ervices 2,226 57 - -

O ther 89 435 2,620 6,833

T otal 12,349$ 45,730$ 132,074$ 231,672$

(inthousandsofdollars) (inthousandsofdollars)

A ccountsR eceivable AccountsP ayable

from A ffiliates toAffiliates

M arch31, M arch31,

Intercom pany M oney P ool

T he settlem ent of the Com pany’svarioustransactionsw ith N GU S A and certain affiliatesgenerally occursvia the
intercom pany m oney pool. T he Com pany isa participant in the R egulated M oney P ool,except for N ET CO ,w hich
participatesin the U nregulated M oney P ool,and can both borrow and lend funds.Borrow ingsfrom the R egulated M oney
and U nregulated M oney P oolsbearinterestin accordance w ith the term softhe intercom pany m oney poolagreem ent.As
the Com pany fully participatesin the R egulated and U nregulated M oney P oolsratherthan settling intercom pany charges
w ith cash,allchangesin the intercom pany m oney poolbalance and accountsreceivable and payable from affiliate
balances,arereflected asinvestingorfinancingactivitiesintheaccom panyingstatem entsofcashflow s.In addition,forthe
purpose of presentation in the consolidated statem ent of cash flow s,it isassum ed all am ountssettled through
intercom pany m oney poolareconstructivecashreceiptsand paym ents,and thereforearepresented assuch.

T he R egulated and U nregulated M oney P oolsare funded by operating fundsfrom participants.Collectively,N GU S A and
KeyS pan,have the ability to borrow up to $3 billion from N ationalGrid plcforw orking capitalneedsincluding funding of
the intercom pany m oney pools,ifnecessary.T he Com pany had short-term intercom pany m oney poolpayable of$337.4
m illion and $106.6 m illion at M arch 31,2014 and 2013,respectively.N ET CO had short-term intercom pany m oney pool
investm entsof$80.0 m illion and $77.0 m illion atM arch 31,2014 and 2013,respectively.T heaverage interestratesforthe
intercom pany m oney poolw ere0.7% and1.5% fortheyearsended M arch31,2014 and2013,respectively.

S erviceCom pany Charges

T heaffiliated servicecom paniesofN GU S A providecertainservicestotheCom pany attheircost.T heservicecom pany costs
aregenerally allocated toassociated com paniesthroughatiered approach.Firstand forem ost,costsaredirectly charged to
thebenefited com pany w heneverpracticable.S econdly,incasesw heredirectchargingcannotbereadily determ ined,costs
areallocated usingcost/causationprincipleslinked totherelationshipofthattypeofservice,suchasnum berofem ployees,
num ber of custom ers/m eters,capital expenditures, value of property ow ned,total transm ission and distribution
expenditures.L astly,w hen aspecificcost/causation principle isnot determ inable,costsare allocated based on ageneral
allocatordeterm ined usinga3-pointform ulabased on netm argin,netproperty,plantand equipm ent,and operationsand
m aintenanceexpense.

N et chargesfrom the service com paniesofN GU S A to the Com pany forthe yearsended M arch 31,2014 and 2013 w ere
$243.1 m illionand$210.2 m illion,respectively.

HoldingCom pany Charges

N GU S A received chargesfrom N ationalGrid Com m ercialHoldingsL im ited (an affiliated com pany in the U .K.)forcertain
corporateand adm inistrativeservicesprovided by thecorporatefunctionsofN ationalGrid plctoitsU .S .subsidiaries.T hese
charges,w hich are recorded on the booksofN GU S A,have notbeen reflected on these consolidated financialstatem ents.
W eretheseam ountsallocated to theCom pany,the estim ated effecton netincom e w ould be$5.4 m illion and $5.1 m illion
beforetaxes,and $3.5 and$3.3 m illionaftertaxes,foreachoftheyearsendedM arch31,2014 and2013.
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PricewaterhouseCoopers LLP, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (646) 471 8320, www.pwc.com/us

Independent Auditor’s Report

To the Shareholders and Board of Directors
of Keyspan Gas East Corporation

We have audited the accompanying financial statements of Keyspan Gas East Corporation (the
“Company”), which comprise the balance sheets as of March 31, 2014 and 2013, and the related statements
of income, cash flows, capitalization, and changes in shareholders’ equity for the years then ended.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the Company’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Keyspan Gas East Corporation at March 31, 2014 and 2013, and the results of its
operations and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

August 15, 2014
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4 KeySpan Gas East Corporation 2014

KEYSPAN GAS EAST CORPORATION
STATEMENTS OF INCOME
(in thousands of dollars)

The accompanying notes are an integral part of these financial statements.

2014 2013

Operating revenues 1,083,399$ 958,118$

Operating expenses:

Purchased gas 438,931 353,150

Operations and maintenance 320,562 271,962

Depreciation and amortization 60,580 57,371

Other taxes 134,695 132,258

Total operating expenses 954,768 814,741

Operating income 128,631 143,377

Other income and (deductions):

Interest on long-term debt (34,828) (34,858)

Other interest, including affi l iate interest (9,380) (7,247)

Other deductions, net (4,466) (17,828)

Total other deductions, net (48,674) (59,933)

Income before income taxes 79,957 83,444

Income tax expense 30,139 34,694

Net income 49,818$ 48,750$

Years Ended March 31,
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KeySpan Gas East Corporation 2014 5

KEYSPAN GAS EAST CORPORATION
STATEMENTS OF CASH FLOWS

(in thousands of dollars)

The accompanying notes are an integral part of these financial statements.

2014 2013

Operating activities:
Net income 49,818$ 48,750$
Adjustments to reconci le net income to net cash provided by operating activities:

Depreciation and amortization 60,580 57,371
Regulatory amortizations 46,365 35,049
Provision for deferred income taxes 41,598 35,394
Bad debt expense 13,401 528
Allowance for equity funds used during construction - (1,100)
Net postretirement benefit contributions (5,912) (8,726)
Net environmental remediation payments (38,333) (35,532)

Changes in operating assets and liabilities:
Accounts receivable, net, and unbilled revenues (58,327) (134,962)
Inventory 16,483 35,486
Regulatory assets and liabil ities (32,584) 50,767
Derivative contracts (2,955) (13,532)
Prepaid and accrued taxes (12,838) (3,443)
Accounts payable and other liabilities (44,107) 47,841
Other, net 8,383 1,404

Net cash provided by operating activities 41,573 115,295

Investing activities:
Capital expenditures (189,205) (143,878)
Cost of removal (17,133) (17,555)
Insurance proceeds applied to capital expenditures 14,278 14,423

Net cash used in investing activities (192,060) (147,010)

Financing activities:
Dividends to Parent - (250,000)
Affil iated money pool borrowing and receivables/payables, net 155,897 279,349
Other - 16

Net cash provided by financing activities 155,897 29,365

Net increase in cash and cash equivalents 5,410 (2,350)
Cash and cash equivalents, beginning of year 3,273 5,623
Cash and cash equivalents, end of year 8,683$ 3,273$

Supplemental disclosures:
Interest paid 43,599$ 37,321$
Income taxes refunded from Parent 7,454 21,221
State income taxes paid 8,493 2,005

Significant non-cash item:
Capital-related accruals included in accounts payable 26,517 12,542

Years Ended March 31,
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6 KeySpan Gas East Corporation 2014

KEYSPAN GAS EAST CORPORATION
BALANCE SHEETS

(in thousands of dollars)

The accompanying notes are an integral part of these financial statements

2014 2013

Current assets:

Cash and cash equivalents 8,683$ 3,273$

Accounts receivable 299,390 260,288

Allowance for doubtful accounts (19,656) (18,705)

Other receivable 38,995 42,192

Accounts receivable from affi l iates 28,690 49,822

Unbilled revenues 79,076 69,104

Inventory 27,246 43,729

Regulatory assets 96,722 64,323

Derivative contracts 11,156 14,261

Other 28,460 19,775

Total current assets 598,762 548,062

Property, plant, and equipment, net 2,510,609 2,358,371

Other non-curent assets:

Regulatory assets 485,316 543,792

Goodwill 1,018,407 1,018,407

Derivative contracts 11,199 3,165

Other 4,032 5,476

Total other non-current assets 1,518,954 1,570,840

Total assets 4,628,325$ 4,477,273$

March 31,

ASSETS
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KeySpan Gas East Corporation 2014 7

KEYSPAN GAS EAST CORPORATION
BALANCE SHEETS

(in thousands of dollars)

The accompanying notes are an integral part of these financial statements

2014 2013

Current liabilities:

Accounts payable 41,062$ 62,698$

Accounts payable to affi liates 86,112 104,914

Intercompany money pool 551,609 398,042

Customer deposits 8,995 8,613

Taxes accrued 15,419 17,767

Interest accrued 19,885 22,394

Regulatory liabil ities 29,389 24,742

Derivative contracts 2,060 349

Current portion of deferred income tax liabil ities 37,686 27,262

Other 11,094 8,866

Total current liabilities 803,311 675,647

Other non-current liabilities:

Regulatory liabil ities 286,296 242,690

Asset retirement obligations 14,078 13,281

Postretirement benefits 211,509 261,364

Environmental remediation costs 70,432 108,426

Derivative contracts 1,266 1,003

Deferred income tax liabil ities 631,706 592,522

Other 30,770 53,201

Total other non-current liabil ities 1,246,057 1,272,487

Commitments and contingencies (Note 12)

Capitalization:

Shareholders' equity 1,978,957 1,929,139

Long-term debt 600,000 600,000

Total capitalization 2,578,957 2,529,139

Total liabilities and capitalization 4,628,325$ 4,477,273$

LIABILITIES AND CAPITALIZATION

March 31,
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8 KeySpan Gas East Corporation 2014

KEYSPAN GAS EAST CORPORATION
STATEMENTS OF CAPITALIZATION

(in thousands of dollars)

The accompanying notes are an integral part of these financial statements

2014 2013

Total shareholders' equity 1,978,957$ 1,929,139$

Long-term debt: Interest Rate Maturity Date

Unsecured notes:

Senior Note 5.60% November 29, 2016 100,000 100,000

Senior Note 5.82% April 1, 2041 500,000 500,000

Total long-term debt 600,000 600,000

Total capitalization 2,578,957$ 2,529,139$

March 31,
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10 KeySpan Gas East Corporation 2014

KEYSPAN GAS EAST CORPORATION
NOTES TO THE FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION

KeySpan Gas East Corporation d/b/a National Grid (“the Company”) distributes natural gas to approximately 505,000 retail
customers and transports natural gas to approximately 75,000 customers in Nassau and Suffolk Counties in Long Island,
New York and the Rockaway Peninsula in Queens, New York.

The Company is a wholly-owned subsidiary of KeySpan Corporation (“KeySpan” or the “Parent”), which is a wholly-owned
subsidiary of National Grid USA (“NGUSA”), a public utility holding company with regulated subsidiaries engaged in the
generation of electricity and the transmission, distribution, and sale of both natural gas and electricity. NGUSA is a direct
wholly-owned subsidiary of National Grid North America Inc. (“NGNA”) and an indirect wholly-owned subsidiary of National
Grid plc, a public limited company incorporated under the laws of England and Wales.

The accompanying financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (“U.S. GAAP”), including the accounting principles for rate-regulated entities. The financial
statements reflect the ratemaking practices of the applicable regulatory authorities.

The Company has evaluated subsequent events and transactions through August 15, 2014, the date of issuance of these
financial statements, and concluded that there were no events or transactions that require adjustment to, or disclosure in,
the financial statements as of and for the year ended March 31, 2014.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

In preparing financial statements that conform to U.S. GAAP, the Company must make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenues, and expenses, and the disclosure of contingent assets and liabilities
included in the financial statements. Actual results could differ from those estimates.

Regulatory Accounting

The New York Public Service Commission (“NYPSC”) regulates the rates the Company charges its customers. In certain
cases, the rate actions of the NYPSC can result in accounting that differs from non-regulated companies. In these cases, the
Company defers costs (as regulatory assets) or recognizes obligations (as regulatory liabilities) if it is probable that such
amounts will be recovered from or refunded to customers through future rates. Regulatory assets and liabilities are
amortized to the statements of income consistent with the treatment of the related costs in the ratemaking process.

Revenue Recognition

Revenues are recognized for gas distribution services provided on a monthly billing cycle basis. The Company records
unbilled revenues for the estimated amount of services rendered from the time meters were last read to the end of the
accounting period.

With respect to base distribution rates, the NYPSC has approved a Revenue Decoupling Mechanism ("RDM"), which applies
only to the Company's firm residential heating sales and transportation customers. The RDM requires the Company to
adjust its base rates annually to reflect the over or under recovery of the Company’s targeted base distribution revenues
from the prior year (May – April).
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KeySpan Gas East Corporation 2014 11

The Company’s tariff includes a cost of gas adjustment factor (“CGAF”) which requires an annual reconciliation of
recoverable gas costs and revenues. Any difference is deferred pending recovery from, or refund to, customers. The gas
distribution business is influenced by seasonal weather conditions and, therefore, the Company’s tariff contains a weather
normalization adjustment that provides for recovery from, or refund to, customers of material shortfalls or excesses of
delivery revenues (revenues less applicable gas costs and revenue taxes) during a heating season due to variations from
normal weather.

Other Taxes

The Company collects taxes and fees from customers such as sales taxes, other taxes, surcharges, and fees that are levied
by state or local governments on the sale or distribution of gas. The Company accounts for taxes that are imposed on
customers (such as sales taxes) on a net basis (excluded from revenues), while taxes imposed on the Company, such as
excise taxes, are recognized on a gross basis. Excise taxes collected and paid for the years ended March 31, 2014 and 2013
were $12.0 million and $13.8 million, respectively.

The state of New York imposes on corporations a franchise tax that is computed as the higher of a tax based on income or a
tax based on capital. To the extent the Company’s state tax based on capital is in excess of the state tax based on income,
the Company reports such excess in other taxes and taxes accrued in the accompanying financial statements.

Income Taxes

Federal and state income taxes have been computed utilizing the asset and liability approach that requires the recognition
of deferred tax assets and liabilities for the tax consequences of temporary differences by applying enacted statutory tax
rates applicable to future years to differences between the financial statement carrying amounts and the tax basis of
existing assets and liabilities. Deferred income taxes also reflect the tax effect of net operating losses, capital losses and
general business credit carryforwards.

The effects of tax positions are recognized in the financial statements when it is more likely than not that the position taken
or expected to be taken in a tax return will be sustained upon examination by taxing authorities based on the technical
merits of the position. The financial effect of changes in tax laws or rates is accounted for in the period of enactment.
Deferred investment tax credits are amortized over the useful life of the underlying property.

NGNA files consolidated federal tax returns including all of the activities of its subsidiaries. Each subsidiary company
determines its current and deferred taxes based on the separate return method. The Company settles its current tax
liability or benefit each year with NGNA pursuant to a tax sharing arrangement between NGNA and its subsidiaries. Tax
benefits attributable to the tax attributes of other group companies and allocated by NGNA are treated as capital
contributions.

Cash and Cash Equivalents

Cash equivalents consist of short-term, highly liquid investments with original maturities of three months or less. Cash and
cash equivalents are carried at cost which approximates fair value.

Accounts Receivable and Allowance for Doubtful Accounts

The Company recognizes an allowance for doubtful accounts to record accounts receivable at estimated net realizable
value. During the year ended March 31, 2014, the Company enhanced its estimation methodology. The allowance is
determined based on a variety of factors, including for each type of receivable, applying an estimated reserve percentage to
each aging category, taking into account historical collection and write-off experience and management's assessment of
collectability from individual customers as appropriate. In prior years, the estimate placed a higher emphasis on write off
history. Management believes the more fulsome analysis of all information disclosed above results in an improved estimate
and the updated approach did not materially change the reserve. The collectability of receivables is continuously assessed,
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12 KeySpan Gas East Corporation 2014

and if circumstances change, the allowance is adjusted accordingly. Receivable balances are written off against the
allowance for doubtful accounts when the accounts are disconnected and/or terminated and the balances are deemed to
be uncollectible.

Inventory

Inventory is comprised of materials and supplies as well as gas in storage. Materials and supplies are stated at the lower of
weighted average cost or market and are expensed or capitalized as used. The Company’s policy is to write-off obsolete
inventory; there were no material write-offs of obsolete inventory for the years ended March 31, 2014 or 2013.

Gas in storage is stated at weighted average cost, and the related cost is recognized when delivered to customers. Existing
rate orders allow the Company to pass directly through to customers, the cost of gas purchased along with any applicable
authorized delivery surcharge adjustments. Gas costs passed through to customers are subject to regulatory approvals and
are reported periodically to the NYPSC.

The Company had materials and supplies of $4.5 million and $13.5 million and gas in storage of $22.7 million and $30.2
million at March 31, 2014 and 2013, respectively.

Derivatives

The Company uses derivative instruments for commodity price risk management. All derivative contracts are recorded on
the accompanying balance sheets at their fair value. Commodity costs, including derivative contracts, are passed on to
customers through the Company’s gas cost adjustment mechanism. Therefore, gains or losses on the settlement of these
contracts are initially deferred and then refunded to, or collected from customers consistent with regulatory requirements.

The Company’s accounting policy is to present on a gross basis, fair value amounts recognized for derivative instruments
and related cash collateral receivable or payable with the same counterparty under a master netting agreement. The
related cash collateral is recorded as special deposits in the accompanying balance sheets. There were no special deposits
as of March 31, 2014 or 2013.

Fair Value Measurements

The Company measures derivatives at fair value. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The following is the fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value:

- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that a company has the ability
to access as of the reporting date;

- Level 2: inputs other than quoted prices included within Level 1 that are directly observable for the asset or liability
or indirectly observable through corroboration with observable market data; and

- Level 3: unobservable inputs, such as internally-developed forward curves and pricing models for the asset or
liability due to little or no market activity for the asset or liability with low correlation to observable market inputs.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input
that is significant to the fair value measurement. The Company uses valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs.

Property, Plant and Equipment

Property, plant and equipment is stated at original cost. The cost of repairs and maintenance is charged to expense and the
cost of renewals and betterments that extend the useful life of property, plant and equipment is capitalized. The capitalized
cost of additions to property, plant and equipment includes costs such as direct material, labor and benefits, and an
allowance for funds used during construction (“AFUDC”).
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KeySpan Gas East Corporation 2014 13

Depreciation is computed over the estimated useful life of the asset using the composite straight-line method. Depreciation
studies are conducted periodically to update the composite rates and are approved by the NYPSC. The average composite
rate for each of the years ended March 31, 2014 and 2013 was 2.0% and 2.9% respectively. The average service lives for
each of the years ended March 31, 2014 and 2013 was 35 years.

Depreciation expense includes a component for estimated future cost of removal, which is recovered through rates charged
to customers. Any difference in cumulative costs recovered and costs incurred is recognized as a regulatory liability. When
property, plant and equipment is retired, the original cost, less salvage, is charged to accumulated depreciation, and the
related cost of removal is removed from the associated regulatory liability. The Company had cumulative costs of removal
recovered in excess of costs incurred of $49.1 million and $42.3 million at March 31, 2014 and 2013, respectively.

Allowance for Funds Used During Construction

In accordance with applicable accounting guidance, the Company records AFUDC, which represents the debt and equity
costs of financing the construction of new property, plant and equipment. AFUDC equity is reported in the statements of
income as non-cash income in other deductions, net and AFUDC debt is reported as a non-cash offset to other interest,
including affiliate interest. After construction is completed, the Company is permitted to recover these costs through their
inclusion in rate base and corresponding depreciation expense. The Company recorded AFUDC related to equity of zero and
$1.1 million and AFUDC related to debt of $0.5 million and $0.4 million for the years ended March 31, 2014 and 2013
respectively. The average AFUDC rates for the years ended March 31, 2014 and 2013 were 0.7% and 5.7% respectively.

Goodwill

The Company tests goodwill for impairment annually on January 31, and when events occur or circumstances change that
would more likely than not reduce the fair value of the Company below its carrying amount. Goodwill is tested for
impairment using a two-step approach. The first step compares the estimated fair value of the Company with its carrying
value, including goodwill. If the estimated fair value exceeds the carrying value, then goodwill is considered not impaired. If
the carrying value exceeds the estimated fair value, then a second step is performed to determine the implied fair value of
goodwill. If the carrying value of goodwill exceeds its implied fair value, then an impairment charge equal to the difference
is recorded.

The fair value of the Company was calculated in the annual goodwill impairment test for the year ended March 31, 2014
utilizing both income and market approaches.

- To estimate fair value utilizing the income approach, the Company used a discounted cash flow methodology
incorporating its most recent business plan forecasts together with a projected terminal year calculation. Key
assumptions used in the income approach were: (a) expected cash flows for the period from April 1, 2014 to March
31, 2019; (b) a discount rate of 5.5%, which was based on the Company’s best estimate of its after-tax weighted-
average cost of capital; and (c) a terminal growth rate of 2.25%, based on the Company’s expected long-term
average growth rate in line with estimated long-term U.S. economic inflation.

- To estimate fair value utilizing the market approach, the Company followed a market comparable methodology.
Specifically, the Company applied a valuation multiple of earnings before interest, taxes, depreciation and
amortization (“EBITDA”), derived from data of publicly-traded benchmark companies, to business operating data.
Benchmark companies were selected based on comparability of the underlying business and economics. Key
assumptions used in the market approach included the selection of appropriate benchmark companies and the
selection of an EBITDA multiple of 10.0, which the Company believes is appropriate based on comparison of its
business with the benchmark companies.

The Company determined the fair value of the business using 50% weighting for each valuation methodology, as it believes
that each methodology provides equally valuable information. Based on the resulting fair value from the annual analyses,
the Company determined that no adjustment of the goodwill carrying value was required at March 31, 2014 or 2013.
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14 KeySpan Gas East Corporation 2014

Asset Retirement Obligations

Asset retirement obligations are recognized for legal obligations associated with the retirement of property, plant, and
equipment, primarily associated with the Company’s gas distribution facilities. Asset retirement obligations are recorded at
fair value in the period in which the obligation is incurred, if the fair value can be reasonably estimated. In the period in
which new asset retirement obligations, or changes to the timing or amount of existing retirement obligations are recorded,
the associated asset retirement costs are capitalized as part of the carrying amount of the related long-lived asset. In each
subsequent period the asset retirement obligation is accreted to its present value.

The following table represents the changes in the Company’s asset retirement obligations:

Years Ended March 31,

2014 2013

(in thousands of dollars)

Balance as of the beginning of the year 13,281$ 12,529$

Accretion expense 797 752

Balance as of the end of the year 14,078$ 13,281$

Accretion expense is deferred as part of the Company’s asset retirement obligation regulatory asset as management
believes it is probable that such amounts will be collected in future rates.

Employee Benefits

The Company participates with other KeySpan subsidiaries in defined benefit pension plans (“Pension Plans”) and
postretirement benefit other than pension (“PBOP”) plans for its employees, administered by the Parent. The Company
recognizes its portion of the Pension plans’ and PBOP plan’s funded status in the balance sheets as a net liability or asset.
The cost of providing these plans is recovered through rates; therefore, the net funded status is offset by a regulatory asset
or liability. The Pension Plans’ and PBOP plan’s assets are commingled and cannot be allocated to an individual company.
The Company measures and records its pension and PBOP funded status at the year-end date. Pension and PBOP plan
assets are measured at fair value, using the year-end market value of those assets.

New and Recent Accounting Guidance

Offsetting Assets and Liabilities

In December 2011 and January 2013, the Financial Accounting Standards Board (“FASB”) issued amendments to address
and clarify the scope of the disclosures related to offsetting assets and liabilities. Under the amendments, reporting entities
are required to disclose both gross and net information about instruments and transactions eligible for offset in the
statement of financial position and instruments and transactions subject to an agreement similar to a master netting
agreement, such as for derivatives. The instruments and activities subject to these disclosures are recognized derivatives,
repurchase and reverse repurchase agreements, and securities lending transactions. The Company adopted this guidance
effective April 1, 2013, which only impacted its disclosures.

Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit
Carryforward Exists

In July 2013, the FASB issued amendments to address diversity in practice related to the presentation of unrecognized tax
benefits in certain situations. The amendments require a liability related to an unrecognized tax benefit to be presented on
a net basis with its associated deferred tax asset when utilization of such deferred tax assets is required or expected in the
event the uncertain tax position is disallowed. Otherwise, the unrecognized tax benefit will be presented as a liability and
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will not be netted against deferred tax assets. The Company early adopted this guidance effective April 1, 2013 with no
material impact on its financial position, results of operations or cash flows.

Financial Statement Revision

During 2014, management determined that certain accounting transactions were not properly recorded in the Company’s
previously issued financial statements. The Company corrected the accounting by revising the prior period financial
statements, the impacts of which are described below.

Historically, the Company has calculated carrying charges on regulatory assets using its AFUDC rate. AFUDC has both a debt
and equity component. Accounting standards allow for the capitalization of all or part of an incurred cost that would
otherwise be charged to expense if the regulator’s actions create probable recovery of those costs through future rates.
Because the equity component of an AFUDC rate is not an incurred cost that would otherwise be charged to expense,
accounting guidance for rate regulated activities does not allow for the capitalization of such equity amounts, and thus, the
equity component should not have been included in the Company’s carrying charges calculation.

A cumulative adjustment of $21.6 million (net of income taxes) was recorded in the financial statements for the year ended
March 31, 2013 of which $20.7 million was recorded as a decrease to opening retained earnings (as of March 31, 2012), and
$0.9 million was recorded as a decrease to net income within operations and maintenance expense and other income and
deductions for the year ended March 31, 2013 to reflect the fiscal year 2013 activity related to this correction. This
adjustment also resulted in a decrease of $52.7 million in non-current regulatory assets, a decrease of $16.7 million in non-
current regulatory liabilities and a decrease of $14.6 million in deferred income tax liabilities as of March 31, 2013.

In addition, the Company has corrected various account balances which were improperly recorded. A cumulative
adjustment of $1.4 million (net of income taxes) was recorded in the financial statements for the year ended March 31,
2013, of which $3.2 million was recorded as an adjustment to opening retained earnings (as of March 31, 2012), and $1.8
million was recorded as an increase to net income for the year ended March 31, 2013 to reflect the fiscal year 2013 activity
related to these items.

The following table shows the amounts previously reported as revised:
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16 KeySpan Gas East Corporation 2014

(i) During the year ended March 31, 2014, the Company changed its accounting policy for presentation of tax balances. The change in policy resulted in a
reclassification of balances reported at March 31, 2013.

As Previously

Reported
(i)

Adjustments As Revised

March 2013 March 2013

Statement of Income

Operating revenues 957,563$ 555$ 958,118$

Operating income 138,363 5,014 143,377

Other income and (deductions) (21,404) (3,671) (25,075)

Income before income taxes 82,101 1,343 83,444

Income tax expense 34,226 468 34,694

Net income 47,875 875 48,750

Statement of Cash Flows

Net income 47,875 875 48,750

Net cash provided by operating activities 113,562 1,733 115,295

Net cash used in investing activities (147,395) 385 (147,010)

Net cash used in financing activities 31,367 (2,002) 29,365

Balance Sheet

Total current assets 561,993 (13,931) 548,062

Property, plant, and equipment, net 2,358,756 (385) 2,358,371

Total other non-current assets 1,621,639 (50,799) 1,570,840

Total current liabilities 677,306 (1,659) 675,647

Total other non-current liabil ities 1,313,137 (40,650) 1,272,487

Additional paid in capital 1,904,070 (23,681) 1,880,389

Retained Earnings

March 31, 2013 47,875 875 48,750

March 31, 2012 138,954 (23,459) 115,495

(in thousands of dollars)
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3. REGULATORY ASSETS AND LIABILITIES

The Company records regulatory assets and liabilities that result from the ratemaking process. The following table presents
the regulatory assets and regulatory liabilities recorded in the accompanying balance sheets.

2014 2013

Regulatory assets

Current:
Environmental response costs 25,147$ 43,101$

Gas cost adjustment 51,465 -

Postretirement benefits 14,066 16,906

Other 6,044 4,316

96,722 64,323

Non-current:

Carrying charges 7,501 6,447

Environmental response costs 260,921 284,722

Postretirement benefits 110,201 165,339

Property taxes 36,704 18,405

Rate mitigation 26,635 24,608

Other 43,354 44,271

Total 485,316 543,792

Regulatory liabilities

Current:
Derivative contracts 11,156 14,261

Gas cost adjustment - 5,665

Temporary state assessment 18,218 1,596

Other 15 3,220

29,389 24,742

Non-current:

Capital tracker 36,504 27,016

Cost of removal 49,095 42,312

Delivery rate adjustment 82,870 82,871

Postretirement benefits 48,666 44,866

Other 69,161 45,625

Total 286,296 242,690

Net regulatory assets 266,353$ 340,683$

March31,

(in thousands of dollars)

Capital tracker: During the primary term of the rate plan (2008–2012), which remains in effect until modified by the
NYPSC, the Company had a capital tracker mechanism that reconciled the Company's capital expenditures to the amounts
permitted in rates. The mechanism provided for a two way (upward and downward) tracker for City and State Construction
("CSC") related expenditures and a one way (downward only) tracker for all other capital expenditures. The Company
deferred the full revenue requirement equivalent of CSC expenditures above or below the CSC rate as well as the full
revenue requirement equivalent of amounts below the rate allowance for all other capital expenditures.

Cost of removal: Represents cumulative amounts collected, but not yet spent, to dispose of property, plant and
equipment. This liability is discharged as removal costs are incurred.

Delivery rate adjustment: The NYSPSC authorized a surcharge for recovery of regulatory assets (Delivery Rate Surcharge) of
$10.0 million beginning January 1, 2009, which increased incrementally by $10.0 million and aggregating to approximately
$100 million over the term of the rate agreement. In its order issued and effective November 28, 2012, the NYSPSC
authorized a site investigation and remediation (“SIR”) surcharge in the amount of $40 million which superseded the
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18 KeySpan Gas East Corporation 2014

Delivery Rate Surcharge effective January 1, 2013. The SIR surcharge is reflected as environmental response costs and will
be used to amortize existing SIR deferral balances.

Derivative assets and liabilities: Gains or losses resulting from commodity derivatives are typically required to be refunded
to or recovered from customers through the gas cost adjustment. Accordingly, the Company evaluates open derivative
contracts to determine if they are probable of recovery or refund through future rates charged to customers and qualify for
regulatory deferral. Derivative contracts that qualify for regulatory deferral are recorded at fair value, with changes in fair
value recorded as regulatory assets or regulatory liabilities in the period in which the change occurs.

Environmental response costs: This regulatory asset represents deferred costs associated with the estimated costs to
investigate and perform certain remediation activities at former manufactured gas plant (“MGP”) sites and related facilities.
The Company believes future costs, beyond the expiration of current rate plans, will continue to be recovered through
rates.

Gas cost adjustment: The Company is subject to rate adjustment mechanisms for commodity costs, whereby an asset or
liability is recognized resulting from differences between actual revenues and the underlying cost being recovered or
differences between actual revenues and targeted amounts as approved by the NYPSC. These amounts will be refunded to,
or recovered from, customers over the next year.

Property taxes: The regulatory assets and liabilities represent 90% of actual property and special franchise tax expenses
above or below the rate allowance for future collection from or payment to the Company’s customers.

Temporary state assessment: In June 2009, the NYPSC authorized utilities, including the Company, to recover the costs
required for payment of the Temporary State Energy & Utility Service Conservation Assessment (“Temporary State
Assessment”), including carrying charges. The Temporary State Assessment is subject to reconciliation over a five year
period beginning July 1, 2009 and ending June 30, 2014. On June 18, 2014, the NYPSC issued an order authorizing certain
utilities, including the Company, to recover the Temporary State Assessment subject to reconciliation, including carrying
charges, from July 1, 2014 through June 30, 2017. As of May 31, 2014, the Company over-collected on these costs. The
Company is required to net any deferred over-collection amounts against the amount to be collected in fiscal year 2014 and
2015 as well as the first payment relating to fiscal year 2015 and 2016.

Postretirement benefits: The amount in regulatory assets primarily represents the excess costs of the Company’s pension
and PBOP plans over amounts received in rates that are deferred to a regulatory asset to be recovered in future periods
and the non-cash accrual of net actuarial gains and losses. Also included within this amount are certain pension deferral
amounts from prior to the acquisition of KeySpan by NGUSA, which are being recovered in rates over a 10-year period
ending August 2017, and the non-cash accrual of net actuarial gains and losses. The amount in regulatory liabilities
primarily represents accrued carrying charges as calculated in accordance with the Company’s pension and PBOP reserve
mechanism.

Rate mitigation: The existing rate agreement provides for the establishment of a regulatory liability to be amortized
through revenues for the deferral of amortization adjustments. The NYPSC recognized a negotiated five year revenue
increase settlement, aggregating $625.7 million. As part of the NGUSA and KeySpan merger (”Grid merger”) settlement
these revenues were eliminated with rate mitigators. Of these mitigators, the NYPSC deferred recovery of certain deferred
costs, reflected net synergy savings of the Grid merger, and modified the overall allowed rate of return. Amortization of the
rate mitgator will continue during the stay out period at $2.0 million per year effective January 1, 2013 through December
31, 2014.

The Company records carrying charges on all regulatory balances for which cash expenditures have been made and are
subject to recovery, or for which cash has been collected and is subject to refund, with the exception of derivative contracts
and regulatory tax balances. Carrying charges are not recorded on items for which expenditures have not yet been made.
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4. RATE MATTERS

General Rate Case

The Company has been subject to a rate plan with a primary term of five years (2008-2012), which remains in effect until
modified by the NYPSC. Under this rate plan, base delivery rates include an allowed ROE of 9.8%.

Capital Investment

On June 13, 2014, the Company filed a petition with the NYPSC to implement a three-year capital investment program that
would allow the Company to invest more than $700 million in gas infrastructure projects designed to enhance the safety
and reliability of its gas systems and promote gas growth, while maintaining base delivery rates. The petition seeks (i) a
new deferral mechanism that would permit the Company to defer for future recovery in rates the pre-tax revenue
requirement associated with its capital spending program to the extent the amount of such investments exceeds the level
of book depreciation expense reflected in the Company’s rates; and (ii) the elimination of its existing City/State
Construction and Non-Growth Related Capital deferral mechanisms. The Company has requested that the Commission
grant this relief no later than September 2014.

Management Audit

In February 2011, the NYPSC selected Overland Consulting Inc., (“Overland”) to perform a management audit of National
Grid’s affiliate cost allocations, policies and procedures. The Company disputed certain of Overland’s final audit conclusions
and the NYPSC ordered that further proceedings be conducted to address what, if any, ratemaking adjustments were
necessary. On May 23, 2014, a Joint Proposal between National Grid and the Staff of the Department of Public Service was
filed for NYPSC approval that resolves all financial and rate issues arising from or related to the audit, and an $11.4 million
regulatory liability was recorded. At the time of the issuance of these financial statements, the NYPSC had yet to issue its
approval.

Gas Management Audit

In February 2013, the NYPSC initiated a comprehensive management and operations audit of National Grid’s New York gas
businesses, including the Company, pursuant to the Public Service Law requirement that major electric and gas utilities
undergo an audit every five years. The audit commenced in August 2013. At the time of the issuance of the financial
statements, the Company cannot predict the outcome of this management and operations audit.

Operations Audit

In August 2013, the NYPSC initiated an operational audit to review the accuracy of the customer service, electric reliability,
and gas safety data reported by the investor owned utilities operating in New York, including the Company. On December
19, 2013, the NYPSC selected Overland to conduct the audit, which commenced in February 2014. At the time of the
issuance of these financial statements, the Company has not received the final audit findings and cannot predict the
outcome of this audit.
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5. PROPERTY, PLANT AND EQUIPMENT

The following table summarizes property, plant and equipment at cost along with accumulated depreciation and

amortization:

2014 2013

(Revised)

Plant and machinery $ 3,000,836 2,813,595$

Land and buildings 53,896 55,880

Assets held for future use 94 -

Assets in construction 79,434 88,423

Software and other intangibles 52,792 24,149

Total property, plant and equipment 3,187,052 2,982,047

Accumulated depreciation and amortization (676,443) (623,676)

Property, plant and equipment, net 2,510,609$ 2,358,371$

(in thousands of dollars)

March 31,

6. DERIVATIVE CONTRACTS

The Company utilizes derivative instruments, such as gas option contracts, gas swap contracts and gas purchase contracts,
to manage commodity price risk associated with its natural gas purchases. The Company’s risk management strategy is to
reduce fluctuations in firm gas sales prices to its customers.

The Company’s financial exposures are monitored and managed as an integral part of the Company’s overall financial risk
management policy. The Company engages in risk management activities, only in commodities and financial markets where
it has an exposure to, and only in terms and volumes consistent with its core business.

Volumes

Volumes of outstanding commodity derivative contracts measured in dekatherms (“dths”) are as follows:

2014 2013

Gas purchase contracts (dths) 37,743 24,397

Gas swap contracts (dths) 1,320 5,540

Gas option contracts (dths) 7,190 1,450
Total 46,253 31,387

(in thousands)

March 31,
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Amounts Recognized in the Accompanying Balance Sheets

2014 2013 2014 2013

Current assets: Current liabilities:

Rate recoverable contracts: Rate recoverable contracts:

Gas swap contracts 497$ 1,813$ Gas swap contracts 27$ 10$

Gas option contracts 726 422 Gas option contracts 180 4

Gas purchase contracts 9,933 12,026 Gas purchase contracts 1,853 335

11,156 14,261 2,060 349

Non-current assets: Non-current liabilities:

Rate recoverable contracts: Rate recoverable contracts:

Gas purchase contracts 11,199 3,165 Gas purchase contracts 1,266 1,003

11,199 3,165 1,266 1,003

Total 22,355$ 17,426$ Total 3,326$ 1,352$

Asset Derivatives Liability Derivatives

March 31, March 31,

(in thousands of dollars) (in thousands of dollars)

The changes in fair value of the Company’s rate recoverable contracts are offset by changes in regulatory assets and
liabilities. As a result, the changes in fair value of those contracts had no impact in the accompanying statements of income.
The Company had no derivative contracts not subject to rate recovery as of March 31, 2014 and 2013.

Credit and Collateral

The Company is exposed to credit risk related to transactions entered for commodity price risk management. Credit risk
represents the risk of loss due to counterparty non-performance. Credit risk is managed by assessing each counterparty’s
credit profile and negotiating appropriate levels of collateral and credit support.

The credit policy for commodity transactions is managed and monitored by NGUSA’s Executive Energy Risk Management
Committee (“EERC”), which is responsible for approving risk management policies and objectives for risk assessment,
control and valuation, and the monitoring and reporting of risk exposures. NGUSA’s Energy Procurement Risk Management
Committee (“EPRMC”) is responsible for approving transaction strategies, annual supply plans, counterparty credit
approval, as well as all valuation and control procedures. The EERC is chaired by the Global Tax and Treasury Director and
reports to the Finance Committee. The EPRMC is chaired by the Vice President of U.S. Treasury and reports to the EERC.

The EPRMC monitors counterparty credit exposure and appropriate measures are taken to bring such exposures below the
limits, including, without limitation, netting agreements, and limitations on the type and tenor of trades. The Company
enters into enabling agreements that allow for payment netting with its counterparties, which reduce its exposure to
counterparty risk by providing for the offset of amounts payable to the counterparty against amounts receivable from the
counterparty. In instances where a counterparty’s credit quality has declined, or credit exposure exceeds certain levels, the
Company may limit its credit exposure by restricting new transactions with the counterparty, requiring additional collateral
or credit support and negotiating the early termination of certain agreements. Similarly, the Company may be required to
post collateral to its counterparties. The Company’s credit exposure for all derivative instruments, applicable payables and
receivables, net of collateral and instruments that are subject to master netting agreements, was $19.0 million and $16.0
million as of March 31, 2014 and 2013, respectively.

The aggregate fair value of the Company’s derivative instruments with credit-risk-related contingent features that are in a
liability position at March 31, 2014 and 2013 was $1.7 million and $0.05 million, respectively. The Company had no
collateral posted for these instruments at March 31, 2014 or 2013, respectively. If the Company’s credit rating were to be
downgraded by one or two levels, it would not be required to post any additional collateral. If the Company’s credit rating
were to be downgraded by three levels, it would be required to post $1.9 million and zero additional collateral to its
counterparties at March 31, 2014 and 2013, respectively.
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Offsetting Information for Derivatives Subject to Master Netting Arrangements

ASSETS: Gross amounts Gross amounts Net amounts of Cash

of recognized offset in the assets presented in Financial collateral Net

Description assets Balance Sheets the Balance Sheets instruments received amount

A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts 497$ -$ 497$ - 497$

Gas option contracts 726 - 726 - 726

Gas purchase contracts 21,132 - 21,132 - - 21,132
Total 22,355$ -$ 22,355$ -$ -$ 22,355$

LIABILITIES: Gross amounts Gross amounts Net amounts of Cash

of recognized offset in the liabil ities presented Financial collateral Net

Description liabil ities Balance Sheets in the Balance Sheets instruments paid amount

A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts (27)$ -$ (27)$ -$ (27)$

Gas option contracts (180) - (180) - (180)

Gas purchase contracts (3,119) - (3,119) - - (3,119)
Total (3,326)$ -$ (3,326)$ -$ -$ (3,326)$

Gross Amounts Not Offset in the Balance Sheets

(in thousands of dollars)

March 31, 2014

ASSETS: Gross amounts Gross amounts Net amounts of Cash

of recognized offset in the assets presented in Financial collateral Net

Description assets Balance Sheets the Balance Sheets instruments received amount

A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts 1,813$ -$ 1,813$ - 1,813$

Gas option contracts 422 - 422 - 422

Gas purchase contracts 15,191 - 15,191 - - 15,191
Total 17,426$ -$ 17,426$ -$ -$ 17,426$

LIABILITIES: Gross amounts Gross amounts Net amounts of Cash

of recognized offset in the liabi l ities presented Financial collateral Net

Description liabi l ities Balance Sheets in the Balance Sheets instruments paid amount

A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts (10)$ -$ (10)$ -$ (10)$

Gas option contracts (4) - (4) - (4)

Gas purchase contracts (1,338) - (1,338) - - (1,338)
Total (1,352)$ -$ (1,352)$ -$ -$ (1,352)$

Gross Amounts Not Offset in the Balance Sheets

(in thousands of dollars)

March 31, 2013
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7. FAIR VALUE MEASUREMENTS

The following tables present assets and liabilities measured and recorded at fair value in the accompanying balance sheets
on a recurring basis and their level within the fair value hierarchy as of March 31, 2014 and 2013:

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas s wap contracts -$ 497$ -$ 497$

Gas option contracts - - 726 726

Gas purcha se contracts - 1,205 19,927 21,132

Tota l - 1,702 20,653 22,355

Liabilities:

Derivative contracts

Gas s wap contracts - 27 - 27

Gas option contracts - - 180 180

Gas purcha se contracts - 273 2,846 3,119

Tota l - 300 3,026 3,326

Net assets -$ 1,402$ 17,627$ 19,029$

March 31, 2014

(in thousands of dollars)

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas s wap contracts -$ 1,813$ -$ 1,813$

Gas option contracts - - 422 422

Gas purcha se contracts - 4 15,187 15,191

Tota l - 1,817 15,609 17,426

Liabilities:

Derivative contracts

Gas s wap contracts - 10 - 10

Gas option contracts - - 4 4

Gas purcha se contracts - 47 1,291 1,338

Tota l - 57 1,295 1,352

Net assets -$ 1,760$ 14,314$ 16,074$

March 31, 2013

(in thousands of dollars)

Derivative Contracts: The Company’s Level 2 fair value derivative instruments primarily consist of over-the-counter (“OTC”)
gas swap contracts and gas purchase contracts with pricing inputs obtained from the New York Mercantile Exchange and
Intercontinental Exchange (“ICE”), except in cases where the ICE publishes seasonal averages or where there were no
transactions within the last seven days. The Company may utilize discounting based on quoted interest rate curves,
including consideration of non-performance risk, and may include a liquidity reserve calculated based on bid/ask spread for
the Company’s Level 2 derivative instruments. Substantially all of these price curves are observable in the marketplace
throughout at least 95% of the remaining contractual quantity, or they could be constructed from market observable curves
with correlation coefficients of 95% or higher.
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The Company’s Level 3 fair value derivative instruments primarily consist of OTC gas option and gas purchase contracts, which
are valued based on internally-developed models. Industry-standard valuation techniques, such as the Black-Scholes pricing
model, Monte Carlo simulation, and Financial Engineering Associates libraries are used for valuing such instruments. A derivative
is designated Level 3 when it is valued based on a forward curve that is internally developed, extrapolated or derived from
market observable curves with correlation coefficients less than 95%, where optionality is present, or if non-economic
assumptions are made. The internally developed forward curves have a high level of correlation with Platts Mark-to-Market
curves and are reviewed by the middle office. The Company considers non-performance risk and liquidity risk in the valuation of
derivative contracts categorized in Level 2 and Level 3.

Changes in Level 3 Derivatives

2014 2013

(in thousands of dollars)

Bala nce a s of the begi nning of the year 14,314$ 7,162$

Tota l ga ins or loss es included i n regula tory a s sets a nd l ia bi l i ties 9,330 2,523

Settlements (6,017) 4,629

Bala nce a s of the end of the yea r 17,627$ 14,314$

Years Ended March 31,

A transfer into Level 3 represents existing assets or liabilities that were previously categorized at a higher level for which the
inputs became unobservable during the year. A transfer out of Level 3 represents assets and liabilities that were previously
classified as Level 3 for which the inputs became observable based on the criteria discussed previously for classification in
Level 2. These transfers, which are recognized at the end of each period, result from changes in the observability of forward
curves from the beginning to the end of each reporting period. There were no transfers between Level 1 and Level 2, and
no transfers into or out of Level 3, during the years ended March 31, 2014 or 2013.

The following table provides information about the Company’s Level 3 valuations:

Quantitative Information About Level 3 Derivatives

Commodity Level 3 Position

Valuation

Technique(s)

Significant

Unobservable

Input Range
Assets (Liabilities) Total

Physical
Gas Gas purchase contracts 16,880$ (2,846)$ 14,034$ Discounted Forward $2.709 - $14.056/dth

Cash flow Curve (A)

Gas Cross commodity 3,047 - 3,047 Discounted Forward $43.19 - $84.28/dth
Cash flow Curve

Financial
Gas Gas option contracts 726 (180) 546 Discounted Implied 29% - 31%

Cash flow Volatility
Total 20,653$ (3,026)$ 17,627$

(A) Includes deals with valuation assumptions on gas supply.

Fair Value as of March 31, 2014

(in thousands of dollars)

The significant unobservable inputs listed above would have a direct impact on the fair values of the Level 3 instruments if
they were adjusted. The significant unobservable inputs used in the fair value measurement of the Company’s gas purchase
and gas option derivatives are forward commodity prices, both gas and electric, implied volatility and valuation
assumptions pertaining to the peaking gas deals based on the forward gas curves. A relative change in commodity price at
various locations underlying the open positions can result in significantly different fair value estimates.
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Other Fair Value Measurements

The Company’s balance sheets reflect long-term debt at amortized cost. The fair value of the Company’s long-term debt
was based on quoted market prices when available, or estimated using quoted market prices for similar debt. The fair value
of this debt at March 31, 2014 and 2013 was $696.9 million and $744.1 million, respectively.

All other financial instruments in the accompanying balance sheets such as accounts receivable, accounts payable, and the
intercompany money pool are stated at cost, which approximates fair value.

8. EMPLOYEE BENEFITS

The Company participates with certain other KeySpan subsidiaries in qualified and non-qualified non-contributory defined
benefit plans (the “Pension Plans”) and a PBOP Plan (together with the Pension Plans (the “Plans”)), covering substantially
all employees.

The Pension Plans provide union employees, as well as all non-union employees hired before January 1, 2011, with a
retirement benefit. Supplemental non-qualified, non-contributory executive retirement programs provide additional
defined pension benefits for certain executives. The PBOP Plan provides health care and life insurance coverage to eligible
retired employees. Eligibility is based on age and length of service requirements and, in most cases, retirees must
contribute to the cost of their coverage.

During the years ended March 31, 2014 and 2013, the Company made contributions of approximately $27.0 million and
$29.1 million to the Plans.

Plan assets are commingled and cannot be specifically allocated to an individual company. The Plans’ costs are first directly
charged to the Company based on the Company’s employees that participate in the Plans. Costs associated with affiliated
service companies’ employees are then allocated as part of the labor burden for work performed on the Company’s behalf.
In addition, certain changes in the funded status of the Plans are also allocated based on the employees associated with the
Company through an intercompany payable account and are presented as postretirement benefits in the accompanying
balance sheets. Pension and PBOP expense are included in operations and maintenance expense in the accompanying
statements of income.

KeySpan’s unfunded obligations at March 31, 2014 and 2013 are as follows:

March 31,

2014 2013

Pension 704,169$ 892,701$

PBOP 916,706 1,339,788
1,620,875$ 2,232,489$

(in thousands of dollars)
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The Company’s net pension and PBOP expenses directly charged and allocated from affiliated service companies, net of
capital, for the years ended March 31, 2014 and 2013 are as follows:

March 31,

2014 2013

Pension 11,465$ 11,284$

PBOP 13,863 13,877

25,328$ 25,161$

(in thousands of dollars)

Defined Contribution Plan

NGUSA has a defined contribution pension plan that covers substantially all employees. For the years ended March 31,
2014 and 2013, the Company recognized an expense in the accompanying statements of income of $0.3 million and $0.3
million, respectively, for matching contributions.

Other Benefits

During the year ended March 31, 2014, NGUSA improved its methodology for allocating to its subsidiaries the expense and
liability for workers compensation, auto, and general insurance claims which have been incurred but not yet reported
(“IBNR”). In prior years, such costs and liabilities were allocated to NGUSA's subsidiaries based on each subsidiary's pro-rata
share of known outstanding case reserves. As of and for the year ended March 31, 2014, such IBNR amounts are allocated
proportionally based on various factors including revenue, payroll, and number of fleet vehicles, as applicable to the related
exposure source. Management believes this improved methodology provides a more accurate and appropriate allocation to
each of its subsidiaries. The change in allocation methodology resulted in an increase in income before taxes of
approximately $2.9 million in the current fiscal year. At March 31, 2014 and 2013, the Company had accrued IBNR of $11.3
million and $17.2 million respectively.

9. CAPITALIZATION

The aggregate maturities of long-term debt subsequent to March 31, 2014 are as follows:

(in thousands of dollars)

Years Ending March 31,

2015 -$

2016 -

2017 100,000

2018 -

2019 -

Thereafter 500,000

Total 600,000$

Dividend Restrictions

Pursuant to the NYPSC’s orders, the ability of the Company to pay dividends to KeySpan is conditioned upon maintenance
of a utility capital structure with debt not exceeding 58% of total utility capitalization. At March 31, 2014 and 2013, the
Company was in compliance with this covenant. In accordance with the NYPSC order approving the acquisition of KeySpan,
the Company is permitted to declare dividends to the extent of retained earnings accumulated since the date of acquisition
plus unappropriated retained earnings, unappropriated undistributed earnings and accumulated other comprehensive
income existing immediately prior to the date of acquisition. At the date of acquisition, the balance of retained earnings of
the Company existing immediately prior of $478.6 million was reclassified into additional paid-in capital. In August 2012,
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the Company issued a dividend in the amount of $250.0 million to the Parent which was settled via the money pool. Of the
total $250.0 million dividend, $139.0 million has been issued from retained earnings, with the remainder from additional
paid-in capital.

Preferred Stock

In connection with NGUSA’s acquisition of KeySpan, the Company became subject to a requirement to issue a class of
preferred stock having one share (the “Golden Share”), subordinate to any existing preferred stock. The holder of the
Golden Share would have voting rights that limit the Company’s right to commence any voluntary bankruptcy, liquidation,
receivership or similar proceeding without the consent of the holder of the Golden Share. The NYPSC subsequently
authorized the issuance of the Golden Share to a trustee, GSS Holdings, Inc. ("GSS"), who will hold the Golden Share subject
to a Services and Indemnity Agreement requiring GSS to vote the Golden Share in the best interests of New York State. The
Golden Share was issued by the Company on July 8, 2011. The Golden Share has a par value of $1 dollar.

10.INCOME TAXES

Components of Income Tax Expense

2014 2013

(in thousands of dollars)

Current tax expense (benefi t):

Federal $ (11,684) $ (4,312)

State 225 3,612

Total current tax benefi t (11,459) (700)

Deferred tax expense:

Federal 37,422 30,296

State 4,176 5,098

Total deferred tax expense 41,598 35,394

Total income tax expense $ 30,139 $ 34,694

Years Ended March 31,

Statutory Rate Reconciliation

The Company's effective tax rates for the years ended March 31, 2014 and 2013 are 38% and 42%, respectively. The
following table presents a reconciliation of income tax expense at the federal statutory tax rate of 35% to the actual tax
expense:

2014 2013

(in thousands of dollars)

Computed tax at the statutory rate 27,855$ 29,229$

Change in computed taxes resulting from:

State i ncome tax, net of federa l benefi t 2,860 5,662

Other i tems, net (576) (197)

Tota l 2,284 5,465

Federa l and state income taxes $ 30,139 $ 34,694

Years Ended March 31,
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The Company is a member of the NGNA and subsidiaries consolidated federal income tax return. The Company has joint
and several liability for any potential assessments against the consolidated group.

In September 2013, the Internal Revenue Service (“IRS”) issued final regulations, effective for tax years beginning in 2014,
that provide guidance on the appropriate tax treatment of costs incurred to acquire, produce or improve tangible property,
as well as, routine maintenance and repair costs. Proposed regulations were issued addressing the tax treatment of asset
dispositions. The Company has evaluated tax accounting method changes that may be elected or required by the final
regulations. At March 31, 2014, $3.0 million of deferred tax liabilities have been classified as current in the Company's
Balance Sheets, representing the cumulative adjustment expected to be reflected in income for tax purposes during the
twelve months ending March 31, 2015. The application of these regulations is not expected to have a material impact on
the Company's financial position, results of operations or cash flows.

On March 31, 2014, New York’s legislature enacted as part of the 2014-15 budget package, legislation which included
significant tax changes. For tax years beginning on or after January 1, 2016, the New York corporate franchise rate is
reduced from 7.1% to 6.5%. Additionally, for tax years beginning on or after January 1, 2015, New York State will generally
require combined reporting if the taxpayer is engaged in a unitary business and a 50% common ownership test is met. The
Metropolitan Transportation Authority surcharge rate increased from 17% to 25.6% of the NY rate for taxable years
beginning after 2014 and before 2016. For subsequent years, the rate is to be adjusted by the Commissioner of the New
York State Department of Taxation and Finance. As of March 31, 2014, the Company remeasured its New York State
deferred tax assets and liabilities based upon the enacted law that will apply when the corresponding state temporary
differences are expected to be realized or settled. Specifically, the Company decreased its New York State deferred tax
liability by $6.2 million with an offset to regulatory liabilities to reflect the decrease in tax rate. The application of this
legislation is not expected to have a material impact on the Company's financial position, results of operations or cash
flows.

Deferred Tax Components

2014 2013

(in thousands of dollars)

Deferred tax assets:

Pens ions , PBOP and other employee benefi ts 93,787$ $ 116,478

Regulatory l iabi l i ties - other 80,908 46,666

Future federa l benefit on state taxes 37,011 41,334

Envi ronmenta l res erve 30,509 47,306

Net operating los s es 22,866 5,560

Other i tems 12,110 22,093

Tota l deferred tax assets
(1)

277,191 279,437

Deferred tax liabilities:

Property related di fferences 707,928 659,161

Regulatory as s ets - envi ronmenta l 123,644 141,851

Regulatory as s ets - other 93,841 71,340

Other i tems 21,170 26,869

Tota l deferred tax l iabi l i ties 946,583 899,221

Net deferred income tax l iabi l i ties 669,392 619,784

Current portion of deferred income tax l iabi l i ties 37,686 27,262

Deferred income tax liabilities $ 631,706 $ 592,522

March 31,

(1)There were no valuation allowances for deferred tax assets at March 31, 2014 or 2013.

During the year ended March 31, 2014, the Company changed its accounting policy for presentation of tax balances. The
change in policy resulted in a reclassification of balances reported at March 31, 2013, which increased accounts receivable
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from affiliates by $2.7 million, increased other current assets by $13.3 million, and increased other non-current liabilities by
$16.0 million.

The following table presents the amounts and expiration dates of operating losses as of March 31, 2014:

Unrecognized Tax Benefits

As of March 31, 2014 and 2013, the Company’s unrecognized tax benefits totaled $64.5 million and $102.9 million,
respectively, of which $0.7 million and $10.3 million, respectively, would affect the effective tax rate, if recognized.

The following table presents changes to the Company’s unrecognized tax benefits:

2014 2013

(in thousands of dollars)

Balance as of the beginning of the year 102,918$ 92,618$

Gross increases - tax pos itions in prior periods 9,937 2,364

Gross decreases - tax pos itions in prior periods (13,491) (421)

Gross increases - current period tax pos itions 9,271 10,769

Gross decreases - current period tax pos itions (12) (407)

Settlements with tax authorities (44,098) (2,005)

Balance as of the end of the year 64,525$ 102,918$

Years Ended March 31,

As of March 31, 2014 and 2013, the Company has accrued for interest related to unrecognized tax benefits of $4.5 million
and $10.7 million, respectively. During the years ended March 31, 2014 and 2013, the Company recorded a reduction to
interest expense of $0.6 million and an increase in interest expense of $4.7 million, respectively. The Company recognizes
accrued interest related to unrecognized tax benefits in other interest, including affiliated interest. Related penalties, if
applicable, are recorded to other deductions, net in the accompanying statements of income. No penalties were recognized
during the years ended March 31, 2014 and 2013.

It is reasonably possible that other events will occur during the next twelve months that would cause the total amount of
unrecognized tax benefits to increase or decrease. However, the Company does not believe any such increases or decreases
would be material to its results of operations, financial position, or cash flows.

Expiration of net operating losses Federal

(in thousands of dollars)

03/31/2033 14,757$

03/31/2034 68,099

Expiration of state net operating losses NYS

(in thousands of dollars)

03/31/2029 126,259$

03/31/2030 30,845

03/31/2031 -

03/31/2032 22,450

03/31/2033 36,530

03/31/2034 89,802
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During the year ended March 31, 2014 the IRS has concluded its examination of the NGNA consolidated filing group's
corporate income tax returns, which includes corporate income tax returns of Keyspan Corporation and subsidiaries for the
short period ended August 24, 2007, and of NGNA and Subsidiaries for the periods ended March 31, 2008 and 2009. These
examinations were completed on March 27, 2014 and March 31, 2014, respectively, with an agreement on the majority of
income tax issues for the years referenced above, as well as an acknowledgment that certain discrete items remain
disputed. NGNA is in the process of appealing the disputed issues with the IRS Office of Appeals. The Company does not
anticipate a change in its unrecognized tax positions in the next twelve months as a result of the appeals. However,
pursuant to the Company's tax sharing agreement, the audit or appeals may result in a change to allocated tax.

The years ended March 31, 2010 through March 31, 2014 remain subject to examination by the IRS.

The State of New York is in the process of examining the Company's NYS income tax returns for the years starting January 1,
2003 through March 31, 2008. The tax returns for the fiscal years ended March 31, 2009 through March 31, 2014 remain
subject to examination by the State of New York. The Company has filed New York Investment Tax Credit claims for the tax
years ended December 31, 2002 through March 31, 2010. New York State has disallowed the claims for December 31, 2002
through December 31, 2006 upon audit, and also denied them on appeal to the New York Tax Tribunal, which decision was
further appealed to the Supreme Court, Appellate Division. On June 6, 2013, the Company received an adverse decision
from the Supreme Court, Appellate Division, and made tax and interest payments of $10.5 million and $5.6 million,
respectively, during the fiscal year.

The following table indicates the earliest tax year subject to examination:

*The KeySpan consolidated filing group for tax year ended August 24, 2007 and the NGNA consolidated filing group for fiscal years ending
March 31, 2008 and 2009, are in the process of appealing certain disputed issues with the IRS Office of Appeals.

11.ENVIRONMENTAL MATTERS

The normal ongoing operations and historic activities of the Company are subject to various federal, state and local
environmental laws and regulations. Under federal and state Superfund laws, potential liability for the historic
contamination of property may be imposed on responsible parties jointly and severally, without regard to fault, even if the
activities were lawful when they occurred.

The Company has identified numerous Manufactured Gas Plant (“MGP”) sites and related facilities, which were owned or
operated by the Company or its predecessors. These former sites, some of which are no longer owned by the Company,
have been identified to the NYPSC and the Department of Environmental Conservation (“DEC”) for inclusion on appropriate
site inventories. Administrative Order on Consents (“ACO”) or Voluntary Cleanup Agreements have been executed with the
DEC to address the investigation and remediation activities associated with certain sites. Expenditures incurred for the
years ended March 31, 2014 and 2013 were $38.3 million and $35.5 million, respectively.

Upon the acquisition of KeySpan by NGUSA, the Company recognized environmental liabilities at fair value. The fair values
included discounting of the reserve, which is being accreted over the period for which remediation is expected to occur.

The Company estimated the remaining costs of environmental remediation activities were $70.4 million and $108.4 million
at March 31, 2014 and 2013, respectively. The Company’s environmental obligation is discounted at a rate of 6.5%; the
undiscounted amount of environmental liabilities at March 31, 2014 and, 2013 was $87.8 million and $129.6 million,
respectively. These costs are expected to be incurred over the next 40 years, and the discounted amounts have been
recorded as liabilities in the accompanying balance sheets. However, remediation costs for each site may be materially
higher than estimated, depending on changing technologies and regulatory standards, selected end use for each site, and

Jurisdiction Tax Year

Federal August 24, 2007*

New York December 31, 2003
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actual environmental conditions encountered. The Company has recovered amounts from certain insurers, and, where
appropriate, the Company may seek recovery from other insurers and from other potentially responsible parties, but it is
uncertain whether, and to what extent, such efforts will be successful.

By rate orders, the NYPSC has provided for the recovery of SIR costs. Accordingly, as of March 31, 2014 and 2013, the
Company has recorded net environmental regulatory assets of $272.3 million and $324.4 million, respectively.

The Company believes that its ongoing operations, and its approach to addressing conditions at historic sites, are in
substantial compliance with all applicable environmental laws, and that the obligations imposed on it because of the
environmental laws will not have a material impact on its results of operations or financial position since, as noted above,
environmental expenditures incurred by the Company are recoverable from customers.

12.COMMITMENTS AND CONTINGENCIES

The Company has long-term commitments with a variety of suppliers and pipelines to purchase gas supply, gas storage
capability, and transportation of gas on interstate gas pipelines. The Company is liable for these payments regardless of the
level of services required from third-parties.

The Company’s commitments under these long-term contracts for the years subsequent to March 31, 2014 are as follows:

(in thousands of dollars)

Years Ending March 31, Gas

2015 342,928$

2016 247,343

2017 233,143

2018 192,681

2019 157,904

Thereafter 601,960

Total 1,775,959$

Legal Matters

Several lawsuits have been filed that allege damages resulting from contamination associated with the historic operations
of a former MGP located in Bay Shore. The Company has been conducting a remediation at Bay Shore pursuant to an ACO
with the New York State DEC. The Company intends to contest each of the lawsuits vigorously.

The Company continues to pursue a number of refund claims with respect to garbage and other taxes levied on the
Company by local authorities on Long Island, most significantly Nassau County.

In addition to the matters described above, the Company is subject to various legal proceedings arising out of the ordinary
course of its business. The Company does not consider any of such proceedings to be material, individually or in the
aggregate, to its business or likely to result in a material adverse effect on its results of operations, financial position, or
cash flows.

SuperStorm Sandy

In October 2012, SuperStorm Sandy hit the northeastern U.S. affecting energy supply to customers in the Company’s
service territory. Total costs associated with gas customer service restoration from this storm (including capital
expenditures) were approximately $135.0 million through March 31, 2014.

The Company has recorded an “other receivable” in the accompanying balance sheets in the amount of $39.0 million and
$42.2 million as of March 31, 2014 and 2013, respectively, relating to claims filed against property damage and business
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interruption insurance policies, net of insurance deductibles and allowances. As of March 31, 2014, NGUSA has received
multiple advance payments from its insurers, of which $54.2 million has been allocated to KEDLI.

13. RELATED PARTY TRANSACTIONS

Accounts Receivable from and Accounts Payable to Affiliates

NGUSA and its affiliates provide various services to the Company, including executive and administrative, customer
services, financial (including accounting, auditing, risk management, tax, and treasury/finance), human resources,
information technology, legal and strategic planning, that are charged between the companies and charged to each
company.

The Company records short-term payables to and receivables from certain of its affiliates in the ordinary course of business.
The amounts payable to and receivable from its affiliates do not bear interest and are settled through the money pool. A
summary of net outstanding amounts of accounts receivable from and accounts payable to affiliates is as follows:

2014 2013 2014 2013

KeySpan Corporation 27,279$ 48,119$ -$ -$

Brooklyn Union Gas Company - - 10,034 45,238

NGUSA Service Company - - 69,594 50,523

Niagara Mohawk Power Corp - - 1,085 910

NG Electric Services LLC - - 3,652 6,914

Other 1,411 1,703 1,747 1,329
Total 28,690$ 49,822$ 86,112$ 104,914$

(in thousands of dollars) (in thousands of dollars)

Accounts Receivable Accounts Payable

from Affiliates to Affiliates

March 31, March 31,

Intercompany Money Pool

The settlement of the Company’s various transactions with NGUSA and certain affiliates generally occurs via the
intercompany money pool. The Company is a participant in the Regulated Money Pool and can both borrow and lend funds.
Borrowings from the Regulated Money Pool bear interest in accordance with the terms of the intercompany money pool
agreement. As the Company fully participates in the Regulated Money Pool rather than settling intercompany charges with
cash, all changes in the intercompany money pool balance and accounts receivable and payable from affiliate balances, are
reflected as investing or financing activities in the accompanying statements of cash flows. In addition, for the purpose of
presentation in the statement of cash flows, it is assumed all amounts settled through intercompany money pool are
constructive cash receipts and payments, and therefore are presented as such.

The Regulated Money Pool is funded by operating funds from participants. Collectively, NGUSA and KeySpan, have the
ability to borrow up to $3 billion from National Grid plc for working capital needs including funding of the intercompany
money pools, if necessary. The Company had short-term intercompany money pool borrowings of $551.6 million and
$398.0 million at March 31, 2014 and 2013, respectively. The average interest rates for the intercompany money pool were
0.7% and 1.5% for the years ended March 31, 2014 and 2013, respectively.

Service Company Charges

The affiliated service companies of NGUSA provide certain services to the Company at their cost. The service company costs
are generally allocated to associated companies through a tiered approach. First and foremost, costs are directly charged to
the benefited company whenever practicable. Secondly, in cases where direct charging cannot be readily determined, costs
are allocated using cost/causation principles linked to the relationship of that type of service, such as number of employees,
number of customers/meters, capital expenditures, value of property owned, total transmission and distribution
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expenditures. Lastly, when a specific cost/causation principle is not determinable, costs are allocated based on a general
allocator determined using a 3-point formula based on net margin, net property, plant and equipment, and operations and
maintenance expense.

Charges from the service companies of NGUSA to the Company for the years ended March 31, 2014 and 2013 were $253.4
million and $123.6 million, respectively.

Holding Company Charges

NGUSA received charges from National Grid Commercial Holdings Limited (an affiliated company in the U.K.) for certain
corporate and administrative services provided by the corporate functions of National Grid plc to its U.S. subsidiaries. These
charges, which are recorded on the books of NGUSA, have not been reflected on these financial statements. Were these
amounts allocated to the Company, the estimated effect on net income would be $4.2 million and $3.0 million before taxes,
and $2.8 million and $2.0 million after taxes, for the years ended March 31, 2014 and 2013, respectively.
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PricewaterhouseCoopers LLP, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (646) 471 8320, www.pwc.com/us

Independent Auditor’s Report

To the Shareholders and Board of Directors
of Niagara Mohawk Power Company

We have audited the accompanying financial statements of Niagara Mohawk Power Company (the
Company), which comprise the balance sheets as of March 31, 2014 and 2013, and the related statements
of income, comprehensive income, cash flows, capitalization, and changes in shareholders’ equity for the
years then ended.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the Company’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Niagara Mohawk Power Company at March 31, 2014 and 2013, and the results of its
operations and their cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

August 22, 2014
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NIAGARA MOHAWK POWER CORPORATION 

STATEMENTS OF INCOME 

(in thousands of dollars) 

 

2014 2013

Operating revenues:

Electric services 2,949,612$       2,775,045$       

Gas distribution 622,209            587,655            

Total operating revenues 3,571,821         3,362,700         

Operating expenses:

Purchased electricity 1,074,126         880,592            

Purchased gas 269,381            247,183            

Operations and maintenance 1,265,431         1,414,866         

Depreciation and amortization 218,660            214,368            

Other taxes 254,802            244,803            

Total operating expenses 3,082,400         3,001,812         

Operating income 489,421            360,888            

Other income and (deductions):

Interest on long-term debt (91,664)             (76,407)             

Other interest, including affi liate interest (8,337)                (18,273)             

Other income, net 18,625               5,986                 

   Total other deductions, net (81,376)             (88,694)             

Income before income taxes 408,045            272,194            

Income tax expense 145,104            96,034               

Net income 262,941$          176,160$          

Years Ended March 31, 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The accompanying notes are an integral part of these financial statements.
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NIAGARA MOHAWK POWER CORPORATION 

STATEMENTS OF COMPREHENSIVE INCOME 

(in thousands of dollars) 

 

2014 2013

Net income 262,941$             176,160$             

Other comprehensive income (loss):

Unreal ized gains on securities, net of $1,120

     and $1,151 tax expense 1,867                    1,727                    

Change in pension and other postretirement obl igations,

      net of $661 tax expense and $449 tax benefit 1,102                    (674)                      

Reclassification of gains into net income, net of 

     $691 and $362 tax expense (1,152)                  (544)                      

Total  other comprehensive income 1,817                    509                       

Comprehensive income 264,758$             176,669$             

Years Ended March 31, 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The accompanying notes are an integral part of these financial statements. 
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NIAGARA MOHAWK POWER CORPORATION 

STATEMENTS OF CASH FLOWS 

(in thousands of dollars) 

 

2014 2013

Operating activities:
Net income 262,941$              176,160$                  
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 218,660                 214,368                    
Regulatory amortizations (38,365)                  197,260                    
Provision for deferred income taxes 114,971                 98,293                      
Bad debt expense 35,248                   (18,241)                     

Loss from equity investments 87                           354                            
Al lowance for equity funds used during construction (12,407)                  (7,138)                       
Amortization of debt discount and issuance costs 3,692                     3,739                         

Net pension and other postretirement expense (contributions) 1,484                     (51,085)                     
Net environmental remediation payments (41,554)                  (31,438)                     

Changes in operating assets and l iabilities:
Accounts receivable, net, and unbilled revenues (185,417)               (120,104)                   

Accounts receivable from/payable to affi l iates, net -                          27,296                      
Inventory (4,938)                    15,900                      
Regulatory assets and liabil ities, net 34,475                   179,293                    
Derivative contracts (6,316)                    (69,274)                     

Prepaid and accrued taxes 44,261                   (13,129)                     
Accounts payable and other l iabil ities 49,322                   (85,830)                     
Other, net (9,808)                    (15,777)                     

Net cash provided by operating activities 466,336                 500,647                    

Investing activities:
Capital  expenditures (546,363)               (497,962)                   

Changes in restricted cash 34,982                   (16,602)                     
Affi l iated money pool investing and receivables/payables, net (65,157)                  89,925                      
Cost of removal (41,359)                  (49,152)                     
Other (2,750)                    (5,614)                       

Net cash used in investing activities (620,647)               (479,405)                   

Financing activities:
Dividends paid on common and preferred stock (1,060)                    (211,060)                   

Payments on long-term debt (45,600)                  (500,000)                   
Proceeds from long-term debt -                          700,000                    
Affi l iated money pool borrowing and receivables/payables, net (30,189)                  -                             

Advances from affil iates 205,000                 346                            
Capital  contributions 25,000                   -                             
Payment of debt issuance costs -                          (4,200)                       
Parent tax loss al location 15,715                   445                            

Share based compensation (2,677)                    5,686                         
Net cash provided by (used in) financing activities 166,189                 (8,783)                       

Net increase in cash and cash equivalents 11,878                   12,459                      

Cash and cash equivalents, beginning of year 14,672                   2,213                         
Cash and cash equivalents, end of year 26,550$                 14,672$                    

Supplemental disclosures:

Interest paid (84,503)$               (91,047)$                   
Income taxes refunded (paid) 15,099                   (99,349)                     

Significant non-cash item:
Capital-related accruals included in accounts payable 30,236                   11,396                      

Years Ended March 31, 

 
 

 
The accompanying notes are an integral part of these financial statements. 
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NIAGARA MOHAWK POWER CORPORATION 

BALANCE SHEETS 

(in thousands of dollars) 

 

2014 2013

ASSETS

Current assets:

Cash and cash equivalents 26,550$                    14,672$                    

Restricted cash and special  deposits 15,842                       50,653                       

Accounts receivable 732,812                    572,794                    

Allowance for doubtful accounts (120,723)                   (126,209)                   

Unbilled revenues 134,449                    149,784                    

Accounts receivable from affil iates 12,647                       7,327                         

Intercompany money pool 131,670                    97,171                       

Inventory 48,116                       43,178                       

Regulatory assets 96,440                       36,186                       

Derivative contracts 38,277                       19,497                       

Current portion of deferred income tax assets, net 82,855                       100,784                    

Prepaid taxes 15,367                       41,026                       

Other 52,854                       58,483                       

       Total  current assets 1,267,156                 1,065,346                 

Equity investments 2,718                         3,933                         

Property, plant, and equipment, net 7,469,908                 7,080,116                 

Other non-current assets:

Regulatory assets 1,105,478                 1,099,393                 

Goodwil l 1,289,132                 1,289,132                 
Postretirement benefits asset 310,382                    302,911                    
Derivative contracts 7,762                         6,202                         

Other 74,569                       62,803                       

     Total other non-current assets 2,787,323                 2,760,441                 

Total assets 11,527,105$            10,909,836$            

March 31,

 
 

 

 

 

 

 

 

 

 

 

 

 
 

The accompanying notes are an integral part of these financial statements. 
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NIAGARA MOHAWK POWER CORPORATION 

BALANCE SHEETS 

(in thousands of dollars) 

 

2014 2013

LIABILITIES AND CAPITALIZATION

Current liabilities:

Accounts payable 247,842$                  183,196$                  

Accounts payable to affil iates 79,160                       134,687                    

Advances from affi liates 225,000                    20,000                       

Current portion of long-term debt 500,000                    45,600                       

Taxes accrued 20,370                       1,770                         

Interest accrued 27,887                       27,716                       

Customer deposits 30,032                       34,669                       

Regulatory liabi li ties 158,523                    104,185                    

Derivative contracts 6,734                         492                            

Other 90,421                       78,993                       

     Total current l iabil ities 1,385,969                 631,308                    

Other non-current liabilities:

Regulatory liabi li ties 822,230                    810,744                    

Asset retirement obl igations 10,380                       10,329                       

Deferred income tax l iabil ities, net 1,770,629                 1,672,886                 

Postretirement benefits 506,034                    547,136                    
Environmental remediation costs 432,923                    438,847                    

Derivative contracts 8,254                         472                            

Other 328,112                    337,323                    

     Total other non-current l iabil ities 3,878,562                 3,817,737                 

Commitments and contingencies (Note 12)

Capitalization:

Shareholders' equity 4,208,211                 3,906,475                 

Long-term debt 2,054,363                 2,554,316                 

Total capitalization 6,262,574                 6,460,791                 

Total liabilities and capitalization 11,527,105$            10,909,836$            

March 31,

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
The accompanying notes are an integral part of these financial statements. 
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NIAGARA MOHAWK POWER CORPORATION 

STATEMENTS OF CAPITALIZATION 

(in thousands of dollars) 

 

2014 2013

Total shareholders' equity 4,208,211$            3,906,475$            

Long-term debt: Interest Rate Maturity Date

Unsecured notes:

Senior Note 3.55% October 1, 2014 500,000                  500,000                  

Senior Note 4.88% August 15, 2019 750,000                  750,000                  

Senior Note 4.12% November 28, 2042 400,000                  400,000                  

Senior Note 2.72% November 28, 2022 300,000                  300,000                  

1,950,000              1,950,000              

State Authority Financing - Tax exempt

NYSERDA Tax exempt 5.15% November 1, 2025 75,000                    75,000                    

NYSERDA Tax exempt Variable October 1, 2013 - July 1, 2029 529,465                  575,065                  

604,465                  650,065                  

Unamortized debt discounts (102)                        (149)                        

Total  debt 2,554,363              2,599,916              

Current portion of long-term debt 500,000                  45,600                    

Long-term debt 2,054,363              2,554,316              

Total capitalization 6,262,574$            6,460,791$            

March 31,

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The accompanying notes are an integral part of these financial statements.
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NIAGARA MOHAWK POWER CORPORATION 

STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY 

(in thousands of dollars) 

 

Cumulative Additional Unrealized Gain Pension and Total Accumulated 

Common Preferred Paid-in (Loss) on Available- Postretirement Other Comprehensive Retained

Stock Stock Capital for-Sale Securities Benefits  Income (Loss) Earnings Total

Balance as of March 31, 2012 187,365$    28,985$         2,954,692$    350$                               (1,096)$                   (746)$                                     764,439$        3,934,735$    

Net income -                    -                       -                        -                                       -                               -                                              176,160          176,160          

Other comprehensive income (loss):

Unrealized gains  on securities, net of $1,151 tax expense -                    -                       -                        1,727                              -                               1,727                                     -                        1,727               

Changes in pension and other postretirement

obl igations, net of $449 tax benefit -                    -                       -                        -                                       (674)                        (674)                                       -                        (674)                 

Reclassification of gains into net income,

net of $362 tax expense -                    -                       -                        (544)                                -                               (544)                                       -                        (544)                 

Total comprehensive income 176,669          

Parent tax loss allocation -                    -                       445                  -                                       -                               -                                              -                        445                  

Share based compensation -                    -                       5,686               -                                       -                               -                                              -                        5,686               

Dividends on common stock -                    -                       -                        -                                       -                               -                                              (210,000)         (210,000)         

Dividends on preferred stock -                    -                       -                        -                                       -                               -                                              (1,060)              (1,060)             

Balance as of March 31, 2013 187,365$    28,985$         2,960,823$    1,533$                           (1,770)$                   (237)$                                     729,539$        3,906,475$    

Net income -                    -                       -                        -                                       -                               -                                              262,941          262,941          

Other comprehensive income (loss):

Unrealized gains  on securities, net of $1,120 tax expense -                    -                       -                        1,867                              -                               1,867                                     -                        1,867               

Changes in pension and other postretirement

obl igations, net of $661 tax expense -                    -                       -                        -                                       1,102                      1,102                                     -                        1,102               

Reclassification of gains into net income,

net of $691 tax expense -                    -                       -                        (1,152)                            -                               (1,152)                                    -                        (1,152)             

Total comprehensive income 264,758          

Capital contributions -                    -                       25,000            -                                       -                               -                                              -                        25,000            

Parent tax loss allocation -                    -                       15,715            -                                       -                               -                                              -                        15,715            

Share based compensation -                    -                       (2,677)             -                                       -                               -                                              -                        (2,677)             

Dividends on preferred stock -                    -                       -                        -                                       -                               -                                              (1,060)              (1,060)             

Balance as of March 31, 2014 187,365$    28,985$         2,998,861$    2,248$                           (668)$                      1,580$                                   991,420$        4,208,211$    

 Accumulated Other Comprehensive Income (Loss)

 
The Company had 187,364,863 shares of common stock authorized, issued and outstanding, with a par value of $1 per share and 289,847 shares of cumulative preferred stock authorized, issued and outstanding, with 

a par value of $100 per share at March 31, 2014 and 2013. 

 

 

 

 
The accompanying notes are an integral part of these financial statements.
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NIAGARA MOHAWK POWER CORPORATION 

NOTES TO THE FINANCIAL STATEMENTS 

 

 

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION 

 

Niagara Mohawk Power Corporation (“the Company”), a New York Corporation, is engaged principally in the regulated 

energy delivery business in New York State. The Company provides electric service to approximately 1.6 million customers 

in the areas of eastern, central, northern, and western New York and sells, distributes, and transports natural gas to 

approximately 0.6 million customers in the areas of central, northern, and eastern New York.  

 

The Company is a wholly-owned subsidiary of Niagara Mohawk Holdings, Inc., which is a wholly-owned subsidiary of 

National Grid USA (“NGUSA” or “Parent”), a public utility holding company with regulated subsidiaries engaged in the 

generation of electricity and the transmission, distribution, and sale of both natural gas and electricity. NGUSA is a direct 

wholly-owned subsidiary of National Grid North America Inc. (“NGNA”) and an indirect wholly-owned subsidiary of National 

Grid plc, a public limited company incorporated under the laws of England and Wales. 

 

The accompanying financial statements are prepared in accordance with accounting principles generally accepted in the 

United States of America (“U.S. GAAP”), including the accounting principles for rate-regulated entities. The financial 

statements reflect the rate-making practices of the applicable regulatory authorities.  

 

Management recorded out-of-period adjustments during the current fiscal year that resulted in a net increase in net 

income of $8.8 million. The adjustments primarily related to correction of operations and maintenance expense and income 

tax expense. Management concluded that the impact of recording these adjustments was not material to the current fiscal 

year or any prior period. 

 

The Company has evaluated subsequent events and transactions through August 22, 2014, the date of issuance of these 

financial statements, and concluded that there were no events or transactions that require adjustment to, or disclosure in, 

the financial statements as of and for the year ended March 31, 2014.  

 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 

Use of Estimates 

 

In preparing financial statements that conform to U.S. GAAP, the Company must make estimates and assumptions that affect 

the reported amounts of assets, liabilities, revenues, and expenses, and the disclosure of contingent assets and liabilities 

included in the financial statements.  Actual results could differ from those estimates. 
 

Regulatory Accounting 

 

The Federal Energy Regulatory Commission (“FERC”) and the New York Public Service Commission (“NYPSC”) regulate the 

rates the Company charges its customers. In certain cases, the rate actions of the NYPSC can result in accounting that 

differs from non-regulated companies. In these cases, the Company defers costs (as regulatory assets) or recognizes 

obligations (as regulatory liabilities) if it is probable that such amounts will be recovered from or refunded to customers 

through future rates. Regulatory assets and liabilities are amortized to the statements of income consistent with the 

treatment of the related costs in the ratemaking process. 

 

Revenue Recognition 

 

Revenues are recognized for energy service provided on a monthly billing cycle basis. The Company records unbilled 

revenues for the estimated amount of services rendered from the time meters were last read to the end of the accounting 

period.   
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As approved by the NYPSC, the Company is allowed to pass through commodity-related costs to customers and also bills for 

approved rate adjustment mechanisms. In addition, the Company has a revenue decoupling mechanism which allows for 

annual adjustments to the Company’s delivery rates as a result of the reconciliation between allowed revenue and billed 

revenue. Any difference between the allowed revenue and the billed revenue is recorded as a regulatory asset or 

regulatory liability.  

 
Other Taxes 

 

The Company collects taxes and fees from customers such as sales taxes, other taxes, surcharges, and fees that are levied 

by state or local governments on the sale or distribution of gas and electricity. The Company accounts for taxes that are 

imposed on customers (such as sales taxes) on a net basis (excluded from revenues), while taxes imposed on the Company, 

such as excise taxes, are recognized on a gross basis.  Excise taxes collected and paid for the years ended March 31, 2014 

and 2013 were $41.7 million and $39.1 million, respectively. 

 

The state of New York imposes on corporations a franchise tax that is computed as the higher of a tax based on income or a 

tax based on capital. To the extent the Company’s state tax based on capital is in excess of the state tax based on income, 

the Company reports such excess in other taxes and taxes accrued in the accompanying financial statements. 

 

Income Taxes 

 

Federal and state income taxes have been computed utilizing the asset and liability approach that requires the recognition 

of deferred tax assets and liabilities for the tax consequences of temporary differences by applying enacted statutory tax 

rates applicable to future years to differences between the financial statement carrying amounts and the tax basis of 

existing assets and liabilities. Deferred income taxes also reflect the tax effect of net operating losses, capital losses and 

general business credit carryforwards. 

 

The effects of tax positions are recognized in the financial statements when it is more likely than not that the position taken 

or expected to be taken in a tax return will be sustained upon examination by taxing authorities based on the technical 

merits of the position.  The financial effect of changes in tax laws or rates is accounted for in the period of enactment. 

Deferred investment tax credits are amortized over the useful life of the underlying property.  

 

NGNA files consolidated federal tax returns including all of the activities of its subsidiaries. Each subsidiary company 

determines its current and deferred taxes based on the separate return method. The Company settles its current tax 

liability or benefit each year with NGNA pursuant to a tax sharing arrangement between NGNA and its subsidiaries. Tax 

benefits attributable to the tax attributes of other group companies and allocated by NGNA are treated as capital 

contributions.  

 

Cash and Cash Equivalents 

 

Cash equivalents consist of short-term, highly liquid investments with original maturities of three months or less. Cash and 

cash equivalents are carried at cost which approximates fair value. 

 

Restricted Cash and Special Deposits 

 

Restricted cash primarily consists of deposits held by the New York Independent System Operator (“NYISO”). Special deposits 

primarily consist of health care claims deposits. The Company had restricted cash of zero and $35 million and special deposits 

of $15.8 million and $15.7 million at March 31, 2014 and 2013, respectively. 

 

Accounts Receivable and Allowance for Doubtful Accounts  

 

The Company recognizes an allowance for doubtful accounts to record accounts receivable at estimated net realizable 

value. During the year ended March 31, 2014, the Company enhanced its estimation methodology. The allowance is 

determined based on a variety of factors, including for each type of receivable, applying an estimated reserve percentage to 
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each aging category, taking into account historical collection and write-off experience and management's assessment of 

collectability from individual customers as appropriate. In prior years, the estimate placed a higher emphasis on a write-off 

history. Management believes the more fulsome analysis of all information disclosed above results in an improved estimate 

and the updated approach resulted in a decrease of approximately $13.3 million in the reserve. The collectability of 

receivables is continuously assessed, and if circumstances change, the allowance is adjusted accordingly. Receivable 

balances are written off against the allowance for doubtful accounts when the accounts are disconnected and/or 

terminated and the balances are deemed to be uncollectible.  

 

Inventory 

 

Inventory is comprised of materials and supplies as well as gas in storage. Materials and supplies are stated at the lower of 

weighted average cost or market value and are expensed or capitalized as used. The Company’s policy is to write-off 

obsolete inventory; there were no material write-offs of obsolete inventory for the years ended March 31, 2014 or 2013.  

 

Gas in storage is stated at weighted average cost and the related cost is recognized when delivered to customers. Existing 

rate orders allow the Company to pass directly through to customers, the cost of gas purchased along with any applicable 

authorized delivery surcharge adjustments. Gas costs passed through to customers are subject to regulatory approvals and 

are reported periodically to the NYPSC. 

 

The Company had materials and supplies of $40.4 million and $36.1 million and gas in storage of $7.7 million and $7.0 

million at March 31, 2014 and 2013, respectively. 

 

Derivatives 

 

The Company uses derivative instruments for commodity price risk management. All derivative instruments are recorded in 

the accompanying balance sheets at their fair value. All commodity costs, including the impact of derivative instruments, 

are passed on to customers through the Company’s commodity rate adjustment mechanisms. Therefore, gains or losses on 

the settlement of these contracts are initially deferred and then refunded to, or collected from, customers consistent with 

regulatory requirements.  

 

Certain non-trading contracts for the physical purchase of natural gas qualify for the normal purchase normal sale exception 

and are accounted for upon settlement. If the Company were to determine that a contract for which it elected the normal 

purchase normal sale exception, no longer qualifies, the Company would recognize the fair value of the contract in 

accordance with the regulatory accounting described above.  

 

The Company’s accounting policy is to not offset fair value amounts recognized for derivative instruments and related cash 

collateral receivable or payable with the same counterparty under a master netting agreement, and to record and present 

the fair value of the derivative on a gross basis, with related cash collateral recorded as special deposits in the 

accompanying balance sheets. 

 

Power Purchase Agreements 

 

The Company enters into power purchase agreements to procure commodity to serve its electric service customers. The 

Company evaluates whether such agreements are leases, derivatives, or executory contracts. Power purchase agreements 

that do not qualify as leases or derivatives are accounted for as executory contracts and are, therefore, recognized as the 

electricity is purchased. In making its determination of the accounting for power purchase agreements, the Company 

considers many factors, including: the source of the electricity; the level of output from any specified facility that the 

Company is taking under the contract; the involvement, if any, that the Company has in operating the specified facility; and 

the pricing mechanisms in the contract among other factors.  

 

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-28 
Page 81 of 139

81



 

Niagara Mohawk Power Corporation 2014 14

Fair Value Measurements 

 

The Company measures derivatives and available-for-sale securities at fair value. Fair value is the price that would be 

received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the 

measurement date. The following is the fair value hierarchy that prioritizes the inputs to valuation techniques used to 

measure fair value: 

 

- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that a company has the ability 

to access as of the reporting date;  

- Level 2: inputs other than quoted prices included within Level 1 that are directly observable for the asset or liability 

or indirectly observable through corroboration with observable market data; and  

- Level 3: unobservable inputs, such as internally-developed forward curves and pricing models for the asset or 

liability due to little or no market activity for the asset or liability with low correlation to observable market inputs. 

 

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input 

that is significant to the fair value measurement. The Company uses valuation techniques that maximize the use of 

observable inputs and minimize the use of unobservable inputs. 

 

Property, Plant and Equipment 

 

Property, plant and equipment is stated at original cost. The cost of repairs and maintenance is charged to expense and the 

cost of renewals and betterments that extend the useful life of property, plant and equipment is capitalized.  The 

capitalized cost of additions to property, plant and equipment includes costs such as direct material, labor and benefits, and 

an allowance for funds used during construction (“AFUDC”). 

 

Depreciation is computed over the estimated useful life of the asset using the composite straight-line method. Depreciation 

studies are conducted periodically to update the composite rates and are approved by the NYPSC. The average composite 

rates and average service lives for the years ended March 31, 2014 and 2013 are as follows: 

 

2014 2013 2014 2013 2014 2013

Composite rates 2.2% 2.1% 2.1% 2.5% 4.5% 4.5%

Average service l ives 58 years 58 years 49 years 49 years 38 years 38 years

Electric Gas Common

Years Ended March 31, Years Ended March 31, Years Ended March 31, 

 
 

Depreciation expense includes a component for estimated future cost of removal, which is recovered through rates charged 

to customers.  Any difference in cumulative costs recovered and costs incurred is recognized as a regulatory liability.  When 

property, plant and equipment is retired, the original cost, less salvage, is charged to accumulated depreciation, and the 

related cost of removal is removed from the associated regulatory liability.  The Company had cumulative costs of removal 

recovered in excess of costs incurred of $380.0 million and $390.9 million at March 31, 2014 and 2013, respectively. 

 

Allowance for Funds Used During Construction 

 

In accordance with applicable accounting guidance, the Company records AFUDC, which represents the debt and equity 

costs of financing the construction of new property, plant and equipment. AFUDC equity is reported in the statements of 

income as non-cash income in other income, net and AFUDC debt is reported as a non-cash offset to other interest, 

including affiliate interest.  After construction is completed, the Company is permitted to recover these costs through their 

inclusion in rate base and corresponding depreciation expense.   The Company recorded AFUDC related to equity of $12.4 

million and $7.1 million and AFUDC related to debt of $5.7 million and $3.8 million for the years ended March 31, 2014 and 

2013, respectively.  The average AFUDC rates for the years ended March 31, 2014 and 2013 were 6.5% and 6.1%, 

respectively. 
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Goodwill 

 

The Company tests goodwill for impairment annually on January 31, and when events occur or circumstances change that 

would more likely than not reduce the fair value of the Company below its carrying amount.  Goodwill is tested for 

impairment using a two-step approach.  The first step compares the estimated fair value of the Company with its carrying 

value, including goodwill. If the estimated fair value exceeds the carrying value, then goodwill is considered not impaired.  If 

the carrying value exceeds the estimated fair value, then a second step is performed to determine the implied fair value of 

goodwill. If the carrying value of goodwill exceeds its implied fair value, then an impairment charge equal to the difference 

is recorded. 

 

The fair value of the Company was calculated in the annual goodwill impairment test for the year ended March 31, 2014 

utilizing both income and market approaches.  

 

- To estimate fair value utilizing the income approach, the Company used a discounted cash flow methodology 

incorporating its most recent business plan forecasts together with a projected terminal year calculation. Key 

assumptions used in the income approach were: (a) expected cash flows for the period from April 1, 2014 to March 

31, 2019; (b) a discount rate of 5.5%, which was based on the Company’s best estimate of its after-tax weighted-

average cost of capital; and (c) a terminal growth rate of 2.25%, based on the Company’s expected long-term 

average growth rate in line with estimated long-term U.S. economic inflation. 

 

- To estimate fair value utilizing the market approach, the Company followed a market comparable methodology. 

Specifically, the Company applied a valuation multiple of earnings before interest, taxes, depreciation and 

amortization (“EBITDA”), derived from data of publicly-traded benchmark companies, to business operating data. 

Benchmark companies were selected based on comparability of the underlying business and economics. Key 

assumptions used in the market approach included the selection of appropriate benchmark companies and the 

selection of an EBITDA multiple of 10.0, which the Company believes is appropriate based on comparison of its 

business with the benchmark companies.  

 

The Company determined the fair value of the business using 50% weighting for each valuation methodology, as it believes 

that each methodology provides equally valuable information. Based on the resulting fair value from the annual analyses, 

the Company determined that no adjustment of the goodwill carrying value was required at March 31, 2014 or 2013.  

 
Available-For-Sale Securities 

 

The Company holds available-for-sale securities that include equities, municipal bonds and corporate bonds. These 

investments are recorded at fair value and are included in other non-current assets in the accompanying balance sheets. 

Changes in the fair value of these assets are recorded within other comprehensive income. 

 

Sales and Use Tax Contingencies 

 

The Company is subject to periodic tax audits by federal and state authorities. The State of New York commenced an audit 

for the period December 2005 through February 2012 during the quarter ended September 30, 2012. The Company 

accrued $8.5 million and $8.1 million at March 31, 2014 and 2013, respectively, as other current liabilities in the 

accompanying balance sheets.  

 
Asset Retirement Obligations 

 

Asset retirement obligations are recognized for legal obligations associated with the retirement of property, plant, and 

equipment, primarily associated with the Company’s distribution facilities. Asset retirement obligations are recorded at fair 

value in the period in which the obligation is incurred, if the fair value can be reasonably estimated. In the period in which 

new asset retirement obligations, or changes to the timing or amount of existing retirement obligations are recorded, the 
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associated asset retirement costs are capitalized as part of the carrying amount of the related long-lived asset. In each 

subsequent period the asset retirement obligation is accreted to its present value.  

 

 The following table represents the changes in the Company’s asset retirement obligations: 

 

Years Ended March 31,

2014 2013

(in thousands of dollars)

Bal ance a s  of the begi nning of the yea r 10,329$             9,937$               

Accretion expense 507                    510                    

Lia bi l i ti es  settl ed (456)                   (118)                   

Bal ance a s  of the end of the year 10,380$             10,329$             

 
Accretion expense is deferred as part of the Company’s asset retirement obligation regulatory asset as management 

believes it is probable that such amounts will be collected in future rates. 

 

Employee Benefits 

 

The Company has defined benefit pension and postretirement benefit (“PBOP”) plans for its employees. The Company 

recognizes all pension and PBOP plans’ funded status in the balance sheets as a net liability or asset. The cost of providing 

these plans is recovered through rates; therefore, the net funded status is offset by a regulatory asset or liability. The 

Company measures and records its pension and PBOP assets at the year-end date. Pension and PBOP plan assets are 

measured at fair value, using the year-end market value of those assets.  

 

New and Recent Accounting Guidance 

 

Accounting Guidance Adopted in Fiscal Year 2014 

 

Offsetting Assets and Liabilities 

 

In December 2011 and January 2013, the Financial Accounting Standards Board (“FASB”) issued amendments to address 

and clarify the scope of the disclosures related to offsetting assets and liabilities. Under the amendments, reporting entities 

are required to disclose both gross and net information about instruments and transactions eligible for offset in the 

statement of financial position and instruments and transactions subject to an agreement similar to a master netting 

agreement, such as for derivatives. The instruments and activities subject to these disclosures are recognized derivatives, 

repurchase and reverse repurchase agreements, and securities lending transactions. The Company adopted this guidance 

effective April 1, 2013, which only impacted its disclosures. 

 

Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit 

Carryforward Exists 

 

In July 2013, the FASB issued amendments to address diversity in practice related to the presentation of unrecognized tax 

benefits in certain situations.  The amendments require a liability related to an unrecognized tax benefit to be presented on 

a net basis with its associated deferred tax asset when utilization of such deferred tax assets is required or expected in the 

event the uncertain tax position is disallowed.  Otherwise, the unrecognized tax benefit will be presented as a liability and 

will not be netted against deferred tax assets.  The Company early adopted this guidance effective April 1, 2013 with no 

material impact on its financial position, results of operations or cash flows. 
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Accounting Guidance Not Yet Adopted 

 

Reclassifications From Accumulated Other Comprehensive Income 

 

In February 2013, the FASB issued amendments to improve the reporting of reclassifications out of accumulated other 

comprehensive income (“AOCI”). The amendments require an entity to provide information either on the face of the 

financial statements or in a single footnote on significant amounts reclassified out of AOCI and the related income 

statement line items to the extent an amount is reclassified in its entirety to net income.  For significant items not 

reclassified to net income in their entirety, an entity is required to cross-reference to other disclosures that provide 

additional information. For non-public entities, the amendments are effective prospectively for reporting periods beginning 

after December 15, 2013. Early adoption is permitted. The Company will adopt this guidance effective April 1, 2014, which 

will only impact its disclosures.  

 

3. REGULATORY ASSETS AND LIABILITIES 

 

The Company records regulatory assets and liabilities that result from the ratemaking process.  The following table presents 

the regulatory assets and regulatory liabilities recorded in the accompanying balance sheets. 

 

2014 2013

Regulatory assets

Current:

Amortization of deferral recoveries 15,819$                           -$                             

Energy efficiency -                                    6,106                           

Rate adjustment mechanisms 78,590                              30,080                         

Other 2,031                                -                               

96,440                              36,186                         

Non-current:

Dunkirk settlement deferral 65,794                              29,114                         

Environmental response costs 432,923                           438,847                      

Postretirement benefits 428,913                           488,692                      

Regulatory deferred tax asset 67,839                              68,332                         

Storm costs 73,332                              28,472                         

Other 36,677                              45,936                         

Total 1,105,478                        1,099,393                   

Regulatory liabilities

Current:

Derivative contracts 31,052                              24,735                         

Energy efficiency 61,582                              46,449                         

Rate adjustment mechanisms 21,772                              31,551                         

Other 44,117                              1,450                           

158,523                           104,185                      

Non-current:

Carrying charges 56,901                              169                              

Cost of removal 380,001                           390,914                      

Economic development fund 37,502                              40,346                         

Environmental insurance proceeds 20,627                              26,884                         

Excess storm reserve 58,778                              29,778                         

Postretirement benefits 104,915                           176,139                      

Temporary state assessment 59,537                              21,231                         

Unbilled gas revenue 21,556                              22,628                         

Other 82,413                              102,655                      

Total 822,230                           810,744                      

Net regulatory assets 221,165$                         220,650$                    

March31, 

(in thousands of dollars)
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Amortization of deferral recoveries: In March 2013, the Company implemented the revised Electricity Supply 

Reconciliation Mechanism (“ESRM”) methodology to better align the revenue with expense. This change resulted in 

unintentional financial impacts that the Company would not be able to recover. Therefore, the Company and NYPSC Staff 

agreed that the best way to allow the Company to recover the unreconciled dollars would be a return to the original ESRM 

methodology that was in place prior to March 2013. The NYPSC allowed the Company to recover the unreconciled costs of 

$31.6 million over a 12-month period beginning November 2013 applied to ESRM rates.   

 

Cost of removal: Represents cumulative amounts collected, but not yet spent, to dispose of property, plant and equipment.  

This liability is discharged as removal costs are incurred. 

 

Derivative contracts (assets and liabilities): Gains or losses resulting from commodity derivatives are required to be 

refunded to, or recovered from, customers through the Company’s commodity rate adjustment mechanisms. Accordingly, 

the Company evaluates open derivative contracts to determine if they are probable of recovery, or refund, through future 

rates charged to customers and qualify for regulatory deferral. Derivative contracts that qualify for regulatory deferral are 

recorded at fair value, with changes in fair value recorded as regulatory assets or regulatory liabilities in the period in which 

the change occurs.  

 

Dunkirk settlement deferral: Represents the Company’s deferral costs of procuring Reliability Support Services (“RSS”) 

from Dunkirk Power LLC and related accrued carrying charges. In accordance with the NYPSC Case 12-E-0136 dated August 

16, 2012, the Company entered into an agreement under which it would procure RSS from NRG Energy, Inc.’s Dunkirk 

Power LLC generating station to maintain transmission system reliability in western New York for an interim period. Case 

12-E-0201 addressed RSS cost recovery and provides that up to $57.0 million of electric deferred credits will be used to 

offset RSS costs associated with the RSS agreement relating to Dunkirk. Amounts incurred in excess of $57.0 million would 

be recovered through the generic RSS Surcharge. On March 1, 2014, the Company filed RSS Surcharge Statement No. 1 

which provides for recovery from customers of cost incurred by the Company, and approved by the NYPSC, for third party 

services to ensure that local reliability needs are met. 

 

Economic development fund: Represents actual expenditures and economic development discounts below the rate 

allowance, deferred for future return. 

 

Energy efficiency (“EE”): This amount represents the difference between revenue billed to customers through its EE Charge 

and the costs of the Company’s EE programs as approved by the NYPSC.  

 

Environmental response costs: This regulatory asset represents deferred costs associated with the Company’s share of the 

estimated costs to investigate and perform certain remediation activities at sites with which it may be associated. The 

Company’s rate plans provide for specific rate allowances for these costs at a level of $42 million per year, with variances 

deferred for future recovery or return to customers. The Company believes future costs, beyond the expiration of current 

rate plans, will continue to be recovered through rates. 

 

Environmental issuance proceeds: Represents the excess of amounts received in rates over the Company’s actual site 

investigation and remediation costs.  

 

Excess storm reserve: Represents the cumulative Storm Reserve allowance / funding for major storm incremental costs.  

The Joint Proposal (NMPC rate proceeding Case 12-E-0201) establishes an annual allowance for major storm recovery of 

$29 million in each of the three years.  The Company will defer the difference between the base rate allowance and actual 

major storm incremental costs for future refund to, or recovery from, customers. 

 

Postretirement benefits: Represents the Company’s deferral related to the underfunded status of its pension and PBOP 

plans. The amount in regulatory liabilities primarily represents the excess of amounts received in rates over actual costs of 

the Company’s pension and PBOP plans to be refunded in future periods.  These balances accrue carrying charges as 

calculated in accordance with the Company’s pension and PBOP reserve mechanism. 
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Rate adjustment mechanisms: The Company is subject to a number of rate adjustment mechanisms whereby an asset or 

liability is recognized resulting from differences between actual revenues and the underlying cost being recovered, or 

differences between actual revenues and targeted amounts as approved by the NYPSC. These amounts will be refunded to, 

or recovered from, customers. 

 

Regulatory deferred tax asset: This amount represents unrecovered federal and state deferred taxes of the Company 

primarily as a result of regulatory flow through accounting treatment and tax rate changes. The income tax benefits or 

charges for certain plant related timing differences, such as equity AFUDC, are immediately flowed through to, or collected 

from, customers. The amortization of the related regulatory deferred tax asset, for these items, follows the book life of the 

underlying plant asset. The Company also has a recovery of historic unfunded deferred tax balances that are currently 

amortizing into rates at a stated annual revenue requirement under the current rate plan.    

 

Storm costs: The Company’s rate plan provides for a rate allowance of $29 million regulatory liability annually for 

incremental major storm costs. The Company has recorded $44.9 million storm cost regulatory assets arising from qualified 

storm events for recovery during the year.    

 

Temporary state assessment: In June 2009, the Company made a gas and electric compliance filing with the NYPSC 

regarding the implementation of the Temporary State Energy & Utility Conservation Assessment (“Temporary State 

Assessment”). The NYPSC authorized recovery of the costs required for payment of the Temporary State Assessment, 

including carrying charges, subject to reconciliation over the five years of July 1, 2009 through June 30, 2014. On September 

13, 2013 and August 7, 2013, the Company submitted a compliance filing (updated from June 14, 2013) proposing to 

maintain the currently effective surcharge. The estimated Temporary State Assessment filed amounted to $54.4 million and 

$15.0 million for electric and gas, respectively. On June 18, 2014, a final order implementing a revised Temporary State 

Assessment resulted in a $2.7 million and $3.9 million credit to electric and gas customers respectively for rates effective 

July 1, 2014 through June 30, 2015. 

 

Unbilled gas revenue: Per a stipulation in Case No. 93-G-1062, the Company is permitted to recognize unbilled revenues 

subject to offsetting the revenues with a regulatory liability for future customers benefit.  

 

The Company records carrying charges on regulatory balances related to rate adjustment mechanisms and deferred 

environmental response costs for which cash expenditures have been made and are subject to recovery, or for which cash 

has been collected and is subject to refund. Carrying charges are not recorded on items for which expenditures have not yet 

been made.  

 

4. RATE MATTERS 

 

March 2013 Electric and Gas Filing 

 

In March 2013 the NYPSC issued a final order regarding the Company’s electric and gas base rate filing made on April 27, 

2012.  The term of the new rate plan is from April 1, 2013 through March 31, 2016 and provides for an electric revenue 

requirement of $1,338 million in the first year, $1,396 million in the second year, and $1,443 million in the third year. It also 

provides for a gas revenue requirement of $307 million in the first year, $315 million in the second year, and $322 million in 

the third year. 

 

Transmission Return on Equity (“ROE”) Complaint 

 

On September 11, 2012, the New York Association of Public Power (“NYAPP”) filed a complaint against the Company, 

seeking to have the base ROE for transmission service of 11.5%, which includes a NYISO participation incentive adder, 

lowered to 9.49%. Similarly, on November 2, 2012 the Municipal Electric Utilities Association (“MEUA”) filed a complaint to 

lower the Company’s ROE to 9.25% including the NYISO participation adder. The MEUA also challenges certain aspects of 

the Company’s transmission formula rate. On February 6, 2014, the NYAPP filed a further complaint against the Company 

seeking an order effective February 6, 2014 to reduce the ROE used in calculating rates for transmission service under the 

NYISO Open Access Transmission Tariff (“OATT”) to 9.36%, inclusive of the 50 basis point adder for participation in the 
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NYISO, with a corresponding overall weighted cost of capital of 6.60%.  At this time, the Company cannot predict the 

outcome of the complaint. Any change in the ROE would not have an impact on net income because the retail rate plan 

fully reconciles any increase or decrease in wholesale transmission revenue under the FERC Transmission Service Charge 

rate through a Transmission Revenue Adjustment Clause mechanism. 

 

Wholesale Transmission Service Charge  

 

On December 6, 2013, the Company submitted a filing for FERC approval of revisions to its Wholesale Transmission Service 

Charge (“TSC Rate”) under the NYSIO OATT to recover its RSS costs under two agreements with NRG to support the 

reliability of the Company’s transmission system while transmission reinforcements are constructed. On February 4, 2014 

the FERC allowed the RSS charges to become effective in TSC Rates as of July 1, 2013, subject to refund and further 

consideration of the matter by the FERC. 

 

Management Audit 

 

In February 2011, the NYPSC selected Overland Consulting Inc., (“Overland”) to perform a management audit of National 

Grid’s affiliate cost allocations, policies and procedures. The Company disputed certain of Overland’s final audit conclusions 

and the NYPSC ordered that further proceedings be conducted to address what, if any, ratemaking adjustments were 

necessary. On May 23, 2014, National Grid filed a Joint Proposal with the NYPSC that, if approved, resolves all outstanding 

issues relating to the audit and provides for no rate adjustments for the Company. Accordingly, the Company does not 

believe that the outcome of this matter will have a material impact on its financial position, results of operations, or cash 

flows. 

 

Gas Management Audit 

 

In February 2013, the NYPSC initiated a comprehensive management and operational audit of NGUSA’s New York gas 

businesses, including the Company, pursuant to the Public Service Law requirement that major electric and gas utilities 

undergo an audit every five years. On June 13, 2013, the NYPSC selected NorthStar Consulting Group to conduct the audit, 

which commenced in July 2013. At the time of the issuance of these financial statements, the Company cannot predict the 

outcome of this management and operational audit. 

 

Operations Audit 

 

In August 2013, the NYPSC initiated an operational audit to review the accuracy of the customer service, electric reliability, 

and gas safety data reported by the investor owned utilities operating in New York, including the Company.  On December 

19, 2013, the NYPSC selected Overland to conduct the audit, which commenced in February 2014.  At the time of the 

issuance of these financial statements, the Company has not received the final audit findings and cannot predict the 

outcome of this audit. 

 

Operations Staffing Audit 

 

In January 2014, the NYPSC initiated an operational audit to review internal staffing levels and use of contractors for the 

core utility functions of the investor owned utilities operating in New York, including the Company.  On June 26, 2014, the 

NYPSC selected The Liberty Consulting Group to conduct the audit.  At the time of the issuance of these financial 

statements, the Company cannot predict the outcome of this operational audit. 

 

Recovery of Deferral Costs Relating to Emergency Order  

 

On January 28, 2014, the Company filed a petition requesting a waiver of Rule 46.3.2 of its tariff. Rule 46.3.2 describes the 

manner in which the Company calculates its supply-related Mass Market Adjustment (“MMA”). The Company proposed the 

waiver of the rule to mitigate adverse financial impacts anticipated from a significant and unusual increase in electric 

commodity prices for its mass market customers. 
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On that same date, the NYPSC issued, on an emergency basis pursuant to the State Administrative Procedure Act §202(6), 

an Emergency Order granting the Company’s waiver request (the “Emergency Order”).  In the Emergency Order, the NYPSC 

waived the requirements of Rule 46.3.2 and approved deferral treatment of the costs and associated carrying charges 

related to the one-time credit provided via the waiver.  However, the NYPSC denied, pending further review and 

consideration of public comments, the Company’s request to recover such deferral over a six-month period beginning May 

2014.  

 

The NYPSC issued another order on April 25, 2014 permanently approving the Emergency Order and authorizing the 

Company to collect $33.3 million, plus carrying charges at the customer deposit rate, over a six-month period commencing 

with the June 2014 billing period. The deferral recovery will be performed in a manner consistent with the method that was 

used to provide the benefit to the mass market customers, through an adjustment to the MMA as calculated by NYISO load 

zone.   

 

5. PROPERTY, PLANT AND EQUIPMENT 

 

The following table summarizes property, plant and equipment at cost along with accumulated depreciation and 

amortization: 

2014 2013

Plant and machinery  $     9,558,727 9,129,294$     

Land and buildings 545,537           531,732           

Assets in construction 439,070           334,633           

Software and other intangibles 6,361                6,361                

Total  property, plant and equipment 10,549,695     10,002,020     

Accumulated depreciation and amortization (3,079,787)      (2,921,904)      

Property, plant and equipment, net 7,469,908$     7,080,116$     

(in thousands of dollars)

March 31,

 
6.  DERIVATIVE CONTRACTS 

 

The Company utilizes derivative instruments, such as options, swaps and gas purchase contracts, to manage commodity 

price risk associated with its natural gas and electricity purchases. The Company’s risk management strategy is to reduce 

fluctuations in firm gas and electricity sales prices to its customers. 

 

The Company’s financial exposures are monitored and managed as an integral part of the Company’s overall financial risk 

management policy.  The Company engages in risk management activities only in commodities and financial markets where 

it has an exposure to, and only in terms and volumes consistent with its core business. 
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Volumes 

 

Volumes of outstanding commodity derivative contracts measured in dekatherms (“dths”) and megawatt hours (“Mwhs”) 

are as follows: 

2014 2013 2014 2013

    Ga s s wa p contra cts  (dths) - - 1,360              4,780              

    Ga s option contracts (dths ) - - 6,250              1,150              

    Ga s purcha s e contra cts  (dths ) - - 14,758            7,615              

    Electri c s wa p contra cts  (Mwhs ) 6,637              6,309              - -

    Electri c options  contra cts (Mwhs ) 154                 - - -

Tota l: 6,791              6,309              22,368            13,545            

(in thousands) (in thousands)

March 31,

Electric Gas

March 31,

 
 

Amounts Recognized in the Accompanying Balance Sheets 

 

2014 2013 2014 2013

Current assets: Current liabilities:

Rate recoverable contracts: Rate recoverable contracts:

Gas swap contracts 525$                 1,636$             Gas swap contracts 27$                   10$                   

Gas option contracts 612                   328                   Gas option contracts 175                   38                     

Gas purchase contracts 182                   -                         Gas purchase contracts 5,105                -                         

Electric swap contracts 36,360             17,533             Electric swap contracts 1,417                444                   

Electric options contracts 598                   -                         Electric options contracts 10                     -                         

38,277             19,497             6,734                492                   

Other non-current assets: Other non-current liabilities:

Rate recoverable contracts: Rate recoverable contracts:

Electric swap contracts 7,762                6,202                Electric swap contracts 8,254                472                   

7,762                6,202                8,254                472                   

Total 46,039$           25,699$           Total 14,988$           964$                 

Asset Derivatives Liability Derivatives

March 31, March 31, 

(in thousands of dollars) (in thousands of dollars)

 
The changes in fair value of the Company’s rate recoverable contracts are offset by changes in regulatory assets and 

liabilities. As a result, the changes in fair value of those contracts had no impact in the accompanying statements of income. 

The Company had no derivative contracts not subject to rate recovery as of March 31, 2014 and 2013.  

 

Credit and Collateral 

 

The Company is exposed to credit risk related to transactions entered for commodity price risk management.  Credit risk 

represents the risk of loss due to counterparty non-performance.  Credit risk is managed by assessing each counterparty’s 

credit profile and negotiating appropriate levels of collateral and credit support.  

 

The credit policy for commodity transactions is managed and monitored by NGUSA’s Executive Energy Risk Management 

Committee (“EERC”), which is responsible for approving risk management policies and objectives for risk assessment, 

control and valuation, and the monitoring and reporting of risk exposures. NGUSA’s Energy Procurement Risk Management 

Committee (“EPRMC”) is responsible for approving transaction strategies, annual supply plans, counterparty credit 

approval, as well as all valuation and control procedures. The EERC is chaired by the Global Tax and Treasury Director and 

reports to the Finance Committee. The EPRMC is chaired by the Vice President of U.S. Treasury and reports to the EERC. 

 

The EPRMC monitors counterparty credit exposure and appropriate measures are taken to bring such exposures below the 

limits, including, without limitation, netting agreements, and limitations on the type and tenor of trades. The Company 
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enters into enabling agreements that allow for payment netting with its counterparties, which reduce its exposure to 

counterparty risk by providing for the offset of amounts payable to the counterparty against amounts receivable from the 

counterparty. In instances where a counterparty’s credit quality has declined, or credit exposure exceeds certain levels, the 

Company may limit its credit exposure by restricting new transactions with the counterparty, requiring additional collateral 

or credit support and negotiating the early termination of certain agreements. Similarly, the Company may be required to 

post collateral to its counterparties. The Company’s credit exposure for all derivative instruments and applicable payables 

and receivables, net of collateral and instruments that are subject to master netting agreements, was $28.2 million and 

$24.7 million as of March 31, 2014 and 2013, respectively. 

 

The Company enters into commodity transactions on New York Mercantile Exchange (“NYMEX”). The NYMEX clearing 

houses act as the counterparty to each trade. Transactions on the NYMEX must adhere to comprehensive collateral and 

margining requirements. As a result, transactions on NYMEX are significantly collateralized and have limited counterparty 

credit risk. 

 

In instances where a counterparty’s credit quality has declined, or credit exposure exceeds certain levels, the Company 

may limit its credit exposure by restricting new transactions with the counterparty, requiring additional collateral or credit 

support and negotiating the early termination of certain agreements. Similarly, the Company may be required to post 

collateral to its counterparties. The aggregate fair value of the Company’s derivative instruments with credit-risk-related 

contingent features that are in a liability position at March 31, 2014 and 2013 was $9.7 million and zero, respectively. The 

Company had no collateral posted for these instruments at March 31, 2014. If the Company’s credit rating were to be 

downgraded by one or two levels, it would not be required to post any additional collateral. If the Company’s credit rating 

were to be downgraded by three levels, it would be required to post $9.9 million and zero additional collateral to its 

counterparties at March 31, 2014 and 2013, respectively.  

 

Offsetting Information for Derivatives Subject to Master Netting Arrangements 

 

Net amounts of assets Cash 

Gross amounts of Gross amounts offset presented in the Financial collateral Net

recognized assets in the Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts 525$                                     -$                                               525$                                               -$                        -$                   525$                 

Gas option contracts 612                                        -                                                  612                                                  -                           -                      612                    

Gas purchase contracts 182                                        -                                                  182                                                  -                           -                      182                    

Electric swap contracts 44,122                                 -                                                  44,122                                          -                           2,800          41,322            

Electric option contracts 598                                        -                                                  598                                                  -                           -                      598                    

Total 46,039$                              -$                                               46,039$                                       -$                        2,800$       43,239$         

Net amounts of liabilities Cash 

Gross amounts of Gross amounts offset presented in the Financial collateral Net

recognized liabilities in the Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts 27$                                        -$                                               27$                                                  -$                        -$                   27$                    

Gas option contracts 175                                        -                                                  175                                                  -                           -                      175                    

Gas purchase contracts 5,105                                    -                                                  5,105                                             -                           -                      5,105               

Electric swap contracts 9,671                                    -                                                  9,671                                             -                           -                      9,671               

Electric option contracts 10                                           -                                                  10                                                     -                           -                      10                       

Total 14,988$                              -$                                               14,988$                                       -$                        -$                   14,988$         

Gross Amounts Not Offset in the Balance Sheets

(in thousands of dollars)

March 31, 2014
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Net amounts of assets Cash 

Gross amounts of Gross amounts offset presented in the Financial collateral Net

recognized assets in the Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts 1,636$                                 -$                                              1,636$                                          -$                        -$                   1,636$            

Gas option contracts 328                                        -                                                 328                                                  -                           -                      328                    

Electric swap contracts 23,735                                 -                                                 23,735                                          -                           -                      23,735            

Total 25,699$                              -$                                              25,699$                                       -$                        -$                   25,699$         

Net amounts of liabilities Cash 

Gross amounts of Gross amounts offset presented in the Financial collateral Net

recognized liabilities in the Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Commodity Derivatives

Gas swap contracts 10$                                        -$                                              10$                                                  -$                        -$                   10$                    

Gas option contracts 38                                           -                                                 38                                                     -                           -                      38                       

Electric swap contracts 916                                        -                                                 916                                                  -                           -                      916                    

Total 964$                                     -$                                              964$                                               -$                        -$                   964$                 

Gross Amounts Not Offset in the Balance Sheets

(in thousands of dollars)

March 31, 2013

 
 
7.  FAIR VALUE MEASUREMENTS 

 

The following table presents assets and liabilities measured and recorded at fair value in the accompanying balance sheets 

on a recurring basis and their level within the fair value hierarchy as of March 31, 2014 and 2013: 

 

Level 1 Level 2 Level 3  Total 

Assets:

Derivative contracts

Gas  swap contracts -$                       525$                  -$                       525$                  

Gas  option contracts -                         -                         612                    612                    

Gas  purchas e contracts -                         182                    -                         182                    

Electric s wap contracts -                         43,982               140                    44,122               

Electric option contracts -                         -                         598                    598                    

Ava i lable-for-sa le securi ties 18,818               9,174                 -                         27,992               

Tota l  18,818               53,863               1,350                 74,031               

Liabilities:

Derivative contracts

Gas  swap contracts -                         27                      -                         27                      

Gas  option contracts -                         -                         175                    175                    

Gas  purchas e contracts -                         5,105                 -                         5,105                 

Electric s wap contracts -                         9,671                 -                         9,671                 

Electric option contracts -                         -                         10                      10                      

Tota l  -                         14,803               185                    14,988               

  Net assets 18,818$             39,060$             1,165$               59,043$             

March 31, 2014

(in thousands of dollars)
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Level 1 Level 2 Level 3  Total 

Assets:

D e ri va ti ve  co ntra cts

Ga s  s wa p  co n tra cts -$                       1,636$               -$                       1,636$               

Ga s  o p ti o n  co n tra cts -                         -                         328                    328                    

El e ctri c s wa p  co n tra cts -                         23,668               67                      23,735               

Ava i l a b l e -fo r-s a l e  s e cu ri ti e s 16,612               8,423                 -                         25,035               

To ta l  16,612               33,727               395                    50,734               

Liabilities:

D e ri va ti ve  co ntra cts

Ga s  s wa p  co n tra cts -                         10                      -                         10                      

Ga s  o p ti o n  co n tra cts -                         -                         38                      38                      

El e ctri c s wa p  co n tra cts -                         916                    -                         916                    

To ta l  -                         926                    38                      964                    

  Net assets 16,612$             32,801$             357$                  49,770$             

March 31, 2013

(in thousands of dollars)

 
Derivative Contracts: The Company’s Level 2 fair value derivative instruments primarily consist of over-the-counter (“OTC”) 

electric and gas swaps and forward gas purchase contracts with pricing inputs obtained from the NYMEX and 

Intercontinental Exchange (“ICE”), except in cases where the ICE publishes seasonal averages or where there were no 

transactions within the last seven days. The Company may utilize discounting based on quoted interest rate curves, 

including consideration of non-performance risk, and may include a liquidity reserve calculated based on bid/ask spread for 

the Company’s Level 2 derivative instruments. Substantially all of these price curves are observable in the marketplace 

throughout at least 95% of the remaining contractual quantity, or they could be constructed from market observable curves 

with correlation coefficients of 95% or higher. 

 

The Company’s Level 3 fair value derivative instruments primarily consist of gas option and electric option and swap 

transactions, which are valued based on internally-developed models. Industry-standard valuation techniques, such as the 

Black-Scholes pricing model, Monte Carlo simulation, and Financial Engineering Associates libraries are used for valuing 

such instruments. A derivative is designated Level 3 when it is valued based on a forward curve that is internally developed, 

extrapolated or derived from market observable curves with correlation coefficients less than 95%, where optionality is 

present, or if non-economic assumptions are made. The internally developed forward curves have a high level of correlation 

with Platts Mark-to-Market curves and are reviewed by the middle office. The Company considers non-performance risk 

and liquidity risk in the valuation of derivative contracts categorized in Level 2 and Level 3. 

 

Available-for-Sale Securities: Available-for-sale securities are included in other non-current assets in the accompanying 

balance sheets and primarily include equity and debt investments based on quoted market prices (Level 1) and municipal 

and corporate bonds based on quoted prices of similar traded assets in open markets (Level 2). 

 

Changes in Level 3 Derivatives 

2014 2013

(in thousands of dollars)

Bal ance as  of the begi nning of the year 357$                  (252)$                 

Transfers  out of Level  3 818                    (4,086)                

Tota l  ga ins  or losses  included i n regula tory as sets  and l ia bi l i ties (260)                   5,215                 

Settlements 250                    (520)                   

Bal ance as  of the end of the year 1,165$               357$                  

Years Ended March 31,
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A transfer into Level 3 represents existing assets or liabilities that were previously categorized at a higher level for which the 

inputs became unobservable during the year. A transfer out of Level 3 represents assets and liabilities that were previously 

classified as Level 3 for which the inputs became observable based on the criteria discussed previously for classification in 

Level 2. These transfers, which are recognized at the end of each period, result from changes in the observability of forward 

curves from the beginning to the end of each reporting period. There were no transfers between Level 1 and Level 2, and 

no transfers into Level 3, during the years ended March 31, 2014 or 2013. 

 

Quantitative Information About Level 3 Derivatives 

Commodity Level 3 Position

Valuation 

Technique(s)

Significant 

Unobservable 

Input Range 

Assets (Liabilities) Total

Financial
Gas  Gas option contracts 612$              (175)$            437$                  Discounted   Forward Curve $0.120-$0.720

Cash Flow  Implied Volatility  29% - 31% 

Electric Electric swap contracts 140$              -$              140$                  Discounted   Implied Volatility  29% - 65% 
Cash Flow

Electric Electric option contracts 598$              (10)$              588$                  Discounted   Implied Volatility  29% - 65% 
Cash Flow

Total 1,350$          (185)$            1,165$             

Fair Value as of March 31, 2014

(in thousands of dollars)

The significant unobservable inputs listed above would have a direct impact on the fair values of the Level 3 instruments if 

they were adjusted. The significant unobservable inputs used in the fair value measurement of the Company’s gas option 

derivatives and electric option and swap derivatives are implied volatility and gas forward curves. A relative change in 

commodity price at various locations underlying the open positions can result in significantly different fair value estimates.  
 

Other Fair Value Measurements  

 

The Company’s balance sheets reflect long-term debt at amortized cost. The fair value of the Company’s long-term debt 

was based on quoted market prices, where available or estimated using quoted market prices for similar debt. The fair 

value of this debt at March 31, 2014 and 2013 was $2.6 billion and $2.8 billion, respectively.  

 

All other financial instruments in the accompanying balance sheets such as accounts receivable, accounts payable, and the 

intercompany money pool are stated at cost, which approximates fair value. 

 

8. EMPLOYEE BENEFITS 

 

The Company sponsors several qualified and non-qualified non-contributory defined benefit pension plans (the “Pension 

Plans”) and several PBOP plans (the “PBOP Plans,” together with the Pension Plans, the “Plans”). In general, the Company 

calculates benefits under these plans based on age, years of service and pay using March 31 as a measurement date. In 

addition, the Company also sponsors defined contribution plans for eligible employees. 

 

Pension Plans  

 

The Pension Plans are comprised of both qualified and non-qualified plans. The qualified pension plan provides substantially 

all union employees, as well as all non-union employees hired before January 1, 2011, with a retirement benefit. The 

qualified pension plan is a cash balance pension plan design in which pay-based credits are applied based on service time 

and interest credits are applied at rates set forth in the plan. For non-union employees, effective January 1, 2011, pay-

based credits are based on a combination of service time and age. The non-qualified pension plans provide additional 

defined pension benefits to certain eligible executives. The funding policy is determined largely by the Company’s rate 

agreements with the NYPSC. However, the contribution to the qualified pension plan for any year will not be less than the 

minimum amount required under Internal Revenue Service (“IRS”) regulations. The Company expects to make no 

contributions to the qualified pension plan during the year ended March 31, 2015 due to the overfunded status of the plan.  
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PBOP Plans  

 

The Company’s PBOP Plans provide health care and life insurance coverage to eligible retired employees. Eligibility is based 

on age and length of service requirements and, in most cases, retirees must contribute to the cost of their coverage. The 

PBOP Plans are funded based on rate agreements with the NYPSC. The Company expects to contribute approximately $78.3 

million to the PBOP Plans during the year ended March 31, 2015.  

 

Defined Contribution Plan 

 

NGUSA has a defined contribution pension plan (employee savings fund plan) that covers substantially all employees. For 

the years ended March 31, 2014 and 2013, the Company recognized an expense in the accompanying statements of income 

of $7.7 million and $7.2 million, respectively, for matching contributions. 

 

NGUSA sponsors certain qualified and non-qualified retirement benefit plans. A portion of the cost of these plans is charged 

to the Company to the extent employee’s participating in those plans provide services to the Company. The Company is 

also allocated costs associated with affiliated service companies’ employees for work performed on the Company’s behalf.  

 

Components of Net Periodic Benefit Costs  

 

2014 2013 2014 2013

Service cost, benefits earned during the year 24,888$           24,772$           20,618$           16,676$           

Interest cost 60,507          63,590          70,219          68,827          

Expected return on plan assets (93,849)         (92,618)         (73,904)         (63,329)         

Amortization of unrecognized prior service cost 4,805             4,805             12,681          12,681          

Amortization of unrecognized net loss 61,957          77,397          26,371          37,366          

Settlement loss 13,815          967                -                      -                      

Total cost 72,123$           78,913$           55,985$           72,221$           

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

(in thousands of dollars)

 
 

Amounts Recognized in AOCI and Regulatory Assets 

 

2014 2013 2014 2013

Net actuarial (loss) gains (12,327)$          4,084$             54,283$           60,618$           

Amortization of loss (61,957)         (77,396)         (26,371)         (37,366)         

Amortization of prior service cost (4,805)           (4,805)           (12,681)         (12,681)         

Total (79,089)$          (78,117)$          15,231$           10,571$           

Included in regulatory assets (77,880)$          (78,619)$          15,231$           10,571$           

Included in AOCI (1,209)           502                -                      -                      

Total (79,089)$          (78,117)$          15,231$           10,571$           

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

(in thousands of dollars)
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Amounts Recognized in AOCI and Regulatory Assets – not yet recognized as components of net actuarial loss  

 

2014 2013 2014 2013

Net actuarial loss 195,914$         270,198$         192,037$         164,125$         

Prior service cost 23,738          28,543          5,240             17,921          

Total 219,652$         298,741$         197,277$         182,046$         

Included in regulatory assets 218,289$         296,168$         197,277$         182,046$         

Included in AOCI 1,363             2,573             -                      -                      

Total 219,652$         298,741$         197,277$         182,046$         

(in thousands of dollars)

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

 
 

The NYPSC’s statement of policy requires that prior service costs and gains and losses be amortized over a 10-year period 

calculated on a vintage year basis. The amount of net actuarial loss and prior service cost to be amortized from regulatory 

assets during the year ended March 31, 2015 for Pension Plans and PBOB Plans is $62.4 million and $46.1 million, 

respectively.  

 

Reconciliation of Funded Status to Amount Recognized 

 

The benefit obligation, assets and funded status of the Plans cannot be presented separately for the Company because it 

participates in the Plans sponsored by NGUSA.  

 

2014 2013 2014 2013

Change in benefit obligation:

Benefit obligation as of the beginning of the year (1,479,164)$    (1,435,365)$    (1,605,949)$    (1,484,665)$    

Service cost (29,883)            (29,531)            (23,999)            (18,928)            

Interest cost on projected benefit obligation (67,033)            (69,815)            (74,154)            (71,890)            

Net actuarial  loss (41,993)            (62,516)            (109,971)          (86,955)            

Benefits paid 54,108             114,853           71,626             70,985             

Actual Medicare Part D Subsidy received -                         -                         (282)                  (14,603)            

Settlements 114,657           3,210                -                         107                   

Actual EGWP subsidy received -                         -                         (10,199)            -                         

Benefit obligation as of the end of the year (1,449,308)      (1,479,164)      (1,752,928)      (1,605,949)      

Change in plan assets:

Fair value of plan assets as of the beginning of the year 1,772,538        1,677,800        1,026,854        831,192           

Actual return on plan assets 132,212           159,803           124,086           87,847             

Company contributions 412                   52,998             125,320           178,907           

Benefits paid (54,108)            (114,853)          (71,626)            (70,985)            

Settlements (114,657)          (3,210)              -                         (107)               

Fair value of plan assets as of the end of the year 1,736,397        1,772,538        1,204,634        1,026,854        

Funded status 287,089$         293,374$         (548,294)$       (579,095)$       

Pension Plans PBOP Plans

March 31, March 31,

(in thousands of dollars)

 
 

The accumulated benefit obligation for all defined benefit pension plans in which the Company participates was 

approximately $1.4 billion and $1.3 billion at March 31, 2014 and 2013, respectively. 
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Amounts Recognized in the Accompanying Balance Sheets  

 

2014 2013 2014 2013

Current liabil ities (411)$                 (453)$                 (4,600)$              (2,000)$              

Non-current assets 310,382             302,911             -                     -                     

Non-current liabil ities -                     -                     (506,034)            (531,580)            

Total 309,971$           302,458$           (510,634)$          (533,580)$          

March 31, March 31,

(in thousands of dollars)

Pension Plans PBOP Plans

 
Expected Benefit Payments 

 

Based on current assumptions, the Company expects to make the following benefit payments subsequent to March 31, 

2014: 

 

(in thousands of dollars) Pension PBOB

Years Ended March 31, Plans Plans

2015 154,352$         74,482$           

2016 151,007           77,158             

2017 149,517           80,009             

2018 143,990           82,290             

2019 134,417           84,803             

Thereafter 550,600           457,566           

     Total 1,283,883$     856,308$         

 
 

As a result of the Medicare Act of 2003, the Company receives a federal subsidy for sponsoring a retiree healthcare plan 

that provides a benefit that is actuarially equivalent to Medicare Part D.  

 

Assumptions Used for Employee Benefits Accounting 

 

2014 2013 2014 2013

Benefit Obligations

     Discount rate 4.80% 4.70% 4.80% 4.70%

     Rate of compensation increase 3.50% 3.50% n/a n/a

     Expected return on plan assets 7.00% 6.75% 7.00%-7.25% 7.00%-7.50%

Net Periodic Benefit Costs

     Discount rate 4.70% 5.10% 4.70% 5.10%

     Rate of compensation increase 3.50% 3.50% n/a n/a

     Expected return on plan assets 6.75% 6.75% 7.00%-7.50% 7.50%

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

 
The Company selects its discount rate assumption based upon rates of return on highly rated corporate bond yields in the 

marketplace as of each measurement date. Specifically, the Company uses the Hewitt AA Above Median Curve along with 

the expected future cash flows from the Company retirement plans to determine the weighted average discount rate 

assumption. 
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The expected rate of return for various passive asset classes is based on forward looking analysis of risk premiums and 

yields. Current market conditions, such as inflation and interest rates, are evaluated in connection with the setting of the 

long-term assumptions. A small premium is added for active management of both equity and fixed income securities. The 

rates of return for each asset class are then weighted in accordance with the target asset allocation, resulting in a long-term 

return on asset rate for each plan.  

 

Assumed Health Cost Trend Rate 

2014 2013

Health care cost trend rate assumed for next year

     Pre 65 8.00% 8.00%

     Post 65 7.00% 7.50%

     Prescription 7.00% 8.25%

Rate to which the cost trend is assumed to decline (ultimate) 5.00% 5.00%

Year that rate reaches ultimate trend

     Pre 65 2022 2019

     Post 65 2021 2018

     Prescription 2021 2020

March 31,

 
Sensitivity to Changes in Assumed Health Care Cost Trend Rates 

 

March 31,

(in thousands of dollars) 2014

1% point increase

    Total of service cost plus interest cost 18,365$           

    Postretirement benefit obligation 257,475           

1% point decrease

    Total of service cost plus interest cost (15,185)            

    Postretirement benefit obligation (224,354)          

 
Plan Assets 

 

The Company manages the benefit plan investments to minimize the long-term cost of operating the plans, with a 

reasonable level of risk. Risk tolerance is determined as a result of a periodic asset/liability study which analyzes the plan’s 

liabilities and funded status and results in the determination of the allocation of assets across equity and fixed income 

securities. Equity investments are broadly diversified across U.S. and non-U.S. stocks, as well as across growth, value, and 

small and large capitalization stocks. Likewise, the fixed income portfolio is broadly diversified across market segments. 

Small investments are also approved for private equity, real estate, and infrastructure with the objective of enhancing long-

term returns while improving portfolio diversification. For the PBOP Plans, since the earnings on a portion of the assets are 

taxable, those investments are managed to maximize after tax returns consistent with the broad asset class parameters 

established by the asset allocation study. Investment risk and return are reviewed by NGUSA’s investment committee on a 

quarterly basis. 
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The target asset allocations by asset class were as follows:  
 

2014 2013 2014 2013

U.S. equities 17% 17% 40% 40%

Global equities (including U.S.) 7% 7% 6% 6%

Global tactical asset allocation 10% 10% 9% 9%

Non-U.S. equities 6% 6% 20% 20%

Fixed income 50% 50% 25% 25%

Private equity 4% 4% 0% 0%

Real  estate 4% 4% 0% 0%

Infrastructure 2% 2% 0% 0%

100% 100% 100% 100%

March 31, March 31,

Pension Plans PBOP Plans

 
Fair Value Measurements 

 

The following tables provide the fair value measurements amounts for the pension and PBOP assets. 

 

Level 1 Level 2 Level 3 Total

Pension Assets:

Cash and cash equivalents 1,974$             20,449$           -$                      22,423$           

Accounts receivable 11,275             -                         -                         11,275             

Accounts payable (13,239)            -                         -                         (13,239)            

Equity 145,859           393,053           72,145             611,057           

Global tactical asset allocation -                         51,846             13,297             65,143             

Fixed income securities -                         851,236           15,972             867,208           

Preferred securities 2,423                -                         -                         2,423                

Private equity -                         -                         88,345             88,345             

Futures contracts 531                   -                         -                         531                   

Real estate -                         -                         81,231             81,231             

Total 148,823$         1,316,584$     270,990$         1,736,397$     

PBOP Assets:

Cash and cash equivalents 27,033$           423$                 -$                      27,456$           

Accounts receivable 2,460                -                         -                         2,460                

Accounts payable (3,910)              -                         -                         (3,910)              

Equity 164,046           617,845           59,643             841,534           

Global tactical asset allocation 34,156             47,238             11,602             92,996             

Fixed income securities 425                   243,617           -                         244,042           

Futures contracts 56                     -                         -                         56                     

Total 224,266$         909,123$         71,245$           1,204,634$     

March 31, 2014

(in thousands of dollars)
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Level 1 Level 2 Level 3 Total

Pension Assets:

Cash and cash equivalents 3,088$             10,424$           -$                      13,512$           

Accounts receivable 32,232             -                         -                         32,232             

Accounts payable (28,135)            -                         -                         (28,135)            

Equity 200,436           421,726           19,103             641,265           

Global tactical asset allocation -                         67,654             14,208             81,862             

Fixed income securities -                         861,180           21,533             882,713           

Preferred securities 2,435                -                         -                         2,435                

Private equity -                         -                         79,036             79,036             

Real estate -                         -                         67,618             67,618             

Total 210,056$         1,360,984$     201,498$         1,772,538$     

PBOP Assets:

Cash and cash equivalents 56,747$           3,318$             -$                      60,065$           

Accounts receivable 4,058                -                         -                         4,058                

Accounts payable (3,876)              -                         -                         (3,876)              

Equity 149,740           543,262           8,862                701,864           

Global tactical asset allocation 30,999             35,075             8,307                74,381             

Fixed income securities -                         190,356           6                        190,362           

Total 237,668$         772,011$         17,175$           1,026,854$     

March 31, 2013

(in thousands of dollars)

 
The methods used to fair value pension and PBOB assets are described below.  

 

Cash and Cash Equivalents: Cash and cash equivalents that can be priced daily are classified as Level 1. Active reserve 

funds, reserve deposits, commercial paper, repurchase agreements, and commingled cash equivalents are classified as 

Level 2. Such instruments are generally valued using a curve methodology that includes observable inputs such as money 

market rates for specific instruments, programs, currencies and maturity points obtained from a variety of market makers, 

reflective of current trading levels. The methodologies consider an instrument's days to final maturity to generate a yield 

based on the relevant curve for the instrument. 

 

Accounts Receivable and Accounts Payable: Accounts receivable and accounts payable are classified in the same category 

as the investments to which they relate. Such amounts are short-term and settle within a few days of the measurement 

date. 

 

Equity and Preferred Securities: Common stocks, preferred stocks, and real estate investment trusts are valued using the 

official close of the primary market on which the individual securities are traded. Equity securities are primarily comprised 

of securities issued by public companies in domestic and foreign markets plus investments in commingled funds, which are 

valued on a daily basis. The Company can exchange shares of the publicly traded securities and the fair values are primarily 

sourced from the closing prices on stock exchanges where there is active trading, in which case they are classified as Level 1 

investments. If there is less active trading, then the publicly traded securities would typically be priced using observable 

data, such as bid and ask prices, and these measurements are classified as Level 2 investments. Investments that are not 

publicly traded and valued using unobservable inputs are classified as Level 3 investments. Commingled funds with publicly 

quoted prices and active trading are classified as Level 1 investments. For investments in commingled funds that are not 

publicly traded and have ongoing subscription and redemption activity, the fair value of the investment is the net asset 

value (“NAV”) per fund share, derived from the underlying securities’ quoted prices in active markets, and they are 

classified as Level 2 investments. Investments in commingled funds with redemption restrictions and that use NAV are 

classified as Level 3 investments. 

 

Global Tactical Asset Allocation: Assets held in global tactical asset allocation funds are managed by investment managers 

who use both top-down and bottom-up valuation methodologies to value asset classes, countries, industrial sectors, and 
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individual securities in order to allocate and invest assets opportunistically. If the inputs used to measure a financial 

instrument fall within different levels of the fair value hierarchy within the commingled fund, the categorization is based on 

the lowest level input that is significant to the measurement of that financial instrument. The assets invested through 

commingled funds are classified as Level 2. Those which are open ended mutual funds are classified as Level 1 and have 

observable pricing. However, the underlying Level 3 assets that makeup these funds are classified in the same category as 

the investments to which they relate. 

 

Fixed Income Securities: Fixed income securities (which include corporate debt securities, municipal fixed income 

securities, U.S. Government and Government agency securities including government mortgage backed securities, index 

linked government bonds, and state and local bonds) convertible securities, and investments in securities lending collateral 

(which include repurchase agreements, asset backed securities, floating rate notes and time deposits) are valued with an 

institutional bid valuation. A bid valuation is an estimated price at which a dealer would pay for a security (typically in an 

institutional round lot). Oftentimes, these evaluations are based on proprietary models which pricing vendors establish for 

these purposes. In some cases there may be manual sources when primary vendors do not supply prices. Fixed income 

investments are primarily comprised of fixed income securities and fixed income commingled funds. The prices for direct 

investments in fixed income securities are generated on a daily basis. Prices generated from less active trading with wider 

bid ask prices are classified as Level 2 investments. If prices are based on uncorroborated and unobservable inputs, then the 

investments are classified as Level 3 investments. Commingled funds with publicly quoted prices and active trading are 

classified as Level 1 investments. For commingled funds that are not publicly traded and have ongoing subscription and 

redemption activity, the fair value of the investment is the NAV per fund share, derived from the underlying securities’ 

quoted prices in active markets, and are classified as Level 2 investments. Investments in commingled funds with 

redemption restrictions and that use NAV are classified as Level 3. 

 

Private Equity and Real Estate: Commingled equity funds, commingled special equity funds, limited partnerships, real 

estate, venture capital and other investments are valued using evaluations (NAV per fund share), based on proprietary 

models, or based on the NAV. Investments in private equity and real estate funds are primarily invested in privately held 

real estate investment properties, trusts, and partnerships as well as equity and debt issued by public or private companies. 

The Company’s interest in the fund or partnership is estimated based on the NAV. The Company’s interest in these funds 

cannot be readily redeemed due to the inherent lack of liquidity and the primarily long-term nature of the underlying 

assets. Distribution is made through the liquidation of the underlying assets. The Company views these investments as part 

of a long-term investment strategy. These investments are valued by each investment manager based on the underlying 

assets. The funds utilize valuation techniques consistent with the market, income, and cost approaches to measure the fair 

value of certain real estate investments. The majority of the underlying assets are valued using significant unobservable 

inputs and often require significant management judgment or estimation based on the best available information. Market 

data includes observations of the trading multiples of public companies considered comparable to the private companies 

being valued. As a result, the Company classifies these investments as Level 3.  

 

Future Contracts: Corporate debt securities, foreign debt securities, U.S. Government and Government agency securities 

(comprised of government agency securities, municipal bonds, government mortgage-backed securities, and index linked 

government bonds), derivatives (comprised of interest rate swaps, credit default swaps, financial futures, and other 

derivatives), and investment of securities lending collateral (comprised of repurchase agreements, asset-backed securities, 

floating rate notes and time deposits) are valued with an institutional bid evaluation or an institutional mid evaluation. A 

bid valuation is an estimated price at which a dealer would pay for a security (typically in an institutional round lot). A mid 

evaluation is the average of the estimated price at which a dealer would sell a security and the estimated price at which a 

dealer would pay for a security (typically in an institutional round lot).  Often times, these evaluations are based on 

proprietary models which pricing vendors establish for these purposes. In some cases, there may be manual sources used 

when primary price vendors do not supply prices. 

 

While management believes its valuation methodologies are appropriate and consistent with other market participants, the 

use of different methodologies or assumptions to determine the fair value of Level 3 financial instruments could result in a 

different fair value measurement at the reporting date.  
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Changes in Level 3 Plan Investments 

 

2014 2013 2014 2013

Bal ance as  of the begi nni ng of the year 201,498$         229,200$         17,175$           29,910$           

Transfers  out of Level  3 (15,974)           (1,903)             -                      (16,270)           

Transfers  i n to Level  3 64,179             410                  47,026             25,684             

Actua l  ga in or l oss  on pla n ass ets

Rea l i zed ga in 9,096               11,972             591                  -                      

Unreal i zed ga in 7,977               3,932               (1,160)             318                  

Purcha ses 191,721           143,053           8,204               172,139           

Sales (187,507)         (185,166)         (591)                (194,606)         

Bal ance as  of the end of the year 270,990$      201,498$         71,245$         17,175$           

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

(in thousands of dollars)

 
Other Benefits 

 

During the year ended March 31, 2014, NGUSA improved its methodology for allocating to its subsidiaries the expense and 

liability for workers compensation, auto, and general insurance claims which have been incurred but not yet reported 

(“IBNR”). In prior years, such costs and liabilities were allocated to NGUSA's subsidiaries based on each subsidiary's pro-rata 

share of known outstanding case reserves. As of and for the year ended March 31, 2014, such IBNR amounts are allocated 

proportionally based on various factors including revenue, payroll, and number of fleet vehicles, as applicable to the related 

exposure source. Management believes this improved methodology provides a more accurate and appropriate allocation to 

each of its subsidiaries. The change in allocation methodology resulted in a decrease in income before taxes of 

approximately $1.8 million in the current fiscal year. At March 31, 2014 and 2013, the Company had accrued IBNR of $10.7 

million and $10.1 million respectively. 

 

9. CAPITALIZATION 

 

Debt Authorizations 

 

The Company had regulatory approval from the FERC to issue up to $1 billion of short-term debt, which expired on 

November 30, 2013. Effective April 2014, the Company entered into an Equity Contribution Agreement with the Parent 

which provides the Company with the ability to call upon the Parent for contributions to the Company’s capital, in an 

aggregate amount equal to the short-term borrowing limit until such time as regulatory approval for short-term borrowing 

is regained. The Company has not made use of this facility since its effective date. The Company had no short-term debt 

outstanding to third parties as of March 31, 2014 or 2013. 

  

In June 2012, the Company filed a petition with the NYPSC seeking multi-year authority to issue up to $1.6 billion in new 

long-term debt securities through the period ending March 31, 2016. In September 2012, the NYPSC granted this authority. 

In November 2012, the Company issued $400 million of unsecured long-term debt at 4.119% with a maturity date of 

November 28, 2042 and $300 million of unsecured long-term debt at 2.721% with a maturity date of November 28, 2022, 

under this authority.  

 

State Authority Financing Bonds  

 

The assets of the Company are subject to liens and other charges and are provided as collateral over borrowings of $604 

million of State Authority Financing Bonds. These bonds were issued to secure a like amount of tax-exempt revenue bonds 

issued by the New York State Energy Research and Development Authority (“NYSERDA”). Approximately $529 million of 

such securities bear interest at short-term adjustable interest rates (with an option to convert to other rates, including a 

fixed interest rate) ranging from 0.38% to 0.53% for the year ended March 31, 2014. The bonds are currently in auction rate 
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mode and are backed by bond insurance. These bonds cannot be put back to the Company and, in the case of a failed 

auction, the resulting interest rate on the bonds would revert to the maximum rate which depends on the current short-

term benchmark rate and the senior secured rating of the Company or the bond insurer, whichever is greater. The effect on 

interest expense has not been material in either of the years ended March 31, 2014 or 2013.  

 

The Company also has $75 million of 5.15% fixed rate pollution control revenue bonds issued through NYSERDA which are 

callable at par. Pursuant to agreements between NYSERDA and the Company, proceeds from such issues were used for the 

purpose of financing the construction of certain pollution control facilities at the Company’s generation facilities (which the 

Company subsequently sold) or to refund outstanding tax-exempt bonds and notes. 

 

Current Maturities of Long-term Debt 

 

(in thousands of dollars)

Years Ending March 31,

2015 500,000$         

2016 100,000           

2017 -                         

2018 -                         

2019 -                         

Thereafter 1,954,465        

Total 2,554,465$     

 
Dividend Restrictions 

 

The Company’s debt and credit arrangements contain various financial and other covenants as described below.  The 

Company was in compliance with all such covenants during the years ended March 31, 2014 and 2013.  

 

The indenture securing the Company’s mortgage debt provides that retained earnings shall be reserved and held 

unavailable for the payment of dividends on common stock to the extent that expenditures for maintenance and repairs 

plus provisions for depreciation do not exceed 2.25% of depreciable property as defined therein. These provisions have 

never resulted in a restriction of the Company’s retained earnings. 

 

The Company is limited by the Merger Rate Plan, NYPSC orders, and FERC orders with respect to the amount of dividends 

the Company can pay. As long as the bond ratings on the least secure forms of debt issued by the Company and National 

Grid plc remain investment grade and do not fall to the lowest investment grade rating (with one or more negative watch 

downgrade notices issued with respect to such debt), the Company is allowed to pay dividends. 
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Cumulative Preferred Stock 

 

The Company has certain issues of non-participating cumulative preferred stock outstanding which can be redeemed at the 

option of the Company. There are no mandatory redemption provisions on the Company’s cumulative preferred stock. A 

summary of cumulative preferred stock is as follows: 

 

March 31, March 31, Ca l l  

Series  2014 2013 2014 2013 Price 

(in thousands of dollars, except per share and number of shares data)

$100 par value  -

3.40% Series 57,524               57,524               5,753$               5,753$               103.500$  

3.60% Series 137,152             137,152             13,715               13,715               104.850    

3.90% Series 95,171               95,171               9,517                 9,517                 106.000    

 Tota l 289,847             289,847             28,985$             28,985$             

Shares Outstanding Amount

 
 

The Company did not redeem any preferred stock during the years ended March 31, 2014 or 2013. The annual dividend 

requirement for cumulative preferred stock was approximately $1.1 million for the years ended March 31, 2014 and 2013. 

 

10. INCOME TAXES   

 

Components of Income Tax Expense 

 2014 2013

(in thousands of dollars)

Current ta x expens e (benefi t):

Federal   $             22,946  $             (8,381)

Sta te 7,187                             6,122 

Total  current ta x expense (benefit) 30,133                         (2,259)

Deferred ta x expense:

Federal            95,307           85,696 

Sta te 21,600                         14,573 

Total  deferred tax expense 116,907                     100,269 

   Amorti zed investment ta x credi ts  
(1)           (1,936)           (1,976)

      Total  deferred tax expense         114,971           98,293 

      Total  i ncome ta x expense  $           145,104  $             96,034 

Years Ended March 31,

 
(1)

Investment tax credits (“ITC”) are being deferred and amortized over the depreciable life of the property giving rise to the credits. 
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Statutory Rate Reconciliation  

 

The Company's effective tax rate for the years ended March 31, 2014 and 2013 is 35.6% and 35.3%, respectively. The 

following table presents a reconciliation of income tax expense at the federal statutory tax rate of 35% to the actual tax 

expense: 

 

2014 2013

(in thousands of dollars)

Computed tax 142,816$           95,268$             

Change  i n computed taxes res ulting from:

     State income tax, net of federa l  benefi t 18,712               13,452               

     Temporary di fferences  flowed through (4,342)                (3,697)                

     Al l owance for equity funds  us ed duri ng constructi on (4,247)                (2,498)                

     Inves tment tax credits (1,936)                (1,976)                

     Other i tems , net (5,899)                (4,515)                

Tota l  2,288                 766                    

Federa l  and s tate income taxes  $           145,104  $             96,034 

Years Ended March 31,

 
 

The Company is included in the NGNA and subsidiaries consolidated federal income tax return. The Company has joint and 

several liability for any potential assessments against the consolidated group. 

 

In September 2013, the IRS issued final regulations, effective for tax years beginning in 2014, that provide guidance on the 

appropriate tax treatment of costs incurred to acquire, produce or improve tangible property, as well as routine 

maintenance and repair costs. Proposed regulations were issued addressing the tax treatment of asset dispositions. The 

Company has evaluated tax accounting method changes that may be elected or required by the final regulations.  At March 

31, 2014, $12.8 million of deferred tax liabilities have been classified as current in the accompanying balance sheets, 

representing the cumulative adjustment expected to be reflected in income for tax purposes during the twelve months 

ending March 31, 2015.  

 

On March 31, 2014, New York’s legislature enacted, as part of the 2014-15 budget package, legislation which included 

significant tax changes.  For tax years beginning on or after January 1, 2016, the New York corporate franchise rate is 

reduced from 7.1% to 6.5%.  Additionally, for tax years beginning on or after January 1, 2015, New York State will generally 

require combined reporting if the taxpayer is engaged in a unitary business and a 50% common ownership test is met. As of 

March 31, 2014, the Company remeasured its New York State deferred tax assets and liabilities based upon the enacted law 

that will apply when the corresponding state temporary differences are expected to be realized or settled.  Specifically, the 

Company decreased its New York State liability by $14.3 million with an offset to regulatory liabilities to reflect the decrease 

in tax rate. 
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Deferred Tax Components 

2014 2013

(in thousands of dollars)

Deferred tax assets:

Pos treti rement benefi ts 111,715$            $        178,054 

Environmenta l  remediation cos ts 180,185                        184,755 

Al lowa nce for doubtful  a ccounts 50,100                            53,134 

Regula tory l iabil i ties  - other 165,814                        123,594 

Future federa l  benefi t on sta te taxes 43,071                            40,418 

Other i tems 18,251               38,833            

Tota l  deferred ta x a ssets
 (1)

569,136             618,788             

Deferred tax liabilities:

Property rela ted di fferences 1,839,011                     1,746,203 

Regula tory as sets  - envi ronmental  response costs 167,270                           164,710 

Regula tory as sets  - postreti rement benefi ts 133,236                           224,837 

Other i tems 95,419                               31,229 

Tota l  deferred tax l iabi l i ties 2,234,936                  2,166,979 

Net deferred income ta x l ia bi l i ties 1,665,800                  1,548,191 

Deferred investment ta x credi ts 21,974                            23,911 

Net deferred income ta x l ia bi l i ties  a nd inves tment ta x credi ts 1,687,774                  1,572,102 

Current portion of deferred income ta x a ssets 82,855                          100,784 

Deferred income tax liabilities  $        1,770,629  $        1,672,886 

 March 31,  

 
(1)There were no valuation allowances for deferred tax assets at March 31, 2014 or 2013. 

 

Unrecognized Tax Benefits 

 

As of March 31, 2014 and 2013, the Company’s unrecognized tax benefits totaled $121.0 million and $120.2 million, 

respectively, of which $12.4 million and $13.8 million would affect the effective tax rate, if recognized. The unrecognized 

tax benefits are included in other non-current liabilities in the accompanying balance sheets. 

 

The following table presents changes to the Company’s unrecognized tax benefits: 

 

2014 2013

(in thousands of dollars)

Bala nce as  of the beginni ng of the year 120,195$           159,526$           

    Gross  i ncreas es  - ta x pos i ti ons  in prior peri ods 9,028                 131                    

    Gross  decreas es  - ta x pos iti ons  in prior periods                    (335) (37,301)              

    Gross  i ncreas es  - current period ta x pos itions                   3,917 2,738                 

    Gross  decreas es  - current period ta x pos itions                      (41) (4,899)                

    Settlements  with tax a uthorities               (11,781)                        -   

Bala nce as  of the end of the year 120,983$           120,195$           

Years Ended March 31,

 
 

As of March 31, 2014 and 2013, the Company has accrued for interest related to unrecognized tax benefits of $10.4 million 

and $13.1 million, respectively. During the years ended March 31, 2014 and 2013, the Company recorded a reduction to 

interest expense of $1.3 million and $1.4 million, respectively. The Company recognizes interest related to unrecognized tax 
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benefits in other interest, including affiliate interest and related penalties, if applicable, in other income, net in the 

accompanying statements of income. No tax penalties were recognized during the years ended March 31, 2014 or 2013. 

 

It is reasonably possible that other events will occur during the next twelve months that would cause the total amount of 

unrecognized tax benefits to increase or decrease. However, the Company does not believe any such increases or decreases 

would be material to its results of operations, financial position, or cash flow. 

 

Federal income tax returns have been examined and all appeals and issues have been agreed with the IRS and the NGNA 

consolidated filing group through March 31, 2007. As a result of the agreement with the IRS, the Company anticipates to 

pay NGNA $8.3 million in the next twelve months.  

 

During the year ended March 31, 2014 the IRS has concluded its examination of the NGNA consolidated filing group’s 

corporate income tax returns for the years ended March 31, 2008 through March 31, 2009. These examinations were 

completed on March 31, 2014, with an agreement on the majority of income tax issues for the years referenced above, as 

well as an acknowledgment that certain discrete items remain disputed. NGNA is in the process of appealing these disputed 

issues with the IRS Office of Appeals. The Company does not anticipate a change in its unrecognized tax positions in the 

next twelve months as a result of the appeals. However, pursuant to the Company's tax sharing agreement, the audit or 

appeals may result in a change to allocated tax. 

 

The years ended March 31, 2010 through March 31, 2014 remain subject to examination by the IRS.  

 

The State of New York is in the process of examining the Company's New York State income tax returns for the years ended 

March 31, 2006 through March 31, 2008. The years ended March 31, 2009 through March 31, 2014 remain subject to 

examination by the State of New York. 

 

The following table indicates the earliest tax year subject to examination: 

 

Jurisdiction Tax Year 

Federal March 31, 2009 
New York March 31, 2006 
    

11. ENVIRONMENTAL MATTERS 

The normal ongoing operations and historic activities of the Company are subject to various federal, state and local 

environmental laws and regulations. Under federal and state Superfund laws, potential liability for the historic 

contamination of property may be imposed on responsible parties jointly and severally, without regard to fault, even if the 

activities were lawful when they occurred.  

The United States Environmental Protection Agency ("EPA"), and the New York Department of Environmental Conservation 

("DEC"), as well as private entities, have alleged that the Company is a potentially responsible party under state or federal 

law for the remediation of numerous sites. The Company’s most significant liabilities relate to former Manufactured Gas 

Plant (“MGP”) facilities formerly owned or operated by the Company. The Company is currently investigating and 

remediating, as necessary, those MGP sites and certain other properties under agreements with the EPA and the DEC. 

Expenditures incurred for the years ended March 31, 2014 and 2013 were $41.6 million and $31.4 million, respectively.  

The Company estimated the remaining costs of environmental remediation activities were $432.9 million and $438.8 

million at March 31, 2014 and 2013, respectively. These costs are expected to be incurred over the next 45 years, and these 

undiscounted amounts have been recorded as liabilities in the accompanying balance sheets. However, remediation costs 

for each site may be materially higher than estimated, depending upon changing technologies and regulatory standards, 

selected end use for each site, and actual environmental conditions encountered. The high end of the range of potential 

liabilities at March 31, 2014, was estimated at $560.7 million. The Company has recovered amounts from certain insurers 
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and potentially responsible parties, and, where appropriate, the Company may seek additional recovery from other insurers 

and from other potentially responsible parties, but it is uncertain whether, and to what extent, such efforts will be 

successful. 

By rate orders issued and effective March 15, 2013, the NYPSC has provided an annual rate allowance of $42.0 million 

($35.7 million in electric base rates and $6.3 million in gas base rates). Any annual spend above the $42.0 million rate 

allowance is deferred for future recovery. Previous rate orders have provided for similar recovery mechanisms (with 

different rate allowances and thresholds). Accordingly, as of March 31, 2014 and 2013, the Company has recorded 

environmental regulatory assets of $432.9 million and $438.8 million, respectively, and environmental regulatory liabilities 

of $20.6 million and $26.9 million, respectively. 

On April 26, 2013, General Electric ("GE") filed a lawsuit against the Company seeking contribution under the 

Comprehensive Environmental Response, Compensation, and Liability Act for an unspecified portion of GE’s alleged 

response costs incurred in remediating polychlorinated biphenyl (“PCB”) contamination in the Hudson River. GE alleges that 

the Company’s removal of the Fort Edward Dam in 1973 resulted in the migration of sediments, contaminated with PCBs 

released into the environment by GE, downstream of the former dam’s location. On June 25, 2013, the Company answered 

GE’s complaint denying liability. The parties executed a confidential settlement agreement on December 13, 2013. By 

stipulation of the parties and Court order, GE’s claims against the Company were dismissed with prejudice on January 13, 

2014. 

The Company believes that its ongoing operations, and its approach to addressing conditions at historic sites, are in 

substantial compliance with all applicable environmental laws.  Where the Company has regulatory recovery, it believes 

that the obligations imposed on it because of the environmental laws will not have a material impact on its results of 

operations or financial position. 

 

Nuclear Contingencies 

 

As of March 31, 2014 and 2013, the Company had a liability of approximately $168 million, recorded in other non-current 

liabilities in the accompanying balance sheets, for the disposal of nuclear fuel irradiated prior to 1983. The Nuclear Waste 

Policy Act of 1982 provides three payment options for liquidating such liability and the Company has elected to delay 

payment, with interest, until the year in which Constellation Energy Group Inc., which purchased the Company’s nuclear 

assets, initially plans to ship irradiated fuel to an approved DOE disposal facility.  

 

In March 2010, the DOE filed a motion with the Nuclear Regulatory Commission (“NRC”) to withdraw the license application 

for a high-level nuclear waste repository at Yucca Mountain. The DOE’s withdrawal motion has been challenged and is 

being litigated before the NRC and the District of Columbia Circuit. In January 2010 the U.S. government announced that it 

has established a Blue Ribbon Commission (“BRC”) to perform a comprehensive review and provide recommendations 

regarding the disposal of the nation’s spent nuclear fuel and waste. In January 2012, the BRC issued its report and 

recommendations which provides for numerous policy recommendations currently under review and consideration by the 

U.S. Secretary of Energy. Therefore, the Company cannot predict the impact that the recent actions of the DOE and the U.S. 

government will have on the ability to dispose of the spent nuclear fuel and waste.  

 
12. COMMITMENTS AND CONTINGENCIES 
 

Purchase Commitments 

 

The Company has several long-term contracts for the purchase of electricity and gas, gas storage, and supply services. 

Certain of these contracts require payment of annual demand charges. The Company is liable for these payments regardless 

of the level of services required from third parties. Such charges are currently recovered from customers as purchased 

electricity and gas. In addition, the Company has various capital commitments related to the construction of property, 

plant, and equipment.  
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The Company’s commitments under these long-term contracts for the years subsequent to March 31, 2014 are as follows:  

 

(in thousands of dollars) Energy Capital

Years Ending March 31, Purchases Expenditures

2015 201,385$         144,487$         

2016 153,185           1,132                

2017 107,489           -                         

2018 97,236             -                         

2019 96,164             636                   

Thereafter 790,916           -                         

Total 1,446,375$     146,255$         

 
The Company can purchase additional energy to meet load requirements from independent power producers, other 

utilities, energy merchants or the NYISO at market prices. 

 

Operating Lease Commitments 

 
The Company has various operating leases relating to office space. Total rental expense for operating leases included in 

operations and maintenance expense in the accompanying statements of income was $4.6 million and $4.0 million for the 

years ended March 31, 2014 and 2013, respectively. 

 

A summary of future minimum lease payments due each year subsequent to March 31, 2014 are as follows:  

 

(in thousands of dollars)

Years Ended March 31,

2015 4,858$             

2016 4,754                

2017 4,735                

2018 4,637                

2019 4,640                

Thereafter 33,093             

Total 56,717$           

 
 

Legal Matters 
 

The Company is subject to various legal proceedings arising out of the ordinary course of its business. The Company does 

not consider any of such proceedings to be material, individually or in the aggregate, to its business or likely to result in a 

material adverse effect on its results of operations, financial position, or cash flows.  

 

13. RELATED PARTY TRANSACTIONS  

 

Advances from Affiliates 

 

In June 2009, the Company entered into an agreement with NGUSA whereby the Company can borrow up to $500 million 

from time to time for working capital needs. The advance is non-interest bearing. At March 31, 2014 and 2013, the 

Company had an outstanding advance from affiliate of $200 million and zero, respectively.  

 

In June 2009, the Company entered into an agreement with Niagara Mohawk Holdings, Inc., whereby the Company can 

borrow up to $450 million from time to time for working capital needs. The average interest rates were 0.7% and 0.6% for 

the years ended March 31, 2014 and 2013, respectively. At March 31, 2014 and 2013, the Company had an outstanding 

advance from affiliates of $25 million and $20 million, respectively.  
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Accounts Receivable from and Accounts Payable to Affiliates  

 

NGUSA and its affiliates provide various services to the Company, including executive and administrative, customer 

services, financial (including accounting, auditing, risk management, tax, and treasury/finance), human resources, 

information technology, legal and strategic planning, that are charged between the companies and charged to each 

company.  

 

The Company records short-term payables to and receivables from certain of its affiliates in the ordinary course of business. 

The amounts payable to and receivable from its affiliates do not bear interest and are settled through the intercompany 

money pool. A summary of net outstanding accounts receivable from affiliates and accounts payable to affiliates balances is 

as follows:  

 

 2014 2013 2014 2013

NGUSA Service Company -$                      -$                      57,212$           40,094$           

Opinac North America, Inc. -                         -                         16,999             16,999             

NGUSA -                         -                         2,419                70,732             

The Narragansett Electric Company -                         -                         1,215                456                   

Massachusetts Electric Company 4,966                4,077                -                         -                    

Brooklyn Union Gas Company 901                   1,780                -                         -                    

National Grid Engineering Services, LLC 4,836                -                         -                         -                    

National Grid Electric Services -                         -                         680                   4,853                

KeySpan Gas East Corporation 1,085                927                   -                         -                    

Other 859                   543                   635                   1,553                

Total 12,647$           7,327$             79,160$           134,687$         

(in thousands of dollars) (in thousands of dollars)

Accounts Receivable Accounts Payable

from Affiliates to Affiliates

March 31, March 31,

 
Intercompany Money Pool 

 

The settlement of the Company’s various transactions with NGUSA and certain affiliates generally occurs via the 

intercompany money pool. The Company is a participant in the Regulated Money Pool and can both borrow and lend funds. 

Borrowings from the Regulated Money Pool bear interest in accordance with the terms of the intercompany money pool 

agreement.  As the Company fully participates in the Regulated Money Pool rather than settling intercompany charges with 

cash, all changes in the intercompany money pool balance and accounts receivable and payable from affiliate balances, are 

reflected as investing or financing activities in the accompanying statements of cash flows. In addition, for the purpose of 

presentation in the statement of cash flows, it is assumed all amounts settled through intercompany money pool are 

constructive cash receipts and payments, and therefore are presented as such. 

 

The Regulated Money Pool is funded by operating funds from participants. Collectively, NGUSA and its subsidiary, KeySpan, 

have the ability to borrow up to $3 billion from National Grid plc for working capital needs including funding of the 

intercompany money pools, if necessary. The Company had short-term intercompany money pool investments of $131.7 

million and $97.2 million at March 31, 2014 and 2013, respectively. The average interest rates for the intercompany money 

pool were 0.7% and 0.6% for the years ended March 31, 2014 and 2013, respectively. 

 

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-28 
Page 110 of 139

110



 

Niagara Mohawk Power Corporation 2014                                                                                                                                                                                                  43                                                                                                                                           

Service Company Charges 

 

The affiliated service companies of NGUSA provide certain services to the Company at their cost. The service company costs 

are generally allocated to associated companies through a tiered approach. First and foremost, costs are directly charged to 

the benefited company whenever practicable. Secondly, in cases where direct charging cannot be readily determined, costs 

are allocated using cost/causation principles linked to the relationship of that type of service, such as number of employees, 

number of customers/meters, capital expenditures, value of property owned, total transmission and distribution 

expenditures. Lastly, all other costs are allocated based on a general allocator determined using a 3-point formula based on 

net margin, net property, plant and equipment, and operations and maintenance expense.  

 

Charges from the service companies of NGUSA to the Company for the years ended March 31, 2014 and 2013 were $466 

million and $498.9 million, respectively. 

 

Holding Company Charges  

 
NGUSA received charges from National Grid Commercial Holdings Limited (an affiliated company in the U.K.) for certain 

corporate and administrative services provided by the corporate functions of National Grid plc to its U.S. subsidiaries. These 

charges, which are recorded on the books of NGUSA, have not been reflected on these financial statements. Were these 

amounts allocated to the Company, the estimated effect on net income would be $15.0 million and $12.6 million before 

taxes, and $9.1 million and $8.2 million after taxes, for the years ended March 31, 2014 and 2013, respectively. 
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National Grid plc - year ended 31 March 2014 Financial information for NY PSC filing

Year ended March 31, 2014

Exchange rate (balance sheet) $1.67:£1.00

Exchange rate (income statement) $1.62:£1.00

Exchange rate (opening) $1.52:£1.00

Exchange rate (acquisition) $2.01:£1.00

EXHIBIT 1

Note: Numbers are rounded on conversion into US dollars.

Rounded numbers may not cast.

National Grid plc

Financial information

submission for the New York Public Service Commission

EXHIBIT 1 - page 1 of 28 Cover page
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National National National National Other Total of Consol- National National National 

as at March 31, 2014 Grid Grid Grid Grid Elect. major non-major idation Grid Grid Grid 

plc USA Gas plc Trans. plc subsidiaries subsidiaries adjustments plc plc plc 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS US GAAP US GAAP 

company consolidated consolidated consolidated aggregated aggregated consolidated adjustments consolidated 

(section 2) (section 3) (section 3) (section 4)

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed balance sheet

Goodwill - 7,655 - - - 3 2 7,660 3,584 11,244 

Other intangible assets - 450 387 265 13 - - 1,115 (1,115) - 

Property, plant & equipment - 22,163 20,464 17,529 1,887 (3) (48) 61,992 1,179 63,171 

Investments in subsidiaries 14,678 - - - 179,466 33,270 (227,413) - - - 

Investments - 193 - - 432 7 (45) 1,059 - 1,059 

Non-current regulatory assets - - - - - - - - 3,586 3,586 

Other non-current assets 1,072 894 1,085 414 40 (2) - 3,031 3,201 6,233 - 

Intercompany receivables 15,557 3,690 9,461 32 66,504 23,916 (119,159) - - - - 

Inventories - 331 40 48 27 - - 447 (43) 404 

Receivables and other current assets 479 3,650 722 412 405 117 (335) 5,449 56 5,505 

Regulatory assets - - - - - - - - - - 

Financial and other investments 2,469 1,420 699 539 820 53 - 6,001 (3,610) 2,391 

Cash and cash equivalents 40 321 - - 227 2 - 590 3,610 4,200 

Assets of businesses held for sale - - - - - - - - - - 

Total assets 34,295 40,767 32,858 19,238 249,822 57,362 (346,999) 87,345 10,448 97,793 

Borrowings (including bank overdrafts) (2,213) (1,216) (954) (195) (427) (850) - (5,854) 754 (5,100)

Current liabilities (539) (2,411) (1,454) (1,494) (529) (38) 320 (6,089) (30) (6,120)

Current tax liabilities - (160) (45) 5 (80) (13) - (280) 116 (164)

Intercompany payables (17,875) (5,849) (3,440) (1,329) (81,581) (9,306) 119,434 - - - 

Non-current borrowings (3,085) (8,459) (11,190) (9,538) (5,254) (5) 110 (37,415) 616 (36,799)

Other non-current liabilities (257) (2,396) (2,508) (1,331) (230) 2 - (6,716) 1,531 (5,186)

Deferred tax liabilities (7) (2,877) (2,666) (1,227) (52) 20 - (6,806) (5,435) (12,241)

Pensions and other post-retirement benefits - (3,053) - (850) (405) (2) - (4,310) 486 (3,824)

Liabilities of businesses held for sale - - - - - - - - - - Liabilities of businesses held for sale - - - - - - - - - - 

Total liabilities (23,974) (26,421) (22,256) (15,959) (88,557) (10,193) 119,864 (67,471) (1,963) (69,434)

Shareholders' equity (10,321) (14,334) (10,603) (3,280) (161,264) (47,169) 227,137 (19,860) (8,449) (28,309)

Minority interests - (12) 2 - - - (2) (13) (36) (50)

Total liabilities and equity (34,295) (40,767) (32,858) (19,238) (249,822) (57,362) 346,999 (87,345) (10,448) (97,793)

EXHIBIT 1 - page 2 of 28 Section 1 - National Grid plc
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National National National National Other Total of Consol- National National National 

as at March 31, 2014 Grid Grid Grid Grid Elect. major non-major idation Grid Grid Grid 

plc USA Gas plc Trans. plc subsidiaries subsidiaries adjustments plc plc plc 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS US GAAP US GAAP 

company consolidated consolidated consolidated aggregated aggregated consolidated adjustments consolidated 

(section 2) (section 3) (section 3) (section 4)

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed income statement

Revenue - 13,036 4,874 5,486 538 76 (31) 23,980 (46) 23,934 

Other operating income 6 1 172 - 23 39 (241) - - - 

Operating costs 24 (11,138) (2,845) (3,839) (390) (212) 468 (17,931) (737) (18,668)

Operating profit 31 1,899 2,201 1,647 170 (97) 196 6,049 (783) 5,266 

Net finance costs (209) (613) (457) (285) 88 62 (232) (1,644) 488 (1,156)

Dividend income 1,700 - - - 4,563 546 (6,791) - - - 

Share of post-tax results of joint ventures - 22 - - - - 24 45 (22) 23 

Profit before taxation 1,522 1,308 1,744 1,362 4,820 510 (6,803) 4,450 (317) 4,133 

Taxation 57 (466) 2 (128) 107 (66) 36 (460) 351 (109)

Profit for the year 1,579 842 1,746 1,234 4,927 444 (6,767) 3,990 34 4,024 

Minority interests - 23 - - - (3) - 19 (1) 18 

Interest in equity accounted affiliates - - - - - - - - - - 

Net income from continuing operations 1,579 865 1,746 1,234 4,927 440 (6,767) 4,009 33 4,042 

Net income from discontinued operations - - - - - - - - - - 

Net income attributable to equity shareholders 1,579 865 1,746 1,234 4,927 440 (6,767) 4,009 33 4,042 

Condensed cash flow statement

Net cash inflow from operating activities 63 1,367 2,813 2,024 439 (125) (74) 6,508 (13) 6,495 - - 

Net cash inflow from investing activities 2,199 (2,571) (180) (980) 1,134 (729) (1,028) (2,154) (3,275) (5,428)- 

Net cash inflow from financing activities (2,771) 1,428 (2,643) (1,059) (1,717) 850 1,102 (4,812) - (4,812)- 

Net increase in cash and cash equivalents (508) 224 (10) (15) (144) (3) - (458) (3,288) (3,746)- 

Exchange movements 35 - (1) 0 5 0 - 39 627 666 - 

Reclassified to businesses held for sale - - - - - - - - - - - 

Net cash and cash equivalents at start of year 514 97 (5) 5 368 5 - 985 6,295 7,280 - 

Net cash and cash equivalents at end of year (i) 40 321 (15) (10) 228 2 - 565 3,635 4,200 

(i) Net of bank overdrafts

EXHIBIT 1 - page 3 of 28 Section 1 - National Grid plc
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National New NE

as at March 31, 2014 Grid USA Consol England Mass Narr Granite Nantucket NE NE Trans

Parent Co. NMHI Power Electric Electric State Electric Hydro-Mass Hydro-NH Corp. 

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

1 21 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed balance sheet

Goodwill (2) 1,279 338 1,008 725 - 16 - - - 

Other intangible assets - - - - - - - - - - 

Property, plant & equipment (1) 7,470 1,812 2,518 2,137 - 70 27 19 - 

Investments in subsidiaries - - - - - - - - - - 

Investments 17,682 3 2 - - - - - - - 

Non-current regulatory assets - 1,105 129 547 445 - 5 2 1 - 

Other non-current assets 122 (3,298) 20 22 13 - 2 - (2) - - - - - - - - - - - 

Intercompany receivables (1,496) 143 276 258 178 36 61 - - - - - - - - - - - - - 

Inventories - 48 3 62 18 - - 5 - - 

Receivables and other current assets 41 936 141 418 347 - 8 3 3 1 

Current regulatory assets - 96 - 163 105 - 5 - - - 

Financial and other investments 21 16 - 83 30 - - - - - 

Cash and cash equivalents 829 28 1 14 13 - 1 - - - 

- - - - - - - - - - 

Assets of businesses held for sale - - - - - - - - - - 

Total assets 17,196 7,826 2,722 5,093 4,011 36 168 37 21 1 

Borrowings (including bank overdrafts) (103) (500) - (20) (1) - - - - - 

Current liabilities (88) (561) (108) (441) (265) 1 (18) (3) (1) - 

Current tax liabilities 66 (21) (57) - (14) - (3) (5) - - - - - - - 

Intercompany notes payables (797) (268) (412) (636) (275) (30) (29) (14) (6) (2)- - - - - 

Non-current borrowings (1,159) (2,054) (410) (798) (847) - (52) - - - 

Other non-current liabilities (22) (1,598) (109) (461) (367) (1) (5) (2) (9) - 

Deferred tax liabilities (9) (1,771) (434) (590) (467) - (14) (3) - - 
Pensions and other post-retirement benefits (3) (506) - (112) (126) - (5) - - - - - - - - 

Liabilities of businesses held for sale - - - - - - - - - - 

Total liabilities (2,115) (7,279) (1,530) (3,058) (2,362) (30) (126) (27) (16) (2)

Shareholders' equity (15,078) (547) (1,192) (2,035) (1,649) (6) (42) (5) (3) 1 - - - - 

Minority interests (3) - - - - - - (5) (2) - 

Total liabilities and equity (17,196) (7,826) (2,722) (5,093) (4,011) (36) (168) (37) (21) (1)

EXHIBIT 1 - page 4 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National New NE

as at March 31, 2014 Grid USA Consol England Mass Narr Granite Nantucket NE NE Trans

Parent Co. NMHI Power Electric Electric State Electric Hydro-Mass Hydro-NH Corp. 

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

1 21 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed income statement

Revenue 36 3,572 383 2,352 1,420 - 28 23 19 - 

Other operating income/ (expense) (37) 12 7 3 7 - - - - - 

Operating costs (335) (3,075) (230) (2,275) (1,265) - (24) (19) (18) - 

Operating profit (336) 509 160 80 162 - 4 4 1 - 

Net finance costs (44) (100) (7) (53) (46) - (1) (1) (1) - 

Share of post-tax results of joint ventures - - - - - - - - - - 

Dividend income (expense) - - - - - - - - - - 

Profit before taxation (380) 409 153 27 116 - 3 3 - - 

Taxation 161 (145) (61) (12) (39) - (2) - - - 

Profit for the year (219) 264 92 15 77 - 1 3 - - 

Minority interests (1) - - - - - - - - - 

Common dividends - - - - - - - - - - 

Net income from continuing operations (220) 264 92 15 77 - 1 3 - - 

Net income from discontinued operations - - - - - - - - - - 

Net income attributable to equity shareholders (220) 264 92 15 77 - 1 3 - - 

Condensed cash flow statement

Net cash inflow from operating activities (1,862) 4,225 210 82 171 1 10 25 9 1 - - - - - - - - - - 

Net cash inflow from investing activities - (848) (406) (438) (395) (1) (29) (16) (6) (1)- - - - - - - - - - 

Net cash inflow from financing activities 2,735 (3,365) 194 368 226 - 20 (9) (4) (1)

Net increase (decrease) in cash and cash equivalents 873 12 (2) 12 2 - 1 - (1) (1)Net increase (decrease) in cash and cash equivalents 873 12 (2) 12 2 - 1 - (1) (1)

Exchange movements - - - - - - - - - - - - - - - - - - - - 

Reclassified to businesses held for sale - - - - - - - - - - - - - - - - - - - - 

Net cash and cash equivalents at start of year (44) 16 3 2 11 - - - 1 1 

Net cash and cash equivalents at end of year 829 28 1 14 13 - 1 - - - 

EXHIBIT 1 - page 5 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments 

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

Other non-current liabilities

Deferred tax liabilities
Pensions and other post-retirement benefits

NG-USA Total of KeySpan National Consol- Discontinued NGUSA +

Service PSEG Elec other  Consol Grid idation National Grid consolidated 

Wayfinder Co. Service TSA Co. companies + US GAAP = USA + adjustments Operations = Adjustments + ADJUSTMENTS =

US GAAP US GAAP US GAAP US GAAP company US GAAP US GAAP US GAAP US GAAP 

company company company aggregated Addition of all Co's company company Audited

70 99 + ELIM

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - 20 3,766 7,150 1 - 7,151 - 

- - - - - - - - - - 

- 772 - 4 9,046 23,874 1 - 23,875 (1,624)

- - - - - - - - - - 

- - - - 189 17,876 (17,682) - 194 (1)

- 1 - - 1,967 4,202 120 - 4,322 754 

5 697 - 4 389 (2,026) 3,003 - 977 2,787 - - - - - - 

31 4,901 41 233 4,149 8,811 (8,768) (41) 2 3,785 - - - - - - 

- - - - 167 303 41 - 344 (56)

- 56 - - 1,681 3,635 15 - 3,650 (38)

- - - - 349 718 (147) - 571 (571)

- 4 - 1 - 155 13 - 168 (1)

1 484 - 8 191 1,570 1 - 1,571 - 

- - - - - - - - - 

- - - - 374 374 (221) - 153 (153)- 

37 6,915 41 270 22,268 66,642 (23,623) (41) 42,978 4,882 

- - - (6) (2) (632) (422) - (1,054) 421 

- (334) (12) (1) (987) (2,818) 124 12 (2,682) 532 

- 4 - 2 (12) (40) (16) - (56) 12 - - - - - 

(52) (5,859) (29) (37) (2,574) (11,020) 8,757 29 (2,234) (3,767)- - - - - - - 

- - - (3) (3,306) (8,629) 421 - (8,208) (416)

- (104) - (180) (2,252) (5,110) 88 - (5,022) 783 

(1) (160) - - (1,841) (5,290) 440 - (4,850) (2,752)
- (361) - - (1,617) (2,730) (142) - (2,872) 306 

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

- - - - - - - 

- - - - (692) (692) 692 - - - - 

(53) (6,814) (41) (225) (13,283) (36,961) 9,942 41 (26,978) (4,881)- 

16 (101) - (39) (8,985) (29,665) 13,677 - (15,988) (1)- - 

- - - (6) - (16) 4 - (12) - - 

(37) (6,915) (41) (270) (22,268) (66,642) 23,623 41 (42,978) (4,882)- 

EXHIBIT 1 - page 6 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

NG-USA Total of KeySpan National Consol- Discontinued NGUSA +

Service PSEG Elec other  Consol Grid idation National Grid consolidated 

Wayfinder Co. Service TSA Co. companies + US GAAP = USA + adjustments Operations = Adjustments + ADJUSTMENTS =

US GAAP US GAAP US GAAP US GAAP company US GAAP US GAAP US GAAP US GAAP 

company company company aggregated Addition of all Co's company company Audited

70 99 + ELIM

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- 

1 2,175 27 2 4,795 14,833 (2,250) (27) 12,556 481 

- 1 - (13) 101 81 (64) - 17 - 

- (2,140) (27) (1) (4,283) (13,692) 2,302 27 (11,363) (310)- 

1 36 - (12) 613 1,222 (12) - 1,210 171 - 

- (20) - (18) (211) (502) 55 - (447) (5)

- - - - - - - - - - 

- - - - - - - - - - - 

1 16 - # (30) 402 720 43 - 763 166 - 

(1) (15) - 4 (158) (268) (9) - (277) (20)- 

- 1 - # (26) 244 452 34 - 486 146 - 

- - - 24 - 23 (3) - 20 2 

- - - - - - (597) - (597) 596 - 

- 1 - # (2) 244 475 (566) - (91) 744 - 

- - - - 139 139 (6) - 133 (133)- 

- 1 - (2) 383 614 (572) - 42 611 - 

(1) 77 12 (79) 765 3,646 (2,409) (12) 1,225 (490)- - - - - 

(1) (156) (12) 95 (421) (2,635) 510 12 (2,113) 71 - - - - - 

2 559 - (10) (314) 401 1,699 - 2,100 68 

- 480 - 6 30 1,412 (200) - 1,212 (351)Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

- 480 - 6 30 1,412 (200) - 1,212 (351)

- - - - (421) (421) 421 - - - - - - - 

- - - - (314) (314) (10) - (324) 324 - - - - 

1 4 - 2 30 27 656 - 683 27 

1 484 - 8 (675) 704 867 - 1,571 - 

EXHIBIT 1 - page 7 of 28 Section 2 - National Grid USA

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-28 
Page 118 of 139

118



National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments 

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

Other non-current liabilities

Deferred tax liabilities
Pensions and other post-retirement benefits

US GAAP National NGUSA Group NGUSA

UNAUDITED Grid IFRS presentation IFRS 

CONSOLIDATED + USA = consolidated and other

NGUSA IFRS adjustments

SAP adjustments HYPERION

6220, 6035

$'m $'m $'m $'m $'m 

7,151 504 7,655 7,655 

- 450 450 450 

22,251 (88) 22,163 22,163 

- - - - 

193 - 193 193 

5,076 (5,076) - - 

3,764 (2,870) 894 894 - - - 

3,787 (97) 3,690 3,690 - - - 

288 43 331 331 

3,612 38 3,650 3,650 

- - - - 

167 1,253 1,420 1,420 

1,571 (1,250) 321 321 

- - - - 

- - - - - 

47,860 (7,093) 40,767 - 40,767 

- 

(633) (583) (1,216) (1,216)

(2,150) (261) (2,411) (2,411)

(44) (116) (160) (160)- - - 

(6,001) 152 (5,849) (5,849)- - - 

(8,624) 165 (8,459) (8,459)

(4,239) 1,843 (2,396) (2,396)

(7,602) 4,725 (2,877) (2,877)
(2,566) (487) (3,053) (3,053)

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

- - - 

- - - - - 

(31,859) 5,438 (26,421) - (26,421)- 

(15,989) 1,655 (14,334) (14,334)- 

(12) - (12) (12)- 

(47,860) 7,093 (40,767) - (40,767)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

US GAAP National NGUSA Group NGUSA

UNAUDITED Grid IFRS presentation IFRS 

CONSOLIDATED + USA = consolidated and other

NGUSA IFRS adjustments

SAP adjustments HYPERION

6220, 6035

$'m $'m $'m $'m $'m 

13,037 (1) 13,036 13,036 

17 (16) 1 1 

(11,673) 535 (11,138) (11,138)- 

1,381 518 1,899 - 1,899 - 

(452) (161) (613) (613)

- 22 22 22 

- - - - - 

929 379 1,308 - 1,308 - 

(297) (169) (466) (466)- 

632 210 842 - 842 - 

22 1 23 23 

(1) (596) (597) (597)- 

653 (385) 268 - 268 - 

- - - - - 

653 (385) 268 - 268 

735 632 1,367 - 1,367 - - 

(2,042) (529) (2,571) - (2,571)- - 

2,168 (740) 1,428 - 1,428 - - 

861 (637) 224 - 224 Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

861 (637) 224 - 224 
- - 

- - - - - - - 

- - - - - - - 

710 (613) 97 - 97 - - 

1,571 (1,250) 321 - 321 

- 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014 435, 446, 448, 406 5050 559

Brooklyn Union 

Gas Co - KEDNY

KeySpan Gas 

East Corp - 

KEDLI

Boston Gas 

Company

Colonial 

Consolidated

GenCo 

Consolidated

Subtotal 

KeySpan 

Stand Alone 

Audited F/S

EnergyNorth 

Natural Gas, 

Inc

KeySpan New 

England, LLC Transgas Inc

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed balance sheet

Goodwill 1,451 1,018 396 54 - 2,919 - - - 

Other intangible assets - - - - - - - - - 

Property, plant & equipment 2,914 2,511 2,256 520 720 8,921 - - 9 

Investments in subsidiaries - - - - - - - - - 

Investments 77 - - - - 77 - 1,566 - 

Non-current regulatory assets 1,074 485 162 245 - 1,966 - - - 

Other non-current assets 30 15 13 20 12 90 - 46 3 - - - 

Intercompany receivables 92 29 77 27 558 783 14 2 1 

- - - - - 

Inventories 55 27 40 7 66 195 - - - 

Receivables and other current assets 623 437 358 112 36 1,566 - - - 

Current regulatory assets 77 97 160 15 - 349 - - - 

Financial and other investments - - - - - - - - - 

Cash and cash equivalents 27 9 - - - 36 - (2) 2 - - - 

Assets of businesses held for sale - - - - - - - - - 

Total assets 6,420 4,628 3,462 1,000 1,392 16,902 14 1,612 15 

Borrowings (including bank overdrafts) - - (2) - - (2) - - - 

Current liabilities (246) (150) (261) (118) (51) (826) - - (8)

Current tax liabilities (8) (15) (17) - (40) (80) - 23 3 

Intercompany notes payables (469) (638) (221) (21) (140) (1,489) (14) (56) (11)

Non-current borrowings (1,041) (600) (631) (125) (399) (2,796) - - - 

Other non-current liabilities (1,019) (402) (583) (99) (67) (2,170) - (22) - 

Deferred tax liabilities (782) (632) (403) (189) (120) (2,126) - (17) (3)

Pensions and other post-retirement benefits (105) (212) (86) (70) - (473) - (1) - 

Liabilities of businesses held for sale - - - - - - - - - 

Total liabilities (3,670) (2,649) (2,204) (622) (817) (9,962) (14) (73) (19)

Shareholders' equity (2,750) (1,979) (1,258) (378) (575) (6,940) - (1,539) 4 

Minority interests - - - - - - - - - 

Total liabilities and equity (6,420) (4,628) (3,462) (1,000) (1,392) (16,902) (14) (1,612) (15)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014 435, 446, 448, 406 5050 559

Brooklyn Union 

Gas Co - KEDNY

KeySpan Gas 

East Corp - 

KEDLI

Boston Gas 

Company

Colonial 

Consolidated

GenCo 

Consolidated

Subtotal 

KeySpan 

Stand Alone 

Audited F/S

EnergyNorth 

Natural Gas, 

Inc

KeySpan New 

England, LLC Transgas Inc

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed income statement

Revenue 1,624 1,083 1,270 288 493 4,758 - - 7 

Other operating income/ (expense) 15 (4) 5 1 3 20 - - - 

Operating costs (1,394) (955) (1,169) (256) (428) (4,202) - (1) (17)

Operating profit 245 124 106 33 68 576 - (1) (10)

Net finance costs (55) (44) (23) (9) (22) (153) - (1) - 

Share of post-tax results of joint ventures - - - - - - - - - 

Dividend income (expense) - - - - - - - - - 

Profit before taxation 190 80 83 24 46 423 - (2) (10)

Taxation (81) (30) (32) (9) (21) (173) - 10 4 

Profit for the year 109 50 51 15 25 250 - 8 (6)

Minority interests - - - - - - - 

Common dividends - - - - - - - 

Net income from continuing operations 109 50 51 15 25 250 - 8 (6)

Net income from discontinued operations - - - - - - - 

Net income attributable to equity shareholders 109 50 51 15 25 250 - 8 (6)

Condensed cash flow statement

Net cash inflow from operating activities 109 42 268 77 70 566 - (185) 1 

Net cash inflow from investing activities (264) (192) (265) (73) (71) (865) - 7 (1)Net cash inflow from investing activities (264) (192) (265) (73) (71) (865) - 7 (1)

Net cash inflow from financing activities 165 156 (3) (4) 1 315 - 175 1 

Net increase (decrease) in cash and cash equivalents 10 6 - - - 16 - (3) 1 

Exchange movements - - - - - - - - - 

Reclassified to businesses held for sale - - - - - - - - - 

Net cash and cash equivalents at start of year 17 3 - - - 20 - 1 1 

Net cash and cash equivalents at end of year 27 9 - - - 36 - (2) 2 

EXHIBIT 1 - page 11 of 28 Section 2 - National Grid USA

The Narragansett Electric Company 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

561 562 564 565 566 555 553 568 573 574

PCC Land 

Company, Inc.

Philadelphia 

Coke Co., Inc

KeySpan C.I. 

I, LTD

KeySpan UK 

Limited

KeySpan C.I. 

II, LTD

KeySpan 

International 

Corp

KeySpan 

North East 

Ventures

Northeast Gas 

Markets LLC

Nicodama 

Beheer V.B.V.

KeySpan 

Energy Devlp 

Co (NS)

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - - - - - 

- - - - - - - - - - 

2 - - - - - - - - - 

- - - - - - - - - - 

- - - - - 1 - - (5) - 

- - - - - - - - - - 

- - - - - - - - - - - - - - - - - - - - 

- - 7 - - - 1 - - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - - - - - - - - - - - 

- - - - - - - - - - 

2 - 7 - - 1 1 - (5) - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - (1) (1) - - - 

(1) (3) (7) - - (3) 7 - 8 (4)

- - - - - - - - - - 

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

- - 1 - - 1 - - 1 - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

(1) (3) (6) - - (3) 6 - 9 (4)

(1) 3 (1) - - 2 (7) - (4) 4 

- - - - - - - - - - 

(2) - (7) - - (1) (1) - 5 - 

EXHIBIT 1 - page 12 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

561 562 564 565 566 555 553 568 573 574

PCC Land 

Company, Inc.

Philadelphia 

Coke Co., Inc

KeySpan C.I. 

I, LTD

KeySpan UK 

Limited

KeySpan C.I. 

II, LTD

KeySpan 

International 

Corp

KeySpan 

North East 

Ventures

Northeast Gas 

Markets LLC

Nicodama 

Beheer V.B.V.

KeySpan 

Energy Devlp 

Co (NS)

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - 1 

- - - - - - - - - 1 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - 1 

- - - - - - - - - - 

- - - - - - - - - 1 

- - - - - - - - - 1 

- - - - - - - - - 1 

- - (8) - - 1 1 - - - 

- - 8 - - - - - - - Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

- - 8 - - - - - - - 

- - - - - (1) (1) - - (1)

- - - - - - - - - (1)

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - 1 

- - - - - - - - - - 

EXHIBIT 1 - page 13 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

572 571 556 554 569 570 471 436 472 473

KeySpan 

Luxembourg 

S.A.R.L.

KeySpan CI 

Midstream 

Limited

KeySpan 

Midstream, 

Inc.

KeySpan LNG 

LP Regulated 

Entity

KeySpan LNG 

GP, LLC

KeySpan LNG 

LP, LLC

Seneca-

Upshur 

Petroleum, Inc

KEDC 

Holdings Corp

KS Islander 

East Pipeline, 

LLC

KeySpan 

Millennium 

PipelineLLC

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - - - - - 

- - - - - - - - - - 

- - - 24 - - - 75 - - 

- - - - - - - - - - 

4 (9) (2) - - 41 - 137 - 108 

- - - - - - - - - - 

- - - - - 1 - 6 2 (26)- - - - - - - - - - 

- 2 - 12 - - - 1 - 4 

- - - - - - - - - - 

- - - 1 - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - 7 - - 17 - - - - - - - - - - - - 

- - - - - - - - - - 

4 (7) (2) 37 7 42 - 236 2 86 

- - - - - - - - - - 

- - - (1) - - - - - - 

- - - (3) - 2 - 5 - - 

(13) 4 (6) 16 (7) (27) - 404 5 32 

- - - - - - - - - - 

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

- - - (3) - (1) - (12) 2 2 

- - - (3) - - - (23) - - 

- - - - - - - - - - 

- - - - - - - - - - 

(13) 4 (6) 6 (7) (26) - 374 7 34 

9 3 8 (43) - (16) - (610) (9) (120)

- - - - - - - - - - 

(4) 7 2 (37) (7) (42) - (236) (2) (86)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

572 571 556 554 569 570 471 436 472 473

KeySpan 

Luxembourg 

S.A.R.L.

KeySpan CI 

Midstream 

Limited

KeySpan 

Midstream, 

Inc.

KeySpan LNG 

LP Regulated 

Entity

KeySpan LNG 

GP, LLC

KeySpan LNG 

LP, LLC

Seneca-

Upshur 

Petroleum, Inc

KEDC 

Holdings Corp

KS Islander 

East Pipeline, 

LLC

KeySpan 

Millennium 

PipelineLLC

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - 8 - - - - - - 

- - - - - - - 3 - 18 

- - - (6) - - - (11) - - 

- - - 2 - - - (8) - 18 

- - - - - (1) - (1) - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - 2 - (1) - (9) - 18 

- - - (1) - - - 2 - (7)

- - - 1 - (1) - (7) - 11 

- - - 1 - (1) - (7) - 11 

- - - 1 - (1) - (7) - 11 

- (1) 1 3 - (2) - (23) 1 (2)

- 3 - (4) 1 (1) - 23 (1) - Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

- 3 - (4) 1 (1) - 23 (1) - 

- (2) (1) 1 2 3 - 8 - 2 

- - - - 3 - - 8 - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - 4 - - 9 - - 

- - - - 7 - - 17 - - 

EXHIBIT 1 - page 15 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

557 558 503 514 457 502 506 510 516 458

KeySpan 

IGTS Corp.

Broken Bridge 

Corp.

KeySpan 

Energy 

Management, 

LLC

Metro Energy 

L.L.C.

KeySpan 

Energy 

Services Inc.

KeySpan 

Home Energy 

Srvcs, LLC Fritze LLC

KeySpan 

Plumbing 

Solutions Inc

KS Plumb 

Heating 

Solutions,LLC

KeySpan 

Energy 

Supply, LLC

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - - - - - 

- - - - - - - - - - 

- - (1) 8 - - - - - - 

- - - - - - - - - - 

4 - 21 - - 88 - - - - 

- - - - - - - - - - 

(2) - 3 - - 7 - 1 - - - - - - - - - - - - 

- - 8 25 26 23 - 1 - - 

- - - - - - - - - - 

- - 5 4 - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

1 - 6 - - - - - - - - - - - - - - - - - 

- - - - - - - - - - 

3 - 42 37 26 118 - 2 - - 

- - - - - - - - - - 

- - (5) (4) - (3) - - - - 

- - - (1) - 1 - - - - 

3 - 18 (9) 8 (12) - (1) - - 

- - - - - (5) - - - - 

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

- - - - - 1 - (1) - - 

- - (1) (1) - (1) - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

3 - 12 (15) 8 (19) - (2) - - 

(6) - (54) (22) (34) (99) - - - - 

- - - - - - - - - - 

(3) - (42) (37) (26) (118) - (2) - - 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

557 558 503 514 457 502 506 510 516 458

KeySpan 

IGTS Corp.

Broken Bridge 

Corp.

KeySpan 

Energy 

Management, 

LLC

Metro Energy 

L.L.C.

KeySpan 

Energy 

Services Inc.

KeySpan 

Home Energy 

Srvcs, LLC Fritze LLC

KeySpan 

Plumbing 

Solutions Inc

KS Plumb 

Heating 

Solutions,LLC

KeySpan 

Energy 

Supply, LLC

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - 10 6 - - - - - - 

1 - 3 - - - - - - - 

- - (14) (5) - (1) - 1 - - 

1 - (1) 1 - (1) - 1 - - 

- - - - - 1 - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

1 - (1) 1 - - - 1 - - 

- - 3 - (1) (4) - (1) - - 

1 - 2 1 (1) (4) - - - - 

1 - 2 1 (1) (4) - - - - 

1 - 2 1 (1) (4) - - - - 

(1) - (3) 5 1 (6) 3 - - 16 

1 - 7 (5) (1) (1) - - - - Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

1 - 7 (5) (1) (1) - - - - 

- - - - - 7 (3) - - (16)

- - 4 - - - - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

1 - 2 - - - - - - - 

1 - 6 - - - - - - - 

EXHIBIT 1 - page 17 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

459 513 442 577 578 423 431 432 433 434

KeySpan 

Services, Inc.

KSI 

Mechanical, 

LLC

KeySpan-

Ravenswood 

Srvcs, LLC

KeySpan 

Technologies 

Inc

KeySpan My 

Home Key, 

Inc.

KeySpan Gas 

Portfolio Co

KeySpan 

Corporate 

Services LLC

KeySpan Utility 

Services LLC

KeySpan 

Engineering 

Srvcs, LLC

KeySpan 

Electric 

Services LLC

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - 846 - - - - 

- - - - - - - - - - 

1 - - - - 3 - - 1 - 

- - - - - - - - - - 

(17) - 3,192 - - 6,617 - - - - 

- - - - - - - - - - 

10 1 12 - - 419 118 - 29 - - - - - - - - - - - 

126 - 68 - - 6,123 642 - 196 - 

- - - - - - - - - - 

- - - - - 92 130 - - - 

- - - - - - - - - - 

- - - - - 12 - - - - 

- - - - - 113 - - - - - - - - - - - - - - 

- - - - - - - - - - 

120 1 3,272 - - 14,225 890 - 226 - 

- - - - - - - - - - 

(1) - - - - (185) (17) - (8) - 

12 1 9 - - (59) 18 - (10) - 

(202) (128) (396) (5) - (2,397) (1,240) - (249) - 

- - - - - (707) - - - - 

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

7 (1) 1 (1) - 38 (31) - (11) - 

(8) - - - - 57 (23) - (1) - 

- - - - - (1,841) 47 - 31 - 

- - - - - - - - - - 

(192) (128) (386) (6) - (5,094) (1,246) - (248) - 

72 127 (2,886) 6 - (9,131) 356 - 22 - 

- - - - - - - - - - 

(120) (1) (3,272) - - (14,225) (890) - (226) - 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

459 513 442 577 578 423 431 432 433 434

KeySpan 

Services, Inc.

KSI 

Mechanical, 

LLC

KeySpan-

Ravenswood 

Srvcs, LLC

KeySpan 

Technologies 

Inc

KeySpan My 

Home Key, 

Inc.

KeySpan Gas 

Portfolio Co

KeySpan 

Corporate 

Services LLC

KeySpan Utility 

Services LLC

KeySpan 

Engineering 

Srvcs, LLC

KeySpan 

Electric 

Services LLC

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - 483 - 102 - 

2 - - - - 315 (21) - 1 - 

4 1 2 1 - 128 (622) - (104) - 

6 1 2 1 - 443 (160) - (1) - 

(5) - (1) - - (74) (5) - - - 

- - - - - - - - - - 

- - - - - - - - - - 

1 1 1 1 - 369 (165) - (1) - 

7 (8) - (1) - (135) 68 - (4) - 

8 (7) 1 - - 234 (97) - (5) - 

8 (7) 1 - - 234 (97) - (5) - 

8 (7) 1 - - 234 (97) - (5) - 

(95) 1 (124) 1 - 151 127 - 26 - 

88 - - - - (695) 21 - (10) - Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

88 - - - - (695) 21 - (10) - 

7 (1) 124 (1) - 104 (148) - (16) - 

- - - - - (440) - - - - 

- - - - - - - - - - 

- - - - - - - - - - 

- - - - - 553 - - - - 

- - - - - 113 - - - - 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

444 563

KS Energy 

Trading 

Services LLC

KeySpan 

Exploration&Pr

oduction

Total of Other 

(Unaudited ) 

KeySpan 

Companies

Total of All 

KeySpan 

Companies

KeySpan 

Adjustments & 

Eliminations

Discontinued 

KeySpan 

Operations

KeySpan 

Consolidated

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m 

- - 846 3,765 1 - 3,766 

- - - - - - - 

- - 122 9,043 3 - 9,046 

- - - - - - - 

- - 11,746 11,823 (11,634) - 189 

- - - 1,966 1 - 1,967 

- - 630 720 (213) (118) 389 - - - - - 

4 - 7,286 8,069 (3,278) (642) 4,149 

- - 

- - - 195 (28) - 167 

- - 232 1,798 13 (130) 1,681 

- - - 349 - - 349 

- - 12 12 (12) - - 

- - 144 180 11 - 191 - - - - - 

- - - - 374 - 374 - 

4 - 21,018 37,920 (14,762) (890) 22,268 

- - - (1) - - (2)

- - (232) (1,058) 54 17 (987)

(1) - (2) (82) 87 (18) (12)- 

45 - (4,241) (5,730) 1,916 1,240 (2,574)- - - 

- - (712) (3,508) 202 - (3,306)

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

- - (29) (2,199) (84) 31 (2,252)

- - (25) (2,151) 287 23 (1,841)

1 - (1,762) (2,236) 666 (47) (1,617)- - 

- - - - (692) - (692)- 

45 - (7,003) (16,965) 2,436 1,246 (13,283)- 

(49) - (14,015) (20,955) 12,326 (356) (8,985)- - - - 

- - - - - - - - 

(4) - (21,018) (37,920) 14,762 890 (22,268)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules 

 as at March 31, 2014

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

444 563

KS Energy 

Trading 

Services LLC

KeySpan 

Exploration&Pr

oduction

Total of Other 

(Unaudited ) 

KeySpan 

Companies

Total of All 

KeySpan 

Companies

KeySpan 

Adjustments & 

Eliminations

Discontinued 

KeySpan 

Operations

KeySpan 

Consolidated

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP 

company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m 

1 - 617 5,375 (97) (483) 4,795 

- - 322 342 (262) 21 101 

(1) - (644) (4,846) (59) 622 (4,283)- 

- - 295 871 (418) 160 613 - 

- - (87) (240) 24 5 (211)

- - - - - - - 

- - - - - - - - 

- - 208 631 (394) 165 402 - 

1 - (67) (240) 150 (68) (158)- 

1 - 141 391 (244) 97 244 - 

- - - - - 

- - - - - - 

1 - 141 391 (244) 97 244 - 

- 139 - 139 - 

1 - 141 391 (105) 97 383 - 

54 - (57) 509 383 (127) 765 - - 

(53) - (613) (1,478) 1,078 (21) (421)Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

(53) - (613) (1,478) 1,078 (21) (421)- - 

(1) - 242 557 (1,019) 148 (314)

- - (428) (412) 442 - 30 - 

- - - - - - - - - - 

- - - - (432) - (432)- - - - 

- - 572 592 1 - 593 - 

- - 144 180 11 - 191 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National British British NG Other NGG Consol- Rounding National National NGET Consol- Rounding National 

as at March 31, 2014 Grid Transco Transco Metering Xoserve subsidiary idation and other Grid Grid Elec. subsidiary idation and other Grid Elec. 

Gas plc Finance BV Finance Inc Limited Limited companies adjustments differences Gas plc Trans. plc companies adjustments differences Trans. plc 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

company company company company company aggregated consolidated company aggregated consolidated 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed balance sheet

Goodwill - - - - - - - - - - - - - - 

Other intangible assets 384 - - 3 - - - - 387 265 - - - 265 

Property, plant & equipment 20,441 - - 22 40 - - (38) 20,464 17,529 - - - 17,529 

Investments in subsidiaries 28 - - - - 167 (195) - - - - - - - 

Investments - - - - - - - - - - - - - - 

Non-current regulatory assets - - - - - - - - - - - - - - 

Other non-current assets 1,094 - - - - - - (8) 1,085 414 - - - 414 

Intercompany receivables 9,789 792 308 187 37 7,465 (9,117) - 9,461 32 - - - 32 

Inventories 40 - - - - - - - 40 48 - - - 48 

Receivables and other current assets 705 - - 3 7 - - 7 722 412 - - - 412 

Regulatory assets - - - - - - - - - - - - - - 

Financial and other investments 700 - - - - - - (2) 699 539 - - - 539 

Cash and cash equivalents - 2 - - - - (23) 22 - - - - - - 

Assets of businesses held for sale - - - - - - - - - - - - - - 

Total assets 33,181 794 308 215 83 7,632 (9,336) (20) 32,858 19,238 - - - 19,238 

Borrowings (including bank overdrafts) (947) - (7) - - - 23 (23) (954) (195) - - - (195)

Current liabilities (1,411) - - (10) (30) - - (3) (1,454) (1,494) - - - (1,494)

Current tax liabilities (45) - - - - - - - (45) 5 - - - 5 

Intercompany payables (5,007) - - (38) (3) (7,508) 9,117 - (3,440) (1,329) - - - (1,329)

Non-current borrowings (10,084) (805) (302) - - - - 2 (11,190) (9,538) - - - (9,538)

Other non-current liabilities (2,471) - - (8) (40) - - 12 (2,508) (1,332) - - 2 (1,331)

Deferred tax liabilities (2,668) - - 2 - - - - (2,666) (1,227) - - - (1,227)

Pensions and other post-retirement benefits - - - - - - - - - (850) - - - (850)

Liabilities of businesses held for sale - - - - - - - - - - - - - - 

Total liabilities (22,633) (805) (308) (55) (73) (7,508) 9,141 (13) (22,256) (15,960) - - 2 (15,959)

Shareholders' equity (10,548) 12 - (160) (10) (123) 198 28 (10,603) (3,278) - - (2) (3,280)

Minority interests - - - - - - (3) 5 2 - - - - - 

Total liabilities and equity (33,181) (794) (308) (215) (83) (7,632) 9,336 20 (32,858) (19,238) - - 0 (19,238)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National British British NG Other NGG Consol- Rounding National National NGET Consol- Rounding National 

as at March 31, 2014 Grid Transco Transco Metering Xoserve subsidiary idation and other Grid Grid Elec. subsidiary idation and other Grid Elec. 

Gas plc Finance BV Finance Inc Limited Limited companies adjustments differences Gas plc Trans. plc companies adjustments differences Trans. plc 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

company company company company company aggregated consolidated company aggregated consolidated 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 
Condensed income statement

Revenue 4,913 - - 151 74 - (233) (31) 4,874 5,486 - - - 5,486 

Other operating income 172 - - - - - - - 172 - - - - - 

Operating costs (2,902) - - (139) (68) - 233 31 (2,845) (3,839) - - - (3,839)

Operating profit 2,183 - - 11 6 - - - 2,201 1,647 - - - 1,647 

Net finance costs (461) 5 - 2 - (2) - - (457) (285) - - - (285)

Dividend income 8 - - - - - - (8) - - - - - - 

Share of post-tax results of joint ventures - - - - - - - - - - - - - - 

Profit before taxation 1,729 5 - 13 6 (2) - (8) 1,744 1,362 - - - 1,362 

Taxation 5 - - (3) - - - - 2 (128) - - - (128)

Profit for the year 1,734 5 - 10 6 (2) - (8) 1,746 1,234 - - - 1,234 

Minority interests - - - - - - - - - - - - - - 

Interest in equity accounted affiliates - - - - - - - - - - - - - - 

Net income from continuing operations 1,734 5 - 10 6 (2) - (8) 1,746 1,234 - - - 1,234 

Net income from discontinued operations - - - - - - - - - - - - - - 

Net income attributable to equity shareholders 1,734 5 - 10 6 (2) - (8) 1,746 1,234 - - - 1,234 

Condensed cash flow statement

Net cash inflow from operating activities 2,780 - - 10 26 (44) - 40 2,813 2,024 - - - 2,024 

Net cash inflow from investing activities (147) - - (15) (11) - - (6) (180) (980) - - - (980)

Net cash inflow from financing activities (2,643) - - 5 (13) 44 - (36) (2,643) (1,059) - - - (1,059)

Net increase in cash and cash equivalents (10) - - - 2 - - (2) (10) (15) - - - (15)

Exchange movements (1) 0 - - 0 - - (0) (1) 0 - - - 0 

Reclassified to businesses held for sale - - - - - - - - - - - - - - 

Net cash and cash equivalents at start of year (6) 2 - - - - - - (5) 5 - - - 5 

Net cash and cash equivalents at end of year (17) 2 - - 2 - - (2) (15) (10) - - - (10)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National National National National National National Thamesport Inter- National National National 

as at March 31, 2014 Grid Group Grid Holdings Lattice Grid Gas Grid Comm. Grid Grain Grid Interchange connectors Grid (US) Grid (US) Grid (US) 

Finance plc One plc Group plc Holdings plc Holdings Ltd LNG Ltd Property Ltd Ltd Holdings Ltd Inv. 4 Ltd Partner 1 Ltd 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

company company company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed balance sheet

Goodwill - - - - - - - - - - - - 

Other intangible assets - - - - 7 5 - - - - - - 

Property, plant & equipment - - - - - 1,437 108 155 185 - - - 

Investments in subsidiaries - 28,988 1,125 11,869 267 - - - - 17,971 12,132 8,577 

Investments - - - - - - - - - - - - 

Non-current regulatory assets - - - - - - - - - - - - 

Other non-current assets - - - - - - - - - - - - 

Intercompany receivables 4,685 4,700 4,177 924 2,064 177 812 15 47 774 3,326 1,242 

Inventories - - - - - 13 13 - - - - - 

Receivables and other current assets - 3 - - 3 33 (55) 2 18 92 88 - 

Regulatory assets - - - - - - - - - - - - 

Financial and other investments - 58 - - - - - - 5 - - - 

Cash and cash equivalents - - - - - - 8 - 2 - - - 

Assets of businesses held for sale - - - - - - - - - - - - 

Total assets 4,685 33,750 5,302 12,792 2,341 1,666 887 172 257 18,837 15,547 9,819 

Borrowings (including bank overdrafts) (173) - - - - (228) - - - - - - 

Current liabilities - (5) (8) - (40) (53) (82) (2) (17) - (3) - 

Current tax liabilities - (192) - - - (12) (8) - - (15) - - 

Intercompany payables (88) (25,189) (1,351) (9,818) (1,045) (402) (1,291) (132) (38) (6,048) (10,878) (2)

Non-current borrowings (3,371) - - - - (205) - - - - - - 

Other non-current liabilities - - 10 - (20) (15) (205) - - - - - 

Deferred tax liabilities - - 80 - 3 (168) 28 - (27) (3) (2) - 

Pensions and other post-retirement benefits - - (405) - - - - - - - - - 

Liabilities of businesses held for sale - - - - - - - - - - - - 

Total liabilities (3,633) (25,386) (1,674) (9,818) (1,102) (1,084) (1,557) (133) (82) (6,066) (10,883) (2)

Shareholders' equity (1,052) (8,364) (3,628) (2,975) (1,239) (582) 670 (38) (175) (12,771) (4,664) (9,818)

Minority interests - - - - - - - - - - - - 

Total liabilities and equity (4,685) (33,750) (5,302) (12,792) (2,341) (1,666) (887) (172) (257) (18,837) (15,547) (9,819)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules National National National National National National Thamesport Inter- National National National 

as at March 31, 2014 Grid Group Grid Holdings Lattice Grid Gas Grid Comm. Grid Grain Grid Interchange connectors Grid (US) Grid (US) Grid (US) 

Finance plc One plc Group plc Holdings plc Holdings Ltd LNG Ltd Property Ltd Ltd Holdings Ltd Inv. 4 Ltd Partner 1 Ltd 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

company company company company company company company company company company company company 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

Condensed income statement

Revenue - - - - - 321 50 10 157 - - - 

Other operating income - - - - - - 11 - 11 - - - 

Operating costs - (2) (76) - (26) (204) (18) (3) (31) - - - 

Operating profit - (2) (76) - (26) 117 44 6 138 - - - 

Net finance costs 8 (186) 173 - 21 (10) (19) (2) 2 (39) (91) 10 

Dividend income - 1,700 972 972 - - - - - - - - 

Share of post-tax results of joint ventures - - - - - - - - - - - - 

Profit before taxation 8 1,512 1,069 972 (5) 107 24 5 139 (39) (91) 10 

Taxation (2) 62 (19) 21 (16) 2 (10) - (28) 6 11 (2)

Profit for the year 6 1,574 1,049 993 (21) 108 15 5 112 (32) (79) 8 

Minority interests - - - - - - - - - - - - 

Interest in equity accounted affiliates - - - - - - - - - - - - 

Net income from continuing operations 6 1,574 1,049 993 (21) 108 15 5 112 (32) (79) 8 

Net income from discontinued operations - - - - - - - - - - - - 

Net income attributable to equity shareholders 6 1,574 1,049 993 (21) 108 15 5 112 (32) (79) 8 

Condensed cash flow statement

Net cash inflow from operating activities (3) 5 (5) 39 (11) 191 62 6 131 8 15 (3)

Net cash inflow from investing activities - 1,623 972 972 (2) (71) - - (13) (981) (975) (1,001)

Net cash inflow from financing activities 3 (1,627) (967) (1,010) 13 (118) (63) (6) (117) 975 960 1,004 

Net increase in cash and cash equivalents - - - - - 2 (2) - 2 2 - - 

Exchange movements - - - - (0) (0) 1 - 0 0 - - 

Reclassified to businesses held for sale - - - - - - - - - - - - 

Net cash and cash equivalents at start of year - - - - (2) (2) 9 - - - - - 

Net cash and cash equivalents at end of year - - - - (2) - 8 - 2 2 - - 
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2014

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany payables

Non-current borrowings

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

National NG National National National National National National NGC National Other 

Grid Insurance Grid LG Grid Grid Grid Grid Grid Jersey Grid Finance major 

Holdings Inc (IOM) Ltd Intl. Ltd Telecoms Five Eight Eleven Holdings Ltd Twelve Investments Holdings Ltd subsidiaries 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

company company company company company company company company company company company total 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - - - - - - - 

- - - - - 2 - - - - - 13 

- - - - - 2 - - - - - 1,887 

9,666 - 360 - 5,649 18,682 - 13,516 2,721 24,763 23,180 179,466 

- - - - - - - - - - - 432 

- - - - - - - - - - - - 

40 - - - - - - - - - - 40 

4,777 - 140 1,142 542 9,414 - 7,348 6,788 10,301 3,106 66,504 

- - - - - - - - - - - 27 

- 220 - - - - - - - - - 405 

- - - - - - - - - - - - 

22 464 - - - 272 - - - - - 820 

2 38 - - - 177 - - - - - 227 

- - - - - - - - - - - - 

14,506 722 500 1,142 6,191 28,548 - 20,864 9,509 35,064 26,287 249,822 

(25) - - - - - - - - - - (427)

(10) (285) - - - - - (22) - - - (529)

160 - - - - (8) - - - (5) - (80)

(4,290) - (835) (970) (459) (8) - (10,986) (4,602) (308) (2,514) (81,581)

(1,677) - - - - - - - - - - (5,254)

- - - - - - - - - - - (230)

47 (2) (2) - - - - (2) - (3) - (52)

- - - - - - - - - - - (405)

- - - - - - - - - - - - 

(5,796) (287) (837) (970) (459) (17) - (11,010) (4,602) (317) (2,514) (88,557)

(8,710) (435) 337 (172) (5,733) (28,531) - (9,854) (4,907) (34,747) (23,772) (161,264)

- - - - - - - - - - - - 

(14,506) (722) (500) (1,142) (6,191) (28,548) - (20,864) (9,509) (35,064) (26,287) (249,822)
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National Grid plc - year ended 31 March 2014  Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2014

Condensed income statement

Revenue

Other operating income

Operating costs

Operating profit

Net finance costs

Dividend income

Share of post-tax results of joint ventures

Profit before taxation

Taxation

Profit for the year

Minority interests

Interest in equity accounted affiliates

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

National NG National National National National National National NGC National Other 

Grid Insurance Grid LG Grid Grid Grid Grid Grid Jersey Grid Finance major 

Holdings Inc (IOM) Ltd Intl. Ltd Telecoms Five Eight Eleven Holdings Ltd Twelve Investments Holdings Ltd subsidiaries 

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

company company company company company company company company company company company total 

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m 

- - - - - - - - - - - 538 

- - - - - - - - - - - 23 

2 31 (40) - - (2) - (15) - - - (390)

2 31 (40) - - (2) - (15) - - - 170 

(31) 50 (13) 6 3 110 - (37) 13 94 24 88 

295 - 82 - - - - 515 - - - 4,563 

- - - - - - - - - - - - 

266 81 28 6 3 108 - 464 13 94 24 4,820 

96 - - (3) - (6) - 10 (5) (13) 2 107 

361 81 28 3 3 102 - 474 8 81 26 4,927 

- - - - - - - - - - - - 

- - - - - - - - - - - - 

361 81 28 3 3 102 - 474 8 81 26 4,927 

- - - - - - - - - - - - 

361 81 28 3 3 102 - 474 8 81 26 4,927 

(3) 28 13 (5) - (11) - 13 - (31) 2 439 

(217) (53) 502 - - (144) - 517 - 6 - 1,134 

220 32 (515) 5 - 3 - (530) - 23 (2) (1,717)

- 6 - - - (152) - - - (2) - (144)

0 3 - - - 1 - - - 0 - 5 

- - - - - - - - - - - - 

2 29 - - - 330 - - - 2 - 368 

2 38 - - - 178 - - - - - 228 
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National Grid plc

IFRS to US GAAP reconciliation

as at March 31, 2014

$'m $'m 

Profit for the year attributable to equity shareholders under IFRS 4,009 

Adjustments to conform with US GAAP

Revenue (47)

Operating costs (736)

Net finance costs 487 

Taxation 351 

Other (22)

33 

Net income under US GAAP 4,042 

Total shareholders equity under IFRS 19,860 

Adjustments to conform with US GAAP

Property, plant & equipment 1,179 

Other intangible assets (1,115)

Goodwill 3,584 

Regulatory assets 3,586 

Financial instruments 713 

Pensions and other post-retirement benefits 486 

Current tax liabilities 116 

Deferred taxation (2,303)

Other 2,203 

8,449 

Shareholders' equity under US GAAP 28,309 
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300 Erie Blvd. West, Syracuse, New York 13202 
T: 315/428-5862F: 315/401-7891carlos.gavilondo@nationalgrid.com  ��   www.nationalgrid.com 

    
  

 
 January 7, 2016 

 
Via Electronic Filing 
 
Honorable Kathleen H. Burgess, Secretary 
New York State Department of Public Service 
3 Empire State Plaza, 19th Floor 
Albany, NY 12223-1350 
 
Re:  Case 06-M-0878 – Joint Petition of National Grid plc and KeySpan Corporation for 

Approval of Stock Acquisitions and other Regulatory Authorizations 
 
 Case 01-M-0075 – Joint Petition of Niagara Mohawk Holdings, Inc., Niagara 

Mohawk Power Corporation, National Grid plc and National Grid USA for 
Approval of Merger and Stock Acquisition 

 
Dear Secretary Burgess: 
 
 In accordance with the Public Service Commission’s Orders in the above referenced 
proceedings,1 enclosed please find copies of certain public financial information concerning 
National Grid plc and its energy companies’ operations in New York and the United States.  The 
enclosed information includes four documents:  
 

(i) The Brooklyn Union Gas Company d/b/a KeySpan Energy Delivery New York 
(“KEDNY”) Financial Statements for the years ended March 31, 2015 and 2014; 

 
(ii)  KeySpan Gas East Corporation d/b/a KeySpan Energy Delivery Long Island 
(“KEDLI”) Financial Statements for the years ended March 31, 2015, 2014 and 2013; 
 
(iii)  Niagara Mohawk Power Corporation d/b/a National Grid (“Niagara Mohawk”) 
Financial Statements for the years ended March 31, 2015, 2014 and 2013; and 
 
(iv)  National Grid plc – Consolidated Financial Information for the year ending March 
31, 2015. 
 

                                                           
1 Case 06-M-0878 – Joint Petition of National Grid plc and KeySpan Corporation for Approval of Stock Acquisition and 
other Regulatory Authorizations, Order Authorizing Acquisition Subject to Conditions and Making Some Revenue 
Requirement Determinations For KeySpan Energy Delivery New York and KeySpan Energy Delivery Long Island (Issued 
and Effective September 17, 2007), p. 126; and Cases 06-M-0878 and 01-M-0075 – Joint Petition of Niagara Mohawk 
Holdings, Inc., Niagara Mohawk Power Corporation, National Grid plc and National Grid USA for Approval of Merger 
and Stock Acquisition, Order Adopting Financial Protections for Niagara Mohawk Power Corporation (Issued and 
Effective March 28, 2008), App. 1, 6(b). 

Carlos A. Gavilondo 
Senior Counsel II 
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Please contact me with any questions regarding this filing. 
 
Respectfully submitted, 
 
 
/s/ Carlos A. Gavilondo   
Carlos A. Gavilondo 

 
cc: Allison Esposito 

Denise Gerbsch 
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BROOKLYN UNION GAS COMPANY
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PricewaterhouseCoopers LLP, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (646) 471 8320, www.pwc.com/us

Independent Auditor’s Report

To the Board of Directors of
The Brooklyn Union Gas Company

We have audited the accompanying consolidated financial statements of The Brooklyn Union Gas
Company (the “Company”), which comprise the consolidated balance sheets as of March 31, 2015 and
2014, and the related consolidated statements of income, comprehensive income, cash flows,
capitalization, and changes in shareholders’ equity for the years then ended.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the Company’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of The Brooklyn Union Gas Company at March 31, 2015 and 2014, and the
results of their operations and their cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

August 12, 2015
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The accompanying notes are an integral part of these consolidated financial statements.

4 Brooklyn Union Gas Company 2015

BROOKLYN UNION GAS COMPANY
CONSOLIDATED STATEMENTS OF INCOME

(in thousands of dollars)

2015 2014

Operating revenues $ 1,518,784 $ 1,624,557

Operating expenses:

Purchased gas 586,113 662,944

Operations and maintenance 433,353 447,294

Depreciation and amortization 90,979 85,238

Other taxes 190,192 200,689

Total operating expenses 1,300,637 1,396,165

Operating income 218,147 228,392

Other income and (deductions):

Interest on long-term debt (48,918) (49,022)

Other interest, including affil iate interest 1,849 (6,384)

Income from equity investments 16,995 16,439

Other deductions, net (4,292) (2,201)

Total other deductions, net (34,366) (41,168)

Income before income taxes 183,781 187,224

Income tax expense 74,354 79,592

Net income 109,427$ 107,632$

Years Ended March 31,
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The accompanying notes are an integral part of these consolidated financial statements.

Brooklyn Union Gas Company 2015 5

BROOKLYN UNION GAS COMPANY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands of dollars)

2015 2014

Net income 109,427$ 107,632$

Other comprehensive income (loss):

Unrealized (losses) gains on securities from equity investments (85) 298

Total other comprehensive (loss) income (85) 298

Comprehensive income 109,342$ 107,930$

Related tax (expense) benefit:

Unrealized (losses) gains on securities from equity investments $ 59 $ (208)

Total tax (expense) benefit 59$ (208)$

Years Ended March 31,

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-29 
Page 7 of 153

146



The accompanying notes are an integral part of these consolidated financial statements.

6 Brooklyn Union Gas Company 2015

BROOKLYN UNION GAS COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands of dollars)

2015 2014

Operating activities:
Net income 109,427$ 107,632$

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 90,979 85,238
Regulatory amortizations 38,867 38,289
Provision for deferred income taxes 60,457 60,254
Bad debt expense 8,526 3,266
Loss (income) from equity investments, net of dividends received 4,345 (919)
Allowance for equity funds used during construction - (722)
Amortization of debt discount 2,249 2,280
Net postretirement benefits expense (contributions) 16,339 (9,041)
Net environmental remediation payments (42,577) (27,698)

Changes in operating assets and liabil ities:
Accounts receivable and other receivable‚ net‚ and unbil led revenues 106,450 (118,456)
Inventory (5,819) 5,057
Regulatory assets and liabi lities, net (13,461) (36,819)
Derivative contracts 7,019 (4,109)
Prepaid and accrued taxes (11,835) (16,313)
Accounts payable and other liabi lities (1,555) 24,173
Other, net 4,428 (3,751)

Net cash provided by operating activities 373,839 108,361

Investing activities:
Capital expenditures (358,248) (249,600)
Proceeds from sale of assets - 13,877
Affil iated money pool investing and receivables/payables, net (38,010) (2,945)
Cost of removal (20,676) (27,495)
Insurance proceeds applied to capital expenditures 1,418 2,830
Other 3,379 (50)

Net cash used in investing activities (412,137) (263,383)

Financing activities:
Affil iated money pool borrowing and receivables/payables, net (2,233) 164,488
Parent loss tax allocation 17,461 -

Net cash provided by financing activities 15,228 164,488

Net (decrease) increase in cash and cash equivalents (23,070) 9,466
Cash and cash equivalents, beginning of year 26,899 17,433
Cash and cash equivalents, end of year 3,829$ 26,899$

Supplemental disclosures:
Interest paid (48,952)$ (61,303)$
State income taxes paid (2,972) (17,021)
Taxes refunded from Parent 5,477 6,130

Significant non-cash items:
Capital-related accruals included in accounts payable 39,930 21,445

Years Ended March 31,
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The accompanying notes are an integral part of these consolidated financial statements.

Brooklyn Union Gas Company 2015 7

BROOKLYN UNION GAS COMPANY
CONSOLIDATED BALANCE SHEETS

(in thousands of dollars)

2015 2014

ASSETS

Current assets:

Cash and cash equivalents 3,829$ 26,899$

Accounts receivable 391,807 450,120

Allowance for doubtful accounts (30,942) (29,120)

Other receivable - 19,005

Accounts receivable from affil iates 793 12,349

Intercompany money pool 118,055 79,993

Unbilled revenues 87,257 123,093

Inventory 61,192 55,373

Regulatory assets 16,429 20,892

Derivative contracts 5,013 3,171

Current portion of deferred income tax assets, net 26,722 20,941

Prepaid taxes 39,759 39,898

Other 9,204 15,776

Total current assets 729,118 838,390

Equity investments 72,416 76,905

Property, plant and equipment, net 3,227,937 2,906,584

Other non-current assets:

Regulatory assets 1,184,939 1,102,498

Goodwil l 1,451,141 1,451,141

Derivative contracts - 7,124

Other 19,877 21,817

Total other non-current assets 2,655,957 2,582,580

Total assets 6,685,428$ 6,404,459$

March 31,
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The accompanying notes are an integral part of these consolidated financial statements.

8 Brooklyn Union Gas Company 2015

BROOKLYN UNION GAS COMPANY
CONSOLIDATED BALANCE SHEETS

(in thousands of dollars)

2015 2014

LIABILITIES AND CAPITALIZATION

Current liabilities:

Accounts payable 126,122$ 103,098$

Accounts payable to affil iates 61,236 132,074

Taxes accrued 13,068 8,344

Customer deposits 28,764 31,961

Interest accrued 10,952 12,055

Regulatory liabi lities 71,074 54,425

Intercompany money pool 394,472 337,371

Derivative contracts 13,046 8,429

Other 20,046 41,588

Total current liabilities 738,780 729,345

Other non-current liabilities:

Regulatory liabi lities 372,695 379,939

Asset retirement obligations 13,567 12,205

Deferred income tax liabilities, net 857,989 796,742

Postretirement benefits 182,188 104,585

Environmental remediation costs 542,411 532,123

Derivative contracts 951 3,831

Other 77,972 73,617

Total other non-current liabi lities 2,047,773 1,903,042

Commitments and contingencies (Note 12)

Capitalization:

Shareholders' equity 2,858,375 2,731,572

Long-term debt 1,040,500 1,040,500

Total capitalization 3,898,875 3,772,072

Total liabilities and capitalization 6,685,428$ 6,404,459$

March 31,
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The accompanying notes are an integral part of these consolidated financial statements.

Brooklyn Union Gas Company 2015 9

BROOKLYN UNION GAS COMPANY
CONSOLIDATED STATEMENTS OF CAPITALIZATION

(in thousands of dollars)

2015 2014

Total shareholders' equity 2,858,375$ 2,731,572$

Long-term debt: Interest Rate Maturity Date

Notes payable - Senior Unsecured Note 5.60% November 29, 2016 400,000 400,000

Gas facilities revenue bonds:

1993A and 1993B 6.37% April 1, 2020 75,000 75,000

1997 Variable December 1, 2020 125,000 125,000

1996 5.50% January 1, 2021 153,500 153,500

2005A 4.70% February 1, 2024 82,000 82,000

2005B Variable June 1, 2025 55,000 55,000

1991A and 1991B 6.95% July 1, 2026 100,000 100,000

1991D Variable July 1, 2026 50,000 50,000

640,500 640,500

Long-term debt 1,040,500 1,040,500

Total capitalization 3,898,875$ 3,772,072$

March 31,
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The accompanying notes are an integral part of these consolidated financial statements.

10 Brooklyn Union Gas Company 2015

BROOKLYN UNION GAS COMPANY
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(in thousands of dollars)

The Company had 100 shares of common stock authorized, issued and outstanding, with a par value of $0.01 per share and 1 share of preferred stock, authorized, issued and outstanding, with a par value of $1
per share at March 31, 2015 and 2014.

Cumulative Additional Total Accumulated

Common Preferred Paid-in Equity Other Comprehensive Retained

Stock Stock Capital Investments Income (Loss) Earnings Total

Balance as of March 31, 2013 -$ -$ 2,614,795$ (410)$ (410)$ 9,257$ 2,623,642$

Net income - - - - 107,632 107,632

Other comprehensive income

Unrealized gains on securities from equity investments,

net of $208 tax expense - - - 298 298 - 298

Total comprehensive income 107,930

Balance as of March 31, 2014 -$ -$ 2,614,795$ (112)$ (112)$ 116,889$ 2,731,572$

Net income - - - - 109,427 109,427

Other comprehensive loss

Unrealized losses on securities from equity investments,

net of $59 tax benefit - - - (85) (85) - (85)

Total comprehensive income 109,342

Parent loss tax allocation - - 17,461 - - - 17,461

Balance as of March 31, 2015 -$ -$ 2,632,256$ (197)$ (197)$ 226,316$ 2,858,375$

Accumulated Other Comprehensive Income (Loss)
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Brooklyn Union Gas Company 2015 11

BROOKLYN UNION GAS COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION

Brooklyn Union Gas Company d/b/a National Grid New York (the “Company”) distributes natural gas to approximately
967,000 retail customers and transports natural gas to approximately 262,000 customers in the boroughs of Brooklyn and
Staten Island and two-thirds of the borough of Queens, all in New York City.

The Company is a wholly-owned subsidiary of KeySpan Corporation (“KeySpan” or the “Parent”), which is a wholly-owned
subsidiary of National Grid USA (“NGUSA”), a public utility holding company with regulated subsidiaries engaged in the
generation of electricity and the transmission, distribution, and sale of both natural gas and electricity. NGUSA is a direct
wholly-owned subsidiary of National Grid North America Inc. (“NGNA”) and an indirect wholly-owned subsidiary of National
Grid plc, a public limited company incorporated under the laws of England and Wales.

Through its wholly-owned subsidiary, North East Transmission Co., Inc. (“NETCO”), the Company owns a 19.4% interest in
Iroquois Gas Transmission System L.P. (“Iroquois”), which owns a 375-mile pipeline that transports Canadian gas supply
daily to markets in the northeastern United States. Through another wholly-owned subsidiary, the total interest in Iroquois
under KeySpan’s common control is 20.4%. Because this interest provides KeySpan and its subsidiaries the ability to
exercise significant influence over the operating and financial policies of Iroquois, the Company accounts for its interest
under the equity method of accounting. The Company’s share of the earnings or losses of the affiliate is included as income
from equity investments in the accompanying consolidated statements of income.

The accompanying consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (“U.S. GAAP”), including the accounting principles for rate-regulated entities for
the regulated business of the Company. The consolidated financial statements reflect the ratemaking practices of the
applicable regulatory authorities. All intercompany balances and transactions have been eliminated in consolidation.

The Company has evaluated subsequent events and transactions through August 12, 2015, the date of issuance of these
consolidated financial statements, and concluded that there were no events or transactions that require adjustment to, or
disclosure in, the consolidated financial statements as of and for the year ended March 31, 2015.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

In preparing consolidated financial statements that conform to U.S. GAAP, the Company must make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues, and expenses, and the disclosure of
contingent assets and liabilities included in the consolidated financial statements. Actual results could differ from those
estimates.

Regulatory Accounting

The New York Public Service Commission (“NYPSC”) regulates the rates the Company charges its customers. In certain
cases, the rate actions of the NYPSC can result in accounting that differs from non-regulated companies. In these cases, the
Company defers costs (as regulatory assets) or recognizes obligations (as regulatory liabilities) if it is probable that such
amounts will be recovered from, or refunded to, customers through future rates. Regulatory assets and liabilities are
amortized to the consolidated statements of income consistent with the treatment of the related costs in the ratemaking
process. Iroquois’ transmission assets are regulated by the Federal Energy Regulatory Commission (“FERC”) and its rates are
filed with the FERC.
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12 Brooklyn Union Gas Company 2015

Revenue Recognition

Revenues are recognized for gas distribution services provided on a monthly billing cycle basis. The Company records
unbilled revenues for the estimated amount of services rendered from the time meters were last read to the end of the
accounting period.

With respect to base distribution rates, the NYPSC has approved a Revenue Decoupling Mechanism ("RDM"), which applies
only to the Company's firm residential heating sales and transportation customers. The RDM requires the Company to
adjust its base rates annually to reflect the over or under recovery of the Company’s targeted base distribution revenues
from the prior year (May-April).

The Company’s tariff includes a cost of gas adjustment factor which requires an annual reconciliation of recoverable gas
costs and revenues. Any difference is deferred pending recovery from, or refund to, customers.

The gas distribution business is influenced by seasonal weather conditions, and, therefore, the Company’s tariff contains a
weather normalization adjustment that provides for recovery from, or refund to, firm customers of material shortfalls or
excesses of firm delivery revenues (revenues less applicable gas costs and revenue taxes) during a heating season due to
variations from normal weather.

Other Taxes

The Company collects taxes and fees from customers such as sales taxes, other taxes, surcharges, and fees that are levied
by state or local governments on the sale or distribution of gas. The Company accounts for taxes that are imposed on
customers (such as sales taxes) on a net basis (excluded from revenues), while taxes imposed on the Company, such as
excise taxes, are recognized on a gross basis. Excise taxes collected and paid for the years ended March 31, 2015 and 2014
were $35.9 million and $52.6 million, respectively.

The state of New York imposes on corporations a franchise tax that is computed as the higher of a tax based on income or a
tax based on capital. To the extent the Company’s state tax based on capital is in excess of the state tax based on income,
the Company reports such excess in other taxes and taxes accrued in the accompanying consolidated financial statements.

Income Taxes

Federal and state income taxes have been computed utilizing the asset and liability approach that requires the recognition
of deferred tax assets and liabilities for the tax consequences of temporary differences by applying enacted statutory tax
rates applicable to future years to differences between the consolidated financial statement carrying amounts and the tax
basis of existing assets and liabilities. Deferred income taxes also reflect the tax effect of net operating losses, capital losses
and general business credit carryforwards.

The effects of tax positions are recognized in the consolidated financial statements when it is more likely than not that the
position taken, or expected to be taken, in a tax return will be sustained upon examination by taxing authorities based on
the technical merits of the position. The financial effect of changes in tax laws or rates is accounted for in the period of
enactment. Deferred investment tax credits are amortized over the useful life of the underlying property.

NGNA files consolidated federal tax returns including all of the activities of its subsidiaries. Each subsidiary company
determines its current and deferred taxes based on the separate return method. The Company settles its current tax
liability or benefit each year with NGNA pursuant to a tax sharing arrangement between NGNA and its subsidiaries. Tax
benefits attributable to the tax attributes of other group companies and allocated by NGNA are treated as capital
contributions.
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Brooklyn Union Gas Company 2015 13

Cash and Cash Equivalents

Cash equivalents consist of short-term, highly liquid investments with original maturities of three months or less. Cash and
cash equivalents are carried at cost which approximates fair value.

Accounts Receivable and Allowance for Doubtful Accounts

The Company recognizes an allowance for doubtful accounts to record accounts receivable at estimated net realizable
value. The allowance is determined based on a variety of factors including, for each type of receivable, applying an
estimated reserve percentage to each aging category, taking into account historical collection and write-off experience and
management's assessment of collectability from individual customers as appropriate. The collectability of receivables is
continuously assessed and, if circumstances change, the allowance is adjusted accordingly. Receivable balances are written
off against the allowance for doubtful accounts when the accounts are disconnected and/or terminated and the balances
are deemed to be uncollectible.

Inventory

Inventory is comprised of materials and supplies as well as gas in storage. Materials and supplies are stated at the lower of
weighted average cost or market and are expensed or capitalized as used. The Company’s policy is to write-off obsolete
inventory; there were no material write-offs of obsolete inventory for the years ended March 31, 2015 or 2014.

Gas in storage is stated at weighted average cost and the related cost is recognized when delivered to customers. Existing
rate orders allow the Company to pass directly through to customers the cost of gas purchased, along with any applicable
authorized delivery surcharge adjustments. Gas costs passed through to customers are subject to regulatory approvals and
are reported periodically to the NYPSC.

The Company had materials and supplies of $11.5 million and $13.4 million and gas in storage of $49.7 million and $42
million at March 31, 2015 and 2014, respectively.

Derivative Contracts

The Company uses derivative contracts to manage commodity price risk. All derivative contracts are recorded in the
accompanying consolidated balance sheets at their fair value. All commodity costs, including the impact of derivative
contracts, are passed on to customers through the Company’s gas cost adjustment mechanism. Therefore, gains or losses
on the settlement of these contracts are initially deferred and then refunded to, or collected from, customers consistent
with regulatory requirements.

The Company’s accounting policy is to not offset fair value amounts recognized for derivative contracts and related cash
collateral receivable or payable with the same counterparty under a master netting agreement, and to record and present
the fair value of the derivative contract on a gross basis, with related cash collateral recorded within restricted cash and
special deposits in the accompanying consolidated balance sheets. There was no related cash collateral as of March 31,
2015 or 2014.

Fair Value Measurements

The Company measures derivatives at fair value. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The following is the fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value:

- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that a company has the ability
to access as of the reporting date;

- Level 2: inputs other than quoted prices included within Level 1 that are directly observable for the asset or liability
or indirectly observable through corroboration with observable market data; and
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14 Brooklyn Union Gas Company 2015

- Level 3: unobservable inputs, such as internally-developed forward curves and pricing models for the asset or
liability due to little or no market activity for the asset or liability with low correlation to observable market inputs.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input
that is significant to the fair value measurement. The Company uses valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs.

Property, Plant and Equipment

Property, plant and equipment is stated at original cost. The cost of repairs and maintenance is charged to expense and the
cost of renewals and betterments that extend the useful life of property, plant and equipment is capitalized. The capitalized
cost of additions to property, plant and equipment includes costs such as direct material, labor and benefits, and an
allowance for funds used during construction (“AFUDC”).

Depreciation is computed over the estimated useful life of the asset using the composite straight-line method. Depreciation
studies are conducted periodically to update the composite rates and are approved by the NYPSC. The average composite
rates for the years ended March 31, 2015 and 2014 were 2.5% and 2.6%, respectively. The average service life for each of
the years ended March 31, 2015 and 2014 was 54 years.

Depreciation expense includes a component for estimated future cost of removal which is recovered through rates charged
to customers. Any difference in cumulative costs recovered and costs incurred is recognized as a regulatory liability. When
property, plant and equipment is retired, the original cost, less salvage, is charged to accumulated depreciation, and the
related cost of removal is removed from the associated regulatory liability. The Company had cumulative costs recovered in
excess of costs incurred of $194.4 million and $181.3 million at March 31, 2015 and 2014, respectively.

Allowance for Funds Used During Construction

In accordance with applicable accounting guidance, the Company records AFUDC, which represents the debt and equity
costs of financing the construction of new property, plant and equipment. AFUDC equity is reported in the consolidated
statements of income as non-cash income in other deductions, net, and AFUDC debt is reported as a non-cash offset to
other interest, including affiliate interest. After construction is completed, the Company is permitted to recover these costs
through their inclusion in rate base and corresponding depreciation expense. The Company recorded AFUDC related to
equity of zero and $0.7 million and AFUDC related to debt of $0.3 million and $0.8 million for the years ended March 31,
2015 and 2014, respectively. The average AFUDC rates for the years ended March 31, 2015 and 2014 were 0.3% and 3.2%
respectively.

Goodwill

The Company tests goodwill for impairment annually on January 1, and when events occur or circumstances change that
would more likely than not reduce the fair value of the Company below its carrying amount. Goodwill is tested for
impairment using a two-step approach. The first step compares the estimated fair value of the Company with its carrying
value, including goodwill. If the estimated fair value exceeds the carrying value, then goodwill is considered not impaired. If
the carrying value exceeds the estimated fair value, then a second step is performed to determine the implied fair value of
goodwill. If the carrying value of goodwill exceeds its implied fair value, then an impairment charge equal to the difference
is recorded.

The fair value of the Company was calculated in the annual goodwill impairment test for the year ended March 31, 2015
utilizing both income and market approaches.

- To estimate fair value utilizing the income approach, the Company used a discounted cash flow methodology
incorporating its most recent business plan forecasts together with a projected terminal year calculation. Key
assumptions used in the income approach were: (a) expected cash flows for the period from April 1, 2015 to March
31, 2020; (b) a discount rate of 5.2%, which was based on the Company’s best estimate of its after-tax weighted-
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average cost of capital; and (c) a terminal growth rate of 2.25%, based on the Company’s expected long-term
average growth rate in line with estimated long-term U.S. economic inflation.

- To estimate fair value utilizing the market approach, the Company followed a market comparable methodology.
Specifically, the Company applied a valuation multiple of earnings before interest, taxes, depreciation and
amortization (“EBITDA”), derived from data of publicly-traded benchmark companies, to business operating data.
Benchmark companies were selected based on comparability of the underlying business and economics. Key
assumptions used in the market approach included the selection of appropriate benchmark companies and the
selection of an EBITDA multiple of 11, which the Company believes is appropriate based on comparison of its
business with the benchmark companies.

The Company determined the fair value of the business using 50% weighting for each valuation methodology, as it believes
that each methodology provides equally valuable information. Based on the resulting fair value from the annual analyses,
the Company determined that no adjustment of the goodwill carrying value was required at March 31, 2015 or 2014.

Prior to 2015, the Company utilized an annual impairment assessment date of January 31. Management has determined
that the use of January 1 as its annual impairment assessment date is preferable to January 31 because it facilitates a more
timely evaluation in advance of the Company’s fiscal year end of March 31. The movement of the date has not resulted in a
substantive change in the timing of recording any potential impairment.

Asset Retirement Obligations

Asset retirement obligations are recognized for legal obligations associated with the retirement of property, plant and
equipment, primarily associated with the Company’s gas distribution facilities. Asset retirement obligations are recorded at
fair value in the period in which the obligation is incurred, if the fair value can be reasonably estimated. In the period in
which new asset retirement obligations, or changes to the timing or amount of existing retirement obligations are recorded,
the associated asset retirement costs are capitalized as part of the carrying amount of the related long-lived asset. In each
subsequent period the asset retirement obligation is accreted to its present value.

The following table represents the changes in the Company’s asset retirement obligations:

Years Ended March 31,

2015 2014

Balance as of the beginning of the year 12,205$ 11,514$

Accretion expense 732 691

Revaluations to present values of estimated cash flows 630 -

Balance as of the end of the year 13,567$ 12,205$

(in thousands of dollars)

At March 31, 2015 the Company carried out a revaluation study that resulted in a net upward revaluation in estimated
costs related to the asset retirement obligations. These increases were due to changes in remediation cost and enhanced
asset replacement programs.

Accretion expense is deferred as part of the Company’s asset retirement obligation regulatory asset as management
believes it is probable that such amounts will be collected in future rates.
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Employee Benefits

The Company participates with other KeySpan subsidiaries in defined benefit pension plans and postretirement benefit other
than pension (“PBOP”) plans for its employees, administered by the Parent. The Company recognizes its portion of the
pension and PBOP plans’ funded status in the accompanying consolidated balance sheets as a net liability or asset. The cost
of providing these plans is recovered through rates; therefore, the net funded status is offset by a regulatory asset or
liability. The pension and PBOP plans’ assets are commingled and cannot be allocated to an individual company. The
Company measures and records its pension and PBOP funded status at the year-end date. Pension and PBOP plan assets
are measured at fair value, using the year-end market value of those assets.

New and Recent Accounting Guidance

Accounting Guidance Adopted in Fiscal Year 2015

Reclassifications From Accumulated Other Comprehensive Income

In February 2013, the FASB issued ASU 2013-02, “Comprehensive Income (Topic 220): Reporting of Amounts Reclassified
Out of Accumulated Other Comprehensive Income,” to improve the reporting of reclassifications out of accumulated other
comprehensive income (“AOCI”). The amendments require an entity to provide information either on the face of the
consolidated financial statements or in a single footnote on significant amounts reclassified out of AOCI and the related
income statement line items to the extent an amount is reclassified in its entirety to net income. For significant items not
reclassified to net income in their entirety, an entity is required to cross-reference to other disclosures that provide
additional information. For non-public entities, the amendments are effective prospectively for reporting periods beginning
after December 15, 2013. Early adoption is permitted. The Company adopted this guidance effective April 1, 2014 with no
impact on its financial position, results of operations or cash flows.

Accounting Guidance Not Yet Adopted

Presentation of Financial Statements - Going Concern, Disclosure of Uncertainties about an Entity's Ability to Continue as a
Going Concern

In August 2014, the FASB issued amendments on reporting about an entity’s ability to continue as a going concern in ASU
No. 2014-15, “Presentation of Financial Statements – Going Concern (Subtopic 205 - 40): Disclosure of Uncertainties about
an Entity’s Ability to Continue as a Going Concern.” The amendments provide guidance about management’s responsibility
to evaluate whether there is substantial doubt surrounding an entity’s ability to continue as a going concern. If
management concludes that substantial doubt exists, the amendments also require additional disclosures relating to
management’s evaluation and conclusion. The amendments are effective for the annual reporting period ending after
December 15, 2016 and interim periods thereafter. The application of this guidance is not expected to have a material
impact on the Company’s financial position, results of operations and cash flows.

Revenue Recognition

In May 2014, the FASB and the International Accounting Standards Board jointly issued a new revenue recognition standard
ASU No. 2014-09, “Revenue from Contracts with Customers (Topic 606).” The objective of the new guidance is to provide a
single comprehensive revenue recognition model for all contracts with customers to improve comparability. The standard
contains principles that an entity will apply to determine the measurement of revenue and timing of when it is recognized.
The underlying principle is that an entity will recognize revenue to depict the transfer of goods or services in an amount
that reflects the consideration the entity expects to receive. The new guidance must be adopted using either a full
retrospective approach or a modified retrospective approach. For non-public entities, the new guidance is effective for
periods beginning after December 15, 2018, with early adoption permitted for periods beginning after December 15, 2017.
The Company is currently evaluating the impact of the new guidance on its financial position, results of operations and cash
flows.
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Financial Statement Revision

During 2015, management determined that certain accounting transactions were not properly recorded in the Company’s
previously issued consolidated financial statements. The Company corrected the accounting by revising the prior period
consolidated financial statements, the impacts of which are described below. The Company concluded that the revisions
were not material to any prior periods.

During its review of the Company’s accounting for its RDM, management determined it had incorrectly applied its
methodology related to the unbilled component of revenue. A cumulative adjustment of $4 million (net of income taxes)
was recorded in the consolidated financial statements for the year ended March 31, 2014, of which $12.5 million was
recorded as a decrease to opening retained earnings (as of March 31, 2013) and $8.5 million was recorded as an increase to
net income within operating revenues for the year ended March 31, 2014.

Further, management determined it had not recognized a regulatory liability in relation to the Company’s Net Utility Plant
Tracker. A cumulative adjustment of $9.4 million (net of income taxes) was recorded in the consolidated financial
statements for the year ended March 31, 2014, of which $1.3 million was recorded as a decrease to opening retained
earnings (as of March 31, 2013) and $8.1 million was recorded as a decrease to net income within operating revenues for
the year ended March 31, 2014.

In addition, the Company has corrected various account balances that were improperly recorded. A cumulative adjustment
of $5 million (net of income taxes) was recorded in the consolidated financial statements for the year ended March 31,
2014, of which a $3 million was recorded as a decrease to opening retained earnings (as of March 31, 2013) and $2 million
was recorded as a decrease to net income for the year ended March 31, 2014.
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The following table shows the amounts previously reported as revised:

As Previously

Reported
(1)

Adjustments As Revised

Consolidated Statement of Income March 2014 March 2014

Operating revenues 1,623,886$ 671$ 1,624,557$

Operating income 229,767 (1,375) 228,392

Total other deductions, net (39,812) (1,356) (41,168)

Income before income taxes 189,955 (2,731) 187,224

Income tax expense 80,701 (1,109) 79,592

Net income 109,254 (1,622) 107,632

Consolidated Statement of Cash Flows March 2014 March 2014

Net cash provided by operating activities 108,760$ (399)$ 108,361$

Net cash used in investing activities (263,782) 399 (263,383)

As Previously

Reported
(1)

Adjustments As Revised

Consolidated Balance Sheet March 2014 March 2014

Property, plant and equipment, net 2,914,454$ (7,870)$ 2,906,584$

Total other non-current assets 2,640,097 19,388 2,659,485

Total current l iabil ities 722,633 6,712 729,345

Total other non-current liabilities 1,879,860 23,182 1,903,042

Retained Earnings

March 31, 2014 135,266 (18,377) 116,889

March 31, 2013 26,012 (16,755) 9,257

Shareholders' Equity

March 31, 2014 2,749,949 (18,377) 2,731,572

March 31, 2013 2,640,397 (16,755) 2,623,642

(in thousands of dollars)

(in thousands of dollars)

(1) During 2015, the Company changed its accounting policy for classification of regulatory accounts. The change in

policy resulted in reclassification of balances reported at March 31, 2014.
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3. REGULATORY ASSETS AND LIABILITIES

The Company records regulatory assets and liabilities that result from the ratemaking process. The following table presents
the regulatory assets and regulatory liabilities recorded in the accompanying consolidated balance sheets.

2015 2014

Regulatory assets

Current:

Derivative contracts 8,984$ 1,965$

Gas costs adjustment 7,115 17,252

Other 330 1,675

Total 16,429 20,892

Non-current:

Capital tracker - 8,498

Environmental response costs 738,119 718,082

Postretirement benefits 341,974 280,710

Property taxes 8,413 16,871

Temperature control/interruptible sharing 48,710 22,484

Other 47,723 55,853

Total 1,184,939 1,102,498

Regulatory liabilities

Current:

Energy efficiency 43,076 41,100

Revenue decoupling mechanism 11,586 12,849

Temporary state assessment 13,330 -

Other 3,082 476

Total 71,074 54,425

Non-current:

Cost of removal 194,425 181,329

Delivery rate adjustment 44,974 44,974

Excess earnings 88,082 88,082

Temporary state assessment - 32,751

Other 45,214 32,803

Total 372,695 379,939

Net regulatory assets 757,599$ 689,026$

March 31,

(in thousands of dollars)
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Capital tracker: During the primary term of the rate plan (2008–2012), the Company had a capital tracker mechanism that
reconciled the Company's capital expenditures to the amounts permitted in rates. The mechanism provided for a two way
(upward and downward) tracker for City and State Construction ("CSC") related expenditures and a one way (downward
only) tracker for all other capital expenditures. The Company records a carrying charge for CSC expenditures above the CSC
rate and the full revenue requirement equivalent of amounts below the rate allowance for CSC expenditures as well as all
other capital expenditures. Beginning January 1, 2013, the Capital Tracker was replaced by a Net Utility Plant and
Depreciation Expense Reconciliation Mechanism ("NUP Tracker"). The NUP Tracker requires the Company to reconcile its
annual actual average net utility plant and depreciation expense revenue requirement to targeted amounts defined in the
rate extension agreement. If the cumulative two year actual net utility plant and depreciation expense revenue
requirement are below the target, the amount will be deferred for the benefit of customers. There will be no deferral if the
Company exceeds the target.

Cost of removal: Represents cumulative amounts collected, but not yet spent, to dispose of property, plant and equipment.
This liability is discharged as removal costs are incurred.

Delivery rate adjustment: The NYPSC authorized a surcharge for recovery of regulatory assets (“Delivery Rate Surcharge”)
of $5 million beginning January 1, 2008, which increased incrementally by $5 million in rate years two through five;
aggregating to a total of approximately $75 million over the term of the rate agreement. In its order issued and effective
November 28, 2012 (Order Authorizing Recovery of Deferred Balances), the NYPSC authorized a Site Investigation and
Remediation (“SIR”) Surcharge in the amount of $25 million which superseded the Delivery Rate Surcharge effective
January 1, 2013. These SIR recoveries will be used to amortize existing SIR deferral balances. On June 5, 2015, the Company
submitted a petition to the NYPSC to increase its existing SIR Surcharge by $37.5 million annually, effective September 1,
2015 (or sooner) and remaining in effect until new base rates are set. The proposed increase in the SIR Surcharge will allow
the Company to recover some of its environmental remediation costs and minimize future bill impacts for customers.

Derivative contracts: The Company evaluates open derivative contracts for regulatory deferral by determining if they are
probable of recovery from, or refund to, customers through future rates. Derivative contracts that qualify for regulatory
deferral are recorded at fair value, with changes in fair value recorded as regulatory assets or regulatory liabilities in the
period in which the change occurs.

Energy efficiency: Represents the difference between revenue billed to customers through the Company’s energy efficiency
charge and the costs of its energy efficiency programs as approved by the NYPSC.

Environmental response costs: Represents deferred costs associated with the estimated costs to investigate and perform
certain remediation activities at former manufactured gas plant (“MGP”) sites and related facilities. The Company believes
future costs, beyond the expiration of current rate plans, will continue to be recovered through rates.

Excess earnings: At the end of each rate year (calendar year), the Company is required to provide the NYPSC with a
computation of its return on common equity capital (“ROE”). During the primary term of the rate plan (2008-2012), if the
level of earned common equity in the applicable rate year exceeded 10.5%, the Company was required to defer a portion of
the revenue equivalent associated with any over earnings for the benefit of customers. Beginning January 1, 2013, the
threshold for earnings sharing has been reduced from 10.5% to 9.4% and the sharing mechanism is calculated based upon a
cumulative average ROE over rate years 2013 and 2014 with 80% of any excess earnings applied as a credit against the SIR
deferral balance.

Gas costs adjustment: The Company is subject to rate adjustment mechanisms for commodity costs, whereby an asset or
liability is recognized resulting from differences between actual revenues and the underlying cost being recovered or
differences between actual revenues and targeted amounts as approved by the NYPSC. These amounts will be refunded to,
or recovered from, customers over the next year.

Postretirement benefits: Represents the excess costs of the Company’s pension and PBOP plans over amounts received in
rates that are deferred to a regulatory asset to be recovered in future periods, and the non-cash accrual of net actuarial
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gains and losses. Also included within this amount are certain pension deferral amounts from prior to the acquisition of
KeySpan by NGUSA, which are being recovered in rates over a ten year period ending August 2017.

Property taxes: Represents 90% of actual property and special franchise tax expenses above or below the rate allowance
for future collection from, or payment to, the Company’s customers.

Revenue decoupling mechanism: As approved by the NYPSC, the Company has a RDM which applies only to the Company's
firm residential heating sales and transportation customers. The RDM allows for annual adjustment to the Company’s
delivery rates as a result of the reconciliation between allowed revenue per customer and actual revenue per customer.
Any difference between the allowed revenue per customer and the actual revenue per customer is recorded as a regulatory
asset or regulatory liability.

Temperature control/interruptible (“TC/IT”) sharing: Under the existing rate agreement, the revenue requirement reflects
certain levels of imputed TC/IT margins. Differences between the actual margins and imputed margins are shared 90% by
ratepayers and 10% by shareholders. This regulatory asset represents the ratepayer share of the differences.

Temporary state assessment: In June 2009, the NYPSC authorized utilities, including the Company, to recover the costs
required for payment of the Temporary State Energy & Utility Service Conservation Assessment (“Temporary State
Assessment”), including carrying charges. The Temporary State Assessment is subject to reconciliation over a five year
period which began July 1, 2009. On June 18, 2014, the NYPSC issued an order authorizing certain utilities, including the
Company, to recover the Temporary State Assessment subject to reconciliation, including carrying charges, from July 1,
2014 through June 30, 2017. As of March 31, 2015, the Company over-collected on these costs. The Company is required to
net any deferred over-collected amounts against the amount to be collected during fiscal years 2014 and 2015 as well as
the first payment relating to fiscal years 2015 and 2016.

The Company records carrying charges on all regulatory balances (with the exception of derivative contracts, cost of
removal, environmental response costs, and regulatory deferred tax balances), for which cash expenditures have been
made and are subject to recovery, or for which cash has been collected and is subject to refund. Carrying charges are not
recorded on items for which expenditures have not yet been made.

4. RATE MATTERS

General Rate Case

On June 13, 2013, the NYPSC approved a rate plan extension covering the Company’s 2013 and 2014 rate years. The
Company’s revenue requirements for both years have been modified as follows: (i) there is no change in base delivery
rates, other than those previously approved by the NYPSC in the rate plan extension, (ii) the allowed ROE decreased from
9.8% to 9.4%, and (iii) the common equity ratio in the capital structure increased from 45% to 48%.

Management Audit

In February 2011, the NYPSC selected Overland Consulting Inc., (“Overland”) to perform a management audit of NGUSA’s
affiliate cost allocations, policies and procedures. The Company disputed certain of Overland’s final audit conclusions and
the NYPSC ordered that further proceedings be conducted to address what, if any, ratemaking adjustments were necessary.
On September 5, 2014 the NYPSC approved a settlement that resolves all outstanding issues relating to the audit and
establishes a $13.3 million regulatory liability.

Gas Management Audit

In February 2013, the NYPSC initiated a comprehensive management and operational audit of NGUSA’s New York gas
businesses, including the Company, pursuant to the Public Service Law requirement that major electric and gas utilities
undergo an audit every five years. The audit commenced in August 2013 and the NYPSC issued an audit findings report in
October 2014. The audit findings found that the Company’s operations performed well in providing reliable gas service, and
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strength in operations, network planning, project management, work management, load forecasting, supply procurement
and customer systems support. Also included were 31 recommendations for improvement, including: reconstituting the
boards of directors of NGUSA and the gas companies in New York to include more objective oversight; establishing stronger
reporting authority between the New York jurisdictional president and operational organizations; preparing a true strategic
plan for NGUSA’s New York operations to serve as a road map for investments, programs and operations to build upon the
state energy plan and energy initiatives; developing a five-year, integrated, system-wide plan that includes all gas reliability
work, mandated replacements, growth projects and system planning work; enhancing internal service level agreements to
promote accountability for performance and costs; and undertaking a full accounting of all costs associated with NGUSA’s
SAP enterprise wide system. In November 2014, NGUSA’s New York gas businesses filed joint audit implementation plans
addressing each of the audit recommendations. On May 14, 2015, the NYPSC issued an order accepting without
modifications the joint implementation plans and directing NGUSA’s New York gas businesses to execute the plans.

Operations Audit

In August 2013, the NYPSC initiated an operational audit to review the accuracy of the customer service, electric reliability,
and gas safety data reported by the investor owned utilities operating in New York, including the Company. On December
19, 2013, the NYPSC selected Overland to conduct the audit, which commenced in February 2014. At the time of the
issuance of these consolidated financial statements, the Company has not received the final audit findings and cannot
predict the outcome of this audit.

Operations Staffing Audit

In January 2014, the NYPSC initiated an operational audit to review internal staffing levels and use of contractors for the
core utility functions of the investor owned utilities operating in New York, including the Company. On June 26, 2014, the
NYPSC selected The Liberty Consulting Group to conduct the audit. At the time of the issuance of these consolidated
financial statements, the Company cannot predict the outcome of this operational audit.

Capital Reconciliation Mechanism Petition

In June 2015, the Company submitted a petition to the NYPSC requesting a modification to the two-year NUP Tracker ended
December 31, 2014. While the Company implemented and largely completed its capital program for 2013 and 2014, its
ability to launch certain programs was hampered by SuperStorm Sandy and its aftermath. The impact of these delays and
other related issues was a deferred liability, which was offset against the regulatory asset recorded in relation to the
primary term of the rate plan. The requested modification to the NUP Tracker Mechanism would provide for an additional
two year reconciliation period (calendar years 2015 and 2016) to complete more capital projects and facilitate the
Company’s plan to invest in its distribution system infrastructure. If approved, the extension would be effective September
1, 2015.
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5. PROPERTY, PLANT AND EQUIPMENT

The following table summarizes property, plant and equipment at cost along with accumulated depreciation and

amortization:

2015 2014

Plant and machinery $ 3,787,992 $ 3,523,161
Land and buildings 190,530 174,708

Assets in construction 238,682 199,022

Software and other intangibles 124,399 124,399

Total property, plant and equipment 4,341,603 4,021,290

Accumulated depreciation and amortization (1,113,666) (1,114,706)

Property, plant and equipment, net 3,227,937$ 2,906,584$

(in thousands of dollars)

March 31,

6. DERIVATIVE CONTRACTS

The Company utilizes derivative contracts, such as gas swap contracts, gas option contracts and gas purchase contracts, to
manage commodity price risk associated with its natural gas purchases. The Company’s risk management strategy is to
reduce fluctuations in firm gas sales prices to its customers.

The Company’s financial exposures are monitored and managed as an integral part of the Company’s overall financial risk
management policy. The Company engages in risk management activities, only in commodities and financial markets where
it has an exposure, and only in terms and volumes consistent with its core business.

Volumes

Volumes of outstanding commodity derivative contracts measured in dekatherms (“dths”) are as follows:

2015 2014

Gas swap contracts 18,252 13,732

Gas option contracts 2,220 9,350

Gas purchase contracts 17,564 22,310

Total 38,036 45,392

(in thousands)

March 31,
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Amounts Recognized in the Accompanying Consolidated Balance Sheets

2015 2014 2015 2014

Current assets: Current liabil ities:

Rate recoverable contracts: Rate recoverable contracts:

Gas swap contracts 1,573$ 1,757$ Gas swap contracts 6,283$ 3,432$

Gas option contracts 36 905 Gas option contracts 290 253

Gas purchase contracts 3,404 509 Gas purchase contracts 6,473 4,744

5,013 3,171 13,046 8,429

Other non-current assets: Other non-current liabil ities:

Rate recoverable contracts: Rate recoverable contracts:

Gas purchase contracts - 7,124 Gas purchase contracts 951 3,831

- 7,124 951 3,831

Total 5,013$ 10,295$ Total 13,997$ 12,260$

Asset Derivatives Liability Derivatives

March 31, March 31,

(in thousands of dollars) (in thousands of dollars)

The changes in fair value of the Company’s rate recoverable contracts are offset by changes in regulatory assets and
liabilities. As a result, the changes in fair value of those contracts had no impact in the accompanying consolidated
statements of income. The Company had no derivative contracts not subject to rate recovery as of March 31, 2015 and
2014.

Credit and Collateral

The Company is exposed to credit risk related to transactions entered into for commodity price risk management. Credit
risk represents the risk of loss due to counterparty non-performance. Credit risk is managed by assessing each
counterparty’s credit profile and negotiating appropriate levels of collateral and credit support.

The credit policy for commodity transactions is managed and monitored by NGUSA’s Executive Energy Risk Management
Committee (“EERC”), which is responsible for approving risk management policies and objectives for risk assessment,
control and valuation, and the monitoring and reporting of risk exposures. NGUSA’s Energy Procurement Risk Management
Committee (“EPRMC”) is responsible for approving transaction strategies, annual supply plans, and counterparty credit
approval, as well as all valuation and control procedures. The EERC is chaired by the Global Tax and Treasury Director and
reports to the Finance Committee. The EPRMC is chaired by the Vice President of U.S. Treasury and reports to the EERC.

The EPRMC monitors counterparty credit exposure and appropriate measures are taken to bring such exposures below the
limits, including, without limitation, netting agreements, and limitations on the type and tenor of trades. The Company
enters into enabling agreements that allow for payment netting with its counterparties, which reduce its exposure to
counterparty risk by providing for the offset of amounts payable to the counterparty against amounts receivable from the
counterparty. In instances where a counterparty’s credit quality has declined, or credit exposure exceeds certain levels, the
Company may limit its credit exposure by restricting new transactions with the counterparty, requiring additional collateral
or credit support, and negotiating the early termination of certain agreements. Similarly, the Company may be required to
post collateral to its counterparties.

The Company’s credit exposure for all derivative contracts, applicable payables and receivables, and instruments that are
subject to master netting agreements, was a liability of $8.7 million and $3.2 million as of March 31, 2015 and 2014,
respectively.
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The aggregate fair value of the Company’s derivative contracts with credit-risk-related contingent features that are in a
liability position at March 31, 2015 and 2014 was $5.3 million and $4.1 million, respectively. The Company had no collateral
posted for these instruments at March 31, 2015 or 2014. If the Company’s credit rating were to be downgraded by one or
two levels, it would not be required to post any additional collateral. If the Company’s credit rating were to be downgraded
by three levels, it would be required to post $5.4 million and $4.4 million additional collateral to its counterparties at March
31, 2015 and 2014, respectively.

Offsetting Information for Derivatives Subject to Master Netting Arrangements

Gross amounts Net amounts of assets

Gross amounts offset in the presented in the Cash

of recognized Consolidated Consolidated Financial collateral Net

assets Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 1,573$ -$ 1,573$ -$ -$ 1,573$

Gas option contracts 36 - 36 - - 36

Gas purchase contracts 3,404 - 3,404 - - 3,404

Total 5,013$ -$ 5,013$ -$ -$ 5,013$

Gross amounts Net amounts of liabil ities
Gross amounts offset in the presented in the Cash

of recognized Consolidated Consolidated Financial collateral Net

liabil ities Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 6,283$ -$ 6,283$ -$ -$ 6,283$

Gas option contracts 290 - 290 - - 290

Gas purchase contracts 7,424 - 7,424 - - 7,424

Total 13,997$ -$ 13,997$ -$ -$ 13,997$

Gross Amounts Not Offset in the Consolidated Balance Sheets

(in thousands of dollars)
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Gross amounts Net amounts of assets

Gross amounts offset in the presented in the Cash

of recognized Consolidated Consolidated Financial collateral Net

assets Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 1,757$ -$ 1,757$ -$ -$ 1,757$

Gas option contracts 905 - 905 - - 905

Gas purchase contracts 7,633 - 7,633 - - 7,633

Total 10,295$ -$ 10,295$ -$ -$ 10,295$

Gross amounts Net amounts of liabil ities
Gross amounts offset in the presented in the Cash

of recognized Consolidated Consolidated Financial collateral Net

liabil ities Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 3,432$ -$ 3,432$ -$ -$ 3,432$

Gas option contracts 253 - 253 - - 253

Gas purchase contracts 8,575 - 8,575 - - 8,575

Total 12,260$ -$ 12,260$ -$ -$ 12,260$

Gross Amounts Not Offset in the Consolidated Balance Sheets

(in thousands of dollars)

March 31, 2014

7. FAIR VALUE MEASUREMENTS

The following tables present assets and liabilities measured and recorded at fair value in the accompanying consolidated
balance sheets on a recurring basis and their level within the fair value hierarchy as of March 31, 2015 and 2014:

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas swap contracts -$ 1,573$ -$ 1,573$

Gas option contracts - - 36 36

Gas purchase contracts - 17 3,387 3,404

Total - 1,590 3,423 5,013

Liabilities:

Derivative contracts

Gas swap contracts - 6,283 - 6,283

Gas option contracts - - 290 290

Gas purchase contracts - 84 7,340 7,424

Total - 6,367 7,630 13,997

Net liabilities -$ (4,777)$ (4,207)$ (8,984)$

March 31, 2015

(in thousands of dollars)
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Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas swap contracts -$ 1,757$ -$ 1,757$

Gas option contracts - - 905 905

Gas purchase contracts - 34 7,599 7,633

Total - 1,791 8,504 10,295

Liabilities:

Derivative contracts

Gas swap contracts - 3,432 - 3,432

Gas option contracts - - 253 253

Gas purchase contracts - 107 8,468 8,575

Total - 3,539 8,721 12,260

Net liabilities -$ (1,748)$ (217)$ (1,965)$

March 31, 2014

(in thousands of dollars)

Derivative Contracts: The Company’s Level 2 fair value derivative contracts primarily consist of over-the-counter (“OTC”)
gas swap contracts and gas purchase contracts with pricing inputs obtained from the New York Mercantile Exchange and
the Intercontinental Exchange (“ICE”), except in cases where the ICE publishes seasonal averages or where there were no
transactions within the last seven days. The Company may utilize discounting based on quoted interest rate curves,
including consideration of non-performance risk, and may include a liquidity reserve calculated based on bid/ask spread for
the Company’s Level 2 derivative contracts. Substantially all of these price curves are observable in the marketplace
throughout at least 95% of the remaining contractual quantity, or they could be constructed from market observable curves
with correlation coefficients of 95% or higher.

The Company’s Level 3 fair value derivative contracts primarily consist of OTC gas option contracts and gas purchase
contracts, which are valued based on internally-developed models. Industry-standard valuation techniques, such as the
Black-Scholes pricing model, Monte Carlo simulation, and Financial Engineering Associates libraries are used for valuing
such instruments. A derivative is designated Level 3 when it is valued based on a forward curve that is internally developed,
extrapolated or derived from market observable curves with correlation coefficients less than 95%, where optionality is
present, or if non-economic assumptions are made. The internally developed forward curves have a high level of correlation
with Platts Mark-to-Market curves and are reviewed by the middle office. The Company considers non-performance risk
and liquidity risk in the valuation of derivative contracts categorized in Level 2 and Level 3.

Changes in Level 3 Derivative Contracts

2015 2014

Balance as of the beginning of the year (217)$ (3,902)$

Total gains or losses included in regulatory assets and liabi lities (10,423) 5,209

Settlements 6,433 (1,524)

Balance as of the end of the year (4,207)$ (217)$

Years Ended March 31,

(in thousands of dollars)
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A transfer into Level 3 represents existing assets or liabilities that were previously categorized at a higher level for which the
inputs became unobservable during the year. A transfer out of Level 3 represents assets and liabilities that were previously
classified as Level 3 for which the inputs became observable based on the criteria discussed previously for classification in
Level 2. These transfers, which are recognized at the end of each period, result from changes in the observability of forward
curves from the beginning to the end of each reporting period. There were no transfers between Level 1 and Level 2, and
no transfers into or out of Level 3, during the years ended March 31, 2015 or 2014.

Quantitative Information About Level 3 Fair Value Measurements

The following tables provide information about the Company’s Level 3 valuations:

Level 3 Valuation Significant

Commodity Position Technique(s) Unobservable Input Range

Assets (Liabilities) Total

Gas

Purchase

contracts 3,087$ (7,340)$ (4,253)$

Discounted

Cash Flow Forward Curve (A) $0.96 - $11.47/dth

Gas/Power

Cross commodity

contracts 300 - 300

Discounted

Cash Flow Forward Curve

$23.61 -

$378.51/dth

Gas Option contracts 36 (290) (254)

Discounted

Cash Flow Implied Volati lity 34% - 41%

Total 3,423$ (7,630)$ (4,207)$

(A) Includes deals with valuation assumptions on gas supply.

Fair Value as of March 31, 2015

(in thousands of dollars)

Level 3 Valuation Significant

Commodity Position Technique(s) Unobservable Input Range

Assets (Liabilities) Total

Gas

Purchase

contracts 7,385$ (8,468)$ (1,083)$

Discounted

Cash Flow Forward Curve (A)

$2.434 -

$17.310/dth

Gas/Power

Cross commodity

contracts 214 - 214

Discounted

Cash Flow Forward Curve $50.93 - $98.98/dth

Gas Option contracts 905 (253) 652

Discounted

Cash Flow Implied Volati lity 29% - 31%

Total 8,504$ (8,721)$ (217)$

(A) Includes deals with valuation assumptions on gas supply.

Fair Value as of March 31, 2014

(in thousands of dollars)

The significant unobservable inputs listed above would have a direct impact on the fair values of the Level 3 instruments if
they were adjusted. The significant unobservable inputs used in the fair value measurement of the Company’s gas purchase
and gas option derivatives are forward commodity prices, both gas and electric, implied volatility and valuation
assumptions pertaining to peaking gas deals based on forward gas curves. A relative change in commodity price at various
locations underlying the open positions can result in significantly different fair value estimates.
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Other Fair Value Measurements

The Company’s consolidated balance sheets reflect long-term debt at amortized cost. The fair value of the Company’s long-
term debt was based on quoted market prices when available, or estimated using quoted market prices for similar debt.
The fair value of this debt at March 31, 2015 and 2014 was $1.2 billion.

All other financial instruments in the accompanying consolidated balance sheets such as accounts receivable, accounts
payable, and the intercompany money pool are stated at cost, which approximates fair value.

8. EMPLOYEE BENEFITS

The Company participates with certain other KeySpan subsidiaries in qualified and non-qualified non-contributory defined
benefit plans (the “Pension Plans”) and a PBOP plan (together with the Pension Plans (the “Plans”)), covering substantially
all employees.

The Pension Plans provide union employees, as well as all non-union employees hired before January 1, 2011, with a
retirement benefit. Supplemental non-qualified, non-contributory executive retirement programs provide additional
defined pension benefits for certain executives. The PBOP plan provides health care and life insurance coverage to eligible
retired employees. Eligibility is based on age and length of service requirements and, in most cases, retirees must
contribute to the cost of their coverage.

During the years ended March 31, 2015 and 2014, the Company made contributions of approximately $22.8 million and
$45.6 million, respectively, to the Plans.

The Plans’ assets are commingled and cannot be specifically allocated to an individual company. The Plans’ costs are first
directly charged to the Company based on the Company’s employees that participate in the Plans. Costs associated with
affiliated service companies’ employees are then allocated as part of the labor burden for work performed on the
Company’s behalf. In addition, certain changes in the funded status of the Plans are also allocated based on the employees
associated with the Company through an intercompany payable account and are presented as postretirement benefits in
the accompanying consolidated balance sheets. Pension and PBOP expenses are included in operations and maintenance
expense in the accompanying consolidated statements of income.

KeySpan’s unfunded obligations at March 31, 2015 and 2014 are as follows:

March 31,

2015 2014

Pension 1,055,558$ 704,169$

PBOP 985,669 916,706

2,041,227$ 1,620,875$

(in thousands of dollars)
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The Company’s net pension and PBOP expenses directly charged and allocated from affiliated service companies, net of
capital, for the years ended March 31, 2015 and 2014 are as follows:

March 31,

2015 2014

Pension 15,656$ 15,634$

PBOP 19,186 19,186

34,842$ 34,820$

(in thousands of dollars)

Defined Contribution Plan

NGUSA has a defined contribution pension plan that covers substantially all employees. For the years ended March 31,
2015 and 2014, the Company recognized an expense in the accompanying consolidated statements of income of $1.1
million and $1 million, respectively, for matching contributions.

Other Benefits

At March 31, 2015 and 2014, the Company had accrued workers compensation, auto, and general insurance claims which
have been incurred but not yet reported of $10.5 million and $10 million, respectively.

9. CAPITALIZATION

Gas Facilities Revenue Bonds

The Company has outstanding tax-exempt Gas Facilities Revenue Bonds (“GFRB”) issued through the New York State Energy
Research and Development Authority. At March 31, 2015 and 2014, $640.5 million of GFRB were outstanding; $230 million
of which are variable-rate, auction rate bonds. The interest rate on the various variable rate series due starting December 1,
2020 through July 1, 2026 is reset weekly and ranged from 0.07% to 0.44% during the year ended March 31, 2015 and
0.07% to 0.51% during the year ended March 31, 2014. The GFRB are currently in auction rate mode and are backed by
bond insurance. These bonds cannot be put back to the Company and, in the case of a failed auction, the resulting interest
rate on the bonds would revert to the maximum auction rate which depends on the current appropriate, short-term
benchmark rates and the senior secured rating of the Company’s bonds. The effect of the failed auctions on interest
expense was not material for the years ended March 31, 2015 or 2014.

Debt Maturities

The aggregate maturities of long-term debt for the years subsequent to March 31, 2015 are as follows:

(in thousands of dollars)

Years Ending March 31,

2016 -$

2017 400,000

2018 -

2019 -

2020 -

Thereafter 640,500

Total 1,040,500$
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The Company is obligated to meet certain non-financial covenants. During the years ended March 31, 2015 and 2014 the
Company was in compliance with all such covenants.

Dividend Restrictions

Pursuant to the NYPSC’s orders, the ability of the Company to pay dividends to KeySpan is conditioned upon maintenance
of a utility capital structure with debt not exceeding 56% of total utility capitalization. At March 31, 2015 and 2014, the
Company was in compliance with the utility capital structure required by the NYPSC.

Preferred Stock

In connection with the acquisition of KeySpan by NGUSA, the Company became subject to a requirement to issue a class of
preferred stock, having one share (the “Golden Share”), subordinate to any existing preferred stock. The holder of the
Golden Share would have voting rights that limit the Company’s right to commence any voluntary bankruptcy, liquidation,
receivership or similar proceeding without the consent of the holder of the Golden Share. The NYPSC subsequently
authorized the issuance of the Golden Share to a trustee, GSS Holdings, Inc. (“GSS”), who will hold the Golden Share subject
to a Services and Indemnity Agreement requiring GSS to vote the Golden Share in the best interests of New York State. On
July 8, 2011, the Company issued the Golden Share with a par value of $1.

10. INCOME TAXES

Components of Income Tax Expense

2015 2014

Current tax expense (benefit):

Federal $ 9,486 $ 10,596

State 4,411 8,742

Total current tax benefit 13,897 19,338

Deferred tax expense:

Federal 49,663 50,816

State 11,705 10,349

Total deferred tax expense 61,368 61,165

Amortized investment tax credits, net
(1)

(911) (911)

Total deferred tax expense 60,457 60,254

Total income tax expense $ 74,354 $ 79,592

Years Ended March 31,

(in thousands of dollars)

(1) Investment tax credits (“ITC”) are being deferred and amortized over the depreciable life of the property giving rise to the credits.
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Statutory Rate Reconciliation

The Company’s effective tax rates for the years ended March 31, 2015 and 2014 are 40.5% and 42.5%, respectively. The
following table presents a reconciliation of income tax expense at the federal statutory tax rate of 35% to the actual tax
expense:

2015 2014

Computed tax 64,323$ 65,527$

Change in computed taxes resulting from:

State income tax, net of federal benefit 10,475 12,410

Temporary differences flowed through - 1,404

Investment tax credits (911) (911)

Other items, net 467 1,162

Total 10,031 14,065

Federal and state income taxes $ 74,354 $ 79,592

Years Ended March 31,

(in thousands of dollars)

The Company is included in the NGNA and subsidiaries consolidated federal income tax return. The Company has joint and
several liability for any potential assessments against the consolidated group.

In September 2013, the U.S. Department of the Treasury issued final tangible property regulations, which provide guidance
for the application of Internal Revenue Code (“IRC”) §162(a) and IRC §263(a) to amounts paid to acquire, produce, or
improve tangible property. In August 2014, the U.S. Department of Treasury also finalized the depreciable property
disposition regulations. Both sets of regulations become effective for tax years beginning on or after January 1, 2014, which,
for the Company, is the fiscal year ended March 31, 2015. The Company intends to adopt these regulations with its fiscal
year 2015 federal tax return and has estimated a favorable §481(a) adjustment of $10.7 million related to dispositions of
depreciable property and an unfavorable §481(a) adjustment of $1.7 million related to repairs deduction following casualty
loss.

On March 31, 2014, New York’s legislature enacted, as part of the 2014-15 budget package, legislation which included
significant tax changes. For tax years beginning on or after January 1, 2016, the New York corporate franchise rate is
reduced from 7.1% to 6.5%. Additionally, for tax years beginning on or after January 1, 2015, New York State will generally
require combined reporting if the taxpayer is engaged in a unitary business and a 50% common ownership test is met. The
Metropolitan Transportation Authority surcharge rate increased from 17% to 25.6% of the New York rate for taxable years
beginning after 2014 and before 2016. For subsequent years, the rate is to be adjusted by the Commissioner of the New
York State Department of Taxation and Finance. As of March 31, 2014, the Company remeasured its New York State
deferred tax assets and liabilities based upon the enacted law that will apply when the corresponding state temporary
differences are expected to be realized or settled. Specifically, to reflect the decrease in tax rate, the Company decreased
its New York State deferred tax liability by $6.9 million with an offset to regulatory liabilities.
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Deferred Tax Components

2015 2014

Deferred tax assets:

Environmental remediation costs 259,968$ 230,171$

Future federal benefit on state taxes 41,045 36,921

Postretirement benefits and other employee benefits 115,245 51,667

Regulatory liabilities - other 140,829 113,992

Other items 34,221 25,120

Total deferred tax assets
(1)

591,308 457,871

Deferred tax liabilities:

Property related differences 787,829 697,629

Regulatory assets - environmental response costs 344,783 311,307

Regulatory assets - postretirement benefits 135,724 120,655

Regulatory assets - other 90,990 51,659

Other items 60,346 48,608

Total deferred tax liabi lities 1,419,672 1,229,858

Net deferred income tax liabilities 828,364 771,987

Deferred investment tax credits 2,903 3,814

Net deferred income tax liabilities and investment tax credits 831,267 775,801

Current portion of deferred income tax l iabil ities (assets), net (26,722) (20,941)

Deferred income tax liabilities, net 857,989$ 796,742$

March 31,

(in thousands of dollars)

(1) There were no valuation allowances for deferred tax assets at March 31, 2015 or 2014.

The following table presents the amounts and expiration dates of operating losses as of March 31, 2015:

Expiration of net operating losses: Federal

(in thousands of dollars)

3/27/2029 $ 35,582

3/31/2033 12,085

Expiration of state and city net operating losses: NYS

3/31/2029 $ 60,834

3/31/2033 39,254

(in thousands of dollars)

Unrecognized Tax Benefits

As of March 31, 2015 and 2014, the Company’s unrecognized tax benefits totaled $72.2 million and $73.4 million,
respectively, of which $0.8 million and zero, respectively, would affect the effective tax rate, if recognized. The
unrecognized tax benefits are included in other non-current liabilities in the accompanying consolidated balance sheets.
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The following table presents changes to the Company’s unrecognized tax benefits:

2015 2014

Balance as of the beginning of the year 73,428$ 113,030$

Gross increases - tax positions in prior periods 1,331 2,046

Gross decreases - tax positions in prior periods (13,988) (16,622)

Gross increases - current period tax positions 11,410 13,727

Settlements with tax authorities - (38,753)

Balance as of the end of the year 72,181$ 73,428$

Years Ended March 31,

(in thousands of dollars)

As of March 31, 2015 and 2014, the Company has accrued for interest related to unrecognized tax benefits of $3.6 million
and $2.5 million, respectively. During the years ended March 31, 2015 and 2014, the Company recorded interest expense of
$1.4 million and $3.9 million, respectively. The Company recognizes interest related to unrecognized tax benefits in other
interest, including affiliate interest and related penalties, if applicable, in other income (deductions), net, in the
accompanying consolidated statements of income. No tax penalties were recognized during the years ended March 31,
2015 or 2014.

It is reasonably possible that other events will occur during the next twelve months that would cause the total amount of
unrecognized tax benefits to increase or decrease. However, the Company does not believe any such increases or decreases
would be material to its results of operations, financial position, or cash flows.

During the year ended March 31, 2014, the Internal Revenue Service (“IRS”) concluded its examination of the NGNA
consolidated filing group's corporate income tax returns, which includes corporate income tax returns of KeySpan
Corporation and subsidiaries for the short period ended August 24, 2007, and of NGNA and subsidiaries for the periods
ended March 31, 2008 and 2009. These examinations were completed on March 27, 2014 and March 31, 2014,
respectively, with an agreement on the majority of income tax issues for the years referenced above, as well as an
acknowledgment that certain discrete items remain disputed. NGNA is in the process of appealing these disputed issues
with the IRS Office of Appeals. The Company does not anticipate a change in its unrecognized tax positions in the next
twelve months as a result of the appeals. However, pursuant to the Company’s tax sharing agreement, the audit or appeals
may result in a change to allocated tax. The tax returns for the years ended March 31, 2010 through March 31, 2015 remain
subject to examination by the IRS.

The State of New York is in the process of examining the Company’s New York State income tax returns for the years ended

August 24, 2007 through March 31, 2008. The tax returns for the years ended March 31, 2009 through March 31, 2015

remain subject to examination by the State of New York.

The following table indicates the earliest tax year subject to examination for each major jurisdiction:

Jurisdiction Tax Year

Federal August 24, 2007*

New York August 24, 2007

*The KeySpan consolidated filing group for the tax year ended August 24, 2007 and the NGNA consolidated filing group for
the fiscal years ended March 31, 2008 and 2009 are in the process of appealing certain disputed issues with the IRS Office
of Appeals.
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11. ENVIRONMENTAL MATTERS

The normal ongoing operations and historic activities of the Company are subject to various federal, state and local
environmental laws and regulations. Under federal and state Superfund laws, potential liability for the historic
contamination of property may be imposed on responsible parties jointly and severally, without regard to fault, even if the
activities were lawful when they occurred.

In March of 2010, the Gowanus Canal was named to the United States Environmental Protection Agency (“EPA”) Superfund
List. The Company’s predecessor owned three historical manufactured gas plants located along the Canal. In September of
2013, the EPA issued its Record of Decision, which prescribes the remedy for the Canal. The EPA estimates the entire
remedy will cost $506 million. On March 21, 2014, the EPA issued a Unilateral Administrative Order to the Company and
more than twenty-five other industrial potentially responsible parties (“PRPs”), to commence the design of the remedy.
Although no estimate for the design of the remedy was given, an estimate of 10% of remedy cost is typically used when
estimating design costs. The Company is negotiating with the other PRPs to share work and costs.

The Company has identified numerous MGP sites and related facilities, which were owned or operated by the Company or
its predecessors. These former sites, some of which are no longer owned by the Company, have been identified to the
NYPSC and the New York State Department of Environmental Conservation (“DEC”) for inclusion on appropriate site
inventories. Administrative Orders on Consent or Voluntary Cleanup Agreements have been executed with the DEC to
address the investigation and remediation activities associated with certain sites. Expenditures incurred for the years ended
March 31, 2015 and 2014 were $42.6 million and $27.7 million, respectively.

Upon the acquisition of KeySpan by NGUSA, the Company recognized its environmental liabilities at fair value. The fair
values included discounting of the reserve, which is being accreted over the period for which remediation is expected to
occur. Following the acquisition, these environmental liabilities are recognized in accordance with the current accounting
guidance for environmental obligations.

The Company estimated the remaining costs of environmental remediation activities were $542.4 million and $532.1
million at March 31, 2015 and 2014, respectively. The Company’s environmental obligation is discounted at a rate of 6.5%;
the undiscounted amount of environmental liabilities at March 31, 2015 and 2014 was $658.5 million and $647.2 million,
respectively. These costs are expected to be incurred over approximately 40 years, and the discounted amounts have been
recorded as reserves in the accompanying consolidated balance sheets. However, remediation costs for each site may be
materially higher than estimated, depending on changing technologies and regulatory standards, selected end use for each
site, and actual environmental conditions encountered. The Company has recovered amounts from certain insurers, and,
where appropriate, the Company may seek recovery from other insurers and from other potentially responsible parties, but
it is uncertain whether, and to what extent, such efforts will be successful.

By rate orders, the NYPSC has provided for the recovery of SIR costs. Accordingly, as of March 31, 2015 and 2014, the
Company has recorded net environmental regulatory assets of $736.4 million and $718 million, respectively.

The Company believes that its ongoing operations, and its approach to addressing conditions at historic sites, are in
substantial compliance with all applicable environmental laws, and that the obligations imposed on it because of the
environmental laws will not have a material impact on its results of operations or financial position since, as noted above,
environmental expenditures incurred by the Company are recoverable from customers.

12. COMMITMENTS AND CONTINGENCIES

Operating Lease Obligations

The Company has an operating lease for office space which is utilized by both the Company and its affiliates. A portion of
the lease expense is allocated from the service company to the affiliated entities that benefit from its use. The gross rental
expense for the leasehold was approximately $11.9 million and $11.5 million the years ended March 31, 2015 and 2014,
respectively. The rental expense, net of amounts allocated to affiliated entities, recognized by the Company in the
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accompanying consolidated statements of income was approximately $4 million and $3.1 million for the years ended March
31, 2015 and 2014, respectively.

The future minimum lease payments for the years subsequent to March 31, 2015 are as follows:

(in thousands of dollars)

Years Ending March 31,

2016 12,232$

2017 12,238

2018 12,422

2019 12,633

2020 12,866

Thereafter 63,142

Total 125,533$

Purchase Commitments

The Company has long-term commitments with a variety of suppliers and pipelines to purchase gas supply, gas storage
capability, and transportation of gas on interstate gas pipelines. The Company is liable for these payments regardless of the
level of services required from third-parties.

The Company’s commitments under these long-term contracts for the years subsequent to March 31, 2015 are summarized
in the table below:

(in thousands of dollars) Capital

Years Ending March 31, Gas Expenditures

2016 184,970$ 36,143$

2017 158,170 12,535

2018 131,265 -

2019 70,068 -

2020 58,723 -

Thereafter 381,509 -

Total 984,705$ 48,678$

Legal Matters

The Company is subject to various legal proceedings arising out of the ordinary course of its business. The Company does
not consider any of such proceedings to be material, individually or in the aggregate, to its business or likely to result in a
material adverse effect on its results of operations, financial position, or cash flows.

SuperStorm Sandy

In October 2012, SuperStorm Sandy hit the northeastern U.S. affecting energy supply to customers in the Company’s
service territory. Total costs associated with gas customer service restoration from this storm (including capital
expenditures) through March 31, 2014 were approximately $69.1 million.

The Company had recorded an “other receivable” in the accompanying consolidated balance sheets in the amount of $19
million as of March 31, 2014, relating to claims filed against its property damage insurance policy, net of insurance
deductibles, allowances, and advance payments received. In December 2014, NGUSA reached a final settlement with its
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insurers, of which the Company’s allocated portion was $52.2 million (inclusive of advance payments of $29.2 million), and
received final payment for the remaining amounts due. This resulted in the Company recognizing a gain of $2.6 million for
the year ended March 31, 2015, recorded as a reduction to operations and maintenance expense in the accompanying
consolidated statements of income.

13. RELATED PARTY TRANSACTIONS

Accounts Receivable from and Accounts Payable to Affiliates

NGUSA and its affiliates provide various services to the Company, including executive and administrative, customer
services, financial (including accounting, auditing, risk management, tax, and treasury/finance), human resources,
information technology, legal and strategic planning, that are charged between the companies and charged to each
company.

The Company records short-term receivables from, and payables to, certain of its affiliates in the ordinary course of
business. The amounts receivable from, and payable to, its affiliates do not bear interest and are settled through the
intercompany money pool. A summary of net outstanding accounts receivable from affiliates and accounts payable to
affiliates is as follows:

2015 2014 2015 2014

Boston Gas Company -$ 16$ -$ -$

KeySpan Corporation - - 35,323 11,527

KeySpan Gas East Corporation - 10,034 6,005 -

National Grid Engineering Services 588 2,226 - -

NGUSA Service Company - - 17,264 117,927

Niagara Mohawk Power Corporation 180 - - 901

Other 25 73 2,644 1,719

Total 793$ 12,349$ 61,236$ 132,074$

(in thousands of dollars) (in thousands of dollars)

Accounts Receivable Accounts Payable

from Affiliates to Affiliates

March 31, March 31,

Intercompany Money Pool

The settlement of the Company’s various transactions with NGUSA and certain affiliates generally occurs via the
intercompany money pool in which it participates. The Company is a participant in the Regulated Money Pool, except for
NETCO, which participates in the Unregulated Money Pool, and can both borrow and invest funds. Borrowings from the
Regulated Money and Unregulated Money Pools bear interest in accordance with the terms of the Regulated and
Unregulated Money Pool Agreements. As the Company fully participates in the Regulated and Unregulated Money Pools
rather than settling intercompany charges with cash, all changes in the intercompany money pool balance and accounts
receivable from affiliates and accounts payable to affiliates balances are reflected as investing or financing activities in the
accompanying consolidated statements of cash flows. In addition, for the purpose of presentation in the consolidated
statements of cash flows, it is assumed all amounts settled through intercompany money pool are constructive cash
receipts and payments, and therefore are presented as such.

The Regulated and Unregulated Money Pools are funded by operating funds from participants. Collectively, NGUSA and
KeySpan, have the ability to borrow up to $3 billion from National Grid plc for working capital needs including funding of
the intercompany money pools, if necessary. The Company had short-term intercompany money pool payable of $394.5
million and $337.4 million at March 31, 2015 and 2014, respectively. NETCO had short-term intercompany money pool

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-29 
Page 39 of 153

178



38 Brooklyn Union Gas Company 2015

investments of $118.1 million and $80 million at March 31, 2015 and 2014, respectively. The average interest rates for the
intercompany money pool were 0.4% and 0.7% for the years ended March 31, 2015 and 2014, respectively.

Service Company Charges

The affiliated service companies of NGUSA provide certain services to the Company at their cost. The service company costs
are generally allocated to associated companies through a tiered approach. First and foremost, costs are directly charged to
the benefited company whenever practicable. Secondly, in cases where direct charging cannot be readily determined, costs
are allocated using cost/causation principles linked to the relationship of that type of service, such as number of employees,
number of customers/meters, capital expenditures, value of property owned, total transmission and distribution
expenditures. Lastly, when a specific cost/causation principle is not determinable, costs are allocated based on a general
allocator determined using a 3-point formula based on net margin, net property, plant and equipment, and operations and
maintenance expense.

Net charges from the service companies of NGUSA to the Company for the years ended March 31, 2015 and 2014 were
$288.8 million and $243.1 million, respectively.

Holding Company Charges

NGUSA received charges from National Grid Commercial Holdings Limited (an affiliated company in the U.K.) for certain
corporate and administrative services provided by the corporate functions of National Grid plc to its U.S. subsidiaries. These
charges, which are recorded on the books of NGUSA, have not been reflected in these consolidated financial statements.
The estimated effect on net income would be $5.1 million and $5.4 million before taxes and $3.1 and $3.5 million after
taxes, for each of the years ended March 31, 2015 and 2014, if these amounts were allocated to the Company.
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Independent Auditor’s Report 

To the Board of Directors  
of KeySpan Gas East Corporation 

We have audited the accompanying financial statements of KeySpan Gas East Corporation (the 
“Company”), which comprise the balance sheets as of March 31, 2015 and 2014, and the related statements 
of income, cash flows, capitalization, and changes in shareholders’ equity for the years then ended.   
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of the financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on the financial statements based on our audits.  We conducted 
our audits in accordance with auditing standards generally accepted in the United States of America.  
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement.   
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements.  The procedures selected depend on our judgment, including the assessment of 
the risks of material misstatement of the financial statements, whether due to fraud or error.  In making 
those risk assessments, we consider internal control relevant to the Company’s preparation and fair 
presentation of the financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s 
internal control. Accordingly, we express no such opinion.  An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the financial statements.  We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 
 
Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of KeySpan Gas East Corporation at March 31, 2015 and 2014, and the results of its 
operations and its cash flows for the years then ended in accordance with accounting principles generally 
accepted in the United States of America. 
 

 
 
July 29, 2015 
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KEYSPAN GAS EAST CORPORATION
STATEMENTS OF INCOME

(in thousands of dollars)

2015 2014 2013

(Restated) (Restated)

Operating revenues $ 1,080,067 $ 1,080,682 $ 958,546

Operating expenses:

Purchased gas 434,050 438,931 353,150

Operations and maintenance 289,648 320,562 271,962

Depreciation and amortization 67,765 60,580 57,371

Other taxes 141,269 134,695 132,258

Total operating expenses 932,732 954,768 814,741

Operating income 147,335 125,914 143,805

Other income and (deductions):

Interest on long-term debt (34,862) (34,828) (34,858)

Other interest, including affil iate interest (22,353) (13,736) (10,369)

Other deductions, net (5,779) (4,466) (17,882)

Total other deductions, net (62,994) (53,030) (63,109)

Income before income taxes 84,341 72,884 80,696

Income tax expense 34,649 27,417 33,551

Net income 49,692$ 45,467$ 47,145$

Years Ended March 31,
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KEYSPAN GAS EAST CORPORATION
STATEMENTS OF CASH FLOWS

(in thousands of dollars)

2015 2014 2013
(Restated) (Restated)

Operating activities:
Net income 49,692$ 45,467$ 47,145$

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 67,765 60,580 57,371
Regulatory amortizations 55,211 46,365 35,049
Provision for deferred income taxes 10,656 38,876 34,251
Bad debt expense 13,009 13,401 528
Allowance for equity funds used during construction - - (1,046)
Net postretirement benefits expense (contributions) 7,606 (5,912) (8,726)
Net environmental remediation payments (14,404) (38,333) (35,532)

Changes in operating assets and liabili ties:
Accounts receivable and other receivable‚ net‚ and unbilled revenues 57,206 (58,327) (134,962)
Inventory (8,731) 16,483 35,486
Regulatory assets and liabili ties, net 55,500 (25,682) 53,461
Derivative contracts (3,164) (2,955) (13,532)
Prepaid and accrued taxes 29,550 (9,213) (3,443)
Accounts payable and other l iabilities (171) (47,732) 47,841
Other, net 9,958 8,384 1,404

Net cash provided by operating activities 329,683 41,402 115,295

Investing activities:
Capital expenditures (229,561) (189,034) (143,878)
Cost of removal (8,357) (17,133) (17,555)
Insurance proceeds appl ied to capital expenditures 438 14,278 14,423

Net cash used in investing activities (237,479) (191,889) (147,010)

Financing activities:
Common stock dividends to Parent - - (250,000)
Affi l iated money pool borrowing and receivables/payables, net (97,700) 155,897 279,349
Other - - 16

Net cash (used in) provided by financing activities (97,700) 155,897 29,365

Net (decrease) increase in cash and cash equivalents (5,496) 5,410 (2,350)
Cash and cash equivalents, beginning of year 8,683 3,273 5,623
Cash and cash equivalents, end of year 3,187$ 8,683$ 3,273$

Supplemental disclosures:
Interest paid (44,015)$ (43,599)$ (37,321)$
State income taxes paid (8,160) (8,493) (2,005)
Taxes (paid to) refunded from Parent (3,594) 7,454 21,221

Significant non-cash items:
Capital-related accruals included in accounts payable 29,997 26,517 12,542

Years Ended March 31,
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KEYSPAN GAS EAST CORPORATION
BALANCE SHEETS

(in thousands of dollars)

2015 2014

(Restated)

ASSETS

Current assets:

Cash and cash equivalents 3,187$ 8,683$

Accounts receivable 268,185 299,390

Allowance for doubtful accounts (19,205) (19,656)

Other receivable - 38,995

Accounts receivable from affil iates 25,816 28,690

Unbilled revenues 78,610 79,076

Inventory 35,977 27,246

Regulatory assets - 51,568

Derivative contracts 14,677 11,156

Current portion of deferred income tax assets, net 12,431 -

Other 6,734 28,460

Total current assets 426,412 553,608

Property, plant and equipment, net 2,687,958 2,510,247

Other non-current assets:

Regulatory assets 552,376 527,145

Goodwil l 1,018,407 1,018,407

Derivative contracts 21,661 11,199

Other 4,162 4,032

Total other non-current assets 1,596,606 1,560,783

Total assets 4,710,976$ 4,624,638$

March 31,
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KEYSPAN GAS EAST CORPORATION
BALANCE SHEETS

(in thousands of dollars)

2015 2014

(Restated)

LIABILITIES AND CAPITALIZATION

Current liabilities:

Accounts payable 61,940$ 41,062$

Accounts payable to affil iates 9,964 86,112

Taxes accrued 29,892 19,044

Customer deposits 14,310 8,995

Interest accrued 16,723 19,885

Regulatory liabil ities 61,644 37,106

Intercompany money pool 527,114 551,609

Derivative contracts 7,319 2,060

Current portion of deferred income tax liabi lities, net - 16,377

Other 15,498 11,094

Total current l iabil ities 744,404 793,344

Other non-current liabilities:

Regulatory liabil ities 322,862 298,266

Asset retirement obligations 13,836 14,078

Deferred income tax l iabil ities, net 666,229 643,594

Postretirement benefits 249,639 211,509

Environmental remediation costs 65,520 70,432

Derivative contracts 6,826 1,266

Other 26,964 27,145

Total other non-current liabilities 1,351,876 1,266,290

Commitments and contingencies (Note 12)

Capitalization:

Shareholders' equity 2,014,696 1,965,004

Long-term debt 600,000 600,000

Total capitalization 2,614,696 2,565,004

Total liabilities and capitalization 4,710,976$ 4,624,638$

March 31,
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KEYSPAN GAS EAST CORPORATION
STATEMENTS OF CAPITALIZATION

(in thousands of dollars)

2015 2014

(Restated)

Total shareholders' equity 2,014,696$ 1,965,004$

Long-term debt: Interest Rate Maturity Date

Unsecured notes:

Senior Note 5.60% November 29, 2016 100,000 100,000

Senior Note 5.82% Apri l 1, 2041 500,000 500,000

Total long-term debt 600,000 600,000

Total capitalization 2,614,696$ 2,565,004$

March 31,
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KEYSPAN GAS EAST CORPORATION
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(in thousands of dollars)

The Company had 100 shares of common stock authorized, issued and outstanding, with a par value of $0.01 per share and 1 share of preferred stock authorized, issued and outstanding, with a par value of $1
per share at March 31, 2015, 2014, and 2013.

Additional

Common Preferred Paid-in Retained

Stock Stock Capital Earnings Total

Balance as of March 31, 2012 - restated -$ -$ 2,014,878$ 107,498$ 2,122,376$

Net income - - - 47,145 47,145

Share based compensation - - 16 - 16

Common stock dividends to Parent - - (134,505) (115,495) (250,000)

Balance as of March 31, 2013 - restated -$ -$ 1,880,389$ 39,148$ 1,919,537$

Net income - - - 45,467 45,467

Balance as of March 31, 2014 - restated -$ -$ 1,880,389$ 84,615$ 1,965,004$

Net income - - - 49,692 49,692

Balance as of March 31, 2015 -$ -$ 1,880,389$ 134,307$ 2,014,696$
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KEYSPAN GAS EAST CORPORATION
NOTES TO THE FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION

KeySpan Gas East Corporation d/b/a National Grid (“the Company”) distributes natural gas to approximately 499,000 retail
customers and transports natural gas to approximately 68,000 customers in Nassau and Suffolk Counties in Long Island,
New York and the Rockaway Peninsula in Queens, New York.

The Company is a wholly-owned subsidiary of KeySpan Corporation (“KeySpan” or the “Parent”), which is a wholly-owned
subsidiary of National Grid USA (“NGUSA”), a public utility holding company with regulated subsidiaries engaged in the
generation of electricity and the transmission, distribution, and sale of both natural gas and electricity. NGUSA is a direct
wholly-owned subsidiary of National Grid North America Inc. (“NGNA”) and an indirect wholly-owned subsidiary of National
Grid plc, a public limited company incorporated under the laws of England and Wales.

The accompanying financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (“U.S. GAAP”), including the accounting principles for rate-regulated entities. The financial
statements reflect the ratemaking practices of the applicable regulatory authorities.

The Company has evaluated subsequent events and transactions through July 29, 2015, the date of issuance of these
financial statements, and concluded that there were no events or transactions that require adjustment to, or disclosure in,
the financial statements as of and for the year ended March 31, 2015.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

In preparing financial statements that conform to U.S. GAAP, the Company must make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenues, and expenses, and the disclosure of contingent assets and liabilities
included in the financial statements. Actual results could differ from those estimates.

Regulatory Accounting

The New York Public Service Commission (“NYPSC”) regulates the rates the Company charges its customers. In certain
cases, the rate actions of the NYPSC can result in accounting that differs from non-regulated companies. In these cases, the
Company defers costs (as regulatory assets) or recognizes obligations (as regulatory liabilities) if it is probable that such
amounts will be recovered from, or refunded to, customers through future rates. Regulatory assets and liabilities are
amortized to the statements of income consistent with the treatment of the related costs in the ratemaking process.

Revenue Recognition

Revenues are recognized for gas distribution services provided on a monthly billing cycle basis. The Company records
unbilled revenues for the estimated amount of services rendered from the time meters were last read to the end of the
accounting period.

With respect to base distribution rates, the NYPSC has approved a Revenue Decoupling Mechanism ("RDM"), which applies
only to the Company's firm residential heating sales and transportation customers. The RDM requires the Company to
adjust its base rates annually to reflect the over or under recovery of the Company’s targeted base distribution revenues
from the prior year (May-April).

The Company’s tariff includes a cost of gas adjustment factor which requires an annual reconciliation of recoverable gas
costs and revenues. Any difference is deferred pending recovery from, or refund to, customers.
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The gas distribution business is influenced by seasonal weather conditions, and, therefore, the Company’s tariff contains a
weather normalization adjustment that provides for recovery from, or refund to, firm customers of material shortfalls or
excesses of firm delivery revenues (revenues less applicable gas costs and revenue taxes) during a heating season due to
variations from normal weather.

Other Taxes

The Company collects taxes and fees from customers such as sales taxes, other taxes, surcharges, and fees that are levied
by state or local governments on the sale or distribution of gas. The Company accounts for taxes that are imposed on
customers (such as sales taxes) on a net basis (excluded from revenues), while taxes imposed on the Company, such as
excise taxes, are recognized on a gross basis. Excise taxes collected and paid for the years ended March 31, 2015, 2014, and
2013 were $13.1 million, $12 million, and $13.8 million, respectively.

The state of New York imposes on corporations a franchise tax that is computed as the higher of a tax based on income or a
tax based on capital. To the extent the Company’s state tax based on capital is in excess of the state tax based on income,
the Company reports such excess in other taxes and taxes accrued in the accompanying financial statements.

Income Taxes

Federal and state income taxes have been computed utilizing the asset and liability approach that requires the recognition
of deferred tax assets and liabilities for the tax consequences of temporary differences by applying enacted statutory tax
rates applicable to future years to differences between the financial statement carrying amounts and the tax basis of
existing assets and liabilities. Deferred income taxes also reflect the tax effect of net operating losses, capital losses and
general business credit carryforwards.

The effects of tax positions are recognized in the financial statements when it is more likely than not that the position
taken, or expected to be taken, in a tax return will be sustained upon examination by taxing authorities based on the
technical merits of the position. The financial effect of changes in tax laws or rates is accounted for in the period of
enactment. Deferred investment tax credits are amortized over the useful life of the underlying property.

NGNA files consolidated federal tax returns including all of the activities of its subsidiaries. Each subsidiary company
determines its current and deferred taxes based on the separate return method. The Company settles its current tax
liability or benefit each year with NGNA pursuant to a tax sharing arrangement between NGNA and its subsidiaries. Tax
benefits attributable to the tax attributes of other group companies and allocated by NGNA are treated as capital
contributions.

Cash and Cash Equivalents

Cash equivalents consist of short-term, highly liquid investments with original maturities of three months or less. Cash and
cash equivalents are carried at cost which approximates fair value.

Accounts Receivable and Allowance for Doubtful Accounts

The Company recognizes an allowance for doubtful accounts to record accounts receivable at estimated net realizable
value. The allowance is determined based on a variety of factors including, for each type of receivable, applying an
estimated reserve percentage to each aging category, taking into account historical collection and write-off experience and
management's assessment of collectability from individual customers as appropriate. The collectability of receivables is
continuously assessed and, if circumstances change, the allowance is adjusted accordingly. Receivable balances are written
off against the allowance for doubtful accounts when the accounts are disconnected and/or terminated and the balances
are deemed to be uncollectible.
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Inventory

Inventory is comprised of materials and supplies as well as gas in storage. Materials and supplies are stated at the lower of
weighted average cost or market and are expensed or capitalized as used. The Company’s policy is to write-off obsolete
inventory; there were no material write-offs of obsolete inventory for the years ended March 31, 2015, 2014, or 2013.

Gas in storage is stated at weighted average cost and the related cost is recognized when delivered to customers. Existing
rate orders allow the Company to pass directly through to customers the cost of gas purchased, along with any applicable
authorized delivery surcharge adjustments. Gas costs passed through to customers are subject to regulatory approvals and
are reported periodically to the NYPSC.

The Company had materials and supplies of $4.5 million and $4.5 million and gas in storage of $31.5 million and $22.7
million at March 31, 2015 and 2014, respectively.

Derivative Contracts

The Company uses derivative contracts to manage commodity price risk. All derivative contracts are recorded in the
accompanying balance sheets at their fair value. All commodity costs, including the impact of derivative contracts, are
passed on to customers through the Company’s gas cost adjustment mechanism. Therefore, gains or losses on the
settlement of these contracts are initially deferred and then refunded to, or collected from, customers consistent with
regulatory requirements.

The Company’s accounting policy is to not offset fair value amounts recognized for derivative contracts and related cash
collateral receivable or payable with the same counterparty under a master netting agreement, and to record and present
the fair value of the derivative contract on a gross basis, with related cash collateral recorded within restricted cash and
special deposits in the accompanying balance sheets. There was no related cash collateral as of March 31, 2015 or 2014.

Fair Value Measurements

The Company measures derivatives at fair value. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The following is the fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value:

- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that a company has the ability
to access as of the reporting date;

- Level 2: inputs other than quoted prices included within Level 1 that are directly observable for the asset or liability
or indirectly observable through corroboration with observable market data; and

- Level 3: unobservable inputs, such as internally-developed forward curves and pricing models for the asset or
liability due to little or no market activity for the asset or liability with low correlation to observable market inputs.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input
that is significant to the fair value measurement. The Company uses valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs.

Property, Plant and Equipment

Property, plant and equipment is stated at original cost. The cost of repairs and maintenance is charged to expense and the
cost of renewals and betterments that extend the useful life of property, plant and equipment is capitalized. The capitalized
cost of additions to property, plant and equipment includes costs such as direct material, labor and benefits, and an
allowance for funds used during construction (“AFUDC”).

Depreciation is computed over the estimated useful life of the asset using the composite straight-line method. Depreciation
studies are conducted periodically to update the composite rates and are approved by the NYPSC. The average composite
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rates for each of the years ended March 31, 2015, 2014, and 2013 were 2.2%, 2%, and 2.9% respectively. The average
service life for each of the years ended March 31, 2015, 2014, and 2013 was 35 years.

Depreciation expense includes a component for estimated future cost of removal, which is recovered through rates charged
to customers. Any difference in cumulative costs recovered and costs incurred is recognized as a regulatory liability. When
property, plant and equipment is retired, the original cost, less salvage, is charged to accumulated depreciation, and the
related cost of removal is removed from the associated regulatory liability. The Company had cumulative costs recovered in
excess of costs incurred of $48.2 million and $49.1 million at March 31, 2015 and 2014, respectively.

Allowance for Funds Used During Construction

In accordance with applicable accounting guidance, the Company records AFUDC, which represents the debt and equity
costs of financing the construction of new property, plant and equipment. AFUDC equity is reported in the statements of
income as non-cash income in other deductions, net, and AFUDC debt is reported as a non-cash offset to other interest,
including affiliate interest. After construction is completed, the Company is permitted to recover these costs through their
inclusion in rate base and corresponding depreciation expense. The Company recorded AFUDC related to equity of zero,
zero, and $1 million and AFUDC related to debt of zero, $0.4 million and $0.4 million for the years ended March 31, 2015,
2014, and 2013 respectively. The average AFUDC rates for the years ended March 31, 2015, 2014, and 2013 were 0.3%,
0.7% and 5.7%, respectively.

Goodwill

The Company tests goodwill for impairment annually on January 1, and when events occur or circumstances change that
would more likely than not reduce the fair value of the Company below its carrying amount. Goodwill is tested for
impairment using a two-step approach. The first step compares the estimated fair value of the Company with its carrying
value, including goodwill. If the estimated fair value exceeds the carrying value, then goodwill is considered not impaired. If
the carrying value exceeds the estimated fair value, then a second step is performed to determine the implied fair value of
goodwill. If the carrying value of goodwill exceeds its implied fair value, then an impairment charge equal to the difference
is recorded.

The fair value of the Company was calculated in the annual goodwill impairment test for the year ended March 31, 2015
utilizing both income and market approaches.

- To estimate fair value utilizing the income approach, the Company used a discounted cash flow methodology
incorporating its most recent business plan forecasts together with a projected terminal year calculation. Key
assumptions used in the income approach were: (a) expected cash flows for the period from April 1, 2015 to March
31, 2020; (b) a discount rate of 5.2%, which was based on the Company’s best estimate of its after-tax weighted-
average cost of capital; and (c) a terminal growth rate of 2.25%, based on the Company’s expected long-term
average growth rate in line with estimated long-term U.S. economic inflation.

- To estimate fair value utilizing the market approach, the Company followed a market comparable methodology.
Specifically, the Company applied a valuation multiple of earnings before interest, taxes, depreciation and
amortization (“EBITDA”), derived from data of publicly-traded benchmark companies, to business operating data.
Benchmark companies were selected based on comparability of the underlying business and economics. Key
assumptions used in the market approach included the selection of appropriate benchmark companies and the
selection of an EBITDA multiple of 11, which the Company believes is appropriate based on comparison of its
business with the benchmark companies.

The Company determined the fair value of the business using 50% weighting for each valuation methodology, as it believes
that each methodology provides equally valuable information. Based on the resulting fair value from the annual analyses,
the Company determined that no adjustment of the goodwill carrying value was required at March 31, 2015 or 2014.
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Prior to 2015, the Company utilized an annual impairment assessment date of January 31. Management has determined
that the use of January 1 as its annual impairment assessment date is preferable to January 31 because it facilitates a more
timely evaluation in advance of the Company’s fiscal year end of March 31. The movement of the date has not resulted in a
substantive change in the timing of recording any potential impairment.

Asset Retirement Obligations

Asset retirement obligations are recognized for legal obligations associated with the retirement of property, plant and
equipment, primarily associated with the Company’s gas distribution facilities. Asset retirement obligations are recorded at
fair value in the period in which the obligation is incurred, if the fair value can be reasonably estimated. In the period in
which new asset retirement obligations, or changes to the timing or amount of existing retirement obligations are recorded,
the associated asset retirement costs are capitalized as part of the carrying amount of the related long-lived asset. In each
subsequent period the asset retirement obligation is accreted to its present value.

The following table represents the changes in the Company’s asset retirement obligations:

2015 2014

Balance as of the beginning of the year 14,078$ 13,281$

Accretion expense 845 797

Revaluations to present values of estimated cash flows (1,087) -

Balance as of the end of the year 13,836$ 14,078$

Years Ended March 31,

(in thousands of dollars)

At March 31, 2015, the Company carried out a revaluation study that resulted in a downward revaluation in estimated costs
related to the asset retirement obligations. These decreases were due to changes in remediation cost and enhanced asset
replacement programs.

Accretion expense is deferred as part of the Company’s asset retirement obligation regulatory asset as management
believes it is probable that such amounts will be collected in future rates.

Employee Benefits

The Company participates with other KeySpan subsidiaries in defined benefit pension plans and postretirement benefit other
than pension (“PBOP”) plans for its employees, administered by the Parent. The Company recognizes its portion of the
pension and PBOP plans’ funded status in the accompanying balance sheets as a net liability or asset. The cost of providing
these plans is recovered through rates; therefore, the net funded status is offset by a regulatory asset or liability. The
pension and PBOP plans’ assets are commingled and cannot be allocated to an individual company. The Company measures
and records its pension and PBOP funded status at the year-end date. Pension and PBOP plan assets are measured at fair
value, using the year-end market value of those assets.

New and Recent Accounting Guidance - Accounting Guidance Not Yet Adopted

Presentation of Financial Statements - Going Concern, Disclosure of Uncertainties about an Entity's Ability to Continue as a
Going Concern

In August 2014, the FASB issued amendments on reporting about an entity’s ability to continue as a going concern in ASU
No. 2014-15, “Presentation of Financial Statements – Going Concern (Subtopic 205 - 40): Disclosure of Uncertainties about
an Entity’s Ability to Continue as a Going Concern.” The amendments provide guidance about management’s responsibility
to evaluate whether there is substantial doubt surrounding an entity’s ability to continue as a going concern. If
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management concludes that substantial doubt exists, the amendments also require additional disclosures relating to
management’s evaluation and conclusion. The amendments are effective for the annual reporting period ending after
December 15, 2016 and interim periods thereafter. The application of this guidance is not expected to have a material
impact on the Company’s financial position, results of operations and cash flows.

Revenue Recognition

In May 2014, the FASB and the International Accounting Standards Board jointly issued a new revenue recognition standard
ASU No. 2014-09, “Revenue from Contracts with Customers (Topic 606).” The objective of the new guidance is to provide a
single comprehensive revenue recognition model for all contracts with customers to improve comparability. The standard
contains principles that an entity will apply to determine the measurement of revenue and timing of when it is recognized.
The underlying principle is that an entity will recognize revenue to depict the transfer of goods or services in an amount
that reflects the consideration the entity expects to receive. The new guidance must be adopted using either a full
retrospective approach or a modified retrospective approach. For non-public entities, the new guidance is effective for
periods beginning after December 15, 2018, with early adoption permitted for periods beginning after December 15, 2017.
The Company is currently evaluating the impact of the new guidance on its financial position, results of operations and cash
flows.

Financial Statement Revision

During 2015, management determined that certain accounting transactions were not properly recorded in the Company’s
previously issued financial statements. The Company corrected the accounting by revising the prior period financial
statements, the impacts of which are described below. The Company concluded that the revisions were not material to any
prior periods.

During its review of the Company’s accounting for its RDM, management determined it had incorrectly applied its
methodology related to the unbilled component of revenue. A cumulative adjustment of $8.2 million (net of income taxes)
was recorded in the financial statements for the year ended March 31, 2014, of which $5.8 million was recorded as a
decrease to opening retained earnings (as of March 31, 2012) and $2.4 million was recorded as a decrease to net income
within operating revenues for the year ended March 31, 2014.

Further, management determined it had not recognized a regulatory liability for carrying charges related to under-funded
pension and PBOP balances. A cumulative adjustment of $6.2 million (net of income taxes) was recorded in the financial
statements for the year ended March 31, 2014, of which $1.8 million was recorded as a decrease to opening retained
earnings (as of March 31, 2012) and $2.5 million and $1.9 million were recorded as a decrease to net income within other
interest, including affiliate interest for the years ended March 31, 2014 and 2013, respectively.

In addition, the Company has corrected various account balances that were improperly recorded. A cumulative adjustment
of $0.7 (net of income taxes) was recorded in the financial statements for the year ended March 31, 2014, of which $0.2
million was recorded as a decrease to opening retained earnings (as of March 31, 2012) and $0.7 million and $0.2 million
were recorded as an increase to net income for the years ended March 31, 2014 and 2013, respectively.
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The following table shows the amounts previously reported as revised:

As Previously

Reported
(1)

Adjustments As Revised

Statement of Income March 2014 March 2014

Operating revenues 1,083,399$ (2,717)$ 1,080,682$

Operating income 128,631 (2,717) 125,914

Total other deductions, net (48,674) (4,356) (53,030)

Income before income taxes 79,957 (7,073) 72,884

Income tax expense 30,139 (2,722) 27,417

Net income 49,818 (4,351) 45,467

Statement of Income March 2013 March 2013

Operating revenues 958,118$ 428$ 958,546$

Operating income 143,377 428 143,805

Other deductions, net (59,933) (3,176) (63,109)

Income before income taxes 83,444 (2,748) 80,696

Income tax expense 34,694 (1,143) 33,551

Net income 48,750 (1,605) 47,145

Statement of Cash Flows March 2014 March 2014

Net cash provided by operating activities 41,573$ (171)$ 41,402$

Net cash used in investing activities (192,060) 171 (191,889)

As Previously

Reported
(1)

Adjustments As Revised

Balance Sheet March 2014 March 2014

Property, plant, and equipment, net 2,510,609$ (362)$ 2,510,247$

Total current l iabil ities 798,253 (4,909) 793,344

Total other non-current liabilities 1,247,790 18,500 1,266,290

Retained Earnings

March 31, 2014 98,568 (13,953) 84,615

March 31, 2013 48,750 (9,602) 39,148

March 31, 2012 115,495 (7,997) 107,498

Shareholders' Equity

March 31, 2014 1,978,957 (13,953) 1,965,004

March 31, 2013 1,929,139 (9,602) 1,919,537

March 31, 2012 2,130,373 (7,997) 2,122,376

(in thousands of dollars)

(in thousands of dollars)

(1)
During 2015, the Company changed its accounting pol icy for class i fi cation of regulatory accounts . The change in pol icy

res ul ted in a reclas s i fication of ba lances reported at March 31, 2014.
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3. REGULATORY ASSETS AND LIABILITIES

The Company records regulatory assets and liabilities that result from the ratemaking process. The following table presents
the regulatory assets and regulatory liabilities recorded in the accompanying balance sheets.

2015 2014

Regulatory assets

Current:
Gas costs adjustment -$ 51,465$

Other - 103

Total - 51,568

Non-current:

Environmental response costs 269,590 286,068

Postretirement benefits 148,485 124,267

Property taxes 53,350 36,704

Rate mitigation 28,662 26,635

Temperature control/interruptible sharing 33,623 21,962

Other 18,666 31,509

Total 552,376 527,145

Regulatory liabilities

Current:

Derivative contracts 22,193 19,029

Energy efficiency 5,368 2,022

Revenue decoupling mechanism 25,241 16,055

Temporary state assessment 4,501 -

Other 4,341 -

Total 61,644 37,106

Non-current:

Capital tracker 26,204 36,504

Carrying charges 65,788 59,038

Cost of removal 48,152 49,095

Delivery rate adjustment 82,870 82,870

Environmental response costs 46,520 12,808

Temporary state assessment - 18,218

Other 53,328 39,733

Total 322,862 298,266

Net regulatory assets 167,870$ 243,341$

March 31,

(in thousands of dollars)

Capital tracker: During the primary term of the rate plan (2008–2012), which remains in effect until modified by the NYPSC,
the Company had a capital tracker mechanism that reconciled the Company's capital expenditures to the amounts
permitted in rates. The mechanism provided for a two way (upward and downward) tracker for City and State Construction
("CSC") related expenditures and a one way (downward only) tracker for all other capital expenditures. The Company
records a carrying charge for CSC expenditures above the CSC rate and the full revenue requirement equivalent of amounts
below the rate allowance for CSC expenditures as well as all other capital expenditures.
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Cost of removal: Represents cumulative amounts collected, but not yet spent, to dispose of property, plant and equipment.
This liability is discharged as removal costs are incurred.

Delivery rate adjustment: The NYPSC authorized a surcharge for recovery of regulatory assets (“Delivery Rate Surcharge”)
of $10 million beginning January 1, 2009, which increased incrementally by $10 million and aggregating to approximately
$100 million over the term of the rate agreement. In its order issued and effective November 28, 2012, the NYPSC
authorized a Site Investigation and Remediation (“SIR”) Surcharge in the amount of $40 million which superseded the
Delivery Rate Surcharge effective January 1, 2013. These SIR recoveries will be used to amortize existing SIR deferral
balances.

Derivative contracts: The Company evaluates open derivative contracts for regulatory deferral by determining if they are
probable of recovery from, or refund to, customers through future rates. Derivative contracts that qualify for regulatory
deferral are recorded at fair value, with changes in fair value recorded as regulatory assets or regulatory liabilities in the
period in which the change occurs.

Energy efficiency: Represents the difference between revenue billed to customers through the Company’s energy efficiency
charge and the costs of its energy efficiency programs as approved by the NYPSC.

Environmental response costs: The regulatory asset represents deferred costs associated with the estimated costs to
investigate and perform certain remediation activities at former manufactured gas plant (“MGP”) sites and related facilities.
The Company believes future costs, beyond the expiration of current rate plans, will continue to be recovered through
rates. The regulatory liability represents the excess of amounts received in rates over the Company’s actual SIR costs.

Gas costs adjustment: The Company is subject to rate adjustment mechanisms for commodity costs, whereby an asset or
liability is recognized resulting from differences between actual revenues and the underlying cost being recovered or
differences between actual revenues and targeted amounts as approved by the NYPSC. These amounts will be refunded to,
or recovered from, customers over the next year.

Postretirement benefits: Represents the excess costs of the Company’s pension and PBOP plans over amounts received in
rates that are deferred to a regulatory asset to be recovered in future periods and the non-cash accrual of net actuarial
gains and losses. Also included within this amount are certain pension deferral amounts from prior to the acquisition of
KeySpan by NGUSA, which are being recovered in rates over a ten year period ending August 2017.

Property taxes: Represents 90% of actual property and special franchise tax expenses above or below the rate allowance
for future collection from, or payment to, the Company’s customers.

Rate mitigation: The existing rate agreement provides for the establishment of a regulatory liability to be amortized
through revenues for the deferral of amortization adjustments. The NYPSC recognized a negotiated five year revenue
increase settlement, aggregating $625.7 million. As part of the NGUSA and KeySpan merger (“Grid merger”) settlement
these revenues were eliminated with rate mitigators. Of these mitigators, the NYPSC deferred recovery of certain deferred
costs, reflected net synergy savings of the Grid merger, and modified the overall allowed rate of return. The rate mitgator
will be amortized at a rate of $2 million per year.

Revenue decoupling mechanism: As approved by the NYPSC, the Company has a RDM which applies only to the Company's
firm residential heating sales and transportation customers. The RDM allows for annual adjustment to the Company’s
delivery rates as a result of the reconciliation between allowed revenue per customer and actual revenue per customer.
Any difference between the allowed revenue per customer and the actual revenue per customer is recorded as a regulatory
asset or regulatory liability.

Temperature control/interruptible (“TC/IT”) sharing: Under the existing rate agreement, the revenue requirement reflects
certain levels of imputed TC/IT margins. Differences between the actual margins and imputed margins are shared 90% by
ratepayers and 10% by shareholders. This regulatory asset represents the ratepayer share of the differences.
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Temporary state assessment: In June 2009, the NYPSC authorized utilities, including the Company, to recover the costs
required for payment of the Temporary State Energy & Utility Service Conservation Assessment (“Temporary State
Assessment”), including carrying charges. The Temporary State Assessment is subject to reconciliation over a five year
period which began July 1, 2009. On June 18, 2014, the NYPSC issued an order authorizing certain utilities, including the
Company, to recover the Temporary State Assessment subject to reconciliation, including carrying charges, from July 1,
2014 through June 30, 2017. As of March 31, 2015, the Company over-collected on these costs. The Company is required to
net any deferred over-collected amounts against the amount to be collected during fiscal years 2014 and 2015 as well as
the first payment relating to fiscal years 2015 and 2016.

The Company records carrying charges on all regulatory balances (with the exception of derivative contracts, cost of
removal, environmental response costs, and regulatory deferred tax balances), for which cash expenditures have been
made and are subject to recovery, or for which cash has been collected and is subject to refund. Carrying charges are not
recorded on items for which expenditures have not yet been made.

4. RATE MATTERS

General Rate Case

The Company has been subject to a rate plan with a primary term of five years (2008-2012), which remains in effect until
modified by the NYPSC. Under this rate plan, base delivery rates include an allowed return on equity of 9.8% with a 45%
equity ratio in the capital structure.

Capital Investment

On June 13, 2014, the Company filed a petition with the NYPSC to implement a three year capital investment program that
would allow the Company to invest more than $700 million in gas infrastructure projects designed to enhance the safety
and reliability of its gas systems and promote gas growth, while maintaining base delivery rates.

On December 15, 2014, the Company received an order which authorizes it to replace leak prone pipe up to its forecasted
budget of $211.7 million for calendars years 2015 and 2016. The Company is allowed to establish a 21-month surcharge
mechanism beginning April 2, 2015 through December 31, 2016, which will be capped at $10 million and $13.4 million,
respectively, to address the Company’s capital needs for replacement of leak prone pipe, while minimizing future customer
bill impacts. The Company was authorized to spend up to its forecasted budget of $202.7 million for calendar years 2015
and 2016 for its Neighborhood Expansion and other related programs. The Company is directed to establish a new deferral
mechanism that allows it to defer the pre-tax revenue requirements associated with its capital spending program up to a
maximum capital expenditure of $202.7 million made in calendar years 2015 and 2016. The Company’s existing city/state
deferral mechanism was eliminated as of January 1, 2015 and the non-growth deferral mechanism is continued. The order
also included additional obligations and filing requirements.

Management Audit

In February 2011, the NYPSC selected Overland Consulting Inc., (“Overland”) to perform a management audit of NGUSA’s
affiliate cost allocations, policies and procedures. The Company disputed certain of Overland’s final audit conclusions and
the NYPSC ordered that further proceedings be conducted to address what, if any, ratemaking adjustments were necessary.
On September 5, 2014 the NYPSC approved a settlement that resolves all outstanding issues relating to the audit and
establishes an $11.4 million regulatory liability.
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Gas Management Audit

In February 2013, the NYPSC initiated a comprehensive management and operational audit of NGUSA’s New York gas
businesses, including the Company, pursuant to the Public Service Law requirement that major electric and gas utilities
undergo an audit every five years. The audit commenced in August 2013 and the NYPSC issued an audit findings report in
October 2014. The audit findings found that the Company’s operations performed well in providing reliable gas service, and
strength in operations, network planning, project management, work management, load forecasting, supply procurement
and customer systems support. Also included were 31 recommendations for improvement, including: reconstituting the
boards of directors of NGUSA and the gas companies in New York to include more objective oversight; establishing stronger
reporting authority between the New York jurisdictional president and operational organizations; preparing a true strategic
plan for NGUSA’s New York operations to serve as a road map for investments, programs and operations to build upon the
state energy plan and energy initiatives; developing a five-year, integrated, system-wide plan that includes all gas reliability
work, mandated replacements, growth projects and system planning work; enhancing internal service level agreements to
promote accountability for performance and costs; and undertaking a full accounting of all costs associated with NGUSA’s
SAP enterprise wide system. In November 2014, NGUSA’s New York gas businesses filed joint audit implementation plans
addressing each of the audit recommendations. On May 14, 2015, the NYPSC issued an order accepting without
modifications the joint implementation plans and directing NGUSA’s New York gas businesses to execute the plans.

Operations Audit

In August 2013, the NYPSC initiated an operational audit to review the accuracy of the customer service, electric reliability,
and gas safety data reported by the investor owned utilities operating in New York, including the Company. On December
19, 2013, the NYPSC selected Overland to conduct the audit, which commenced in February 2014. At the time of the
issuance of these financial statements, the Company has not received the final audit findings and cannot predict the
outcome of this audit.

Operations Staffing Audit

In January 2014, the NYPSC initiated an operational audit to review internal staffing levels and use of contractors for the
core utility functions of the investor owned utilities operating in New York, including the Company. On June 26, 2014, the
NYPSC selected The Liberty Consulting Group to conduct the audit. At the time of the issuance of these financial
statements, the Company cannot predict the outcome of this operational audit.

5. PROPERTY, PLANT AND EQUIPMENT

The following table summarizes property, plant and equipment at cost along with accumulated depreciation and

amortization:

2015 2014

Plant and machinery $ 3,209,813 $ 3,000,836
Land and buildings 54,672 53,896

Assets held for future use - 94

Assets in construction 87,113 79,072

Software and other intangibles 51,959 52,792

Total property, plant and equipment 3,403,557 3,186,690

Accumulated depreciation and amortization (715,599) (676,443)

Property, plant and equipment, net 2,687,958$ 2,510,247$

(in thousands of dollars)

March 31,
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6. DERIVATIVE CONTRACTS

The Company utilizes derivative contracts, such as gas swap contracts, gas option contracts and gas purchase contracts, to
manage commodity price risk associated with its natural gas purchases. The Company’s risk management strategy is to
reduce fluctuations in firm gas sales prices to its customers.

The Company’s financial exposures are monitored and managed as an integral part of the Company’s overall financial risk
management policy. The Company engages in risk management activities, only in commodities and financial markets where
it has an exposure, and only in terms and volumes consistent with its core business.

Volumes

Volumes of outstanding commodity derivative contracts measured in dekatherms (“dths”) are as follows:

2015 2014

Gas swap contracts 5,782 1,320

Gas option contracts 700 7,190

Gas purchase contracts 26,887 37,743

Total 33,369 46,253

(in thousands)

March 31,

Amounts Recognized in the Accompanying Balance Sheets

2015 2014 2015 2014

Current assets: Current liabil ities:
Rate recoverable contracts: Rate recoverable contracts:

Gas swap contracts 87$ 497$ Gas swap contracts 4,130$ 27$

Gas option contracts - 726 Gas option contracts 62 180

Gas purchase contracts 14,590 9,933 Gas purchase contracts 3,127 1,853

14,677 11,156 7,319 2,060

Other non-current assets: Other non-current liabil ities:
Rate recoverable contracts: Rate recoverable contracts:

Gas purchase contracts 21,661 11,199 Gas purchase contracts 6,826 1,266

21,661 11,199 6,826 1,266

Total 36,338$ 22,355$ Total 14,145$ 3,326$

Asset Derivatives Liability Derivatives

March 31, March 31,

(in thousands of dollars) (in thousands of dollars)

The changes in fair value of the Company’s rate recoverable contracts are offset by changes in regulatory assets and
liabilities. As a result, the changes in fair value of those contracts had no impact in the accompanying statements of income.
The Company had no derivative contracts not subject to rate recovery as of March 31, 2015 and 2014.
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Credit and Collateral

The Company is exposed to credit risk related to transactions entered into for commodity price risk management. Credit
risk represents the risk of loss due to counterparty non-performance. Credit risk is managed by assessing each
counterparty’s credit profile and negotiating appropriate levels of collateral and credit support.

The credit policy for commodity transactions is managed and monitored by NGUSA’s Executive Energy Risk Management
Committee (“EERC”), which is responsible for approving risk management policies and objectives for risk assessment,
control and valuation, and the monitoring and reporting of risk exposures. NGUSA’s Energy Procurement Risk Management
Committee (“EPRMC”) is responsible for approving transaction strategies, annual supply plans, and counterparty credit
approval, as well as all valuation and control procedures. The EERC is chaired by the Global Tax and Treasury Director and
reports to the Finance Committee. The EPRMC is chaired by the Vice President of U.S. Treasury and reports to the EERC.

The EPRMC monitors counterparty credit exposure and appropriate measures are taken to bring such exposures below the
limits, including, without limitation, netting agreements, and limitations on the type and tenor of trades. The Company
enters into enabling agreements that allow for payment netting with its counterparties, which reduce its exposure to
counterparty risk by providing for the offset of amounts payable to the counterparty against amounts receivable from the
counterparty. In instances where a counterparty’s credit quality has declined, or credit exposure exceeds certain levels, the
Company may limit its credit exposure by restricting new transactions with the counterparty, requiring additional collateral
or credit support, and negotiating the early termination of certain agreements. Similarly, the Company may be required to
post collateral to its counterparties.

The Company’s credit exposure for all derivative contracts, applicable payables and receivables, and instruments that are
subject to master netting agreements, was a liability of $22.2 million and $19 million as of March 31, 2015 and 2014,
respectively.

The aggregate fair value of the Company’s derivative contracts with credit-risk-related contingent features that are in a
liability position at March 31, 2015 and 2014 was $4.3 million and $1.7 million, respectively. The Company had no collateral
posted for these instruments at March 31, 2015 or 2014. If the Company’s credit rating were to be downgraded by one or
two levels, it would not be required to post any additional collateral. If the Company’s credit rating were to be downgraded
by three levels, it would be required to post $4.5 million and $1.9 million additional collateral to its counterparties at March
31, 2015 and 2014, respectively.
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Offsetting Information for Derivatives Subject to Master Netting Arrangements

Net amounts

Gross amounts Gross amounts of assets Cash

of recognized offset in the presented in the Financial collateral Net

assets Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 87$ -$ 87$ -$ -$ 87$

Gas purchase contracts 36,251 - 36,251 - - 36,251

Total 36,338$ -$ 36,338$ -$ -$ 36,338$

Net amounts

Gross amounts Gross amounts of l iabilities Cash

of recognized offset in the presented in the Financial collateral Net

l iabi l ities Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts (4,130)$ -$ (4,130)$ -$ -$ (4,130)$

Gas option contracts (62) - (62) - - (62)

Gas purchase contracts (9,953) - (9,953) - - (9,953)

Total (14,145)$ -$ (14,145)$ -$ -$ (14,145)$

Gross Amounts Not Offset in the Balance Sheets
(in thousands of dollars)

March 31, 2015

Net amounts

Gross amounts Gross amounts of assets Cash

of recognized offset in the presented in the Financial collateral Net

assets Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 497$ -$ 497$ -$ -$ 497$

Gas option contracts 726 - 726 - - 726

Gas purchase contracts 21,132 - 21,132 - - 21,132

Total 22,355$ -$ 22,355$ -$ -$ 22,355$

Net amounts

Gross amounts Gross amounts of liabil ities Cash

of recognized offset in the presented in the Financial collateral Net

liabil ities Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts (27)$ -$ (27)$ -$ -$ (27)$

Gas option contracts (180) - (180) - - (180)

Gas purchase contracts (3,119) - (3,119) - - (3,119)

Total (3,326)$ -$ (3,326)$ -$ -$ (3,326)$

Gross Amounts Not Offset in the Balance Sheets
(in thousands of dollars)

March 31, 2014
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7. FAIR VALUE MEASUREMENTS

The following tables present assets and liabilities measured and recorded at fair value in the accompanying balance sheets
on a recurring basis and their level within the fair value hierarchy as of March 31, 2015 and 2014:

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas s wap contracts -$ 87$ -$ 87$

Gas purchas e contracts - - 36,251 36,251

Tota l - 87 36,251 36,338

Liabilities:

Derivative contracts

Gas s wap contracts - 4,130 - 4,130

Gas option contracts - - 62 62

Gas purchas e contracts - 16 9,937 9,953

Tota l - 4,146 9,999 14,145

Net assets -$ (4,059)$ 26,252$ 22,193$

March 31, 2015

(in thousands of dollars)

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas s wap contracts -$ 497$ -$ 497$

Gas option contracts - - 726 726

Gas purchas e contracts - 1,205 19,927 21,132

Tota l - 1,702 20,653 22,355

Liabilities:

Derivative contracts

Gas s wap contracts - 27 - 27

Gas option contracts - - 180 180

Gas purchas e contracts - 273 2,846 3,119

Tota l - 300 3,026 3,326

Net assets -$ 1,402$ 17,627$ 19,029$

March 31, 2014

(in thousands of dollars)

Derivative Contracts: The Company’s Level 2 fair value derivative contracts primarily consist of over-the-counter (“OTC”)
gas swap contracts and gas purchase contracts with pricing inputs obtained from the New York Mercantile Exchange and
the Intercontinental Exchange (“ICE”), except in cases where the ICE publishes seasonal averages or where there were no
transactions within the last seven days. The Company may utilize discounting based on quoted interest rate curves,
including consideration of non-performance risk, and may include a liquidity reserve calculated based on bid/ask spread for
the Company’s Level 2 derivative contracts. Substantially all of these price curves are observable in the marketplace
throughout at least 95% of the remaining contractual quantity, or they could be constructed from market observable curves
with correlation coefficients of 95% or higher.
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The Company’s Level 3 fair value derivative contracts primarily consist of OTC gas option contracts and gas purchase
contracts, which are valued based on internally-developed models. Industry-standard valuation techniques, such as the
Black-Scholes pricing model, Monte Carlo simulation, and Financial Engineering Associates libraries are used for valuing
such instruments. A derivative is designated Level 3 when it is valued based on a forward curve that is internally developed,
extrapolated or derived from market observable curves with correlation coefficients less than 95%, where optionality is
present, or if non-economic assumptions are made. The internally developed forward curves have a high level of correlation
with Platts Mark-to-Market curves and are reviewed by the middle office. The Company considers non-performance risk
and liquidity risk in the valuation of derivative contracts categorized in Level 2 and Level 3.

Changes in Level 3 Derivative Contracts

2015 2014

Balance as of the beginning of the year 17,627$ 14,314$

Tota l ga ins or l os s es i ncluded in regulatory ass ets and l iabi l i ties 11,250 9,330

Settlements (2,625) (6,017)

Ba lance as of the end of the year 26,252$ 17,627$

Years Ended March 31,

(in thousands of dollars)

A transfer into Level 3 represents existing assets or liabilities that were previously categorized at a higher level for which the
inputs became unobservable during the year. A transfer out of Level 3 represents assets and liabilities that were previously
classified as Level 3 for which the inputs became observable based on the criteria discussed previously for classification in
Level 2. These transfers, which are recognized at the end of each period, result from changes in the observability of forward
curves from the beginning to the end of each reporting period. There were no transfers between Level 1 and Level 2, and
no transfers into or out of Level 3, during the years ended March 31, 2015, 2014 or 2013.

Quantitative Information About Level 3 Fair Value Measurements

The following tables provide information about the Company’s Level 3 valuations:

Commodity

Level 3

Position

Valuation

Technique(s)

Significant

Unobservable Input Range

Assets (Liabilities) Total

Gas

Purchase

contracts 31,361$ (9,937)$ 21,424$

Discounted

Cash Flow Forward Curve (A)

$0.959 -

$3.087/dth

Gas

Cross

commodity

contracts 4,890 - 4,890

Discounted

Cash Flow Forward Curve

$17.47 -

$378.51/dth

Gas

Option

contracts - (62) (62)

Discounted

Cash Flow Implied Volatil i ty 34% - 41%

Total 36,251$ (9,999)$ 26,252$

(A) Includes deals with valuation assumptions on gas supply.

Fair Value as of March 31, 2015

(in thousands of dollars)
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Commodity

Level 3

Position

Valuation

Technique(s)

Significant

Unobservable Input Range

Assets (Liabilities) Total

Gas

Purchase

contracts 16,880$ (2,846)$ 14,034$

Discounted

Cash Flow Forward Curve (A)

$2.709 -

$14.056/dth

Gas

Cross

commodity

contracts 3,047 - 3,047

Discounted

Cash Flow Forward Curve

$43.19 -

$84.28/dth

Gas

Option

contracts 726 (180) 546

Discounted

Cash Flow Implied Volati lity 29% - 31%

Total 20,653$ (3,026)$ 17,627$

(A) Includes deals with valuation assumptions on gas supply.

Fair Value as of March 31, 2014

(in thousands of dollars)

The significant unobservable inputs listed above would have a direct impact on the fair values of the Level 3 instruments if
they were adjusted. The significant unobservable inputs used in the fair value measurement of the Company’s gas purchase
and gas option derivatives are forward commodity prices, both gas and electric, implied volatility and valuation
assumptions pertaining to peaking gas deals based on forward gas curves. A relative change in commodity price at various
locations underlying the open positions can result in significantly different fair value estimates.

Other Fair Value Measurements

The Company’s balance sheets reflect long-term debt at amortized cost. The fair value of the Company’s long-term debt
was based on quoted market prices when available, or estimated using quoted market prices for similar debt. The fair value
of this debt at March 31, 2015 and 2014 was $771.2 million and $696.9 million, respectively.

All other financial instruments in the accompanying balance sheets such as accounts receivable, accounts payable, and the
intercompany money pool are stated at cost, which approximates fair value.

8. EMPLOYEE BENEFITS

The Company participates with certain other KeySpan subsidiaries in qualified and non-qualified non-contributory defined
benefit plans (the “Pension Plans”) and a PBOP plan (together with the Pension Plans (the “Plans”)), covering substantially
all employees.

The Pension Plans provide union employees, as well as all non-union employees hired before January 1, 2011, with a
retirement benefit. Supplemental non-qualified, non-contributory executive retirement programs provide additional
defined pension benefits for certain executives. The PBOP plan provides health care and life insurance coverage to eligible
retired employees. Eligibility is based on age and length of service requirements and, in most cases, retirees must
contribute to the cost of their coverage.

During the years ended March 31, 2015, 2014, and 2013, the Company made contributions of approximately $23 million,
$27 million, and $29.1 million, respectively, to the Plans.

The Plans’ assets are commingled and cannot be specifically allocated to an individual company. The Plans’ costs are first
directly charged to the Company based on the Company’s employees that participate in the Plans. Costs associated with
affiliated service companies’ employees are then allocated as part of the labor burden for work performed on the
Company’s behalf. In addition, certain changes in the funded status of the Plans are also allocated based on the employees
associated with the Company through an intercompany payable account and are presented as postretirement benefits in
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the accompanying balance sheets. Pension and PBOP expenses are included in operations and maintenance expense in the
accompanying statements of income.

KeySpan’s unfunded obligations at March 31, 2015 and 2014 are as follows:

March 31,

2015 2014

Pension 1,005,558$ 704,169$

PBOP 985,669 916,706

1,991,227$ 1,620,875$

(in thousands of dollars)

The Company’s net pension and PBOP expenses directly charged and allocated from affiliated service companies, net of
capital, for the years ended March 31, 2015, 2014, and 2013 are as follows:

2015 2014 2013

Pension 11,466$ 11,465$ 11,284$

PBOP 13,863 13,863 13,877

25,329$ 25,328$ 25,161$

Years Ended March 31,

(in thousands of dollars)

Defined Contribution Plan

NGUSA has a defined contribution pension plan that covers substantially all employees, The Company recognized an
expense in the accompanying statements of income of $0.3 million for matching contributions, for each of the years ended
March 31, 2015, 2014, and 2013.

Other Benefits

At March 31, 2015 and 2014, the Company had accrued workers compensation, auto, and general insurance claims which
have been incurred but not yet reported of $9.4 million and $11.3 million, respectively.

9. CAPITALIZATION

Debt Maturities

The aggregate maturities of long-term debt for the years subsequent to March 31, 2015 are as follows:

(in thousands of dollars)

Years Ending March 31,

2016 -$

2017 100,000

2018 -

2019 -

2020 -

Thereafter 500,000

Total 600,000$
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Dividend Restrictions

Pursuant to the NYPSC’s orders, the ability of the Company to pay dividends to KeySpan is conditioned upon maintenance
of a utility capital structure with debt not exceeding 58% of total utility capitalization. At March 31, 2015 and 2014, the
Company was in compliance with the utility capital structure required by the NYPSC. In accordance with the NYPSC order
approving the acquisition of KeySpan, the Company is permitted to declare dividends to the extent of retained earnings
accumulated since the date of acquisition plus unappropriated retained earnings, unappropriated undistributed earnings
and accumulated other comprehensive income existing immediately prior to the date of acquisition. At the date of
acquisition, the balance of retained earnings of the Company existing immediately prior of $478.6 million was reclassified
into additional paid-in capital.

Preferred Stock

In connection with the acquisition of KeySpan by NGUSA, the Company became subject to a requirement to issue a class of
preferred stock, having one share (the “Golden Share”), subordinate to any existing preferred stock. The holder of the
Golden Share would have voting rights that limit the Company’s right to commence any voluntary bankruptcy, liquidation,
receivership or similar proceeding without the consent of the holder of the Golden Share. The NYPSC subsequently
authorized the issuance of the Golden Share to a trustee, GSS Holdings, Inc. (“GSS”), who will hold the Golden Share subject
to a Services and Indemnity Agreement requiring GSS to vote the Golden Share in the best interests of New York State. On
July 8, 2011, the Company issued the Golden Share with a par value of $1.

10.INCOME TAXES

Components of Income Tax Expense

Years Ended March 31,

2015 2014 2013

Current tax expense (benefi t):

Federa l $ 23,659 $ (11,684) $ (4,312)

State 334 225 3,612

Tota l current tax expens e (benefi t) 23,993 (11,459) (700)

Deferred tax expense:

Federa l 3,290 35,278 29,396

State 7,366 3,598 4,855

Tota l deferred tax expense 10,656 38,876 34,251

Tota l income tax expens e $ 34,649 $ 27,417 $ 33,551

(in thousands of dollars)
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Statutory Rate Reconciliation

The Company's effective tax rates for the years ended March 31, 2015, 2014, and 2013 are 41.1%, 37.6%, and 41.6%,
respectively. The following table presents a reconciliation of income tax expense at the federal statutory tax rate of 35% to
the actual tax expense:

Years Ended March 31,

2015 2014 2013

Computed tax 29,520$ 25,509$ 28,244$

Change in computed taxes resul ting from:

State income tax, net of federa l benefi t 5,004 2,484 5,504

Other i tems , net 125 (576) (197)

Tota l 5,129 1,908 5,307

Federa l and s tate income taxes $ 34,649 $ 27,417 $ 33,551

(in thousands of dollars)

The Company is included in the NGNA and subsidiaries consolidated federal income tax return. The Company has joint and
several liability for any potential assessments against the consolidated group.

In September 2013, the U.S. Department of the Treasury issued final tangible property regulations which provide guidance
for the application of Internal Revenue Code (“IRC”) §162(a) and IRC §263(a) to amounts paid to acquire, produce, or
improve tangible property. In August 2014, the U.S. Department of the Treasury also finalized the depreciable property
disposition regulations. Both sets of regulations become effective for tax years beginning on or after January 1, 2014, which,
for the Company, is the fiscal year ended March 31, 2015. The Company intends to adopt these regulations with its fiscal
year 2015 federal tax return and has estimated a favorable §481(a) adjustment of $2.9 million related to dispositions of
depreciable property.

On March 31, 2014, New York’s legislature enacted, as part of the 2014-15 budget package, legislation which included
significant tax changes. For tax years beginning on or after January 1, 2016, the New York corporate franchise rate is
reduced from 7.1% to 6.5%. Additionally, for tax years beginning on or after January 1, 2015, New York State will generally
require combined reporting if the taxpayer is engaged in a unitary business and a 50% common ownership test is met. The
Metropolitan Transportation Authority surcharge rate increased from 17% to 25.6% of the New York rate for taxable years
beginning after 2014 and before 2016. For subsequent years, the rate is to be adjusted by the Commissioner of the New
York State Department of Taxation and Finance. As of March 31, 2014, the Company remeasured its New York State
deferred tax assets and liabilities based upon the enacted law that will apply when the corresponding state temporary
differences are expected to be realized or settled. Specifically, to reflect the decrease in tax rate, the Company decreased
its New York State deferred tax liability by $6.2 million with an offset to regulatory liabilities. During the year ended March
31, 2015, the Company updated the impact of the tax rate change and increased its New York State deferred tax liability by
$0.1 million with an offset to regulatory liabilities.
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Deferred Tax Components

2015 2014

Deferred tax assets:

Environmental remediation costs 28,348$ 30,509$

Future federal benefit on state taxes 36,002 36,343

Net operating losses 32,743 22,866

Postretirement benefits and other employee benefits 130,385 93,787

Regulatory l iabilities - other 115,627 93,744

Other items 21,275 21,564

Total deferred tax assets
(1)

364,380 298,813

Deferred tax liabilities:

Property related differences 779,761 707,771

Regulatory assets - environmental response costs 114,297 123,644

Regulatory assets - other 100,923 100,125

Other items 23,197 27,244

Total deferred tax l iabilities 1,018,178 958,784

Net deferred income tax liabil ities 653,798 659,971

Current portion of deferred income tax (assets) liabil ities, net (12,431) 16,377

Deferred income tax liabilities, net $ 666,229 $ 643,594

March 31,

(in thousands of dollars)

(1)There were no valuation allowances for deferred tax assets at March 31, 2015 or 2014.

The following table presents the amounts and expiration dates of operating losses as of March 31, 2015:

Expiration of net operating losses: Federal

3/31/2029 $ 43,551

3/31/2030 8,523

3/31/2032 24,583

3/31/2033 14,757

3/31/2034 78,503

Expiration of state and city net operating losses: NYS

3/31/2035 $ 178,670

(in thousands of dollars)

(in thousands of dollars)

Unrecognized Tax Benefits

As of March 31, 2015 and 2014, the Company’s unrecognized tax benefits totaled $60.2 million and $64.5 million,
respectively, of which $0.7 million would affect the effective tax rate, if recognized. The unrecognized tax benefits are
included in other non-current liabilities in the accompanying balance sheets.

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-29 
Page 70 of 153

209



KeySpan Gas East Corporation 2015 31

The following table presents changes to the Company’s unrecognized tax benefits:

2015 2014 2013

Balance as of the beginning of the year 64,525$ 102,918$ 92,618$

Gross increases - tax pos i tions in prior periods - 9,937 2,364

Gross decreases - tax pos i tions in prior periods (12,079) (13,491) (421)

Gross increases - current period tax pos i tions 7,774 9,271 10,769

Gross decreases - current period tax pos i tions (12) (12) (407)

Settlements with tax authori ties - (44,098) (2,005)

Balance as of the end of the year 60,208$ 64,525$ 102,918$

Years Ended March 31,

(in thousands of dollars)

As of March 31, 2015 and 2014, the Company has accrued for interest related to unrecognized tax benefits of $1 million
and $4.5 million, respectively. During the years ended March 31, 2015, 2014, and 2013, the Company recorded an increase
in interest expense of $4.2 million, a reduction to interest expense of $0.6 million, and an increase in interest expense of
$4.7 million, respectively. The Company recognizes interest related to unrecognized tax benefits in other interest, including
affiliate interest and related penalties, if applicable, in other deductions, net, in the accompanying statements of income.
No tax penalties were recognized during the years ended March 31, 2015, 2014, or 2013.

It is reasonably possible that other events will occur during the next twelve months that would cause the total amount of
unrecognized tax benefits to increase or decrease. However, the Company does not believe any such increases or decreases
would be material to its results of operations, financial position, or cash flows.

During the year ended March 31, 2014, the Internal Revenue Service (“IRS”) concluded its examination of the NGNA
consolidated filing group's corporate income tax returns, which includes corporate income tax returns of KeySpan
Corporation and subsidiaries for the short period ended August 24, 2007, and of NGNA and subsidiaries for the periods
ended March 31, 2008 and 2009. These examinations were completed on March 27, 2014 and March 31, 2014,
respectively, with an agreement on the majority of income tax issues for the years referenced above, as well as an
acknowledgment that certain discrete items remain disputed. NGNA is in the process of appealing these disputed issues
with the IRS Office of Appeals. The Company does not anticipate a change in its unrecognized tax positions in the next
twelve months as a result of the appeals. However, pursuant to the Company’s tax sharing agreement, the audit or appeals
may result in a change to allocated tax. The tax returns for the years ended March 31, 2010 through March 31, 2015 remain
subject to examination by the IRS.

The State of New York is in the process of examining the Company's New York State income tax returns for the years ended
December 31, 2003 through March 31, 2008. The tax returns for the years ended March 31, 2009 through March 31, 2015
remain subject to examination by the State of New York.

The following table indicates the earliest tax year subject to examination for each major jurisdiction:

Jurisdiction Tax Year

Federal August 24, 2007*

New York December 31, 2003

*The KeySpan consolidated filing group for the tax year ended August 24, 2007 and the NGNA consolidated filing group for the fiscal
years ended March 31, 2008 and 2009, are in the process of appealing certain disputed issues with the IRS Office of Appeals.
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11.ENVIRONMENTAL MATTERS

The normal ongoing operations and historic activities of the Company are subject to various federal, state and local
environmental laws and regulations. Under federal and state Superfund laws, potential liability for the historic
contamination of property may be imposed on responsible parties jointly and severally, without regard to fault, even if the
activities were lawful when they occurred.

The Company has identified numerous MGP sites and related facilities, which were owned or operated by the Company or
its predecessors. These former sites, some of which are no longer owned by the Company, have been identified to the
NYPSC and the New York State Department of Environmental Conservation (“DEC”) for inclusion on appropriate site
inventories. Administrative Orders on Consent (“ACO”) or Voluntary Cleanup Agreements have been executed with the DEC
to address the investigation and remediation activities associated with certain sites. Expenditures incurred for the years
ended March 31, 2015, 2014, and 2013 were $14.4 million, $38.3 million, and $35.5 million, respectively.

Upon the acquisition of KeySpan by NGUSA, the Company recognized its environmental liabilities at fair value. The fair
values included discounting of the reserve, which is being accreted over the period for which remediation is expected to
occur. Following the acquisition, these environmental liabilities are recognized in accordance with the current accounting
guidance for environmental obligations.

The Company estimated the remaining costs of environmental remediation activities were $65.5 million and $70.4 million
at March 31, 2015 and 2014, respectively. The Company’s environmental obligation is discounted at a rate of 6.5%; the
undiscounted amount of environmental liabilities at March 31, 2015 and 2014 was $82.7 million and $87.8 million,
respectively. These costs are expected to be incurred over approximately 40 years, and the discounted amounts have been
recorded as reserves in the accompanying balance sheets. However, remediation costs for each site may be materially
higher than estimated, depending on changing technologies and regulatory standards, selected end use for each site, and
actual environmental conditions encountered. The Company has recovered amounts from certain insurers, and, where
appropriate, the Company may seek recovery from other insurers and from other potentially responsible parties, but it is
uncertain whether, and to what extent, such efforts will be successful.

By rate orders, the NYPSC has provided for the recovery of SIR costs. Accordingly, as of March 31, 2015 and 2014, the
Company has recorded net environmental regulatory assets of $223.1 million and $272.3 million, respectively.

The Company believes that its ongoing operations, and its approach to addressing conditions at historic sites, are in
substantial compliance with all applicable environmental laws, and that the obligations imposed on it because of the
environmental laws will not have a material impact on its results of operations or financial position since, as noted above,
environmental expenditures incurred by the Company are recoverable from customers.

12.COMMITMENTS AND CONTINGENCIES

Purchase Commitments

The Company has long-term commitments with a variety of suppliers and pipelines to purchase gas supply, gas storage
capability, and transportation of gas on interstate gas pipelines. The Company is liable for these payments regardless of the
level of services required from third-parties.
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The Company’s commitments under these long-term contracts for the years subsequent to March 31, 2015 are summarized
in the table below:

(in thousands of dollars) Capital

Years Ending March 31, Gas Expenditures

2016 284,796$ 4,854$

2017 271,006 -

2018 243,666 -

2019 183,258 -

2020 140,086 -

Thereafter 670,039 -

Total 1,792,851$ 4,854$

Legal Matters

Several lawsuits have been filed that allege damages resulting from contamination associated with the historic operations
of a former MGP located in Bay Shore. The Company has been conducting a remediation at Bay Shore pursuant to an ACO
with the New York State DEC. The Company intends to contest each of the lawsuits vigorously.

The Company continues to pursue a number of refund claims with respect to garbage and other taxes levied on the
Company by local authorities on Long Island, most significantly Nassau County.

In addition to the matters described above, the Company is subject to various legal proceedings arising out of the ordinary
course of its business. The Company does not consider any of such proceedings to be material, individually or in the
aggregate, to its business or likely to result in a material adverse effect on its results of operations, financial position, or
cash flows.

SuperStorm Sandy

In October 2012, SuperStorm Sandy hit the northeastern U.S. affecting energy supply to customers in the Company’s
service territory. Total costs associated with gas customer service restoration from this storm (including capital
expenditures) through March 31, 2014 were approximately $135 million.

The Company had recorded an “other receivable” in the accompanying balance sheets in the amount of $39 million as of
March 31, 2014, relating to claims filed against its property damage insurance policy, net of insurance deductibles,
allowances, and advance payments received. In December 2014, NGUSA reached a final settlement with its insurers, of
which the Company’s allocated portion was $102.1 million (inclusive of advance payments of $54.2 million), and received
final payment for the remaining amounts due. This resulted in the Company recognizing a gain of $8.5 million for the year
ended March 31, 2015, recorded as a reduction to operations and maintenance expense in the accompanying statements
of income.

13. RELATED PARTY TRANSACTIONS

Accounts Receivable from and Accounts Payable to Affiliates

NGUSA and its affiliates provide various services to the Company, including executive and administrative, customer
services, financial (including accounting, auditing, risk management, tax, and treasury/finance), human resources,
information technology, legal and strategic planning, that are charged between the companies and charged to each
company.
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The Company records short-term receivables from, and payables to, certain of its affiliates in the ordinary course of
business. The amounts receivable from, and payable to, its affiliates do not bear interest and are settled through the
intercompany money pool. A summary of net outstanding accounts receivable from affiliates and accounts payable to
affiliates is as follows:

2015 2014 2015 2014

Brooklyn Union Gas Company 6,005$ -$ -$ 10,034$

KeySpan Corporation 18,130 27,279 - -

NG Electric Services, LLC - - 3,847 3,652

NGUSA Service Company - - 5,036 69,594

Niagara Mohawk Power Corporation 469 - - 1,085

Other 1,212 1,411 1,081 1,747

Total 25,816$ 28,690$ 9,964$ 86,112$

(in thousands of dollars) (in thousands of dollars)

Accounts Receivable Accounts Payable

from Affiliates to Affiliates

March 31, March 31,

Intercompany Money Pool

The settlement of the Company’s various transactions with NGUSA and certain affiliates generally occurs via the
intercompany money pool in which it participates. The Company is a participant in the Regulated Money Pool and can both
borrow and invest funds. Borrowings from the Regulated Money Pool bear interest in accordance with the terms of the
Regulated Money Pool Agreement. As the Company fully participates in the Regulated Money Pool rather than settling
intercompany charges with cash, all changes in the intercompany money pool balance and accounts receivable from
affiliates and accounts payable to affiliates balances are reflected as investing or financing activities in the accompanying
statements of cash flows. In addition, for the purpose of presentation in the statement of cash flows, it is assumed all
amounts settled through intercompany money pool are constructive cash receipts and payments, and therefore are
presented as such.

The Regulated Money Pool is funded by operating funds from participants. Collectively, NGUSA and KeySpan, have the
ability to borrow up to $3 billion from National Grid plc for working capital needs including funding of the intercompany
money pools, if necessary. The Company had short-term intercompany money pool borrowings of $527.1 million and
$551.6 million at March 31, 2015 and 2014, respectively. The average interest rates for the intercompany money pool were
0.3%, 0.7% and 1.5% for the years ended March 31, 2015, 2014, and 2013, respectively.

Service Company Charges

The affiliated service companies of NGUSA provide certain services to the Company at their cost. The service company costs
are generally allocated to associated companies through a tiered approach. First and foremost, costs are directly charged to
the benefited company whenever practicable. Secondly, in cases where direct charging cannot be readily determined, costs
are allocated using cost/causation principles linked to the relationship of that type of service, such as number of employees,
number of customers/meters, capital expenditures, value of property owned, total transmission and distribution
expenditures. Lastly, when a specific cost/causation principle is not determinable, costs are allocated based on a general
allocator determined using a 3-point formula based on net margin, net property, plant and equipment, and operations and
maintenance expense.

Net charges from the service companies of NGUSA to the Company for the years ended March 31, 2015, 2014, and 2013
were $255.7 million, $253.4 million and $123.6 million, respectively.
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Holding Company Charges

NGUSA received charges from National Grid Commercial Holdings Limited (an affiliated company in the U.K.) for certain
corporate and administrative services provided by the corporate functions of National Grid plc to its U.S. subsidiaries. These
charges, which are recorded on the books of NGUSA, have not been reflected in these financial statements. The estimated
effect on net income would be $3.6 million, $4.2 million, and $3 million before taxes and $2.2 million, $2.8 million, and $2
million after taxes, for the years ended March 31, 2015, 2014, and 2013, respectively, if these amounts were allocated to
the Company.
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PricewaterhouseCoopers LLP, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (646) 471 8320, www.pwc.com/us

Independent Auditor’s Report

To the Board of Directors
of Niagara Mohawk Power Company

We have audited the accompanying financial statements of Niagara Mohawk Power Company (the
Company), which comprise the balance sheets as of March 31, 2015 and 2014, and the related statements
of income, comprehensive income, cash flows, capitalization, and changes in shareholders’ equity for each
of the three years in the period ended March 31, 2015.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the Company’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Niagara Mohawk Power Company at March 31, 2015 and 2014, and the results of its
operations and their cash flows for each of the three years in the period ended March 31, 2015 in
accordance with accounting principles generally accepted in the United States of America.
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Emphasis of Matter

As discussed in Note 2 to the financial statements, the Company has restated its fiscal 2014 and 2013
financial statements to correct an error. Our opinion is not modified with respect to this matter.

July 2, 2015
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The accompanying notes are an integral part of these financial statements.

Niagara Mohawk Power Corporation 2015 5

NIAGARA MOHAWK POWER CORPORATION
STATEMENTS OF INCOME

(in thousands of dollars)

2015 2014 2013

(Restated) (Restated)

Operating revenues:

Electric services $ 2,586,376 $ 2,906,264 $ 2,789,431

Gas distribution 585,478 620,268 587,655

Total operating revenues $ 3,171,854 $ 3,526,532 $ 3,377,086

Operating expenses:

Purchased electricity 827,611 1,074,126 880,592

Purchased gas 247,209 269,381 247,183

Operations and maintenance 1,245,829 1,264,238 1,414,866

Depreciation and amortization 230,473 218,660 214,368

Other taxes 250,876 254,802 244,803

Total operating expenses 2,801,998 3,081,207 3,001,812

Operating income 369,856 445,325 375,274

Other income and (deductions):

Interest on long-term debt (100,331) (91,664) (76,407)

Other interest, including affi l iate interest (10,775) (9,383) (18,385)

Other income, net 12,692 16,258 5,717

Total other deductions, net (98,414) (84,789) (89,075)

Income before income taxes 271,442 360,536 286,199

Income tax expense 94,873 126,283 101,582

Net income 176,569$ 234,253$ 184,617$

Years Ended March 31,
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The accompanying notes are an integral part of these financial statements.

6 Niagara Mohawk Power Corporation 2015

NIAGARA MOHAWK POWER CORPORATION
STATEMENTS OF COMPREHENSIVE INCOME

(in thousands of dollars)

2015 2014 2013

(Restated) (Restated)

Net income 176,569$ 234,253$ 184,617$

Other comprehensive income (loss):

Unrealized gains on securities 407 715 1,183

Change in pension and other postretirement obligations (144) 1,102 (674)

Total other comprehensive income 263 1,817 509

Comprehensive income 176,832$ 236,070$ 185,126$

Related tax (expense) benefit:

Unrealized gains on securities (267)$ (429)$ (789)$

Change in pension and other postretirement obligations 94 (661) 449

Total tax expense (173)$ (1,090)$ (340)$

Years Ended March 31,
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The accompanying notes are an integral part of these financial statements.

Niagara Mohawk Power Corporation 2015 7

NIAGARA MOHAWK POWER CORPORATION
STATEMENTS OF CASH FLOWS

(in thousands of dollars)

2015 2014 2013
(Restated) (Restated)

Operating activities:
Net income 176,569$ 234,253$ 184,617$

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 230,473 218,660 214,368
Regulatory amortizations (24,463) (38,365) 197,260
Provision for deferred income taxes 92,502 96,150 103,841
Bad debt expense 62,941 35,248 (18,241)
Loss from equity investments, net of dividends received 156 87 354
Allowance for equity funds used during construction (13,270) (10,040) (6,869)
Amortization of debt discount and issuance costs 3,673 3,692 3,739
Net postretirement benefits expense (contributions) 23,966 106,399 (51,085)
Net environmental remediation payments (32,575) (41,554) (31,438)

Changes in operating assets and liabil ities:
Accounts receivable‚ net‚ and unbil led revenues 45,914 (185,417) (120,104)
Accounts receivable from/payable to affil iates, net - - 27,296
Inventory (12,133) (4,938) 15,900
Regulatory assets and liabil ities, net 121,071 (22,824) 164,907
Derivative contracts 92,995 (6,316) (69,274)
Prepaid and accrued taxes (15,454) 44,261 (13,129)
Accounts payable and other l iabi lities (20,935) 48,128 (85,830)
Other, net 22,262 (9,809) (15,777)

Net cash provided by operating activities 753,692 467,615 500,535

Investing activities:
Capital expenditures (611,438) (545,316) (497,850)
Changes in restricted cash and special deposits 1,526 34,982 (16,602)
Affil iated money pool investing and receivables/payables, net (221,837) (67,483) 89,925
Cost of removal (37,966) (41,359) (49,152)
Other (1,270) (2,750) (5,614)

Net cash used in investing activities (870,985) (621,926) (479,293)

Financing activities:
Common stock dividends to Parent - - (210,000)
Preferred stock dividends (1,060) (1,060) (1,060)
Payments on long-term debt (600,000) (45,600) (500,000)
Proceeds from long-term debt 900,000 - 700,000
Payment of debt issuance costs (5,000) - (4,200)
Affil iated money pool borrowing and receivables/payables, net - (30,189) -
(Repayments of) advances from affil iates (200,000) 205,000 346
Capital contributions - 25,000 -
Parent loss tax allocation 12,415 15,715 445
Share based compensation - (2,677) 5,686

Net cash provided by (used in) financing activities 106,355 166,189 (8,783)

Net (decrease) increase in cash and cash equivalents (10,938) 11,878 12,459
Cash and cash equivalents, beginning of year 26,550 14,672 2,213
Cash and cash equivalents, end of year 15,612$ 26,550$ 14,672$

Supplemental disclosures:
Interest paid (88,018)$ (84,503)$ (91,047)$
Income taxes (paid) refunded (5,376) 15,099 (99,349)

Significant non-cash items:
Capital-related accruals included in accounts payable 27,753 30,236 11,396
Share based compensation 180 (2,677) 5,686

Years Ended March 31,
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8 Niagara Mohawk Power Corporation 2015

NIAGARA MOHAWK POWER CORPORATION
BALANCE SHEETS

(in thousands of dollars)

2015 2014

(Restated)

ASSETS

Current assets:

Cash and cash equivalents 15,612$ 26,550$

Restricted cash and special deposits 14,316 15,842

Accounts receivable 656,707 732,812

Allowance for doubtful accounts (133,428) (120,723)

Accounts receivable from affi l iates 19,170 12,647

Intercompany money pool 278,048 131,670

Unbilled revenues 114,404 134,449

Inventory 60,249 48,116

Regulatory assets 76,726 89,556

Derivative contracts 22,808 38,277

Current portion of deferred income tax assets, net 165,036 92,939

Prepaid taxes 34,955 15,367

Other 31,983 52,855

Total current assets 1,356,586 1,270,357

Equity investments 2,562 2,718

Property, plant and equipment, net 7,886,060 7,466,113

Other non-current assets:

Regulatory assets 1,430,354 1,104,975

Goodwill 1,289,132 1,289,132

Derivative contracts 8,184 7,762

Postretirement benefits asset 211,565 310,382

Other 79,716 74,569

Total other non-current assets 3,018,951 2,786,820

Total assets 12,264,159$ 11,526,008$

March 31,
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Niagara Mohawk Power Corporation 2015 9

NIAGARA MOHAWK POWER CORPORATION
BALANCE SHEETS

(in thousands of dollars)

2015 2014

(Restated)

LIABILITIES AND CAPITALIZATION

Current liabilities:

Accounts payable 194,326$ 247,842$

Accounts payable to affi l iates 7,898 76,834

Advances from affi l iates 25,000 225,000

Current portion of long-term debt - 500,000

Taxes accrued 20,358 20,370

Customer deposits 32,214 30,032

Interest accrued 33,846 27,887

Regulatory liabil ities 204,359 180,902

Derivative contracts 56,222 6,734

Other 123,016 89,227

Total current liabil ities 697,239 1,404,828

Other non-current liabilities:

Regulatory liabil ities 867,883 829,334

Asset retirement obligations 10,929 10,380

Deferred income tax liabil ities, net 1,941,721 1,765,998

Postretirement benefits 740,555 506,034

Environmental remediation costs 415,234 432,923

Derivative contracts 36,714 8,254

Other 325,279 328,112

Total other non-current liabil ities 4,338,315 3,881,035

Commitments and contingencies (Note 13)

Capitalization:

Shareholders' equity 4,374,149 4,185,782

Long-term debt 2,854,456 2,054,363

Total capitalization 7,228,605 6,240,145

Total liabilities and capitalization 12,264,159$ 11,526,008$

March 31,
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NIAGARA MOHAWK POWER CORPORATION
STATEMENTS OF CAPITALIZATION

(in thousands of dollars)

2015 2014

(Restated)

Total shareholders' equity 4,374,149$ 4,185,782$

Long-term debt: Interest Rate Maturity Date

Unsecured notes:

Senior Note 3.55% October 1, 2014 - 500,000

Senior Note 4.88% August 15, 2019 750,000 750,000

Senior Note 2.72% November 28, 2022 300,000 300,000

Senior Note 3.51% October 1, 2024 500,000 -

Senior Note 4.28% October 1, 2034 400,000 -

Senior Note 4.12% November 28, 2042 400,000 400,000

2,350,000 1,950,000

State Authority Financing - tax exempt

NYSERDA tax exempt 5.15% November 1, 2025 75,000 75,000

NYSERDA tax exempt Variable October 1, 2013 - July 1, 2029 429,465 529,465

504,465 604,465

Unamortized debt discounts (9) (102)

Total debt 2,854,456 2,554,363

Current portion of long-term debt - 500,000

Long-term debt 2,854,456 2,054,363

Total capitalization 7,228,605$ 6,240,145$

March 31,
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Niagara Mohawk Power Corporation, 2015 11

NIAGARA MOHAWK POWER CORPORATION
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(in thousands of dollars)

The Company had 187,364,863 shares of common stock authorized, issued and outstanding, with a par value of $1 per share and 289,848 shares of cumulative preferred stock authorized, issued and
outstanding, with a par value of $100 per share at March 31, 2015 and 2014.

Cumulative Additional Unrealized Gain Pension and Other Total Accumulated

Common Preferred Paid-in (Loss) on Available- Postretirement Other Comprehensive Retained

Stock Stock Capital for-sale Securities Benefits Income (Loss) Earnings Total

Balance as of March 31, 2012 - restated 187,365$ 28,985$ 2,954,692$ 350$ (1,096)$ (746)$ 762,241$ 3,932,537$

Net income - - - - - - 184,617 184,617

Other comprehensive income (loss)

Unrealized gains on securities, net of $789 tax expense - - - 1,183 - 1,183 - 1,183

Change in pension and other postretirement

obligations, net of $449 tax benefit - - - - (674) (674) - (674)

Total comprehensive income 185,126

Parent loss tax allocation - - 445 - - - - 445

Share based compensation - - 5,686 - - - - 5,686

Common stock dividends to Parent - - - - - - (210,000) (210,000)

Preferred stock dividends - - - - - - (1,060) (1,060)

Balance as of March 31, 2013 - restated 187,365$ 28,985$ 2,960,823$ 1,533$ (1,770)$ (237)$ 735,798$ 3,912,734$

Net income - - - - - 234,253 234,253

Other comprehensive income (loss)

Unrealized gains on securities, net of $429 tax expense - - - 715 - 715 - 715

Change in pension and other postretirement

obligations, net of $661 tax expense - - - - 1,102 1,102 - 1,102

Total comprehensive income 236,070

Capital contributions - - 25,000 - - - - 25,000

Parent loss tax allocation - - 15,715 - - - - 15,715

Share based compensation - - (2,677) - - - - (2,677)

Preferred stock dividends - - - - - - (1,060) (1,060)

Balance as of March 31, 2014 - restated 187,365$ 28,985$ 2,998,861$ 2,248$ (668)$ 1,580$ 968,991$ 4,185,782$

Net income - - - - - 176,569 176,569

Other comprehensive income (loss)

Unrealized gains on securities, net of $267 tax expense - - - 407 - 407 - 407

Change in pension and other postretirement

obligations, net of $94 tax benefit - - - - (144) (144) - (144)

Total comprehensive income 176,832

Parent loss tax allocation - - 12,415 - - - - 12,415

Share based compensation - - 180 - - - - 180

Preferred stock dividends - - - - - - (1,060) (1,060)

Balance as of March 31, 2015 187,365$ 28,985$ 3,011,456$ 2,655$ (812)$ 1,843$ 1,144,500$ 4,374,149$

Accumulated Other Comprehensive Income (Loss)
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12 Niagara Mohawk Power Corporation 2015

NIAGARA MOHAWK POWER CORPORATION
NOTES TO THE FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION

Niagara Mohawk Power Corporation (“the Company”), a New York Corporation, is engaged principally in the regulated
energy delivery business in New York State. The Company provides electric service to approximately 1.6 million customers
in the areas of eastern, central, northern, and western New York and sells, distributes, and transports natural gas to
approximately 0.6 million customers in the areas of central, northern, and eastern New York.

The Company is a wholly-owned subsidiary of Niagara Mohawk Holdings, Inc., which is a wholly-owned subsidiary of
National Grid USA (“NGUSA” or “Parent”), a public utility holding company with regulated subsidiaries engaged in the
generation of electricity and the transmission, distribution, and sale of both natural gas and electricity. NGUSA is a direct
wholly-owned subsidiary of National Grid North America Inc. (“NGNA”) and an indirect wholly-owned subsidiary of National
Grid plc, a public limited company incorporated under the laws of England and Wales.

The accompanying financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (“U.S. GAAP”), including the accounting principles for rate-regulated entities. The financial
statements reflect the ratemaking practices of the applicable regulatory authorities.

The Company has evaluated subsequent events and transactions through July 2, 2015, the date of issuance of these
financial statements, and concluded that there were no events or transactions that require adjustment to, or disclosure in,
the financial statements as of and for the year ended March 31, 2015.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

In preparing financial statements that conform to U.S. GAAP, the Company must make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenues, and expenses, and the disclosure of contingent assets and liabilities
included in the financial statements. Actual results could differ from those estimates.

Regulatory Accounting

The Federal Energy Regulatory Commission (“FERC”) and the New York Public Service Commission (“NYPSC”) regulate the
rates the Company charges its customers. In certain cases, the rate actions of the NYPSC can result in accounting that
differs from non-regulated companies. In these cases, the Company defers costs (as regulatory assets) or recognizes
obligations (as regulatory liabilities) if it is probable that such amounts will be recovered from, or refunded to, customers
through future rates. Regulatory assets and liabilities are amortized to the statements of income consistent with the
treatment of the related costs in the ratemaking process.

Revenue Recognition

Revenues are recognized for energy service provided on a monthly billing cycle basis. The Company records unbilled
revenues for the estimated amount of services rendered from the time meters were last read to the end of the accounting
period.

As approved by the NYPSC, the Company is allowed to pass through commodity-related costs to customers and also bills for
approved rate adjustment mechanisms. In addition, the Company has a revenue decoupling mechanism which allows for
annual adjustments to the Company’s delivery rates as a result of the reconciliation between allowed revenue and billed
revenue. Any difference between the allowed revenue and the billed revenue is recorded as a regulatory asset or
regulatory liability.
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Niagara Mohawk Power Corporation 2015 13

Other Taxes

The Company collects taxes and fees from customers such as sales taxes, other taxes, surcharges, and fees that are levied
by state or local governments on the sale or distribution of gas and electricity. The Company accounts for taxes that are
imposed on customers (such as sales taxes) on a net basis (excluded from revenues), while taxes imposed on the Company,
such as excise taxes, are recognized on a gross basis. Excise taxes collected and paid for the years ended March 31, 2015,
2014, and 2013 were $38.6 million, $41.7 million, and $39.1 million, respectively.

The state of New York imposes on corporations a franchise tax that is computed as the higher of a tax based on income or a
tax based on capital. To the extent the Company’s state tax based on capital is in excess of the state tax based on income,
the Company reports such excess in other taxes and taxes accrued in the accompanying financial statements.

The Company’s policy is to accrue for property taxes on a calendar year basis, taking into account the assessment period.
The Company had prepaid property taxes of $15.7 million and $15.4 million at March 31, 2015 and 2014, respectively.

Income Taxes

Federal and state income taxes have been computed utilizing the asset and liability approach that requires the recognition
of deferred tax assets and liabilities for the tax consequences of temporary differences by applying enacted statutory tax
rates applicable to future years to differences between the financial statement carrying amounts and the tax basis of
existing assets and liabilities. Deferred income taxes also reflect the tax effect of net operating losses, capital losses and
general business credit carryforwards.

The effects of tax positions are recognized in the financial statements when it is more likely than not that the position
taken, or expected to be taken, in a tax return will be sustained upon examination by taxing authorities based on the
technical merits of the position. The financial effect of changes in tax laws or rates is accounted for in the period of
enactment. Deferred investment tax credits are amortized over the useful life of the underlying property.

NGNA files consolidated federal tax returns including all of the activities of its subsidiaries. Each subsidiary company
determines its current and deferred taxes based on the separate return method. The Company settles its current tax
liability or benefit each year with NGNA pursuant to a tax sharing arrangement between NGNA and its subsidiaries. Tax
benefits attributable to the tax attributes of other group companies and allocated by NGNA are treated as capital
contributions.

Cash and Cash Equivalents

Cash equivalents consist of short-term, highly liquid investments with original maturities of three months or less. Cash and
cash equivalents are carried at cost which approximates fair value.

Restricted Cash and Special Deposits

Restricted cash primarily consists of deposits held by the New York Independent System Operator (“NYISO”). Special deposits
primarily consist of health care claims deposits. The Company had restricted cash of $12.1 million and zero and special
deposits of $2.2 million and $15.8 million at March 31, 2015 and 2014, respectively.

Accounts Receivable and Allowance for Doubtful Accounts

The Company recognizes an allowance for doubtful accounts to record accounts receivable at estimated net realizable
value. The allowance is determined based on a variety of factors including, for each type of receivable, applying an
estimated reserve percentage to each aging category, taking into account historical collection and write-off experience and
management's assessment of collectability from individual customers as appropriate. The collectability of receivables is
continuously assessed and, if circumstances change, the allowance is adjusted accordingly. Receivable balances are written
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14 Niagara Mohawk Power Corporation 2015

off against the allowance for doubtful accounts when the accounts are disconnected and/or terminated and the balances
are deemed to be uncollectible.

Inventory

Inventory is comprised of materials and supplies as well as gas in storage. Materials and supplies are stated at the lower of
weighted average cost or market and are expensed or capitalized as used. The Company’s policy is to write-off obsolete
inventory; there were no material write-offs of obsolete inventory for the years ended March 31, 2015, 2014, or 2013.

Gas in storage is stated at weighted average cost and the related cost is recognized when delivered to customers. Existing
rate orders allow the Company to pass directly through to customers the cost of gas purchased, along with any applicable
authorized delivery surcharge adjustments. Gas costs passed through to customers are subject to regulatory approvals and
are reported periodically to the NYPSC.

The Company had materials and supplies of $43.2 million and $40.4 million and gas in storage of $17.1 million and $7.7
million at March 31, 2015 and 2014, respectively.

Derivative Contracts

The Company uses derivative contracts to manage commodity price risk. All derivative contracts are recorded in the
accompanying balance sheets at their fair value. All commodity costs, including the impact of derivative contracts, are
passed on to customers through the Company’s commodity rate adjustment mechanisms. Therefore, gains or losses on the
settlement of these contracts are initially deferred and then refunded to, or collected from, customers consistent with
regulatory requirements.

Certain non-trading contracts for the physical purchase of natural gas qualify for the normal purchase normal sale exception
and are accounted for upon settlement. If the Company were to determine that a contract for which it elected the normal
purchase normal sale exception, no longer qualifies, the Company would recognize the fair value of the contract in
accordance with the regulatory accounting described above.

The Company’s accounting policy is to not offset fair value amounts recognized for derivative contracts and related cash
collateral receivable or payable with the same counterparty under a master netting agreement, and to record and present
the fair value of the derivative contract on a gross basis, with related cash collateral recorded within restricted cash and
special deposits in the accompanying balance sheets. There was $12.1 million related cash collateral as of March 31, 2015
and no related cash collateral at March 31, 2014.

Power Purchase Agreements

The Company enters into power purchase agreements to procure commodity to serve its electric service customers. The
Company evaluates whether such agreements are leases, derivatives, or executory contracts. Power purchase agreements
that do not qualify as leases or derivatives are accounted for as executory contracts and are, therefore, recognized as the
electricity is purchased. In making its determination of the accounting for power purchase agreements, the Company
considers many factors, including: the source of the electricity; the level of output from any specified facility that the
Company is taking under the contract; the involvement, if any, that the Company has in operating the specified facility; and
the pricing mechanisms in the contract.
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Fair Value Measurements

The Company measures derivatives and available-for-sale securities at fair value. Fair value is the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. The following is the fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value:

- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that a company has the ability
to access as of the reporting date;

- Level 2: inputs other than quoted prices included within Level 1 that are directly observable for the asset or liability
or indirectly observable through corroboration with observable market data; and

- Level 3: unobservable inputs, such as internally-developed forward curves and pricing models for the asset or
liability due to little or no market activity for the asset or liability with low correlation to observable market inputs.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input
that is significant to the fair value measurement. The Company uses valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs.

Property, Plant and Equipment

Property, plant and equipment is stated at original cost. The cost of repairs and maintenance is charged to expense and the
cost of renewals and betterments that extend the useful life of property, plant and equipment is capitalized. The capitalized
cost of additions to property, plant and equipment includes costs such as direct material, labor and benefits, and an
allowance for funds used during construction (“AFUDC”).

Depreciation is computed over the estimated useful life of the asset using the composite straight-line method. Depreciation
studies are conducted periodically to update the composite rates and are approved by the NYPSC. The average composite
rates and average service lives for the years ended March 31, 2015, 2014, and 2013 are as follows:

2015 2014 2013 2015 2014 2013

Electric 2.2% 2.2% 2.1% 58 years 58 years 58 years

Gas 2.1% 2.1% 2.5% 49 years 49 years 49 years

Common 4.7% 4.5% 4.5% 38 years 38 years 38 years

Years Ended March 31,

Composite Rates

Years Ended March 31,

Average Service Lives

Depreciation expense includes a component for estimated future cost of removal, which is recovered through rates charged
to customers. Any difference in cumulative costs recovered and costs incurred is recognized as a regulatory liability. When
property, plant and equipment is retired, the original cost, less salvage, is charged to accumulated depreciation, and the
related cost of removal is removed from the associated regulatory liability. The Company had cumulative costs recovered in
excess of costs incurred of $370.2 million and $380 million at March 31, 2015 and 2014, respectively.

Allowance for Funds Used During Construction

In accordance with applicable accounting guidance, the Company records AFUDC, which represents the debt and equity
costs of financing the construction of new property, plant and equipment. AFUDC equity is reported in the statements of
income as non-cash income in other income, net, and AFUDC debt is reported as a non-cash offset to other interest,
including affiliate interest. After construction is completed, the Company is permitted to recover these costs through their
inclusion in rate base and corresponding depreciation expense. The Company recorded AFUDC related to equity of $13.3
million, $10 million, and $6.9 million and AFUDC related to debt of $4.7 million, $4.7 million and $3.7 million for the years
ended March 31, 2015, 2014, and 2013, respectively. The average AFUDC rates for the years ended March 31, 2015, 2014,
and 2013 were 6.5%, 6.4%, and 6.1%, respectively.
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Goodwill

The Company tests goodwill for impairment annually on January 1, and when events occur or circumstances change that
would more likely than not reduce the fair value of the Company below its carrying amount. Goodwill is tested for
impairment using a two-step approach. The first step compares the estimated fair value of the Company with its carrying
value, including goodwill. If the estimated fair value exceeds the carrying value, then goodwill is considered not impaired. If
the carrying value exceeds the estimated fair value, then a second step is performed to determine the implied fair value of
goodwill. If the carrying value of goodwill exceeds its implied fair value, then an impairment charge equal to the difference
is recorded.

The fair value of the Company was calculated in the annual goodwill impairment test for the year ended March 31, 2015
utilizing both income and market approaches.

- To estimate fair value utilizing the income approach, the Company used a discounted cash flow methodology
incorporating its most recent business plan forecasts together with a projected terminal year calculation. Key
assumptions used in the income approach were: (a) expected cash flows for the period from April 1, 2015 to March
31, 2020; (b) a discount rate of 5.2%, which was based on the Company’s best estimate of its after-tax weighted-
average cost of capital; and (c) a terminal growth rate of 2.25%, based on the Company’s expected long-term
average growth rate in line with estimated long-term U.S. economic inflation.

- To estimate fair value utilizing the market approach, the Company followed a market comparable methodology.
Specifically, the Company applied a valuation multiple of earnings before interest, taxes, depreciation and
amortization (“EBITDA”), derived from data of publicly-traded benchmark companies, to business operating data.
Benchmark companies were selected based on comparability of the underlying business and economics. Key
assumptions used in the market approach included the selection of appropriate benchmark companies and the
selection of an EBITDA multiple of 11, which the Company believes is appropriate based on comparison of its
business with the benchmark companies.

The Company determined the fair value of the business using 50% weighting for each valuation methodology, as it believes
that each methodology provides equally valuable information. Based on the resulting fair value from the annual analyses,
the Company determined that no adjustment of the goodwill carrying value was required at March 31, 2015 or 2014.

Prior to 2015, the Company utilized an annual impairment assessment date of January 31. Management has determined
that the use of January 1 as its annual impairment assessment date is preferable to January 31 because it facilitates a more
timely evaluation in advance of the Company’s fiscal year end of March 31. The movement of the date has not resulted in a
substantive change in the timing of recording any potential impairment.

Available-For-Sale Securities

The Company holds available-for-sale securities that include equities, municipal bonds and corporate bonds. These
investments are recorded at fair value and are included in other non-current assets in the accompanying balance sheets.
Changes in the fair value of these assets are recorded within other comprehensive income.

Asset Retirement Obligations

Asset retirement obligations are recognized for legal obligations associated with the retirement of property, plant and
equipment, primarily associated with the Company’s distribution facilities. Asset retirement obligations are recorded at fair
value in the period in which the obligation is incurred, if the fair value can be reasonably estimated. In the period in which
new asset retirement obligations, or changes to the timing or amount of existing retirement obligations are recorded, the
associated asset retirement costs are capitalized as part of the carrying amount of the related long-lived asset. In each
subsequent period the asset retirement obligation is accreted to its present value.
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The following table represents the changes in the Company’s asset retirement obligations:

Years Ended March 31,

2015 2014

Balance as of the beginning of the year 10,380$ 10,329$

Accreti on expens e 518 507

Liabi l i ties settl ed - (456)

Liabi l i ties incurred in the current year 31 -

Ba lance as of the end of the year 10,929$ 10,380$

(in thousands of dollars)

Accretion expense is deferred as part of the Company’s asset retirement obligation regulatory asset as management
believes it is probable that such amounts will be collected in future rates.

Employee Benefits

The Company has defined benefit pension and postretirement benefit (“PBOP”) plans for its employees. The Company
recognizes all pension and PBOP plans’ funded status in the accompanying balance sheets as a net liability or asset with an
offsetting adjustment to accumulated other comprehensive income (“AOCI”) in shareholders’ equity. The cost of providing
these plans is recovered through rates; therefore, the net funded status is offset by a regulatory asset or liability. The
Company measures and records its pension and PBOP funded status at the year-end date. Pension and PBOP plan assets
are measured at fair value, using the year-end market value of those assets.

Supplemental Executive Retirement Plans

The Company has corporate assets included in other non-current assets in the accompanying balance sheets representing
funds designated for Supplemental Executive Retirement Plans. These funds are invested in corporate owned life insurance
policies and available-for-sale securities primarily consisting of equity investments and investments in municipal and
corporate bonds. The corporate owned life insurance investments are measured at cash surrender value with increases and
decreases in the value of these assets recorded in the accompanying statements of income.

New and Recent Accounting Guidance

Accounting Guidance Adopted in Fiscal Year 2015

Reclassifications From Accumulated Other Comprehensive Income

In February 2013, the FASB issued ASU 2013-02, “Comprehensive Income (Topic 220): Reporting of Amounts Reclassified
Out of Accumulated Other Comprehensive Income,” to improve the reporting of reclassifications out of AOCI. The
amendments require an entity to provide information either on the face of the financial statements or in a single footnote
on significant amounts reclassified out of AOCI and the related income statement line items to the extent an amount is
reclassified in its entirety to net income. For significant items not reclassified to net income in their entirety, an entity is
required to cross-reference to other disclosures that provide additional information. For non-public entities, the
amendments are effective prospectively for reporting periods beginning after December 15, 2013. Early adoption is
permitted. The Company adopted this guidance effective April 1, 2014 with no impact on its financial position, results of
operations or cash flows.
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Accounting Guidance Not Yet Adopted

Presentation of Financial Statements - Going Concern, Disclosure of Uncertainties about an Entity's Ability to Continue as a
Going Concern

In August 2014, the FASB issued amendments on reporting about an entity’s ability to continue as a going concern in ASU
No. 2014-15, “Presentation of Financial Statements – Going Concern (Subtopic 205 - 40): Disclosure of Uncertainties about
an Entity’s Ability to Continue as a Going Concern.” The amendments provide guidance about management’s responsibility
to evaluate whether there is substantial doubt surrounding an entity’s ability to continue as a going concern. If
management concludes that substantial doubt exists, the amendments also require additional disclosures relating to
management’s evaluation and conclusion. The amendments are effective for the annual reporting period ending after
December 15, 2016 and interim periods thereafter. The application of this guidance is not expected to have a material
impact on the Company’s financial position, results of operations and cash flows.

Revenue Recognition

In May 2014, the FASB and the International Accounting Standards Board jointly issued a new revenue recognition standard
ASU No. 2014-09, “Revenue from Contracts with Customers (Topic 606).” The objective of the new guidance is to provide a
single comprehensive revenue recognition model for all contracts with customers to improve comparability. The standard
contains principles that an entity will apply to determine the measurement of revenue and timing of when it is recognized.
The underlying principle is that an entity will recognize revenue to depict the transfer of goods or services in an amount
that reflects the consideration the entity expects to receive. The new guidance must be adopted using either a full
retrospective approach or a modified retrospective approach. For non-public entities, the new guidance is effective for
periods beginning after December 15, 2018, with early adoption permitted for periods beginning after December 15, 2017.
The Company is currently evaluating the impact of the new guidance on its financial position, results of operations and cash
flows.

Financial Statement Restatement

During 2015, management determined that certain accounting transactions were not properly recorded in the Company’s
previously issued financial statements. The Company corrected the accounting by restating the prior period financial
statements, the impacts of which are described below.

During its review of the Company’s accounting for its RDM, management determined it had incorrectly applied its
methodology related to the unbilled component of revenue. A cumulative adjustment of $21.3 million (net of income taxes)
was recorded in the financial statements for the year ended March 31, 2014, which was recorded as a decrease to net
income within operating revenues for the year ended March 31, 2014.

Additionally, adjustments were made to correct the timing of recognition of revenue and regulatory assets related to the
Company’s Electricity Supply Reconciliation Mechanism. A cumulative adjustment of $7.7 million (net of income taxes) was
recorded in the financial statements for the year ended March 31, 2014, of which $2.2 million was recorded as a decrease
to opening retained earnings (as of March 31, 2012) and $1.2 million and $8.9 million were recorded as an increase to net
income within operating revenues for the years ended March 31, 2014 and 2013, respectively.

Further, management determined it had not recognized a regulatory liability in relation to the Company’s Net Utility Plant
Tracker. A cumulative adjustment of $8.7 million (net of income taxes) was recorded in the financial statements for the year
ended March 31, 2014, which was recorded as a decrease to net income within operating revenues for the year ended
March 31, 2014.

In addition, the Company has corrected various account balances that were improperly recorded. A cumulative adjustment
of $0.2 million (net of income taxes) was recorded in the financial statements for the year ended March 31, 2014, of which
a $0.1 million increase and a $0.2 million decrease were recorded to net income for the years ended March 31, 2014 and
2013, respectively.
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The following table shows the amounts previously reported as restated:

As Previously

Reported
(1)

Adjustments As Restated

Consolidated Statement of Income March 2014 March 2014

Operating revenues 3,571,821$ (45,289)$ 3,526,532$

Operating income 489,421 (44,096) 445,325

Total other deductions, net (81,376) (3,413) (84,789)

Income before income taxes 408,045 (47,509) 360,536

Income tax expense 145,104 (18,821) 126,283

Net income 262,941 (28,688) 234,253

Consolidated Statement of Income March 2013 March 2013

Operating revenues 3,362,700$ 14,386$ 3,377,086$

Operating income 360,888 14,386 375,274

Other deductions, net (88,694) (381) (89,075)

Income before income taxes 272,194 14,005 286,199

Income tax expense 96,034 5,548 101,582

Net income 176,160 8,457 184,617

Consolidated Statement of Cash Flows March 2014 March 2014

Net cash provided by operating activities 466,336$ 1,279$ 467,615$

Net cash used in investing activities (620,647) (1,279) (621,926)

Consolidated Statement of Cash Flows March 2013 March 2013

Net cash provided by operating activities 500,647$ (112)$ 500,535$

Net cash used in investing activities (479,405) 112 (479,293)

As Previously

Reported
(1)

Adjustments As Restated

Consolidated Balance Sheet March 2014 March 2014

Total current assets 1,267,659$ 2,697$ 1,270,356$

Property, plant and equipment, net 7,469,908 (3,795) 7,466,113

Total current liabil ities 1,393,277 11,550 1,404,827

Total other non-current liabil ities 3,871,254 9,781 3,881,035

Retained Earnings

March 31, 2014 991,420 (22,429) 968,991

March 31, 2013 729,539 6,259 735,798

March 31, 2012 764,439 (2,198) 762,241

(in thousands of dollars)

(in thousands of dollars)

(1)
During 2015, the Company changed its accounting pol icy for class i fi cation of regulatory accounts . The change in

pol icy res ul ted in a reclas s i fi cation of balances reported at March 31, 2014.
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3. REGULATORY ASSETS AND LIABILITIES

The Company records regulatory assets and liabilities that result from the ratemaking process. The following table presents
the regulatory assets and regulatory liabilities recorded in the accompanying balance sheets.

2015 2014

Regulatory assets

Current:
Amortization of deferral recoveries -$ 15,819$

Derivative contracts 61,944 -

Gas costs adjustment 9,190 45,499

Rate adjustment mechanisms 208 26,207

Revenue decoupling mechanism 5,147 -

Other 237 2,031

Total 76,726 89,556

Non-current:

Dunkirk settlement deferral 60,351 65,794

Environmental response costs 415,234 432,923

Postretirement benefits 729,771 425,648

Regulatory deferred tax asset 78,790 67,839

Storm costs 96,238 73,332

Other 49,970 39,439

Total 1,430,354 1,104,975

Regulatory liabilities

Current:
Derivative contracts - 31,052

Energy efficiency 68,305 61,582

Gas costs adjustment 3,169 18,786

Rate adjustment mechanisms 100,154 10,294

Revenue decoupling mechanism 4,082 22,752

Temporary state assessment 28,649 -

Other - 36,436

Total 204,359 180,902

Non-current:

Carrying charges 61,039 56,901

Cost of removal 370,163 380,001

Economic development fund 56,198 37,502

Excess storm reserve 87,778 58,778

Postretirement benefits 97,562 104,915

Temporary state assessment - 59,537

Other 195,143 131,700

Total 867,883 829,334

Net regulatory assets 434,838$ 184,295$

March 31,

(in thousands of dollars)

Amortization of deferral recoveries: In March 2013, the Company implemented a revised Electricity Supply Reconciliation
Mechanism (“ESRM”) methodology to better align the revenue with expense. This change resulted in unintentional financial
impacts that the Company would not be able to recover. Therefore, the Company and NYPSC Staff agreed that the best way
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to allow the Company to recover the unreconciled dollars would be a return to the original ESRM methodology that was in
place prior to March 2013. The NYPSC allowed the Company to recover the unreconciled costs of $31.6 million over a
twelve-month period beginning November 2013 applied to ESRM rates.

Cost of removal: Represents cumulative amounts collected, but not yet spent, to dispose of property, plant and equipment.
This liability is discharged as removal costs are incurred.

Derivative contracts (assets and liabilities): The Company evaluates open derivative contracts for regulatory deferral by
determining if they are probable of recovery from, or refund to, customers through future rates. Derivative contracts that
qualify for regulatory deferral are recorded at fair value, with changes in fair value recorded as regulatory assets or
regulatory liabilities in the period in which the change occurs.

Dunkirk settlement deferral: Represents the Company’s deferral costs of procuring Reliability Support Services (“RSS”)
from Dunkirk Power LLC and related accrued carrying charges to ensure that local reliability needs are met.

Economic development fund: Represents actual expenditures and economic development discounts below the rate
allowance, deferred for future return.

Energy efficiency (“EE”): Represents the difference between revenue billed to customers through its EE Charge and the
costs of the Company’s EE programs as approved by the NYPSC.

Environmental response costs: The regulatory asset represents deferred costs associated with the Company’s share of the
estimated costs to investigate and perform certain remediation activities at sites with which it may be associated. The
Company’s rate plans provide for specific rate allowances for these costs at a level of $42 million per year, with variances
deferred for future recovery from, or return to, customers. The Company believes future costs, beyond the expiration of
current rate plans, will continue to be recovered through rates.

Excess storm reserve: Represents the cumulative storm reserve allowance / funding for major storm incremental costs. The
Joint Proposal (NMPC rate proceeding Case 12-E-0201) establishes an annual allowance for major storm recovery of $29
million in each of the three years. The Company will defer the difference between the base rate allowance and actual major
storm incremental costs for future refund to, or recovery from, customers.

Gas costs adjustment: The Company is subject to rate adjustment mechanisms for commodity costs, whereby an asset or
liability is recognized resulting from differences between actual revenues and the underlying cost being recovered or
differences between actual revenues and targeted amounts as approved by the NYPSC. These amounts will be refunded to,
or recovered from, customers over the next year.

Postretirement benefits: The regulatory asset represents the Company’s deferral related to the underfunded status of its
pension and PBOP plans. The amount in regulatory liabilities primarily represents the excess of amounts received in rates
over actual costs of the Company’s pension and PBOP plans to be refunded in future periods. These balances accrue
carrying charges as calculated in accordance with the Company’s pension and PBOP reserve mechanism.

Rate adjustment mechanisms: The Company is subject to a number of rate adjustment mechanisms whereby an asset or
liability is recognized resulting from differences between actual revenues and the underlying cost being recovered, or
differences between actual revenues and targeted amounts as approved by the NYPSC. These amounts will be refunded to,
or recovered from, customers.

Regulatory deferred tax asset: Represents unrecovered federal and state deferred taxes of the Company primarily as a
result of regulatory flow through accounting treatment and tax rate changes. The income tax benefits or charges for certain
plant related timing differences, such as equity AFUDC, are immediately flowed through to, or collected from, customers.
The amortization of the related regulatory deferred tax asset, for these items, follows the book life of the underlying plant
asset. The Company also has a recovery of historic unfunded deferred tax balances that are currently amortizing into rates
at a stated annual revenue requirement under the current rate plan.
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Revenue decoupling mechanism: As approved by the NYPSC, the Company has a RDM which allows for annual adjustment
to the Company’s delivery rates as a result of the reconciliation between allowed revenue per customer and actual revenue
per customer. Any difference between the allowed revenue per customer and the actual revenue per customer is recorded
as a regulatory asset or regulatory liability.

Storm costs: The Company’s rate plan provides for a rate allowance of $29 million regulatory liability annually for
incremental major storm costs. The Company has recorded $22.9 million storm cost regulatory assets arising from qualified
storm events for recovery during the year.

Temporary state assessment: In June 2009, the Company made a gas and electric compliance filing with the NYPSC
regarding the implementation of the Temporary State Energy & Utility Conservation Assessment (“Temporary State
Assessment”). The NYPSC authorized recovery of the costs required for payment of the Temporary State Assessment,
including carrying charges, subject to reconciliation over the five years of July 1, 2009 through June 30, 2014. On September
13, 2013 and August 7, 2013, the Company submitted a compliance filing (updated from June 14, 2013) proposing to
maintain the currently effective surcharge. On June 18, 2014, a final order implementing a revised Temporary State
Assessment resulted in a $2.7 million and $3.9 million credit to electric and gas customers respectively for rates effective
July 1, 2014 through June 30, 2015.

The Company records carrying charges on all regulatory balances (with the exception of amortization of deferral recoveries,
derivative contracts, cost of removal, and regulatory deferred tax balances), for which cash expenditures have been made
and are subject to recovery, or for which cash has been collected and is subject to refund. Carrying charges are not
recorded on items for which expenditures have not yet been made.

4. RATE MATTERS

March 2013 Electric and Gas Filing

In March 2013, the NYPSC issued a final order regarding the Company’s electric and gas base rate filing made on April 27,
2012. The term of the new rate plan is from April 1, 2013 through March 31, 2016 and provides for an electric revenue
requirement of $1,338.3 million in the first year, $1,395.9 million in the second year, and $1,432.5 million in the third year.
It also provides for a gas revenue requirement of $307.4 million in the first year, $314.7 million in the second year, and
$322 million in the third year.

Transmission Return on Equity (“ROE”) Complaint

On September 11, 2012, the New York Association of Public Power (“NYAPP”) filed a complaint against the Company,
seeking to have the base ROE for transmission service of 11.5%, which includes a NYISO participation incentive adder,
lowered to 9.49%. Similarly, on November 2, 2012 the Municipal Electric Utilities Association (“MEUA”) filed a complaint to
lower the Company’s ROE to 9.25% including the NYISO participation adder. The MEUA complaint also challenged certain
aspects of the Company’s transmission formula rate. On February 6, 2014, the NYAPP filed a further complaint to reduce
the ROE used in calculating rates for transmission service under the NYISO Open Access Transmission Tariff (“OATT”) to
9.36%, inclusive of the 50 basis point adder for participation in the NYISO, with a corresponding overall weighted cost of
capital of 6.60%. On February 24, 2015, the parties filed a Settlement Agreement which reduces the ROE used in calculating
rates for transmission service under the NYISO OATT to 10.3%, inclusive of incentive adders, from November 2, 2012 until
the date of a FERC order accepting the Settlement Agreement, and prospectively thereon. The Settlement Agreement also
provides for a one-time refund of $180,000 plus interest on that amount calculated at the FERC rate pursuant to 18 C.F.R.
§35.19a(a)(2)(iii) from November 2, 2012 until the date the refund is provided, along with a one-time refund of $200,000
without interest for the non-ROE transmission formula rate issues raised in the MEUA complaint. Any change in the ROE
would not have an impact on net income as the retail rate plan fully reconciles any increase or decrease in wholesale
transmission revenue under the FERC Transmission Service Charge rate through a Transmission Revenue Adjustment Clause
mechanism. On May 13, 2015, the FERC issued a letter order approving the Company’s Transmission ROE settlement
without any modification.
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Wholesale Transmission Service Charge

On December 6, 2013, the Company submitted a filing for FERC approval of revisions to its Wholesale Transmission Service
Charge (“TSC Rate”) under the NYSIO OATT to recover its RSS costs under two agreements with NRG to support the
reliability of the Company’s transmission system while transmission reinforcements are constructed. On February 4, 2014,
the FERC allowed the RSS charges to become effective in TSC Rates as of July 1, 2013, subject to refund and further
consideration of the matter by the FERC. On March 19, 2015, the FERC issued two orders relating to the Company’s
December 6, 2013 filing of proposed tariff revisions to the TSC Rate. In the first order, the FERC set for hearing and
settlement judge procedures the justness and reasonableness of the Company’s proposed Wholesale TSC formula rate
revisions and the Dunkirk RSS charges. In the second order, the FERC rejected a request for rehearing filed by the MEUA
regarding the FERC’s decision to accept the December 6, 2013 amendment for filing retroactive to July 1, 2013. The FERC
held the hearing on the first order in abeyance pending the outcome of settlement proceedings before a settlement judge.

Dunkirk RSS Agreement Extension

On May 18, 2015, the NYPSC approved a seven-month extension of the existing RSS agreement between the Company and
Dunkirk. The approval extends the end date of the RSS from May 31, 2015 to December 31, 2015, and provides for recovery
of the RSS costs under the surcharge mechanism currently in place. The extension is needed to address reliability issues
until the Company’s Five Mile Road substation and associated reconductoring projects are in service (estimated at
December 31, 2015).

Management Audit

In February 2011, the NYPSC selected Overland Consulting Inc., (“Overland”) to perform a management audit of NGUSA’s
affiliate cost allocations, policies and procedures. The Company disputed certain of Overland’s final audit conclusions and
the NYPSC ordered that further proceedings be conducted to address what, if any, ratemaking adjustments were necessary.
On September 5, 2014, the NYPSC approved a settlement that resolves all outstanding issues relating to the audit and
provides for no rate adjustments for the Company.

Gas Management Audit

In February 2013, the NYPSC initiated a comprehensive management and operational audit of NGUSA’s New York gas
businesses, including the Company, pursuant to the Public Service Law requirement that major electric and gas utilities
undergo an audit every five years. The audit commenced in August 2013 and the NYPSC issued an audit findings report in
October 2014. The audit findings found that the Company’s operations performed well in providing reliable gas service, and
strength in operations, network planning, project management, work management, load forecasting, supply procurement
and customer systems support. Also included were 31 recommendations for improvement, including: reconstituting the
boards of directors of NGUSA and the gas companies in New York to include more objective oversight; establishing stronger
reporting authority between the New York jurisdictional president and operational organizations; preparing a true strategic
plan for NGUSA’s New York operations to serve as a road map for investments, programs and operations to build upon the
state energy plan and energy initiatives; developing a five-year, integrated, system-wide plan that includes all gas reliability
work, mandated replacements, growth projects and system planning work; enhancing internal service level agreements to
promote accountability for performance and costs; and undertaking a full accounting of all costs associated with NGUSA’s
SAP enterprise wide system. In November 2014, NGUSA’s New York gas businesses filed joint audit implementation plans
addressing each of the audit recommendations. On May 14, 2015, the NYPSC issued an order accepting without
modifications the joint implementation plans and directing NGUSA’s New York gas businesses to execute the plans.
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Operations Audit

In August 2013, the NYPSC initiated an operational audit to review the accuracy of the customer service, electric reliability,
and gas safety data reported by the investor owned utilities operating in New York, including the Company. On December
19, 2013, the NYPSC selected Overland to conduct the audit, which commenced in February 2014. At the time of the
issuance of these financial statements, the Company has not received the final audit findings and cannot predict the
outcome of this audit.

Operations Staffing Audit

In January 2014, the NYPSC initiated an operational audit to review internal staffing levels and use of contractors for the
core utility functions of the investor owned utilities operating in New York, including the Company. On June 26, 2014, the
NYPSC selected The Liberty Consulting Group to conduct the audit. At the time of the issuance of these financial
statements, the Company cannot predict the outcome of this operational audit.

Recovery of Deferral Costs Relating to Emergency Order

On January 28, 2014, the Company filed a petition requesting a waiver of Rule 46.3.2 of its tariff. Rule 46.3.2 describes the
manner in which the Company calculates its supply-related Mass Market Adjustment (“MMA”). The Company proposed the
waiver of the rule to mitigate adverse financial impacts anticipated from a significant and unusual increase in electric
commodity prices for its mass market customers.

On that same date, the NYPSC issued, on an emergency basis pursuant to the State Administrative Procedure Act §202(6),
an Emergency Order granting the Company’s waiver request (the “Emergency Order”). In the Emergency Order, the NYPSC
waived the requirements of Rule 46.3.2 and approved deferral treatment of the costs and associated carrying charges
related to the one-time credit provided via the waiver. However, the NYPSC denied, pending further review and
consideration of public comments, the Company’s request to recover such deferral over a six-month period beginning May
2014.

The NYPSC issued another order on April 25, 2014 permanently approving the Emergency Order and authorizing the
Company to collect $33.3 million, plus carrying charges at the customer deposit rate, over a six-month period commencing
with the June 2014 billing period. The deferral recovery will be performed in a manner consistent with the method that was
used to provide the benefit to the mass market customers, through an adjustment to the MMA as calculated by NYISO load
zone.

Petition for Authorization to Defer an Actuarial Experience Pension Settlement Loss for the Year Ending March 31, 2014

On February 28, 2014 and August 13, 2014 the Company filed petitions seeking authorization to defer $14.1 million related
to a pension settlement loss incurred during the year ending March 31, 2014.

Commodity Rate Mechanism Changes

On October 23, 2014, the NYPSC approved tariff revisions filed by the Company that modified several components of Rule
46 – Supply Service Charges of the Company’s tariff, NYPSC No. 220-Electricity. The revisions provide the Company with a
measure of flexibility to manage significant volatility resulting from the reconciliation of commodity costs, like those
experienced in January and March of 2014 due to the unanticipated extreme cold weather, for its residential and small
commercial customers (“mass market customers”). The tariff revisions went into effect October 29, 2014 and will allow for
more flexibility in the timing of the Company’s reconciliation of revenues and expenses for mass market customers.
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5. PROPERTY, PLANT AND EQUIPMENT

The following table summarizes property, plant and equipment at cost along with accumulated depreciation and

amortization:

2015 2014

Plant and machinery $ 10,157,553 $ 9,558,727
Land and buildings 558,383 545,537

Assets in construction 343,906 435,275

Software and other intangibles 8,141 6,361

Total property, plant and equipment 11,067,983 10,545,900

Accumulated depreciation and amortization (3,181,923) (3,079,787)

Property, plant and equipment, net 7,886,060$ 7,466,113$

(in thousands of dollars)

March 31,

6. DERIVATIVE CONTRACTS

The Company utilizes derivative contracts, such as swaps, options and gas purchase contracts, to manage commodity price
risk associated with its natural gas and electricity purchases. The Company’s risk management strategy is to reduce
fluctuations in firm gas and electricity sales prices to its customers.

The Company’s financial exposures are monitored and managed as an integral part of the Company’s overall financial risk
management policy. The Company engages in risk management activities only in commodities and financial markets where
it has an exposure, and only in terms and volumes consistent with its core business.

Volumes

Volumes of outstanding commodity derivative contracts measured in dekatherms (“dths”) and megawatt hours (“mwhs”)
are as follows:

2015 2014 2015 2014

Gas swap contracts (dths) - - 4,380 1,360

Gas option contracts (dths) - - 760 6,250

Gas purchase contracts (dths) - - 5,178 14,758

Electric swap contracts (mwhs) 10,779 6,637 - -

Electric option contracts (mwhs) 154 154 - -

Total 10,933 6,791 10,318 22,368

(in thousands) (in thousands)

March 31,

Electric Gas

March 31,
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Amounts Recognized in the Accompanying Balance Sheets

2015 2014 2015 2014

Current assets: Current liabil ities:

Rate recoverable contracts: Rate recoverable contracts:

Gas swap contracts 3$ 525$ Gas swap contracts 3,911$ 27$

Gas option contracts - 612 Gas option contracts 65 175

Gas purchase contracts 10 182 Gas purchase contracts 170 5,105

Electric swap contracts 22,795 36,360 Electric swap contracts 51,123 1,417

Electric option contracts - 598 Electric option contracts 953 10

22,808 38,277 56,222 6,734

Other non-current assets: Other non-current liabil ities:

Rate recoverable contracts: Rate recoverable contracts:

Electric swap contracts 8,184 7,762 Electric swap contracts 36,714 8,254

8,184 7,762 36,714 8,254

Total 30,992$ 46,039$ Total 92,936$ 14,988$

Asset Derivatives Liability Derivatives

March 31, March 31,

(in thousands of dollars) (in thousands of dollars)

The changes in fair value of the Company’s rate recoverable contracts are offset by changes in regulatory assets and
liabilities. As a result, the changes in fair value of those contracts had no impact in the accompanying statements of income.
The Company had no derivative contracts not subject to rate recovery as of March 31, 2015 and 2014.

Credit and Collateral

The Company is exposed to credit risk related to transactions entered into for commodity price risk management. Credit
risk represents the risk of loss due to counterparty non-performance. Credit risk is managed by assessing each
counterparty’s credit profile and negotiating appropriate levels of collateral and credit support.

The credit policy for commodity transactions is managed and monitored by NGUSA’s Executive Energy Risk Management
Committee (“EERC”), which is responsible for approving risk management policies and objectives for risk assessment,
control and valuation, and the monitoring and reporting of risk exposures. NGUSA’s Energy Procurement Risk Management
Committee (“EPRMC”) is responsible for approving transaction strategies, annual supply plans, and counterparty credit
approval, as well as all valuation and control procedures. The EERC is chaired by the Global Tax and Treasury Director and
reports to the Finance Committee. The EPRMC is chaired by the Vice President of U.S. Treasury and reports to the EERC.

The EPRMC monitors counterparty credit exposure and appropriate measures are taken to bring such exposures below the
limits, including, without limitation, netting agreements, and limitations on the type and tenor of trades. The Company
enters into enabling agreements that allow for payment netting with its counterparties, which reduce its exposure to
counterparty risk by providing for the offset of amounts payable to the counterparty against amounts receivable from the
counterparty. In instances where a counterparty’s credit quality has declined, or credit exposure exceeds certain levels, the
Company may limit its credit exposure by restricting new transactions with the counterparty, requiring additional collateral
or credit support, and negotiating the early termination of certain agreements. Similarly, the Company may be required to
post collateral to its counterparties.

The Company’s credit exposure for all derivative contracts and applicable payables and receivables, net of collateral and
instruments that are subject to master netting agreements, was a liability of $49.8 million and an asset of $28.2 million as
of March 31, 2015 and 2014, respectively.
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The Company enters into commodity transactions on New York Mercantile Exchange (“NYMEX”). The NYMEX clearing
houses act as the counterparty to each trade. Transactions on the NYMEX must adhere to comprehensive collateral and
margining requirements. As a result, transactions on the NYMEX are significantly collateralized and have limited
counterparty credit risk.

The aggregate fair value of the Company’s derivative contracts with credit-risk-related contingent features that are in a
liability position at March 31, 2015 and 2014 was $62 million and $9.7 million, respectively. The Company had $12.1 million
and zero collateral posted for these instruments at March 31, 2015 and 2014. If the Company’s credit rating were to be
downgraded by one level, it would be required to post $13.6 million and zero additional collateral to its counterparties at
March 31, 2015 and 2014, respectively. If the Company’s credit rating were to be downgraded by two levels, it would be
required to post $23.6 million and zero additional collateral to its counterparties at March 31, 2015 and 2014, respectively.
If the Company’s credit rating were to be downgraded by three levels, it would be required to post $58.9 million and $9.9
million additional collateral to its counterparties at March 31, 2015 and 2014, respectively.

Offsetting Information for Derivatives Subject to Master Netting Arrangements

Net amounts

Gross amounts Gross amounts of assets Cash

of recognized offset in the presented in the Financial collateral Net

assets Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 3$ -$ 3$ -$ -$ 3$

Gas purchase contracts 10 - 10 - - 10

Electric swap contracts 30,979 - 30,979 - - 30,979

Total 30,992$ -$ 30,992$ -$ -$ 30,992$

Net amounts

Gross amounts Gross amounts of l iabil ities Cash

of recognized offset in the presented in the Financial collateral Net

l iabil ities Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 3,911$ -$ 3,911$ -$ -$ 3,911$

Gas option contracts 65 - 65 - - 65

Gas purchase contracts 170 - 170 - - 170

Electric swap contracts 87,837 - 87,837 - 12,100 75,737

Electric option contracts 953 - 953 - - 953

Total 92,936$ -$ 92,936$ -$ 12,100$ 80,836$

Gross Amounts Not Offset in the Balance Sheets

(in thousands of dollars)

March 31, 2015
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Net amounts

Gross amounts Gross amounts of assets Cash

of recognized offset in the presented in the Financial collateral Net

assets Balance Sheets Balance Sheets instruments received amount

ASSETS: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 525$ -$ 525$ -$ -$ 525$

Gas option contracts 612 - 612 - - 612

Gas purchase contracts 182 - 182 - - 182

Electric swap contracts 44,122 - 44,122 - 2,800 41,322

Electric option contracts 598 - 598 - - 598

Total 46,039$ -$ 46,039$ -$ 2,800$ 43,239$

Net amounts

Gross amounts Gross amounts of l iabil ities Cash

of recognized offset in the presented in the Financial collateral Net

l iabil ities Balance Sheets Balance Sheets instruments paid amount

LIABILITIES: A B C=A+B Da Db E=C-D

Derivative contracts

Gas swap contracts 27$ -$ 27$ -$ -$ 27$

Gas option contracts 175 - 175 - - 175

Gas purchase contracts 5,105 - 5,105 - - 5,105

Electric swap contracts 9,671 - 9,671 - - 9,671

Electric option contracts 10 - 10 - - 10

Total 14,988$ -$ 14,988$ -$ -$ 14,988$

Gross Amounts Not Offset in the Balance Sheets

(in thousands of dollars)

March 31, 2014
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7. FAIR VALUE MEASUREMENTS

The following tables present assets and liabilities measured and recorded at fair value in the accompanying balance sheets
on a recurring basis and their level within the fair value hierarchy as of March 31, 2015 and 2014:

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas swap contracts -$ 3$ -$ 3$

Gas purchas e contracts - 6 4 10

Electric s wap contracts - 30,979 - 30,979

Avai lable-for-s a le s ecuri ties 20,008 9,926 - 29,934

Tota l 20,008 40,914 4 60,926

Liabilities:

Derivative contracts

Gas swap contracts - 3,911 - 3,911

Gas option contracts - - 65 65

Gas purchas e contracts - - 170 170

Electric s wap contracts - 87,837 - 87,837

Electric option contracts - - 953 953

Tota l - 91,748 1,188 92,936

Net assets 20,008$ (50,834)$ (1,184)$ (32,010)$

March 31, 2015

(in thousands of dollars)

Level 1 Level 2 Level 3 Total

Assets:

Derivative contracts

Gas s wap contracts -$ 525$ -$ 525$

Gas option contracts - - 612 612

Gas purchase contracts - 182 - 182

Electric swap contracts - 43,982 140 44,122

Electric option contracts - - 598 598

Avai lable-for-sa le s ecuri ties 18,818 9,174 - 27,992

Total 18,818 53,863 1,350 74,031

Liabilities:

Derivative contracts

Gas s wap contracts - 27 - 27

Gas option contracts - - 175 175

Gas purchase contracts - 5,105 - 5,105

Electric swap contracts - 9,671 - 9,671

Electric option contracts - - 10 10

Total - 14,803 185 14,988

Net assets 18,818$ 39,060$ 1,165$ 59,043$

March 31, 2014

(in thousands of dollars)
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Derivative Contracts: The Company’s Level 2 fair value derivative contracts primarily consist of over-the-counter (“OTC”)
electric and gas swaps and forward gas purchase contracts with pricing inputs obtained from the NYMEX and the
Intercontinental Exchange (“ICE”), except in cases where the ICE publishes seasonal averages or where there were no
transactions within the last seven days. The Company may utilize discounting based on quoted interest rate curves,
including consideration of non-performance risk, and may include a liquidity reserve calculated based on bid/ask spread for
the Company’s Level 2 derivative contracts. Substantially all of these price curves are observable in the marketplace
throughout at least 95% of the remaining contractual quantity, or they could be constructed from market observable curves
with correlation coefficients of 95% or higher.

The Company’s Level 3 fair value derivative contracts primarily consist of gas option and electric option and swap
transactions, which are valued based on internally-developed models. Industry-standard valuation techniques, such as the
Black-Scholes pricing model, Monte Carlo simulation, and Financial Engineering Associates libraries are used for valuing
such instruments. A derivative is designated Level 3 when it is valued based on a forward curve that is internally developed,
extrapolated or derived from market observable curves with correlation coefficients less than 95%, where optionality is
present, or if non-economic assumptions are made. The internally developed forward curves have a high level of correlation
with Platts Mark-to-Market curves and are reviewed by the middle office. The Company considers non-performance risk
and liquidity risk in the valuation of derivative contracts categorized in Level 2 and Level 3.

Available-for-Sale Securities: Available-for-sale securities are included in other non-current assets in the accompanying
balance sheets and primarily include equity and debt investments based on quoted market prices (Level 1) and municipal
and corporate bonds based on quoted prices of similar traded assets in open markets (Level 2).

Changes in Level 3 Derivative Contracts

2015 2014

Balance as of the beginning of the year 1,165$ 357$

Transfers out of Level 3 4,743 818

Total gains or losses included in regulatory assets and liabil ities (9,270) (260)

Settlements 2,178 250

Balance as of the end of the year (1,184)$ 1,165$

(in thousands of dollars)

Years Ended March 31,

A transfer into Level 3 represents existing assets or liabilities that were previously categorized at a higher level for which the
inputs became unobservable during the year. A transfer out of Level 3 represents assets and liabilities that were previously
classified as Level 3 for which the inputs became observable based on the criteria discussed previously for classification in
Level 2. These transfers, which are recognized at the end of each period, result from changes in the observability of forward
curves from the beginning to the end of each reporting period. There were no transfers between Level 1 and Level 2, and
no transfers into Level 3, during the years ended March 31, 2015, 2014 or 2013.
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Quantitative Information About Level 3 Fair Value Measurements

The following tables provide information about the Company’s Level 3 valuations:

Commodity Level 3 Position

Valuation

Technique(s)

Significant

Unobservable Input Range

Assets (Liabilities) Total

Discounted Forward Curve $0.272-$0.295/dth

Gas Option contracts -$ (65)$ (65)$ Cash Flow Implied Volatil ity 34% - 41%

Gas Physical contracts 4 (170) (166)
Discounted

Cash Flow Forward Curve $0.959-$1.270/dth

Electric Option contracts - (953) (953)
Discounted

Cash Flow Implied Volatil ity 30% - 69%

Total 4$ (1,188)$ (1,184)$

Fair Value as of March 31, 2015

(in thousands of dollars)

Commodity Level 3 Position

Valuation

Technique(s)

Significant

Unobservable Input Range

Assets (Liabilities) Total

Discounted Forward Curve $0.120-$0.720/dth

Gas Option contracts 612$ (175)$ 437$ Cash Flow Implied Volatility 29% - 31%

Electric Swap contracts 140 - 140
Discounted

Cash Flow Implied Volatility 29% - 65%

Electric Option contracts 598 (10) 588
Discounted

Cash Flow Implied Volatility 29% - 65%

Total 1,350$ (185)$ 1,165$

Fair Value as of March 31, 2014

(in thousands of dollars)

The significant unobservable inputs listed above would have a direct impact on the fair values of the Level 3 instruments if
they were adjusted. The significant unobservable inputs used in the fair value measurement of the Company’s gas option
derivatives and electric option and swap derivatives are implied volatility and gas forward curves. A relative change in
commodity price at various locations underlying the open positions can result in significantly different fair value estimates.
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Other Fair Value Measurements

The Company’s balance sheets reflect long-term debt at amortized cost. The fair value of the Company’s long-term debt
was based on quoted market prices when available, or estimated using quoted market prices for similar debt. The fair value
of this debt at March 31, 2015 and 2014 was $3 billion and $2.6 billion, respectively.

All other financial instruments in the accompanying balance sheets such as accounts receivable, accounts payable, and the
intercompany money pool are stated at cost, which approximates fair value.

8. EMPLOYEE BENEFITS

The Company sponsors several qualified and non-qualified non-contributory defined benefit pension plans (the “Pension
Plans”) and several PBOP plans (the “PBOP Plans,” together with the Pension Plans, the “Plans”). The Company calculates
benefits under these plans based on age, years of service and pay using March 31 as a measurement date. In addition, the
Company also sponsors defined contribution plans for eligible employees.

NGUSA sponsors certain qualified and non-qualified retirement benefit plans. A portion of the cost of these plans is charged
to the Company to the extent employee’s participating in those plans provide services to the Company. The Company is
also allocated costs associated with affiliated service companies’ employees for work performed on the Company’s behalf.

Pension Plans

The Pension Plans are comprised of both qualified and non-qualified plans. The qualified pension plan provides substantially
all union employees, as well as all non-union employees hired before January 1, 2011, with a retirement benefit. The
qualified pension plan is a cash balance pension plan design in which pay-based credits are applied based on service time
and interest credits are applied at rates set forth in the plan. For non-union employees, effective January 1, 2011, pay-
based credits are based on a combination of service time and age. The non-qualified pension plans provide additional
defined pension benefits to certain eligible executives. The funding policy is determined largely by the Company’s rate
agreements with the NYPSC. However, the contribution to the qualified pension plan for any year will not be less than the
minimum amount required under Internal Revenue Service (“IRS”) regulations. The Company expects to contribute
approximately $25.9 million to the qualified pension plan during the year ended March 31, 2016.

PBOP Plans

The Company’s PBOP Plans provide health care and life insurance coverage to eligible retired employees. Eligibility is based
on age and length of service requirements and, in most cases, retirees must contribute to the cost of their coverage. The
PBOP Plans are funded based on rate agreements with the NYPSC. The Company expects to contribute approximately $41.8
million to the PBOP Plans during the year ended March 31, 2016.

Defined Contribution Plan

NGUSA has a defined contribution pension plan (employee savings fund plan) that covers substantially all employees. For
the years ended March 31, 2015, 2014, and 2013, the Company recognized an expense in the accompanying statements of
income of $7.9 million, $7.7 million and $7.2 million, respectively, for matching contributions.
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Components of Net Periodic Benefit Costs

2015 2014 2013

Service cost 23,583$ 24,888$ 24,772$

Interest cost 60,957 60,507 63,590

Expected return on plan assets (100,068) (93,849) (92,618)

Amortization of prior service cost, net 3,719 4,805 4,805

Amortization of net actuarial loss 52,606 61,957 77,397

Settlement loss - 13,815 967

Total cost 40,797$ 72,123$ 78,913$

Years Ended March 31,

Pension Plans

(in thousands of dollars)

2015 2014 2013

Service cost 20,687$ 20,618$ 16,676$

Interest cost 76,608 70,219 68,827

Expected return on plan assets (83,046) (73,904) (63,329)

Amortization of prior service cost, net 12,681 12,681 12,681

Amortization of net actuarial loss 27,888 26,371 37,366

Total cost 54,818$ 55,985$ 72,221$

Years Ended March 31,

PBOP Plans

(in thousands of dollars)

Amounts Recognized in AOCI and Regulatory Assets

2015 2014 2013

(in thousands of dollars)

Net actuarial loss (gain) 114,848$ (12,327)$ 4,084$
Amortization of net actuarial loss (52,606) (61,957) (77,396)
Amortization of prior service cost, net (3,719) (4,805) (4,805)

Total 58,523$ (79,089)$ (78,117)$

Included in regulatory assets 58,285$ (77,880)$ (78,619)$

Included in AOCI 238 (1,209) 502

Total 58,523$ (79,089)$ (78,117)$

Years Ended March 31,

Pension Plans
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2015 2014 2013

(in thousands of dollars)

Net actuarial loss 296,489$ 54,283$ 60,618$

Amortization of loss (27,888) (26,371) (37,366)
Amortization of prior service cost (12,681) (12,681) (12,681)

Total 255,920$ 15,231$ 10,571$

Included in regulatory assets 255,920$ 15,231$ 10,571$

Included in AOCI - - -

Total 255,920$ 15,231$ 10,571$

Years Ended March 31,

PBOP Plans

Amounts Recognized in AOCI and Regulatory Assets – not yet recognized as components of net actuarial loss

2015 2014 2013

Net actuarial loss 258,156$ 195,914$ 270,198$
Prior service cost 20,019 23,738 28,543

Total 278,175$ 219,652$ 298,741$

Included in regulatory assets 276,574$ 218,289$ 296,168$

Included in AOCI 1,601 1,363 2,573

Total 278,175$ 219,652$ 298,741$

(in thousands of dollars)

Years Ended March 31,

Pension Plans

2015 2014 2013

Net actuarial loss 460,638$ 192,037$ 164,125$
Prior service cost (7,441) 5,240 17,921

Total 453,197$ 197,277$ 182,046$

Included in regulatory assets 453,197$ 197,277$ 182,046$

Included in AOCI - - -

Total 453,197$ 197,277$ 182,046$

(in thousands of dollars)

Years Ended March 31,

PBOP Plans

The NYPSC’s statement of policy requires that prior service costs and gains and losses be amortized over a ten year period
calculated on a vintage year basis. The amount of net actuarial loss and prior service cost to be amortized from regulatory
assets during the year ended March 31, 2016 for the Pension Plans is $65.3 million and $4 million, respectively, and for the
PBOP Plans is $58.2 million and $1.9 million, respectively.
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Reconciliation of Funded Status to Amount Recognized

2015 2014 2015 2014

Change in benefit obligation:

Benefit obligation as of the beginning of the year (1,449,308)$ (1,479,164)$ (1,752,928)$ (1,605,949)$

Service cost (28,339) (29,883) (24,427) (23,999)

Interest cost on projected benefit obligation (67,418) (67,033) (81,160) (74,154)

Net actuarial loss (177,053) (41,993) (284,758) (109,971)

Benefits paid 94,333 54,108 74,835 71,626

Actual Medicare Part D subsidy received - - (8) (282)

Employer group waiver plan subsidy received - - (11,636) (10,199)

Settlements - 114,657 - -

Benefit obligation as of the end of the year (1,627,785) (1,449,308) (2,080,082) (1,752,928)

Change in plan assets:

Fair value of plan assets as of the beginning of the year 1,736,397 1,772,538 1,204,634 1,026,854

Actual return on plan assets 161,291 132,212 58,011 124,086

Company contributions 403 412 85,553 125,320

Benefits paid (94,333) (54,108) (74,835) (71,626)

Settlements - (114,657) - -

Fair value of plan assets as of the end of the year 1,803,758 1,736,397 1,273,363 1,204,634

Funded status 175,973$ 287,089$ (806,719)$ (548,294)$

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

(in thousands of dollars)

The accumulated benefit obligation for all defined benefit pension plans in which the Company participates was
approximately $1.6 billion and $1.4 billion at March 31, 2015 and 2014, respectively.

Amounts Recognized in the Accompanying Balance Sheets

2015 2014 2015 2014

Other non-current assets 211,565$ 310,382$ -$ -$

Current liabil ities (382) (411) (7,300) (4,600)

Other non-current liabil ities - - (740,555) (506,034)
Total 211,183$ 309,971$ (747,855)$ (510,634)$

March 31, March 31,

(in thousands of dollars)

Pension Plans PBOP Plans
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Expected Benefit Payments

Based on current assumptions, the Company expects to make the following benefit payments subsequent to March 31,
2015:

(in thousands of dollars) Pension PBOP

Years Ended March 31, Plans Plans

2016 153,873$ 76,895$

2017 156,032 79,929

2018 153,811 82,450

2019 146,946 85,283

2020 141,632 87,902

Thereafter 608,782 469,717

Total 1,361,076$ 882,176$

Assumptions Used for Employee Benefits Accounting

2015 2014 2013

Benefit Obligations:

Discount rate 4.10% 4.80% 4.70%

Rate of compensation increase 3.50% 3.50% 3.50%

Expected return on plan assets 6.00% 7.00% 6.75%

Net Periodic Benefit Costs:

Discount rate 4.80% 4.70% 5.10%

Rate of compensation increase 3.50% 3.50% 3.50%

Expected return on plan assets 7.00% 6.75% 6.75%

Years Ended March 31,

Pension Plans

2015 2014 2013

Benefit Obligations:

Discount rate 4.10% 4.80% 4.70%

Rate of compensation increase n/a n/a n/a

Expected return on plan assets 6.25%-6.75% 7.00%-7.25% 7.00%-7.50%

Net Periodic Benefit Costs:

Discount rate 4.80% 4.70% 5.10%

Rate of compensation increase n/a n/a n/a

Expected return on plan assets 7.00%-7.25% 7.00%-7.50% 7.50%

Years Ended March 31,

PBOP Plans

The Company selects its discount rate assumption based upon rates of return on highly rated corporate bond yields in the
marketplace as of each measurement date. Specifically, the Company uses the Hewitt AA Above Median Curve along with
the expected future cash flows from the Company retirement plans to determine the weighted average discount rate
assumption.

Mortality assumptions are used to estimate life expectancies of plan participants and the expected period over which they
will receive pension benefits. The mortality assumption is composed of a base table that represents the current expectation
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of life expectancy of the population and an improvement scale that anticipates future improvements in life expectancy. In
October 2014, the Society of Actuaries (“SOA”) issued updated mortality tables (RP-2014) and a mortality improvement
scale (MP-2014), which reflect longer life expectancies than previously projected.

The Company’s pension and PBOP obligations as of March 31, 2015 reflect a change in the underlying mortality assumption
consistent with the SOA study. These changes resulted in an increase in the projected benefit obligation of $106 million as
of March 31, 2015.

The expected rate of return for various passive asset classes is based both on analysis of historical rates of return and
forward looking analysis of risk premiums and yields. Current market conditions, such as inflation and interest rates, are
evaluated in connection with the setting of the long-term assumptions. A small premium is added for active management of
both equity and fixed income securities. The rates of return for each asset class are then weighted in accordance with the
actual asset allocation, resulting in a long-term return on asset rate for each plan.

Assumed Health Cost Trend Rate

2015 2014

Health care cost trend rate assumed for next year

Pre 65 8.00% 8.00%

Post 65 6.50% 7.00%

Prescription 6.50% 7.00%

Rate to which the cost trend is assumed to decline (ultimate) 5.00% 5.00%

Year that rate reaches ultimate trend

Pre 65 2022 2022

Post 65 2022 2021

Prescription 2022 2021

March 31,

Sensitivity to Changes in Assumed Health Care Cost Trend Rates

(in thousands of dollars) March 31, 2015

1% point increase

Total of service cost plus interest cost 20,242$

Postretirement benefit obligation 316,378

1% point decrease

Total of service cost plus interest cost (16,673)

Postretirement benefit obligation (274,475)

Plan Assets

NGUSA manages the benefit plan investments to minimize the long-term cost of operating the plans, with a reasonable
level of risk. Risk tolerance is determined as a result of a periodic asset/liability study which analyzes the plans’ liabilities
and funded status and results in the determination of the allocation of assets across equity and fixed income securities.
Equity investments are broadly diversified across U.S. and non-U.S. stocks, as well as across growth, value, and small and
large capitalization stocks. Likewise, the fixed income portfolio is broadly diversified across market segments. Small
investments are also approved for private equity, real estate, and infrastructure with the objective of enhancing long-term
returns while improving portfolio diversification. For the PBOP Plans, since the earnings on a portion of the assets are
taxable, those investments are managed to maximize after tax returns consistent with the broad asset class parameters
established by the asset allocation study. Investment risk and return are reviewed by NGUSA’s investment committee on a
quarterly basis.
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The target asset allocations for the benefit plans as of March 31, 2015 and 2014 are as follows:

2015 2014 2015 2014

U.S. equities 17% 17% 40% 40%

Global equities (including U.S.) 7% 7% 6% 6%

Global tactical asset allocation 10% 10% 9% 9%

Non-U.S. equities 6% 6% 20% 20%

Fixed income 50% 50% 25% 25%

Private equity 4% 4% 0% 0%

Real estate 4% 4% 0% 0%

Infrastructure 2% 2% 0% 0%

100% 100% 100% 100%

Pension Plans PBOP Plans

March 31, March 31,

Fair Value Measurements

The following tables provide the fair value measurements amounts for the pension and PBOP assets.

Level 1 Level 2 Level 3 Total

Pension Assets:

Cash and cash equivalents 1,394$ 18,817$ -$ 20,211$

Accounts receivable 22,683 - - 22,683

Accounts payable (20,421) - - (20,421)

Equity 152,747 412,278 67,565 632,590

Global tactical asset allocation - - 69,640 69,640

Fixed income securities - 863,994 11,231 875,225

Preferred securities - 14,496 - 14,496

Futures contracts 244 - - 244

Private equity - - 94,875 94,875

Real estate - - 94,215 94,215

Total 156,647$ 1,309,585$ 337,526$ 1,803,758$

PBOP Assets:

Cash and cash equivalents 23,265$ 304$ -$ 23,569$

Accounts receivable 2,078 - - 2,078

Accounts payable (1,104) - - (1,104)

Equity 177,166 661,829 56,688 895,683

Global tactical asset allocation 34,364 - 62,800 97,164

Fixed income securities 449 255,663 - 256,112

Futures contracts (139) - - (139)
Total 236,079$ 917,796$ 119,488$ 1,273,363$

March 31, 2015

(in thousands of dollars)
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Level 1 Level 2 Level 3 Total

Pension Assets:

Cash and cash equivalents 1,974$ 20,449$ -$ 22,423$

Accounts receivable 11,275 - - 11,275

Accounts payable (13,239) - - (13,239)

Equity 145,859 393,053 72,145 611,057

Global tactical asset allocation - 51,846 13,297 65,143

Fixed income securities - 851,236 15,972 867,208

Preferred securities 2,423 - - 2,423

Futures contracts 531 - - 531

Private equity - - 88,345 88,345

Real estate - - 81,231 81,231

Total 148,823$ 1,316,584$ 270,990$ 1,736,397$

PBOP Assets:

Cash and cash equivalents 27,033$ 423$ -$ 27,456$

Accounts receivable 2,460 - - 2,460

Accounts payable (3,910) - - (3,910)

Equity 164,046 617,845 59,643 841,534

Global tactical asset allocation 34,156 47,238 11,602 92,996

Fixed income securities 425 243,617 - 244,042

Futures contracts 56 - - 56

Total 224,266$ 909,123$ 71,245$ 1,204,634$

March 31, 2014

(in thousands of dollars)

The methods used to fair value pension and PBOP assets are described below.

Cash and Cash Equivalents: Cash and cash equivalents that can be priced daily are classified as Level 1. Active reserve
funds, reserve deposits, commercial paper, repurchase agreements, and commingled cash equivalents are classified as
Level 2. Such instruments are generally valued using a curve methodology that includes observable inputs such as money
market rates for specific instruments, programs, currencies and maturity points obtained from a variety of market makers,
reflective of current trading levels. The methodologies consider an instrument's days to final maturity to generate a yield
based on the relevant curve for the instrument.

Accounts Receivable and Accounts Payable: Accounts receivable and accounts payable are classified in the same category
as the investments to which they relate. Such amounts are short-term and settle within a few days of the measurement
date.

Equity and Preferred Securities: Common stocks, preferred stocks, and real estate investment trusts are valued using the
official close of the primary market on which the individual securities are traded. Equity securities are primarily comprised
of securities issued by public companies in domestic and foreign markets plus investments in commingled funds, which are
valued on a daily basis. The Company can exchange shares of the publicly traded securities and the fair values are primarily
sourced from the closing prices on stock exchanges where there is active trading, in which case they are classified as Level 1
investments. If there is less active trading, then the publicly traded securities would typically be priced using observable
data, such as bid and ask prices, and these measurements are classified as Level 2 investments. Investments that are not
publicly traded and valued using unobservable inputs are classified as Level 3 investments. Commingled funds with publicly
quoted prices and active trading are classified as Level 1 investments. For investments in commingled funds that are not
publicly traded and have ongoing subscription and redemption activity, the fair value of the investment is the net asset
value (“NAV”) per fund share, derived from the underlying securities’ quoted prices in active markets, and they are
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classified as Level 2 investments. Investments in commingled funds with redemption restrictions and that use NAV are
classified as Level 3 investments.

Global Tactical Asset Allocation: Assets held in global tactical asset allocation funds are managed by investment managers
who use both top-down and bottom-up valuation methodologies to value asset classes, countries, industrial sectors, and
individual securities in order to allocate and invest assets opportunistically. If the inputs used to measure a financial
instrument fall within different levels of the fair value hierarchy within the commingled fund, the categorization is based on
the lowest level input that is significant to the measurement of that financial instrument. The assets invested through
commingled funds are classified as Level 2. Those which are open ended mutual funds with observable pricing are classified
as Level 1. However, the underlying Level 3 assets that makeup these funds are classified in the same category as the
investments to which they relate.

Fixed Income Securities: Fixed income securities (which include corporate debt securities, municipal fixed income
securities, U.S. Government and Government agency securities including government mortgage backed securities, index
linked government bonds, and state and local bonds) convertible securities, and investments in securities lending collateral
(which include repurchase agreements, asset backed securities, floating rate notes and time deposits) are valued with an
institutional bid valuation. A bid valuation is an estimated price at which a dealer would pay for a security (typically in an
institutional round lot). Oftentimes, these evaluations are based on proprietary models which pricing vendors establish for
these purposes. In some cases there may be manual sources when primary vendors do not supply prices. Fixed income
investments are primarily comprised of fixed income securities and fixed income commingled funds. The prices for direct
investments in fixed income securities are generated on a daily basis. Prices generated from less active trading with wider
bid ask prices are classified as Level 2 investments. If prices are based on uncorroborated and unobservable inputs, then the
investments are classified as Level 3 investments. Commingled funds with publicly quoted prices and active trading are
classified as Level 1 investments. For commingled funds that are not publicly traded and have ongoing subscription and
redemption activity, the fair value of the investment is the NAV per fund share, derived from the underlying securities’
quoted prices in active markets, and are classified as Level 2 investments. Investments in commingled funds with
redemption restrictions and that use NAV are classified as Level 3.

Private Equity and Real Estate: Commingled equity funds, commingled special equity funds, limited partnerships, real
estate, venture capital and other investments are valued using evaluations (NAV per fund share), based on proprietary
models, or based on the NAV. Investments in private equity and real estate funds are primarily invested in privately held
real estate investment properties, trusts, and partnerships as well as equity and debt issued by public or private companies.
The Company’s interest in the fund or partnership is estimated based on the NAV. The Company’s interest in these funds
cannot be readily redeemed due to the inherent lack of liquidity and the primarily long-term nature of the underlying
assets. Distribution is made through the liquidation of the underlying assets. The Company views these investments as part
of a long-term investment strategy. These investments are valued by each investment manager based on the underlying
assets. The funds utilize valuation techniques consistent with the market, income, and cost approaches to measure the fair
value of certain real estate investments. The majority of the underlying assets are valued using significant unobservable
inputs and often require significant management judgment or estimation based on the best available information. Market
data includes observations of the trading multiples of public companies considered comparable to the private companies
being valued. As a result, the Company classifies these investments as Level 3.

While management believes its valuation methodologies are appropriate and consistent with other market participants, the
use of different methodologies or assumptions to determine the fair value of Level 3 financial instruments could result in a
different fair value measurement at the reporting date.
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Changes in Level 3 Plan Investments

2015 2014 2015 2014

Balance as of the beginning of the year 270,990$ 201,498$ 71,245$ 17,175$

Transfers out of Level 3 (89,977) (15,974) - -

Transfers into Level 3 101,182 64,179 - 47,026

Actual gain or loss on plan assets:

Realized gain 19,234 9,096 4,889 591

Unrealized gain (loss) 17,668 7,977 7,404 (1,160)

Purchases 130,065 191,721 41,824 8,204

Sales (111,636) (187,507) (5,874) (591)
Balance as of the end of the year 337,526$ 270,990$ 119,488$ 71,245$

Pension Plans PBOP Plans

Years Ended March 31, Years Ended March 31,

(in thousands of dollars)

Other Benefits

At March 31, 2015 and 2014, the Company had accrued workers compensation, auto, and general insurance claims which
have been incurred but not yet reported of $14.4 million and $10.7 million, respectively.

9. ACCUMULATED OTHER COMPREHENSIVE INCOME

The following table represents the changes in the Company’s AOCI for the year ended March 31, 2015:

Unrealized Gain Pension and Other

(Loss) on Available- Postretirement

for-sale Securities Benefits Total

Balance as of the beginning of the year 2,248$ (668)$ 1,580$

Other comprehensive income before reclassifications:

Unrecognized net acturial loss (net of $0 and $133 tax benefit,

respectively) - (204) (204)

Gain on investment (net of $588 tax expense and $0, respectively) 897 - 897

Amounts reclassified from other comprehensive income:

Amortization of net actuarial loss (net of $0 and $$39 tax expense,

respectively) - 60 60

Gain on investment (net of $321 tax benefit and $0 , respectively)
(1)

(490) - (490)

Net current period other comprehensive income 407 (144) 263

Balance as of the end of the year 2,655 (812) 1,843

(in thousands of dollars)

(1) Amounts are reported as other income, net in the accompanying statements of income.
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10.CAPITALIZATION

Debt Authorizations

The Company had regulatory approval from the FERC to issue up to $1 billion of short-term debt, which expired on
November 30, 2013. The Company’s subsequent request for short-term borrowing authority was approved and became
effective January 12, 2015 for a period of two years.

Effective April 25, 2014, the Company entered into an Equity Contribution Agreement with the Parent which provided the
Company with the ability to call upon the Parent for contributions to the Company’s capital, in an aggregate amount equal
to the short-term borrowing limit, until such time as regulatory approval for short-term borrowing was regained. The
Company did not make use of this Equity Contribution Agreement; however, prior to the agreement the Company had
received an equity contribution of $25 million in February 2014. Since the Company has regained its short-term borrowing
authority, as of January 12, 2015, the Equity Contribution Agreement is no longer in effect. The Company had no short-term
debt outstanding to third-parties as of March 31, 2015 or 2014.

In September 2012, the NYPSC granted multi-year authority to issue up to $1.6 billion in new long-term debt securities
through the period ending March 31, 2016. In November 2012, the Company issued $400 million and $300 million of
unsecured long-term debt, and in September 2014, the Company issued $500 million and $400 million of unsecured long-
term debt under this authority.

State Authority Financing Bonds

The assets of the Company are subject to liens and other charges and are provided as collateral over borrowings of $504
million of State Authority Financing Bonds. These bonds were issued to secure a like amount of tax-exempt revenue bonds
issued by the New York State Energy Research and Development Authority (“NYSERDA”). Approximately $429 million of
such securities bear interest at short-term adjustable interest rates (with an option to convert to other rates, including a
fixed interest rate) ranging from 0.37% to 0.45% for the year ended March 31, 2015. The bonds are currently in auction rate
mode and are backed by bond insurance. These bonds cannot be put back to the Company and, in the case of a failed
auction, the resulting interest rate on the bonds would revert to the maximum auction rate which depends on the current
appropriate, short-term benchmark rate and the senior secured rating of the Company or the bond insurer, whichever is
greater. The effect on interest expense has not been material in any of the years ended March 31, 2015, 2014, or 2013.

In March 2015, the Company executed the optional redemption provision of the NYSERDA Pollution Control Revenue Bonds
Series 1985 A in the amount of $100 million. The bonds were scheduled to mature on July 1, 2015.

The Company also has $75 million of 5.15% fixed rate pollution control revenue bonds issued through NYSERDA which are
callable at par. Pursuant to agreements between NYSERDA and the Company, proceeds from such issues were used for the
purpose of financing the construction of certain pollution control facilities at the Company’s generation facilities (which the
Company subsequently sold) or to refund outstanding tax-exempt bonds and notes.
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Debt Maturities

The aggregate maturities of long-term debt for the years subsequent to March 31, 2015 are as follows:

(in thousands of dollars)

Years Ending March 31,

2016 -$

2017 -

2018 -

2019 -

2020 750,000

Thereafter 2,104,465

Total 2,854,465$

Dividend Restrictions

The Company’s debt and credit arrangements contain various financial and other covenants as described below. The
Company was in compliance with all such covenants during the years ended March 31, 2015, 2014, and 2013.

The indenture securing the Company’s mortgage debt provides that retained earnings shall be reserved and held
unavailable for the payment of dividends on common stock to the extent that expenditures for maintenance and repairs
plus provisions for depreciation do not exceed 2.25% of depreciable property as defined therein. These provisions have
never resulted in a restriction of the Company’s retained earnings.

The Company is limited by the Merger Rate Plan, NYPSC orders, and FERC orders with respect to the amount of dividends
the Company can pay. As long as the bond ratings on the least secure forms of debt issued by the Company and National
Grid plc remain investment grade and do not fall to the lowest investment grade rating (with one or more negative watch
downgrade notices issued with respect to such debt), the Company is allowed to pay dividends.

Cumulative Preferred Stock

The Company has certain issues of non-participating cumulative preferred stock outstanding which can be redeemed at the
option of the Company. There are no mandatory redemption provisions on the Company’s cumulative preferred stock. A
summary of cumulative preferred stock is as follows:

March 31, March 31, Call

Series 2015 2014 2015 2014 Price

$100 par va lue -

3.40% Series 57,524 57,524 5,753$ 5,753$ 103.500$

3.60% Series 137,152 137,152 13,715 13,715 104.850

3.90% Series 95,171 95,171 9,517 9,517 106.000

Golden Share 1 1 - - Non-cal lable

Tota l 289,848 289,848 28,985$ 28,985$

(in thousands of dollars, except per share and number of shares data)

Shares Outstanding Amount

In connection with the acquisition of KeySpan by NGUSA, the Company became subject to a requirement to issue a class of
preferred stock, having one share (the “Golden Share”), subordinate to any existing preferred stock. The holder of the
Golden Share would have voting rights that limit the Company’s right to commence any voluntary bankruptcy, liquidation,
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receivership or similar proceeding without the consent of the holder of the Golden Share. The NYPSC subsequently
authorized the issuance of the Golden Share to a trustee, GSS Holdings, Inc. (“GSS”), who will hold the Golden Share subject
to a Services and Indemnity Agreement requiring GSS to vote the Golden Share in the best interests of New York State. On
July 8, 2011, the Company issued the Golden Share with a par value of $1.

The Company did not redeem any preferred stock during the years ended March 31, 2015, 2014, or 2013. The annual
dividend requirement for cumulative preferred stock was approximately $1.1 million for each of the years ended March 31,
2015, 2014, and 2013.

11.INCOME TAXES

Components of Income Tax Expense

2015 2014 2013

Current tax expense (benefit):

Federal $ (9,498) $ 22,946 $ (8,381)

State 11,869 7,187 6,122

Total current tax expense (benefit) 2,371 30,133 (2,259)

Deferred tax expense:

Federal 81,468 79,859 90,250

State 12,970 18,227 15,567

Total deferred tax expense 94,438 98,086 105,817

Amortized investment tax credits
(1)

(1,936) (1,936) (1,976)

Total deferred tax expense 92,502 96,150 103,841

Total income tax expense $ 94,873 $ 126,283 $ 101,582

(in thousands of dollars)

Years Ended March 31,

(1) Investment tax credits (“ITC”) are being deferred and amortized over the depreciable life of the property giving rise to the credits.

Statutory Rate Reconciliation

The Company’s effective tax rates for the years ended March 31, 2015, 2014, and 2013 are 35%, 35%, and 35.5%,
respectively. The following table presents a reconciliation of income tax expense at the federal statutory tax rate of 35% to
the actual tax expense:

2015 2014 2013

Computed tax 95,005$ 126,188$ 100,170$

Change in computed taxes resul ting from:

Al lowance for equity funds us ed during cons truction (3,722) (4,342) (2,498)

Inves tment tax credi ts (1,936) (1,936) (1,976)

State income tax, net of federa l benefi t 16,144 16,519 14,098

Temporary di fferences flowed through (5,053) (4,247) (3,697)

Other i tems, net (5,565) (5,899) (4,515)

Tota l (132) 95 1,412

Federal and state income taxes $ 94,873 $ 126,283 $ 101,582

Years Ended March 31,

(in thousands of dollars)
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The Company is included in the NGNA and subsidiaries consolidated federal income tax return. The Company has joint and
several liability for any potential assessments against the consolidated group.

In September 2013, the U.S. Department of the Treasury issued final tangible property regulations which provide guidance
for the application of IRC §162(a) and IRC §263(a) to amounts paid to acquire, produce, or improve tangible property. In
August 2014, the U.S. Department of the Treasury also finalized the depreciable property disposition regulations. Both sets
of regulations become effective for tax years beginning on or after January 1, 2014, which, for the Company, is the fiscal
year ended March 31, 2015. The Company intends to adopt these regulations with its fiscal year 2015 federal tax return and
has estimated a favorable §481(a) adjustment of $53.9 million related to dispositions of depreciable property and
unfavorable 481(a) adjustment of $38.3 million related to repairs deduction following casualty loss.

On March 31, 2014, New York’s legislature enacted, as part of the 2014-15 budget package, legislation which included
significant tax changes. For tax years beginning on or after January 1, 2016, the New York corporate franchise rate is
reduced from 7.1% to 6.5%. Additionally, for tax years beginning on or after January 1, 2015, New York State will generally
require combined reporting if the taxpayer is engaged in a unitary business and a 50% common ownership test is met. As of
March 31, 2014, the Company remeasured its New York State deferred tax assets and liabilities based upon the enacted law
that will apply when the corresponding state temporary differences are expected to be realized or settled. Specifically, to
reflect the decrease in tax rate, the Company decreased its New York State deferred tax liability by $14.3 million with an
offset to regulatory liabilities. During the year ended March 31, 2015, the Company updated the impact of the tax rate
change and further decreased its New York State deferred tax liability by $0.7 million with an offset to regulatory liabilities.

Deferred Tax Components

2015 2014

Deferred tax assets:

Al lowance for doubtful accounts 55,373$ 50,100$

Environmenta l remediation cos ts 172,574 180,185

Future federa l benefi t on s tate taxes 50,587 42,148

Postreti rement benefi ts and other employee benefi ts 256,583 111,715

Regul atory l iabi l i ties - other 210,396 166,505

Other i tems 50,955 34,452

Tota l deferred tax as s ets
(1)

796,468 585,105

Deferred tax liabilities:

Property related di fferences 2,045,876 1,837,413

Regul atory as s ets - environmenta l res pons e costs 159,104 167,270

Regul atory as s ets - postreti rement benefi ts 262,498 133,236

Other i tems 85,637 98,271

Tota l deferred tax l iabi l i ties 2,553,115 2,236,190

Net deferred income tax l iabi l i ties 1,756,647 1,651,085

Deferred investment tax credi ts 20,038 21,974

Net deferred income tax l iabi l i ties and inves tment tax credi ts 1,776,685 1,673,059

Current portion of deferred income tax as sets , net (165,036) (92,939)

Deferred income tax liabilities, net $ 1,941,721 $ 1,765,998

March 31,

(in thousands of dollars)

(1) There were no valuation allowances for deferred tax assets at March 31, 2015 or 2014.
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Unrecognized Tax Benefits

As of March 31, 2015 and 2014, the Company’s unrecognized tax benefits totaled $128.1 million and $121 million,
respectively, of which $6.7 million and $12.4 million, respectively, would affect the effective tax rate, if recognized. The
unrecognized tax benefits are included in other non-current liabilities in the accompanying balance sheets.

The following table presents changes to the Company’s unrecognized tax benefits:

2015 2014 2013

Balance as of the beginning of the year 120,983$ 120,195$ 159,526$

Gross increases - tax positions in prior periods 7,925 9,028 131

Gross decreases - tax positions in prior periods (10,234) (335) (37,301)

Gross increases - current period tax positions 9,431 3,917 2,738

Gross decreases - current period tax positions - (41) (4,899)

Settlements with tax authorities - (11,781) -

Balance as of the end of the year 128,105$ 120,983$ 120,195$

(in thousands of dollars)

Years Ended March 31,

As of March 31, 2015 and 2014, the Company has accrued for interest related to unrecognized tax benefits of $10.8 million
and $10.4 million, respectively. During the years ended March 31, 2015, 2014, and 2013, the Company recorded a
reduction to interest expense of $3.4 million, $1.3 million and $1.4 million, respectively. The Company recognizes interest
related to unrecognized tax benefits in other interest, including affiliate interest and related penalties, if applicable, in other
income, net in the accompanying statements of income. No tax penalties were recognized during the years ended March
31, 2015, 2014, or 2013.

It is reasonably possible that other events will occur during the next twelve months that would cause the total amount of
unrecognized tax benefits to increase or decrease. However, the Company does not believe any such increases or decreases
would be material to its results of operations, financial position, or cash flows.

Federal income tax returns have been examined and all appeals and issues have been agreed with the IRS and the NGNA
consolidated filing group through March 31, 2007.

During the year ended March 31, 2014, the IRS concluded its examination of the NGNA consolidated filing group’s
corporate income tax returns for the years ended March 31, 2008 and 2009. These examinations were completed on March
31, 2014, with an agreement on the majority of income tax issues for the years referenced above, as well as an
acknowledgment that certain discrete items remain disputed. NGNA is in the process of appealing these disputed issues
with the IRS Office of Appeals. The Company does not anticipate a change in its unrecognized tax positions in the next
twelve months as a result of the appeals. However, pursuant to the Company's tax sharing agreement, the audit or appeals
may result in a change to allocated tax. The tax returns for the years ended March 31, 2010 through March 31, 2015 remain
subject to examination by the IRS.

During the year ended March 31, 2015, the State of New York concluded its examination of the Company's New York State
income tax returns for the years ended March 31, 2006 through March 31, 2008. The examination did not result in
adjustments to the Company's taxable income. The tax returns for the years ended March 31, 2009 through March 31, 2015
remain subject to examination by the State of New York.
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The following table indicates the earliest tax year subject to examination for each major jurisdiction:

Jurisdiction Tax Year

Federal March 31, 2008 *
New York March 31, 2009

* The NGNA consolidated filings group is in the process of appealing certain disputed issues with the IRS Office of Appeals
for the years ended March 31, 2008 through March 31, 2009.

12.ENVIRONMENTAL MATTERS

The normal ongoing operations and historic activities of the Company are subject to various federal, state and local
environmental laws and regulations. Under federal and state Superfund laws, potential liability for the historic
contamination of property may be imposed on responsible parties jointly and severally, without regard to fault, even if the
activities were lawful when they occurred.

The United States Environmental Protection Agency ("EPA"), and the New York State Department of Environmental
Conservation ("DEC"), as well as private entities, have alleged that the Company is a potentially responsible party under
state or federal law for the remediation of numerous sites. The Company’s most significant liabilities relate to former
Manufactured Gas Plant (“MGP”) facilities formerly owned or operated by the Company. The Company is currently
investigating and remediating, as necessary, those MGP sites and certain other properties under agreements with the EPA
and the DEC. Expenditures incurred for the years ended March 31, 2015, 2014, and 2013 were $32.6 million, $41.6 million
and $31.4 million, respectively.

The Company estimated the remaining costs of environmental remediation activities were $415.2 million and $432.9
million at March 31, 2015 and 2014, respectively. These costs are expected to be incurred over approximately 40 years, and
these undiscounted amounts have been recorded as reserves in the accompanying balance sheets. However, remediation
costs for each site may be materially higher than estimated, depending on changing technologies and regulatory standards,
selected end use for each site, and actual environmental conditions encountered. The Company has recovered amounts
from certain insurers and potentially responsible parties, and, where appropriate, the Company may seek additional
recovery from other insurers and from other potentially responsible parties, but it is uncertain whether, and to what
extent, such efforts will be successful.

By rate orders issued and effective March 15, 2013, the NYPSC has provided an annual rate allowance of $42 million ($35.7
million in electric base rates and $6.3 million in gas base rates). Any annual spend above the $42 million rate allowance is
deferred for future recovery. Previous rate orders have provided for similar recovery mechanisms (with different rate
allowances and thresholds). Accordingly, as of March 31, 2015 and 2014, the Company has recorded environmental
regulatory assets of $415.2 million and $432.9 million, respectively, and environmental regulatory liabilities of $31.8 million
and $23.8 million, respectively.

The Company believes that its ongoing operations, and its approach to addressing conditions at historic sites, are in
substantial compliance with all applicable environmental laws. Where the Company has regulatory recovery, it believes that
the obligations imposed on it because of the environmental laws will not have a material impact on its results of operations
or financial position.

13.COMMITMENTS AND CONTINGENCIES

Operating Lease Obligations

The Company has various operating leases relating to office space. Total rental expense for operating leases included in
operations and maintenance expense in the accompanying statements of income was $4.9 million, $4.6 million, and $4
million for the years ended March 31, 2015, 2014, and 2013, respectively.
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The future minimum lease payments for the years subsequent to March 31, 2015 are as follows:

(in thousands of dollars)

Years Ending March 31,

2016 4,853$

2017 4,927

2018 4,868

2019 4,603

2020 4,584

Thereafter 24,000

Total 47,835$

Purchase Commitments

The Company has several long-term contracts for the purchase of electricity and gas, gas storage, and supply services.
Certain of these contracts require payment of annual demand charges. The Company is liable for these payments regardless
of the level of services required from third-parties. Such charges are currently recovered from customers as purchased
electricity and gas. In addition, the Company has various capital commitments related to the construction of property,
plant, and equipment.

The Company’s commitments under these long-term contracts for the years subsequent to March 31, 2015 are summarized
in the table below:

(in thousands of dollars) Energy Capital

Years Ending March 31, Purchases Expenditures

2016 173,851$ 101,286$

2017 160,686 4,057

2018 148,368 -

2019 134,550 -

2020 133,828 -

Thereafter 729,481 -
Total 1,480,764$ 105,343$

The Company can purchase additional energy to meet load requirements from independent power producers, other
utilities, energy merchants or the NYISO at market prices.

Legal Matters

The Company is subject to various legal proceedings arising out of the ordinary course of its business. The Company does
not consider any of such proceedings to be material, individually or in the aggregate, to its business or likely to result in a
material adverse effect on its results of operations, financial position, or cash flows.

Nuclear Contingencies

As of March 31, 2015 and 2014, the Company had a liability of approximately $168 million, recorded in other non-current
liabilities in the accompanying balance sheets, for the disposal of nuclear fuel irradiated prior to 1983. The Nuclear Waste
Policy Act of 1982 provides three payment options for liquidating such liability and the Company has elected to delay
payment, with interest, until the year in which Constellation Energy Group Inc., which purchased the Company’s nuclear
assets, initially plans to ship irradiated fuel to an approved DOE disposal facility.
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In March 2010, the DOE filed a motion with the Nuclear Regulatory Commission (“NRC”) to withdraw the license application
for a high-level nuclear waste repository at Yucca Mountain. The DOE’s withdrawal motion has been challenged and is
being litigated before the NRC and the District of Columbia Circuit. In January 2010 the U.S. government announced that it
has established a Blue Ribbon Commission (“BRC”) to perform a comprehensive review and provide recommendations
regarding the disposal of the nation’s spent nuclear fuel and waste. In January 2012, the BRC issued its report and
recommendations which provides for numerous policy recommendations currently under review and consideration by the
U.S. Secretary of Energy. Therefore, the Company cannot predict the impact that the recent actions of the DOE and the U.S.
government will have on the ability to dispose of the spent nuclear fuel and waste.

14.RELATED PARTY TRANSACTIONS

Accounts Receivable from and Accounts Payable to Affiliates

NGUSA and its affiliates provide various services to the Company, including executive and administrative, customer
services, financial (including accounting, auditing, risk management, tax, and treasury/finance), human resources,
information technology, legal and strategic planning, that are charged between the companies and charged to each
company.

The Company records short-term receivables from, and payables to, certain of its affiliates in the ordinary course of
business. The amounts receivable from, and payable to, its affiliates do not bear interest and are settled through the
intercompany money pool. A summary of net outstanding accounts receivable from affiliates and accounts payable to
affiliates is as follows:

2015 2014 2015 2014

Boston Gas Company -$ 351$ 1,699$ -$

Brooklyn Union Gas Company - 901 180 -

KeySpan Gas East Corporation - 1,085 452 -

Massachusetts Electric Company 8,057 4,966 - -

National Grid Engineering Services, LLC 2,643 4,836 - -

NGUSA - - 4,240 2,419

NGUSA Service Company 7,236 - - 54,885

Opinac North America, Inc. - - - 16,999

The Narragansett Electric Company 429 - - 1,215

Other 805 508 1,327 1,316

Total 19,170$ 12,647$ 7,898$ 76,834$

(in thousands of dollars) (in thousands of dollars)

Accounts Receivable Accounts Payable

from Affiliates to Affiliates

March 31, March 31,

Advances from Affiliates

In June 2009, the Company received board authorization to borrow up to $500 million from the direct or indirect parent
from time to time for working capital needs. The advance is non-interest bearing. At March 31, 2015 and 2014, the
Company had an outstanding advance from affiliate of $25 million and $200 million, respectively.

In June 2009, the Company received board authorization to borrow up to $450 million from Niagara Mohawk Holdings, Inc.
from time to time for working capital needs. The average interest rates were 0.3%, 0.7%, and 0.6% for the years ended
March 31, 2015, 2014, and 2013, respectively. At March 31, 2015 and 2014, the Company had an outstanding advance from
affiliates of zero and $25 million, respectively.

Intercompany Money Pool
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The settlement of the Company’s various transactions with NGUSA and certain affiliates generally occurs via the
intercompany money pool in which it participates. The Company is a participant in the Regulated Money Pool and can both
borrow and invest funds. Borrowings from the Regulated Money Pool bear interest in accordance with the terms of the
Regulated Money Pool Agreement. As the Company fully participates in the Regulated Money Pool rather than settling
intercompany charges with cash, all changes in the intercompany money pool balance and accounts receivable from
affiliates and accounts payable to affiliates balances, are reflected as investing or financing activities in the accompanying
statements of cash flows. In addition, for the purpose of presentation in the statement of cash flows, it is assumed all
amounts settled through intercompany money pool are constructive cash receipts and payments, and therefore are
presented as such.

The Regulated Money Pool is funded by operating funds from participants. Collectively, NGUSA and its subsidiary, KeySpan,
have the ability to borrow up to $3 billion from National Grid plc for working capital needs including funding of the
intercompany money pools, if necessary. The Company had short-term intercompany money pool investments of $278
million and $131.7 million at March 31, 2015 and 2014, respectively. The average interest rates for the intercompany
money pool were 0.3%, 0.7%, and 0.6% for the years ended March 31, 2015, 2014, and 2013, respectively.

Service Company Charges

The affiliated service companies of NGUSA provide certain services to the Company at their cost. The service company costs
are generally allocated to associated companies through a tiered approach. First and foremost, costs are directly charged to
the benefited company whenever practicable. Secondly, in cases where direct charging cannot be readily determined, costs
are allocated using cost/causation principles linked to the relationship of that type of service, such as number of employees,
number of customers/meters, capital expenditures, value of property owned, total transmission and distribution
expenditures. Lastly, when a specific cost/causation principle is not determinable, costs are allocated based on a general
allocator determined using a 3-point formula based on net margin, net property, plant and equipment, and operations and
maintenance expense.

Net charges from the service companies of NGUSA to the Company for the years ended March 31, 2015, 2014, and 2013
were $467 million, $463.7 million and $498.9 million, respectively.

Holding Company Charges

NGUSA received charges from National Grid Commercial Holdings Limited (an affiliated company in the U.K.) for certain
corporate and administrative services provided by the corporate functions of National Grid plc to its U.S. subsidiaries. These
charges, which are recorded on the books of NGUSA, have not been reflected in these financial statements. The estimated
effect on net income would be $14.1 million, $15 million, and $12.6 million before taxes and $8.5 million, $9.1 million, and
$8.2 million after taxes, for the years ended March 31, 2015, 2014, and 2013, respectively, if these amounts were allocated
to the Company.
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Year ended March 31, 2015

Exchange rate (balance sheet) $1.49:£1.00

Exchange rate (income statement) $1.58:£1.00

Exchange rate (opening) $1.52:£1.00

Exchange rate (acquisition) $2.01:£1.00

EXHIBIT 1

Note: Numbers are rounded on conversion into US dollars.
Rounded numbers may not cast.

National Grid plc

Financial information
submission for the New York Public Service Commission

EXHIBIT 1 - page 1 of 28 Cover page
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Consolidating schedules National National National National Other Total of Consol- National National National
as at March 31, 2015 Grid Grid Grid Grid Elect. major non-major idation Grid Grid Grid

plc USA Gas plc Trans. plc subsidiaries subsidiaries adjustments plc plc plc
IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS US GAAP US GAAP

company consolidated consolidated consolidated aggregated aggregated consolidated adjustments consolidated
(section 2) (section 3) (section 3) (section 4)

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed balance sheet

Goodwill - 7,636 - - - 3 1 7,640 3,134 10,775
Other intangible assets - 549 371 257 13 - - 1,191 (1,191) 0
Property, plant & equipment - 23,880 18,475 16,538 1,628 (4) (43) 60,474 2,650 63,124
Investments in subsidiaries 13,102 - - - 119,759 9,007 (141,868) - - -
Investments - 189 - - 352 4 415 962 1 963
Non-current regulatory assets - - - - - - - - 2,157 2,157
Other non-current assets 220 768 1,486 597 3 (1) (489) 2,584 3,556 6,140

-
Intercompany receivables 17,560 (26) 8,453 61 70,428 5,379 (101,853) - - -

-
Inventories - 397 39 45 25 - - 505 - 505
Receivables and other current assets 420 3,076 737 399 202 24 (383) 4,474 (21) 4,453
Regulatory assets - - - - - - - - 651 651
Financial and other investments 1,099 469 538 710 879 50 55 3,800 (918) 2,882
Cash and cash equivalents 15 154 1 4 12 4 (15) 177 918 1,094

Assets of businesses held for sale - - - - - - - - - -

Total assets 32,416 37,092 30,099 18,612 193,301 14,465 (244,180) 81,807 10,937 92,744

Borrowings (including bank overdrafts) (1,586) (1,426) (780) (367) (350) (1) 15 (4,497) 554 (3,942)
Current liabilities (487) (2,551) (1,290) (1,452) (794) (31) 382 (6,181) (860) (7,041)
Current tax liabilities (6) (347) (50) 9 126 (22) 6 (273) 113 (161)

Intercompany payables (19,461) (1,048) (3,294) (2,201) (71,610) (4,497) 102,147 - - -

Non-current borrowings (1,657) (8,443) (10,165) (8,184) (5,612) (7) 83 (33,980) 1,190 (32,789)
Other non-current liabilities (610) (2,391) (2,542) (1,559) (597) - - (7,697) 1,682 (6,015)
Deferred tax liabilities (6) (2,637) (2,456) (1,152) (147) 16 (1) (6,381) (6,465) (12,846)
Pensions and other post-retirement benefits - (4,019) - (713) (285) - - (5,018) 368 (4,650)

Liabilities of businesses held for sale - - - - - - - - - -

Total liabilities (23,813) (22,862) (20,578) (15,619) (79,269) (4,543) 102,631 (64,026) (3,418) (67,444)

Shareholders' equity (8,603) (14,216) (9,520) (2,992) (114,032) (9,923) 141,550 (17,764) (7,487) (25,251)

Minority interests - (14) (1) - - - (1) (18) (32) (50)

Total liabilities and equity (32,416) (37,092) (30,099) (18,612) (193,301) (14,465) 244,180 (81,807) (10,937) (92,744)
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Consolidating schedules National National National National Other Total of Consol- National National National
as at March 31, 2015 Grid Grid Grid Grid Elect. major non-major idation Grid Grid Grid

plc USA Gas plc Trans. plc subsidiaries subsidiaries adjustments plc plc plc
IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS US GAAP US GAAP

company consolidated consolidated consolidated aggregated aggregated consolidated adjustments consolidated
(section 2) (section 3) (section 3) (section 4)

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m
Condensed income statement

Revenue - 12,633 4,808 5,924 552 91 (30) 23,980 (377) 23,603
Other operating income - 2 110 2 50 17 (181) - - -
Operating costs - (11,163) (2,781) (3,989) (73,657) 3,100 70,474 (18,017) (199) (18,216)

Operating profit - 1,472 2,138 1,936 (73,055) 3,209 70,263 5,963 (576) 5,387

Net finance costs (352) (654) (551) (396) 120 79 (136) (1,890) 58 (1,832)
Dividend income 2,138 - - - 63,194 (3,209) (62,199) - - -
Share of post-tax results of joint ventures - 24 - - - (2) 50 73 (24) 49

Profit before taxation 1,786 842 1,587 1,540 (9,741) 77 7,979 4,146 (542) 3,604

Taxation 79 (305) (366) (323) 20 (65) (13) (973) 69 (904)

Profit for the year 1,865 537 1,221 1,216 (9,721) 13 7,966 3,172 (472) 2,700

Minority interests - 18 (5) - - - - 13 (1) 12
Interest in equity accounted affiliates - - - - - - - - - -

Net income from continuing operations 1,865 555 1,216 1,216 (9,721) 13 7,966 3,185 (473) 2,712

Net income from discontinued operations - - - - - - - - - -

Net income attributable to equity shareholders 1,865 555 1,216 1,216 (9,721) 13 7,966 3,185 (473) 2,712

Condensed cash flow statement

Net cash inflow from operating activities 55 2,670 2,529 2,270 465 (85) (5) 7,899 (32) 7,867
-

Net cash inflow from investing activities 3,319 (1,507) (992) (1,645) 39,314 23,274 (64,921) (3,157) (2,413) (5,570)-
Net cash inflow from financing activities (3,417) (1,330) (1,521) (610) (39,994) (23,185) 64,925 (5,132) - (5,132)-
Net increase in cash and cash equivalents (43) (167) 16 14 (216) 5 (1) (390) (2,445) (2,834)-
Exchange movements (2) - 1 0 (5) 1 1 (4) 93 89-
Reclassified to businesses held for sale - - - - - - - - - --
Net cash and cash equivalents at start of year 40 321 (15) (10) 228 2 - 566 3,274 3,840-
Net cash and cash equivalents at end of year (i) (4) 154 1 4 7 7 - 172 922 1,094

(i) Net of bank overdrafts
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Consolidating schedules National New NE

as at March 31, 2015 Grid USA Consol England Mass Narr Granite Nantucket NE NE Trans

parent co. NMHI Power Electric Electric State Electric Hydro-Mass Hydro-NH Corp.

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP

company company company company company company company company company company

1 21

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed balance sheet

Goodwill (2) 1,279 338 1,008 725 - 16 - - -

Other intangible assets - - - - - - - - - -

Property, plant & equipment (5) 7,886 1,964 2,683 2,366 - 70 24 11 -

Investments in subsidiaries - - - - - - - - - -

Investments 18,987 3 2 - - - - - - -

Non-current regulatory assets - 1,430 139 669 522 - 6 2 - -

Other non-current assets 67 300 13 14 11 - 2 - 1 -

Intercompany receivables 1,834 299 19 115 26 34 52 - - -

Inventories - 60 2 60 29 - - 5 - -

Receivables and other current assets 99 893 68 542 314 - 10 2 1 -

Current regulatory assets - 77 - 291 132 - 4 2 1 -

Financial and other investments 48 14 - 80 45 - - - - -

Cash and cash equivalents 429 17 2 9 19 - 1 - - -

Assets of businesses held for sale - - - - - - - - - -

Total assets 21,457 12,258 2,547 5,471 4,189 34 161 35 14 -

Borrowings (including bank overdrafts) (1,170) - (39) - (1) - - - - -

Current liabilities (190) (640) (41) (548) (304) - (21) (3) (3) -

Current tax liabilities 116 (25) (44) (18) (26) - (3) (7) 1 -

Intercompany notes payables (3,929) (73) (319) (574) (248) (28) (13) (10) 2 (1)

Non-current borrowings 1 (2,854) (372) (798) (846) - (51) - - -

Other non-current liabilities (20) (1,653) (155) (467) (381) - (5) (2) (7) -

Deferred tax liabilities (39) (1,942) (462) (627) (463) - (15) - (2) -

Pensions and other post-retirement benefits (4) (741) (18) (226) (191) - (6) - - -

Liabilities of businesses held for sale - - - - - - - - - -

Total liabilities (5,235) (7,928) (1,450) (3,258) (2,460) (28) (114) (22) (9) (1)

Shareholders' equity (16,222) (4,330) (1,097) (2,213) (1,729) (6) (47) (8) (3) 1

Minority interests - - - - - - - (5) (2) -

Total liabilities and equity (21,457) (12,258) (2,547) (5,471) (4,189) (34) (161) (35) (14) -

EXHIBIT 1 - page 4 of 28 Section 2 - National Grid USA

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-29 
Page 129 of 153

268



National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules National New NE

as at March 31, 2015 Grid USA Consol England Mass Narr Granite Nantucket NE NE Trans

parent co. NMHI Power Electric Electric State Electric Hydro-Mass Hydro-NH Corp.

US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP

company company company company company company company company company company

1 21

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed income statement

Revenue 90 3,172 455 2,587 1,500 - 34 23 19 -

Other operating income/ (expense) 514 13 - 25 6 - - 1 - -

Operating costs (238) (2,802) (270) (2,498) (1,346) (1) (29) (20) (18) -

Operating profit 366 383 185 114 160 (1) 5 4 1 -

Net finance costs (42) (111) (12) (48) (52) - (1) - - -

Share of post-tax results of joint ventures - - - - - - - - - -

Dividend income (expense) - - - - - - - - - -

Profit before taxation 324 272 173 66 108 (1) 4 4 1 -

Taxation 94 (95) (71) (23) (30) - (2) (1) - -

Profit for the year 418 177 102 43 78 (1) 2 3 1 -

Minority interests - - - - - - - - - -

Common dividends - (1) - - - - - - - -

Net income from continuing operations 418 176 102 43 78 (1) 2 3 1 -

Net income from discontinued operations - - - - - - - - - -

Net income attributable to equity shareholders 418 176 102 43 78 (1) 2 3 1 -

Condensed cash flow statement

Net cash inflow from operating activities (818) (2,921) 238 49 196 (1) 10 13 8 1

Net cash inflow from investing activities (1,223) (850) 37 (94) (161) - 8 (32) 1 -

Net cash inflow from financing activities 1,641 3,760 (274) 40 (29) 1 (18) 19 (9) (1)

Net increase (decrease) in cash and cash equivalents (400) (11) 1 (5) 6 - - - - -

Exchange movements - - - - - - - - - -

Reclassified to businesses held for sale - - - - - - - - - -

Net cash and cash equivalents at start of year 829 28 1 14 13 - 1 - - -

Net cash and cash equivalents at end of year 429 17 2 9 19 - 1 - - -
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Consolidating schedules

as at March 31, 2015

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

NG-USA Total of KeySpan National Consol- Discontinued NGUSA +

Service PSEG Elec other Consol Grid idation National Grid consolidated

Wayfinder Co. Service TSA Co companies + US GAAP = USA + adjustments Operations = Adjustments + ADJUSTMENTS =
US GAAP US GAAP US GAAP US GAAP company US GAAP US GAAP US GAAP US GAAP

company company company aggregated Addition of all Co's company company Audited

70 99 + ELIM

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - 3,766 7,130 (1) - 7,129 -

- - - - - - - - - -

- 858 - 2 9,809 25,668 3 - 25,671 (61)

- - - - - - - - - -

- - - - 186 19,178 (18,988) - 190 -

- - - - 2,168 4,936 (15) - 4,921 432

2 931 - 18 284 1,643 (803) - 840 3,829

31 3,791 159 219 4,838 11,417 (11,256) (159) 2 48

- - - - 239 395 2 - 397 -

- 45 - 2 1,442 3,418 (11) - 3,407 (446)

- - - - 147 654 13 - 667 (14)

- - - 3 - 190 - - 190 -

2 (54) - 3 21 449 1 - 450 -

- - - - 241 241 (171) - 70 (70)

35 5,571 159 247 23,141 75,319 (31,226) (159) 43,934 3,718

- - - - (10) (1,220) - - (1,220) -

- (342) (1) (2) (988) (3,083) (15) 1 (3,097) 190

- (67) - 2 (75) (146) 62 - (84) (150)

(53) (4,438) (152) (77) (2,588) (12,501) 11,213 152 (1,136) (34)

- - - - (3,293) (8,213) (1) - (8,214) (5)

- (101) - (152) (2,364) (5,307) 108 - (5,199) (358)

- (176) - - (1,918) (5,644) 752 - (4,892) (3,554)

- (445) - - (1,985) (3,616) (223) - (3,839) 189

- - - - (670) (670) 649 - (21) 21

(53) (5,569) (153) (229) (13,891) (40,400) 12,545 153 (27,702) (3,701)

18 (2) (6) (12) (9,250) (34,906) 18,682 6 (16,218) (17)

- - - (6) - (13) (1) - (14) -

(35) (5,571) (159) (247) (23,141) (75,319) 31,226 159 (43,934) (3,718)--
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Consolidating schedules

as at March 31, 2015

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

NG-USA Total of KeySpan National Consol- Discontinued NGUSA +

Service PSEG Elec other Consol Grid idation National Grid consolidated

Wayfinder Co. Service TSA Co companies + US GAAP = USA + adjustments Operations = Adjustments + ADJUSTMENTS =
US GAAP US GAAP US GAAP US GAAP company US GAAP US GAAP US GAAP US GAAP

company company company aggregated Addition of all Co's company company Audited

70 99 + ELIM

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

-
1 2,342 94 1 4,693 15,011 (2,586) (94) 12,331 57

(4) - - (45) 69 579 (600) - (21) 6

(1) (2,294) (88) (2) (4,167) (13,774) 2,476 88 (11,210) (122)
-

(4) 48 6 (46) 595 1,816 (710) (6) 1,100 (59)

- (23) - (12) (210) (511) 29 - (482) 6

- - - - - - - - - -

- - - - - - - - - -
-

(4) 25 6 (58) 385 1,305 (681) (6) 618 (53)

2 21 - 15 (152) (242) 41 - (201) 16
-

(2) 46 6 (43) 233 1,063 (640) (6) 417 (37)

- - - 19 - 19 (1) - 18 -

- - - - - (1) 1 - - (1)

(2) 46 6 (24) 233 1,081 (640) (6) 435 (38)

- - - - - - 12 - 12 (12)

(2) 46 6 (24) 233 1,081 (628) (6) 447 (50)
-

(4) 74 (5) (47) 1,249 (1,958) 4,104 5 2,151 2,142

4 (156) 5 59 (1,587) (3,989) 1,382 (5) (2,612) (1,739)

1 (456) - (17) 25 4,683 (5,439) - (756) (307)

1 (538) - (5) (313) (1,264) 47 - (1,217) 96

- - - - - - - - - -

- - - - 143 143 (47) - 96 (96)

1 484 - 8 191 1,570 1 - 1,571 -

2 (54) - 3 21 449 1 - 450 -

EXHIBIT 1 - page 7 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2015

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Current regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany notes payables

Non-current borrowings

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

US GAAP National NGUSA Group NGUSA

UNAUDITED Grid IFRS presentation IFRS

CONSOLIDATED + USA = consolidated and other

NGUSA IFRS adjustments

SAP adjustments HYPERION

6220, 6035

$'m $'m $'m $'m $'m

7,129 507 7,636 - 7,636

- 549 549 - 549

25,610 (1,730) 23,880 - 23,880

- - - -

190 (1) 189 - 189

5,353 (5,353) - -

4,669 (3,901) 768 - 768
- -

50 (76) (26) - (26)
- -

397 - 397 - 397

2,961 115 3,076 - 3,076

653 (653) - -

190 279 469 - 469

450 (296) 154 - 154

- - - - -
- -

47,652 (10,561) 37,092 - 37,092

- -

(1,220) (206) (1,426) - (1,426)

(2,907) 356 (2,551) - (2,551)

(234) (113) (347) - (347)
- - -

(1,170) 122 (1,048) - (1,048)
- -

(8,219) (224) (8,443) - (8,443)

(5,557) 3,166 (2,391) - (2,391)

(8,446) 5,809 (2,637) - (2,637)

(3,650) (369) (4,019) - (4,019)
- -

- - - - -
- -

(31,403) 8,541 (22,862) - (22,862)
- -

(16,235) 2,019 (14,216) - (14,216)
- - -

(14) - (14) - (14)- -

(47,652) 10,560 (37,092) - (37,092)

EXHIBIT 1 - page 8 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2015

Condensed income statement

Revenue

Other operating income/ (expense)

Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures

Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests

Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

US GAAP National NGUSA Group NGUSA

UNAUDITED Grid IFRS presentation IFRS

CONSOLIDATED + USA = consolidated and other

NGUSA IFRS adjustments

SAP adjustments HYPERION

6220, 6035

$'m $'m $'m $'m $'m

12,388 245 12,633 - 12,633

(15) 17 2 - 2

(11,332) 169 (11,163) - (11,163)
- -

1,041 431 1,472 - 1,472
- -

(476) (178) (654) - (654)

- 24 24 - 24

- - - - -
- -

565 277 842 - 842
- -

(185) (120) (305) - (305)
- -

380 157 537 - 537
- -

18 - 18 - 18

(1) 1 - - -
- -

397 158 555 - 555
- -

- - - - -
- -

397 158 555 - 555

4,293 (1,623) 2,670 - 2,670
-

(4,351) 2,844 (1,507) - (1,507)
-

(1,063) (267) (1,330) - (1,330)
-

(1,121) 954 (167) - (167)
-

- - - - -
-

- - - - -
-

1,571 (1,250) 321 - 321-

450 (296) 154 - 154

EXHIBIT 1 - page 9 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Brooklyn Union

Gas Co - KEDNY

KeySpan Gas

East Corp -

KEDLI

Boston Gas

Company

Colonial

Consolidated

GenCo

Consolidated

Subtotal
KeySpan

Stand Alone
Audited F/S

EnergyNorth

Natural Gas,

Inc

National Grid NE

Holdings 2, LLC Transgas Inc
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed balance sheet

Goodwill 1,451 1,018 396 54 - 2,919 - - -
Other intangible assets - - - - - - - - -
Property, plant & equipment 3,228 2,688 2,491 562 713 9,682 - - 9
Investments in subsidiaries - - - - - - - - -
Investments 72 - - - - 72 - 1,693 -
Non-current regulatory assets 1,185 552 181 251 - 2,169 - - -
Other non-current assets 21 26 6 2 13 68 - 22 6

- - -
Intercompany receivables 119 26 8 40 658 851 16 - 1

- - - - -
Inventories 61 36 50 9 82 238 - - -
Receivables and other current assets 529 362 360 125 37 1,413 - - -
Current regulatory assets 16 - 126 5 - 147 - - -
Financial and other investments - - - - - - - - -
Cash and cash equivalents 4 3 3 - - 10 - - 3

- - -
Assets of businesses held for sale - - - - - - - - -

Total assets 6,686 4,711 3,621 1,048 1,503 17,569 16 1,715 19

Borrowings (including bank overdrafts) - - (10) - - (10) - - -
Current liabilities (267) (172) (177) (118) (67) (801) - - -
Current tax liabilities (16) (35) (27) (7) (65) (150) - 3 -

Intercompany notes payables (456) (537) (300) (29) (181) (1,503) (15) (69) (21)

Non-current borrowings (1,041) (600) (621) (125) (400) (2,787) - - -
Other non-current liabilities (1,008) (436) (638) (111) (84) (2,277) - 8 -
Deferred tax liabilities (858) (666) (450) (199) (112) (2,285) - 5 (3)
Pensions and other post-retirement benefits (182) (250) (98) (68) - (598) - - -

Liabilities of businesses held for sale - - - - - - - - -

Total liabilities (3,828) (2,696) (2,321) (657) (909) (10,411) (15) (53) (24)

Shareholders' equity (2,858) (2,015) (1,300) (391) (594) (7,158) (1) (1,662) 5

Minority interests - - - - - - - - -

Total liabilities and equity (6,686) (4,711) (3,621) (1,048) (1,503) (17,569) (16) (1,715) (19)

EXHIBIT 1 - page 10 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Brooklyn Union

Gas Co - KEDNY

KeySpan Gas

East Corp -

KEDLI

Boston Gas

Company

Colonial

Consolidated

GenCo

Consolidated

Subtotal
KeySpan

Stand Alone
Audited F/S

EnergyNorth

Natural Gas,

Inc

National Grid NE

Holdings 2, LLC Transgas Inc
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed income statement

Revenue 1,519 1,080 1,298 303 464 4,664 - - 6
Other operating income/ (expense) 13 (6) (3) 1 1 6 - 50 -
Operating costs (1,301) (933) (1,187) (276) (417) (4,114) - (9) (9)

Operating profit 231 141 108 28 48 556 - 41 (3)

Net finance costs (47) (57) (35) (10) (20) (169) - - -

Share of post-tax results of joint ventures - - - - - - - - -
Dividend income (expense) - - - - - - - - -

Profit before taxation 184 84 73 18 28 387 - 41 (3)

Taxation (74) (35) (29) (8) (12) (158) - 4 1

Profit for the year 110 49 44 10 16 229 - 45 (2)

Minority interests - - - - - - - - -
Common dividends - - - - - - - - -

Net income from continuing operations 110 49 44 10 16 229 - 45 (2)

Net income from discontinued operations - - - - - - - - -

Net income attributable to equity shareholders 110 49 44 10 16 229 - 45 (2)

Condensed cash flow statement

Net cash inflow from operating activities 374 329 162 31 84 980 - (93) (9)

Net cash inflow from investing activities (412) (237) (312) (36) (92) (1,089) (1) 2 (1)

Net cash inflow from financing activities 15 (98) 153 5 8 83 1 93 11

Net increase (decrease) in cash and cash equivalents (23) (6) 3 - - (26) - 2 1

Exchange movements - - - - - - - - -

Reclassified to businesses held for sale - - - - - - - - -

Net cash and cash equivalents at start of year 27 9 - - - 36 - (2) 2

Net cash and cash equivalents at end of year 4 3 3 - - 10 - - 3

EXHIBIT 1 - page 11 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed balance sheet

Goodwill
Other intangible assets
Property, plant & equipment
Investments in subsidiaries
Investments
Non-current regulatory assets
Other non-current assets

Intercompany receivables

Inventories
Receivables and other current assets
Current regulatory assets
Financial and other investments
Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)
Current liabilities
Current tax liabilities

Intercompany notes payables

Non-current borrowings
Other non-current liabilities
Deferred tax liabilities
Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

PCC Land

Company, Inc.

Philadelphia

Coke Co., Inc

KeySpan C.I. I,

LTD

KeySpan UK

Limited

KeySpan C.I.

II, LTD

KeySpan

International

Corp

National Grid

North East

Ventures Inc.

Northeast Gas

Markets LLC

Nicodama

Beheer V.B.V.

KeySpan

Energy Devlp

Co (NS)
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - - - - - - -
- - - - - - - - - -
- 2 - - - - - - - -
- - - - - - - - - -
- - - - - 1 - - (4) -
- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - 7 - - - 1 - - -

- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -

- 2 7 - - 1 1 - (4) -

- - - - - - - - - -
- - - - - - - - - -
- - - - - - (1) - - 1

- (4) (6) - - (3) 7 - 8 (5)

- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -

- - - - - - - - - -

- (4) (6) - - (3) 6 - 8 (4)

- 2 (1) - - 2 (7) - (4) 4

- - - - - - - - - -

- (2) (7) - - (1) (1) - 4 -

EXHIBIT 1 - page 12 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed income statement

Revenue
Other operating income/ (expense)
Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures
Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests
Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

PCC Land

Company, Inc.

Philadelphia

Coke Co., Inc

KeySpan C.I. I,

LTD

KeySpan UK

Limited

KeySpan C.I.

II, LTD

KeySpan

International

Corp

National Grid

North East

Ventures Inc.

Northeast Gas

Markets LLC

Nicodama

Beheer V.B.V.

KeySpan

Energy Devlp

Co (NS)
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - - - - - - -
- - - - - - - - - -
- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -
- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -
- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - 1 - - - - - - (1)

2 (2) (1) - - - - - - -

(2) 2 - - - - - - - 1

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

EXHIBIT 1 - page 13 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed balance sheet

Goodwill
Other intangible assets
Property, plant & equipment
Investments in subsidiaries
Investments
Non-current regulatory assets
Other non-current assets

Intercompany receivables

Inventories
Receivables and other current assets
Current regulatory assets
Financial and other investments
Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)
Current liabilities
Current tax liabilities

Intercompany notes payables

Non-current borrowings
Other non-current liabilities
Deferred tax liabilities
Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

KeySpan

Luxembourg

S.A.R.L.

KeySpan CI

Midstream

Limited

KeySpan

Midstream,

Inc.

National Grid

LNG LLC

National Grid

LNG GP, LLC

National Grid

LNG LP, LLC

Seneca-

Upshur

Petroleum, Inc

National Grid

Development

Holdings Corp.

National Grid

Islander East

Pipeline, LLC

National Grid

Millennium

Pipeline LLC
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - - - - - - -
- - - - - - - - - -
- - - 28 - - - 75 - -
- - - - - - - - - -
5 (8) (1) - - 41 - 168 - 109
- - - - - - - - - -
- - - - - 1 - 11 2 (34)
- - - - - - - - - -
- 2 - 18 2 4 - - - 9

- - - - - - - - - -
- - - 1 - - - 1 - -
- - - - - - - - - -
- - - - - - - - - -
- - - - 1 - - - - -
- - - - - - - - - -
- - - - - - - - - -

5 (6) (1) 47 3 46 - 255 2 84

- - - - - - - - - -
- - - (2) - - - - - -
- - - (1) - - - (1) - (4)

(13) 4 (6) 5 (3) (29) - 418 7 54

- - - - - - - - - -
- - - (2) - - - (13) - 2
- - - (3) - - - (24) - -
- - - - - - - - - -

- - - - - - - - - -

(13) 4 (6) (3) (3) (29) - 380 7 52

8 2 7 (44) - (17) - (635) (9) (136)

- - - - - - - - - -

(5) 6 1 (47) (3) (46) - (255) (2) (84)

EXHIBIT 1 - page 14 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed income statement

Revenue
Other operating income/ (expense)
Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures
Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests
Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

KeySpan

Luxembourg

S.A.R.L.

KeySpan CI

Midstream

Limited

KeySpan

Midstream,

Inc.

National Grid

LNG LLC

National Grid

LNG GP, LLC

National Grid

LNG LP, LLC

Seneca-

Upshur

Petroleum, Inc

National Grid

Development

Holdings Corp.

National Grid

Islander East

Pipeline, LLC

National Grid

Millennium

Pipeline LLC
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - 8 - - - - - -
- - - - - - - 19 - 25
- - - (6) - - - (10) - -

- - - 2 - - - 9 - 25

- - - - - (1) - (1) - -

- - - - - - - - - -
- - - - - - - - - -

- - - 2 - (1) - 8 - 25

- - - (1) - - - 3 - (9)

- - - 1 - (1) - 11 - 16

- - - - - - - - - -
- - - - - - - - - -

- - - 1 - (1) - 11 - 16

- - - - - - - - - -

- - - 1 - (1) - 11 - 16

(1) (1) (1) - - - - (18) 2 27

- - - - - - - (13) (2) (27)

1 1 1 - (6) - - 14 - -

- - - - (6) - - (17) - -

- - - - - - - - - -

- - - - - - - - - -

- - - - 7 - - 17 - -

- - - - 1 - - - - -

EXHIBIT 1 - page 15 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed balance sheet

Goodwill
Other intangible assets
Property, plant & equipment
Investments in subsidiaries
Investments
Non-current regulatory assets
Other non-current assets

Intercompany receivables

Inventories
Receivables and other current assets
Current regulatory assets
Financial and other investments
Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)
Current liabilities
Current tax liabilities

Intercompany notes payables

Non-current borrowings
Other non-current liabilities
Deferred tax liabilities
Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

National Grid

IGTS Corp.

Broken Bridge

Corp.

National Grid

Energy

Management,

LLC

Metro Energy

L.L.C.

KeySpan

Energy

Services Inc.

KeySpan

Home Energy

Srvcs, LLC Fritze LLC

KeySpan

Plumbing

Solutions Inc

KS Plumb

Heating

Solutions, LLC

National Grid

Energy

Supply, LLC
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - - - - - - -
- - - - - - - - - -
- - - 7 - - - - - -
- - - - - - - - - -
4 - 23 - - 91 - - - -
- - - - - - - - - -

(2) - 1 1 - 6 - 1 - -
- - - - - - - - - -
- - 48 1 26 (1) - - - -

- - - - - - - - - -
- - 3 5 - - - - - -
- - - - - - - - - -
- - - - - - - - - -
- - 5 - - - - - - -
- - - - - - - - - -
- - - - - - - - - -

2 - 80 14 26 96 - 1 - -

- - - - - - - - - -
- - (3) (5) - (4) - - - -
- - (1) - - - - - - -

5 - (20) 15 8 8 - (1) - -

- - - - - - - - - -
- - - - - - - - - -
- - - (1) - (2) - - - -
- - - - - - - - - -

- - - - - - - - - -

5 - (24) 9 8 2 - (1) - -

(7) - (56) (23) (34) (98) - - - -

- - - - - - - - - -

(2) - (80) (14) (26) (96) - (1) - -
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed income statement

Revenue
Other operating income/ (expense)
Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures
Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests
Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

National Grid

IGTS Corp.

Broken Bridge

Corp.

National Grid

Energy

Management,

LLC

Metro Energy

L.L.C.

KeySpan

Energy

Services Inc.

KeySpan

Home Energy

Srvcs, LLC Fritze LLC

KeySpan

Plumbing

Solutions Inc

KS Plumb

Heating

Solutions, LLC

National Grid

Energy

Supply, LLC
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - 10 6 - - - - - -
1 - 1 - - 1 - - - -
- - (9) (5) - - - - - -

1 - 2 1 - 1 - - - -

- - - - - - - - - -

- - - - - - - - - -
- - - - - - - - - -

1 - 2 1 - 1 - - - -

- - - - - (4) - - - -

1 - 2 1 - (3) - - - -

- - - - - - - - - -
- - - - - - - - - -

1 - 2 1 - (3) - - - -

- - - - - - - - - -

1 - 2 1 - (3) - - - -

1 - 3 - - (1) - (1) - -

(2) - (4) - - (2) - - - -

- - - - - 3 - 1 - -

(1) - (1) - - - - - - -

- - - - - - - - - -

- - - - - - - - - -

1 - 6 - - - - - - -

- - 5 - - - - - - -

EXHIBIT 1 - page 17 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed balance sheet

Goodwill
Other intangible assets
Property, plant & equipment
Investments in subsidiaries
Investments
Non-current regulatory assets
Other non-current assets

Intercompany receivables

Inventories
Receivables and other current assets
Current regulatory assets
Financial and other investments
Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)
Current liabilities
Current tax liabilities

Intercompany notes payables

Non-current borrowings
Other non-current liabilities
Deferred tax liabilities
Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

National Grid

Services, Inc.

KSI

Mechanical,

LLC

KeySpan

Energy

Corporation

National Grid

Technologies

Inc

KeySpan My

Home Key,

Inc.

KeySpan

Corporation

National Grid

Electric Services

LLC
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company

$'m $'m $'m $'m $'m $'m $'m

- - - - - 846 -
- - - - - - -
1 - - - - 3 -
- - - - - - -

(29) - 3,414 - - 7,044 -
(1) - - - - - -
3 1 17 - - 527 95
- - - - - - -

248 - - - - 6,822 742

- - - - - - -
- - - - - 1 41
- - - - - - -
- - - - - - -
- - - - - 3 -
- - - - - - -
- - - - - - -

222 1 3,431 - - 15,246 878

- - - - - - -
(2) - - - - (177) (19)
16 - 2 - - 7 -

(321) (128) (324) (5) - (2,524) (1,218)

- - - - - (715) -
4 - - (1) - 33 (31)
- - - - - 13 2
- - - - - (2,358) 47

- - - - - - -

(303) (128) (322) (6) - (5,721) (1,219)

81 127 (3,109) 6 - (9,525) 341

- - - - - - -

(222) (1) (3,431) - - (15,246) (878)

EXHIBIT 1 - page 18 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed income statement

Revenue
Other operating income/ (expense)
Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures
Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests
Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

National Grid

Services, Inc.

KSI

Mechanical,

LLC

KeySpan

Energy

Corporation

National Grid

Technologies

Inc

KeySpan My

Home Key,

Inc.

KeySpan

Corporation

National Grid

Electric Services

LLC
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company

$'m $'m $'m $'m $'m $'m $'m

- - - - - - 3
(3) - 72 - - 209 1
(1) - - - - (13) (13)

(4) - 72 - - 196 (9)

(4) - - - - (56) (3)

- - - - - - -
- - - - - - -

(8) - 72 - - 140 (12)

2 - 1 - - 10 6

(6) - 73 - - 150 (6)

- - - - - - -
- - - - - - -

(6) - 73 - - 150 (6)

- - - - - - -

(6) - 73 - - 150 (6)

6 - (146) - - 212 101

(76) - - - - (665) -

70 - 146 - - 343 (101)

- - - - - (110) -

- - - - - - -

- - - - - - -

- - - - - 113 -

- - - - - 3 -

EXHIBIT 1 - page 19 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed balance sheet

Goodwill
Other intangible assets
Property, plant & equipment
Investments in subsidiaries
Investments
Non-current regulatory assets
Other non-current assets

Intercompany receivables

Inventories
Receivables and other current assets
Current regulatory assets
Financial and other investments
Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)
Current liabilities
Current tax liabilities

Intercompany notes payables

Non-current borrowings
Other non-current liabilities
Deferred tax liabilities
Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

National Grid

Engineering &

Surveying Inc.

National Grid

Energy

Trading

Services LLC

National Grid

Exploration &

Production

Total of Other
(Unaudited )

KeySpan
Companies

Total of All
KeySpan

Companies

KeySpan

Adjustments &

Eliminations

Discontinued

KeySpan

Operations
KeySpan

Consolidated
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m

- - - 846 3,765 1 - 3,766
- - - - - - - -
1 - - 126 9,808 1 - 9,809
- - - - - - - -
- - - 12,551 12,623 (12,437) - 186
- - - (1) 2,168 - - 2,168

39 1 - 698 766 (387) (95) 284
- - - - - -

160 3 - 8,109 8,960 (3,380) (742) 4,838
- -

- - - - 238 1 - 239
- - - 52 1,465 18 (41) 1,442
- - - - 147 - - 147
- - - - - - - -
- - - 12 22 (1) - 21
- - - - -
- - - - - 241 - 241

-
200 4 - 22,393 39,962 (15,943) (878) 23,141

- - - - (10) - - (10)
(6) - - (218) (1,019) 12 19 (988)
3 - - 24 (126) 51 - (75)

-
(271) 45 - (4,402) (5,905) 2,099 1,218 (2,588)

- - -
- - - (715) (3,502) 209 - (3,293)

(7) - - (7) (2,284) (111) 31 (2,364)
(1) - - (14) (2,299) 383 (2) (1,918)
47 1 - (2,263) (2,861) 923 (47) (1,985)

- -
- - - - - (670) - (670)

-
(235) 46 - (7,595) (18,006) 2,896 1,219 (13,891)

35 (50) - (14,798) (21,956) 13,047 (341) (9,250)
- - -

- - - - - - - -
-

(200) (4) - (22,393) (39,962) 15,943 878 (23,141)

EXHIBIT 1 - page 20 of 28 Section 2 - National Grid USA
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules
as at March 31, 2015

Condensed income statement

Revenue
Other operating income/ (expense)
Operating costs

Operating profit

Net finance costs

Share of post-tax results of joint ventures
Dividend income (expense)

Profit before taxation

Taxation

Profit for the year

Minority interests
Common dividends

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase (decrease) in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

National Grid

Engineering &

Surveying Inc.

National Grid

Energy

Trading

Services LLC

National Grid

Exploration &

Production

Total of Other
(Unaudited )

KeySpan
Companies

Total of All
KeySpan

Companies

KeySpan

Adjustments &

Eliminations

Discontinued

KeySpan

Operations
KeySpan

Consolidated
US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP US GAAP
company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m

54 - - 87 4,751 (55) (3) 4,693
1 1 - 378 384 (314) (1) 69

(57) (1) - (133) (4,247) 67 13 (4,167)

(2) - - 332 888 (302) 9 595

- - - (65) (234) 21 3 (210)

- - - - - - - -
- - - - - - - -

-
(2) - - 267 654 (281) 12 385

2 - - 15 (143) (3) (6) (152)
-

- - - 282 511 (284) 6 233

- - - - - - - -
- - - - - - - -

-
- - - 282 511 (284) 6 233

- - - - - - - -
-

- - - 282 511 (284) 6 233

(45) (2) - 34 1,014 336 (101) 1,249
- -

- 1 - (791) (1,880) 293 - (1,587)
- -

45 1 - 625 708 (784) 101 25

- - - (132) (158) (155) - (313)

- - - - - - - -

- - - - - 143 - 143

- - - 144 180 11 - 191

- - - 12 22 (1) - 21

EXHIBIT 1 - page 21 of 28 Section 2 - National Grid USA

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-29 
Page 146 of 153

285



National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules National British British NG Other NGG Consol- Rounding National National NGET Consol- Rounding National

as at March 31, 2015 Grid Transco Transco Metering Xoserve subsidiary idation and other Grid Grid Elec. subsidiary idation and other Grid Elec.

Gas plc Finance BV Finance Inc Limited Limited companies adjustments differences Gas plc Trans. plc companies adjustments differences Trans. plc
IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS

company company company company company aggregated consolidated company aggregated consolidated

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed balance sheet

Goodwill - - - - - - - - - - - - - -

Other intangible assets 345 - - 27 - - - - 371 257 - - - 257
Property, plant & equipment 18,456 - - 3 49 - - (33) 18,475 16,538 - - - 16,538

Investments in subsidiaries 25 - - - - 149 (174) - - - - - - -

Investments - - - - - - - - - - - - - -
Non-current regulatory assets - - - - - - - - - - - - - -

Other non-current assets 1,494 - - - - - - (7) 1,486 597 - - - 597

Intercompany receivables 8,772 863 307 189 27 6,772 (8,476) - 8,453 61 - - - 61

Inventories 39 - - - - - - - 39 45 - - - 45
Receivables and other current assets 723 - - 1 6 - - 6 737 399 - - - 399

Regulatory assets - - - - - - - - - - - - - -

Financial and other investments 538 - - - - - - - 538 710 - - - 710
Cash and cash equivalents 6 - - (1) (3) - (34) 34 1 4 - - - 4

Assets of businesses held for sale - - - - - - - - - - - - - -

Total assets 30,396 863 307 218 79 6,920 (8,684) (0) 30,099 18,612 - - - 18,612

Borrowings (including bank overdrafts) (774) - (6) - - - 34 (34) (780) (367) - - - (367)

Current liabilities (1,243) - - (15) (31) - - (1) (1,290) (1,452) - - - (1,452)

Current tax liabilities (50) - - - - - - - (50) 9 - - - 9

Intercompany payables (4,911) - 1 (45) 3 (6,810) 8,476 (9) (3,294) (2,201) - - - (2,201)

Non-current borrowings (8,993) (872) (301) - - - - 1 (10,165) (8,184) - - - (8,184)

Other non-current liabilities (2,505) - - (6) (42) - - 10 (2,542) (1,561) - - 1 (1,559)

Deferred tax liabilities (2,456) - - - - - - - (2,456) (1,152) - - - (1,152)
Pensions and other post-retirement benefits - - - - - - - - - (713) - - - (713)

Liabilities of businesses held for sale - - - - - - - - - - - - - -

Total liabilities (20,933) (872) (306) (65) (70) (6,810) 8,511 (33) (20,578) (15,621) - - 1 (15,619)

Shareholders' equity (9,464) 9 (1) (153) (9) (110) 177 31 (9,520) (2,991) - - (1) (2,992)

Minority interests - - - - - - (3) 1 (1) - - - - -

Total liabilities and equity (30,396) (863) (307) (218) (79) (6,920) 8,684 (0) (30,099) (18,612) - - 0 (18,612)

EXHIBIT 1 - page 22 of 28 Section 3 - National Grid Gas plc and National Grid Electricity Transmission plc

The Narragansett Electric Company 
d/b/a National Grid 
RIPUC Docket No. 4770 
Attachment PUC 1-1-29 
Page 147 of 153

286



National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules National British British NG Other NGG Consol- Rounding National National NGET Consol- Rounding National

as at March 31, 2015 Grid Transco Transco Metering Xoserve subsidiary idation and other Grid Grid Elec. subsidiary idation and other Grid Elec.

Gas plc Finance BV Finance Inc Limited Limited companies adjustments differences Gas plc Trans. plc companies adjustments differences Trans. plc
IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS

company company company company company aggregated consolidated company aggregated consolidated

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed income statement

Revenue 4,837 - - 142 76 - (227) (19) 4,808 5,924 - - - 5,924

Other operating income 110 - - - - - - - 110 2 - - - 2

Operating costs (2,827) - - (131) (71) - 227 21 (2,781) (3,989) - - - (3,989)

Operating profit 2,120 - - 11 5 - - 2 2,138 1,936 - - - 1,936

Net finance costs (555) 3 - 2 - (2) - 2 (551) (396) - - - (396)

Dividend income 3 - - - - - - (3) - - - - - -

Share of post-tax results of joint ventures - - - - - - - - - - - - - -

Profit before taxation 1,568 3 - 13 5 (2) - (0) 1,587 1,540 - - - 1,540

Taxation (363) - - (3) - - - - (366) (323) - - - (323)

Profit for the year 1,205 3 - 9 5 (2) - (0) 1,221 1,216 - - - 1,216

Minority interests - - - - - - - (5) (5) - - - - -

Interest in equity accounted affiliates - - - - - - - - - - - - - -

Net income from continuing operations 1,205 3 - 9 5 (2) - (5) 1,216 1,216 - - - 1,216

Net income from discontinued operations - - - - - - - - - - - - - -

Net income attributable to equity shareholders 1,205 3 - 9 5 (2) - (5) 1,216 1,216 - - - 1,216

Condensed cash flow statement

Net cash inflow from operating activities 2,485 - - 19 27 (43) - 41 2,529 2,270 - - - 2,270

Net cash inflow from investing activities (951) - - (13) (27) - - (2) (992) (1,645) - - - (1,645)

Net cash inflow from financing activities (1,513) - - (8) (3) 43 - (39) (1,521) (610) - - - (610)

Net increase in cash and cash equivalents 21 - - (2) (3) - - 0 16 14 - - - 14

Exchange movements (1) (0) - 0 0 - - 0 (1) (1) - - - (1)

Reclassified to businesses held for sale - - - - - - - - - - - - - -

Net cash and cash equivalents at start of year (14) 2 - - - - - (2) (14) (9) - - - (9)

Net cash and cash equivalents at end of year 6 1 - (1) (3) - - (1) 1 4 - - - 4

EXHIBIT 1 - page 23 of 28 Section 3 - National Grid Gas plc and National Grid Electricity Transmission plc

The Narragansett Electric Company 
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules National National National National National National Thamesport Inter- National National National

as at March 31, 2015 Grid Group Grid Holdings Lattice Grid Gas Grid Comm. Grid Grain Grid Interchange connectors Grid (US) Grid (US) Grid (US)

Finance plc One plc Group plc Holdings plc Holdings Ltd LNG Ltd Property Ltd Ltd Holdings Ltd Inv. 4 Ltd Partner 1 Ltd

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS

company company company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed balance sheet

Goodwill - - - - - - - - - - - -

Other intangible assets - - - - 9 3 - - - - - -

Property, plant & equipment - - - - - 1,262 65 140 159 - - -

Investments in subsidiaries - 19,667 1,002 10,570 95 - (116) - - 16,975 11,965 8,577

Investments - - - - - - - - - - - -

Non-current regulatory assets - - - - - - - - - - - -

Other non-current assets - 3 - - - - - - - - - -

Intercompany receivables 3,955 8,940 2,805 459 1,185 - 502 19 73 688 3,010 1,247

Inventories - - - - - 13 12 - - - - -

Receivables and other current assets - 9 - - 34 27 (40) - 7 - 62 -

Regulatory assets - - - - - - - - - - - -

Financial and other investments - 3 - - - - - - - - - -

Cash and cash equivalents - 1 - - - (1) 10 - - - - -

Assets of businesses held for sale - - - - - - - - - - - -

Total assets 3,955 28,623 3,808 11,029 1,323 1,304 434 159 239 17,663 15,037 9,825

Borrowings (including bank overdrafts) (110) - - - - (25) - - - - - -

Current liabilities - (12) (7) - (39) (42) (67) (1) (28) (244) (86) -

Current tax liabilities - (82) - - (7) (10) (7) - - (13) - -

Intercompany payables (83) (21,039) (260) (8,361) (122) (301) (875) (119) (39) (6,051) (10,849) -

Non-current borrowings (2,814) - - - - (157) - - - - - -

Other non-current liabilities - - 13 - (13) (21) (198) (13) - - - -

Deferred tax liabilities - - 55 - 4 (153) 30 1 (24) (3) (1) -

Pensions and other post-retirement benefits - - (285) - - - - - - - - -

Liabilities of businesses held for sale - - - - - - - - - - - -

Total liabilities (3,007) (21,133) (484) (8,361) (177) (710) (1,117) (132) (91) (6,311) (10,937) -

Shareholders' equity (947) (7,490) (3,323) (2,669) (1,146) (594) 683 (27) (149) (11,351) (4,100) (9,825)

Minority interests - - - - - - - - - - - -

Total liabilities and equity (3,955) (28,623) (3,808) (11,029) (1,323) (1,304) (434) (159) (239) (17,663) (15,037) (9,825)

EXHIBIT 1 - page 24 of 28 Section 4 - Other major subsidiaries

The Narragansett Electric Company 
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules National National National National National National Thamesport Inter- National National National

as at March 31, 2015 Grid Group Grid Holdings Lattice Grid Gas Grid Comm. Grid Grain Grid Interchange connectors Grid (US) Grid (US) Grid (US)

Finance plc One plc Group plc Holdings plc Holdings Ltd LNG Ltd Property Ltd Ltd Holdings Ltd Inv. 4 Ltd Partner 1 Ltd

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS

company company company company company company company company company company company company

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

Condensed income statement

Revenue - - - - - 312 43 9 188 - - -

Other operating income - - - - - - 43 - 8 - - -

Operating costs - (6) (74) - (457) (200) (131) (17) (35) - - -

Operating profit - (6) (74) - (457) 112 (46) (8) 161 - - -

Net finance costs 16 (142) 169 2 27 (8) (19) (2) 2 (27) (68) 8

Dividend income - 2,286 1,104 1,104 464 - 76 - - - - -

Share of post-tax results of joint ventures - - - - - - - - - - - -

Profit before taxation 16 2,138 1,199 1,106 33 104 11 (9) 162 (27) (68) 8

Taxation (5) 44 (19) 19 3 (24) 9 2 (35) 5 9 (2)

Profit for the year 11 2,182 1,180 1,125 36 80 21 (8) 128 (22) (58) 6

Minority interests - - - - - - - - - - - -

Interest in equity accounted affiliates - - - - - - - - - - - -

Net income from continuing operations 11 2,182 1,180 1,125 36 80 21 (8) 128 (22) (58) 6

Net income from discontinued operations - - - - - - - - - - - -

Net income attributable to equity shareholders 11 2,182 1,180 1,125 36 80 21 (8) 128 (22) (58) 6

Condensed cash flow statement

Net cash inflow from operating activities (2) 65 (13) 21 (62) 189 52 6 169 5 11 (2)

Net cash inflow from investing activities - 8,866 1,104 1,104 170 (65) 99 (2) 3 - - -

Net cash inflow from financing activities 2 (8,929) (1,092) (1,125) (110) (126) (148) (5) (172) (5) (11) 2

Net increase in cash and cash equivalents - 2 - - (2) (2) 3 - - - - -

Exchange movements - (0) - - 2 0 (1) - (0) (2) - -

Reclassified to businesses held for sale - - - - - - - - - - - -

Net cash and cash equivalents at start of year - - - - (2) - 8 - 2 2 - -

Net cash and cash equivalents at end of year - 1 - - (1) (1) 10 - 1 - - -

EXHIBIT 1 - page 25 of 28 Section 4 - Other major subsidiaries
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2015

Condensed balance sheet

Goodwill

Other intangible assets

Property, plant & equipment

Investments in subsidiaries

Investments

Non-current regulatory assets

Other non-current assets

Intercompany receivables

Inventories

Receivables and other current assets

Regulatory assets

Financial and other investments

Cash and cash equivalents

Assets of businesses held for sale

Total assets

Borrowings (including bank overdrafts)

Current liabilities

Current tax liabilities

Intercompany payables

Non-current borrowings

Other non-current liabilities

Deferred tax liabilities

Pensions and other post-retirement benefits

Liabilities of businesses held for sale

Total liabilities

Shareholders' equity

Minority interests

Total liabilities and equity

National NG National LG National National National National National NGC National Other

Grid Insurance Grid Telecoms Grid Grid Grid Grid Grid Jersey Grid Finance major

Holdings Inc (IOM) Ltd Intl. Ltd Five Eight Eleven Holdings Ltd Twelve Investments Holdings Ltd subsidiaries

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS

company company company company company company company company company company company total

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - - - - - - - - -

- - - - - 1 - - - - - 13

- - - - - 1 - - - - - 1,628

10,478 - 365 - - 16,411 - 12,881 - 7,119 3,769 119,759

- - - - - - - - - - - 352

- - - - - - - - - - - -

- - - - - - - - - - - 3

5,177 - 91 497 (1) 6,867 - 12,542 6,822 9,265 6,270 70,428

- - - - - - - - - - - 25

- 102 - - - - - - - - - 202

- - - - - - - - - - - -

334 536 - - - 6 - - - - - 879

- - - - - 1 - - - - - 12

- - - - - - - - - - - -

15,989 639 456 497 (1) 23,288 - 25,423 6,822 16,384 10,039 193,301

(215) - - - - - - - - - - (350)

(71) (175) - - - - - (19) - - - (794)

261 - - - - (10) - - - (4) - 126

(4,183) 1 (376) (505) 1 (7) - (16,394) (1,540) (297) (1) (71,610)

(2,640) - - - - - - - - - - (5,612)

(365) - - - - - - - - - - (597)

(50) (1) (1) - - - - (1) - - - (147)

- - - - - - - - - - - (285)

- - - - - - - - - - - -

(7,265) (175) (377) (505) 1 (18) - (16,415) (1,540) (301) (1) (79,269)

(8,724) (463) (79) 7 - (23,270) - (9,008) (5,282) (16,083) (10,037) (114,032)

- - - - - - - - - - - -

(15,989) (639) (456) (497) 1 (23,288) - (25,423) (6,822) (16,384) (10,039) (193,301)
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National Grid plc - year ended 31 March 2015 Financial information for NY PSC filing

Consolidating schedules

as at March 31, 2015

Condensed income statement

Revenue

Other operating income

Operating costs

Operating profit

Net finance costs

Dividend income

Share of post-tax results of joint ventures

Profit before taxation

Taxation

Profit for the year

Minority interests

Interest in equity accounted affiliates

Net income from continuing operations

Net income from discontinued operations

Net income attributable to equity shareholders

Condensed cash flow statement

Net cash inflow from operating activities

Net cash inflow from investing activities

Net cash inflow from financing activities

Net increase in cash and cash equivalents

Exchange movements

Reclassified to businesses held for sale

Net cash and cash equivalents at start of year

Net cash and cash equivalents at end of year

National NG National LG National National National National National NGC National Other

Grid Insurance Grid Telecoms Grid Grid Grid Grid Grid Jersey Grid Finance major

Holdings Inc (IOM) Ltd Intl. Ltd Five Eight Eleven Holdings Ltd Twelve Investments Holdings Ltd subsidiaries

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS

company company company company company company company company company company company total

$'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m $'m

- - - - - - - - - - - 552

- - - - - - - - - - - 50

- 41 (254) - (401) - - (51,249) (4,994) (15,863) - (73,657)

- 41 (254) - (401) - - (51,249) (4,994) (15,863) - (73,055)

(24) - (10) (17) 2 91 - (10) 25 96 11 120

- - 273 - - - - 52,464 5,346 - - 63,194

- - - - - - - - - - - -

(24) 41 9 (17) (399) 91 - 1,204 377 (15,767) 11 (9,741)

33 - 1 3 - (9) - - (3) (19) 3 20

9 41 10 (14) (399) 82 - 1,204 374 (15,786) 14 (9,721)

- - - - - - - - - - - -

- - - - - - - - - - - -

9 41 10 (14) (399) 82 - 1,204 374 (15,786) 14 (9,721)

- - - - - - - - - - - -

9 41 10 (14) (399) 82 - 1,204 374 (15,786) 14 (9,721)

(3) 46 9 (5) (2) (8) - 9 (5) (19) 2 465

(1,126) (87) 393 - 4,944 2,540 - 370 3,073 - 17,927 39,314

1,125 6 (404) 5 (4,942) (2,707) - (380) (3,068) 19 (17,928) (39,994)

(5) (35) (2) - - (175) - (1) - - - (216)

0 (2) 0 - - (2) - - - - - (5)

- - - - - - - - - - - -

2 38 - - - 178 - - - - - 228

(3) 1 (1) - - 1 - - - - - 7
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National Grid plc
IFRS to US GAAP reconciliation
as at March 31, 2015

$'m $'m

Profit for the year attributable to equity shareholders under IFRS 3,185

Adjustments to conform with US GAAP

Revenue (377)
Operating costs (199)
Net finance costs 58
Taxation 69
Other (24)

(473)

Net income under US GAAP 2,712

Total shareholders equity under IFRS 17,764

Adjustments to conform with US GAAP

Property, plant & equipment 2,650
Other intangible assets (1,191)
Goodwill 3,134
Regulatory assets 2,808
Financial instruments 3,022
Pensions and other post-retirement benefits 368
Current tax liabilities 113
Deferred taxation (2,465)
Other (952)

7,487

Shareholders' equity under US GAAP 25,251
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