APPENDIX 3 — KEDLI Revenue Reqguirement
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KeySpan Energy Delivery of Long isiand
Summary of Staff Adjustments
Twelve Months Ending December 31, 2008
$(000)

Description

Operating Revenues - Appendix 3, Pages 7 & 8
Revised sales adjustment

Operation & Maintenance Expenses - Appendix 3, Page 9
Adjust uncollectible expense for staff adjustments

Eliminate expense for sales promotion enhancement

Move gas supply expenses from delivery to commodity recovery
Adjust for updated cost and inflation

Adjust labor for 1% productivity

Adjust non-fabor related expenses for 1% productivity

Depreciation - Appendix 3, Page 10
Staff depreciation changes to historic year plant
Staff depreciation changes to rate year plant

Amortizations - Appendix 3, Page 11
Eliminate amortization of pension & OPEBs
Reduce amortization of SIR costs

State & Federal Income Taxes - Appendix 3, Pages 13 & 14
Include Medicare cash proceeds

Eliminate pension & OPEBs amortization

Adjust for change in depreciation rates and plant

Reduce amortization of SIR costs

Adijust tax depreciation for plant change

Interest Deduction - Appendix 3, Page 15

Adjust the interest deduction for rate base adjustments
Include CWIP in the interest deduction

To reflect Staff's capital structure

Rate Base - Appendix 3, Page 16
Decrease gas plant balance

Decrease reserve for depreciation

Eliminate deferred merger costis

Eliminate deferred SIR costs

Eliminate deferred pension & OPER expense
Adijust deferred taxes for SIR adjustment
Adjust deferred taxes for merger adjustment
Adjust deferred taxes for pension & OPEB adjustment
Adjust deferred tax for tax depreciation
Eliminate prepaid pension expense

Reduce M&S inventory balance
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Amount

3 1.422

(35)
(5,250)
(4,077)

3,880
(1,023)
(563)

(6,880)
(3,997)

(6,829)
(4,201)

560
(10,279)
(10,877)

(4,201)
(3,250)

(565,011)
15,231

(18,845)
3,902
(2,292)
(60,110)
(61,309)
26,466
1,000
26,994
(1,678)
(16,061)
(350)
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Appendix 3

Page 2 of 21
KeySpan Energy Delivery of Long Island
Summary of Staff Adjustments
Twelve Months Ending March 31, 2008, 2009, and 2010
' $(000}
Description Amount
Earnings Base / Capitalization Comparison - Appendix 3, Page 17
Capitalization _
Eliminate intercompany accounts payable/receivable for fuel costs $ {8,891)
Earnings Base
Eliminate deferred pension & OPEB balance, net of tax (25,559)
Eliminate prepaid pension expense (16,0861)
Reduce working capital for non-cash pension & OPEB expense ' (872)
Cash Working Capital - Appendix 3, Page 18
Eliminate pensions from working cash calcufation 12,125
Eliminate OPEBs from working cash calculation 13,812

Capital Structure
See Capital Structure, Appendix 3, Page 19
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KeySpan Energy Delivery of Long Island

Summary of Company Update Adjustments
Twelve Months Ending December 31, 2008
$(000)

Description

Operating Revenues -~ Appendix 3, Pages 7 & 8
Revised sales forecast

Revised gas cost forecast

Revenue tax effect of revised forecast

Operation & Maintenance Expenses - Appendix 3, Page 9
Revised gas cost forecast

Update labor for known and measurable changes

Update payroll.taxes for labor changes

Update health & hospitalization to new contract

Update OFPEBs to iatest actuary report

Update pensions fo latest actuary report

Update uncollectibles for revenue update

Updated inflation factor

Depreciation - Appendix 3, Page 10

Adjust expense for plant changes

Adjust expense for plant changes

Adjust expense for depreciation reserve deficiency

Amortizations - Appendix 3, Page 11
Adjust for updated pension & OPEB deferral balance
Adjust for updated environmental cost deferral balance

Taxes Cther Than income Taxes - Appendix 3, Page 12
Update real estate/special franchise taxes for latest known bills.
Adjust gross revenue taxes for revenue update

Adjust franchise-gross revenue taxes for revenue update
Adjust MTA surcharges for revenue update

Correct state unemployment insurance error

Correct federal unemployment insurance error

Update FICA taxes for payroll update

State & Federal Income Taxes - Appendix 3, Pages 7 & 8
Adjust state texes for updates changes (see pages t3-15 for details)
Adjust federal taxes for update changes (see pages 13-15 for details)

Rate Base - Appendix 3, Page 16
Decrease gas plant balance

Adjust depreciation reserve for correction and depreciation exp. adjs.

Update deferred SIR expenses for actual costs
Update deferred pension & OPEB expenses
Updated inflation facior

Adjust deferred income taxes for updates

Appendix 3
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Amount

$ (13,922)
(222,215)
(2,034)

(222,215)
76
8
(59}
(1,399)
(2,041)
(86)

(365)
(185)
5,290

(593)
(1,428)

(1,856)
(848)
(1,185)
(H
(13)
(5)

1

(922)
(3,251)

(18,343)
(3,032)
(9,280)
(3,851)

7,227
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KeySpan Energy Delivery of Long Island
Summary of Joint Proposal Adjustments
Twelve Months Ending December 31, 2008, 2009, 2010, 2011, and 2012

$(000)
Description

Operating Revenues - Appendix 3, Pages 7 & 8
Sales comection and forecast update

Operation & Maintenance Expenses - Appendix 3, Page 9
Increase Payroll for 2.8% forecast
Increase for Inflation forecast

Update to latest actual bills, and forecast for inflation Jess 1% productivity

Adjust uncollectible expense for revenus adjustments

Decrease discretionary programs and adjust for inflation

Qverall setllement productivity adjustmant

Remove merger/rate costs and amortize rate case cosis over 3 years
Reduce costs for management efficiency programs

Depreciation - Appendix 3, Page 10

Adjust expense for plant changes

Carrect siaff depreciation adjustment

Adjust expense for depreciation reserve deficiency

Amortizations - Appendix 3, Page 11

Amortize merger costs over three years.”
* Merger amortization is moved to environmental amartization afier year 3

Reverse staff adjustment
Reverse company update adjustment
Amortize Transition Balancing Account credits over 3 years

State & Federal Income Taxes - Appendix 3, Pages 7 & 8
Adjust state taxes for settlement adjs & tax rate change (pgs. 13-15 for detail}
Adjust federal taxes for setflement adjs (pgs. 13-15 for detail)

Rate Base - Appendix 3, Page 16

Reverse company update and adjust for revised construction budget
Adjust depreciation reserve for plant adjustments

Reverse company update adjustment

Reverse company update adjustment

Adjust deferred income taxes for plant changes

Adjust for forecasted changes

Earnings Base / Capitalization Comparison - Appendix 3, Page 17

Include deferred pension & OPEB balance, net of tax
Include working capital for non-cash pension & OPEB expense

Cash Working Capital - Appendix 3, Page 18
Include pensions in working cash calculation
Include OPEBs In working cash calcutation

Capital Structure
See Capital Structure, Appendix 2, Page 17
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Amount for March 31 year end

25,559 -
872 -

(12,125) .
(13,812) -

2008 2009 2010 2010 2010
$ 4550 $ 5902 § 8248 §$ 7,762 § 7,807
; 1687 1734 - -

60 79 80 - -
622 707 258 - :
(3,627) 76 78 - -
709 (973) 57 - -
(995) (22) (22) . -
(1,018) (2065)  (930) - .
206 6096 3,867 3867 3,857
2,568 - . . -
732 . - - - .
(1,314) - . - -
6,829 - ) . .
1428 - ; - -
(4,000) - - ; § -
205  (1,126)  (612)  (648)  (644)
1519 (4174) (2,269) (2.601) (2,587)
26216 239,232 154,161 - .
253  (68,501) (72,458) ; ;
9,280 - - - -
3,851 . - . -
(4.858) (1,341)  (1.274) . -
- - - 80,794 80,794
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Appendix 3
Page 19 of 21

KeySpan Energy Delivery of Long Island

Company Proposed Capital Structure
Twelve Months Ending December 31, 2008, 2009, 2010, 2011, and 2012

$(000)
WEIGHTED
PRINCIPAL RATIO COST RATE COST
Long Term Debt b 850,904 49.54% 7.54% 3.74%
Customer Deposits 8,017 0.47% 3.00% 0.01%
Total Debt 858,921 50.01% 3.75%
Common Equity 858,701 49.99% 11.00% 5.50%
Total Capitalization $ 1,717,623 100.00% 9.25%

Staff Proposed Capital Structure
Twelve Months Ending December 31, 2008, 2009, 2010, 2011, and 2012

$(000)
WEIGHTED
PRINCIPAL RATIO COST RATE COST
Long Term Debt $ 887,839 51.69% 7.37% 3.81%
Short Term Debt 72,999 4.25% 5.35% 0.23%
Customer Deposits 7,901 0.46% 3.65% 0.02%
Total Debt 968,739  56.40% 4.05%
Common Equity - 748,883 43.60% 8.90% 3.88%
Total Capitalization $ 1,717,623 100.00% 7.93%

Joint Proposal Capital Structure
Twelve Months Ending December 31, 2008, 2009, 2010, 2011, and 2012

$(000)
WEIGHTED
PRINCIPAL RATIO COST RATE COST
Long Term Debt $ 901,752 52.50% 7.35% 3.86%
Customer Deposits 8,588 3.50% 3.65% 0.02%
Total Debt 910,340 53.00% 3.88%
Commeon Equity 807,283 47.00% 9.60% 4.51%

Total Capitalization $ 1,717,623 100.00% 8.39%




KeySpan Energy Delivery of Long Island

Computation of Recommended Additicnal Revenue Requirement

Twelve Months Ending December 31, 2008, 2009, and 2010

Average Rate Base
Rate Of Return

Total Return Required
Less Earned Return

Deficiency in Required Return
Retention Factor*

Authorized Revenue Increase

* Based upon the following:

Sales Ravenues
Less: Uncollectibles

Subtotal
Less:

State Incoms Taxes

Federal Income Tax At 35.00%

Retention Factor

Appendix 3
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$(000)
2008 2009 2010
$ 1,686,965 $ 1,756,347 $ 1,837.141
8.38% 8.39% 8.39%
133,171 147,385 154,165
81,098 131,991 146,308
52,073 15,394 7,859
58.95% 58.95% 58.95%
$ 88,342 $ 26,116 $ 13,332
PROOF Base Rates
100.00% % 88,342
0.75% 663
99.25% 87,680
8.57% 7,567
31.74% 28,032
68.85% _§ 52,073
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