Overview

Energy East's primary operations, our electric and natural gas utility operations, are subject to
rate regulation established predominately by state utility commissions. The approved
regulatory treatment on various matters significantly affects our financial position, results of
operations and cash flows. We have long-term rate plans for NYSEG's natural gas segment,
RG&E, CMP and BRerkshire Gas that currently allow for recovery of certain costs, including
stranded costs, and provide stable rates for customers and revenue predictability. Where long-
term rate plans are not in effect, we monitor the adequacy of rate levels and file for new rates
when necessary. NYSEG's five-year electric rate plan expired December 31, 2008, and new
rates went into effect on January 1, 2007. SCG received approval for new rates that became
effective January 1, 2008, and CNG recently received approval for new rates that became
effective April 1, 2007. '

Continuing uncertainty in the evolution of the utility industry, particularly the electric utility
industry, has resulted in several federal and state regulatory proceedings that could
significantly affect our operations and the rates that our customers pay for energy. Those
proceedings, which are discussed below, could affect the nature of the electric and natural gas
utility industries in New York and New England.

We expect to make significant capital investments to enhance the safety and reliability of our
distribution systems and to meet the growing energy needs of our customers in an
environmentally friendly manner. Capital spending is expected to exceed $3 billion through
2011, including $496 million in 2007. Major spending programs include the installation of
advanced metering infrastructure (AMI) in New York and Maine requiring an investment of
approximately $500 million; $500 miliion of transmission investments, predominantly in Maine;
a high efficiency transformer replacement program; and a "green” fleet initiative. The majority
of our planned transmission investments will be pursuant to a regional reliability planning
process and should qualify for the FERC's transmission investment ROE incentive adders for
New England transmission owners. We have also proposed to the NYISO that Russell Station
be repowered, using either clean coal technology or natural gas, to meet projected load
requirements in the Rochester, New York area. The cost would be approximately $500 million.
We estimate that over one-half of our capital spending program will be funded with internally
generated funds and the remainder through the issuance of a combination of debt and equity

securities.

This MD&A for the quarter ended March 31, 2007, should be read in conjunction with our
MD&A, financial statements and notes contained in our report on Form 10-K for the fiscal year
ended December 31, 2006. Due to the seasonal nature of our operations, financial results for
interim periods are not necessarily indicative of trends for a 12-month period.

Management's Discussion and Analysis of Financial Condition and Results of
Operations

Energy East Corporation

Strategy
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We have maintained a consistent energy delivery and sertvices strategy over the past several
years, focusing on the safe, secure and reliable transmission and distribution of electricity and
natural gas. Our operating companies have become increasingly efficient through realization of
merger-enabled synergies. Our current strategic focus is on addressing many of the precepts
of the Energy Policy Act of 2005 including: (1) investing in transmission to increase reliability,
meet new load growth and connect new, renewable generation to the grid; (2) investing in AMI
to promote customer conservation and peak load management; (3) investing in our distribution
infrastructure to make it more efficient by reducing losses; and (4) investing in new regulated
generation that is environmentally friendly and, where possible, sustainable.

Our individual company rate plans are a critical component of our success. While specific
provisions may vary among our public utility subsidiaries, our overall strategy includes creating
stable rate environments that allow our subsidiaries to earn a fair return while minimizing price
increases and sharing achieved savings with customers.

Electric Delivery Business Developments

Our electric delivery business consists primarily of our regulated electricity transmission,
distribution and generation operations in upstate New York and Maine.

NYSEG's Supply Service Filing: On April 5, 2007, NYSEG submitted to the NYPSC its
proposal for revisions to its supply service. Details of the proposal include:

Simplified Supply Program

« NYSEG will offer customers a single fixed price supply service.

« Residential and small commercial customers who do not choose an ESCO will receive
fixed price supply service from NYSEG. The rate would be fixed throughout the year.

« Large commercial and industrial customers who do not choose an ESCO will receive
supply service from NYSEG pursuant to NYSEG's current hourly pricing tariff.

« The fixed price will be reset each calendar year.

« The supply component of the fixed price will be based on recent, competitive wholesale
solicitations and a market price index.

Preservation and Enhancement of Customer Choice

» NYSEG will eliminate the enroliment period in which customers choose between utility

and ESCO suppliers.
« Customers may switch from NYSEG service to an ESCO or back at any time without

penalty. NYSEG will assume all switching risk.

« All customers in a service classification will be charged the same fixed nonbypassabie
wires charge (NBC), thereby making it easier for customers to compare NYSEG's supply
rate to ESCO offers. The NBC would be fixed and trued-up annually for all customers.
The NBC would be reset each calendar year.

Management's Discussion and Analysis of Financial Condition and Results of
Operations
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Customer Guarantee and Sharing

« NYSEG's customers will be guaranteed an aggregate $20 million (pretax) credit to the
NBC, which would be retained by the customers even if NYSEG's pretax margin from
offering fixed price supply service is below that level.

« Margins, if any, in excess of the $20 million (pretax) will be shared equally between
customers and NYSEG.

« The customers' share will be reflected as a credit in the subsequent year's NBC.

NYSEG is requesting NYPSC approval of its proposal by September 1, 2007, in order to
implement supply service by January 1, 2008. NYSEG cannot predict the outcome of this

proceeding.

NYPSC Proceeding on NYSEG's Accounting for OPEB: In August 2006 the NYPSC issued its
decision in the NYSEG electric rate case. Among other things, the NYPSC instructed the ALJ
to open a separate proceeding regarding the NYPSC staff's position that NYSEG should have
retained $57 million of interest in its OPEB reserve and used it to reduce rate base. A
proceeding has been opened and hearings on the issues raised by the NYPSC staff are
currently expected to be held in late 2007. NYPSC acceptance of its staff's position wouid
result in NYSEG treating all or a portion of the $57 million as an addition to its internal OPEB
reserve, with a corresponding charge to income. While NYSEG is vigorously opposing staff on
these issues, contending that the NYPSC staff is engaged in retroactive ratemaking, it cannot
predict how this matter will be resolved.

Advanced Metering Infrastructure: In February 2007, in response fo an August 2006 NYPSC
order, NYSEG and RG&E filed a plan to install AMI (smart meters) for all of their electric and
natural gas customers. Smart meters would provide customers with detailed consumption
data, enabling them to better control their energy usage. Smart meters would also eliminate
the need for routine manual meter readings and estimated bills, improve the companies’
response to service interruptions, improve the gas balancing and settlement process, reduce
greenhouse gas emissions, and create opportunity for a wide range of time-differentiated
rates, load management, and load aggregation programs that are expected to reduce peak
loads and thereby defer the need for additional electric generation sources. The plan calls for a
total capital investment of approximately $370 million between 2007 and 2012.

Threatened Litigation for Russell Station: In October 1999 RG&E received a letter from the
New York State Attorney General's office alleging that RG&E may have constructed and
operated major modifications to its Beebee and Russell generating stations without obtaining
the required prevention of significant deterioration or new source review permits. The letter
requested that RG&E provide the Attorney General's office with a large number of
documents relating to this allegation. In January 2000 RG&E received a subpoena from the
NYSDEC ordering production of similar documents. RG&E supplied documents and complied

with the subpoena.
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Operations

Energy East Corporation

The NYSDEC served RG&E with a notice of viclation in May 2000 alleging that between 1983
and 1987 RG&E completed five projects at Russell Station and two projects at Beebee Station,
which is currently shut down, without obtaining the appropriate permits. RG&E believes it has
complied with the applicable rules and there is no basis for the Attorney General's and the
NYSDEC's allegations. Beginning in July 2000 the NYSDEC, the Attorney Generai and RG&E
had a number of discussions with respect to the resolution of the notice of vioiation. In October
2006 the Attorney General's office and the NYSDEC notified RG&E of their intention to file a
complaint in federal court for violations involving Russell Station unless a settlement can

be reached.

If the Attorney General and the NYSDEC were to commence a Clean Air Act fawsuit against
RG&E, they would need to demonstrate that, among other things, the challenged modifications
to Russell Station caused an "increase” in emissions from the station. The issue of what
constitutes the appropriate test for an emissions increase was before the United States
Supreme Court in Environmental Defense v. Duke Energy Corporation, Docket No. 05-848. In
April 2007 the US Supreme Court ruled that the lower courts, in an attempt to reconcile
perceived inconsistencies in the EPA's regulation of stationary sources of air pollution,
impermissibly invalidated certain of those reguiations. The court did not reach a decision
concerning whether Duke had in fact violated those regulations. The case was remanded so
that that issue, as well as other defenses asserted by Duke, can be adjudicated. The effect of
this decision on discussions between RG&E, the Attorney General and NYSDEC is unknown.
RG&E, the NYSDEC and the Attorney General continue to discuss this matter and no suit has
heen filed to date. RG&E is not able to predict the outcome of this matter.

CMP Alternative Rate Plan: CMP submitted to the MPUC its annual price change filing
pursuant to the terms of its current ARP 2000 on March 15, 2007. In its filing and subsequent
update on April 11, 2007, CMP proposes a distribution rate increase of 2.1% comprised, in
part, of the basic price change of inflation minus a productivity offset, the elimination of prior
year one-time adjustments, and recovery for additional electric lifeline program costs. Once
approved by the MPUC, revised rates will become effective July 1, 2007. ARP 2000 expires

December 31, 2007.

On May 1, 2007, CMP submitted a filing to the MPUC proposing a new alternative rate plan for
a seven-year term beginning January 1, 2008 (ARP 2008). CMP's proposal retains the basic
structure of ARP 2000, including annual price changes based on a specified inflation index
less a predetermined productivity offset, service quality indicators and associated penailties for
failure to achieve the indicator performance targets, and explicit provisions for the recovery of
certain exogenous or mandated costs. The filing proposes to maintain the existing rates at the
termination of ARP 2000 as the initial rates for ARP 2008. The first price change under the
new rate plan would occur on July 1, 2008. The proposal includes fixed productivity offset
values of 0.25% for the initial two years of the rate plan and 0.50% for the remaining five years.
It utilizes reserve accounting mechanisms to address recovery of costs associated with major
storm restoration and environmental clean-up costs for manufactured gas sites and PCB-
contaminated facilities. CMP's ARP 2008 proposal also incorporates incremental investment
and operating expenses for new initiatives including: (1) an AMI project to deploy advanced
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meters and communications to all of CMP's customers; (2) proposed enhancements in
vegetation management, inspection practices and distribution betterment projects designed to
improve distribution reliability; and (3) accelerated deployment of more efficient distribution
transformers. CMP cannot predict the outcome of these proceedings.

Management's Discussion and Analysis of Financial Condition and Results of
Operations

‘Energy East Corporation

Natural Gas Delivery Business Developments

Our natural gas delivery business consists of our regulated natural gas transportation, storage
and distribution operations in New York, Connecticut, Massachusetts and Maine.

Natural Gas Supply Agreements: Our natural gas companies - NYSEG, RG&E, SCG, CNG,
Berkshire Gas and MNG - each had a three-year strategic alliance with BP Energy Company
that ended on March 31, 2007. NYSEG, RG&E, SCG, CNG and Berkshire Gas - have each
entered into a new three-year strategic alliance with Coral Energy Resources, beginning on
April 1, 2007, that optimizes transportation and storage services.

CNG Regulatory Proceeding: In September 2006 CNG submitted a general rate filing,
requesting a net rate increase of $28.2 million, or 7.9%, in base delivery revenues effective
Aprit 1, 2007, based on an 11.0% ROE. The requested increase includes $6.7 million for
increased bad debt expense, including a hardship program, $5.8 million for sharing of
achieved management efficiencies and $4.3 million to offset lower normalized customer usage.

in December 2006 CNG and The Office of Consumer Counsel in the State of Connecticut

filed with the DPUC a proposed settlement agreement. On March 14, 2007, the DPUC
approved the settlement with minor modifications. The approval included a rate increase of
$14.4 million, based on an allowed ROE of 10.1% and a non-firm margin of $12.6 million. The
agreement allows CNG to proceed with its proposed automated meter reading project and
defer the net costs until its next rate case. CNG also agreed to freeze its base distribution rates
for 24 months. The new rates became effective April 1, 2007.

Advanced Metering Infrastructure: See Electric Delivery Business Developments.

New Accounting Standards

The FASB issued Statement 157 in September 2006 and Statement 159 in February 2007.
The FASB cleared DIG issue G26 in December 2006 and it was posted to the FASB website in
January 2007. See item 1, Note 7 to our consolidated financial statements for explanations
about these new accounting standards.

(a) Liq-uidity and Capital Resources

Operating Activities: Significant operating activities that affected cash flows during the three
months ended March 31, 2007, included the following:

e A decrease in accounis payable that reduced cash $45 million, primarily due to payments
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for natural gas and electricity purchases,

An increase in receivables that reduced cash $113 million,

A $77 million refund credited to customer account pursuant to NYSEG's 2006 electric
rate proceeding,

A reduction in fuel inventories that increased cash $184 million, and

Payments of refunds by RG&E of $10 million, which represented the last scheduled
refund pursuant to its 2004 electric rate agreement.

Operations
Energy East Corporation

Investing Activities: Utility capital spending for the three months ended March 31, 2007, was
$78 million. Utility capital spending is projected to be $496 million in 2007, the majority of
which is expected to be paid for with internally generated funds. Capital spending will be
primarily for the extension of energy delivery service, necessary improvements to existing
facilities, compliance with environmental requirements and governmental mandates, and the

RG&E transmission project.

Current investments available for sale, which consist of auction rate securities, increased
$166 million during the quarter as a result of funds available from our March 2007 issuance of

common stock.

Financing Activities: The financing activities discussed below include those activities necessary
for the company and its principal subsidiaries to maintain adequate liquidity and credit quality
and ensure access to capital markets.

On March 27, 2007, we sold nine million shares of common stock at $24.25 per share. As
provided for in an underwriting agreement, we sold an additional one million shares of common
stock at $24.25 per share on April 2, 2007, pursuant to an over-allotment provision. After
deducting underwriting fees and other costs, the aggregate net proceeds were $235 million.
The proceeds will be used to fund the repurchase of debt and for general corporate purposes,
including our construction program. The sale increased our common equity ratio to 44%.

During the first quarter of 2007 we issued 196,133 shares of our common stock at an average
price of $25.23 through our investor Services Program.

We repurchased 350,000 shares of our common stock in January 2007, primarily for grants of
restricted stock. We awarded 296,145 shares of our common stock, issued out of treasury

stock, to certain employees through our Restricted Stock Plan, at a grant date fair value of
$24.76 per share of common stock.

{b) Results of Operations
Earnings per Share

Three months ended March 31, _ _ 2007 2006

{Thousands, except per share amounts)
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Earnings per Share, basic $.90 $.91

Dividends Declared

ag 148,406147 679

Earnings per basic share for the first quarter 2007 were $0.90 compared to $0.91 per share
earned in the first quarter 2006.

Management's Discussion and Analysis of Financial Condition and Resuits of
Operations

Energy East Corporation

While earnings were relatively consistent on a year-over-year basis, several key factors
affected resuits:

» Favorable year-over-year weather drove increased retail sales in both the electricity and
gas delivery businesses. Heating degree days during the first quarter of 2007 were near
normal levels but were approximately 13% higher than the first quarter of 2006, which
experienced a relatively mild winter. Weather helped drive a 3% increase in retail electric
sales and a 10% increase in retail gas sales. This resulted in $0.04 per share benefit
from electric margins and an additional $0.05 per share in natural gas margins.

o Absent sales increases, electric margins reduced earnings per share $0.15 for the
quarter due largely to the August 2006 NYSEG rate order.

« Interest costs declined by $0.04 per share on a year-over-year basis driven by lower
carrying costs on regulatory liabilities and savings from debt refinancings completed in
2006.

« Year-over-year operation & maintenance expenses were down $0.01 per share. This
was driven by lower storm costs which were partially offset by small increases in other
Q&M items.

Energy Deliveries

Energy deliveries and electricity commodity sales for the first quarter of 2007 compared to the
same period in 2006 are shown below.

Electricity Deliveries (MWh)  Natural Gas Deliveries (Dth)
Three months ended March 31, 2007 2006  Change 2007 2006 Change

{Thousands}

Commercial

otal Retail T 808t 7,852 3% - 83,5200 75587  10%
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10,016 10,355 (3%) 871 75,633 11%

Total Deliveries

S included in iotal deliveries

Several factors influenced the volume of energy deliveries, with the primary factor being
weather. Temperatures in the first quarter of 2007 were significantly colder than in 2006. The
effects of warmer or colder winter weather are especially significant to the demand for natural
gas. We estimate that for the first quarter of 2007, approximately one-third of the 3% increase
in retail electricity deliveries and one-half of the 10% increase in retail natural gas deliveries
was the result of colder winter weather. Comparative weather data is shown in the foilowing

table.

Operations

Energy East Corporation

Weather Conditions

Th th ded March 31 2007 2006 Normal

(
New England

Colder than prior year 13%

While significantly colder than last year, weather for the first quarter of 2007, on a heating
degree day basis, approximated normal weather.

Operating Results for the Electric Delivery Business

Three months ended March 31, 2007 2006

{Thousands)

Retail | - $592,726 $526,580

fance expenses

Other taxes _ 38,431 - 3g,081

17 of 37



COperating Income $131,184 $152,951

Operating Revenues: The $19 million decrease in operating revenues for the first quarter of
2007 was primarily the result of:

« A decrease of $23 million resulting from higher accruals for earnings sharing, whichis
included in other revenues. $14 million of this decrease related to adjustments recorded
in 2006 resulting from the finalization of NYSEG's and RG&E's annual compliance filings.

» A decrease of $10 million resulting from NYSEG's delivery rate decrease pursuant to the
order in its 2006 rate proceeding,

« A decrease of $26 million in wholesale revenues, reffecting a 23% decline in wholesale
volume,

« A decrease of $36 million resulting from lower accruals for the NBC, which will be passed
on to customers through lower fransition charges, and

» A decrease of $8 million resulting from a 4% decline in electricity sales under supply
service programs in New York.

Operations

Energy East Corporation
Those decreases were partially offset by:

« Anincrease of $64 million in average delivery prices, primarily resulting from higher
transition charges. Transition charges allow the companies to recover actual generation
and purchased power costs and have no net effect on earnings. The increase in
transition charges was partially offset by the NBC accrual discussed above.

« An increase of $9 million resulting from increased prices for electricity sales under supply
service programs in New York, and

« An increase of $11 million resulting from a 3% increase in retail deliveries. Approximately
one-third of the increase was due to colder temperatures in 2007.

Operating Expenses: The $3 million increase in operating expenses for the first quarter of
2007 was primarily the result of:

« An increase of $8 million for higher purchased power costs.
That increase was partially offset by:

A decrease of $3 million in operating and maintenance expenses attributable largely to
storm-related costs.

Operating Results for the Natural Gas Delivery Business

Three months ended March 31, 2007 2008
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Retail $799, 134 $757.624

Operating Expenses

“Other taxes - 35,487 32722

Operating income $145,418

Operating Revenues: The $40 million increase in operating revenues for the first quarter of
2007 was primarily the resuit of:

« Anincrease of $89 million resulting from a 10% increase in retail deliveries.
Approximately one-half of the increase was due to colder temperatures in 2007.

Those increases were partially offset by:
« A decrease of $44 million resuiting from lower market prices for natural gas that were

passed on to customers, and
» A decrease of $6 million resuiting from lower weather normalization accruals.

Management's Discussion and Analysis of Financial Condition and Results of
Operations

Energy East Corporation

Operating Expenses: The $32 million increase in operating expenses for the first quarter of
2007 was primarily the result of:

« An increase of $66 million in natural gas purchases due to increased delivery volumes,
N zr:adincrease of $3 million in gross receipts taxes resulting from higher revenues.
Those increases were partially offset by:
» A decrease of $37 million in natural gas purchases resulting from lower market prices.
Operating Results for the Energy Marketing Business
The primary business included in our Other segment is our energy marketing business
comprised of Energetix, Inc. and NYSEG Solutions, Inc., which market electricity and natural

gas to customers throughout the state of New York. They currently have 162,000 electricity
customers and 52,000 natural gas customers in the service territories of RG&E, NYSEG and
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several other New York state utilities.

Three months ended March 31, 2007 2006

{Thousands}

Total Operating Revenues $135,929 $138,681

Electricity purchased $89,044 $89,361

$3,363 $5,426

perating

Operating Revenues: The $3 million decrease in operating revenues for the first quarter of

2007 was primarily the result of:

« A decrease of $12 million due to lower electricity sales due to the loss of some large

customers to other suppliers, and
« A decrease of $10 million due to lower natural gas prices.

Those decreases were partially offset by:

« An increase of $13 million due to higher electricity prices, and
« An increase of $6 million due to higher natural gas volumes.

Operating Expenses: The $1 million decrease in operating expense for the first quarter of 2007

was primarily the result of:

« A decrease of $11 million in purchased electricity due to lower sales volume, and

« A decrease of $6 million in purchased natural gas due to lower market prices.

Those decreases were partially offset by:

= An increase of $11 million in purchased electricity due to higher prices, and
« An increase of $5 million in natural gas purchases due to higher sales.

ltem 1. Financial Statements

Rochester Gas and Electric Corporation
Condensed Balance Sheets - (Unaudited}

March 31, Dec, 31,

2007

2006

{Thousands)
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supplies, at average cost

Broker margin accounts ' ' 12,4 31,359

Tota!l Current Assets o ’ ' ' 323,104 - 365.401

Electric ' 1,308,441 1,298,609

Less accumulated e

Nonutility generator termination agreement

Other assets

Rochester Gas and Electric Corporation
Condensed Balance Sheets - (Unaudited)

March 31, Dec. 31,
2007 2006

{Thousands)

Current Liabilities

"Accounts payable and accrued liabilities - 9 135,863

Taxes acorued
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Regulatory liabilities

Total regulatory liabilities _ 376,837 386,222

252,296 237,440

Other postretirement benefits

Treasury siock, at cost

Total Liabilities and Stockholder's Equity $2,418,116 $2,480,390

The notes on pages 23 through 29 are an integraf part of the condensed financial statements.

Rochester Gas and Electric Corporation
Condensed Statements of Income - (Unaudited)
Three months ended March 31, 2007 2006

{Thousands)

Depreciation and amortization .
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Total Operating Expenses

Other (Ilncome) (1,220) (1,064)
Interest Charges, Net 13,681 ‘24,

Income Taxe

e noles on pages oug

Rochester Gas and Electric Corporation
Condensed Statements of Cash Flows - (Unaudited)
Three months ended March 31, 2007 2006

{Thousands)

Net income $35,559 $40,285

Depreciation and amortization 34,334 33,852

Pension income

Accounts receivable and unbill

Customer refund ' {10,056) {13,998)

Other assels

Net Cash Used in Financing Activities

Cash and Cash Equivalents, Beginning of Period 5,902 28,752

The notes on pages 23 through 29 @re ari integral part of the condensed financial statements.

Rochester Gas and Electric Corporation

23 of 37



Condensed Statements of Retained Earnings - (Unaudited)

Three months ended March 31, 2007 2006
{Thousands)}

Rochester Gas and Electric Corporation
Condensed Statements of Comprehensive Income - (Unaudited)

Three months ended March 31, 2007 2006
{Thousands) :

Unrealized gains (losses) on derivatives quailifi
hedges; net of income tax (expense) benefit of $(4,831)
for 2007 and $826 for 2006 .

Net unrealized gains on derivatives qualified as hedges : B 2,852 - 1,787

Comprehensive income ‘ 38,383 $42,111

The notes on pages 23 through 28 are an integral part of the condensed financiat statements.

ltem 2. Management's Narrative Analysis of Results of Operations

Rochester Gas and Electric Corporation

RG&F meets the conditions set forth in General Instruction H(1)(a) and (b} of Form 10-Q for a
reduced disclosure format and is therefore presenting a management's narrative analysis of
the results of operations as specified in. General Instruction H(2)(a) of Form 10-Q.

Earnings

RG&E's net income for the first quarter of 2007 decreased $5 million compared to the first
guarter of 2006 primarily as a result of $3 million in increased operating and maintenance
expenses, including $2 million for increased reserves for uncollectibles; $1 million due to lower
margins on electric deliveries; and $1 million for higher gross receipts taxes.

Operating Results for the Electric Delivery Business
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Three months ended March 31, 2007 2006

{Thousands)

Operating Expenses

Other operating and maintenance expenses

Op $38,545 $48,117

Operating Revenues: Operating revenues increased $8 million for the first quarter of 2007 as a
result of:

« Anincrease of $7 million resuiting from a 10% increase in wholesale defivery volumes,
and

« An increase of $61 million resulting primarily from higher transition charges. Transition
charges allow RG&E to recover actual generation and purchased power costs and have
no net effect on earnings. The increase in transition charges was partially offset by the
NBC accrual discussed below.

Those increases were partially offset by:

« A decrease of $9 million due to lower market prices for electricity sales, under commodity
options where RG&E provides supply,

« A decrease of $39 million for lower NBC accruals, which will be passed on to customers
through lower transition charges,

« A decrease of $2 million for lower sales under RG&E's commodity programs, and

« A decrease of $9 million resulting from higher earnings sharing accruals. In 2006
earnings sharing was reduced by $9 million because of an adjustment to the actual 2005
amount, pursuant to RG&E's annual compliance filing.

Management's Narrative Analysis of Results of Operations
Rochester Gas and Electric Corporation

Operating Expenses: The $18 million increase in operating expenses for the first quarter of
2007 was the resuit of:

« Anincrease of $11 miilion for purchased power costs, and
« An increase of $6 million in operating and maintenance costs.

Operating Resuits for the Natural Gas Delivery Business
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Three months ended March 31, 2007 2006

{Thousands)

Taotal Operaling Expenses $183,245 $131,822

Operating Revenues: The $23 million increase in operating revenues for the first quarter of
2007 was primarily the result of.

o Aincrease of $21 million due to higher delivery volumes, and
« An increase of $2 million in other revenue.

Operating Expenses: The $21 million increase in operating expenses for the first quarter of
2007 was primarily due to higher natural gas purchases to meet increased delivery volumes.

New Accounting Standards

The FASB issued Statement 157 in September 2006 and Statement 158 in February 2007.
See ltem 1, Note 7 to RG&E's financial statements for explanations about these new

accounting standards.

ltem 1. Financial Statements

Notes to Condensed Financial Statements
for
Energy East Corporation
and
Rochester Gas and Electric Corporation

Notes fo Condensed Financial Statements of Registrants:

Registrant Applicable Notes
Energy East 1,2,3,4,6,6,7,8,9,10
RG&E 1,2,4,6,7,8,9,10

Note 1. Unaudited Condensed Financial Statements

in the opinion of each registrant's management, the accompanying unaudited condensed
financial statements reflect all adjustments necessary for a fair statement of the interim
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periods presented. All such adjustments are of a normal, recurring nature. The year-end
condensed balance sheet data was derived from audited financial statements, but does not
include all disclosures required by accounting principles generally accepted in the United
States of America.

Energy East's financial statements consolidate its majority-owned subsidiaries after eliminating
all intercompany fransactions.

The accompanying unaudited financial statements for each registrant should be read in
conjunction with the financial statements and notes contained in the report on Form 10-K filed
by each registrant for the fiscal year ended December 31, 2006. Due to the seasonal nature of
the registrants' operations, financiai results for interim periods are not necessarily indicative of
trends for a 12-month period. '

Reclassifications: Certain amounts have been reclassified in the companies’ unaudited
financial statements to conform to the 2007 presentation. Effective January 1, 2007, the
companies recognized book overdrafts where no credit was required to be extended by a bank
as an operating activity rather than as a financing activity. As a result, Energy East's net cash
provided by operating activities and net cash used in financing activities decreased $7.2 million
for the three months ended March 31, 2006, RG&E's net cash provided by operating activities
and net cash used in financing activities decreased $1.7 million for the same periocd.

Note 2. Other {Income) and Other Deductions

Three months ended March 31, 2007 2006

{Thousands)

Earnings from equily investments {931) {(1,059)

Losses on energy risk contracts

RG&E

Total other (income)

Note 3. Basic and Diluted Earnings per Share
We determine basic EPS by dividing net income by the weighted-average number of shares of

common stock outstanding during the period. The weighted-average common shares
outstanding for diluted EPS inciude the incremental effect of restricted stock and stock options
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issued and exclude stock options issued in tandem with SARs. Historically, we have issued
stock options in tandem with SARs and substantially all stock option plan participants have
exercised the SARs instead of the stock options. The numerator we use in calculating both
basic and diluted EPS for each period is our reported net income.

The reconciliation of basic and dilutive average common shares for each period follows:

Three months ended March 31, 2007 2006

{Thousands} - - .

We exclude from the determination of EPS options that have an exercise price that is greater
than the average market price of the common shares during the period. Shares excluded from
the EPS calculation for the three months ended March 31 were: 2.1 million in 2007 and

1.5 million in 2006.

Note 4. Income Taxes

Our effective tax rate was 38.4% for the quarter ended March 31, 2007. Income taxes were
$3.2 million less than they would have been at the statutory rate of 39.9%, primarily due to the
flow-through effects of removal costs and the permanent difference related to the subsidy
available under the Medicare Prescription Drug, Improvement and Modernization Act of 2003.
The effective tax rate was 39.9% for the quarter ended March 31, 2006, and was essentially

the same as the statutory rate.

RG&E's effective tax rate was 37.0% for the quarier ended March 31, 2007, and 36.8% for the
quarter ended March 31, 2006. Income taxes were less than they would have been at the
statutory rate of 39.9%, $1.6 million less for 2007 and $1.9 miliion less for 2008, primarily due
to the flow-through effects of removal costs and the allowance for funds used during

construction.

FIN 48: In July 2006 the FASB released FIN 48, which clarifies the accounting for uncertainty
in income taxes recognized in financial statements in accordance with Statement 109 by
prescribing a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or to be taken in a tax return. The
evaluation of a tax position is a two-step process. The first step is for an entity to determine if it
is more fikely than not that a tax position will be sustained upon examination. The second step
involves measuring the amount of tax benefit to be recognized in the financial statements
based on the largest amount of benefit that meets the prescribed recognition threshold. The
difference between the amounts based on that position and the position taken in a tax return is

generally recorded as a liability.

FIN 48 also provides guidance for the representation of reserves in the balance sheet and the
proper measurement of deferred tax assets and liabilities using the FIN 48 standard. That
guidance requires classifying as current reserves that are expected to be addressed in the
next 12-month period. It also requires that the tax basis of assets and liabilities refiect the
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presumed FIN 48 outcome vs. the actual filing position in determining the proper level of
accumulated deferred income taxes in accordance with Statement 109.

We adopted FIN 48 effective January 1, 2007. The total amount of gross unrecognized tax
benefits at the date of adoption was $28.6 miilion. This amount includes income taxes of
$21.2 million, interest of $5.2 million and a penalty of $0.2 million. Including interest and
penalty, $14 million of the gross unrecognized tax benefits would affect the effective tax rate, if
recognized. There was no material change to those amounts during the quarter ended

March 31, 2007. The adoption did not have a material effect on our results of operation,
financial position or cash flows. Upon our adoption of FIN 48, the cumulative effect was an
increase to retained earnings of $1.3 million. In addition, we reclassified $2.3 million of

accumulated deferred income tax liabilities.

We have been audited through 2000 for New York State income taxes, through 2001 for
federal income taxes and through 2002 for Maine income taxes. The statute of limitations in
Connecticut has expired for all years through 2002. Our New York State returns for 2001
through 2004, federal returns for 2002 through 2005 and Maine returns for 2003 and 2004 are
currently under review. We anticipate that the reviews will be completed within the next 12
months. Approximately $13.8 million of the gross income tax reserves relate to the years
currently under audit, with the majority relating to combined state reporting issues. We cannot
estimate the ultimate outcome of the reviews.

RG&E adopted FIN 48 effective January 1, 2007. The total amount of gross unrecognized tax
benefits at the date of adoption was $3.6 million. This amount includes income taxes of

$3.1 million and interest of $0.5 million. Including interest and penalty, $0.3 million of the gross
unrecognized tax benefit would affect the effective tax rate, if recognized. There was no
material change to those amounts during the quarter ended March 31, 2007. RG&E's adoption
did not have a material effect on its results of operation, financial position or cash flows. Upon
RG&E's adoption of FIN 48, there was no cumulative effect on retained earnings. However,
RGA&E reclassified $2.3 million of accumulated deferred income tax liabilities.

RG&E has been audited through 2000 for New York State income taxes and 2001 for federal
income taxes. RG&E's New York State returns for 2000 through 2004 and federal returns for
2002 through 2005 are currently under review. RG&E anticipates that the reviews will be
compieted within the next 12 months. Approximately $1.7 million of the gross income tax
reserve relates to those years, with the majority relating to the application of transition rules
applicable to utilities in New York State. RG&E cannot estimate the ultimate outcome of

the reviews.

The company and RG&E continue to classify all interest and penalties related to uncertain tax
positions as income tax expense.

New York State Income Tax Legisiation: On April 9, 2007, New York State enacted its 2007
- 2008 budget, which included amendments to the state income tax. Those amendments
include a reduction in the corporate net income tax rate to 7.1% from 7.5%, and the adoption
of a single sales factor for apportioning taxable income to New York State. Both amendments

are effective January 1, 2007.
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The company and RG&E are evaluating the effects of the amendments, but believe that the
amendments will not have a material effect on their financial position, cash flows or results

of operation.
Note 5. Variable Interest Entities

A variable interest entity is an entity that is not controllable through voting interests and/or in
which the equity investor does not bear the residual economic risks and rewards. FIN 46(R)
requires a business enterprise to consolidate a variable interest entity if the enterprise has a
variable interest that will absorb a majority of the entity's expected losses. '

We have power purchase contracts with various NUGs. However, we were not involved in the
formation of and do not have ownership interests in any NUGs. We have evaluated all of our
power purchase contracts with NUGs with respect to FIN 46(R) and determined that most of
the purchase contracts are not variable interests for one of the following reasons: the contract
is based on a fixed price or a market price and there is no other involvement with the NUG, the
contract is short-term in duration, the contract is for a minor portion of the NUG's capacity or
the NUG is a governmental organization or an individual. We are not able to determine if we
have variable interests with respect to power purchase contracts with six remaining NUGs
because we are unable to obtain the information necessary to: (1) determine if any of those
NUGs is a variable interest entity, (2) determine if an operating utility is a NUG's primary
beneficiary or (3) perform the accounting required to consolidate any of those NUGs. We
routinely request necessary information from the six NUGs, and will continue to do so, but no
NUG has yet provided the requested information. We did not consolidate any NUGs as of
March 31, 2007, or December 31, 2006.

We continue to purchase electricity from the six NUGs at above-market prices. We are not
exposed to any loss as a result of our involvement with the NUGs because we are allowed to
recover through rates the cost of our purchases. Also, we are under no obligation to a NUG if it
decides not to operate for any reason. The combined contractual capacity for the six NUGs is
approximately 462 MWs. The combined purchases from the six NUGs totaled approximately
$106 million for the three months ended March 31, 2007, and $81 million for the three months

ended March 31, 2006.
Note 6. Commitments and Contingencies

NYISO Billing Adjustment: The NYISO frequently bills market participants on a retroactive
basis when it determines that billing adjustments are necessary. Such retroactive billings can
cover several months or years and cannot be reasonably estimated. NYSEG and RG&E
record transmission or supply revenue or expense, as appropriate, when revised amounts are
available. The two companies have developed an accrual process that incorporates available
information about retroactive NYISO billing adjustments as provided to all market participants.
However, on an ongoing basis, they cannot fully predict either the magnitude or the direction of

any final billing adjustments.
NYPSC Proceeding on NYSEG's Accounting for OPEB: in August 2006 the NYPSC issued

its decision in the NYSEG electric rate case. Among other things, the NYPSC instructed the
ALJ to open a separate proceeding regarding the NYPSC staff's position that NYSEG shouid
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have retained $57 million of interest in its OPEB reserve and used it to reduce rate base. A
proceeding has been opened and hearings on the issues raised by the NYPSC staff are
currently expected to be held in late 2007. NYPSC acceptance of its staff's position would
result in NYSEG treating all or a portion of the $57 million as an addition to its internal OPEB
reserve, with a corresponding charge to income. While NYSEG is vigorously opposing staff on
these issues, contending that the NYPSC staff is engaged in retroactive ratemaking, it cannot
predict how this matter will be resolved.

Note 7. New Accounting Standards

Statement 157: \n September 2006 the FASB issued Statement 157. Changes from current
practice that will resuit from the application of Statement 157 relate to the definition of fair
value, the methods used to measure fair value, and expanded disclosures about fair value
measurements. FAS 157 applies under other accounting pronouncements that require or
permit fair value measurements in which the FASB previously concluded that fair value is the
relevant measurement attribute, but does not require any new fair value measurements.
Statement 157 will be effective for financial statements issued for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years, with earlier application
encouraged. The provisions are to be applied prospectively, with certain exceptions. A
cumulative-effect adjustment to retained earnings is required for application to certain financial
instruments. Energy East and RG&E plan to adopt Statement 157 effective January 1, 2008,
and are currently assessing the effects Statement 157 would have on their results of operation,

financial position and/or cash flows.

Statement 159: In February 2007 the FASB issued Statement 158, which will allow an entity
to measure eligible financial instruments and certain other items at fair value as of specified
election dates on an instrument-by-instrument basis (the fair value option). The fair value
option is irevocable unless a new election date occurs. The fair value option will significantly
expand an entity's ability to select the measurement attribute for certain key assets and
liabilities, and allow it to mitigate potential mismatches that arise under the current mixed
measurement attribute model. Statement 159 will be effective as of the beginning of an entity's
first fiscal year that begins after November 15, 2007, with early adoption permitted when
specified conditions are met. Retrospective application to fiscal years preceding the effective
date is not permitted unless the entity chooses early adoption. Application fo eligible items
existing at the effective date (or early adoption date) is permitted. Energy East and RG&E plan
to adopt Statement 159 as of January 1, 2008, and are currently assessing the effects
Statement 159 would have on their results of operation, financial position and/or cash flows.

DIG Issue G26: in December 2006 the FASB cleared DIG issue G26, which provides
guidance concerning a cash flow hedge of a variable-rate financial asset or liability for which
the interest rate risk is not based solely on an index, such as an interest rate that is reset
through an auction process. According to DIG Issue G26, an entity may designate the risk
being hedged as the risk of overall changes in the hedged cash flows related to a variable-rate
financial asset or liability. However, it may not designate the risk being hedged as the interest
rate risk (the risk of changes in cash flows attributable to changes in the designated
benchmark interest rate) unless the cash flows of the hedged transaction are explicitly based
on that same benchmark interest rate. The implementation guidance of DIG lssue G26 is
effective April 1, 2007. As a result of applying DIG Issue G26, we dedesignated the hedging
relationships as of Aprit 1, 2007, for two of NYSEG's cash flow hedges. A $3.3 million pretax
loss on those derivatives for the period prior to April 1, 2007, will remain in accumulated other
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comprehensive income and be reclassified into earnings in the same periods that the hedged
forecasted transactions affect earnings. RG&E's cash flow hedges were not affected by DIG
lssue G26.

Note 8. Accounts Receivable

Energy East's accounts receivable includes unbilled revenues of $245 million at March 31,
2007, and $221 million at December 31, 2008, and are shown net of an allowance for doubtful
accounts of $60 million at both March 31, 2007, and December 31, 20086.

RG&E's accounts receivable include unbilled revenues of $55 million at March 31, 2007, and
$50 million at December 31, 2006, and are shown net of an allowance for doubtful accounts of
$14 million at March 31, 2007, and $11 million at December 31, 20086.

Note 9. Retirement Benefits

Energy East and RG&E have funded noncontributory defined benefit pension plans that cover
substantially all of their employees. The plans provide defined benefits based on years of
service and final average salary. Energy East and RG&E also have other postretirement health
care benefit plans covering substantially all of their employees. The health care plans are
contributory with participants’ contributions adjusted annually.

Components of net periodic benefit (income) cost

Pension Benefits Postretirement
Benefits
Three months ended March 31, 2007 2006 2007 2006

{Thousands)

" Service cost $9,348 $9.198 $1,453 $1,567

Net periodic benefit (income) cost $(10,849) $(7,466) $9,450 $10,844

' xec:te,d' return on-plan assets (11,733) {11,490} - -

Net periodic benefit {income) cost $(4,449) $(3,514) $1,545 $1,802

Note 10. Segment Information

Qur electric delivery segment consists of our regulated transmission, distribution and
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generation operations in New York and Maine, and our natural gas delivery segment consists
of our regulated transportation, storage and distribution operations in New York, Connecticut,
Maine and Massachusetts. We measure segment profitability based on net income. Other
includes primarily our energy marketing companies, and interest income, intersegment
eliminations and our other nonutility businesses.

RG&E's electric delivery segment consists of its regulated transmission, distribution and
generation operations and its natural gas delivery segment consists of its regulated
transportation, storage and distribution operations in New York. RG&E measures segment
profitability based on net income.

Selected information for Energy East's and RG&E's business segments inciudes:

Operating Revenues Net Income
Three months ended March 31, 2007 2006 2007 2006

{Thousands)

RG&E

item 3. Quantitative and Qualitative Disclosures About Market Risk

(See report on Form 10-K for Energy East for the fiscal year ended December 31, 2006, Item
7A - Quantitative and Qualitative Disclosures About Market Risk.)

NYSEG's and RG&E's exposure to fluctuations in the market price of electricity is fimited to the
load required to serve those customers who select the fixed rate option, which effectively
combines delivery and supply service at a fixed price. NYSEG uses electricity contracts, both
physical and financial, to manage fluctuations in the cost of electricity required to serve
customers who select the fixed rate option. We include the cost or benefit of those contracts in
the amount expensed for electricity purchased when the related electricity is sold. Owned
electric generation and long-term supply contracts reduce NYSEG's exposure, and
significantly reduce RG&E's exposure, to market fluctuations for procurement of their fixed rate

option electricity supply.

As of April 2007 the expected load for NYSEG's fixed rate option customers is fully hedged for
May through December 2007. A fluctuation of $1.00 per MWh in the average price of electricity
would change NYSEG's earnings less than $250 thousand for May through December 2007.
RG&E expects to meet its fixed price load obligations for 2007 with owned generation or long-
term supply contracts. The percentage of NYSEG's and RG&E's hedged load is based on load
forecasts, which include certain assumptions such as historical weather patterns. Actual
results couid differ as a resuit of changes in the ioad compared to the load forecasts.

Ali of our natural gas utilities have purchased gas adjustment clauses that allow them to
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recover through rates any changes in the market price of purchased natural gas, substantially
eliminating their exposure to natural gas price risk. NYSEG and RG&E use natural gas futures
and forwards to manage fluctuations in natural gas commodity prices in order to provide price
stability to customers. The cost or benefit of natural gas futures and forwards is included in the
commodity cost that is passed on fo customers when the related sales commitments are
fulfilled. We record changes in the fair value of natural gas hedge contracts as regulatory
assets or regulatory liabilities.

Energetix and NYSEG Solutions, Inc. offer retail electric and natural gas service to customers
in New York State and actively hedge the load required to serve customers that have chosen
them as their commodity supplier. As of April 2007 the energy marketing subsidiaries'
expected fixed price loads were fully hedged for May through December 2007. A fluctuation of
$1.00 per MWh in the average price of electricity would change their earnings less than
$10,000 for May through December 2007. The percentage of hedged load for the energy
marketing subsidiaries is based on load forecasts, which include certain assumptions such as
historical weather patterns. Actual results couid differ as a resuit of changes in the load
compared to the load forecasts.

NYSEG, RG&E, Energetix and NYSEG Solutions face risks related to counterparty
performance on hedging contracts due to counterparty credit default. We have developed a
matrix of unsecured credit thresholds that are dependent on a counterparty's or the
counterparty guarantor's applicable credit rating (normally Moody's or S&P). When our
exposure to risk for a counterparty exceeds the unsecured credit threshold, the counterparty is
required to post additional collateral or we will no longer transact with the counterparty until the
exposure drops below the unsecured credit threshold.

We use interest rate swap agreements to manage the risk of increases in variable interest
rates (such as NYSEG's auction rate notes) and to maintain desired fixed-to-floating rate
ratios. We record amounts paid and received under those agreements as adjustments to the
interest expense of the specific debt issues. As required by DIG Issue G26 (see Part I, ltem 1,
Note 7. New Accounting Standards) we dedesignated the hedging relationships as of April 1,
2007, for NYSEG's two cash flow hedges related to its auction rate notes. We are investigating
our options concerning the future management of interest rate risk for those instruments.

Itermn 4. Controls and Procedures

The principal executive officers and principal financial officers of Energy East and RG&E
evaluated the effectiveness of their respective company’s disclosure controls and procedures
as of the end of the period covered by this report. "Disclosure controls and procedures” are
controls and other procedures of a company that are designed to ensure that information
required to be disclosed by the company in the reports that it files or submits under the
Securities Exchange Act of 1934, within the time periods specified in the SEC's rules and
forms, is recorded, processed, summarized and reported, and is accumulated and
communicated to the company's management, including its principal executive officer and
principail financial officer, as appropriate, to allow timely decisions regarding required
disclosure. Based on their evaluation, the principal executive officers and principal financial
officers of Energy East and RG&E concluded that their respective company's disclosure
controls and procedures are effective.

Energy East and RG&E each maintain a system of internal control over financial reporting
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designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with accounting
principles generally accepted in the United States of America. Each company's system of
internal control over financial reporting contains self-monitoring mechanisms and actions are
taken to correct deficiencies as they are identified. There was no change in Energy East's or
RG&E's internal control over financial reporting that occurred during the most recent fiscal
quarter that materially affected, or is reasonably likely to materially affect, the respective
company's internal control over financial reporting.

PART Il - OTHER INFORMATION

Item 1. Legal Proceedings
(See Energy East's Part |, ltem 2, MD&A, Threatened Litigation for Russell Station.)

ltem 2. Unregistered Sales of Equity Securities and Use of Proceeds

(c) Issuer Purchases of Equity Securities

Energy East Corporation

(d)
Maximum
{c) number of
Total number of shares that
{a} shares may yetbe
Total number {b) purchased purchased
of shares Average price as part of under the
Period purchased () paid per share publicly plans
announced or

plans programs
or programs

Month #1
(January 1, 2007 to
January 31, 2007) 385,114 $24.01 - -

Month #2
(February 1, 2007 to
February 28, 2007) 4,724 $25.14 - .

Month #3
{March 1, 2007 to
March 31, 2007 4,839 $24.15 - -

Total 304,677 $24.02 - -

M Includes 4,850 shares of the company's commaon stock (Par Value $.01) purchased in open-market ransactions on behalf of the
company's Employee's Stock Purchase Plan; 30,264 shares of the company's comman stock (Par Value §.07) that were withheld to
satisfy tax withholding obligations upon vesting of shares of restricted stock awarded through the company's Restricted Stock Plan; and
350,000 shares of the company's common stock (Par Value $.01) purchased for Treasury for issuance under the company's Restricted
Stock Plan and Stock Option Plan,

@) Represents shares of the company's common stock (Par Value $.01) purchased in open-market transactions on behall of the
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company's Empioyees’ Stock Purchase Plan.

RG&E had no issuer purchases of equity securities during the quarter ended March 31, 2007.

ltem 6. Exhibits

See Exhibit Index.

Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, each Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

ENERGY EAST CORPORATION
(Registrant)

Date: May 3, 2007 By /s/Robert D. Kump
Robert D. Kump
Senior Vice President and Chief Financial Officer
(Principal Accounting Officer)

ROCHESTER GAS AND ELECTRIC CORPCRATION
(Registrant)

Date: May 3, 2007 By /s/Joseph J. Syta
Joseph J. Syta
Vice President - Controller and Treasurer
(Principal Financial Officer)

EXHIBIT INDEX

The following exhibits are delivered with this report:

Registrant Exhibit No. Description of Exhibit
Energy East Corporation 31-1 Certification under Section 302 of the Sarbanes-Oxley Act of 2002.

31-2 Certification under Section 302 of the Sarbanes-Oxley Act of 2002.

*32 Certifications under Section 808 of the Sarbanes-Oxley Act of
2002.

Rochester Gas and
Electric Corporation 311 Cerification under Section 302 of the Sarbanes-Oxley Act of 2002,
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31-2 Certification under Section 302 of the Sarbanes-Oxiey Act of 2002.

*32 Certifications under Section 908 of the Sarbanes-Oxley Act of
2002.

* Furnished pursuant to Regulation S-K item 601(b){32).
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