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Niagara Mohawk

John H. Mueljer
Senior Vice President and
Chiel Nuctear Officer

Office: (315) 349.7907

Fax: (315) 349-1321

e-mail: muefferjOnimo.corn

July 21, 1998
NNPlL 1343

U. S. Nuclear Regulatory Commission
Attn: Document Control Desk
Washington, DC 20555

RE: Nine MilePoint Unit 1

Docket No. 50-220
Nine MilePoint Unit 2

Docket No. 50-410

Gentlemen:

Niagara Mohawk Power Corporation ("NMPC"), pursuant to 10 C.F.R. $ 50.80, hereby
transmits a request for consent to the indirect transfer of control over NMPC's interest in
Operating License Nos. DPR-63 and NPF-69 for, respectively, Nine MileUnit 1 and Nine
MileUnit 2. Nuclear Regulatory Commission ("NRC" or the "Commission" ) consent is
necessary in order to allow the creation of a new holding company structure for NMPC.l The
formal request, including a description of the new holding company structure, is enclose'd as

Attachment A. In addition, to assist the NRC in its review of this request, Attachment A also
includes evaluations of the safety and environmental effects of the proposed corporate
restructuring.

Very truly yours,

ohn H. Mueller
Chief Nuclear Officer

JHM/CDM/sc
Attachment

xc: Mr. H. J. Miller, NRC Regional Administrator, Region I
Mr. S. S. Bajwa, Director, Project Directorate, I-1, NRR
Mr. B. S. Norris, Senior Resident Inspector
Mr. D. S. Hood, Senior Project Manager, NRR
Mr. J. P. Spath

NYSERDA
286 Washington Avenue Ext.
Albany, NY 12203-6399

Mr. M, J. Wetterhahn, Winston & Strawn
Mr. G. D. Wilson, NMPC
Records Manamement

98073i0003 98072i
PDR ADQCK 05000220
P PDR

Nine Mile Point Nuclear Station, P.O. Box 63, Lycoming, New York 13093 www.nlmo.corn
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Nine MilePoint Nuclear Station Vnits 1 and 2

)
)

NIAGARAMOHAWKPOWER CORPORATION )
)
)

Docket No. 50-220
Docket No. 50-410

John H. Mueller, being duly sworn, states that he is Chief Nuclear Officer of Niagara
Mohawk Power Corporation; that he is authorized on the part of said Corporation to sign and

file with the Nuclear Regulatory Commission the document attached hereto; and that the
document is true and correct to the best of his knowledge, information, and belief.

NIAGARAMOHAWKPOWER CORPORATION

By
Jo H. Mueller
Chief Nuclear Officer

Subscribed and sworn to before me, a Notary Public in and for the State of New York and the

County of , this 21st day of July 1998.

Notary u lic in and fo

County, New York

My Commission Expires:
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AS FILED WITH SECURITIES AND EXCHANGE COMMISSION ON MAY29, 1998

REGISTRATION NO. 33349769

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

AMENDMENTNO 2

TO
FORM S4

REGISTRATION STATEMENT

UNDER

THE SECURITIES ACT OF 1933

NIAGARAMOHAVVKHOLDINGS, INC.
(Exact name of registrant as speciTied in charter)

NEW YORK
(State or other jurisdiction

of incorporation)

4931
Primary Standard Industrial
lassification Code Number)

16-1549726
(I.R.S. Employer

Iden! iTication No.)

William F. Edwards
Chief Financial Ortcer

Niagara Mohawk Holdings, Inc.
300 Erie Boulevard West

Syracuse, New York 13202
(315) 474-1511

(Name, address, including zip code, and telephone number,
including area code, of agent for service)

COPIES TO:

Janet T. Geldzahler, Esq.
Sullivan & Cromwell

125 Broad Street
New York, New York 10004

(212) 558-4000

~ 300 Erie Boulevard West
Syracuse, New York 13202

(315) 474-1511

(Address, including zip code, and telephone number, including
area code, of registrant's principal executive offices)

APPROXIMATEDATE OF COMMENCEMENTOF PROPOSED SALE TO THE PUBLIC: As soon as practicable after this
Registration Statement has become effective.

Ifthe securities being registered on this Form are being offered in connection with the formation of a holding company and
there is compliance with General Instruction G, check the following box. Q

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS MAYBE
NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER AMENDMENT
WHICH SPECIFICALLYSTATES THATTHIS REGISTRATION STATEMENT SHALLTHEREAFTER BECOME EFFECQVE
INACCORDANCEWITHSECI'ION 8(a) OF THE SECURITIES ACI'F1933 OR UNTILTHIS REGISTRATION STATEMENT
SHALLBECOME EFFECTIVE ON SUCH DATEAS THE COMMISSION, ACTINGPURSUANT TO SAID SECHON 8(a), MAY
DETERMINE.





Filed Pursuant to Rule 424(b)(3)
Registration Number 333C9769.

NIAGARAMOHAWKPOWER CORPORATION
300 Erie Boulevard West, Syracuse, New York 13202

To the Shareholders of
Niagara Mohawk Power Corporation

You are cordially invited to attend the Annual Meeting of your Company to be held at 10:30 a.m. on
June 29, 1998 at the Buffalo Convention Center, Convention Center Plaza, Buffalo, New York 14202.

This year's Annual Meeting marks an important milestone for Niagara Mohawk. After years of
determined effort we are poised to solve a problem that once seemed unsolvable: rising payments to
independent power producers. In addition, we have achieved regulatory approval of our PowerChoice plan
to restructure Niagara Mohawk to face the emerging competitive utility marketplace.

At this Annual Meeting, you will be asked to approve the issuance of up to 43 million shares of
Common Stock to certain independent power producers in, connection with the Company's Master
Restructuring Agreement, all as described in the accompanying Prospectus/Proxy Statement, as well as to
amend the Company's Certificate of Incorporation to increase the amount of Common Stock the
Company is authorized to issue to 250 million shares. Your Board of Directors believes the Master
Restructuring Agreement provides the best alternative to restoring the Company's financial health and
urges you to approve the issuance of the Common Stock.

You will also be asked to approve a proposal to adopt a holding company structure. As more fully
explained in Proposal 4 of the accompanying Prospectus/Proxy Statement, our industry is becoming
increasingly subject to the forces of market-driven competition. The formation of a holding company will
provide a structure more conducive to the pursuit of unregulated business opportunities. Under the
PowerChoice Agreement with the New York Public Service Commission described in this Prospectus/Proxy
Statement, the Company has approximately one year within which it may adopt such a structure —a

structure which several other New York utilities have adopted or are pursuing. Accordingly, the Board is

seeking your approval at this time, although the actual formation of a holding company would be delayed
pending the regulatory approvals described herein.

In addition, you willelect five Class I Directors. Finally, you willbe asked to vote on two shareholder
proposals concernmg the endorsement by the Company of the CERES Principles and executive compensa-
tion. Acurrent report on the affairs of the Company willbe presented at the meeting and shareholders will
have an opportunity to ask questions.

Your vote is important. Whether or not you plan to attend the Annual Meeting, please take a moment
now to record your vote, sign and date your proxy card and promptly return it in the self-addressed

envelope. No postage is necessary. You may revoke your voted proxy at any time prior to the vote being
taken at the meeting or vote in person ifyou decide to attend the meeting.

We have traveled a long and challenging road since proposing PowerChoice in October 1995. With
your support we will complete this journey successfully and turn to the future with a renewed spirit of
optimism and resolve.

Sincerely,

William E. Davis
Chairman of the Board and
Chief Executive Officer





NOTICE OF ANNUALMEETING

NIAGARAMOHAWKPOWER CORPORATION
300 Erie Boulevard West, Syracuse, New York 13202

Please take notice that the Annual Meeting of Shareholders of Niagara Mohawk Power Corporation
(the "Company" or "Niagara Mohawk") will be held at the Buffalo Convention Center, Convention
Center Plaza, Buffalo, New York 14202 on Monday, June 29, 1998, at 10:30 a.m. for the following
purposes:

1. To elect five directors to serve in Class I for a term expiring at the 2001 Annual Meeting;

2. To consider and act upon the proposed issuance of up to 43 million shares of common stock,
par value $ 1.00 per share ("Common Stock" ) of the Company to certain independent power
producers pursuant to the Master Restructuring Agreement, dated as of July 9, 1997, as
amended;

3. To consider and act upon the proposed amendment of the Company's Certificate of Incorpora-
tion to increase the number of authorized shares of. Common Stock from 185 million to 250
million;

4. Adoption of an Agreement and Plan of Exchange (a copy ofwhich is attached as Exhibit A to
the accompanying Prospectus/Proxy Statement), which provides that (a) the holders of shares of
the Company's Common Stock will become holders of shares of common stock of Niagara
Mohawk Holdings, Inc. ("Holdings") through a share exchange, (b) Holdings will become the
parent holding company of the Company and certain of its non-utility subsidiaries, and
(c) Niagara Mohawk and those subsidiaries will continue to carry on their utility and other
businesses as separate subsidiaries of Holdings;

5, To consider and act upon a shareholder proposal relating to an endorsement by the Company
of the CERES Principles;

6. To consider and act upon a shareholder proposal relating to executive compensation; and

7. To transact such other business as may be properly brought before the meeting or any
adjournment thereof.

Shareholders entitled to vote at the meeting are the holders of Common Stock of record at the close
of business on May 7, 1998.

By Order of the Board of Directors

a.. 6-
Kapua A. Rice
Secretary

IMPORTANT

Even though you may expect to attend the Annual Meeting, the Board of Directors urgently requests that,
whether your Common Stock shareholdings are large or small, you promptly fillin, date, sign and return
the enclosed proxy card in the postage-paid envelope provided for that purpose. Your vote is very important
to us. Ifyou do attend and vote at the annual meeting, your vote in person willsupersede any earlier vote by
proxy.





NIAGARAMOHAWKPOWER CORPORATION
300 Erie Boulevard West, Syracuse, New York 13202

The Board of Directors of Niagara Mohawk Power Corporation (the "Company" or "Niagara Mohawk") has

unanimously approved a Master Restructuring Agreement, dated as of July 9, 1997, as amended (the "MRA"),
pursuant to which the power purchase agreements with certain independent power producers representing
approximately three quarters of the Company's over market power purchase obligations will be terminated,
restated or amended, all as described herein, in exchange for approximately $3,631 million in cash and 42.9
million shares of Common Stock. Pursuant to the rules of the New York Stock Exchange, the Company's
common shareholders must approve the issuance of such Common Stock, and the Company is also seeking to
amend its Certificate of Incorporation to authorize additional shares of Common Stock. The Board of Directors
believes that the MRA, when coupled with the provisions of the PowerChoice Agreement described herein,
should arrest the Company's financial decline and provide greater growth in shareholder value than the other
alternatives available to the Company.

The Board of Directors has also unanimously approved a proposal to adopt a holding company structure,
which would be implemented, following regulatory approval, through a share exchange. If Niagara Mohawk
common shareholders approve the holding company proposal by adopting the Agreement and Plan of Exchange
at the Annual Meeting and the share exchange occurs, holders of shares of Common Stock (including the
independent power producers) will automatically become holders of common stock of Niagara Mohawk
Holdings, Inc. ("Holdings") on the basis of one share of Niagara Mohawk for one share of Holdings common
stock. As a result of the share exchange,

~ Holdings will become a holding company owned by the former common shareholders of Niagara
Mohawk;

~ Holdings will become the sole owner of Niagara Mohawk's Common Stock;
~ Niagara Mohawk's obligations with respect to its long-term debt, First Mortgage Bonds and preferred

stock will remain with Niagara Mohawk and not be transferred to Holdings;
~ Niagara Mohawk will continue to carry on its utility business as a subsidiary of Holdings and Niagara

Mohawk's non-utility subsidiaries generally willbecome separate subsidiaries of Holdings.

We will also elect directors of Niagara Mohawk and act on shareholder proposals relating to an endorse-
ment by Niagara Mohawk of the CERES principles and executive compensation at the Annual Meeting.

Your vote is very important. Please vote by completing and mailing the enclosed proxy card to us. Ifyou
have any questions or need assistance in voting your shares, please call D.F. King & Co., Inc., which is assisting
in our proxy solicitation, toll free at 1-800-848-3405.

This Prospectus/Proxy Statement provides you with detailed information about the MRAand the proposed
holding company structure and the share exchange. We encourage you to read this entire document carefully,
including "Certain Considerations" under Proposals 2 and 4 at page 54 and at page 61.

Niagara Mohawk common shareholders will not need to physically exchange their stock certificates for
Holdings certificates when the share exchange occurs. Existing certificates for Niagara Mohawk Common Stock
will automatically represent a like number of shares of Holdings common stock, which shares will be listed on
the New York Stock Exchange under the ticker symbol "NMK",and willno longer represent Niagara Mohawk
Common Stock when the share exchange occurs.

This prospectus incorporates important business and financial information about Niagara Mohawk that is

not included in this document. This information is available to security holders without charge upon written or
oral request. Please direct such requests to Kapua A. Rice, Secretary, Niagara Mohawk Power Corporation, 300

Erie Boulevard West, Syracuse, New York 13202, telephone number (315) 474-1511. To obtain timely delivery,
security holders must request this information no later than June 22, 1998.

Neither the Securities and Exchange Commission nor any State Securities Commission has approved or
disapproved of these securities or determined ifthis Prospectus/Proxy Statement is truthful or complete. Any
representation to the contrary is a criminal offense.

Prospectus/Proxy Statement dated May 29, 1998 and first mailed to shareholders on or about June 1, 1998.
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QUESTIONS AND ANSWERS AND SUMMARYABOUTTHE
MASTER RESTRUCTURING AGREEMENT AND THE HOLDING COMPANY PROPOSAL

AND SHARE EXCHANGE

The following Questions and Answers and Summary highlight selected information on Proposals 2, 3
and 4 at the Annual Meeting regarding the MRA and the holding company proposal and share exchange,
and may not contain all of the information that is important to you. For a more complete discussion of
such matters, you should read carefully this entire document and the attached exhibits and the documents
referred to you. For example, the Agreement and Plan of Exchange attached to this Prospectus/Proxy
Statement as Exhibit Aprovides for the share exchange, and Holdings'ertificate of incorporation (Exhibit
B) and by-laws (Exhibit C) set out, among other things, provisions governing certain rights of

Holdings'hareholders.See also "Where You Can Find More Information" on page 82 of this Prospectus/Proxy
Statement.

1. What is the MRA?
As a result of federal and New York law, the Company was required to purchase electricity from

independent power producers ("IPPs") in quantities in excess of its own demand and at prices well in
excess of those available to the Company by internal generation or in the wholesale market. The MRA
is an agreement among the Company and 14 IPPs that sell electricity to the Company under 27 power
purchase agreements ("PPAs") which represent approximately three quarters of the Company's
overmarket purchase obligations. Upon consummation of the MRA, the 27 PPAs willbe terminated,
restated or amended.

2. What will the Company pay under the MRA?
Approximately $3,631 million in cash and 42.9 million shares of Niagara Mohawk Common

Stock. It is possible that prior to the closing of the MRA the mix of consideration could be further
revised. PPAs with respect to 1,100 MWof electric capacity willbe terminated entirely, and PPAs with
respect to 541 MWof capacity willbe restated on more favorable terms to Niagara Mohawk than the
existing contracts. Additionally, one PPA representing 42 MWof capacity willbe amended to reflect a
shortened term (17 years) and a lower stream of fixed unit

prices.'.

What are shareholders being asked to approve and why?
The rules of the New York Stock Exchange require approval of the issuance of a block of stock

this large. In addition, the Company does not have sufficient stock available under its CertiTicate of
Incorporation to issue 42.9 million shares. If the charter amendment is not approved (which has a
slightly higher vote requirement than the New York Stock Exchange required vote), the Company
would attempt to renegotiate the terms of the MRA to lower the stock and increase the cash, or
alternatively, would purchase shares to use for the MRA.
4. Why is the MRA good for Niagara Mohawk?

These above market power obligations have resulted in the deterioration of the Company's
competitive and financial position. Under the MRA, the Company's significant long-term and
escalating IPP payment obligations willbe restructured into a more manageable debt obligation and a
smaller portfolio of PPAs with more favorable price and duration terms, resulting in a significant
improvement in cash flowwhich can be dedicated to the repayment of debt. In its written order issued
March 20, 1998, the New York State Public Service Commission (the "PSC"), which regulates utilities
in the State of New York, approved the PowerChoice Settlement Agreement (the "PowerChoice
Agreement" ) thereby establishing a five-year rate plan and approving the terms of the MRA. The
PowerChoice rate plan will allow the Company to meet its financial obligations and provide for the
recovery of its stranded costs through a competitive transition charge ("CI'C") in rates, exit fees and
back-up rates. The PowerChoice Agreement also allows the Company to establish a regulatory asset
reflecting most of the costs associated with the MRA. The regulatory asset willbe amortized generally
over ten years, and this amortization willsubstantially depress the Company's reported earnings for at
least five years.





The Board of Directors has unanimously approved the MRA and recommends that you vote
"FOR" Proposals 2 and 3.

5. What Is Niagara Mohawk's Holding Company Proposal? Why Is it Being Proposed?

Niagara Mohawk is proposing to establish a holding company structure through a share

exchange, with the new holding company being called Niagara Mohawk Holdings, Inc. After the share

exchange, Niagara Mohawk will continue to operate its present utility business as a subsidiary of
Holdings, and certain of Niagara Mohawk's non-utility subsidiaries will become separate subsidiaries

of Holdings.
While Niagara Mohawk's financial condition and contractual obligations will limit the amount of

investments in unregulated businesses in the near term, the Company believes this structure willgive it
the financial and regulatory flexibility to compete more effectively in the increasingly competitive

energy industry by relaxing constraints imposed by the PSC on incremental investments in unregulated

operations. Relaxing constraints and eliminating time-lags associated with regulatory decisions should

allow more rapid moves in an industry where competitors do not have the same constraints as

regulated entities. Niagara Mohawk also believes that a holding company structure should provide
greater opportunities for growth and enhanced value, greater flexibilityin developing new businesses,

and greater flexibility regarding the timing, method and amount of financings and acquisitions,

through the discernible separation between its utility and non-utility businesses and relaxed con-

straints on unregulated activities.

Under the terms of the PowerChoice Agreement, Niagara Mohawk has a one-year window in
which it may adopt this structure. The Board of Directors has unanimously approved the holding
company proposal and the share exchange and believes their adoption is in the best interests of
Niagara Mohawk and its shareholders. The Board recommends that you vote "FOR" that proposal
and adoption of the Agreement and Plan of Exchange at the Annual Meeting.

6. What Will the Holding Company Structure Look Like? What ~e of Businesses Will Holdings

Engage In?
The chart below shows the present and proposed structures.

PRESENT STRUCTURE

Niagara
Mohawk

NM Holdings NMUranium NM Receivables Opinac NA Beebec island Moreau

Plum Street
Enterprises

Opinac Energy

50%
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PROPOSED STRUCTURE

Nagara Mohawk Hokiiny, inc.

Opinac NA Niagara
Mohawk

Enrcrprirca Opinac Energy NM Rcccivablca NM HoMiny NM Uranium Bccbcc Iriand Moreau

In addition to becoming the parent holding company of Niagara Mohawk and certain of its non-
utility subsidiaries, Holdings will also be able to invest in certain other businesses and ventures that
should strengthen its ability to provide total energy services in an increasingly competitive
marketplace.

Niagara Mohawk is engaged principally in the business of generation, purchase, transmission,
distribution and sale of electricity and the purchase, distribution, sale and transportation ofgas in New
York State. Its non-utility subsidiaries principally participate in energy-related services and real estate
development of property formerly owned by Niagara Mohawk.

The principal executive offices of Niagara Mohawk are located at 300 Erie Boulevard West,
Syracuse, New York 13202 and its telephone number is (315) 474-1511. Holdings'rincipal executive
offices are at the same address; its telephone number is (315) 474-1511.
7. What Is the Share Exchange?

The share exchange is the means by which the holding company structure willbe established. If
shareholders approve the holding company proposal and adopt the related Agreement and Plan of
Exchange at the Annual Meeting, the necessary regulatory approvals are received and Niagara
Mohawk does not abandon the holding company structure, Niagara Mohawk common shareholders
willautomatically become holders of common stock of Holdings on the basis of one share of Niagara
Mohawk for one share of Holdings. Following the exchange, Holdings will own all of Niagara
Mohawk's outstanding common stock and certain Niagara Mohawk's non-utility subsidiaries will
become separate subsidiaries of Holdings.
8. WillI Have to Exchange My Niagara Mohawk Stock Certificates for New Holdings Certificates?

No. Your present certiTicates for Niagara Mohawk Common Stock willautomatically represent an
equal number of shares of Holdings common stock when the exchange occurs and will no longer
represent Niagara Mohawk Common Stock.
9. When Will the Share Exchange Occur?

The exchange will occur once all the required regulatory approvals are obtained. Assuming
shareholder approval at the Annual Meeting, Niagara Mohawk expects this to occur in the first
quarter of 1999.

10. Where Will My Holdings Common Stock Be Laded? What Will Be the Ticker Symbol?
Holdings common stock willbe listed on the New York Stock Exchange, and will trade under the

ticker symbol "NMK".
Niagara Mohawk's Common Stock is presently listed and principally traded on the New York

Stock Exchange. The reported closing price of the Common Stock on May 28, 1998 was $ 12g/in. After
the share exchange, Niagara Mohawk's Common Stock willno longer trade and willbe delisted.





11. What Is the Effect on Dividends?

Niagara Mohawk suspended the common stock dividend in 1996 to help stabilize its financial

condition. In making future dividend decisions with respect to Niagara Mohawk or Holdings, the

applicable board will evaluate, along with standard business considerations, the entity's financial

condition, contractual and regulatory restrictions, the degree of competitive pressure on prices,

available cash flow, current and retained earnings and other strategic considerations.

Following the share exchange, dividends on Niagara Mohawk preferred stock willcontinue to be

paid by Niagara Mohawk.

12. What Are the Federal Income Tax Consequences to Common Shareholders?

Ifa shareholder exchanges solely Niagara Mohawk Common Stock solely for Holdings common

stock, that shareholder will not recognize any gain or loss under Federal income tax laws.

13. Will Niagara Mohawk Preferred Stock or Bonds Be Exchanged?

No. Niagara Mohawk's preferred stock will not be exchanged and will continue as outstanding

shares of Niagara Mohawk preferred stock. The rights of holders of the preferred shares as provided

in Niagara Mohawk's certificate of incorporation willnot change. Niagara Mohawk's First Mortgage

Bonds, as well as the unsecured notes to be issued in conn'ection with the financing of the MRA,will
not change and willcontinue to be obligations of Niagara Mohawk.

14. Who Will Manage the Holding Company?

A new Board of Directors of Holdings will be elected before the share exchange by Niagara

Mohawk as sole shareholder of Holdings. It will consist of the then existing Niagara Mohawk

directors. Certain existing officers of Niagara Mohawk willalso serve as officers of Holdings. William

E. Davis willbe chairman and chief executive officer and a director of Holdings, and willcontinue as

chairman and chief executive officer and a director of Niagara Mohawk.

The PowerChoice Agreement contains certain restrictions on Board and managerial interlocks

between Niagara Mohawk and Holdings and other subsidiaries of Holdings.

15. How Will My Participation in the Dividend Reinvestment Plan Be Affected?

Allshares of Niagara Mohawk Common Stock held under the Dividend Reinvestment and Stock

Purchase Plan willbe automatically exchanged for shares of Holdings common stock. We willcontinue

the Dividend Reinvestment and Stock Purchase Plan with Holdings common stock after the share

exchange.

16. What Do I Need to Do Now?

Just mail your signed proxy card in the enclosed postage-paid return envelope as soon as possible,

so that your shares may be represented at the Annual Meeting. The meeting will take place on

Monday, June 29, 1998 at the 'Buffalo Convention Center, Convention Center Plaza, Buffalo, New

York.
17. What Shareholder Vote Is Required for Approval of the Holding Company Proposal and the Share

Exchange?

Holders of record of Niagara Mohawk Common Stock on May 7, 1998 are entitled to vote at the

Annual Meeting. Two-thirds of the outstanding shares of Niagara Mohawk Common Stock must be

voted "For" Proposal 4 at the Annual Meeting in order to approve the holding company proposal and

the share exchange.





18. Who Can I Call IfI Have Any Questions?

We have set up a special number for you. You are welcome to call D.F. King & Co., Inc., which is

assisting in our proxy solicitation, toll free, at 1-800-848-3405.

FOR NIAGARAMOHAWKEMPLOYEES AND RETIREES:

19. How Will Stock-based Employee Benefit Plans Be Affected?

Niagara Mohawk's Employee Savings Fund Plans for Represented and Non-Represented
Employees and its 1992 Stock Option Plan will be amended to provide for ownership of common
shares of Holdings instead of Niagara Mohawk Common Stock, and Holdings willtake over responsi-

bility for these plans. All existing shares of Niagara Mohawk Common Stock held in these plans, or
subject to plan options or performance awards, will automatically become an equal number of
common shares or stock options or performance awards of Holdings, and Holdings will be the issuer

of future stock options and awards.

20. What Will Happen to Niagara Mohawk's Retirement and Other Employee Benefit Plans?

Holdings will take over responsibility for all Niagara Mohawk retirement and employee benefit
plans, such as our defined benefit pension plans, health plans and disability plans. Benefits provided
for in these plans will not be changed as a result of our restructuring into a holding company.

Summary of Other Selected Information:
Certain Considerations

Certain factors for your consideration in determining whether to vote "For" Proposals 2 and 3 or the

holding company proposal and to adopt the related Agreement and Plan of Exchange are discussed under
"Certain Considerations" under Proposal 2 and "Certain Considerations" under Proposal 4.

Regulatory Approvals
The PSC has approved the MRA and the holding company concept in the PowerChoice Agreement.

Niagara Mohawk plans to file shortly for certain approvals and exemptions with respect to the holding
company under the Federal Power Act, the Atomic Energy Act and the Public UtilityHolding Company
Act of 1935, and will make additional filings with respect to the holding company with the PSC.

Conditions to the Share Exchange

Completion of the share exchange depends on the satisfaction of certain conditions, including;

(a) common shareholder approval at the Annual Meeting; (b) receipt of all necessary regulatory approvals;

(c) Holdings'ommon shares being listed on the New York Stock Exchange; and (d) a certificate of
exchange being filed with the New York Department of State.

Amendment or Termination of the Exchange Agreement

The Niagara Mohawk and Holdings Boards of Directors may amend any of the terms of the

Agreement and Plan of Exchange at any time before or after its adoption by common shareholders. No
amendment, however, may materially and adversely affect the rights of Niagara Mohawk's shareholders.

The Agreement may be terminated and the share exchange abandoned at any time before or after

shareholders adopt the Agreement ifNiagara Mohawk's Board of Directors determines that the comple-

tion of the share exchange would not be in the best interests of Niagara Mohawk or its shareholders.

Comparative Shareholders'ights
When the share exchange is completed, holders of Niagara Mohawk Common Stock will automati-

cally become holders of Holdings'ommon stock, and their rights willbe governed by Holdings'ertificate
of incorporation and by-laws instead of those of Niagara Mohawk. Certain differences between the rights

of holders of Holdings common stock and those of holders of Niagara Mohawk Common Stock are

summarized on pages 73-75.





Shares of Niagara Mohawk preferred stock will not be exchanged but will continue as shares of
Niagara Mohawk preferred stock. The share exchange will not change the rights of holders of preferred
stock as currently provided in Niagara Mohawk's certificate of incorporation.

Regulation of Holdings and Niagara Mohawk

Following the share exchange, Holdings, as the parent company of Niagara Mohawk, will have to
comply with the provisions of the PowerChoice Agreement. Niagara Mohawk willcontinue to be regulated
by the PSC as before. The PSC order contains restrictions on transactions between Niagara Mohawk and
Holdings and other Holdings subsidiaries, loans, guarantees or pledges by Niagara Mohawk for the benefit
of Holdings or Holdings'ubsidiaries, and on Board and managerial interlocks.

Niagara Mohawk currently ip exempt from the federal Public UtilityHolding Company Act of 1935

(the "Holding Company Act") by virtue of Section 3(a)(2) of such act which exempts holding companies
which are themselves state regulated utilities. When the share exchange occurs, Holdings will become a

"public utilityholding company" and willfile an application with the Securities and Exchange Commission
to exempt it and each of its subsidiaries under Section 3(a)(1) from such act (except for those provisions
requiring approval of certain acquisitions and investments).

New Rate Plan of Niagara Mohawk
The PowerChoice Agreement contains a new rate plan that will take effect within 30 days of approval

by the PSC of the new tariffs, and will remain in effect for five years. The new tariffs willnot take effect
until after the closing of the MRA. The rate plan will reduce average electricity prices for residential and
commercial customers by 3.2% over the first three years. This reduction will include certain savings that
will result from partial reductions of the New York State Gross Receipts Tax. Industrial customers will
receive average price reductions of 25% relative to 1995 price levels; the calculation of the level of these

decreases includes discounts currently offered to some industrial customers through optional and flexible
rate programs. During the term of the PowerChoice Agreement, the Company will be permitted to defer
certain costs, associated primarily with environmental remediation, nuclear decommissioning and related
costs, and changes in laws, regulations, rules and orders. The Company must also defer during the term of
the PowerChoice Agreement the difference between the assumed weighted average interest rate of 8.5%
used by the Company to prepare its PowerChoice proposal and the weighted average interest rate for the
Senior Notes portion of the MRA Financing. In years four and five of its rate plan, the Company can

request an increase in prices subject to a cap of 1% of the all-in price, excluding commodity costs (e.g.,
transmission, distribution, nuclear, and forecasted CTC). In addition to the price cap, the PowerChoice
Agreement provides for the recovery of deferrals established in years one through four, and cost variations
in the MRA financial contracts resulting from the indexing provisions of these contracts. Overall, price
increases in years four and five are limited to the rate of inflation. The rate plan will continue to govern

Niagara Mohawk's utility rates and charges even if common shareholders do not approve the holding
company proposal and adopt the Agreement and Plan of Exchange at the Annual Meeting. In the event

that shareholders do not approve the holding company proposal, Niagara Mohawk will not be able to
realize any benefits from a holding company structure, which the Company believes are important in the
future deregulated competitive environment of the energy industry.

Statutory Appraisal Rights
Because of a recent change in New York law, holders of shares of Niagara Mohawk Common Stock

who do not vote for the holding company proposal and adoption of the Agreement and Plan of Exchange

will not have any right to dissent and seek the fair value of their Common Stock in cash under New York
law.
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Solicitation of Proxies

INTRODUCTION

This Prospectus/Proxy Statement contains both a proxy statement furnished in connection with the
solicitation, by and on behalf of the Board of Directors of Niagara Mohawk, of proxies to be voted at the
Annual Meeting of Niagara Mohawk's shareholders which will be held at the Buffalo Convention Center
on Monday, June 29, 1998 at 10:30 a.m. and at any adjournment or adjournments thereof, and a prospectus
of Holdings, relating to the issuance of up to 191,865,829 shares of Holdings common stock upon the
consummation of the holding company structure for Niagara Mohawk described herein. This proxy
statement and form of proxy are first being mailed to holders on or about June 1, 1998. The mailing
address of the executive offices of Niagara Mohawk is 300 Erie Boulevard West, Syracuse, New York
13202.

The enclosed form of Proxy is solicited by and on behalf of the Board of Directors of Niagara
Mohawk. Niagara Mohawk has employed D.F. King Sc Co., Inc. to assist in the solicitation ofproxies for a
fee of $30,000 plus out-of-pocket expenses which will be borne by Niagara Mohawk. Officers and
employees of Niagara Mohawk may solicit for no extra compensation. Solicitation is being made by the use
of the mails, but may also be made by telephone, telegram and personal interviews. Niagara Mohawk will
request brokers or other persons holding stock in their names, or in the names of their nominees, to
forward proxy material to the beneficial owners of such stock or request authority for the execution of the
proxies and, upon request, willreimburse such brokers or other persons for their reasonable out-of-pocket
expenses in doing so.

Voting Rights and Vote Required

Record Date
P

The close of business on May 7, 1998, has been fixed as the record date for determining the holders of
Common Stock entitled to vote at the meeting. Only shareholders of Common Stock whose names
appeared on the books of Niagara Mohawk on the record date willbe entitled to notice of and to vote at
the meeting and at any adjournment thereof. On the record date, there were 144,419,351 shares of
Common Stock outstanding and entitled to vote. Each share of Common Stock is entitled to one vote.

Shareholders are urged to sign the accompanying form of proxy and return it promptly in the envelope
provided for that purpose. The proxy does not affect the right to vote in person at the meeting. Proxies will
be voted in accordance with the shareholders'irections. Ifno directions are given, proxies will be voted
FOR the election of the nominees for directors set forth in this Prospectus/Proxy Statement; FOR
Proposals 2 and 3, which, respectively, approve the issuance of Common Stock in connection with the
MRA and increase the number of authorized shares of Common Stock from 185 million shares to 250
million shares; FOR Proposal 4, which will authorize the holding company structure and the related share
exchange; and against Proposals 5 and 6, the shareholder proposals. In the event any nominee or director
withdraws or is for any reason unable to serve, a contingency not presently anticipated, proxies will be
voted for any nominee that may be designated by the Board of Directors as a substitute nominee.

A majority of the shares entitled to vote at the meeting shall constitute a quorum. A plurality of the
votes cast at the meeting is required to elect directors under proposal 1. A majority of the votes cast is
necessary to approve Proposal 2 (issuance of shares to the IPPs), provided a majority of the outstanding
stock has cast a vote. A majority of the votes cast is necessary to approve Proposals 5 and 6 (the
shareholder proposals). A majority of the outstanding Common Stock is necessary to approve Proposal 3
(the amendment of the Corporation's Certificate of Incorporation). Avote of two-thirds of the outstanding
Common Stock is necessary to approve Proposal 4 (the holding company proposal). Except where
otherwise provided by law, an affirmative vote of a majority of the votes cast at the meeting is required for
approval of any other matter. Abstentions and broker non-votes will not be considered as votes cast with
respect to a particular matter, but willbe counted in the number of shares present in person or represented
by proxy for purposes of determining whether a quorum is present. Proposals 2, 3, 4, 5 and 6 are





considered "non'-discretionary" under the rules of the New York Stock Exchange and brokers who have
received no instructions from their clients do not have the authority to vote on the proposals.

Full and fractional shares held by Niagara Mohawk for each participant in the Dividend Reinvestment
and Common Stock Purchase Plan will be voted by Niagara Mohawk, as the registered owner of such
shares, in accordance with the participant's instructions on the Proxy.

Voting is confidential, in accordance with the provisions of Sections 8 and 9 ofArticle II of the by-laws
of Niagara Mohawk (the "By-Laws"). Tabulation of proxies and the votes cast at the meeting is conducted
by an independent inspector of election. Any information which would identify the vote of any shareholder
is held permanently confidential and will not be disclosed to Niagara Mohawk, except in limited
circumstances set forth in such Sections of the By-Laws.

Adjournments. It is Niagara Mohawk's present expectation that on the scheduled date of the Annual
Meeting, votes willbe taken and the polls closed on all Proposals. It is possible, however, that management
may propose one or more adjournments of the Annual Meeting, either to allow the inspectors of election
to count and report on the votes cast after the polls have been closed, or, without closing the polls as to one
or more Proposals, in order to permit further solicitation of proxies with respect to one or more Proposals
or for other reasons. In order for any such adjournment to be approved, the votes cast in favor thereof
must represent a majority of the total number ofvotes cast by the holders of the Common Stock present at
the meeting in person or by proxy.-Proxies solicited by the Board of Directors willbe voted at the Annual
Meeting in favor of any adjournment proposed by management but will not be considered a direction to
vote for any adjournment proposed by others. If any adjournment is properly proposed at the Annual
Meeting on behalf of any person other than management, the persons named as proxies, acting in such
capacity, will have discretion to vote on such adjournment in accordance with their best judgment.

Attendance at the Annual Meeting will be limited to shareholders of record, beneficial owners of
Common Stock entitled to vote at the meeting having evidence of ownership, the authorized representative
(one only) of an absent shareholder, and invited guests of the management. Any person claiming to be an
authorized representative of a shareholder must, upon request, produce written evidence of the authoriza-
tion. In order to assure a fair and orderly meeting and to accommodate as many shareholders as possible
who may wish to speak at the meeting, management will permit only shareholders or their authorized
representatives to address the meeting and such persons may speak only once for up to two minutes. In
addition, management will require that any signs, banners, placards and similar materials be left outside
the meeting room.

Revocation ofPmxies. A shareholder who has executed and returned a proxy may revoke it at any
time before it is voted by executing and returning a proxy bearing a later date, by giving written notice of
revocation to the Secretary of Niagara Mohawk or by attending the Annual Meeting and voting in person.

Niagara Mohawk's Board of Directors recommends a vote "for" all director nominees named in
Proposal 1.

Niagara Mohawk's Board of Directors has unanimously approved the MRA and recommends a vote
"for"the issuance ofCommon Stock in connection with the MRAand to increase the number ofauthorized
shares of Common Stock to 250 million as discussed in Proposals 2 and 3.

In addition, the Board has unanimously approved the holding company structure and adopted the
Exchange Agreement and recommends a vote "for"the holding company proposal and the adoption of the
Exchange Agreement as discussed in Proposal 4.

Finally, Niagara Mohawk's Board recommends a vote "against" the shareholder proposals relating to
an endorsement by the company of the CERES principles and executive compensation, as discussed in
Proposals 5 and 6.





PROPOSAL 1: NOMINATIONAND ELECTION OF DIRECTORS

The Board of Directors currently consists of thirteen directors.

As applicable to each nominee and continuing director, the name, age as of May 1, 1998, principal
occupation, business experience for the last five years or more, other directorships and the year in which
first elected a director, are set forth below.

Business Background ofNominees and Directors

Mr. Edmund M. Davis willretire from
the Board of Directors at the Annual Meeting after 28 years of service. The Board of Directors is deeply
appreciative of the contributions made by Mr. Davis. At the Annual Meeting, five directors willbe elected
to Class I of the Board of Directors for three-year terms expiring at the 2001 Annual Meeting or until their
respective successors are duly elected and qualified. As a result, the Company willhave fourteen directors
following the 1998 Annual Meeting. Directors willbe elected by a plurality of the votes cast at the meeting.

Of the five nominees, Messrs. Budney and Panasci and Dr. Hillare members of the present Board of
Directors. Messrs. Alfiero and Johnson are being proposed for election to the Board of Directors for the
first time. Mr. Alfiero's appointment is subject to regulatory approval. Section 305(b) of the Federal Power
Act restricts the ability of a director of a public utility to simultaneously hold a position as an officer or
director of other specified corporations. Application seeking approval from the Federal Energy Regulatory
Commission willbe filed by Mr. Alfiero in the near future to concurrently hold the positions of Director of
Niagara Mohawk and Director of Marine Midland Bank; Phoenix Home Life Mutual Insurance Company
and Southwire Company.

In accordance with the Company's Certificate of Incorporation, the Board of Directors is divided into
three classes, composed of as nearly equal a number of directors as is possible, with staggered terms of
office so that one class of the directors must be elected at each annual meeting. Because of the lateness of
the 1998 Annual Meeting, the By-laws were amended to provide that no person who had reached 70 as of
May 1 in the applicable year could stand for reelection. Previously, persons who had reached 70 could not
stand for reelection.

NOMINEES FOR CLASS IDIRECTORS—TERMS EXPIRING IN 2001

SALVATORE H. ALFIERO

~ Chairman and Chief Executive Officer, Mark IVIndustries, Inc.
~ Nominee for Election

Mr. Alfiero, age 60, Chairman and Chief Executive Officer, Mark IV Industries, Inc., a manufacturer
of engineered systems and components for power transmission, fluid power and transfer, and filtration
applications, located in Amherst, NY. Mr. Alfiero founded Mark IV Industries, Inc. in 1969 and has been
Chairman and Chief Executive Officer since its inception. Director of Marine Midland Bank; Phoenix
Home Life Mutual Insurance Company; and Southwire Company.





ALBERT J. BUDNEY, JR.

~ President of the Company

~ Director since 1995

Mr. Budney, age 50, was elected President of the Company in 1995. Mr. Budney was previously„
employed by UtiliCorp United, Inc., an energy services company, as Managing Vice President of the
UtiliCorp Power Services Group and as President of the Missouri Public Service Division. Mr. Budney
joined UtiliCorp United, Inc. in 1993. Prior to that, he was Vice President of Stone &Webster Engineering
Corp., where he managed the engineering firm's Boston Business Development Department. Director of
Plum Street Enterprises, Inc. ("Plum Street" ); Canadian Niagara Power Company, Limited ("CNP"); and
Utilities Mutual Insurance Company. President of Opinac North America, Inc. ("Opinac NA"), a wholly-
owned subsidiary of the Corporation. Opinac NA holds 100% of Plum Street and, through its subsidiary,
Opinac Energy Corporation ("Opinac"), a 50 percent interest in CNP.

DR. BONNIE GUITON HILL

~ President and ChiefExecutive

Off

tee ofThe Times MinorFoundation and Vice President ofThe Times
Minor Company

~ Director since 1991

~ Member ofAudit, Corporate Public Policy & Environmental Affairs and Finance Committees of the
Board

Dr. Hill, age 56, President and Chief Executive Officer of The Times MirrorFoundation, a non-profit
institution, and Vice President of The Times Mirror Company, a news and information company, located
in Los Angeles, CA. Dr. Hill served as Dean and Professor of Commerce of the McIntire School of
Commerce at the University of Virginia from 1992-1996. Prior to that, she served as the Secretary of State
and Consumer Services Agency for the State of California. Director of AK Steel Corporation; Hershey
Foods Corporation; and Louisiana-Pacific Corporation.

CLARKA. JOHNSON

~ Chairman and Chief Executive Officer, Pier 1 Imports Inc.

~ Nominee for Election

Mr. Johnson, age 67, Chairman and Chief Executive Officer, Pier 1 Imports Inc., a specialty retailer of
imported home furnishings, gifts and related items, located in Fort Worth, TX. From May 1985 to March
1988, Mr. Johnson served as President and Chief Executive Officer of Pier 1 Imports Inc. and has been
Chairman and Chief Executive Officer since 1988. Director of Pier 1 Imports Inc., Albertson's Inc.,
InterTAN Inc., Metro Media International Group and Land Care Inc.

HENRY A. PANASCI, JR.

~ Chairman, Cygnus Management Group, LLC
~ Director since 1988

~ Member of Compensation & Succession, Corporate Public Policy and Environmental Affairs and
Finance Committees of the Board

Mr. Panasci, age 69, Chairman of Cygnus Management Group, LLC, a consulting firm specializing in
venture capital and private investments located in Syracuse, NY. Mr. Panasci retired in 1996 as Chairman
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of the Board and Chief Executive Officer of Fay's Incorporated, a drug store chain. Mr. Panasci co-
founded Fay's Drug Co., Inc. with his father in 1958. Director of National Association of Chain Drug
Stores.

CONTINUING CLASS IIDIRECTORS—TERMS EXPIRING IN 1999
WILLIAMF. ALLYN

~ President and Chief Executive Offtcer of Welch Allyn, Inc.
~ Director since 1988
~ Member ofAudit, Compensation & Succession, and Nuclear Oversight Committees of the Board
Mr. Allyn,age 62, President and Chief Executive Officer of Welch Allyn, Inc., Skaneateles Falls, NY, a

manufacturer of medical diagnostic instrumentation, bar code readers and optical scanning devices.
Mr. Allynjoined Welch Allyn, Inc. in 1962 and was elected to his present position in 1980. Director of First
Empire State Corporation; Oneida Limited; and Perfex Corporation.

WILLIAME. DAVIS
~ Ciiairman of the Board and Chief Executive Office of the Company
~ Director since 1992
~ Chairperson of Executive Committee of the Board
Mr. Davis, age 56, was elected Chairman of the Board and Chief Executive Officer of the Company in

1993. Mr. Davis joined the Company in 1990 and was elected Senior Vice President in April 1992, serving
in that capacity until elected Vice-Chairman of the Board of the Corporation in November 1992. Director
of Opinac NA; Plum Street; Opinac; CNP; and Utilities Mutual Insurance Company. Mr. Davis is also the
Chairman of the Board of Plum Street and holds the position of Secretary, Utilities Mutual Insurance
Company.

WILLIAMJ. DONLON
~ Former Chairman of the Board and Chief Executive Officer of the Company
~ Director since 1980
Mr. Donlon, age 68, retired in 1993 as Chairman of the Board and Chief Executive Officer of the

Company with 45 years service as an active employee. Director of Opinac; and Directors'dvisory
Council—Syracuse Division for M&TBank.

ANTHONYH. GIOIA
~ Ciiairman and Chief Executive Officer of Gioia Management, Inc.
~ Director since 1996
~ Member ofExecutive, Compensation & Succession and Nuclear Oversight Commiuees of the Board
Mr. Gioia, age 56, Chairman and Chief Executive Officer of Gioia Management, Inc., a holding

company for several companies, including three packaging companies located in Buffalo and Lockport,
NY. Mr. Gioia has held his present position since 1987.

DR. PATTI McGILLPETERSON
~ Executive Director of the Council for International Exchange of Scholars and Vice President of the

Institute for International Education
~ Director since 1988
~ Member of Executive, Audit (Chairperson) and Corporate Public Policy & Environmental Affairs

Committees of the Board
Dr. Peterson, age 54, Executive Director of the Council for International Exchange of Scholars and

Vice President of the Institute for International Education, affiliated non-profit institutions headquartered
in Washington, DC and New York, NY, respectively. From 1996 to 1997, Dr. Peterson was a Senior Fellow
of the Cornell Institute for Public Affairs, Cornell University, Ithaca, NY. Dr. Peterson also served as
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President of St. Lawrence University from 1987-1996. Prior to that, she was President ofWells College. She
holds the title President Emerita at both institutions. Independent Trustee ofJohn Hancock Mutual Funds.

CONTINUING CLASS IIIDIRECTORS—TERMS EXPIRING IN 2000

LAWRENCE BURKHARDT,III

~ Nuclear Consultant

~ Director since 1988

~ Chairperson ofNuclear Oversight Committee of the Board

Mr. Burkhardt, age 65, independent consultant to the nuclear industry since 1990. Prior to his
retirement in 1990, Mr. Burkhardt was employed by the Company and served as Executive Vice President
of Nuclear Operations. Director of MACIZC, Inc., formerly Management Analysis Company.

DOUGLAS M, COSTLE

~ Distinguished Senior Felloiv and Chairman of the Board of the Institute for Sustainable Communities

~ Director since 1991

~ Member of Executive, Audit, Corporate Public Policy & Environmental Affairs (Chairperson), and
Nuclear Oversiglit Committees of the Board

Mr. Costle, age 58, Distinguished Senior Fellow and Chairman of the Board of the Institute for
Sustainable Communities, a non-profit organization located in Montpelier, VT. Mr. Costle has held his
present position since 1991. Former Dean of the Vermont Law School in South Royalton, Vermont, and~ ~

Administrator of the U.S. Environmental Protection Agency. Independent Trustee of John Hancock
Mutual Funds.

DONALD B. RIEFLER

~ Financial Market Consultant

~ Director since 1978

~ Member ofExecutive, Audit, Finance (Chairperson), and Nuclear Oversiglit Committees of the Board

Mr. Riefler, age 70, financial market consultant and advisor to J. P. Morgan, Florida FSB, Palm Beach,
FI„a private banking concern affiliated with J. P. Morgan &, Co., Inc. Prior to his retirement in 1991, Mr.
Riefler was Chairman of the Market Risk Committee for J. P. Morgan & Co. Inc. and Morgan Guaranty
Trust Company of New York.

STEPHEN B. SCHWARTZ

~ Retired Senior Vice President, International Business Machines Corporation

~ Director since 1992

~ Member of Executive, Compensation & Succession (Chairperson) and Finance Committees of the
Board

Mr. Schwartz, age 63, retired as Senior Vice President of International Business Machines Corpora-
tion in 1992. Mr. Schwartz joined IBM in 1957 and was elected Senior Vice President in 1990. Director of
MFRI, Inc.
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Board ofDirectors and Committees

Meetings and Attendance

During 1997, 14 meetings of the Company's Board of Directors were held. Each director, except for
Mr. Edmund M. Davis, attended more than 75 percent of the combined total of meetings of the Board of
Directors and the committees on which he or she served.

There are six standing committees of the Board: the Executive Committee, the Audit Committee, the
Compensation and Succession Committee, the Committee on Corporate Public Policy and Environmental
Affairs, the Finance Committee and the Nuclear Oversight Committee. The Board does not have a
standing Nominating Committee to nominate candidates for Board membership, but functions as a
committee of the whole. Any nomination may be made from the floor by any shareholder who has made a
written request to the Company to have such nomination considered at the annual meeting in accordance
with the requirements of the Company's By-Laws. Information with respect to the Audit Committee and
the Compensation and Succession Committee is set forth below.

Audit Committee

The Audit Committee, consisting of Patti McGillPeterson, Chairperson, William F. Allyn,Douglas M.
Costle, Bonnie Guiton Hilland Donald B. Riefler, all of whom are non-employee directors, met 10 times
in 1997. Duties performed by the Audit Committee include meeting with the independent accountants,
chief internal auditors and certain personnel of the Company to discuss the planned scope of auditing
examinations and the adequacy of internal controls and interim and annual financial reporting; reviewing
the results of the annual examination of the consolidated financial statements and periodic internal audit
examinations; reviewing the services and fees of the Company's independent accountants; overseeing
matters involving compliance with corporate business ethics policies; reviewing management's assessment
of financial risks; authorizing and participating in special projects and studies; and performing any other
duties or functions deemed appropriate by the Board.

Compensation and Succession Committee

The Compensation and Succession Committee, consisting of Stephen B. Schwartz, Chairperson,
William F. Allyn, Edmund M. Davis, Anthony H. Gioia and Henry A. Panasci, Jr., all of whom are non-
employee directors, met eight times during 1997. The Committee evaluates the performance of the
Corporation's Chief Executive Officer and the other senior officers of the Company; reviews the annual
and incentive compensation of the elected officers of the Company, the Company's compensation
programs and benefit plans, and officer development and succession plans; makes recommendations to the
Board of Directors with respect to these matters; and meets with the Company's actuarial advisors to
review the advisor's annual reports and progress toward funding the pension, post-retirement health plans,
and supplemental executive retirement plan.

Compensation and Succession Committee Interlocks and Insider Participation

Directors Allyn, Edmund Davis, Gioia, Panasci and Schwartz, all of whom are non-employee
directors, are the members of the Compensation and Succession Committee.

No person serving during 1997 as a member of the Compensation and Succession Committee of the
Board served as an officer or employee of the Company or any of its subsidiaries during or prior to 1997.

No person serving during 1997 as an executive officer of the Company serves or has served as a
director or a member of the compensation committee of any other entity that has an executive officer who
serves or has served either as a member of the Compensation and Succession Committee or as a member
of the Board of Directors of the Company.
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Security Ownership of Certain Beneficial Owners and Management

Security Ownership of Certain Beneficial Owners

The following table shows the persons (as the term is used in Section 13(d)(3) of the Securities
Exchange Act of 1934) known to the Corporation to own more than five percent (5%) of the Company's
Common Stock as of December 31, 1997.

Title of Class
Name and Address of Beneficial

Owner
Amount and Nature of
Benelicial Ownership Percent of Class

Common Stock ............ FMR Corp.
82 Devonshire Street
Boston, Massachusetts 02109

14,441,831<i> 10.00%

Common Stock ...... Fidelity Management Trust Co.
82 Devonshire Street,
Boston, Massachusetts 02109

11,829,786<~> 8.19%

Common Stock .. ~......... The Prudential Insurance
Company of America
751 Broad Street
Newark, New Jersey 07102-3777

8,404,245<3> 5.82%

(1) Includes 1,873,631 shares with respect to which FMR Corp. has sole voting power and 14,441,831 with
sole power to dispose or to direct disposition as reported on Schedule 13G, dated February 14, 1998,
filed with SEC.

(2) The above represents shares in the Company's Non-Represented'nd Represented
Employees'avings

Fund Plans. Fidelity Management Trust Company serves as Trustee. The Trustee willvote all
shares of Common Stock held in the Trusts established for the Plans in accordance with the directions
received from the employees participating in the Plans. The Trustee will vote shares for which it
receives no instructions in the same proportion as it votes shares for which it receives instructions.

(3) Includes 789,900 shares with respect to which Prudential Insurance Company of America has sole
voting power; 7,575,445 shares with shared power to vote; 789,900 shares with sole power to dispose or
to direct disposition and 7,614,345 shares with shared power to dispose, as reported on Schedule 13G,
dated February 10, 1998, filed with the SEC.

The Company believes that holders of approximately 88.2% of the Company's Common Stock
outstanding as of December 31, 1997 elected to hold their shares, not in their own names, but in the names
of banking or financial intermediaries. Accordingly, as of that date, 127,431,405 shares were registered in
the nominee name of The Depository Trust Company, Cede 8c Co.

Security Ownership ofDirectors and Executive OJJi'cers

The following table reflects shares of the Company's Common Stock beneflcially owned (or deemed
to be beneficially owned pursuant to the rules of the Securities and Exchange Commission) as of April7,
1998 by each director of the Company, each of the executive officers named in the Summary Compensa-
tion Table below and the current directors and executive officers of the Company as a group. The table also

lists the number of stock units credited to directors, named executive officers and the directors and
executive officers of the Company as a group as of April7, 1998, pursuant to the Company's compensation
and benefit programs. No voting rights are associated with stock units.
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Title of
Class

Commo

Name and Address of
Benelicial Owner

n Stock Directors:
Salvatore H. Alfiero
William F. Allyn
Albert J. Budney, Jr..
Lawrence Burkhardt, III...
Douglas M. Costle
Edmund M. Davis
William E. Davis .

William J. Donlon
Anthony H. Gioia
Bonnie Guiton Hill .

Clark A. Johnson .

Henry A. Panasci, Jr.
Patti McGill Peterson ..
Donald B. Riefler ..
Stephen B. Schwartz
Named Executives:
B. Ralph Sylvia .

John W. Powers.........
Darlene D. Kerr

5,000(1)
1,000

10,500(2)
452
500

2,274
45,238(3)
15,343(4)

500
1,000

0
2,500

500
1,000

500

0
9,158(9)

72,500(10)
2,773(9)
9,551(9)

26,386(9)
115,000(10)

0
2,311(9)
8,077(9)

0
2,311(9)

11,199(9)
25,877(9)
11,204(9)

22,787(5)
26,659(6)
15,726(7)

36,450(10)
18,250(10)
29,350(10)

Number of
Amount and Nature of Percent Stock Units
Beneficial Ownership'f Class

Held"'ll

Directors and Executive Officers (23)
as a group........... 202,260(8) " 484,797

Based on information furnished to the Company by the Directors and Executive Officers. Includes
shares of Common Stock credited under the Employees'avings Fund Plan as of March 10, 1998.
Less than one percent." Stock units under the SIP were paid following the filingof this chart in the Company's Annual Report
on Form 10-K for the year ended December 31, 1997, and thus this chart reflects the lower amounts.

(1) Shares of Common Stock beneficially owned as of May 18, 1998.
(2) Includes options for 10,000 shares of Common Stock exercisable within 60 days.
(3) Includes presently exercisable options for 42,625 shares of Common Stock.
(4) Includes presently exercisable options for 13,333 shares of Common Stock.
(5) Includes presently exercisable options for 18,000 shares of Common Stock.
(6) Includes presently exercisable options for 12,000 shares of Common Stock.
(7) Includes presently exercisable options for 9,000 shares of Common Stock.
(8) Includes presently exercisable options for 141,083 shares of Common Stock.
(9) Represents deferred stock units granted pursuant to the Outside Director Deferred Stock Unit Plan.

No voting rights are associated with deferred stock units. For additional information regarding
deferred stock units, refer to pages 24-25 ("Compensation of Directors").

(10) Represents stock units granted in 1996, 1997 and 1998 pursuant to the Long-Term Incentive Plan. No
voting rights are associated with stock units. For additional information regarding stock units granted
to named executives, refer to pages 17-18 ("Long-Term Incentive Plan" ).

In addition to the shares of the Company's Common Stock, Albert J. Budney, Jr. indirectly owns 100
shares of the Company's Preferred Stock, 9t/s% Series.
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Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities and Exchange Act of 1934 requires the Company's directors, executive
officers, beneficial owners of more than 10 percent of any class of equity securities and any other person
subject to Section 16 ("reporting persons") to file initial reports of ownership and reports of changes in
ownership of the Company's equity securities with the Securities and Exchange Commission and the New
York Stock Exchange. Based solely on a review of the copies of such forms and written representations
from the Company's directors and executive officers, the Company believes that during the preceding year
the reporting persons have complied with all Section 16(a) filing requirements. After the effective time of
the share exchange, Holdings'irectors and officers, and persons who own more than 10 percent of a
registered class of Holdings'quity securities, will become subject to these provisions.

. 'oard ofDirectors'ompensation and Succession Committee Report on Executive Compensation

The Compensation and Succession Committee of the Board of Directors (the "Committee") is
composed entirely of non-employee directors. The Committee has responsibility for recommending officer
salaries and for the administration of the Corporation's officer incentive compensation plans as described
in this report. The Committee makes recommendations to the Board of Directors which makes final
officer compensation determinations.

This Committee report describes the Company's executive officer compensation policies, the compo-
nents of the compensation program, and the manner in which 1997 compensation determinations were
made for the Corporation's Chairman of the Board and Chief Executive Officer, Mr. William E. Davis.

The 1997 Executive Officer Compensation Program was composed entirely of base salary, frozen at
1995 levels, and 1997 grants of stock units and stock appreciation rights ("SARs") made pursuant to the
Long-Term Incentive Plan ("LTIP") adopted by the Board of Directors on September 25, 1996, as
described later in this report.

Base Salary

The Committee seeks to ensure that salaries of the Company's officers, including executive officers,
remain competitive with levels paid to comparable positions among other U.S. electric and gas utilities
with comparable revenues (collectively referred to as the "Comparator Utilities"). The Committee believes
that competitive salaries provide the foundation of the Company's officer compensation program and are
essential for the Company to attract and retain qualified officers, especially in light of the increasing
competition within the industry. Each officer position has been assigned to a competitive salary range. The
Committee intends to administer salaries within the 25th to 75th percentiles of practice with respect to
those Comparator Utilities. The 1997 average salary of the five named executive officers falls below 25th
percentile competitive levels. Since executive officer salaries were frozen at 1995 levels, as a condition for
receipt of 1995 stock incentive grants, the competitiveness of annual executive officer compensation is
heavily dependent on stock-related incentives in the form of stock units and stock appreciation rights
granted under the 1995 Stock Incentive Plan ("SIP") and the LTIP.

1995 Stock Incenti ve Plan

On December 14, 1995, the Board of Directors approved the SIP to promote the success and enhance
the value of the Company through the retention and continued motivation of the Company's officers and
to focus their efforts toward the execution of business strategies directed toward improving financial
returns to shareholders. Awards under the SIP consisted of stock units and SARs. These stock unit grants
were paid in cash in April1998 based on the fair market value of the Company's Common Stock during the
last 12 consecutive trading days in 1997 ($9.922). Under the SIP, dividends are credited (in an amount
equivalent to dividends paid, if any, on the Company's Common Stock) with respect to all stock units
granted. These credits are reinvested at the prevailing stock price, thereby increasing the number of stock
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units payable at the end of the period. No dividends were credited to SIP stock units. The SARs became
exercisable on January 2, 1998, and may be exercised until they expire on December 31, 2002.

The SIP was structured so that any compensation earned by officers during the two-year period 1996
and 1997, other than base salary, will be based on the Company's year-end 1997 stock price and total
returns realized by shareholders during this period. Accordingly, participants (including the executive
officers listed in the Summary Compensation Table) did not receive any salary increases (except to reflect
promotions), annual incentive compensation or stock option grants during 1996 and 1997. Generally
speaking, SIP grants were structured so that the Company's stock price would have to more than double
during this two-year period in order for the total compensation of the participants to approximate median
competitive levels.

The Committee does not intend to make further SIP grants other than the 1995 stock unit grants
which became payable in early 1998 and the 1995 stock appreciation rights grants which became
exercisable on January 2, 1998 and expire on December 31, 2002. Long-term incentive grants were made in
1996, 1997, and 1998 under the LTIP described below.

Long-Term Incentive Plan

Because the Committee seeks to provide a continuous program of long-term stock incentives, on
September 25, 1996 the Board of Directors adopted the LTIP and approved stock unit and SAR grants for
the 1996-1998 period. These stock unit grants willbe paid in cash in early 1999. Dividends are credited (in
an amount equivalent to dividends paid, if any, on the Company's common stock) with respect to the
1996-1998 stock unit grants, which are reinvested at the prevailing stock price, thereby increasing the
number of stock units payable in early 1999. The payment value of the stock units will be based on the
average fair market value of the Company's common stock during the last 12 consecutive trading days in
1998. The 1996 LTIP SAR grants first become exercisable on January 2, 1999, and may be exercised until
they expire on December 31, 2005.

On January 29, 1997, the Board of Directors approved the grant of LTIP stock units and SARs for the
1997-1999 performance period. These stock units, and accumulated dividend stock units, will be paid in
early 2000 based on the average fair market value of the Company's common stock during the last twelve
consecutive trading days in 1999. The SARs first become exercisable on January 2, 2000, and can be
exercised until they expire on December 31, 2006.

The size of both the 1996-1998 and 1997-1999 LTIP stock unit and SAR grants were determined,
based on the price of the Company's common stock at the time these grants were made, so that the
combination of the officers'urrent salaries plus the grant date present value of SIP, and LTIP grants for
the 1996-1998 and 1997-1999 performance periods, would approximate the 50th percentile of comparator
utilitytotal compensation practice for the three-year period 1995 through 1997. The competitiveness of the
actual compensation realized from SIP and the 1996-1998 and 1997-1999 LTIP grants is dependent on the
market value of the Company's common stock at the end of 1997, 1998, and 1999.

The Board of Directors also approved a January 19, 1998 grant of LTIP stock units and SARs for the
period 1998-2000. These stock units, and any accumulated dividend stock units, will be paid in early 2001
based on the average fair market value of the Company's Common Stock during the last 12 consecutive
trading days in 2000. The SARs willfirst become exercisable on January 2, 2001, and can be exercised until
they expire on December 31, 2007. The 1998 stock unit and SAR grants were determined so that the
average current salary and the average grant date present value of the 1998 LTIP grants for the five named
executive officers would approximate the 50th percentile of 1997 Comparator Utility total compensation
practice.
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Through the combination of base salary, and during 1996, 1997 and 1998, stock unit and SAR grants,
the Committee seeks to focus the efforts of officers toward improving, annually and over the longer-term,
the financial returns for its shareholders.

Compensation of II'illiamE. Davis, Chairman of the Board and Chief Executive 0JJl cer

Mr. Davis became Chief Executive Officer on May 1, 1993. In April 1996, Mr. Davis voluntarily
reduced his annual salary from a level of $490,000 to the current level of $450,500. The Committee has
been advised by its consultant that Mr. Davis'997 salary falls below the 25th percentile relative to the
chief executive officers of the Comparator Utilities. On December 13, 1995, the Board granted Mr. Davis
25,000 stock units and 142,500 SARs, with an exercise price of $ 10.75, under the SIP. As set forth above,
SIP stock unit grants were paid to Mr. Davis and the other named executive officers in April 1998. Mr.
Davis'IP stock unit and SAR grants were intended to provide competitive total compensation opportuni-
ties during the 1996 and 1997 period, depending on the Company's stock price, considering that his salary
would not be increased and that he would receive no annual incentive compensation payments and no
stock options during this two-year period.

As previously indicated, the Committee and the Board of Directors seek to provide a continuous
program of long-term stock incentives beyond 1997 when SIP stock unit grants became payable and SIP
SAR grants became exercisable. Accordingly, on September 25, 1996 the Board of Directors approved a
grant of 45,000 stock units and 90,000 SARs, with an exercise price of $8.00, for Mr. Davis for the
1996-1998 performance period. On January 29, 1997 the Board of Directors approved a grant of 35,000
stock units and 70,000 SARs, with an exercise price of $ 10.30, for the 1997-1999 performance period. Both
the 1996-1998 and 1997-1999 grants were made under the terms of the LTIP. The size of the 1996-1998 and
1997-1999 LTIP grants for Mr. Davis was determined so that the grant date present value of both grants, in
combination with his current salary and his SIP grants, would approximate the 50th percentile for
comparator utility chief executive officers during the 1995-1997 period. The competitiveness of the
compensation Mr. Davis actually realizes from the SIP and LTIP grants is dependent on the market value
of the Corporation's common stock at the end of 1997, 1998, and 1999.

As previously indicated, the Board of Directors approved a January 19, 1998 grant of LTIP stock units
and SARs for Mr. Davis for the period 1998-2000. The size of these grants was determined so that the sum
of his current salary plus the grant date present value of the 1998 stock unit and SAR grants would fall
approximately midway between the 25th and 50th percentiles of 1997 total compensation practice for
electric/gas utilities of comparable size.

The Committee is aware of the limitations that tax legislation has placed on the tax deductibility of
compensation in excess of $ 1 millionwhich is paid in any year to an executive officer. Currently none of the
executive officers has received compensation subject to such limitations. The Committee willcontinue to
monitor developments in this area and take appropriate actions to preserve the tax deductibility of
compensation paid to executive officers, should this become necessary.

Submitted by the Compensation and Succession Committee of the Board ofDirectors:

Stephen B. Schwartz, Chairperson
William F. Allyn
Edmund M. Davis
Anthony H. Gioia
Henry A. Panasci, Jr.
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Zrecutive Compensation

The table below s ets forth all compensation paid by the Company and its wholly-owned subsidiaries
for services rendered in all capacities during the fiscal years ended December 31, 1997, December 31, 1996
and December 31, 1995, to the Chairman of the Board and Chief Executive Officer and to each of the
other four most highly compensated executive officers of the Company for the fiscal year ended Decem-
ber 31, 1997.

SUMMARYCOMPENSATION TABLE
Fiscal Years 1997, 1996 and 1995

Name

W. E Davis

A. J. Budney, Jr.

B. R. Sylvia

J. W. Powers

D. D. Kerr

Position

Chairman of the
Board and Chief
Executive Officer

President and
Chief Operating
Ofniccr

Executive Vice
President

Senior Vice
President

Senior Vice
President

1997 450/01
1996 462,351
1995 473,542

1997 315,002
1996 315,002
1995 236,251

1997 295,001
1996 295,001
1995 295,001

1997 210,190
1996 211,002
1995 209@51

1997 210,001
1996 210,001
1995 191,085

0
0
0

0
0

50,000(B)

0
0
0

0
0
0

0
0
0

110
0
0

110

2,956
32,727

110
0
0

110
0
0

110

0
0

371,875
360,000
246,875

185,938

180,000

148,125

117,938

114,000
98,750

85,000

142,000

0

85.000
82,000
74,063

70,000
90,000

15M00

35.000
45,000
76,000

22/00
28/M
49,000

16,000
30,000
22,000

16,000

20400
31400

42/58
43365
35,729

16,436

24,975
48/41

11,153

10,174

24J(32

187,878

30/41
58,466

7,953
9,415
7@38

Annual Compensation Long-Term Compens'ation

Awards
Restricted Securities

Other Annual Stock Underlying All Other
Year Salary ($)(A) Bonus($ ) Compensation($ )(C) Awards ($)(D) Options/SARs(¹) Compensation(E)

(A) Includes all employee contributions to the Employees'avings Fund Plan.

(B) 1995 bonus for Mr. Budney represents a bonus for 1995 guaranteed at the time he was hired if
earnings per share thresholds were not met under the Officer Incentive Compensation Plan (an
annual incentive compensation plan adopted by the Board of Directors on December 13, 1990, and
suspended for 1996 and 1997 as a condition of participation in the SIP).

(C) 1996 and 1995 Other Annual Compensation for Mr. Budney represents amounts reimbursed for
payment of taxes associated with relocation expenses. 1997 Other Annual Compensation for
Messrs. Davis, Budney, Sylvia and Powers and Ms. Kerr represents amounts reimbursed for payment
of taxes associated with non-cash compensation.

(D) In 1995, 57,500 stock units were granted to the above named executive officers pursuant to the SIP
adopted by the Board of Directors on December 14, 1995. These stock units vested and became
payable on December 31, 1997. No dividend equivalents were credited on these stock units. The 1995
values listed in the table were calculated by multiplying the stock units granted by the closing market
price of the company's stock ($9.875) on the date of the grant (December 31, 1995).

In 1996, 109,750 stock units were granted to the above named executive officers pursuant to the LTIP
adopted by the Board of Directors on September 25, 1996. These grants were made for the three-year
period January 1, 1996, through December 31, 1998, and vest and become payable on December 31,
1998. The 1996 values listed in the table were calculated by multiplying the stock units granted by
$8.00, the price at the time these stock unit grants were determined. Dividend equivalents, ifany, will
be credited on these grants and willbe paid when the related stock units are paid. For Mr. Powers, the
value also includes the value of stock units granted in 1996 under the 1995 SIP.
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In 1997, 79,600 stock units were granted to the above named executive officers pursuant to the LTIP
adopted by the Board of Directors on September 25, 1996. These grants were made for the three-year
period January 1, 1997, through December 31, 1999, and vest and become payable on December 31,
1999. The 1997 values listed in the table were calculated by multiplying the stock units granted by
$ 10.625, the price at the time these stock unit grants were determined. Dividend equivalents, ifany,
will be credited on these grants and will be paid when the related stock units are paid.

As of the end of the 1997 fiscal year, based on a closing market price of $ 10.50, Mr. Davis held
105,000 stock units having a market value of $ 1,102,500; Mr. Budney held 55,000 stock units having a
market value of $577,500; Mr. Sylvia held 35,350 stock units having a market value of $371,175;
Mr. Powers held 25,750 stock units having a market value of $270,375; and Ms. Kerr held 25,750 stock
units having a market value of $270,375.

(E) All Other Compensation for 1997 includes: employer contributions to the Company's
Employees'avings

Fund Plan: Mr. Davis ($4,800), Mr. Sylvia ($4,800), Mr. Powers ($4,800), and Ms. Kerr
($4,800); taxable portion of life insurance premiums: Mr. Davis ($13,743), Mr. Budney ($2,436),
Mr. Sylvia ($3,537), Mr. Powers ($3,528), and Ms. Kerr ($1,653); employer contributions to the
Company's Excess Benefit Plan: Mr. Davis ($8,715), Mr. Sylvia ($ 1,837), Mr. Powers ($560), and
Ms. Kerr ($1,500); directors fees received from Opinac: Mr. Davis ($15,000), Mr. Budney ($14,000),
and Mr. Powers ($11,000); lump sum payment for accrued,, unused vacation upori retirement:
Mr. Powers ($62,490); severance allowance paid pursuant to Employment Agreement: Mr. Powers
($105,500); personal travel allowance: Mr. Sylvia ($979).

The following table discloses, for the Chairman of the Board and Chief Executive Officer,
Mr. William E. Davis and the other named executive officers, the number and terms of SARs granted
during the fiscal year ended December 31, 1997.

Option/SAR Grants in
Individual Grants

Last Fiscal Year

Name

W. E. Davis ....'.... ~ ~ ~

A. J. Budney, Jr........
B. R. Sylvia ...........
J. W. Powers
D. D. Kerr............

Number of
Securities

Underlying
Options/SARs

Granted
(¹)

70,000
35,000
22,200
16,000
16,000

% of Total
Options/SARs

Granted to
Employees
In Fiscal

Year

23.62%
11.81%
7.49%
5.40%
5.40%

Exercise or
Base Price ($/Sb)

10.30
10.30
10.30
10.30
10.30

Expiration
Date (A)

12/31/2006
12/31/2006
12/31/2006
12/31/2006
12/31/2006

Grant Date
Present Value ($)(B)

249,200
124,600
79,032
56,960
56,960

(A) SARs granted in 1997 under the LTIP become exercisable January 2, 2000. All SARs become
exercisable upon a change in control.

(B) The grant date present value ofSARs is calculated using the Black-Scholes Option Pricing Model with
the following assumptions: market price of the stock at the September 29, 1997 grant date ($10.30);
exercise price of rights that expire on December 31, 2006 ($10.30); stock volatility (0.2957); dividend
yield (2.86%); risk free rate (6.00%); exercise term (10 years); Black-Scholes ratio (0.3454); and
Black-Scholes value ($3.56) for rights that expire on December 31, 2006. Stock volatilityand dividend
yield assumptions are based on 36 months of results for the period ending December 31, 1997.

The following table summarizes exercises of options by the Chairman of the Board and Chief
Executive Officer, Mr. William E. Davis, and the other named executive officers, the number of unexer-

cised options held by them and the spread (the difference between the current market price of the stock
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and the exercise price of the option, to the extent that market price at the end of the year exceeds exercise
price) on those unexercised options for fiscal year ended December 31, 1997.

Name

W. E. Davis ..
A. J. Budney, Jr.
B. R. Sylvia ..
J. W. Powers ..
D. D. Kerr

Aggregated Option/SAR Exercises in Last Fiscal Year
and Fiscal Year-End Option/SAR Values

Number of
Securities Underl)1ng Value of Unexercised

Unexercised Options/SARs Options/SARs At
At Fiscal Year End (¹) Fiscal Year-End (S) (A)

Shares
Acquired on Value
Exercise (¹) Realized (S) Exercisable Unexercisable Exercisable Unexercisable

0 32,625 312,500 0 239,000
0 0 156,000 0 119,500
0 13,000 99,700 0 75,690
0 9,000 68,000 0 78,200
0 6,000 68,000 0 54,450

(A) Calculated based on the closing market price of the Corporation's common stock on December 31,
1997 ($10.50).

i

275.00

200.00

175.00
0

ISO.O00
125.00

NIAGARAMOHAWKPOWER CORPORATION
Comparison of Five-Year Cumulative Total Return(l)

vs. S&P 500, EEI and Peer Group of Eastern Region Utilities~ NMPC~ SSP SM IndM
- - +- - EEI Index

Peer Group

75.00

NMPc
55P 500 Index

EB Index
Peed nfOIp

1992

100.00
100.00
100.00

110A6
110AN
111.66
109.15

8326
11153
97.28
93.87

1995
60.67
153AS
12XSI
12e.16

63.07
188.68
123.13
122.02

1997

67.06
251.63
159.17
158.83

Assumes $ 100 invested on December 31, 1992 in Niagara Mohawk stock, S&P 500, EEI and Eastern
Region utilities. Alldividends assumed to be reinvested over the five-year period.

In prior years, the Company has compared its five-year total shareholder returns to'a peer group
comprised of the 23 eastern region utilities listed below. In future years, the Company intends to compare
its total shareholder returns to the Edison Electric Institute Combination Gas and Electric Investor-
Owned Utilities Index ("EEI Index"), which is a published industry index. In view of the nationwide
deregulation of the electric and gas utility industry, the Company believes that a national peer group, such
as the EEI Index, is more appropriate than the regional utility peer group used in prior years. Further-
more, the EEI Index is composed entirely of combination electric and gas utilities, like Niagara Mohawk.
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PEER GROUP OF EASTERN

Allegheny Energy Inc.
Atlantic Energy, Inc.
Baltimore Gas &, Electric

Company
Boston Edison Company
Central Hudson Gas & Electric

Corp.
Central Maine Power Co.
Consolidated Edison Co. of

New York, Inc.
DQE Inc.

REGION UTILITIES:

Dclmarva Power & Light Co.
Eastern Utilitics Associates
General Public Utilities Corp.
Kcyspan Energy Corp.
Long Island Lighting Co.
National Fuel Gas Company
New England Electric System
New York State Electric E; Gas

Corp.

Northeast Utilities
Orange &. Rockland Utilitics

Inc.
PECO Energy Company
PP&L Resources Inc.
Public Service Enterprise Group

Inc.
Rochester Gas & Electric Corp.
The United Illuminating

Company

(I) Total returns for each Eastern Region Utilitywere determined in accordance with the Securities and Exchange Commission's
regulations, i.e., weighted according to each issuer's stock market capitalization.

Retirement Bene+is

The following table illustrates the maximum aggregate pension benefit, with certain deductions for
Social Security, payable by the Company under both the Niagara Mohawk Pension Plan ("Basic Plan" ) and
the Company's Supplemental Executive Retirement Plan ("SERP") to an officer in specified average
salary and years-of-service classifications. Such benefit amounts have been calculated as though each
officer selected a straight life annuity and retired on December 31, 1997 at age 65. The amount of
compensation taken into account under a tax-qualified plan is subject to certain annual limits (adjusted for
increases in the cost of living, $ 150,000 in 1996 and $ 160,000 in 1997). This limitation may reduce benefits
payable to highly compensated individuals.

3.Year Average
Annual Salary

$ 150,000
225,000
300,000
375,000
450,000
525,000

Annual Retirement Allowance

10 Years 20 YearsService'ervice
$21,090 $81,948

23,555 126,948
23,869 171,948
23,869 216,948
23,869 261,948
23,869 306,948

30 Years
Service

$81,948
126,948
171,948
216,948
261,948
306,948

40 Years
'ervice

$81,948
126,948
171,948
216,948
261,948
306,948

Subject to five-year average annual salary.

The credited years of service under the Basic Plan and the SERF for the individuals listed in the
Summary Compensation Table are Mr. Davis, 8 years; Mr. Budney, 3 years; Mr. Sylvia, 7 years;
Mr. Powers, 34 years; Ms. Kerr, 24 years.

The Basic Plan, a noncontributory, tax-qualiTied defined benefit plan, provides all employees of the
Company with a minimum retirement benefit related to the highest consecutive five-year average compen-
sation. Compensation covered by the Basic Plan includes only the participant's base salary or pay, subject
to the maximum annual limitnoted above. Directors who are not employees are not eligible to participate.

The SERF is a nonqualified, noncontributory defined benefit plan providing additional benefits to
certain officers of the Company upon retirement after age 55 who have 20 or more years of employment.
The Committee may grant exceptions to these requirements. The SERP provides for payment monthly of
an amount equal to the greater of (i) 60% of monthly base salary averaged over the final 36 months of
employment, less benefits payable under the Basic Plan, retirement benefits accrued during previous
employment and one-half of the maximum Social Security benefit to which the participant may be entitled
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at the time of retirement, or (ii) benefits payable under the Basic Plan without regard to the annual benefit
limitations imposed by the Internal Revenue Code. Participants in the SERF may elect to receive their
benefit in a lump sum payment, provided certain established criteria are met.

Employee Agreemenrs

The Company entered into employment agreements with Messrs. Davis, Budney, Sylvia and Powers
and Ms. Kerr, effective as of December 20, 1996, which superseded their prior agreements with the
Company. The agreements have a three-year, term, and, unless either party gives 60 days prior notice to the
contrary, the agreements are extended at the end of each year for an additional year. In the event of a
change in control (as defined in the agreement), the agreement willremain in effect for a period of at least
36 months thereafter unless a notice not to extend the term of the agreement was given at least 18 months
prior to the change in control. The agreements provide that the executive will receive a base salary at the
executive's current annual salary or such greater amount determined by the Company and that the
executive will be able to participate in the Company's incentive compensation plans according to their
terms. In addition, the executive is entitled to business expense reimbursement, vacation, sick leave,
perquisites, fringe benefits, insurance coverage and other terms and conditions of the agreement as are
provided to employees of the Company with comparable rank and seniority. Under an amendment to the
agreements effective as of June 9, 1997, ifan executive has completed eight years of service and attained
age 55 at the time of the executive's termination of employment, the executive (and eligible dependents)
will be entitled to coverage for medical, prescription drug, dental and hospitalization benefits equal to
those provided by the Company on March 26, 1997 for the remainder of the executive's life with all
premiums therefor paid by the Company. Ifan executive has completed eight years of service but has not
attained age 55 upon terminating employment, such benefits will be provided when the executive attains
age 55.

The employment agreements also provide that the executive's benefits under the SERP will be based
on the executive's salary, annual incentive awards and SIP awards, as applicable. Further, ifthe executive's
employment is terminated by the Company without cause (whether prior to or after a change in control),
or by the executive for good reason after a change in control, or after completing eight years of service, the
agreements provide that the executive will be deemed fullyvested under such plan without reduction for
early commencement. Ifthe executive is under age 55 at the time of such termination, the executive willbe
entitled to a fully vested benefit under the SERF upon attaining age 55, without reduction for early
commencement.

The agreements restrict under certain circumstances prior to a change in control the executive's ability
to compete with the Company and to use confidential information concerning the Company. In the event
of a dispute over an executive's rights under the executive's agreement following a change in control of the
Company, the Company willpay the executive's reasonable legal fees with respect to the dispute unless the
executive's claims are found to be frivolous.

If the executive's employment is terminated by the Company without cause prior to a change in
control (as defined in the agreement), the executive will be entitled to a lump sum severan'ce benefit in an
amount equal to two times the executive's base salary plus an amount equal to two times the greater of the
executive's (i) most recent annual incentive award or (ii) average annual incentive award paid over the
previous three years (a portion of the value of the SIP awards to the executive willbe treated as incentive
awards for 1996 and 1997 for this purpose). In addition, the executive willreceive a pro rata portion of the
incentive award which would have been payable to the executive for the fiscal year in which termination of
employment occurs, provided that the executive has been employed for 180 days in such fiscal year. In the
event of such termination of employment, the executive will also be entitled to continued participation in
the Company's employee benefit plans for two years, coverage for the balance of the executive's life under
a life insurance policy providing a death benefit equal to 2.5 times the executive's base salary at
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termination and payment by the Company of fees and expenses or any executive recruiting or placement
firm in seeking new employment.

If, following a change in control, the executive's employment is terminated by the Company without
cause or by the executive for good reason (aq defined in the agreement), the executive will be entitled to a

lump sum severance benefit equal to four times the executive's base salary. The executive will also be
entitled to the additional benefits referred to in the last sentence of the preceding paragraph, except

that'mployeebenefit plan coverage for medical, prescription drug, dental and hospitalization benefits will
continue for the remainder of the executive's life with all premiums therefor paid by the Company and
coverage under other employee benefit plans willcontinue for four years. In the event that the payments to
the executive upon termination of employment following a change in control would subject the executive
to the excise tax on excess parachute payments under the Internal Revenue Code, the Company will
reimburse the executive for such excise tax (and the income tax and excise tax on such reimbursement).

In November 1994, the Company entered into a supplemental agreement with Mr. Powers in
exchange for his foregoing retirement under the Company's. Voluntary Employee Reduction Program and
continuing employment with the Company until December 31, 1996. This agreement was modified by an
agreement between Mr. Powers and the Company entered into in October 1996 in exchange for his
foregoing retirement on December 31, 1996, and continuing employment with the Company for up to
twelve additional months. Mr. Powers retired from the Company effective December 31, 1997. Under the
agreements, Mr. Powers became entitled to a lump sum payment following the successful closing of the
sale of HYDRA-CO Enterprises, Inc., and to a severance allowance equal to one-half of his annual salary
in effect on December 31, 1996, which was paid to him in January 1997. The agreements also provide that
Mr. Powers would be entitled to (i) a SIP award of 7,500 stock units and 9,500 SARs, which would be fully
vested (assuming retirement during 1997) and payable (in the case of stock units) or exercisable (in the
case of SARs) on December 31, 1997, (ii) long-term incentive grants equivalent to those provided to other
senior vice presidents for the 1996-1998 and 1997-1999 cycles (prorated for his period of service during
those cycles), (iii) a lump sum payment for unused vacation for 1995, 1996 and 1997 upon retirement and

(iv) "grandfathered" retiree medical coverages in effect on December 31, 1996. Under the agreements
Mr. Powers also is entitled to a benefit under the Company's SERF no less than his benefit calculated as of
November 1994, and to have the fees he received as a member of the board of directors of Opinac (or
would have received in the event that such fees are eliminated) taken into account in calculating his benefit
under this plan period. In January 1997, the Committee agreed that if'Mr. Powers elected to receive a

lump sum payment of his benefit under the SERF (which he did), it would be based on a discount rate no
higher than the applicable discount rate in effect under the plan on December 31, 1996.

Compensation ofDirectors

Directors who are not employees of the Company receive an annual retainer of $20,000 and $ 1,000

per Board meeting attended. Directors who are not employees and who chair any of the standing Board
Committees receive an additional annual fee of $3,000 and those who serve on any of the standing Board
Committees, including the chair, receive $850 per Committee meeting attended. The Company also

reimburses its directors for travel, lodging and related expenses they incur in attending Board and
Committee meetings.

The Board of Directors terminated the Outside Director Retirement Plan effective December 31,

1995. The plan paid annual retirement benefits equal to the annual retainer in effect at the time of
retirement to outside directors who retired on or after age 65 with 10 years of service. Directors under age

60 had the present value of their accrued benefits as of December 31, 1995 converted into deferred stock
units ("DSUs") of equivalent value which become payable upon the director's termination from the Board.
Directors age 60 or older were given an election to (1) continue to receive grandfathered retirement
benefits based on the annual retainer in 1995, (2) convert the present value of their accrued benefits into
DSUs, or (3) receive half the grandfathered retirement benefit and convert half the present value of their
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accrued benefit into DSUs. Four directors elected to continue to receive the grandfathered Retirement
Plan benefits.

DSUs, administered in accordance with the terms of the Outside Director Deferred Stock Unit Plan
adopted by the Board of Directors on December 2, 1996, are paid when a person ceases to be an outside
director, either in a lump sum or in five equal annual installments. The first DSU installment payment
'would be made shortly after the director's service ends and the other installments would be paid on the
first through fourth anniversaries of such date, based on the prevailing stock price at that time.

I

DSUs are credited with respect to any dividends paid during the term of their deferral. Such dividend
credits are reinvested into DSUs of equivalent current value based on the prevailing price of the
Company's Common Stock at that time.

Commencing in'1996, and annually thereafter, each outside director is credited with DSUs equal in
value to 50% of the prevailing year's annual retainer (60% for Committee Chairs). Accordingly, all outside
directors were credited with 1,168 DSUs (1,402 for Committee Chairs) based on a closing stock price of
$8.5625 on May 7, 1997. The beneficial stock ownership table on pages 14-15, shows the DSUs which have
been credited to each of the outside directors under this plan as of April 7, 1998.

The Company provides certain health and life insurance benefits to directors who are not employees
of the Company. Each outside director covered under the Company's health care plans contributes
approximately 20 percent of the monthly costs associated with these plans. During 1997, the following
directors received the indicated benefits under the foregoing arrangements: Mr. Burkhardt ($3,689),
Mr. Costle ($3,178), Mr. Edmund Davis ($6,602), Mr. Donlon ($204), Mr. Gioia ($4,077), Dr. Hill
($3,306), Mr. Panasci ($212), Dr. Peterson ($2,361), Mr. Riefler ($4,856) and Mr. Schwartz ($384).
Mr. Burkhardt received a consulting fee of $ 18,000 during 1997.





PROPOSAL NO. 2: APPROVAL OF ISSUANCE OF UP TO 43 MILLIONSHARES OF COMMON
STOCK TO CERTAIN INDEPENDENT POWER PRODUCERS

BACKGROUND INFORMATION

In 1997, the Company entered into two related agreements that it believes will significantly improve
its financial condition. Pursuant to the MRA dated July 9, 1997, as amended, among the Company and 14
IPPs, the Company has agreed to terminate, restate or amend 27 PPAs entered into with those IPPs (the
"IPP Parties" ) in exchange for cash and shares of Company Common Stock. Pursuant to the Company's
PowerChoice Agreement, entered into with the PSC, which regulates utilities in the State of New York, the
PSC has approved the prudence of the MRAand the Company has agreed to a five year rate plan and has
agreed to divest its fossil and hydro generating assets (the "Genco Divestiture"). The PSC entered a
written order approving the PowerChoice Agreement on March 20, 1998 and the descriptions of the
PowerChoice Agreement contained herein include any modifications to the PowerChoice Agreement
effected by that order.

The Company entered into the PPAs that are subject to the MRA because it was required to do so
under the Public Utility Regulatory Policies Act of 1978 ("PURPA"), which was intended to provide
incentives for businesses to create alternative energy sources. Under PURPA, the Company was required
to purchase electricity generated by qualifying facilities of IPPs at prices that were not expected to exceed
the cost that otherwise would have been incurred by the Company in generating its own electricity, or in
purchasing it from other sources (known as "avoided costs"). While PURPA was a federal initiative, each
state retained certain delegated authority over how PURPA would be implemented within its borders. In
its implementation of PURPA, the State of New York passed the "Six-Cent Law," establishing 6e per
Kilowatt hour ("Kwh")as the floor on avoided costs for projects less than 80 megawatts ("MW")in size.
The Six-Cent Law remained in place until it was amended in 1992 to deny the benefit of the statute to any
future PPAs. The avoided cost determinations under PURPA were periodically increased by the PSC
during this period. PURPA and the Six-Cent Law, in combination with other factors, attracted large
numbers of IPPs to New York State, and, in particular, to the Company's service territory, due to the area's
existing energy infrastructure and to the availability of cogeneration hosts. The pricing terms of substan-
tially all of the PPAs that the Company entered into in compliance with PURPA and the Six-'Cent Law or
other New York law were based, at the option of the IPP, either on administratively determined avoided
costs or minimum prices, both ofwhich have consistently been materially higher than the wholesale market
prices for electricity.

Since PURPA and the Six-Cent Law were passed, the Company has been required to purchase
electricity from IPPs in quantities in excess of its own demand and at prices in excess of that available to
the Company by internal generation or from purchase in the wholesale market. In fact, by 1991 the
Company was facing a potential obligation to purchase power from IPPs substantially in excess of its peak
demand of 6,093 MW. As a result, the Company's competitive position and financial performance have
deteriorated and the price of electricity paid per Kwh by its customers has risen significantly above the
national average. Accordingly, in 1991 the Company initiated a parallel strategy of negotiating individual
PPA buyouts, cancellations and renegotiations, and of pursuing regulatory and legislative support and
litigation to mitigate the Company's obligations under the PPAs. By mid-1996, this strategy had resulted in
reducing the Company's obligations to purchase power under its PPA portfolio to approximately 2,700
MW. Notwithstanding this reduction in capacity, over the same time period the payments made to the IPPs
in respect of their PPAs rose from approximately $200 million in 1990 to approximately $ 1.1 billion in 1997
as independent power facilities from which the Company was obligated to purchase electricity commenced
operations. The Company estimates that absent the MRA, payments made to the IPPs pursuant to PPAs
would continue to escalate by approximately $50 million per year until 2002.
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Recognizing the competitive trends in the electric utility industry and the impracticability of remedy-
ing the situation through a series of customer rate increases, in mid-1996 the Company began comprehen-
sive negotiations to terminate, amend or restate a substantial portion of above-market'PPAs in an effort to
mitigate the escalating cost of these PPAs as well as to prepare the Company for a more competitive
environment. These negotiations led to the MRA and the PowerChoice Agreement.

The MRA

On March 10, 1997, the Company announced an agreement in principle between the Company and 19
IPPs representing 44 PPAs. Prior to the execution of the MRA, the Company withdrew its offer with
respect to a subgroup of three developers representing 15 hydro contracts. Because the agreement in
principle called for the subgroup'to be compensated solely through restructured contracts, their departure
did not change the amount of cash and stock payable by the Company in the agreement in principle nor
did it have a material impact upon the cost reductions associated with such agreement.

On July 9, 1997, the agreement in principle was formalized as the MRA, which was signed with 16
IPPs who sell electricity to the Company under 29 PPAs. The MRAoriginally provided for the termination,
restatement or amendment of those 29 PPAs in exchange for approximately $3,605 million in cash, 46
million shares of Niagara Mohawk Common Stock and a series of fixed price swap contracts. The MRA
specifically contemplated that two IPPs, Oxbow Power of North Tonawanda, New York, Inc. ("Oxbow")
and NorCon Power Partners, LP. ("NorCon") would enter into further negotiations concerning their
treatment under the MRA. Following such negotiations, Oxbow withdrew from the MRA, but, based on
the value of its allocation under the MRA and the terms of its existing PPA, Oxbow's withdrawal did not
have a material impact upon the cost reductions associated with the MRA. The Company and NorCon
agreed to replace NorCon's initial allocation under the MRAwith an all cash allocation which had, in the
Company's estimation, a value approximately $60 million higher than NorCon's initial allocation. NorCon
subsequently withdrew from the MRA, resulting in a reduction in the cash payable of $ 158 million—the
Company is assessing its possible actions with respect to NorCon's PPA. A third IPP Party has agreed to
take cash in exchange for the shares of Common Stock allocated to it in the MRA. In addition, the MRA
was amended to reduce the cash payable by approximately $ 157 million in exchange for increased
payments under the restated PPAs, and the Company has determined to eliminate the fixed price swap
contracts in exchange for $297 million in cash. Finally, the MRA was amended to permit one project,
Selkirk Cogen Partners, LP. to delay closing with respect to itself if its necessary bondholder approval is

not received by the closing and to terminate with respect to itself if such approval is not received by
August 31, 1998. The Company does not believe the failure of this project to close would have a material
adverse effect. It is possible that the terms of the MRA, particularly the mix of consideration, will be
further renegotiated prior to the closing under the MRA, and the Company intends to attempt to
renegotiate the MRA to reduce the number of shares of Common Stock that would be issued and increase
the cash payable (or alternatively to purchase Common Stock to use for the MRA) if Proposal 2 is

approved but Proposal 3 is not. The closing of the MRA is presently scheduled for June 30, 1998.

The MRA now covers 14 IPPs who sell electricity to the Company under 27 PPAs, representing
approximately three quarters of the Company's estimated above-market purchased power obligations,
whose PPAs will be terminated, restated or amended in exchange for approximately $3,631 million of cash
and 42.9 million shares of Niagara Mohawk Common Stock. The Common Stock to be received by the
IPPs will represent approximately 23% of the outstanding shares of the Company's Common Stock
following such issuance. Under the rules of the New York Stock Exchange, the Company must receive its
shareholders'pproval to issue this large a percentage of its shares. Under the MRA, the Company is

required to maintain a shelf registration statement under which the IPP Parties can sell such shares for a

period of two years following the consummation of the MRA. It is possible that the terms of the MRAwill
be renegotiated so that the Company willsell some portion of the 42.9 million shares directly to the public
and deliver the proceeds to the IPP Parties. Depending on the number of shares so sold, this could
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eliminate the need under the New York Stock Exchange rules for shareholder approval of the issuance of
shares to the IPP Parties. The cash payment to the IPPs will be derived from $3,272 million of cash
proceeds from a public offering of senior unsecured debt securities, consisting of $2,950 million of Senior
Notes and $322 million of Senior Discount Notes (collectively, the "MRAFinancing" ) and cash on hand.

Under the MRA, 18 PPAs representing approximately 1,100 MW of electric generating capacity will
be terminated completely and 8 PPAs representing approximately 541 MW of capacity willbe restated on
economic terms and conditions that the Company believes are more favorable to it than the existing PPAs.
The restated contracts willhave shorter terms (10 years) than the existing contracts and willbe structured
as financial swap contracts where the Company receives or makes payments to the IPP Parties based upon
the differential between the contract price and a market reference price for electricity. The contract prices
are fixed for the first two years changing to an indexed pricing formula thereafter. Contract quantities are
fixed for the full 10 year term of the contracts. The indexed pricing structure ensures that the price paid for
energy and capacity will fluctuate relative to the underlying market cost of gas and general indices of
inflation. Specifically, the restated contracts are financial swap contracts which provide for cash settlement
based on fixed contract quantities for the full 10-year term of the contracts and fixed prices for the first two
years. Thereafter the prices change to a formula based on indices of fuel cost and inflation. Until such time
as a competitive energy market structure becomes operational in the State of New York, the restated
contracts provide the IPP Parties with a put option for the physical delivery of energy. Additionally, one
PPA representing 42 MW of capacity will be amended to reflect a shortened term (17 years) and a lower
stream of fixed unit prices. The Company's expected future commitment under the restated and amended
contracts ranges from approximately $210 million in the first year to $290 million in the tenth year.

'gainstthe Company's forecast of market energy prices, the amended and restated PPAs represent an
expected above-market payment obligation. The Company believes, however, that this portfolio of PPAs
could provide it and its customers with a hedge ifmarket prices rose substantially. The portfolio of restated
and amended PPAs contain terms that are believed to be more responsive than the existing PPAs to
competitive market price changes.

Pursuant to the MRA, any IPP Party that receives 2% or more of the outstanding Common Stock and
any designee of IPP Parties that receives more than 4.9% of the outstanding Common Stock upon the
consummation of the MRA will, together with certain but not all affiliates (collectively, "2% Sharehold-
ers"), enter into certain shareholder agreements (the "Shareholder Agreements" ). Pursuant to each
Shareholder Agreement, the 2% Shareholders each agrees that for five years from the date of consumma-
tion of the MRA it will not acquire more than an additional 5% of the outstanding Common Stock
(resulting in ownership in all cases of no more than 9.9%) or take any actions to attempt to acquire control
of the Company, other than certain permitted actions in response to unsolicited actions by third parties.
The 2% Shareholders will generally vote their shares on a "pass through" basis, that is in the same
proportion as all shares held by other shareholders are voted, except that they may vote in their discretion
for extraordinary transactions and, when there is a pending proposal to acquire the Company, for
directors. Messrs, Alfiero and Johnson were selected as nominees for the Board pursuant to a procedure
set forth in the MRA, where the Company and the IPP Parties agreed to a list of ten candidates from
which the Company selected two nominees. As of the closing under the MRA, certain litigation between
the Company and the IPP Parties regarding the existing PPAs will be terminated.

Under the terms of the MRA, each IPP Party willhave the right, but not the obligation, to maintain
qualifying facility("QF") status under state or federal law. The Company's obligations under the PPAs that
will be entered into in conjunction with consummation of the MRA will not be contingent upon the QF
status of the counterparty to the contract. In addition, the Company has agreed that following consumma-
tion it willnot engage in monitoring the QF status of any IPP Party. The IPP Parties willat consummation
waive any right under state law to demand a 6p per Kwh minimum power purchase rate from the Company
and any right under state or federal law to require the Company to enter into a power purchase contract or





otherwise take the output of an IPP Party's project. In addition, the IPP Parties are required to take no
action to subvert the Company's entitlement to recovery of the CTC from any third party.

The closing of the MRA is subject to approval of Proposal 2, as well as the closing of the financing
necessary for the MRA. See "Conditions to the Consummation of the MRA."

Board Recommendation

Under the terms of the MRA, the Company's signiiflicant long term and escalating IPP payment
obligations will be restructured into a more manageable debt obligation and a portfolio of restated and
amended PPAs with price and duration terms that the Company believes are more favorable than the
existing PPAs. The Company expects that the MRA will result in a signiiflicant improvement in cash flow
resulting from the reduction in the payment obligation (both in nominal dollars and PPA duration) under
the existing PPAs. The savings in annual energy payments willyield significant free cash flow that can be
dedicated to the repayment of debt. Because of the amortization of the MRA Regulatory Asset described
in the "Pro Forma Condensed Financial Statements", however, earnings willbe substantially depressed for
at least five years. Nonetheless, the Board believes that the MRA, coupled with the PowerChoice
Agreement, which provides a rate plan that will allow the Company to meet its financial obligations and
provide for the recovery of its stranded costs through the CI'C, exit fees and back-up rates, provides the
Company with financial stability and creates an improved platform from which to build shareholder value.
See "The PowerChoice Agreement".

Accordingly, the Board of Directors has unanimously approved the MRA and recommends that
shareholders approve the issuance of shares of Common Stock to the IPP Parties. Absent the MRA, the
Board believes the Company's financial condition will continue to deteriorate, potentially requiring the
Company ultimately to seek protection from creditors under Chapter 11 of the United States Bankruptcy
Code ("Bankruptcy" ), unless some other alternative could be found. In addition, the Board believes the
MRA provides greater potential for growth in shareholder value than the other alternatives available to
the Company.

In reaching this determination, the Board considered the advice of the Company's financial advisor,
Donaldson, Lufkin &Jenrette ("DLJ").DLJ was retained by the Company to act as its financial advisor in
connection with the transactions contemplated by the MRA, and to render its opinion with respect to the
relative value from a financial point of view for holders of the Common Stock of (a) the Company
consummating the MRATransactions and (b) the Company not consummating the MRATransactions, in
each case making the PowerChoice Assumption. For the purposes of DLJ's opinion, the "MRATransac-
tions" are defined as the termination, restatement or amendment of 27 PPAs between the Company and
the 14 IPP Parties in exchange for cash and Common Stock, and the financing of a portion of such cash
payments through the issuance of debt securities in a public offering; and the "PowerChoice Assumption"
is defined as an assumption, for comparative purposes only, that the Company willbe subject to the five-
year rate and tariff structure and the requirement to divest certain generating assets contained in the
PowerChoice Agreement whether or not the Company consummates the MRA Transactions. DLJ was
retained based on its experience, expertise in the electric utilityindustry, reputation and prior relationship
with the Company.

DLJ has delivered its written opinion, dated May 14, 1998, to the Company's Board of Directors to
the effect that, based upon and subject to the various considerations and assumptions set forth in such
opinion, as of May 14, 1998, the consummation by the Company of the MRATransactions would provide a

higher relative value from a financial point ofview for the holders of Common Stock than the failure of the
Company to consummate the MRATransactions, in each case making the PowerChoice Assumption. The
summary of the DLJ opinion set forth in this Prospectus/Proxy Statement is qualified in its entirety by
reference to the full text of such opinion, which is set forth in Exhibit D to this Prospectus/Proxy
Statement. Shareholders are urged to read such opinion carefully in its entirety in connection with this
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Prospectus/Proxy Statement for assumptions made and matters considered in connection with, and limits
of, the review by DLJ.

The DLJ opinion addresses solely the relative value from a financial point of view for holders of
Common Stock of the Company consummating or not consummating the MRATransactions, in each case
making the PowerChoice Assumption. The DLJ opinion does not address the Company's underlying
business decision to terminate, restate or amend its PPAs pursuant to the MRA or the business judgment
of the Board in entering into the MRA (or the PowerChoice Agreement), and was not a recommendation
to the Board, and is not a recommendation to the Company's shareholders, as to whether to approve or
vote for Proposal No. 2. The DLJ opinion also does not address the amount, form or structure of
compensation to be paid to the IPP Parties as part of the MRATransactions. Although DLJ evaluated the
relative value from a financial point of view of the Company consummating or not consummating the
MRA Transactions for holders of Common Stock, the MRA was the result of arms length negotiations
among the Company and the IPP Parties thereto. Except as set forth above with respect to the
PowerChoice Assumption, the Company did not provide specific instructions to, or place any limitations
upon, DLJ with respect to the procedures to be followed or factors to be considered by DLJ in performing
its analyses or rendering the DLJ opinion. DLJ has not been requested by the Company, and does not
intend, to update such opinion based on information following the date it was rendered.

In arriving at the DLJ opinion, DLJ reviewed, among other things: (i) the financial terms and
conditions of the PPAs to be terminated, restated or amended by the MRA, and of the MRA, the
PowerChoice Agreement and the proposed financing of the MRA Transactions; (ii) Annual Reports to
Stockholders and Annual Reports on Form 10-K of the Company for the five fiscal years ended
December 31, 1997; (iii) certain internal financial analyses and projections, including the Company's
estimates of future market prices for electricity, analyses and projections of revenues and certain operating
costs and financial savings expected to be achieved as a result of the consummation of the MRA, estimates
of the amount of proceeds to be received from the sale of certain generating assets and the use of such
proceeds as a result of the PowerChoice Agreement, provided to DLJ by the Company; and (iv) publicly
available financial data and stock market performance data of companies which DLJ deemed comparable
in relevant respects to the Company. DLJ also held discussions with (a) members of the senior manage-
ment of the Company regarding the current and historical business operations, financial condition and
prospects of the Company and their analyses of financial and strategic benefits of the MRA and the
PowerChoice Agreement, including, without limitation, the amount and timing of realization of the savings
and sales proceeds'referred to above; (b) the Company's independent auditors concerning accounting and
financial aspects of the MRA Transactions, the PowerChoice Agreement and the PPAs; and (c) the
Company's legal counsel concerning legal, structural, regulatory and tax aspects of the MRATransactions,
the PowerChoice Agreement and the PPAs. In addition, DLJ performed such other financial studies,
analyses and investigations, and took into account such other matters, as DLJ considered appropriate for
purposes of rendering the DLJ opinion.

- In connection with its review, DLJ did not independently verify any of the foregoing information or
any underlying assumptions, including the Company's estimates of future market prices for electricity, cost
savings expected to be achieved from the consummation of the MRATransactions, and the amount, timing
and application of the proceeds from the divestiture of certain of the Company's generating assets
pursuant to the PowerChoice Agreement, and relied on the accuracy and completeness of all financial and
other information that was available to DLJ from public sources, that was provided to DLJ by the
Company or its representatives, or that was otherwise reviewed by DLJ, including the possible outcomes
provided by the Company of legal, regulatory and other contingencies. With respect to the financial
projections supplied to DLJ by the management of the Company, DLJ assumed that they had been
reasonably prepared on the basis reflecting the best currently available estimates and judgment of the
management of the Company as to the future financial performance of the Company and as to the possible
outcomes of legal, regulatory and other contingencies. DLJ did not and does not assume any responsibility
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for the information or projections provided to it, and DLJ has further relied upon the assurances of the
management of the Company that they are unaware of any facts that would make the information or
projections provided to DLJ incomplete or misleading. In addition, DLJ did not make any independent
evaluation and appraisal of the assets and liabilities of the Company and DLJ has not been furnished with
any such evaluation or appraisal. In arriving at its opinion, DLJ assumed, with the Company's consent, that
the consummation of the MRAwould result in a regulatory asset to be amortized generally over ten years,
under generally accepted accounting principles. In addition, DLJ assumed that the Company will have
recognized and deducted for income tax purposes an amount representing the total compensation paid
pursuant to the MRA. itis deduction willresult in the creation of a net operating loss which the Company
willutilize over a short time period. The DLJ opinion is necessarily based on economic, financial, market
and other conditions, and the information made available to it, as of its date thereof.

In rendering the DLJ opinion, DLJ performed a variety of financial analyses, which are summarized
below, to determine the relative value from a financial point of view for holders of Common Stock of
(a) the Company consummating the MRATransactions (the "MRAScenario" ) and (b) the Company not
consummating the MRATransactions (the "Status-Quo Scenario" ), in each case making the PowerChoice
Assumption. DLJ evaluated the relative value of these scenarios for the common shareholders of the
Company based on two valuation methodologies: (i) comparable public company analysis; and
(ii) discounted cash flow analysis ("DCF"). In addition, DLJ performed a cost structure and cash flow
analysis to measure the impact of the MRA Transactions on the Company's liquidity.

Comparable Public Company Analysis. In order to establish financial benchmarks for its analyses,
DLJ compiled certain publicly available historical financial information for both the Company and the
following publicly traded companies in the electric and gas utility industry: AGL Resources Inc., Boston
Edison Company, DTE Energy Company, DQE Inc., Entergy Corp., Illinova Corp., MCN Corp., National
Fuel Gas Company, New York State Electric & Gas Company, Nicor Inc.', Peco Energy Company, People'
Energy Corp., Texas Utilities Company, UGI Corp. and Washington Gas Light Company (collectively, the
"Public Comparables"). The Public Comparables were chosen because, in DLJ's judgment, they represent
publicly traded companies with operations that for purposes of analysis may be considered similar to those
of the Company.

DLJ examined, among other things, the following trading multiples for each of the Public Com-
parables and the Company: (i) Enterprise Value/LTM revenues; (ii) Enterprise Value/LTM EBITDA;
(iii) Enterprise Value/LTM EBIT; (iv) Equity Value/CY 1998 net income; (v) Equity Value/CY 1999 net
income, and (vi) Equity Value/book value. These terms are defined as follows: "Enterprise Value" is
market capitalization plus the principal amount of debt and liquidation value of preferred stock less cash
and cash equivalents; "LTM"is the latest twelve month period for which financial statements were publicly
available; "EBITDA"is earnings before interest, income taxes, depreciation and amortization; "EBIT" is
earnings before interest and income taxes; "Equity Value" is the market capitalization; CY 1998 and 1999
net income is average estimated 1998 and 1999 net income, respectively, as reported in First Call, which is
a readily available compilation of estimates by research analysts; and "Book Value" is the book value at the
end of the most recent reporting period.
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The following table sets forth the trading multiples for the Public Comparables:
Public Comparables

Aag.(1) Low Higd

Enterprise Value/
LTM Revenues ..
LTM EBITDA
LTM EBIT..

Equity Value/
CY 1998 Net Income .

CY 1999 Net Income .
Book Value .....

~ ~ ~ ~ \ ~ ~ ~ ~

2.0x 1.1x 3.2x
7.5 5.2 12.3

11.3 9.3 21.8

14.8x 11.1x 19.0x
13.8 10.9 16.2

1.8 0.9 2.6

(1) Average excludes high and low.

Although DLJ considered each of the foregoing multiples, DLJ used the Enterprise Value/LTM
EBITDA multiple for purposes of its valuation analyses of the Company because, in DLJ's judgment,
EBITDAis the best indicator of the enterprise's internal cash fiow and ability to delever, which willbe a
significant determinant of future equity value. In DLJ's opinion, traditional methods of utility company
equity valuation, including those based on earnings multiples and dividend discount analyses, are not as
well-suited for the valuation of the Company. Net income was not considered as useful an indicator of
value because of the significant leverage incurred by the Company to fund its cash obligations under the
MRA and the non-cash charges from amortization of the regulatory asset created in connection with the
MRAwhich willinitiallydepress the Company's earnings. Dividend payout was not considered as useful an
indicator of value because the Company willbe restricted by its cash flows and the terms of its senior bank
facility and public debt from paying dividends. As a result, DLJ believes that net income or dividend
payout based valuation methodologies would underestimate the fair value of the common equity of the
Company.

In applying the foregoing to the Company, DLJ determined that the Company was unlikely to be
valued at full industry multiples under either the MRA Scenario or the Status-Quo Scenario. Under the
MRA Scenario, the Company would likely be valued at a discount to the Public Comparables because of
(i) the Company's high leverage (64.9% debt/total capitalization) relative to the utility industry (47.8%
debt/total capitalization) and (ii) depressed reported net income as a result of the amortization of the
regulatory asset created in connection with the MRA. For these reasons, under the MRA Scenario, the
comparable company analysis assumes an average Enterprise Value/EBITDA multiple of 7.0x, represent-
ing a slight discount (7%) to the Public Comparables'verage of 7', and a range of Enterprise Value/
EBITDAmultiples of6' 7.5x, representing a 13%%uo—0% discount to the Public Comparables'verage of
7.5x.

In the Status-Quo Scenario, in DLJ's judgment, it is appropriate to apply a significantly larger
discount to the Public Comparables because of (i) the magnitude of the Company's IPP payment problem
and the resulting erosion of the Company's financial health; (ii) the financial uncertainty regarding the
Company's ability to continue to service its long-term obligations, including its above-market PPAs,
without commensurate recovery of such costs from customers; and (iii) the likely inability of the Company
to access the bank or public capital markets to meet working capital needs and/or to refinance long-term
debt as necessary as a result of the Company's deteriorating financial performance. For these reasons,
under the Status-Quo Scenario, the comparable company analysis assumes an average Enterprise Value/
EBITDAmultiple of 5.0x, representing a 33% discount to the Public Comparables'verage of 7.5x and a
range of Enterprise Value/EBITDA multiples of 4.5x—5.5x, representing a 40%%uo—27% discount to

the'ublicComparables'verage of 7.5x.
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Based on the analyses and assumptions described above, DLJ concluded that the value from a
financial point of view for holders of Common Stock based on Enterprise Value/LTM EBITDAmultiples
was higher under the MRA Scenario than under the Status-Quo Scenario.

DCFAnalysis. DLJ performed a DCF analysis of the Company based on management's projections of
future cash flows under both the MRAScenario and the Status-Quo Scenario. In DLJ's judgment, certain
assumptions under this analysis would differ significantly under the MRA Scenario as compared to the
Status-Quo Scenario.

Under the MRA Scenario, the Company's weighted average cost of capital is estimated to be 8.0%.
This is based on three factors: (a) an assumption that the Company's targeted long-term capital structure is
50% debt and 50% equity, which reflects the average capital structure of the utilityindustry; (b) a weighted
average cost of debt for the Company based on borrowing rates available to companies with the ratings
conditionally assigned to the Company; and (c) a weighted average cost of equity for the Company based
on the Public Comparables. Additionally, DLJ applied a terminal Enterprise Value/EBITDA multiple of
7.0x to the Company's EBITDA in 2008, which reflects a slight (7%) discount to the Enterprise Value/
EBITDAmultiple of the Public Comparables, reflecting the assumed stabilized operating prospects of the
Company in'the future. In addition, DLJ's valuation under the MRA Scenario reflects the assumed cash
flow benefits from the significant net operating loss ("NOL")which is created in recognition of the expense
incurred to consummate the MRA.

Under the Status-Quo Scenario, the Company's weighted average cost of capital has been adjusted
upward to 13.5% to reflect the continuing erosion of the Company's financial situation as a result of (i) the
above-market escalating payment obligation imposed by the PPAs; and (ii) uncertainty in the capital
markets associated with the Company's likely inability to service its PPAs and other fixed obligations
during the forecast period. Additionally, DLJ applied a terminal Enterprise Value/EBITDA multiple
averaging 5.0x to the Company's EBITDA in 2008 to reflect a 33% discount to the Enterprise Value/
EBITDAmultiple of the Public Comparables based on the declining operating prospects of the Company
under the Status-Quo Scenario. Finally, there is no tax NOL in the Status-Quo Scenario.

Based on the analyses and assumptions described above, the value from a financial point of view for
holders of Common Stock based on a DCF analysis was higher under the MRA Scenario than under the
Status-Quo Scenario.

Cost Structure and Cash Floiv Analysis. The Company negotiated the MRA to address the serious
liquidity problem posed by its above-market PPAs. Under the MRA Scenario, the Company's cost of
electricity purchased from the IPPs will decline significantly, resulting in substantial savings to the
enterprise on a cash flow basis, which willbe more than sufficient to offset the additional interest expense
and principal repayments associated with the indebtedness incurred to finance the MRA. Based on the
assumptions and information available to it, DLJ calculated the total cash savings (in nominal terms) to the
Company under the MRA Scenario compared to the Status-Quo Scenario for the periods 1998-2003,
1998-2008 and 1998-2013 to be $654 million, $2.0 billion and $3.3 billion, respectively, assuming consum-
mation of the MRATransactions on July 1, 1998. Based on the resulting higher EBITDAof the Company,
DLJ concluded that the value from a financial point ofview for holders of Common Stock is higher under
the MRA Scenario than under the Status-Quo'Scenario.

DLJ has indicated to the Company that it believes that its analysis must be considered as a whole and
that selecting portions of the factors considered and analyses performed, without considering all factors
and analyses, could create an incomplete view of the processes underlying DLJ's analyses and the DLJ
opinion. The preparation of an opinion such as the DLJ opinion is a complex process and is not necessarily
susceptible to partial analysis or summary description. In its analyses, except as described in the immedi-
ately preceding paragraphs, DLJ did not attribute any particular weight to any factor considered by it;
rather, DLJ made its determination from a financial point ofview based on qualitative judgments as to the
significance and relevance of the financial and comparative analyses and factors described above, taken as
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a whole. No company used in the above analyses is identical to the Company. Accordingly, an analysis of
public comparables is not purely quantitative; rather, it involves complex considerations and judgments
concerning differences in financial and operating characteristics of the companies being compared. The
analyses were prepared solely for the purpose of assisting DLJ in providing the DLJ opinion to the
Company's Board of Directors and do not purport to be appraisals and do not necessarily reflect the prices
at which the Company's stock price may actually trade. Analyses based upon forecasts of future results are
not necessarily indicative of actual future results, which may be significantly more or less favorable than
those set forth herein. Because such estimates are inherently subject to uncertainty, DLJ assumes no
responsibility for their accuracy.

In performing the above analyses, DLJ was not expressing any opinion as to the price or range of
prices at which the Company's Common Stock or any other securities of the Company may trade
subsequent to the consummation of the MRATransactions or otherwise, which may vary depending upon,
among other factors, changes in the operating activities and results of the Company, interest rates,
dividend rates, market conditions, general economic conditions and other factors that generally influence
the price of securities, as well as regulatory policies and the uncertainties facing the electric utilityindustry
as it transitions to competition.

Further, the DLJ opinion is necessarily based on economic, monetary, financial, market, legislative,
regulatory and other conditions in effect on, and the information made available to DLJ as of, the date
that it was rendered. In this regard, with respect to the pricing and other terms of the debt financing to be
incurred as part of the MRA Transactions, DLJ assumed that such financing will be obtained on terms
currently available in the market to issuers that DLJ believes are comparable to'he Company. There can
be no assurance that such terms will be available to the Company, or that any such debt financing will in
fact be available when it seeks financing.

DLJ, as part of its investment banking services, is regularly engaged in the valuation of businesses and
securities in connection with mergers, acquisitions, underwritings, sales and distributions of listed and
unlisted securities, private placements and valuations for estate, corporate and other purposes. DLJ is
currently acting as financial advisor to the Company and has received, and willcontinue to receive, fees for
such services, A significant portion of DLJ's advisory fee is contingent upon the successful termination,
restatement or amendment of the Company's obligations under the PPAs pursuant to the MRA or
otherwise. For its services as financial advisor, DLJ will receive a monthly retainer fee, a cash success fee
payable at the closing of the MRAand stock appreciation rights which can be exercised at any time prior to
December 31, 2000. In addition, DLJ is currently acting as the lead managing underwriter for a proposed
issuance of debt securities that is part of the MRA Transactions, and has agreed to provide other
investment banking services to the Company, and will receive customary commissions and fees in
connection therewith. The Company has agreed to indemnify DLJ and certain related parties against
certain liabilities in connection with its advisory and investment banking engagements, and in its role as
underwriter, including certain liabilities under the federal securities laws.

DLJ is an internationally recognized investment banking firm and in the ordinary course of its
business, DLJ may actively trade the debt and equity securities of the Company, the IPPs and their
subsidiaries for its own account and for the accounts of customers and, accordingly, may, at any time, hold
long or short positions in such securities.

The Board also considered the presentations made by management and outside advisors on two
alternatives: unilaterally ceasing to perform under the PPAs and commencing litigation for a judicial
determination of the damages owed to the IPPs ("Abrogation") and Bankruptcy. These analyses presented
a cost to the Company with a net present value ranging from $2.2 billion to $7 billion, with the more likely
outcome somewhere in the mid-range. To achieve that mid-range, however, the Company would have to
achieve some measure of success in litigating or settling the following issues: whether the Company is
entitled to curtail purchases under the PPAs; whether the Company is entitled with respect to certain PPAs
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to offset projected underpayments during the second part of the contract where such payments are
noneconomic to the IPP and, in most cases, the Company's contractual remedies are expressly non-
recourse to the IPP; whether contracts based on the Six-Cent Law, which has already been invalidated by
FERC on a prospective basis, would be invalidated on a retroactive basis as well. Except for the PSC's
statement that curtailment of generation from PURPA facilities is authorized and its request for input
regarding specific curtailment procedures, the Company has heretofore been unsuccessful with respect to
these issues in litigation or otherwise. In addition, the Company would have to prove its projections of
future market prices, on which such analyses were based, were not too low and its discount rate used at
present valuing future damages was not too high. Moreover, the mid-range would also be achievable only if
in either scenario the IPPs were found to be capable of mitigating hundreds of millions of dollars of their
damages and, in the Bankruptcy alternative, if the PPAs were determined to be executory contracts that
could be rejected. In considering these alternatives, the Board considered the lengthy nature of either
Abrogation or Bankruptcy proceedings, with its concurrent risks as to the disruption to the Company
during the interim, especially during a period of rapid evolution in the utility industry, the possibility of
substantially higher interest rates at the conclusion of such proceeding, the uncertainty, particularly in the
Abrogation scenario, as to rates the Company would be allowed to charge in the interim, and, in the
Abrogation scenario, the Company's lack of access to capital markets during this period. The Board also
considered the expressed desires of the state government and the PSC to seek a more rapid, consensual
arrangement. Finally, the Board bore in mind that the MRApresented a definitive arrangement and a plan
for moving the Company forward at a time when energy markets are poised to change rapidly and
dramatically across New York State and the country generally while the alternatives could only be analyzed
with inherently imprecise estimates which are dependent on uncertain judicial outcomes and would likely
postpone action by the Company to restructure for changing energy markets.

THE BOARD OF DIRECTORS RECOMMENDS THAT THE HOLDERS OF COMMON STOCK
VOTE IN FAVOR OF APPROVAL OF PROPOSAL NO. 2.

The PowerChoice Agreement

The PowerChoice Agreement, which was approved by the PSC on March 20, 1998, establishes a five-
year rate plan that willreduce average residential and commercial rates by an aggregate of 3.2% over the
first three years. The rate plan will take effect within 30 days of approval by the PSC of tariffs.
implementing PowerChoice, but in no case earlier than the MRA closing. The reduction in prices will
include certain savings that will result from partial reductions of the New York State Gross Receipts Tax.
Industrial customers will see average reductions of 25% relative to 1995 price levels; these decreases will
include discounts currently offered to some industrial customers through optional and flexible rate
programs. The cumulative rate reductions, net of New York State Gross Receipts Tax savings, are
estimated to be $ 111.8 million, to be phased in over the first three years of the agreement. During the term
of the PowerChoice Agreement, the Company willbe permitted to defer certain costs associated primarily
with environmental remediation, nuclear decommissioning and related costs, and changes in laws, regula-
tions, rules and orders. The Company must also defer, during the term of the PowerChoice Agreement, the
difference between the assumed weighted average interest rate of 8.5% used by the Company to prepare
its PowerChoice proposal and the weighted average interest rate for the Senior Notes portion of the MRA
Financing. In years four and five of its rate plan, the Company can request an annual increase in prices
subject to a cap of 1% of the all-in price, excluding commodity costs (e.g., transmission, distribution,
nuclear, and forecasted CTC). In addition to the price cap, the PowerChoice Agreement provides for the
recovery of deferrals established in years one through four and cost variations resulting from indexing,
provisions of the MRA contracts. The aggregate of the price cap increase and recovery of deferrals is

subject to an overall limitation of inflation.

The PowerChoice Agreement provides that the MRAand the contracts executed pursuant thereto are
found to be prudent. The PowerChoice Agreement further provides that the Company shall have a
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reasonable opportunity to recover its stranded costs, including those associated with the MRA and the
contracts executed thereto, through a CTC and, under certain circumstances, through exit fees or in rates
for back-up service.

The PSC has limited the amount of the MRARegulatory Asset that can be recovered from customers
to approximately $4.0 billion. The MRA Regulatory Asset represents the recoverable costs of the MRA,
consisting of the cash compensation paid to the IPP Parties, the issuance of approximately 42.9 million
shares of Common Stock, and other expenses related to the MRA. The ultimate amount of the MRA
Regulatory Asset may vary based on certain events related to the closing of the MRA. Because the value of
the consideration to be paid to the IPP Parties can only be determined at the MRA closing, the value of
the limitation on the recoverability of the MRARegulatory Asset is expected to be recorded as a charge to
expense in the second quarter of 1998 upon the MRAclosing. The charge to expense willbe determined as
the difference between $8 per share and the Company's Common Stock price on the date the MRAcloses.
Using the Company's closing Common Stock price on March 26, 1998 of $ 12'lir per share, the charge to
expense would be approximately $ 190.0 million. The ultimate amount of the charge to expense will be
based upon the Company's Common Stock price on the date of the MRA closing.

The PowerChoice Agreement calls for the Company to divest all of its fossil and hydro generating
facilities and prohibits the Company from owning non-nuclear generating assets within the State of New
York except as described below. The Genco Divestiture is intended to be accomplished through an auction,
the plan for which was approved by the PSC in an order dated May 6, 1998. Winning bids are expected to
be selected in the fall of 1998. The Company will retain a portion of the auction sale proceeds, above
specified levels, as an incentive to obtain maximum value in the sale. The Company agreed that ifit does
not receive an acceptable bid for any asset, the Company willform a subsidiary to hold any such asset and
then will legally separate this subsidiary from the Company through a spin-off to shareholders or
otherwise. Ifa bid ofzero or below is received for any asset, the Company may keep the asset as part of its
regulated business. The auction process will serve to quantify any stranded costs associated with the
Company's fossil and hydro generating facilities. The Company will have a reasonable opportunity to
recover these costs through the Cl'C and, under certain circumstances, through exit fees or in rates for
back-up service. The Company intends to use any cash proceeds from such an auction to repay
indebtedness.

Under the terms of the PowerChoice Agreement, all of the Company's customers will be able to
choose their electricity supplier in a competitive market by December 1999. The Company willcontinue to
distribute electricity through its transmission and distribution systems and would be obligated to be the so-
called provider of last resort for those customers who do not exercise their right to choose a new electricity
supplier.

The PowerChoice Agreement contemplates that the Company's nuclear plants willremain part of the
Company's regulated business. The Company has been supportive of the creation of a statewide New York
Nuclear Operating Company that it expects would improve the efficiency of nuclear units throughout the
state. The PowerChoice Agreement stipulates that absent such a statewide solution, the Company willfile
a detailed plan for analyzing other proposals regarding its nuclear facilities, including the feasibility of an
auction, transfer and/or divestiture of such facilities, within 24 months of PowerChoice approval.

The PowerChoice Agreement also allows the Company to form a holding company. The Company,
therefore, is seeking approval from its shareholders for the formation of a holding company at its 1998
annual meeting. The implementation of a holding company structure, if approved by the Company's
shareholders, would only occur following various regulatory approvals.
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~ CAPITALIZATION

The following table sets forth the capitalization of the Company as of March 31, 1998 on a historical
basis and as adjusted to give pro forma effect to consummation of the MRA (including the MRA
Financing), and the principal terms of the PowerChoice Agreement excluding the Genco Divestiture. This
table should be read in conjunction with "Pro Forma Condensed Financial Statements," "Management's
Discussion of Pro Forma Condensed Financial Statements" and the Consolidated Financial Statements,
including the notes thereto, appearing elsewhere or incorporated by reference in this Prospectus/Proxy
Statement.

At March 31, 1998

Historical Pro Forma
(Dollars in thousands)

Common Stockholders'quity:
Common stock, par value $ 1.00 per share, 185,000,000* shares authorized.

Issued and outstanding 144,419,351 and 187,319,351 shares, respectively
Capital stock premium and expense ..
Retained earnings

$ 144,419 $ 187,319
1,780,978 2,272,078

814,560 691,060

2,739,957 3,150,457

Preferred Stock:
Preferred stock, cumulative, par value $ 100 per share, 3,400,000 shares

authorized:
Mandatorily redeemable. Issued and outstanding 222,000 shares ......
Non-redeemable. Issued and outstanding 2,100,000 shares.......... ~

Preferred stock, cumulative, par value $25 per share, 19,600,000 shares
authorized:
Mandatorily redeemable. Issued and outstanding 2,581,204 shares.....
Non-redeemable. Issued and outstanding 9,200,000 shares .. ~........

Total preferred stock
Less —Preferred stock due within one year .

Preference stock, par value $25 per share, 8,000,000 shares authorized.
None issued and outstanding.

22,200
210,000

64,530
230,000

526,730
10,120

516,610

22,200
210,000

64,530
230,000

526,730
10,120

516,610

Long-term Debt:
First Mortgage Bonds
Promissory Notes .

Credit Facility .

Senior Notes ..
Senior Discount Notes
Other long-term debt

Total long-term debt
Less —Long-term debt due within one year.

Total capitalization

2,801,305 2,801,305
413,760 413,760
105,000 105,000

2,950,000
322,000

165,299 165,299

3,485,364 6,757,364
67,065 67,065

3,418,299 6,690,299

$6,674,866 $ 10,357,366

Under Proposal 3, the authorized common stock would be increased to 250 million shares. IfProposal
2 is approved but Proposal 3 is not, the Company intends to either renegotiate the terms of the MRA
to increase cash and decrease the number of shares of Common Stock, or to buy sufficient shares to
be able to issue 42.9 million shares to the IPP Parties.
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PRO FORMA CONDENSED FINANCIALSTATEMENTS
Introduction

The following unaudited Pro Forma Condensed Statements of Income and unaudited Pro Forma
Condensed Balance Sheet are based on the historical Consolidated Financial Statements of the Company
incorporated by reference in this Prospectus/Proxy Statement, as adjusted to give effect to (i) the
consummation of the MRA; (ii) the consummation of the MRA Financing; (iii) the issuance of approxi-
mately 42.9 million shares of Common Stock to the IPP Parties; and (iv) the principal terms of the
PowerChoice Agreement, including the first year impact of a three year rate reduction intended to reduce
the Company's revenues (exclusive of reductions in the New York State Gross Receipts Tax) by approxi-
mately $ 111.8 million by the time it is fullyphased in over three years, and the establishment of the MRA
Regulatory Asset (described in Note 3 of the notes to unaudited Pro Forma Condensed Statements of
Income) which will be amortized by the Company generally over ten years. The unaudited Pro Forma
Condensed Financial Statements do not give effect to the Genco Divestiture and certain elements of the
PowerChoice Agreement that are not material to the financial results of the Company. The Company is
unable at this time to predict either the timing of the Genco Divestiture or the amount ofproceeds that the
Company will receive. In the event that unacceptable bids are received for any or all of the generating
facilities, the Company may spin off such assets to its shareholders. The net book value of the fossil and
hydro generating facilities at March 31, 1998 was approximately $ 1.1 billion. The unaudited Pro Forma
Condensed Statements of Income have been prepared to reflect the consummation of the MRA and the
MRAFinancing, and the principal terms of the PowerChoice Agreement, excluding the Genco Divestiture,
as if they had occurred on the first day of each period presented. The unaudited Pro Forma Condensed
Balance Sheet has been prepared to reflect the consummation of the MRA and the MRA Financing, and
the principal terms of the PowerChoice Agreement, excluding the Genco Divestiture, as if they had
occurred on March 31, 1998.

The PSC has limited the amount of the MRARegulatory Asset that can be recovered from customers
to approximately $4.0 billion. The MRA Regulatory Asset represents the recoverable costs of the MRA,
consisting of the cash compensation paid to the IPP Parties, the issuance of approximately 42.9 million
shares of Common Stock, and other expenses related to the MRA. The pro forma income statements for
the year ended December 31, 1997 and the three and twelve months ended March 31, 1998 do not include
an adjustment for the one-time, non-cash write-off associated with the PSC's written. order dated
March 20, 1998 that limited the amount of the MRA Regulatory Asset that can be recovered from
customers. Because the value of the consideration to be paid to the IPP Parties can only be determined at
the MRA closing, the value of the limitation on the recoverability of the MRA Regulatory Asset is
expected to be recorded as a charge to expense in the second quarter of 1998 upon the MRAclosing. The
charge to expense willbe determined as the difference between $8 per share and the Company's Common
Stock price on the date the MRAcloses. Using the Company's closing Common Stock price on March 26,
1998 of $ 12'/i~ per share, multiplied by 42.9 million shares, the estimated charge to expense would be
approximately $ 190 million. The ultimate amount of the charge to expense will be based upon the
Company's Common Stock price on the date of the MRAclosing. See "The MRA"and "The PowerChoice
Agreement" under Proposal 2.

The unaudited Pro Forma Condensed Financial Statements and accompanying notes should be read
in conjunction with the Company's historical Consolidated Financial Statements and the notes thereto
incorporated by reference in this Prospectus/Proxy Statement. The unaudited Pro Forma Condensed
Financial Statements are presented for informational purposes only and do not purport to represent what
the Company's financial position or results of operations would actually have been ifthe consummation of
the MRA (including the MRA Financing) and the principal terms of the PowerChoice Agreement,
excluding the Genco Divestiture, had occurred on the dates set forth herein, or to project the Company's
financial position or results of operations at any future date or for any future period. However, the
unaudited Pro Forma Condensed Financial Statements contain, in the opinion of management, all
adjustments necessary for a fair presentation.
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PRO FORMA CONDENSED STATEMENT OF INCOME
(Unaudited)

Year Ended December 31, 1997

Pro Forma
Historical Adjustments Pro Forma
(Dollars in thousands except pcr sharc data)

Operating Revenues:
Electric

Gas

$3,309,441

656,963

3,966,404

$ (56,300)(1)
(39,200)(2) $3,213,941

656,963

(95,500) 3,870,904
Operating Expenses:

Fuel for electric generation .

Electricity purchased:
IPP

Others.
Gas purchased
Other operation and maintenance
Amortization of MRA Regulatoty Asset
Depreciation and amortization
Other taxes

179,455

1,105,970

130,138
345,610
835,282

339,641
471,469

(807,000)(3)
203,700 (3)

81,800 (3)

378,000 (4)

179,455

584,470
130,138
345,610
835,282
378,000
339,641
471,469

Operating income ..................
Other income

Income before interest charges '..
Interest charges

Income before federal and foreign income taxes........
Federal and foreign income taxes....
Net mcome
Dividends on preferred stock.
Balance available for common stock ..

3,407,565

558,839
. 24,997

583,836
273,906

309,930
126495

183,335
37,397

(143,500)

48,000
(6,400)(5)

41,600
16,500 (6)

248,400 (7)
(27,000)(7)

(196,300)
(68,700)(8)

(127,600)

3,264,065

606,839
18597

625,436

511,806

113,630
57,895

55,735
37,397

$ 145,938 $ (127,600) $ 18,338

Average number of shares of common stock outstanding (in
thousands) .

Basic and diluted earnings per average share of common
stock .

Other Operating Data:
EBITDA (10) ..
Net cash interest (11) .

Ratio of EBITDA to net cash interest (12)........
Ratio of earnings to fixed charges (13) .
Ratio of earnings to fixed charges and preferred dividend

requirements (13)

144,404

$ 1.01

$ 961,502
226,890

42,900 (9) 187,304

$ .10

$ 1,426,702
446,290

3.2x
1.2X

1.1x

See accompanying notes to Pro Forma Condensed Statements of Income
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PRO FORMA CONDENSED STATEMENT OF INCOME
(Unaudited)

Three Months Ended March 31, 1998

Pro Forma
Historical Adjustments Pro Forma
(Dollars in thousands except pcr sharc data)

Operating Revenues:
Electric

Gas

S 863,169 S (14,075)(1)
(9,800)(2)

235,235

1,098,404 (23,875)

S 839,294
235,235

1,074,529

Operating Expenses:
Fuel for electric generation .....
Electricity purchased:

IPP

Others.
Gas purchased
Other operation and maintenance
Amortization of MRA Regulatory Asset
Depreciation and amortization ..
Other taxes .

47,198

299,938

24,412
115,452
262,362

87,950
126,795

(201,500)(3)
53,275 (3)
19,350 (3)

94,500 (4)

47,198

171,063
24,412

115,452
262,362

94,500
87,950

126,795

Operating income .

Other income...
Income before interest charges
Interest charges . ~

Income before federal and foreign income taxes...... ~...
Federal and foreign income taxes..
Net income (loss)
Dividends on preferred stock

Balance available for common stock

Average number of shares of common stock outstanding
(in thousands) .

Basic and diluted earnings per average share of common
s tock ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Other Operating Data:
EBITDA (10) .

Net cash interest (11)
Ratio of EBITDA to net cash interest (12)............
Ratio of earnings to fixed charges (13)
Ratio of earnings to fixed charges and preferred dividend

requirements (13)

964,107

134397

4,225

138,522
65/90

72,932
52,569

20,363
9,223

(34,375)

10,500

(1,600)(5)

8,900
4,125 (6)

61,000 (7)
(6,750)(7)

(49,475)
(17,325)(8)

(32,150)

929,732

144,797

2,625

147,422

123,965

23,457
. 35,244

(11,787)
9,223

144,419 42,900 (9) 187,319

S 0.08

$ 222,273
'4,783

$ (0.11)

$ 337,073
108,936

3.1x
1.2x

1.1x

S 11,140 $ (32,150) S (21,010)

See accompanying notes to Pro Forma Condensed Statements of Income
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Operating Revenues:
Electric

Gas .

PRO FORMA CONDENSED STATEMENT OF INCOME
(Unaudited)

Y)velve Months Ended March 31, 1998

Pro Forma
Historical Adjustments Pro Forma
(Dollars in thousands except per share data)

$3,295,241 $ (56,300)(1)
(39,200)(2) $3,199,741

605,735 605,735

3,900,976 (95,500) 3,805,476

Operating Expenses:
Fuel for electric generation .

Electricity purchased:
IPP

Others. ~ ~ ~ ~ ~ ~ ~ ~ ~ I ~ ~

Gas purchased
Other operation and maintenance ... ~.... ~..... ~ ..
Amortization of MRA Regulatoty Asset
Depreciation and amortization .

Other taxes

189,188

1,107,697

123,958
312,431
890,979

343,369
472,155

(806,000)(3)
213,100 (3)

77,400 (3)

378,000 (4)

189,188

592,197
123,958
312,431
890,979
378,000
343,369
472,155

Operating income.........
Other income ..

Income before interest charges
Interest charges .

Income before federal and foreign income taxes......
Federal and foreign income taxes.

Net income (loss)...
Dividends on preferred stock..
Balance available for common stock .

Average number of shares of common stock outstanding (in
thousands)

Basic and diluted earnings (loss) per average share of
common stock

Other Operating Data:
EBITDA (10) .

Net cash interest (11)
Ratio of EBITDA to net cash interest (12)............
Ratio of earnings to fixed charges (13)
Ratio of earnings to fixed charges and preferred dividend

requirements (13)

3,439,777

461,199
22,122

483,321
271,958

211,363
110,687

100,676
37,221

(137400)

42,000
(6,400)(5)

35,600
16,500 (6)

244,000 (7)
(27,000)(7)

(197,900)
(69,300)(8)

(128,600)

3,302,277

503,199
15,722

518,921

505,458

13,463
41,387

(27,924)
37,221

144,412 42,900 (9) 187,312

$ 0A4

$ 859,687
225,368

$ (0.35)

$ 1,318,887
440,368

3.0x
1.0x

1.0x

$ 63,455 $ (128,600) $ (65,145)

See accompanying notes to Pro Forma Condensed Statements of Income
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NOTES TO UNAUDITEDPRO FORMA CONDENSED STATEMENTS OF INCOME

The following notes set forth the explanations and assumptions used and adjustments made in
preparing the unaudited Pro Forma Condensed Statement of Income for the year ended December 31,
1997 and for the three and twelve months ended March 31, 1998. The unaudited Pro Forma Condensed
Statements of Income should be read in conjunction with the historical Consolidated Financial Statements
and the notes thereto incorporated by reference in this Prospectus/Proxy Statement.

The adjustments described below are based on the assumptions and preliminary estimates described
therein and are subject to change. These statements do not purport to be indicative of the results of
operations of the Company for such period, nor are they indicative of future results. Allof the following
adjustments for the year ended December 31, 1997 and for the three and twelve months ended March 31,
1998, are pro forma to reflect the consummation of the MRA and the MRA Financing and the principal
terms of the PowerChoice Agreement excluding the Genco Divestiture, as ifthey had occurred on the first
day of each respective period.

The pro forma income statements for the year ended December 31, 1997 and the three and twelve
months ended March 31, 1998 do not include an adjustment for the one-time, non-cash write-off
associated with the PSC's written order dated March 20, 1998 that limited the amount of the MRA
Regulatory Asset that can be recovered from customers. Using the Company's closing Common Stock
price on March 26, 1998 of $ 12'/ia per share, multiplied by 42.9 million shares, the estimated charge to
expense would be approximately $ 190 million. The ultimate amount of the charge to expense willbe based
upon the Company's Common Stock price on the date of the MRA closing.

The unaudited Pro Forma Statements of Income include the following pro forma adjustments based
on the assumptions described below:

(1) To reflect the first year impact on total electric revenues of the rate reduction requirements
contained in the PowerChoice Agreement, which provides for rate reductions to be phased in over three
years. These rate reductions are intended to result in a decrease in electric revenues (exclusive of
reductions in the New York State Gross Receipts Tax) of approximately $111.8 million by the time they are
fullyphased in over the three years, of which the first year impact for the year ended December 31, 1997,
the three months ended March 31, 1998 and the twelve months ended March 31, 1998 is estimated to be
approximately $56.3 million, $ 14.1 million and $56.3 million, respectively. Of the first year revenue
reduction applicable to the year ended December 31, 1997 and the twelve months ended March 31, 1998,
approximately $ 12.0 million relates to residential and small commercial customers and is calculated as a
price reduction of approximately 0.08'er Kwh (or approximately 0.7%) to 1997 average prices applied
against sales to those customers of 14,475,005 Mwhs and 14,306,055 Mwhs in each period, respectively.
Approximately $ 13.4 million of revenue reductions relate to large commercial and small industrial
customers and are calculated as a reduction of approximately 0.200 per Kwh (or approximately 2.0%) to
1997 average prices applied against sales to those customers of 6,529,095 Mwhs and 6,495,852 Mwhs in
each period, respectively. The remaining $30.9 million of revenue reductions relate to large industrial
customers and are comprised of several adjustments, including a revenue reduction of $24.9 million based
on a price reduction of approximately 0.340 per Kwh (or approximately 4.3%) to 1997 average prices
applied against sales to those customers of 7,387,140 Mwhs and 7,443,164 Mwhs in each period, respec-
tively, and net increases in anticipated discounts to specific customers of $6.0 million. The pro forma
adjustment for revenue reductions for the three months ended March 31, 1998 is calculated as one quarter
of the annual revenue reductions for the twelve months ended March 31, 1998. The actual rate reductions
in any year willbe affected by numerous factors such as the volume of electricity sold and the timing of the
rate reductions.

(2) To reflect a deferral of revenues required by the PSC's order dated March 20, 1998. The amount
of the deferral is based on the difference between the assumed weighted average interest rate of 8.5% used
by the Company to prepare its PowerChoice proposal and the estimated weighted average interest rate of
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7.27% assumed for the Senior Notes portion of the MRA Financing. The amount of the. deferral for the
year ended December 31, 1997, the three months ended March 31, 1998 and the twelve months ended
March 31, 1998 would be $39.2 million, $9.8 million and $39.2 million, respectively.

(3) To reflect (i) the elimination of $807.0 million, $201.5 million and $806.0 million of electricity
purchased costs for the year ended December 31, 1997, the three months ended March 31, 1998 and the
twelve months ended March 31, 1998, respectively, reflecting the termination, restatement or amendment
of the 27 PPAs pursuant to the MRA; (ii) the addition of approximately $203.7 million, $53.3 million and
$213.1 million of electricity purchased costs for the year ended December 31, 1997, the three months
ended March 31, 1998 and the twelve months ended March 31, 1998, respectively, reflecting the Com-
pany's commitment to purchase electricity under the restated and amended contracts entered into with
certain IPP Parties as part of the MRA; and (iii) the addition of approximately $ 81.8 million, $ 19.4 million
and $77.4 million of electricity purchased costs for the year ended December 31, 1997, the three months
ended March 31, 1998 and the twelve months ended March 31, 1998, respectively, reflecting the estimated
cost of market purchases of electricity to replace the capacity terminated as part of the MRA. These
adjustments decreased the cost of electricity purchased from the IPPs by a net amount of $521.5 million,
$ 128.9 million and $515.5 million for the year ended December 31, 1997, the three months ended March
31, 1998 and the twelve months ended March 31, 1998, respectively. The cost of electricity purchased
under the restated and amended contracts for the year ended December 31, 1997 and the twelve months
ended March 31, 1998 is based on the first year prices set forth in each of such contracts applied to
purchases of 4,340,376 MW also established in the restated and amended contracts. The estimated cost of
replacement power is based on the administratively determined SC-6 "buy-back" rate from qualifying
facility projects, as approved by the PSC, applied against 4,645,370 MW and 4,391,791 MW of market
purchases for the year ended December 31, 1997 and the twelve months ended March 31, 1998,
respectively. The weighted average buy-back rate for each period was approximately 1.8e per Kwh. A 1.0e

per Kwh change in the buy-back rate willimpact the annual cost of electricity purchased by approximately
$43.4 million. The pro forma adjustments relating to the cost of electricity purchased under the restated
and amended contracts and the cost of replacement power for the three months ended March 31, 1998 is

calculated as one quarter of the similar adjustments for the twelve months ended March 31, 1998.

(4) To reflect the amortization of the $3.997 billion MRARegulatory Asset established as a result of
~ the MRA and the PowerChoice Agreement. Pursuant to the PowerChoice Agreement, the Company will

amortize the MRA Regulatory Asset generally over ten years. The amortization amounted to $378.0

million, $94.5 million and $378.0 million for the year ended December 31, 1997, the three months ended
March 31, 1998 and the twelve months ended March 31, 1998, respectively. See "The MRA and the
Power Choice Agreement."

(5) To reflect interest expense, in accordance with the appropriate regulatory treatment, of $6.4

million, $ 1.6 million and $ 6.4 million for the year ended December 31, 1997, the three months ended
March 31, 1998 and the twelve months ended March 31, 1998, respectively, on a $ 157.1 million reduction
in the amount of cash compensation paid to the IPP Parties in exchange for adjustments to the restated
contracts pursuant to the amendment to the MRA dated April 22, 1998, that is reflected in the MRA
Regulatory Asset. See "The MRA'nd "The Power Choice Agreement" under Proposal 2.

(6) To reflect the amortization of the total debt issuance costs of approximately $78.3 million
incurred and capitalized in connection with the MRAFinancing. The debt issuance costs willbe amortized
over the life of the indebtedness represented by. the MRAFinancing using the interest method and would
have amounted to $ 16.5 million, $4.1 million and $ 16.5 million for the year ended December 31, 1997, the
three months ended March 31, 1998 and the twelve months ended March 31, 1998, respectively.

(7) To reflect additional interest charges associated with the indebtedness represented by the MRA
Financing and borrowings that would have been drawn under the Company's receivables facilityin order to

fund the Company's cash obligations under the MRA. Interest charges on the indebtedness represented by
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the Senior Notes portion of the MRAFinancing were calculated assuming a weighted average interest rate
of 7.27% and amounted to $214.4 million, $53.7 million and $214.4 million for the year ended Decem-
ber 31, 1997, the three months ended March 31, 1998 and the twelve months ended March 31, 1998,
respectively. A 1/8% change in the assumed interest rate on the Senior Notes portion of the MRA
Financing would impact interest charges by $3.7 million per year. The amount of accreted interest on the
Senior Discount Notes was calculated assuming an interest rate of 9% amounted to $29.0 million, $7.3
million and $29.0 million for the year ended December 31, 1997, the three months ended March 31, 1998
and the twelve months ended March 31, 1998, respectively, of which $27.0 million, $6.7 million and $27.0
million, respectively, was capitalized as part of the MRARegulatory Asset for such periods. The amount of
the accreted interest that was not deferred to the MRARegulatory Asset was $2.0 million, $0.6 million and
$2.0 million, respectively, for such periods. Further, interest charges on the additional borrowings under
the receivables facility were calculated assuming an interest rate of 7.5% and amounted to $5.0 million,
$0.0 million and $0.6 million for the year ended December 31, 1997, the three months ended March 31,
1998 and the twelve months ended March 31, 1998, respectively.

(8) To reflect a reduction of $68.7 million, $17.3 million and $ 69.3 million for the year ended
December 31, 1997, the three months ended March 31, 1998 and the twelve months ended March 31, 1998,
respectively, in federal and foreign income taxes as a result of the reduction in pro forma income before
federal and foreign income taxes, calculated at the statutory federal income tax rate of 35.0%. Pro forma
income before federal and foreign income taxes is reduced by $ 196.3 million, $49.5 million and $ 197.9
million, respectively, for such periods as the net result of the pro forma adjustments described in notes
(1) through (7).

(9) To reflect the issuance of approximately 42.9 million shares of Common Stock to the IPP Parties
as part of the consideration paid to them under the MRA.

(10) EBITDA represents earnings before interest charges, interest income, income taxes, deprecia-
tion and amortization, amortization of nuclear fuel, allowance for funds used during construction, MRA
Regulatory'Asset amortization, non-cash regulatory deferrals and other amortizations and extraordinary
items. EBITDA is presented to provide additional information about the Company's ability to meet its
future requirements for debt service and capital expenditures. EBITDA should not be considered an
alternative to net income as an indicator of operating performance or an alternative to cash flow as a

measure of liquidity. See the Pro Forma Condensed Statements of Income contained herein and the
Consolidated Statements of Cash Flows incorporated by reference in this Prospectus/Proxy Statement.

(11) Net cash interest reflects interest charges plus allowance for funds used during construction less

the non-cash impact of the net amortization of discount on long-term debt and interest accrued on the
Nuclear Waste Act disposal liability and interest accreted on the Senior Discount Notes that is not
otherwise capitalized less interest income.

(12) For purposes of determining the ratio of EBITDAto net cash interest, EBITDAand net cash

interest are calculated as described above in notes (10) and (11). The ratio of EBITDAto net cash interest
is presented to provide additional information about the Company's ability to meet its future requirements
for debt service. See the Pro Forma Condensed Statements of Income contained herein and the Consoli-
dated Statements of Cash Flows incorporated by reference in this Prospectus/Proxy Statement.

(13) For purposes of determining the ratio of earnings to fixed charges and the ratio of earnings to
fixed charges and preferred dividend requirements, (i) earnings consist of income before federal and

foreign income taxes plus fixed charges; (ii) fixed charges consist of interest charges on all indebtedness,

including the portion of rental expense that is representative of the interest factor, and (iii) preferred
dividend requirements include the dividends on all classes of preferred stock adjusted to a pre-tax basis.





PRO FORMA CONDENSED BALANCESHEET
(Unaudited)

Net utilityplant

Other property and investments

Current Assets:
Cash .

Other current assets

MRA Regulatory Asset
Other regulatory assets ...
Other assets .

Total assets

436,256 S 3,200,200 (1)
(3,644,000)(2)

8,000 (3)
75,000 (4)

137,800 (5)
(8,000)(3)

(231,000)

3,988,000 (6)

829,872

1,266,128

8,700
1,165,870

72,245 71,800 (7)
$ 9,707,583 S 3,828,800

456

1,034,672

1,035,128

3,996,700
1,165,870

144,045

$ 13,536,383

At March 31, 1998

Pro Forma
Historical Adjustments Pro Forma

(Dollars in thousands)

S6,897,664 S 6,897,664

296,976 296,976

See accompanying Notes to Pro Forma Condensed Balance Sheet
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PRO FORMA CONDENSED BALANCESHEET
(Unaudited)

At March 31, 1998

Pro Forma
Historical Adjustments Pro Forma

(Dollars in thousands)

Capitalization:
Common stockholders'quity:

Common stock .

Capital stock premium and expense
Retained earnings .

Preferred stock.
Long-term debt

Total capitalization

$ 144,419 $ 42,900 (8)
1,780,978 491,100 (8)

814,560 (123,500)(9)

2,739,957 410,500

516,610
3,418,299 3,272,000 (1)

6,674,866 3,682,500

$ 187,319
2,272,078

691,060

3,150,457

516,610
6,690,299

10,357,366

Current liabilities...
Regulatory liabilities
Other liabilities

613,524
239,880

2,179,313 75,000 (4)
137,800 (5)
(66,500)(9)

Total liabilities aod stockholders'quity ............. $ 9,707,583 $ 3,828,800

613,524
239,880

2,325,613

$ 13,536,383

See accompanying Notes to Pro Forma Condensed Balance Sheet
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NOTES TO UNAUDITEDPRO FORMA CONDENSED BALANCESHEET

The following notes set forth the explanations and assumptions used and adjustments made in
preparing the unaudited Pro Forma Condensed Balance Sheet at March 31, 1998. The unaudited Pro
Forma Condensed Balance Sheet should be read in conjunction with the historical Consolidated Financial
Statements and the notes thereto incorporated by reference in this Prospectus/Proxy Statement.

The adjustments described below are based on the assumptions and preliminary estimates described
therein and are subject to change. These statements do not purport to be indicative of the financial
position of the Company as of such date, nor are they indicative of future results. Furthermore, this
unaudited Pro Forma Condensed Balance Sheet does not reflect anticipated changes, other than the
consummation of the MRA and the MRA Financing, and the principal terms of the PowerChoice
Agreement excluding the Genco Divestiture, which may occur as the result of operating activities before
and after the effective date of the MRA, the MRA Financing, the PowerChoice Agreement and other
matters. Allof the following adjustments are based on the assumption that the consummation of the MRA
and the MRA Financing and the principal terms of the PowerChoice Agreement excluding the Genco
Divestiture had occurred on March 31, 1998.

The unaudited Pro Forma Condensed Balance Sheet includes the following pro forma adjustments
based on the assumptions described below:

(1) To reflect the gross cash proceeds of $3.272 billion received by the Company from the MRA
Financing reduced for the payment of the remaining debt issuance costs estimated by the Company to be
approximately $71.8 million.

(2) To reflect the cash compensation of $3.631 billion paid to the IPP Parties pursuant to the terms of the
MRAand payment of $ 13.0 million in other remaining expenses related to the MRA. Approximately $8.7
million of other expenses had been incurred and capitalized as the MRARegulatoty Asset as of March 31,
1998.

(3) To reflect partial usage of the receivables facility in light of the liquidity requirements presented in
the Pro Forma Condensed Balance Sheet. Such adjustment is representative of the Company's normal cash
management practices.

(4) To record the reversal of $75.0 million of estimated federal income tax payments which would not
have been made as a result of the deduction of payments made in connection with the MRA.

(5) To record a federal income tax receivable of $ 137.8 million, based on the net operating loss which
would have been generated and carried back two years for income tax purposes. The net loss for income
tax purposes results from the current deduction for income tax purposes of the full amount of the
consideration, including cash and Common Stock, paid to the IPP Parties pursuant to the MRA. See
"Certain Considerations —Federal Income Tax Implications of MRA to the Company."

(6) To reflect the establishment of a $3.997 billion MRA Regulatory Asset representing the recoverable
costs of'he MRA consisting of (i) the cash compensation of $3.631 billion paid to the IPP Parties; (ii) the
issuance of approximately 42.9 million shares of Common Stock valued at an aggregate of $344.0 millionor
$8.00 per share, based on the limitation on the amount of the MRA Regulatory Asset, as set forth in the
PSC Order; and (iii) other remaining expenses of $ 13.0 million related to the MRA. Approximately $8.7
million of other expenses had been incurred and capitalized as the MRARegulatory Asset as of March 31,
1998. The MRA Regulatory Asset was established pursuant to the PowerChoice Agreement and will be
amortized generally over ten years. See "The MRA"and "The PowerChoice Agreement" under Proposal
2.

(7) To reflect the capitalization of the estimated remaining debt issuance costs of approximately $71.8
million resulting from the MRA Financing.
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(8) To reflect the issuance of approximately 42.9 million shares of Common Stock to the IPP Parties
pursuant to the MRA. The new shares willbe valued at the price of the Common Stock on the date of the
consummation of the MRA. For purposes of developing the Pro Forma Condensed Balance Sheet, the
Company used the price of the Common Stock at the close of business on March 26, 1998, or $ 12~/i~. This
adjustment to common stockholders'quity willchange based on the price of the Common Stock on the
date of the consummation of the MRA.

(9) To reflect the charge to earnings and related tax benefit associated with the PSC's limitation of the
amount of the MRA Regulatory Asset that can be recovered from customers. The amount represents the
product of the difference between $8 and the closing price of the Common Stock on M'arch 26, 1998 of
$ 12~/ir multiplied by approximately 42.9 million shares. The ultimate amount of the charge to expense will
be based upon the Company's Common Stock price on the date of the MRA closing.
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SELECTED HISTORICALFINANCIALDATA

The selected historical financial data presented below should be read in conjunction with the audited
Consolidated Financial Statements, including the notes thereto, appearing elsewhere or incorporated by
reference in this Prospectus/Proxy Statement.

Three Months
Ended March 31,Year Ended December 31,

The following table sets forth selected historical financial data of the Company for each of the five
years in the period ended December 31, 1997 and for the three months ended March 31, 1997 and March
31, 1998. The following selected historical financial data have been derived from the Consolidated
Financial Statements of the Company, including those incorporated in this Prospectus/Proxy Statement by
reference to the Company's Annual Report on Form 10-K/A for the year ended December 31, 1997 and
the Company's Quarterly Reports for the three months ended March 31, 1997 and March 31, 1998.

1993 1994 1995 1996 1997(1) 1997 1998

(Dollars in thousands cxccpt per sharc data)
Statement of Income Data:

Operating revcnucs:
Electric
Gas

Operating cxpenscs:
Fuel for electric generation
Electricity purchased:

IPP
Others

Gas purchased
Other operation and maintcnancc .
Employee reduction program ....
Depreciation and amortization ...
Other taxes

Operating income .
Other income

Income before interest charges.........
Interest charges ...............
Income before federal and foreign income

taxes....,,
Federal and foreign income taxes .......
Income before extraordinary item.......
Extraordinary item

Nct income
Dividends on preferred stock..........
Balance available for common stock .....

745 335
118,178
326,273

1,057,580

276,623
491363

966,724
140,409
315,714
957377
196,625
308351
496,922

1,011,518
126,419
276,232
817,897

317,831
517,478

1,052,298
130,594
370,040
928,224

329,827
475,846

1,105,970
130,138
345,610
835,282

339,641
471,469

298311
30492

148,631
206,665

84@22
126,109

299,938
24,412

115,452
262,362

87,950
126,795

3,246,416 3,601,971 3,233304 3,468315 3,407,565 931,895 964,107

687,015 550,207
14,154 17,204

684,034 522,338
3,069 35,943

558,839 231,937 134,297
24,997 7,100 4,225

701,169 567,411 687,103 558,281 583,836 239,037 138,522
282,263 278,958 279,674 278,033 273,906 67438 65,590

418,906 288,453
147,075 111,469

407,429 280,248
159393 102,494

309,930 171,499 72,932
126,595 68,477 52.569

271,831 176,984 248,036 177,754 183,335 103,022 20,363
(67,364)

271,831 176,984
31,857 33,673

248.036 110,390
39,596 38,281

183,335 103,022
37,397 9399

20,363
9,223

$ 239,974 $ 143311 $ 208,440 $ 72,109 $ 145,938 $ 93,623 $ 11.140

$3332,464 $3428,987 $3335~8 $3308,979 $3/09,441 $ 877369 $ 863,169
600,967 623,191 581,790 681,674 656,963 286,463 235,235

3,933,431 4,152,178 3,917338 3,990,653 3,966,404 1,163,832 1,098,404

231,064 219,849 165,929 181,486 179,455 37,465 47,198

Average number of shares of common stock
outstanding (in thousands)...........

Basic and diluted earnings per average sharc
of coinmon stock before extraordinary item S

Extraordinary item per average share of
common stock $

Basic and diluted earnings per average share
of common stock $ 1.71 S

—S —$ (0.47) $ —S —S

1.00 $ 1.44 $ 050 $ 1.01 S 0.65 $ 0.08

140,417 143,621 144,329 144,350 144,404 144389 144,419

1.71 $ 1.00 $ 1.44 $ 0.97 S 1.01 $ 0.65 $ 0.08
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Year Ended December 31,
Three Months

Ended March 31,

1993 1994 1995 1996 1997 1997 1998

(Dollars in thousands)

Other Operating Data:
EBITDA(2) .
Net cash interest(3)
Capital expenditures(4).............
Ratio of EBITDA to net cash interest(5) ..
Ratio of earnings to fixed charges(6)
Ratio of earnings to fixed charges and

prefcrrcd dividend rcquircments(6)....
Balance Sheet Data (at end of period):

Net utilityplant .
Total assets .
Total long-term debt, including current

portion
Preferred stock. including current portion
Common stockholders'quity.........

$ 950,099
271,116
519,612

3'3x

$ 1,029,865
261,655
490,124

3.9x
1.9x

$ 929,130
260,548
345,804

3.6x
23x

$ 957,549 $ 961,502 $ 358,863 $ 222,273
244,501 226,890 56305 54,783
352,049 290,757 53452 132354

3.9x 4.2x 6.4x 4.1x
1.6x 2.0x 3.4x 2.1x

2.0x 1.6x 1.9x 1.3x 1.7x 2.8x 1.4x

$6,877,292 $7,035,643 $7,007,853 $6,957,615 $ 6,868,044 $6,919.730 $6,897,664
9,471,327 9,649,816 9,477,869 9,427,635 9484,141 9/15,010 9,7¹583

3,474,797 3375,845 3,647,478 3425,963 3,484,476 3423,412 3,485,364
440,400 556,950 546,000 535,600 526,730 535,600 526,730

2,456,465 2,46998 ~13,952 2485,572 2,727/27 2,676,890 2,739,957

(I) After discussions with the accounting staff of thc Securities and Exchange Commission, the Company has determined to rcvcrsc

the non-cash writewffof $ 190 million recognized in 1997 in connection with the PSC's March 20, 1998 order limiting thc amount
of the MRA Regulatory Asset that can be rccovcred from customers. The writewffwill bc recorded instead against second

quarter 1998 earnings.

(2) EBITDArepresents earnings before intcrcst charges, interest income, income taxes, depreciation and amortization, amortization
of nuclear fuel, allowance for funds used during construction, the PowerChoice charge, non~h regulatory defcrrals and other
amortizations and extraordinary items. EBITDA is prcscnted to provide additional information about the Company's ability to
meet its future requirements for debt service and capital expenditures. EBITDAshould not be considered an alternative to net
income as an indicator of operating performance or an alternative to cash flow as a measure of liquidity. See the Consolidated
Statements of Cash Flows incorporated by reference in this Prospectus/Proxy Statement.

(3) Net cash interest reflects interest charges plus allowance lor funds used during construction less thc non~h impact of the net
amortization of discount on long-term debt and interest accrued on the Nuclear Waste Policy Act disposal liability less interest

income.

(4) Capital expenditures consist of amounts for thc Company's construction program related to its transmission, distribution and

generation operations (including nuclear fuel, related allowance for funds used during construction and capitalized overhead

expenses), and the amounts incurred to comply with the Clean AirAct and other environmental requirements.

(5) For purposes ofdetermining thc ratio ofEBITDAto nct cash interest, EBITDAand net cash intcrcst arc calculated as described

above in notes (2) and (3). The ratio of EBITDA to net cash interest is presented to provide additfonal information about thc
Company's ability to meet its future requirements for debt service. Sec thc Consolidated Statements of Cash Flows incorporated

by reference in this Prospectus/Proxy Statement.

(6) For purposes of determining the ratio of earnings to fixed charges and the ratio of earnings to fixed charges and preferred
dividend rcquiremcnts, (i) earnings consist of income before federal and foreign income taxes plus fixed charges; (ii) fixed

charges consist of interest charges on all indebtedness, including the portion of rental expense that is reprcsentativc of thc
interest factor; and (iii)prefcrrcd dividend requirements include thc dividends on all classes ofprcfcrrcd stock adjusted to a prc-
tax basis.
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MANAGEMENT'S DISCUSSION OF
PRO FORMA CONDENSED FINANCIALSTATEMENTS

The followingdiscussion should be read in conjunction with, and is qualified in its entirety by reference to,
other information included or incorporated by reference in this Prospectus(Proxy Statement, including the
unaudited Pro Forma Condensed Financial Statements and the notes thereto. Certain statements in the
following discussion are forward-looking statements or discussions of trends wliich by their nature involve
substantial risks and uncertainties that could significantly affect expected results. Actual results and trends in the
future may dier materially Pom those described herein depending on a variety offactors, including those
detailed under "Certain Considerations" under Proposals 2 and 4 and elsewhere in this Prospectus/Proxy
Statement.

The unaudited Pro Forma Condensed Financial Statements give effect to (i) the consummation of the
MRA; (ii) the consummation of the MRAFinancing; (iii) the issuance of approximately 42.9 millionshares
of Common Stock to the IPP Parties; and (iv) the principal terms of the PowerChoice Agreement,
'including the first year impact of a three year rate reduction intended to reduce the Company's revenues
by $111.8 million (exclusive of reductions in the New York State Gross Receipts Tax) by the time it is fully
phased in over three years, and the establishment of the MRARegulatory Asset which willbe amortized by
the Company generally over ten years. The unaudited Pro Forma Condensed Financial Statements do not
give effect to the Genco Divestiture or certain elements of the PowerChoice Agreement that are not
material to the financial results of the Company. The Company is unable at this time to predict either the
timing of the Genco Divestiture or the amount ofproceeds that the Company willreceive. In the event that
unacceptable bids are received for any or all of the generating facilities, the Company may spin off such
assets to its shareholders. The net book value of the fossil and hydro generating facilities at March 31, 1998
was approximately $ 1.1 billion.

On a pro forma basis after giving effect to the consummation of the MRA and MRA Financing, and
the principal terms of the PowerChoice Agreement excluding the Genco Divestiture, the Company's
revenues for the year ended December 31, 1997, the three months ended March 31, 1998 and the twelve
months ended March 31, 1998 would have declined by approximately $95.5 million, $23.9 million and
$ 95.5 million, respectively, to $3.9 billion, $ 1.1 billion and $3.8 billion, respectively. On a historical basis,
the Company's revenues were $4.0 billion, $ 1.1 billion and $3.9 billion, respectively, for such periods. This
reduction in revenues reflects the first year's phase-in of a three year rate reduction intended to reduce the
Company's electric revenues by $ 111.8 million (exclusive of reductions in the New York State Gross
Receipts Tax) by the time it is fullyphased in over three years, as well as a deferral of revenues required by
the PSC Order representing the difference between the assumed weighted average interest rate for the
Senior Notes portion of the MRA Financing for purposes of preparing the Company's PowerChoice
proposal versus the current estimates of the same. The actual rate reductions and level of revenues in 1998
and other years will be dependent upon numerous factors such as the volume of electricity sold and the
timing of the rate reductions.

Pursuant to the MRA, 18 PPAs representing approximately 1,100 MW of electric generating capacity
are to be terminated. Such electric generating capacity willbe replaced with purchases in the spot market
for electricity at prices significantly less than the contracted prices under such terminating PPAs. In
addition, eight PPAs representing approximately 541 MW of electric generating capacity will be restated
and amended on economic terms and conditions which the Company believes are more favorable to it than
the terms of the existing PPAs subject to the MRA. Additionally, one PPA representing 42 MW of capacity
willbe amended to reflect a shorter term (17 years) and a lower stream of fixed unit prices. As a result, on
a pro forma basis, the Company's cost of electricity purchased from the IPPs for the year ended
December 31, 1997, the three months ended March 31, 1998 and the twelve months ended March 31, 1998
would have declined by approximately $521.5 million, $ 128.9 million and $515.5 million, respectively to
$584.5 million, $ 171.1 million and $592.2 million, respectively. On a historical basis, the Company's cost of
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electricity purchased from the IPPs was $ 1.1 billion, $300.0 million and $ 1.1 billion, respectively, for such
periods.

Pursuant to the PowerChoice Agreement, the compensation paid to the IPP Parties in the form of
cash and Common Stock will be capitalized and carried on the Company's balance sheet as the MRA
Regulatory Asset. The net amount which will be initially recorded and subsequently amortized generally
over a ten year period has been limited by the PSC to approximately $4.0 billion. On a pro forma basis, the
amortization of the MRA Regulatory Asset would have amounted to $378.0 million, $94.5 million and
$378.0 million for the year ended December 31, 1997, the three months March 31, 1998 and the twelve
months ended March 31, 1998, respectively. No such amortization charge was recorded in the historical
income statements for such periods.

The Company's operating income (loss) on a pro forma basis would have increased by $48.0 million,
$ 10.5 million and $42.0 million to $606.8 million, $ 144.8 million and $503.2 million, respectively, for the
year ended December 31, 1997, the three months ended March 31, 1998 and the twelve months ended
March 31, 1998, respectively. On a historical basis, the Company's operating income was $558.8 million,
$ 134.3 million and $461.2 million, respectively, for such periods. This increase reflects the net positive
impact resulting from the significant reduction in the Company's cost of electricity purchased from the
IPPs which more than offsets the decline in revenues and amortization of the MRA Regulatory Asset.

The estimated additional interest charges and amortization of debt issuance costs associated with the
MRA Financing and usage of the Company's receivables facilitywould have increased interest charges on
a pro forma basis by approximately $237.9 million, $58.4 million and $233.5 million to $511.8 million,
$ 124.0 million and $505.5 million, respectively, for the year ended December 31, 1997, the three months
ended March 31, 1998 and the year ended March 31, 1998. On a historical basis, the Company recorded
interest charges of $273.9 million, $65.6 million and $272.0 million, respectively, for such periods.

The Company's net income on a pro forma basis would have declined by $ 127.6 million, $32.2 million
and $ 128.6 million to net income (loss) of $55.7 million, $ (11.8) million and $ (27.9) million, respectively,
for the year ended December 31, 1997, the three'months ended March 31, 1998 and the twelve months
ended March 31, 1998, respectively. On a historical basis, the Company reported net income (loss) of
$ 183.3 million, $20.4 million and $ 100.7 million, respectively, for such periods. This decline in net income
reflects the above described decrease in revenues, the amortization of the MRA Regulatory Asset and an
increase in interest charges, which more than offset the decrease in the cost of electricity purchased from
the IPPs.

As a result of the MRA, the Company would have recognized and deducted in the current year for
income tax purposes, an amount representing the total compensation paid to the IPP Parties, including the
cash and market value of the Common Stock issued to the IPP Parties. This deduction would have created
a net operating loss ("NOL") in 1997 which would have been carried back two years resulting in a federal
income tax refund and would have been carried forward to effectively reduce federal income taxes paid in
future years. The impact of such NOL would have been to increase the amount of cash available to the
Company until such NOL is fully utilized.

Liquidity and Capital Resources

The Pro Forma Condensed Financial Statements demonstrate significant improvement in the Com-
pany's liquidity and capital resources by comparison to the Company's historical financial statements.
Under the MRA, the Company is able to replace long-term escalating payment obligations to the IPP
Parties with the indebtedness represented by the MRA Financing and a portfolio of restated or amended
shorter-term PPAs with pricing and terms that are more favorable than the existing PPAs that are subject
to the MRA. On a pro forma basis, the Company's EBITDAwould increase by $465.2 million, $ 114.8 mil-
lion and $459.2 million to $ 1.4 billion, $337.1 million, and $ 1.3 billion, respectively, for the year ended
December 31, 1997, the three months ended March 31, 1998 and the twelve months ended March 31, 1998,
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respectively. On a historical basis, the Company's EBITDA was $961.5 million, $222.3 million and
$859.7 million, respectively, for such periods. This change results primarily from a decrease in the cost of
electricity purchased from the IPPs due to the termination, restatement or amendment of PPAs pursuant
to the MRA. In addition, the Company would have available additional borrowings of $275.0 million under
its senior bank facility and, under the financial covenants set forth in the Indenture, would have had the
ability, subject to certain restrictions, to incur additional indebtedness.

The Company's principal short-term and long-term liquidity requirements are expected to consist of
the payment of interest on and retirement of the First Mortgage Bonds and the indebtedness represented
by the MRA Financing, the payment of dividends on and the redemption of the Company's Preferred
Stock and capital expenditures required to maintain the Company's transmission and distribution systems.
The Company anticipates that internally generated funds will be sufficient to meet its capital expenditure
requirements, provide for the payment of interest charges and preferred dividends and the retirement of
debt and preferred stock at maturity, and enable the Company to meet other contingencies that may occur,
such as compliance with environmental regulation.
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CERTAIN CONSIDERATIONS

This ProspectuslProxy Statement contains or incorporates by reference statements that constitute forward
looking information within the meaning ofthe Private Secunties Litigation Reform Act of 1995. Allstatements
regarding the Company's future financial condition, results ofoperations, cash flows, financing plans, business
strategy, projected costs and capital expenditures, operations under the MRA and the PowerChoice Agreement
and words such as "anticipate", "estimate", "expect", "project", "intend", and similar expressions are intended
to identify forward-looking statements. Such statements appear in this Prospectus under the captions "Ques-
tions and Answers and Summary about the Master Restructuring Agreement and the Holding Company
Proposal and Share Exchange", "Certain Considerations" under Proposals 2 and 4, "Management's Discus-
sion ofPro Forma Condensed Financial Statements", "The MM"and "The PowerChoice Agreement". Such
statements are subject to certain risks, uncertainties and assumptions. Allof these forward-looking statements
are based on estimates and assumptions made by the Company's management which, although believed by the
Company's management to be reasonable, are inherently uncertain. Investors are cautioned that such forward
looking statements are not guarantees offuture performance or results and involve risks and uncertainties and
that actual results or developments may differ materially from the forward looking statements as a result of
various factors, including the factors described below.

Substantial Leverage and Limited Financial Flexibility

Following consummation of the MRA and the MRA Financing, the Company will have substantial
leverage and significant debt service obligations. As of March 31, 1998, on a pro forma basis after giving
effect to the consummation of the MRA and the MRA Financing, the Company would have had
outstanding approximately $6.8 billion of senior indebtedness, consisting of $2.8 billion of First Mortgage
Bonds which are secured by a lien on substantially all the Company's utility property, $529.0 million of
borrowings under the Company's senior bank facility, $20.0 million of unsecured medium term notes and
$3,272.0 million of senior unsecured notes to be issued pursuant to the MRA Financing. The Company
also will have available additional borrowings of $275.0 million under the senior bank facility and, under
the financial covenants set forth in the indenture with respect to the notes, will have the ability to incur
additional indebtedness, up to certain limitations. See "Capitalization", "Selected Historical and Pro
Forma Financial Data", "The MRA'nd "The PowerChoice Agreement".

The degree to which the Company is leveraged could have important consequences including: (i) the
Company's ability to obtain additional financing for working capital, capital expenditures, acquisitions,
other corporate purposes or other purposes will be limited in the future; (ii) a substantial portion of the
Company's cash flow from operations will be dedicated to the payment of principal and interest on its
indebtedness, thereby reducing the funds available to the Company for other purposes; and (iii) the
Company's substantial leverage may place the Company at a competitive disadvantage, hinder its ability to
adjust rapidly to changing market conditions and make it more vulnerable in the event of a downturn in
general economic conditions or its business. As a result, any reduction in revenues or significant increase in
costs or expenditures could materially adversely affect the Company's ability to satisfy its obligations. See
"Management's Discussion and Analysis of Pro Forma Condensed Financial Statements —Liquidity and
Capital Resources".

Effect of Decreased Sales to Customers

Under the PowerChoice Agreement, the Company has established rates intended to create sufficient
cash flow to at least cover its operating expenses, satisfy its fixed obligations, and recover certain stranded
costs. The Company's rate design is based on estimates of future electricity usage and the number of
customers connected to the Company's distribution system. The level of electric revenues can be adversely
affected by lower than projected sales to retail customers and by customer bypass of the system. Economic
conditions in the Company's service area could result in lower sales due to the relocation of customers.
Because of the relatively high cost of the Company's electricity, customers could seek to bypass the
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Company's distribution system through self-generation or the replacement of the Company with a

municipal or other utility.While the PowerChoice Agreement requires the payment of an exit fee or access

charge in these circumstances, the affected customers and competitors may challenge the Company's right
to collect these fees, or the appropriate level of these fees. There can be no assurance that the Company
would prevail in any such proceeding. If revenues are significantly lower than those anticipated in its rate
design, the Company's ability to service its obligations could be materially adversely affected.

Regulatory Matters

Following implementation of the PowerChoice Agreement, the Company will remain subject to
extensive regulation by the PSC. While the most material aspects of the Company's rate structure for the
next five years are established in the PowerChoice Agreement, under certain circumstances, the PSC could
initiate proceedings to reduce rates. Conversely, the PSC is likely to continue to assess competitive
consequences in considering requests for future rate increases even if the Company successfully proves
revenue shortfalls or increased expenses. In addition, many aspects of the Company's operations, including
its electric transmission and distribution operations, the operation and maintenance of its nuclear facilities,
its gas distribution operations and the issuance of securities, will continue to be subject to extensive
regulation by both the federal government and the PSC. Changes in these regulations or in their
application to the Company could adversely affect the Company's business and financial condition.
Further, uncertainty exists regarding the ultimate impact on the Company as the electric industry is further
deregulated and electricity suppliers gain open access to the Company's retail customers.

PSC procedures governing the approval of the PowerChoice Agreement provide various parties the
right to appeal such approval by giving notice of their intention to do so within 120 days of the date on
which approval is received. Such an appeal may be based on the failure of the record to show a reasonable
basis for the terms of the PowerChoice Agreement and may result in an amendment of the record to
correct such failure, in renegotiation of such terms or in renegotiation of the PowerChoice Agreement as a

whole. There can be no assurance that, ifappealed, the approval of the PowerChoice Agreement willbe

upheld or that such appeal will not result in terms substantially less favorable to the Company than those
described herein. Suspension of the PowerChoice Agreement or renegotiation of its material terms could
have a material adverse effect on the Company's results of operations and on the cash available to service
its obligations. See "Certain Litigation with Respect to the MRA."

Federal Income Tax Implications of MRA to the Company

The Company has requested rulings from the Internal Revenue Service to the effect that the amount
of cash and Common Stock paid to the IPP Parties who are terminating their PPAs upon closing of the
MRA will be currently deductible and generate a substantial NOL No assurance can be given that
favorable rulings will be issued. Iffavorable rulings are not received, and the Company's claimed current
deductions are challenged on audit and not ultimately sustained, the amount of tax refunds generated from
the NOLcariyback, and thus the amount of cash available to repay its obligations followingconsummation
of the MRAwould be reduced. While any disallowed deductions would ultimately be allowable in future
years, and would likely create, or increase the amount of, NOLs available to offset tax liabilities in future
years, cash flow would be adversely affected in the near term.

'he Company's ability to utilize the NOL generated as a result of the MRA could be substantially
limited under the rules of section 382 of the Internal Revenue Code. (the "Code" ) ifcertain changes in the
Company's stock ownership were to occur following the consummation of the MRA. In general, the
limitation is triggered by a more than 50% change in stock ownership during a 3-year testing period by
shareholders who own, directly or indirectly, 5% or more of the Company's stock. For purposes of making
the change in ownership computation, the IPP Parties who acquire Company stock pursuant to the MRA
will likely be considered a separate 5% shareholder group, with the result that a stock ownership change of
23% will be deemed to have occurred by reason of their collective acquisition of such stock. Thus, if the
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IPP Parties and any other 5% shareholders experience ownership increases totaling more than 27% during
any 3-year testing period that includes the consummation date of the MRA, the 50% statutory threshold
would be breached and the NOL limitation would apply. The rules for determining changes in stock
ownership for purposes of section 382 are extremely complicated and in many respects uncertain. A stock
ownership change could occur as a result of circumstances that are not within the control of the Company.
If a more than 50% change in ownership were to occur, the Company's remaining usable NOL in the
taxable years following such change in ownership would likely be significantly lower than the NOL amount
which otherwise would be usable absent the limitation. Consequently, the Company's net cash position
could be significantly lower as a result of tax liabilities which would otherwise be eliminated or reduced
through unrestricted use of the NOL

Limitations on Dividends; Depressed Earnings
The Indenture to be entered into with respect to the Notes will contain limitations of the amount of

dividends payable with respect to the Common Stock. The Company's ability to issue dividends is also
limited by the PowerChoice Agreement. In addition, because of the ten year amortization of the MRA
Regulatory Asset described in the "Pro Forma Condensed Financial Statements", earnings will be
substantially depressed for at least five years.

Accounting Principles
The Company continues to apply the accounting principles of SFAS No. 71 to its electric transmission

and distribution, nuclear and gas operations, based on the terms of the PowerChoice Agreement. SFAS
No. 71 permits a utility to defer certain costs for future recovery which would otherwise be charged to
expense when authorized to do so by the relevant regulatory authorities. As of March 31, 1998, the
Company had recorded $811 million of regulatory assets, net of regulatory liabilities, associated with the
electric business. The deferral of the costs of the MRA by the PSC willcause the net regulatory assets to
increase by approximately $4.0 billion. In the event that the Company determined, either as a result of
lower than expected revenues or higher than expected costs, that this asset is not in fact recoverable, it
could no longer apply the principles of SFAS No. 71 and would be required to record a non-cash charge
against income in the amount of the remaining unamortized net regulatory assets. Depending on when
SFAS No. 71 was required to be discontinued, such charge would likely be material to the Company's
reported financial condition and results of operations and the Company's ability to pay common and
preferred dividends.

CERTAIN LITIGATIONWlTH RESPECT TO THE MRA
In April 1998, Norcen Energy Resources, Ltd. ("Norcen") sued three IPPs that are parties to the

MRA and the Company. The claim against the Company relates to certain rights of Norcen to sue if the
Company breached its PPAs with the three projects and alleges tortious interference by the Company with
Norcen's gas purchase agreements. In May 1998, such projects announced that they had entered into a
settlement agreement with Norcen in which Norcen agreed to release the Company from its claims upon
the closing of the MRA.

In April 1998, the cities of Oswego, Fulton, Cohoes and the New York Conference of Mayors and
Municipal Officials sought a temporary restraining order and preliminary injunction in New York State
Supreme Court against the PSC to enjoin the implementation of the PowerChoice settlement, the MRA
and the Company's contemplated auction of its fossil and hydro generation assets on the grounds that the
PSC failed to comply with the provisions of the State Environmental Quality Review Act. They were joined
in their petition by the chairman of the Buffalo City Council Energy Committee. The application of the
City of Oswego and the other petitioners for the temporary restraining order was denied on April21, 1998
and the injunction was denied and the petition dismissed on May 22, 1998, which decision is appealable. In
addition, the City of Oswego and others petitioned the PSC for rehearing of the March 20, 1998 order
approving PowerChoice. See "Conditions to the Consummation of the MRA."
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CONDITIONS TO THE CONSUMMATIONOF THE MRA

The Company's obligation to consummate the MRAwith respect to each IPP Party is subject to (i) the
representations and warranties of such IPP being true in all material respects, (ii) such IPP having
complied in all material respects with its agreements in the MRA, (iii) the Company having received all
necessary regulatory approvals, which approvals shall be in full force and effect and either be final and
non-appealable or not subject to the possibility of appeal, review or reconsideration which, in the opinion
of the Company, is reasonably likely to be successful and ifsuccessful, would have a material adverse effect
on the Company, (iv) consummation of the MRA and the transactions contemplated thereby not being
restrained, enjoined or otherwise prohibited by a court or a governmental authority, (v) no claim, action,
suit, investigation or other proceeding being pending which in the opinion of the Company is reasonably
likely to be successful and which, ifadversely determined, is reasonably likely to have a material adverse
effect on the Company, (vi) the Company receiving satisfactory releases from all third party agreements
with lenders, suppliers and other third parties that the Company has entered into at the request or on
behalf of an IPP Party, or in lieu thereof, receipt of a satisfactory indemnity from an IPP Party,
(vii) appropriate releases from the IPP Parties with respect to the litigation enumerated in the MRA,
(viii) approval by the Company's shareholders of Proposal 2 and (ix) the consummation of the MRA
Financing on terms reasonably satisfactory to the Company. Each IPP's obligation to consummate the
MRA is subject to comparable conditions, other than (vi), (viii)and (ix), in addition to the conditions that
since September 30, 1996, there shall not have been any event or condition (other than the impact of the
existing PPAs and the MRA)which has a material adverse effect on the Company and the shelf registration
with respect to the shares of Common Stock being issued pursuant to the MRA becoming effective.

COMPANY PROSPECTS IF THE MRA IS NOT CONSUMMATED

If the MRA,is not consummated, it is anticipated that the Board of Directors will reconsider all
alternatives then available to the Company to address the Company's financial condition and regulatory
situation and to satisfy the best interest of all shareholders. These alternatives may include the renegoti-
ation of the terms of the MRA, the sale of the generation assets of the Company and other efforts to
increase liquidity and a request for higher rates. However, because of the prolonged efforts exerted by all
parties, resulting in concessions by each that were difficult to achieve, no assurance can be given that a
substitute arrangement between the Company and the IPP Parties or the PSC could be readily negotiated.
Further, the Board of Directors has concluded that the other alternatives available to the Company are not
likely to be in the best interests of Shareholders when compared to the MRA. See "Board
Recommendation".

PROPOSAL NO. 3: COMMON STOCK AMENDMENT

The Board of Directors has also approved an amendment to Article IVof its amended certificate of
incorporation to increase the number of shares of Common Stock which the Company is authorized to
issue from 185 million to 250 million (the "Common Stock Amendment" ) to provide a number of
authorized shares of Common Stock sufficient to implement the MRA and to preserve flexibilityto issue
additional shares of Common Stock, ofwhich an aggregate of approximately 144.5 millionwere issued and
outstanding on the Record Date. If the transactions contemplated by the MRA are consummated, the
Company will issue a total of approximately 42.9 million new shares of Common Stock to the IPP Parties in
connection with the MRA, thereby increasing the total number of issued and outstanding shares to
approximately 187.5 million. The total number of shares of Common Stock issued or reserved for issuance
will be approximately 187.7 million, which is approximately 2.7 million shares more than the Company is
currently authorized to issue. In addition, the Board of Directors believes it to be in the best interests of
the Company to authorize the issuance of additional shares of Common Stock in order to preserve
flexibilityfor the Company to issue additional shares of Common Stock, as the need may arise, in the
raising of additional capital for the reduction of debt, for necessary or desirable additions to the
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Company's electric system and for other corporate purposes. The Board of Directors considers it prudent
to increase the number of shares which the Company shall have authority to issue to assure that the
Company has the flexibilityto meet its financial needs in the future.

The Board of Directors considers it to be in the best interests of the Company to have, after the
consummation of the MRA, shares of Common Stock of the Company authorized and available for
issuance without further action by the shareholders, unless such shareholder action is required by
application law or the rules of any national securities exchange on which the Company's securities may be
listed. The Board of Directors believes it advisable to authorize additional shares of Common Stock now so
that ifan issuance of such shares is determined to be appropriate in the future, it could be accomplished
without the delay and expense involved in obtaining shareholder approval. However, the Company would
be required to obtained authorization of the PSC prior to the issuance of any additional shares of Common
Stock.

In the event Proposal 2 is approved but Proposal 3 is not approved, the Company anticipates it will
attempt to renegotiate the terms of the MRA by decreasing the number of shares of Common Stock and
increasing the cash payable to the IPP Parties, although there can be no assurance that such renegotiation
will occur, or to acquire shares of Common Stock in the market or in privately negotiated transactions to
use for part of the MRA consideration.

If the Common Stock Amendment is approved, shareholders will have no preemptive rights with
respect to the additional shares of Common Stock. Such shares willbe issued on such terms, at such times
and on such conditions as the Board of Directors may determine without further action by shareholders.
The Board of Directors has neither entered into any negotiations, agreements, or understandings, nor
made any other determinations, with respect to the issuance of any shares of such Common Stock, except
as described in Proposal 2.

While not submitted for approval as such, the Common Stock Amendment may be considered an
"anti-takeover" device. In the event of any attempted takeover of the Company through tender offer,
merger, proxy contest or otherwise, the additional shares could be used to dilute the stock ownership of the
hostile takeover party or could be acquired by purchasers who might assist the Board of Directors in
opposing a hostile takeover bid. Moreover, the availability of such additional shares in and of itself might
have the effect of discouraging an attempt to acquire control of the Company other than through
negotiations with the Board of Directors. The Company presently has charter or by-law provisions which
provide for a staggered board of directors, removal of directors only for cause, advance notice of
shareholder proposals and nominations, a "fair-price" provision concerning second step transactions by
interested shareholders, no cumulative voting, and no right of shareholders to call special meetings. Under
New York law, the Company's common shareholders are not permitted to act by less than unanimous
written consent. In addition, Section 912 of the New York Business Corporation Law (the "BCL") applies
to Niagara Mohawk and would also apply to Holdings following implementation of the holding company
proposal. Section 912 prohibits a "business combination" (as defined in Section 912, generally including
mergers, sales and leases of assets, issuances of securities and similar transactions) by a company or its
subsidiary with an interested shareholder" (as defined in Section 912, generally the beneficial owner of 20
percent or more of the company's voting stock) within five years after the person or entity becomes an
interested shareholder, unless prior to the person or entity becoming an interested shareholder, the
business combination or the transaction pursuant to which the person or entity became an interested
shareholder is approved by the company's board of directors. After five years, the business combination
may be consummated only if approved by the holders of a majority of the outstanding stock of the
company entitled to vote thereon, excluding shares held by the interested shareholder, at a meeting called
for the purpose, or pursuant to a stringent "fair price" formula. Except as set forth under Proposal 4, the
Company has no plans to adopt any measures other than the Common Stock Amendment which may be
deemed "anti-takeover" measures. See "Proposal 4: Comparative Shareholders'ights."
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THE BOARD OF DIRECTORS RECOMMENDS THAT THE HOLDERS OF COMMON STOCK
VOTE IN FAVOR OF APPROVAL OF PROPOSAL NO. 3.

PROPOSAL 4: HOLDING COMPANY AND ADOPTION OF THE EXCHANGE AGREEMENT

The Board of Directors of Niagara Mohawk unanimously believes that it is in the best interests of
Niagara Mohawk and its shareholders to restructure Niagara Mohawk so that it will become a separate
subsidiary of a new parent holding company, with the present holders of Common Stock becoming the
holders of the common stock of the new parent.

To carry out such restructuring, Niagara Mohawk has caused to be incorporated a New York
corporation, Holdings, which now has a nominal amount of stock outstanding and no present business or
properties of its own. All of the currently outstanding shares of Holdings common stock are owned by
Niagara Mohawk.

The Board of Directors of each of Niagara Mohawk and Holdings has adopted the Exchange
Agreement under which, subject to adoption by Niagara Mohawk's shareholders and the satisfaction of
other conditions, Niagara Mohawk will become a subsidiary of Holdings through the exchange of the
outstanding shares of Niagara Mohawk Common Stock on a share-for-share basis for shares of Holdings
common stock (referred to in this Prospectus/Proxy Statement as the "share exchange" or the "exchange").
Following the share exchange, certain of Niagara Mohawk's existing subsidiaries involved in non-utility
operations will be transferred to Holdings and become subsidiaries of Holdings. See "—The Share
Exchange —Transfer of Niagara Mohawk's Non-Utility Subsidiaries to Holdings". The Exchange Agree-
ment is attached to this Prospectus/Proxy Statement as Exhibit A and is incorporated herein by reference.

Niagara Mohawk is subject to regulation by the PSC under the New York Public Service Law (the
"Public Service Law"). The PowerChoice Agreement approved the holding company restructuring and the
terms with which Niagara Mohawk and Holdings have agreed to comply in their on-going relationships and
activities.

Reasons for the Holding Company Structure and Share Exchange

General

The proposed holding company structure is intended to provide Niagara Mohawk and its subsidiaries
with the financial and regulatory flexibility to compete more effectively in an increasingly competitive
energy industry by providing a structure that can accommodate both regulated and unregulated lines of
business. Niagara Mohawk currently operates under the regulatory constraints of the PSC that were
generally designed to discourage electric utilities from participating in unregulated businesses and that
limit (i) the total amount of the incremental investment in its unregulated operations, (ii) the amount that
can be invested annually, (iii) the cumulative amount that can be invested in any single line of business and
(iv) the debt-equity ratios of its subsidiaries. Under current regulations, any time Niagara Mohawk wishes
to allocate funds to new unregulated ventures, it must seek PSC approval. The approval process itself leads
to long delays, forces the Company to reveal its plans to competitors, and gives competitors the
opportunity to intervene in the regulatory approval process and attempt to gain competitive advantage by
seeking restrictions that would handicap Niagara Mohawk.

The holding company structure proposed here largely would eliminate many of these regulatory
constraints that would otherwise severely limit or handicap Niagara Mohawk's ability to participate in
unregulated business opportunities as the industry evolves. In approving PowerChoice, the PSC has given
the Company 12 months in which to form a holding company.

The holding company structure is a well-established form of organization for companies conducting
multiple lines of business. It is a common form of organization for unregulated companies and for those
regulated companies, such as telephone utilities and water utilities, which are not subject to the Holding
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Company Act. In addition, it is utilized by many electric companies which are involved in unregulated
activities. Niagara Mohawk wishes to take advantage of this opportunity, and desires to do so by utilizing
the most efficient and effective corporate structure.

More generally, the holding company structure will enable Holdings to engage in unregulated
businesses without obtaining the prior approval of the PSC, thereby enabling Holdings to pursue unregu-
lated business opportunities in a timely manner. Under the new corporate structure financing of unregu-
lated activities of Holdings and its non-utility subsidiaries will not require PSC approval. In addition, the
capital structure of each non-utility subsidiary may be appropriately tailored to suit its individual business.
Also, under the holding company structure, Holdings would not need PSC approval to issue debt or equity
securities to finance the acquisition of the stock or assets of other companies. The ability to raise capital
for acquisitions without prior PSC approval should allow competition on a level basis with other potential
acquirors, some ofwhich are already holding companies. Under a holding company structure, the issuance
of debt or equity securities by Holdings to finance the acquisition of the stock or assets of another company
should not adversely affect Niagara Mohawk's capital devoted to and available for regulated utility
operations.

The holding company structure separates the operations of regulated and unregulated businesses. As
a result, it provides a better structure for regulators to assure that there is no cross-subsidization of costs or
transfer of business risk from unregulated to regulated lines of business. A holding company structure also
is preferred by the investment community because it makes it easier to analyze and value individual lines of
business. Moreover, the use of a holding company structure provides legal protection against the imposi-
tion of liabilityon regulated utilities for the results of unregulated business activities. In short, the holding
company structure is a highly desirable form of conducting regulated and unregulated businesses within
the same corporate group.

As discussed below under "—The Share Exchange —Transfer of Niagara Mohawk's Non-Utility
Subsidiaries to Holdings," as part of the holding company restructuring, certain of the current non-utility
subsidiaries of Niagara Mohawk will be transferred to and become, or become owned through, separate
subsidiaries of Holdings following the share exchange. Niagara Mohawk needs the financial and regulatory
flexibilityprovided by this holding company structure to operate in a changing environment and success-
fully address the new levels of competition.

Opportunities in the new competitive environment could take many forms, including joint ventures
and strategic alliances in addition to direct investments in new businesses. Allof these opportunities willbe
easier to pursue under a holding company structure than they would be under the current structure.

Strategic alliances with unregulated third party participants and/or diversification into unrelated fields
may also help protect against the market and financial risks to which Niagara Mohawk is now, and
increasingly will be, exposed. Thus, Holdings may wish to increase its investment in unregulated energy-
related businesses, whether through additional "ground floor" investment, the acquisition of existing

,
energy and energy services providers, or the formation of strategic alliances with industry partners.

Holdings will continue to seek to invest in the current lines of business and, through its subsidiaries,
willengage in energy marketing and other energy-related activities. Although Holdings has not identified
other specific business opportunities, it believes that such activities would likely include areas with which
Niagara Mohawk is already familiar, such as information systems, environmental services, engineering
services, financial services, meter reading, and billing and collection services. Under a holding company
structure, Holdings should be able to take advantage of opportunities in a timely fashion and compete
more effectively against other energy companies. Except for the restrictions set forth in the PowerChoice
Agreement and discussed in "—The Share Exchange —The PowerChoice Agreement", Holdings believes it
should not otherwise be required to obtain PSC approval for investments in non-utility businesses, would
not be subject to the limitations imposed under certain provisions of New York law applicable to Niagara

60





Mohawk, and thus should be able to compete more effectively against other entities not subject to similar
constraints.

Given its financial condition and contractual restrictions, the Company does not foresee Holdings
making substantial investments in unregulated businesses in the near future. However, under the terms of
the PowerChoice Agreement, Niagara Mohawk has a one-year window in which it can adopt the holding
company structure.

Certain Considerations

Future Performance of Holdings Common Stock Cannot Be Assured. The purpose of the share
exchange is to establish a holding company structure that will enhance the ability to take advantage of
business opportunities outside of Niagara Mohawk's present markets. The Board of Directors believes the
share exchange and holding company structure to be in the best interests of Niagara Mohawk and its
shareholders. Nevertheless, the success of Holdings in realizing its goals and the future performance of
Holdings common stock cannot be assured.

Dividends on Holdings Common Stock Will tnt'tially Depend on Common Stock Dividends Paid by
Niagara Mohawk, Holdings does not now, nor will it immediately after the share exchange, conduct
directly any business operations from which it willderive any revenues. Holdings plans to obtain funds for
its own operations from dividends paid to Holdings by its subsidiaries, and from sales of securities or debt
incurred by Holdings. Dividends on Holdings common stock will initially depend upon the earnings,
financial condition and capital requirements of Niagara Mohawk, and the dividends that Niagara Mohawk
pays to Holdings. Niagara Mohawk suspended the common stock dividend in 1996 to help stabilize its
financial condition. In making future dividend decisions with respect to Niagara Mohawk or Holdings, the
applicable board would evaluate, along with standard business considerations, the entity's financial
condition, contractual and regulatory restrictions, competitive pressure on prices, available cash flow and
retained earnings and other strategic considerations. In the future, dividends from Holdings'ubsidiaries
other than'Niagara Mohawk may also be a source of funds for dividend payments by Holdings. Payment of
Niagara Mohawk dividends to Holdings will be subject to the prior rights of holders of Niagara Mohawk
preferred stock, First Mortgage Bonds and other long-term debt. In addition, although it has no present
intention to do so, Niagara Mohawk may issue additional preferred stock in the future to meet its capital
requirements. Such additional preferred stock will also have preferential dividend rights.

The PowerChoice Agreement also imposes the following limitations on the dividends that Niagara
Mohawk may pay to Holdings after the share exchange: net income available for common dividends plus in
each of the followingyears: 1998: $50 million, 1999: $75 million, 2000, 2001 and 2002: $ 100 million, 2003:
$80 million, 2004: $ 60 million, 2005: $40 million, 2006: $20 million, thereafter: $0. If the Company files a
rate case for any year from 2003 to 2007, this dividend limitation will be reassessed in the rate filing. The
Indenture to be entered into with respect to the Senior Notes willalso contain limitations on the amount of
dividends payable with respect to the Common Stock.

Non-Utility Businesses Will Not Be Available as Sources for Dividends on Niagara Mohawk Prefened
Stock. Following consummation of the share exchange, certain of Niagara Mohawk's non-utility subsidi-
aries willbe transferred to Holdings, and willnot be available to the holders of Niagara Mohawk preferred
stock as a source of cash for the payment of dividends or other amounts.

Non-UtilityBusinesses. Niagara Mohawk's principal non-utility subsidiaries that willbe transferred to
Holdings participate in energy marketing and brokering, energy services and Canadian electricity genera-
tion and distribution.

It is the current intention of Holdings for these non-utility subsidiaries to engage primarily in energy-
related businesses which will not be regulated by state or federal agencies which regulate public utilities.
Such businesses may encounter competitive and other factors not previously experienced by Niagara
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Mohawk, and may have different, and perhaps greater, investment risks than those involved in the
regulated utility business of Niagara Mohawk. There can be no assurance that such businesses will be
successful or, ifunsuccessful, that they willnot have a direct or indirect adverse effect on Holdings. As is
the case now, any losses incurred by such businesses will not be recoverable in utility rates of Niagara
Mohawk. As Holdings engages in more such business activities, the market price of Holdings'tock will be
affected to a lesser extent by the performance of Niagara Mohawk.

Comparable earnings from Niagara Mohawk's unregulated businesses were $ (4.7) million, or (3.3)
cents per share in 1997, $23.2 million, or 16.1 cents per share in 1996, and $ 10.3 million, or 7.1 cents per
share in 1995.

Niagara Mohawk's total investment in these businesses, computed in accordance with PSC specifica-
tions as a percentage of consolidated capitalization, was 2.5%, 2.6% and 2.1% as of December 31, 1997,
1996 and 1995, respectively.

Holdings will obtain funds to invest in non-utility subsidiaries and other businesses from dividends it
receives from Niagara Mohawk, borrowings and other financings, and dividends Holdings may in the
future receive from any non-utility subsidiaries. There can be no assurance that non-utility subsidiaries will
have earnings or pay any dividends to Holdings in the foreseeable future.

Implementation of the Rate Plan. The new rate plan contained in the PowerChoice Agreement will
take effect upon the closing of the MRA and willcontinue to govern utility rates and charges of Niagara
Mohawk even ifcommon shareholders of Niagara Mohawk do not approve the holding company proposal
and adopt the Exchange Agreement. In that event, Niagara Mohawk willnot be able to realize the benefits
it expects from a holding company structure, which Niagara Mohawk believes is important in the future
deregulated competitive environment of the energy industry. See also "—The Share Exchange —The
PowerChoice Agreement" below.

Cenain Restrictions in rhe PSC Order. As summarized above, the PowerChoice Agreement imposes
certain limitations on the dividends that Niagara Mohawk may pay to Holdings after the share exchange.
See also "—The Share Exchange —Dividend Policy". The PowerChoice Agreement also contains restric-
tions on transactions between Niagara Mohawk and Holdings or any other subsidiary of Holdings, loans,
guarantees or pledges by Niagara Mohawk for the benefit of Holdings or any other subsidiary of Holdings,
and Board and managerial interlocks between Niagara Mohawk and Holdings or any other subsidiary of
Holdings. See "—The Share Exchange —Regulatory Approvals" and "—Management —Restriction on
Board and Management Interlocks between Holdings and Niagara Mohawk". There can be no assurance
as to the effect, ifany, that such restrictions will have on the business or operations of Holdings, Niagara
Mohawk or the non-utility subsidiaries.
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Exchange Agreement

A. THE SHARE EXCHANGE

The Exchange Agreement has been unanimously adopted by the Boards of Directors of Niagara
Mohawk and Holdings and is subject to adoption by the holders of at least two-thirds of the outstanding
shares of Niagara Mohawk Common Stock. See "—Vote Required" below. In the share exchange:

(1) each share of Niagara Mohawk Common Stock outstanding immediately prior to the effective
time of the share exchange will be exchanged for one new share of Holdings common stock;

(2) Holdings will become the owner of all outstanding Niagara Mohawk Common Stock; and

(3) the shares of Holdings coinmon stock held by Niagara Mohawk immediately prior to the share
exchange will be canceled.

As a result, upon completion of the share exchange, Holdings will become a holding company,
Niagara Mohawk will become a subsidiary of Holdings, and all of Holdings common stock outstanding
immediately after the share exchange willbe owned by the former holders of Niagara Mohawk Common
Stock outstanding immediately prior to the share exchange. Following the share exchange, certain of
Niagara Mohawk's existing non-utility subsidiaries will be transferred to Holdings and become subsidiaries
of Holdings. See "—Transfer of Niagara Mohawk's Non-UtilitySubsidiaries to Holdings". The Exchange
Agreement is attached to this Prospectus/Proxy Statement as Exhibit A and is incorporated herein by
reference.

Niagara Mohawk's outstanding preferred stock will not be exchanged in the share exchange but will
continue as shares of Niagara Mohawk preferred stock. The share exchange willnot change the rights of
the holders of such shares as currently provided in Niagara Mohawk's Amended Certificate of Incorpora-
tion. Debt of Niagara Mohawk will remain unchanged and will continue as outstanding obligations of

r the share exchange.Niagara Mohawk afte

Regulatory Approvals

FEDERAL POWER ACT

A provision in the Atomic Energy Act requires Nuclear Regulatory Commission ("NRC") consent for
the transfer of control of NRC licenses. The NRC Staff has in the past asserted that this provision applies
to the creation of a holding company over an NRC-licensed utilitycompany in a transaction such as the
share exchange. The Company willapply for NRC approval under the Atomic Energy Act for the transfer
of control resulting from the Share Exchange of its two licenses, for Nine Mile Point 1 and Nine MilePoint
2, respectively.

PUBLIC UTILITYHOLDING COMPANY ACI'F 1935

The Company is currently exempt from the Public Utility Holding Company Act of 1935 under
Section 3(a)(2) thereof. Holdings willown 100% of the common stock of the Company, majority interests

in Beebee Island Corporation and Moreau Manufacturing Corporation and 50% of CNP, all of which are

public utilitycompanies for purposes of the Holding Company Act. Section 9(a)(2) of the Act requires the

The FERC has held that the transfer of common stock of a public utility company, such as
the'ompany,from its existing stockholders to a holding company in a transaction such as the share exchange

constitutes a transfer of the "ownership and control" of the facilities of such utility, and is thus a

"disposition of facilities" subject to FERC review and approval under Section 203 of the Federal Power
Act. The Company will apply for such approval and for approval of the transfer of certain power sales

contracts and a tariff associated with certain of its generation assets.

ATOMICENERGY
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prior approval of the SEC under Section 10 of the Holding Company Act for any person to become an
affiliate of more than one public utilitycompany. Holdings willapply for such approval. Holdings willalso
apply to the Commission for an order exempting Holdings from all provisions of the Holding Company
Act, except Section 9(a)(2) thereof, pursuant to the exemption provided by Section 3(a)(1) thereof. The
basis for such exemption is that the holding company, and every subsidiary company thereof which is a
public-utility company from which the holding company derives any material part of its income, are
predominantly intrastate in character and are organized in the same state.

PUBLIC SERVICE LAW

The New York Public Service Law ("NYPSL") requires approval from the PSC in order to undertake
the reorganization represented by the formation of the holding company structure. The NYPSL also
requires PSC approval for a holding company to acquire the stock of a utilitypursuant to a share exchange.
The Company has obtained PSC approval of the holding company concept and will make appropriate
additional filings with respect to the formation of a holding company.

Conditions to Effectiveness of the Share Exchange

The share exchange is subject to the satisfaction of the followingconditions (in addition to adoption of
the Exchange Agreement by the holders of Niagara Mohawk Common Stock): (i) all necessary orders,
authorizations, approvals or waivers from the PSC and all other jurisdictive regulatory bodies, boards or
agencies have been received, remain in full force and effect, and do not include, in the sole judgment of the
Board of Directors of Niagara Mohawk, unacceptable conditions; and (ii) shares of Holdings common
stock to be issued in connection with the exchange have been listed, subject to officialnotice of issuance, by
the New York Stock Exchange.

Following satisfaction of these conditions, the share exchange will become effective immediately
following the close of business on the date of filingwith the New York Department of State of a certificate
of exchange pursuant to Section 913(d) of the New York Business Corporation Law. Niagara Mohawk
cannot predict when all conditions will be satisfied, but expects that the share exchange will become
effective in the first quarter of calendar 1999.

Exchange of Stock Certificates

If the share exchange is effected, it will not be necessary for holders of Niagara Mohawk'Common
Stock to physically exchange their existing stock certificates for certificates of Holdings common stock. The
certificates which represent shares of Niagara Mohawk Common Stock outstanding immediately prior to
the effective time of the share exchange will automatically represent an equal number of shares of
Holdings common stock immediately after the effective time and willno longer represent Niagara Mohawk
Common Stock. New certificates bearing the name of Holdings will be issued after the share exchange, if
and as certificates representing shares of Niagara Mohawk Common Stock outstanding immediately prior
to the share exchange are presented for exchange or transfer.

Niagara Mohawk preferred stock will not be exchanged but will continue as shares of Niagara
Mohawk preferred stock. The share exchange will not change the rights of the holders of such shares as
provided in Niagara Mohawk's Amended Certificate of Incorporation. Debt of Niagara Mohawk will
remain unchanged and will continue as outstanding obligations of Niagara Mohawk after the share
exchange.

Transfer of Niagara Mohawk's Non-UtilitySubsidiaries to Holdings

Other than for the transfer of the subsidiaries described under "Certain Considerations —Non-Utility
Businesses" and other de minimis non-utility investments, and except for dividends or other distributions
with respect to Niagara Mohawk Common Stock held by Holdings, it is expected that Niagara Mohawk will
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not transfer at less than a fair consideration any of its other assets to Holdings or -any, Holdings
subsidiaries. Niagara Mohawk will develop accounting and other procedures to the extent determined to
be necessary or appropriate to insure separation of utility and non-utility businesses. See "—The
PowerChoice Agreement" below.

Dividend Reinvestment and Stock Purchase Plan

Shares of Niagara Mohawk Common Stock held in its Dividend Reinvestment and Common Stock
Purchase Plan (including uncertificated whole and fractional shares) will automatically become a like
number of shares of Holdings common stock at the effective time of the share exchange. At the effective
time, Holdings will succeed to the Plan as in effect immediately prior to the effective time, and shares of
Holdings common stock will be issued under the Plan on and after the effective time. Holdings will file a
postwffective amendment to Niagara Mohawk's registration statement on Form S-3 for the Plan shortly
after the effective time of the exchange.

Amendment or Termination of the Exchange Agreement

The Boards of Directors of Niagara Mohawk and Holdings may amend any of the terms of the
Exchange Agreement at any time before or after its adoption by the holders of Niagara Mohawk Common
Stock and prior to the effective time, but no such amendment may, in the sole judgment of the Board of
Directors of Niagara Mohawk, materially and adversely affect the rights of Niagara Mohawk's
shareholders.

The Exchange Agreement may be terminated and the share exchange abandoned at any time before
or after the shareholders of Niagara Mohawk adopt the Exchange Agreement, and prior to the effective
time, ifthe Board of Directors of Niagara Mohawk determines, in its sole judgment, that consummation of
the exchange would; for any reason, be inadvisable or not be in the best interests of Niagara Mohawk or its
shareholders.

Listing of Holdings Common Stock

Holdings is applying to have its common stock listed on the New York Stock Exchange. It is expected
that such listing will become effective at the effective time of the share exchange. The stock exchange
ticker symbol of Holdings comm'on stock will be "NMK",and quotations willbe carried in newspapers as
they have been for'iagara Mohawk Common Stock. Following the share exchange, Niagara Mohawk
Common Stock willno longer trade and willbe delisted and no longer registered pursuant to Section 12 of
the Securities Exchange Act of 1934.

Niagara Mohawk Common Stock Market Prices and Dividends

Niagara Mohawk Common Stock is listed and principally traded on the New York Stock Exchange.
The table below sets forth the high and low sales prices of Niagara Mohawk Common Stock for the fiscal
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periods indicated as reported in The Wall Street Journal as New York Stock Exchange Composite
Transactions. No dividends were paid on the Common Stock during such period.

Price Range

High Low

(s) (s)

Calendar 1996
First Quarter
Second Quarter
Third Quarter
Fourth Quarter .

Calendar 1997
First Quarter ....
Second Quarter
Third Quarter
Fourth Quarter .

Calendar 1998
First Quarter
Second Quarter (through May 28, 1998)

The closing price of Niagara Mohawk Common
$ 123/i».

10'/» 6'/i
8'l» 6'/»
87/» 63/4

10 7»/s

...... 11i/s 8i/»

9 7/s
10'/ir 8'/»

10/i» 9'li»

13"/i» 10'/»

13 11

Stock on May 28, 1998 was reported to have been

Dividend Policy

Holdings does not now, nor willit immediately after the share exchange, conduct directly any business

operations from which it willderive any revenues. Holdings plans to obtain funds for its own operations
from dividends paid to Holdings on the stock of its subsidiaries, and from sales of securities or debt
incurred by Holdings. Dividends on Holdings common stock will initially depend upon the earnings,
financial condition and capital requirements of Niagara Mohawk, and the dividends paid by Niagara
Mohawk to Holdings. In the future, dividends from Holdings'ubsidiaries other than Niagara Mohawk

may also be a source of funds for dividend payments by Holdings. Payment of dividends on Niagara
Mohawk Common Stock will continue to be subject to the prior rights of holders of Niagara Mohawk
preferred stock. Niagara Mohawk suspended the common stock dividend in 1996 to help stabilize its

fmancial condition. In making future dividend decisions with respect to Niagara Mohawk or Holdings, the

applicable board would evaluate, along with standard business considerations, the entity's financial
condition, contractual restrictions and regulatory restrictions, competitive pressure on prices, available

cash flow and retained earnings and other strategic considerations.

In addition, as set forth above under "Certain Considerations", the PowerChoice Agreement contains

restrictions on the dividends Niagara Mohawk can pay Holdings. See "Certain Considerations —Dividends

on Holdings Common Stock Will Initially Depend on Common Stock Dividends Paid by Niagara
Mohawk".

Certain Federal Income Tax Consequences

Niagara Mohawk and Holdings have received advice from Bryan Cave LLP, their special tax counsel,

that the principal federal income tax consequences of the share exchange are as summarized below.

Tax Implications to Niagara Mohawk Shareholders. Under section 351 of the Code, no gain or loss

will be recognized by a holder of Niagara Mohawk Common Stock as a result of the exchange of such

holder's Niagara Mohawk Common Stock solely for Holdings common stock. The tax basis of the Holdings

common stock received in the share exchange willbe the same as the exchanging shareholder's basis in the
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Niagara Mohawk Common Stock surrendered. The holding period of the Holdings common stock received
by each exchanging shareholder will include the holding period during which such shareholder held the
Niagara Mohawk Common Stock surrendered, provided that such stock was held as a capital asset on the
date of the share exchange. No federal income tax consequences will result from the share exchange to
holders of Niagara Mohawk preferred stock in respect of such stock.

Tax Implications to Niagara Mohawk and Holdings. No gain or loss will be recognized by Niagara
Mohawk or Holdings as a result of the share exchange. The basis of the Niagara Mohawk Common Stock
received by Holdings will be the same as the aggregate tax basis that the holders of Niagara Mohawk
Common Stock had in such stock immediately prior to the share exchange. Holdings'olding period in the
Niagara Mohawk Common Stock received in the share exchange willinclude the period during which such
stock was held by the holders of Niagara Mohawk Common Stock.

Continuation of Affiliated Group. Consummation of the share exchange will not result in a
termination of the existence of the affiliated group of corporations ofwhich Niagara Mohawk has been the
common parent. Niagara Mohawk will be included in such affiliated group of corporations of which
Holdings will become the new common parent.

Reporting Requirements. Pursuant to applicable Treasury regulations, shareholders of Niagara
Mohawk Common Stock will be required to attach to their federal income tax returns a complete
statement of all facts pertinent to the share exchange, including the shareholder's basis in the shares of
Niagara Mohawk Common Stock transferred to Holdings and the type, number and value of shares of
Holdings common Stock received in the share exchange. In addition, such shareholders willbe required to
keep permanent records of any information relating to the share exchange that is required to be filed with
their income tax returns.

The Bryan Cave opinion is based on certain factual representations received from Niagara Mohawk
and Holdings, and upon the firm's review and analysis of relevant and currently applicable Code
provisions, Treasury regulations, other administrative pronouncements and judicial decisions. Such opinion
is not binding upon either the Internal Revenue Service or the courts. Authorities relied upon in the Bryan
Cave opinion could be repealed, revoked or modified, possibly with retroactive effect, so as to result in
federal income'tax consequences different from those indicated.

The foregoing federal income tax discussion is intended to provide only a general summary. Itdoes not
purport to address all aspects of federal income taxation that may be relevant to the share exchange,
including tax consequences which may vary dependent on the particular circumstances or special tax status
ofcertain Niagara Mohawk shareholders. Nor does it, or the Bryan Cave opinion, address the consequences
or effect of any applicable state, local or foreign tax laws, or any estate, inheritance or gift tax laws. Each
holder ofNiagara Mohawk Common Stock is strongly urged to consult with such holder's own tax advisor
regarding federal or other possible tax consequences arising out of that holder's participation in the share
exchange.

Niagara Mohawk Employee Plans

The Exchange Agreement provides that Niagara Mohawk's Employee Savings Fund Plans for
Represented and Non-Represented Employees, Dividend Reinvestment and Common Stock Purchase
Plan and 1992 Stock Option Plan (together, the "Niagara Mohawk Stock Plans" ), along with other
employee benefit plans maintained by Niagara Mohawk (collectively with the Niagara Mohawk Stock
Plans, the "Niagara Mohawk Employee Plans" ), such as the pension plans, health plans and disability
plans, will be amended to provide for Holdings taking over responsibility for such Plans upon consumma-
tion of the share exchange. The Niagara Mohawk 1992 Stock Option Plan (the "Option Plan") was

previously approved by Niagara Mohawk shareholders.
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Stock Based Plans

If the share exchange is consummated, shares of Niagara Mohawk Common Stock then held under
the Niagara Mohawk Stock Plans willautomatically become a like number of shares of Holdings common
stock.

Upon consummation of the share exchange, all outstanding stock options under Niagara Mohawk's
Option Plan willbe converted into options to acquire, on the same terms and conditions as were applicable
under such stock options immediately prior to the share exchange, such number of shares of Holdings
common stock as the holders of such options would have been entitled to receive pursuant to the share
exchange had such holders exercised such stock options in full immediately prior to the share exchange, at
a price per share of Holdings common stock equal to the per share option price of Niagara Mohawk
Common Stock. Also, a vote in favor of the share exchange willalso constitute approval, under the Option
Plan, as then amended, for shares of Holdings common stock, instead of Niagara Mohawk Common Stock,
to be issued and delivered in the future under such Plan. Holdings may issue future options on its common
stock under such Plan. In addition, performance shares granted and to be granted under such Plan willbe
treated in a comparable manner. Holdings will file post-effective amendments to Niagara Mohawk's
registration statements on Form S-8 for the amended Niagara Mohawk Stock Plans shortly after the
effective time of the share exchange.

Non-Stock Based Plans

Upon consummation of the share exchange, Holdings will take over responsibility for all of Niagara
Mohawk's retirement and other employee benefit plans, such as the pension plans, health plans and
disability plans. Benefits provided for in these non-stock based plans willnot be changed as a result of the
holding company restructuring and share exchange.

Treatment of Niagara Mohawk Preferred Stock

Shares of Niagara Mohawk preferred stock will not be exchanged in the share exchange but will
continue as shares of preferred stock of Niagara Mohawk. Therefore, holders of Niagara Mohawk
preferred stock will not become holders of Holdings preferred or common stock as a result of the share
exchange. Except as discussed under this caption, the share exchange and the holding company structure
willnot change the rights of holders of the outstanding shares ofNiagara Mohawk preferred stock. Niagara
Mohawk preferred stock willcontinue to rank senior to Niagara Mohawk Common Stock as to dividends
and as to the distribution of Niagara Mohawk's assets upon any liquidation.

The restructuring is not expected to affect adversely the holders of Niagara Mohawk preferred stock.
Dividends on Niagara Mohawk preferred stock will continue to be paid as before, depending upon the
earnings, financial condition and other relevant factors affecting Niagara Mohawk. However, the assets or
earnings of Holdings'ubsidiaries other than Niagara Mohawk will not be available to pay dividends on
Niagara Mohawk preferred stock or to make distributions with respect to such preferred stock in the event
of a liquidation if the share exchange is consummated. See "—Transfer of Niagara Mohawk's Non-Utility
Subsidiaries to Holdings" above. Appraisal rights under the New York Business Corporation Law are not
available to holders of Niagara Mohawk preferred stock inasmuch as that preferred stock is not being
exchanged for Holdings stock and will continue as Niagara Mohawk preferred stock after the holding
company restructuring.

After the share exchange, Niagara Mohawk will continue to be subject to the periodic reporting
requirements of the Securities Exchange Act of 1934.

The Board of Directors considered the effects on the holders of the Niagara Mohawk Common Stock

and the holders of Niagara Mohawk preferred stock in determining that the share exchange should only
involve the Niagara Mohawk Common Stock. The Board's decision to exchange Niagara Mohawk
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Common Stock for Holdings common stock was primarily based on the Board's desire to confer the
expected benefits of the share exchange on those investors who are best placed to enjoy such benefits,
namely the holders ofNiagara Mohawk Common Stock. Even ifthe Niagara Mohawk preferred stock were
to be exchanged for preferred stock of Holdings, investors in such preferred stock would continue to
receive fixed dividend payments in respect of their investment. The expected benefits of the share
exchange include those discussed above, such as increased flexibility in operating Holdings'nregulated
businesses and enhanced ability to take advantage of the new business opportunities in a timely manner.
The Board's decision not to exchange Niagara Mohawk preferred stock in the share exchange was
primarily based on the Board's desire not to alter, or potentially alter, the nature of the investment
decision represented by the Niagara Mohawk preferred stock (namely, a direct investment in a regulated
utility) and the priority position of the holders of Niagara Mohawk preferred stock with respect to
dividends and assets on liquidation. As to holders of Niagara Mohawk preferred stock, the benefits of
continuing as investors in Niagara Mohawk's regulated utilitybusiness outweigh any loss of access to the
return on future investments made by the unregulated businesses of Holdings. In that regard, investors in
priority position securities, such as the holders of Niagara Mohawk preferred stock, benefit to the extent
that such securities have been issued by the corporate entity that holds directly and/or has unrestricted
access to the principal assets of the enterprise. As discussed above under the caption "Certain Considera-
tions", the funds required to pay dividends on Holdings common stock for a period of time following the
share exchange are expected to be derived predominately from dividends paid by Niagara Mohawk. Ifthe
Niagara Mohawk preferred stock also were to be exchanged pursuant to the share exchange and become
preferred stock of Holdings, the funds required to pay dividends on that preferred stock would also be
derived predominately from dividends paid by Niagara Mohawk. Although it has no present intention to
do so, it is expected that Niagara Mohawk may need to issue preferred stock in the future to meet its
capital requirements. The preferred stock that would be issued by Niagara Mohawk would have preference
over the Common Stock as to the payment of dividends and, therefore, would reduce the amount of funds
available to Niagara Mohawk for the payment of dividends to Holdings. As a result, the conversion of the
Niagara Mohawk preferred stock to Holdings preferred stock would result in the dividend payments and
distributions upon liquidation with respect to those shares being subordinated to the dividend and
distribution rights of any newly created preferred stock of Niagara Mohawk.

'I?eatment of Niagara Mohawk Debt, Assets and Liabilities, and Business

The current indebtedness of Niagara Mohawk willcontinue to be obligations of Niagara Mohawk and
will be neither assumed nor guaranteed by Holdings in connection with the share exchange. Niagara
Mohawk's first mortgage bonds willcontinue to be secured by first mortgage liens on all of the properties
of Niagara Mohawk that are currently subject to such liens. Such indebtedness willbe neither assumed nor
guaranteed by Holdings in connection with the share exchange. The decision to have the indebtedness of
Niagara Mohawk continue as obligations of Niagara Mohawk is based upon a desire not to alter, or
potentially alter, the nature of the investment represented by such fixed income obligations, namely a
direct investment in a regulated utility.

The consolidated assets and liabilities of Niagara Mohawk and its subsidiaries immediately before the
Effective Time will be the same as the consolidated assets and liabilities of Holdings and its subsidiaries
immediately after the Effective Time. All the business and operations conducted immediately before the
Effective Time by Niagara Mohawk and its subsidiaries will continue to be conducted immediately after
the Effective Time by Niagara Mohawk and such subsidiaries as subsidiaries of Holdings.

Holdings Capital Stock

Holdings'ertificate of incorporation and by-laws willgovern certain rights of Holdings'hareholders
after the share exchange as discussed under this caption and under "—Comparative Shareholders'ights"
below.
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The following statements with respect to Holdings common stock are based on certain provisions of
Holdings'ertificate of incorporation and by-laws and on New York law. Holdings'ertificate of incorpora-
tion is attached as Exhibit B hereto and is incorporated herein by reference and Holdings'y-laws are
attached as Exhibit C hereto and are incorporated herein by reference.

Holdings is authorized to issue 300,000,000 shares of common stock and 50,000,000 shares of
preferred stock. Holdings preferred stock may be issued from time to time in series as Holdings'oard of
Directors may determine, and the respective dividend rates, redemption terms (ifany), amounts payable
on liquidation, voting rights (ifany), number of votes per share, conversion rights (ifany), and other terms
will be fixed by Holdings'oard of Directors with respect to any such series prior to issuance.

When issued in the share exchange, shares of Holdings common stock will be fully paid and
nonassessable. Holders of Holdings common stock and preferred stock are not entitled to preemptive
rights.

Dividends

Subject to prior rights of Holdings preferred stock (if any should become outstanding), Holdings
common stock is entitled to such dividends as may be declared by Holdings'oard of Directors, and
Holdings may purchase or otherwise acquire outstanding shares of common stock, out of funds legally
available therefor.

As noted above, the PowerChoice Agreement and the terms of Niagara Mohawk's debt imposes
certain limitations on the dividends that Niagara Mohawk may pay to Holdings after the share exchange.
At least initiallyafter the exchange, dividends on Holdings common stock willdepend on dividends paid by
Niagara Mohawk on its Common Stock owned by Holdings.

Liquidation Riglits

Upon liquidation of Holdings, any net assets remaining after payment to the. holders (if any) of
Holdings preferred stock of the full amounts to which they are entitled to receive are distributable pro rata
to the holders of Holdings common stock.

Voting Rights

Holders of Holdings common stock are entitled to one vote per share. There are no cumulative voting
rights. Holdings'oard of Directors is divided into three classes, with directors elected generally to serve
for terms of three years.

Transfer Agent and Registrar

The transfer agent and registrar for Holdings common stock will be The Bank of New York of New
York, NY.

Indemnification and Limitation ofLiability

As do the Niagara Mohawk By-Laws, the Holdings by-laws willprovide that Holdings shall indemnify
to the full extent permitted by law any person made, or threatened to be made, a party to any action, suit
or proceeding, whether civil, criminal, administrative or investigative, by reason of the fact that such person
or such person's testator or intestate is or was a director, officer or employee of Holdings, or serves or
served at the request of Holdings with any other enterprise as a director, officer or employee; expenses
incurred by any such person in defending any such action, suit or proceeding willbe paid or reimbursed by
Holdings promptly upon receipt by it of an undertaking of such person to repay such expenses if it shall
ultimately be determined that such person is not entitled to be indemnified by Holdings. No amendment of
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this by-law provision will impair the rights of any person arising at any time with respect to events
occurring prior to such amendment.

As does Niagara Mohawk's Certificate of Incorporation, Holdings'ertiTicate of incorporation
provides that a director shall not be personally liable to Holdings or its shareholders for damages for any
breach of duty in such capacity, except to the extent that such exemption is not permitted under the BCL
(presently, such exemption is not permitted for acts or omissions in bad faith or involving intentional
misconduct or a knowing violation of law, or if the director personally gained in fact a financial profit or
other advantage to which the director was not legally entitled or if such act violated Section 719 of the
BCL). Any amendment, modification or repeal of such liability limitation provision may not apply to or
have any effect on the liabilityor alleged liabilityof any director for or with respect to any acts or omissions
of such director occurring prior to such amendment, modification or repeal.

Possible Egect of Certain Holdings Provisions and the BCL

It is not the intention of the Board of Directors to discourage legitimate offers to enhance shareholder
value. However, certain provisions of Holdings'ertificate of incorporation and by-laws may have the
effect of discouraging unilateral tender offers or other attempts to take over and acquire the business of
Holdings. These provisions, all of which are already contained in Niagara Mohawk's Certificate of
Incorporation or By-Laws or otherwise apply to Niagara Mohawk, might discourage a potentially inter-
ested purchaser from attempting a unilateral takeover bid for Holdings on terms which some shareholders
might favor. If they discourage potential takeover bids, these provisions might limit the opportunity for
Holdings'hareholders to sell their shares at a premium over then prevailing market prices.

Non-Cumulative Voting. Neither Niagara Mohawk nor Holdings provides for cumulative voting in
the election of directors. The procedure known as cumulative voting permits shareholders to multiply the
number of votes to which they may be entitled by the total number of directors to be elected in the same
election by the holders of the class or classes of shares of which their shares are a part and to cast their
whole number of votes for one candidate or to distribute them among any two or more candidates.

Under cumulative voting, it is possible for representation on the Board of Directors to be obtained by
an individual or group of individuals who own less than a majority of the voting stock. Such a shareholder
or group may have interests and goals which are not consistent with, and indeed might be in conflict with,
those of a majority of the shareholders. The Board of Directors believes that each director should
represent all shar'eholders, rather than the interests of any special constituency, and that the presence on
Holdings'oard of one or more directors representing such a constituency could disrupt and impair the
efficient management of Holdings. The lack of cumulative voting could discourage the accumulation of
blocks of Holdings common stock and therefore could tend to make temporary increases in the market
price of Holdings common stock, which could result therefrom, less likely to occur. Therefore, in these
limited instances, shareholders may not be able to sell their shares of Holdings common stock at a market
price temporarily influenced by this type of activity.

Advance Notice ofBusiness to be Brought Before Shareholder Meetings. As under Niagara Mohawk's
By-Laws, under Holdings'y-laws shareholders must provide Holdings prior written notice of any business

to be brought before an annual or special meeting (including the nomination of directors) in order for it to
be considered. With respect to any annual meeting, such by-laws require the written notice to be received

by the Secretary of Holdings no earlier than 90.days nor later than 60 days prior to the date of the annual
meeting, except that ifthe date of the annual meeting is first publicly announced less than 70 days prior to
the date of the meeting, such by-laws require the written notice to be received by the Secretary of Holdings
not more than 10 days after such public announcement. These by-law provisions provide a more orderly
procedure for conducting shareholder meetings and provide the Board of Directors, with a meaningful
opportunity prior to shareholder meetings to inform shareholders, to the extent deemed necessary or
desirable by the Board of Directors, of any business proposed to be conducted at such meetings, together
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with any recommendation of the Board of Directors. Also, by requiring advance notice of nominations by
shareholders, these by-law provisions afford the Board of Directors a meaningful opportunity to consider
the qualifications of the proposed nominees and, to the extent deemed necessary or desirable by the Board
of Directors, to inform shareholders about such qualifications.

On the other hand, these by-law provisions may provide sufficient time for Holdings to institute
litigation or take other steps to respond to such business, or to prevent such business from being acted
upon, ifsuch response or prevention is thought to be necessary or desirable. With respect to the election of
directors, these by-law provisions may tend to inhibit shareholders who do not have any intention of
controlling Holdings or its Board of Directors from participating in the nomination process; such
provisions may also provide sufficient time for Holdings to institute litigation or take other steps to prevent
the nominee from being elected or serving ifsuch prevention is thought to be necessary or desirable.

"Blank-Check" Prefened Stock. Holdings'ertificate of incorporation will authorize the issuance of
50,000,000 shares of Holdings preferred stock. In addition, after giving effect to the share exchange,
approximately 113 million shares of Holdings common stock will be, authorized but unissued and not
reserved for issuance. An effect of the existence of unissued Holdings common stock and preferred stock
may be to enable the Holdings Board of Directors to render more difficultor discourage a transaction to
obtain control of Holdings. Such shares might be issued by the Board of Directors without shareholder
approval in transactions that might prevent or render more difficultor costly the completion of a takeover
transaction, as by diluting voting or other rights of the proposed acquiror. In this regard,

Holdings'ertificateof incorporation (as does Niagara Mohawk's) willgrant the Board of Directors broad power to
establish the rights and preferences of the authorized and unissued preferred stock, one or more classes or
series of which could be issued entitling holders to vote separately as a class on any proposed merger or
consolidation, to convert such stock into shares of Holdings common stock or possibly other securities, to
demand redemption at a specified price under prescribed circumstances related to a change of control, or
to exercise other rights designed to impede a takeover.

Seciiori 912 of the ¹w York Business Corporation Law. Section 912 of the BCL would prohibit a
"business combination" (as defined in Section 912, generally including mergers, sales and leases of assets,
issuances of securities and similar transactions) by Holdings or a subsidiary with an "interested share-
holder" (as defined in Section 912, generally the beneficial owner of 20 percent or more of

Holdings'oting

stock) within five years after the person or entity becomes an interested shareholder, unless (i) prior
to the person or entity becoming an interested shareholder, the business combination or the transaction
pursuant to which such person or entity became an interested shareholder shall have been approved by
Holdings'oard of Directors, or (ii) the business combination is approved by the holders of a majority of
the outstanding voting stock of Holdings, excluding shares held by the interested shareholder, at a meeting
called for such purpose not earlier than five years after such interested shareholder's stock acquisition
date, or pursuant to a stringent "fair price" formula.

Section 70 of the New York Public Service Law. Under Section 70 of the Public Service Law, unless
authorized by the PSC, no gas corporation or electric corporation may directly or indirectly acquire the
stock or bonds of any other corporation incorporated for, or engaged in, the same or a similar business, or
proposing to operate or operating under a franchise from New York State or any other state or any other
municipality. In general, no stock corporation other than a gas corporation or electric corporation or street
railroad corporation may purchase or acquire, take or hold, more than ten percent (10%) of the voting
capital stock of any gas corporation or electric corporation organized or existing under or by virtue of the
laws of New York unless with the consent of, and subject to the terms and conditions set by, the PSC. No

,

consent may be given by the PSC to any such acquisition unless it has been shown that such acquisition is in
the public interest. Any contract, assignment, transfer or agreement for transfer of any stock in violation of
Section 70 will be void and of no effect, and no such transfer or assignment may be made upon the books
of any such gas corporation or electric corporation, or willbe recognized as effective for any purpose. An
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"electric corporation" is defined to generally include any corporation, company, partnership and person
owning, operating or managing any electric plant for use by others than itself and its tenants, or except
where electricity is generated solely from co-generation, small buyers or alternative energy production
facilities or distributed from such facilities to users located near such a facility.

Other Provisions. Some other provisions of Holdings'ertificate of incorporation and by-laws may
also tend to discourage potential offers to take over and acquire the business of Holdings. Holdings'oard
of Directors willbe divided into three classes, with directors in each class generally being elected to serve a

three-year term. Also, special shareholder meetings may be called only by the Chairman of the Board of
Directors or by the Board pursuant to a resolution adopted by a majority of the entire Board.

Holdings'ertificateof incorporation also provides that directors may not be removed without cause by the
shareholders, except in the case of a director elected by the holders of any class or series of stock (other
than Holdings common stock), voting as a class or series, when so entitled by the applicable provisions of
Holdings'ertificate of incorporation. Finally, certain provisions (relating to, for example, limitation on
director liabilities, the ability to call special meetings of shareholders, presiding at meetings of sharehold-
ers, classified Board of Directors, election and removal of directors, advance notice requirements for
shareholder proposals and nomination of directors at shareholder meetings, and indemnification) may only
be amended by the affirmative vote of not less than two-thirds of the shares entitled to vote at a
shareholder meeting or, with respect to By-Law amendments affecting such provisions, two-thirds of the
entire Board. Niagara Mohawk's Certificate of Incorporation and By-Laws presently contain a number of
these provisions.

Comparative Shareholders'ights

Niagara Mohawk and Holdings are both New York corporations. When the share exchange becomes
effective, holders of Niagara Mohawk Common Stock willbecome holders of Holdings common stock, and
their rights will be governed by Holdings'ertificate of incorporation and by-laws instead of those of
Niagara Mohawk.

Certain differences between the rights of holders of Holdings common stock and those of holders of
Niagara Mohawk Common Stock are summarized below. Such summary is qualified in its entirety by
reference to the information included in the exhibits hereto, in exhibits to the Registration Statement of
which this Prospectus/Proxy Statement is a part, and in materials incorporated herein by reference.

Voting Requirements for Significant Transactions. As a result of a recent change in the BCL, the
necessary vote for significant transactions involving Holdings, such as mergers, consolidations, share
exchanges and dissolution, will be a majority vote, rather than the two-thirds vote applicable to Niagara
Mohawk. The Board of Directors believes this lower,vote requirement will facilitate any transactions
deemed to be in the best interests of Holdings and its shareholders.

Purpose Clause. The corporate purposes for which Niagara Mohawk may engage in business are
generally those related to rendering electric or gas service and related activities. Holdings is authorized to
engage in any and all lawful acts and activities.

Auiirorized Shares. Authorized Holdings and Niagara Mohawk common stock is 300,000,000 and
185,000,000, subject to increase to 250,000,000 shares ifProposal 3 is adopted, shares, respectively. As of
the record date for the Annual Meeting, there were 144,419,351 shares of Niagara Mohawk Common
Stock issued and outstanding. Up to approximately 187 million shares of Holdings common stock may be
issued in the share exchange. The additional authorized but unissued shares of Holdings common stock
will be available for issuance under the Dividend Reinvestment and Stock Purchase Plan and the Option
Plan, as well as possibly for stock splits, stock dividends, equity financings, and for other general corporate
purposes (including, possibly, acquisitions) (none of which is under current consideration).

In addition, as of the record date, there were 3,400,000 shares of Cumulative Preferred Stock, par
value $ 100 per share, of which 2,322,000 shares were issued and outstanding, and 19,600,000 shares of
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Cumulative Preferred Stock, par value $25 per share, of which 11,681,204 shares were issued and
outstanding. There will be 50,000,000 authorized shares of Holdings preferred stock, all of which are
unissued.

Prefened Stock. The respective Boards of Directors of Holdings and Niagara Mohawk are autho-
rized to issue preferred stock in series.

The voting rights and certain preferences of the Niagara Mohawk preferred stock are determined in
Niagara Mohawk's certificate of incorporation. Niagara Mohawk preferred stock is generally not entitled
to vote but only has limited voting rights as required by law and as set out in the Niagara Mohawk's
certificate of incorporation, which rights generally arise only in the event of certain arrearages in payment
of dividends and certain corporate transactions affecting Niagara Mohawk preferred stock. Niagara
Mohawk preferred stock is subject to redemption and sinking fund provisions. After the share exchange,
outstanding Niagara Mohawk preferred stock will continue as equity securities of Niagara Mohawk with
the same preferences, designations, relative rights, privileges and powers, and subject to the same
restrictions, limitations and qualifications, as were applicable to outstanding Niagara Mohawk preferred
stock prior to the share exchange.

Holdings'ertificate of incorporation will not establish voting rights, preferences or other rights with
respect to Holdings preferred stock. Holdings'oard of Directors is given full authority to establish and
designate each particular series of preferred stock and to fix the rights, preferences and limitations of each
particular series, and the relative rights, preferences and limitations between series, as follows: (i) the serial
designation; (ii) the number of shares in such series; (iii) the dividend rate or rates and the date or dates
upon which such dividends shall be payable; (iv) whether dividends on such series willbe cumulative, and,
ifso, from which date or dates; (v) liquidation preferences; (vi) redemption terms, ifany; (vii) provisions
relating to sinking or other similar funds; (viii)provisions relating to the conversion or exchange of shares
of such series into shares of any class of stock (except that conversion or exchange may not be made into
shares having superior dividend or liquidation preferences); (ix) the voting rights, if any, in addition to
those required by law and the number of votes per share; and (x) any other relative rights, preferences or
limitations of such series not inconsistent with the Holdings'ertificate of incorporation or with applicable
law.

Management believes that the ability to issue Holdings preferred stock will provide important
flexibilityto Holdings.

Par Value. The par value of Holdings preferred stock differs from those of Niagara Mohawk
preferred stocks. A designated par value is not required under the BCL and in modern corporate practice
par value does not serve any useful purpose. It is anticipated that the difference in par values willnot affect
the market value of Holdings preferred stock.

The par value per share of Holdings common stock, $0.01, was reduced from the $ 1.00 par value per
share of Niagara Mohawk Common Stock to save on filing fees in New York.

Classified Board. As is the case with Niagara Mohawk, Holdings'ertificate of incorporation and by-
laws willprovide (i) for the Board to determine the number of directors; and (ii) for the division of the
Board into three classes with directors in each class generally being elected for a three-year term. See "—
Management" below.

Other Provisions. Holdings'ertificate of incorporation will provide that directors may not be
removed without cause by the shareholders, except in the case of a director elected by the holders of any
class or series of stock (other than Holdings common stock), voting as a class or series, when so entitled by
the applicable provisions of Holdings'estated certificate of incorporation. Also, certain provisions
(relating to, for example, preferred stock, limitation on director liabilities, the ability to call special
meetings of shareholders, classified Board of Directors, election and removal of directors, advance notice
requirements for shareholder proposals and nomination of directors at shareholder meetings) may only be
amended by the affirmative vote of not less than two-thirds of the shares then entitled to vote at
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shareholder meetings. Other provisions of Holdings'ertificate of incorporation or by-laws may be
amended, repealed or adopted by a vote of the shareholders of Holdings at the time entitled to vote at any
shareholder meeting or, in the case of the Holdings by-laws, by the Board of Directors of Holdings.

See also "—Holdings Capital Stock".

Business

Niagara Mohawk is engaged in the generation, purchase, transmission, distribution and sale of
electricity and the purchase, distribution, sale and transportation of natural gas in New York State. Niagara
Mohawk provides electric service to its customers in areas of central, northern and western New York
having a total population of approximately 3.5 million, including the cities of Buffalo, Syracuse, Albany,
Utica, Schenectady, Niagara Falls, Watertown and Troy. Niagara Mohawk sells, distributes and transports
natural gas in areas ofcentral, northern and eastern New Yorkcontained within its electric service territory
having a total population of approximable 1.7 million. Niagara Mohawk owns or has a significant
ownership interest in seven principal fossil and nuclear electric generating facilities providing itwith a total
capacity of approximately 5,299 megawatts of electricity.

Niagara Mohawk's principal non-utility subsidiaries participate in real estate development ofproperty
formerly owned by Niagara Mohawk and energy-related services. In addition, Niagara Mohawk holds a
single-purpose subsidiary established to facilitate the sale of an undivided interest in a designated pool of
customer receivables. Certain of these subsidiaries will be transferred to and therefor become separate
subsidiaries of Holdings after the share exchange.

After the share exchange occurs, Holdings will have no material assets other than its ownership of
stock of its subsidiaries, which initiallywillconsist of all of Niagara Mohawk's outstanding common stock
and thereafter the common stock of certain Niagara Mohawk's existing non-utility subsidiaries. See "—
Transfer of Niagara Mohawk's Non-UtilitySubsidiaries to Holdings". It is expected that, in the future,
Holdings will expand into some other businesses and ventures.

Regulation of Holdings and Niagara Mohawk

Regulation ofHoldings.
J

Holdings must comply with the PowerChoice Agreement. As discussed and referred to above under"—The PowerChoice Agreement", there are restrictions on transactions between Niagara Mohawk and
Holdings and other Holdings subsidiaries, restrictions on loans, guarantees or pledges for the benefit of
Holdings and other Holdings subsidiaries, and restrictions on Board and managerial interlocks between
Niagara Mohawk and Holdings and other Holdings subsidiaries.

As a result of the share exchange, Holdings will become a "public utilityholding company" under the
Holding Company Act. Though Niagara Mohawk expects to sell or liquidate its majority interests in two of
its generation subsidiaries, Beebee Island Corporation and Moreau Manufacturing Corporation, Holdings
will retain an indirect 50% interest in CNP which does not contribute a material part of its income.

In 1994 the SEC issued a release soliciting the views of interested parties on a study being conducted
by its staff to develop recommendations regarding certain Congressional concerns and the needs of those
affected by regulation under the Holding Company Act. In June 1995 the staff completed its study and
issued a report which concluded that significant changes were needed in the current regulatory scheme.
The SEC staff report viewed the Holding Company Act as unnecessarily restrictive in many regards which
could prevent companies from responding effectively to changes now occurring in the utility industry.
Among the staff report's recommendations were three legislative options for the SEC to offer to
Congress —repeal of the Holding Company Act with legislation to continue federal protection of consum-

ers, unconditional repeal of the Holding Company Act, or a broadening of the SEC's authority to exempt
holding companies where state regulation was adequate. Pending legislative action, the staff report
recommended that the SEC act administratively to modernize and simplify holding company regulation,
reduce delays in current administration, and minimize regulatory overlap, including rulemaking proposals
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and significant changes in the SEC's past interpretations under the Act. One of these proposals was a
rule to exempt most energy-related diversification within investment limitations. Niagara Mohawk cannot
predict whether Congress will take any action to significantly modify or repeal the Holding Company Act,
or whether the SEC will take action to revise or modify signiTicantly its Holding Company Act rules,
decisions and interpretations.

Regulation oflViagara Mohawk. Niagara Mohawk willcontinue to be subject to regulation by the PSC
after the share exchange. Niagara Mohawk's utility retail sales, which include sales of gas, transportation
and balancing services, willcontinue to be made primarily under rate schedules and tariffs filed with and
subject to the jurisdiction of the PSC. See "—The PowerChoice Agreement" below. In addition, Niagara
Mohawk willcontinue to be subject to regulation by the PSC, as it has been in the past, regarding issuances
of securities, capital ratio maintenance, and the maintenance of its books and records.

Niagara Mohawk also willcontinue to be subject to regulation by the FERC and the NRC. FERC will
continue to regulate the terms and conditions of Niagara Mohawk's transmission of electricity, along with
transmission interconnections and ancillary services, as well as the terms and conditions of its sales of
electric energy for resale. FERC will also continue to regulate Niagara Mohawk's disposition of any
capacity on interstate gas pipelines to which it has rights under firm contracts. The NRC willcontinue to
review and regulate Niagara Mohawk's operation of the two Nine Mile Point nuclear units.

The PowerChoice Agreement

Prohibitions ofAffiliateLoans, Guarantees and Pledges. Under the PowerChoice Agreement, Niagara
Mohawk is prohibited from making loans to, or providing guarantees or other credit support for the
obligations of, Holdings or any other subsidiary of Holdings. Likewise, Niagara Mohawk may not pledge its
assets for the obligations of any other entity, including Holdings or any other subsidiary of Holdings.

Prohibitions ofAJJiliate Transactions and Other Restrictions. The PowerChoice Agreement generally
prohibits any transaction between Niagara Mohawk and Holdings or any other subsidiary of Holdings,
except for the provision of certain corporate administrative services, certain grandfathered" transactions
as listed therein, transactions permitted as a matter of generic policy by the PSC, and tariffed transactions.
In addition, Holdings and its subsidiaries are required by the PowerChoice Agreement to operate as

separate entities, and the PowerChoice Agreement prescribes capital ratio maintenance requirements for
Niagara Mohawk. Finally, the PowerChoice Agreement sets out guidelines for the allocation of costs
among Holdings, Niagara Mohawk and the other subsidiaries of Holdings.

Restrictions on Board and Management Interlocks. In order to address concerns regarding the
possible diversion of the attention of Niagara Mohawk's management away from the utility business, as

well as to avoid potential conflicts of interest with the management of Holdings, the PowerChoice
Agreement contains restrictions regarding the composition of the Boards and managements of Niagara
Mohawk and Holdings and other subsidiaries of Holdings. See "—Management —Restrictions on Board
and Management Interlocks between Holdings and Niagara Mohawk".

The PowerChoice Agreement willcontinue to govern Niagara Mohawk's utilityrates and charges even
ifcommon shareholders do not approve the holding company proposal and adopt the Exchange Agree-
ment at Niagara Mohawk's Annual Meeting. In that event, Niagara Mohawk willnot be able to realize the
benefits it expects from a holding company structure, which it believes is necessary in the future
deregulated competitive environment of the energy industry.

Statutory Appraisal Rights

Holders of shares of Niagara Mohawk Common Stock are not entitled to appraisal rights under the
BCL as a result of the exchange.
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Directors And Officers of Holdings

B. MANAGEMENT

Holdings'ertificate of incorporation and by-laws divides Holdings'oard of Directors into three
classes, which willbecome effective prior to the share exchange, with directors in each class generally being
elected for a three-year term. Holdings'y-laws willpermit the Board ofDirectors to fix from time to time
the number of directors, and the Board has fixed its initial size at 3, to be increased to 14, effective as of
the effective time of the share exchange. A vote in favor of the share exchange will also constitute
ratification of the make-up of Holdings'oard of Directors.

Presently William E. Davis, Albert J. Budney, Jr. and William F. Edwards are the directors of
Holdings. Immediately prior to the effective time of the share exchange, Mr. Edwards will resign and
Niagara Mohawk, as such sole shareholder, willelect all of the then current Niagara Mohawk directors to
the Board of Holdings in the same classes as they presently serve. As of the effective time of the share
exchange, Mr. Budney willresign from the Board of Niagara Mohawk, Mr. Davis willserve on the Boards
of Directors of both Holdings and Niagara Mohawk and the remaining Niagara Mohawk directors willbe
Darlene D. Kerr and John H. Mueller. After completion of the share exchange, Holdings'oard vacancies
may be filled by action of Holdings'oard of Directors. Holdings also contemplates amending the
certificate of incorporation and by-laws of Niagara Mohawk following the share exchange to reflect more
appropriate provisions for a subsidiary.

The following individuals are officers of Holdings:

William E. Davis Chairman and Chief Executive Officer

Albert J. Budney, Jr. President

William F. Edwards Chief Financial Officer

Kapua A. Rice Secretary

In addition, prior to the share exchange, Gary J. Lavine will become Chief Legal Officer and Steven
W. Tasker will become Chief Accounting Officer.

For further information concerning persons to become directors or officers of Holdings, see "Proposal.
1: Nomination and Election of Directors—Nominees for Class I Directors", "—Continuing Class II
Directors", "—Continuing Class III Directors" and "—Security Ownership of Directors and Executive
Officers".

Restrictions on Board and Management Interlocks between Holdings and Niagara Mohawk

In order to address concerns regarding the possible diversion of the attention of Niagara Mohawk's
management away from the utilitybusiness, as well as to avoid potential conflicts of interest with the Board
and management of Holdings, the PowerChoice Agreement sets forth the following restrictions regarding
the composition of the managements of Niagara Mohawk and Holdings.

Composition ofthe Boards ofDirectors. Niagara Mohawk's Board ofDirectors must include at least a

majority of outside directors (i.e., not an officer of either Holdings or any of its unregulated affiliates).

Separation ofEmployees and OJjicers. Niagara Mohawk and the unregulated subsidiaries of Holdings
will have separate operating employees and operating officers. Officers of Holdings may be officers of
either Niagara Mohawk or an unregulated affiliate.
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Validity of Holdings Common Stock

C. OTHER INFORMATION

The validity of the shares of Holdings common stock to be issued in the share exchange willbe passed
upon by Sullivan & Cromwell, general counsel to Niagara Mohawk and Holdings, 125 Broad Street, New
York, New York 10004.

Experts

The consolidated financial statements incorporated by reference herein have been audited by Price
Waterhouse LLP, independent public accountants, as indicated in their report with respect thereto, and are
included herein in reliance upon the authority of said firm as experts in giving said report.

Costs

The Board of Directors considered the financial cost to Niagara Mohawk of implementing the share
exchange, including the expenses associated with obtaining required approvals, the costs of this proxy
solicitation and the other expenses incurred in connection with registering the Holdings common stock
with the Commission. In the Board's view, these expenses, although in some cases significant, are
acceptable in light of the benefits to Niagara Mohawk of the share exchange.

Niagara Mohawk's Board ofDirectors has unanimously approved the holding company structure and
adopted the exchange agreement, believes the holding company structure and the share exchange to be in
the best interests of Niagara Mohawk and its shareholders, and recommends that the holders of Niagara
Mohawk Common Stock vote "for"the holding company proposal and adoption of the exchange agreement
at the annual meeting,

PROPOSAL 5: SHAREHOLDER PROPOSAL RELATED TO THE CERES PRINCIPLES

The Benedictine Sisters, Benedictine Resource Center, 530 Bandera Road, San Antonio, Texas 78228,
who own 205 shares of the Company's common stock have advised the Company that they intend to
present the following proposal at the 1998 Annual Meeting of Shareholders. The proposed resolution and
supporting statement are as follows:

"WHEREAS WE BELIEVE: Responsible implementation of a sound, credible environmental
policy increases long-term shareholder value by raising efficiency, decreasing clean-up costs, reducing
litigation, and enhancing public image and product attractiveness;

Adherence to public standards for environmental performance gives a company greater public
credibility than standards created by industry alone. For maximum credibility and usefulness, such
standards should specifically meet the concerns of investors and other stakeholders;

Companies are increasingly being expected by investors to do meaningful, regular, comprehen-
sive and impartial environmental reports. Standardized environmental reports enable investors to
compare performance over time. They also attract investment from investors seeking companies
which are environmentally responsible and which minimize risk of environmental liability.

WHEREAS: The Coalition for Environmentally Responsible Economies (CERES) —which
includes shareholders of this Company; public interest representatives, and environmental experts—
consulted with corporations to produce the CERES Principles as comprehensive public standards for
both environmental performance and reporting. Scores of companies, including Bank America, Baxter
International, Bethlehem Steel, General Motors, H.B. Fuller, ITI'ndustries, Pennsylvania Power and
Light, Polaroid, and Sun [Sunoco], have endorsed these principles to demonstrate their commitment
to public environmental accountability and standardized reporting. Fortune-500 endorsers say that
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benefits of working with CERES are public credibility; *direct access to major environmental and
shareholder organizations, 'leadership in designing the rapidly advancing standardization of environ-
mental disclosure, and *measurable value-added for the company's environmental initiatives;

A company endorsing the CERES Principles commits to work toward:

1. Protection of the biosphere
2. Sustainable natural resource use
3. Waste reduction and disposal
4. Energy conservation
5. Risk reduction
6. Safe products/services
7. Environmental restoration
8. Informing the public.
9. Management commitment
10. Audits and reports

(Materials on the CERES Principles and CERES Report Form are obtainable from CERES, 711
Atlantic Avenue, Boston, MA02110, tel: 617/451-0927; Fax 617/482-2028).

CERES is distinguished from other initiatives for corporate environmental responsibility, by being
(1) a successful model of shareholder relations; (2) a leader in public accountability through standardized
environmental reporting; and (3) a catalyst for significant and measurable environmental improvement
within firms.

RESOLVED: Shareholders request the Company to endorse the CERES Principles as a part of its
commitment to be publicly accountable for its environmental impact."

Statement af Shareholders

"Many investors support this resolution. Those sponsoring similar resolutions at various companies
have portfolios totaling $75 billion. Furthermore, the number of public pension funds and foundations
supporting this resolution increases every year. We believe the CERES Principles exceed the European
Community regulation for voluntary participation in verified and publicly-reported eco-management and
auditing, and that they also exceed the requirements for ISO 14000.

Your vote FOR this resolution willencourage both scrutiny of our Company's environmental policies
and reports and adherence to goals supported by management and shareholders alike. We believe the
CERES Principles willprotect both your investment and your environment."

Board of Directors'esponses to the Shareholder Proposal

In 1991, the Company adopted a Corporate Policy on Protection of the Environment which articulates
the Company's proactive approach toward environmental issues. The environmental policy takes the
Company beyond mere compliance with the law. In addition, its comprehensive environmental manage-
ment system has helped the Company stay in the forefront of progress toward an environmentally
sustainable energy future.

Since adopting its policy in 1991, the Company has comprehensively measured and reported o'n its
environmental performance and has engaged in benchmarking its environmental program against corpo-
rate programs both within and outside of the utility industry. Such benchmarking has consistently shown
that the Company has a leading-edge environmental program. In addition, the Company has been
recognized by a number of governmental and environmental organizations for its environmental achieve-
ments, including its proactive response to global warming, its leadership in establishing environmental
performance indices for the utility industry, and other advanced environmental management practices.
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Consistent with its policy of going beyond compliance, during 1997 the Company became the first
utility in the U.S. to voluntarily undertake and achieve full certification of all its fossil and nuclear
generating plants with the newly adopted International Standard for Corporate Environmental Manage-
ment known as ISO 14001. The certification process included a rigorous independent audit which assessed
the generating plants'ull conformance to the Standard, including effective implementation of the
Company's environmental policies, pollution prevention, performance measurement, and other "best
practices".

Given its track record of dealing successfully with environmental issues under its own Corporate
policy, the Company carefully reviewed the CERES Principles and does not believe that adopting the
CERES Principles in lieu of or in addition to the Corporation's existing environmental policy and
programs would help the Company better fulfillits continuing commitment to environmental excellence.
The Company believes that its environmental program provides the most speciiflic and focused approach to
ensure that the Company is in compliance with all applicable environmental regulations and to position
itself as a recognized leader for its environmental achievements.

THEREFORE, THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST
PROPOSAL NO. 5.

PROPOSAL 6: SHAREHOLDER PROPOSAL RELATED TO EXECUTIVE COMPENSATION

Edward S. George, 89 Corning Hill, Glenmont, New York 12077, who owns 5,000 shares of the
Company's Common Stock, has advised the Company that he intends to present the following proposal at
the 1998 Annual Meeting of Shareholders:

"Whereas the dividend is the first casualty in any economic downturn and the stockholder is the
first casualty and the last to benefit from an upturn, be it

Resolved: That when a dividend is cut, it is recommended that, with respect to future contract
obligations, no salaries willbe increased or any stock options allowed to executives or directors until
the dividend is restored to its original amount before the cut."

Statement of Shareholder

"The bullet must be large enough to enable the executives and directors as well as the stockholders to
get their teeth on it.

The administration willmaintain that the increases in salary and stock options are necessary to attract
and hold good people. This cliche belongs with the one 'The check is in the mail', the New York State
Legislature and certain elected officials to justify an increase in their salaries, and 'I'm from the
government and I'm here to

help."'oard

of Directors'esponse to the Shareholder Proposal

As previously stated in the Company's 1997 proxy statement, the suspension of dividend payments on
the common stock was taken to help stabilize the Company's financial condition and provide flexibiiityas
the Company addresses growing pressure from the PPAs and weaker sales. While we recognize the
unfavorable effect it has had on our shareholders, the Company believes that the shareholders'ong-term
financial interests would not be served by basing compensation decisions on dividend payment levels.

The Company and the Compensation and Succession Committee of the Board of Directors have
made decisions regarding the compensation of officers and other employees which we believe are
appropriate to the circumstances the Company faces. The Compensation and Succession Committee's
Report on Executive Compensation, which appears earlier in this Prospectus/Proxy Statement, describes
the decisions that have been made regarding the structure and administration of the officer compensation
program, including a freeze on salary increases. during 1996 and 1997. These decisions will ensure the
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Company's ability to maintain a group of qualified officers, in an increasingly competitive industry, and will
directly relate the payment of a significant component of their total compensation to the future value of
our stock and our shareholders'nvestment. Adoption of a rigid, inflexible rule like that proposed by
Dr. George could harm the stockholders by making retention of qualified executives difficult, if not
impossible.

THEREFORE, THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST
PROPOSAL NO 6.

Other Matters

Management does not know of any matters to be presented for action at the Annual Meeting other
than those listed in the Notice of Meeting and referred to herein. If any other matters properly come
before the Annual Meeting, it is intended that the proxy solicited hereby willbe voted in accordance with
the recommendations of the Board of Directors.

Shareholders who cannot be present at the Annual Meeting are required to fillout, date, sign and
promptly return the accompanying form of proxy in the enclosed envelope.

Deadline for Shareholder Proposals

In order to be included in Holdings'roxy statement and form of proxy relating to its 1999 Annual
Meeting (ifcommon shareholders adopt the Exchange Agreement and the share exchange occurs) or in
Niagara Mohawk's 1999 Annual Meeting proxy statement and form of proxy (ifthe Exchange Agreement
is not adopted by common shareholders), proposals from shareholders to be presented at the 1999 Annual
Meeting must be received by the Secretary of Holdings or Niagara Mohawk, as the case may be, at 300
Erie Boulevard West, Syracuse, New York 13202, no later than December 9, 1998.

Matters intended to be presented by holders of Holdings or Niagara Mohawk Common Stock, as the
case may be, at the 1998 Annual Meeting must be stated in writing, and delivered to the appropriate
Secretary by such shareholders during the period between 90 and 60 days prior to the date of the meeting.

IfNiagara Mohawk common shareholders adopt the Exchange Agreement and the share exchange
occurs, Niagara Mohawk will no longer be publicly held and Holdings will be the sole owner of Niagara
Mohawk Common Stock after the share exchange. In such event, there will be no regularly. scheduled
meetings of shareholders of Niagara Mohawk in 1999 or thereafter.

Additional Information

Niagara Mohawk's 1997 annual report on Form 10-K and quarterly report on Form 10-Q for the
period ended March 31, 1998 filed with the SEC, which includes additional information concerning
Niagara Mohawk, its subsidiaries and their operations and financial condition, are incorporated by
reference in this ProspectuslProxy Statement. These reports, except for exhibits, will be furnished at no
cost to shareholders upon written request to the Secretary, Niagara Mohawk Power Corporation, 300 Erie
Boulevard West, Syracuse, New York 13202.

The directors and officers of the Company and its subsidiaries are insured against obligations which
may be incurred as a result of the Company's indemnification of its directors and officers. The coverage
also insures the directors and officers against liabilities for which they may not be indemnified by the
Company or its subsidiaries, except a dishonest act or breach of trust. The insurance was purchased from
the National Union Fire Insurance Company, Associated Electric & Gas Insurance Services, Ltd., Aetna
Casualty and Surety Company, Federal Insurance Company, CNA Insurance Company and ACE Insur-
ance Company, Ltd. for the term from January 31, 1998 to January 30, 1999 for an aggregate premium of
$ 1,169,480.
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Independent Accountants

The Company has selected the independent accounting firm of Price Waterhouse LLP to examine the
financial statements of the Company and its subsidiaries for the year ended December 31, 1998. Repre-
sentatives of Price Waterhouse LLP will be present at the meeting with the opportunity to make a
statement if they desire to do so and will be available to respond to appropriate questions.

Quarterly Reports

Shareholders who are not receiving quarterly reports directly from r/ie Company and who would like to
receive the Company's quarterly reports may write to Investor Relations, Niagara Mohawk Power
Corporation, 300 Erie Boulevard West, Building C-3, Syracuse, New York 13202-7904 to be included on
the Company's mailing list.

WHERE YOU CAN FIND MORE INFORMATION

Niagara Mohawk files annual, quarterly and special reports, proxy statements and other information
with the SEC. After the share exchange, both Niagara Mohawk and Holdings willdo so. You may read and
copy any reports, statements or other information Niagara Mohawk has filed or Holdings will file at the
SEC's public reference rooms at 450 Fifth Street, N.W., Washington, D.C. 20549 and at public reference
rooms in New York, New York and Chicago, Illinois. Please call the SEC at 1-800-SEC-0330 for further
information on the public reference rooms. Our SEC filings are also available to the public from
commercial document retrieval services and at the Internet web site maintained by the SEC at "http://
www.sec.gov."

Holdings has filed a Registration Statement on Form SP to register with the SEC.the shares of
Holdings common stock to be issued in the share exchange. This Prospectus/Proxy Statement is a part of
that Registration Statement and constitutes a prospectus of Holdings in addition to being a proxy
statement of Niagara Mohawk for the Annual Meeting. As permitted by SEC rules, this Prospectus/Proxy
Statement does not contain all the information you can find in the Registration Statement or in its exhibits.

The SEC allows us to "incorporate by reference" information into this Prospectus/Proxy Statement,
which means that we can disclose important information to you by referring you to another document filed
separately with the SEC. The information incorporated by reference is deemed to be part of this
Prospectus/Proxy Statement, except for any information superseded by information in this Prospectus/
Proxy Statement. This Prospectus/Proxy Statement incorporates by reference the document set forth below
that was previously filed with the SEC (File No. 1-2987). Such document contains important information
about Niagara Mohawk, its subsidiaries and their operations and financial condition.

1. Annual Report on Form 10-K/A for the year ended December 31, 1997.

2. Quarterly Report on Form 10-Q/A for the period ended March 31, 1998.

We are also incorporating by reference additional documents that we may file with the SEC between
the date of this Prospectus/Proxy Statement and the Annual Meeting.

Niagara Mohawk has not authorized anyone to provide you with information that is different from
what is contained in this Prospectus/Proxy Statement. Neither the delivery of this Prospectus/Proxy
Statement nor any distribution of shares of Holdings common stock shall, under any circumstances, create
any implication that there has not been any change in the affairs of Niagara Mohawk or Holdings since the
respective dates as of which information is given. This Prospectus/Proxy Statement does not constitute an
offer to sell or a solicitation of an offer to buy shares of Holdings common stock by any person in any
jurisdiction or in any circumstance in which such offer would be unlawful.
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EXHIBITA

AGREEMENT AND PLAN OF EXCHANGE

This AGREEMENT AND PLAN OF EXCHANGE (the "Agreement" ), dated as of May 14, 1998, is
between Niagara Mohawk Power Corporation, a New York corporation and the corporation whose shares
of Common Stock, par value $ 1.00 per share, willbe acquired pursuant to the "Exchange" provided for in
this Agreement (the "Subject Corporation" ), and Niagara Mohawk Holdings, Inc., a New York corpora-
tion and the corporation which will acquire the foregoing shares of Common Stock of the Subject
Corporation (the "Acquiring Corporation" ). The Subject Corporation and the Acquiring Corporation are
hereinafter referred to, collectively, as the "Corporations".

WITNESSETH:

WHEREAS, the authorized capital of the Subject Corporation is $ 1,215,000,000, consisting of
(a) 185,000,000 shares of Common Stock, par value $ 1.00 per share ("Subject Corporation Common
Stock" ), of which 144,419,351 shares are issued and outstanding (which number of issued and outstanding
shares is subject to change prior to the Effective Time (as hereinafter defined) of the Exchange pursuant to
the Dividend Reinvestment and Common Stock Purchase Plan ("DRIP") and the Employee Savings Fund
Plans for Represented and Non-Represented Employees (each an "Employee Plan" and collectively the
"Employee Plans" ) of the Subject Corporation and the issuance of Subject Corporation Common Stock
pursuant to the Master Restructuring Agreement of the Subject Corporation, dated as of July 9, 1997, as
amended, (b) 3,400,000 shares of Cumulative Preferred Stock, par value $ 100 per share ("Subject
Corporation $ 100 Preferred Stock"), of which 2,322,000 shares are issued and outstanding, (c) 19,600,000
shares of Cumulative Preferred Stock, par value $25 per share ("Subject Corporation $25 Preferred
Stock"), of which 11,681,204 shares are issued and outstanding and (d) 8,000,000 shares of Preference
Stock, par value $25 per share ("Preference Stock" ), no shares of which are outstanding.

WHEREAS, the Acquiring Corporation is a wholly-owned subsidiary of the Subject Corporation with
authorized capital stock consisting of 300,000,000 shares of Common Stock, par value $0.01 per share
("Acquiring Corporation Common Stock" ), of which 100 shares are issued and outstanding and owned by
the Subject Corporation and 50,000,000 shares of Preferred Stock, par value $0.01 per share, no shares of
which are outstanding.

WHEREAS, the Boards of Directors of the Corporations deem it desirable and in the best interests of
the Corporations and the shareholders of the Subject Corporation that, at the Effective Time, (a) the
Acquiring Corporation acquire and become the owner and holder of each share of Subject Corporation
Common Stock issued and outstanding at the Effective Time, (b) each share of Subject Corporation
Common Stock issued and outstanding immediately prior to the Effective Time be automatically
exchanged for one share of Acquiring Corporation Common Stock, and (c) each holder of shares of
Subject Corporation Common Stock issued and outstanding immediately prior to the Effective Time
becomes the holder of a like number of shares of Acquiring Corporation Common Stock, all on the terms
and conditions hereinafter set forth; and

WHEREAS, the Boards of Directors of the Corporations have each approved and adopted this
Agreement, and the Board of Directors of the Subject Corporation has recommended that the sharehold-
ers of the Subject Corporation approve and adopt the Exchange and this Agreement pursuant to Section
913 of the New York Business Corporation Law (the "BCL").

NOW, THEREFORE, the Corporations hereby agree as follows:





ARTICLE I
The Exchange and this Agreement shall be submitted to the holders of Subject Corporation Common

Stock for approval and adoption as provided by Section 913 of the BCL. The affirmative vote of the
holders of at least two-thirds of the issued and outstanding Subject Corporation Common Stock shall be
necessary to approve and adopt the Exchange and this Agreement.

ARTICLE II
Subject to the terms and conditions of this Agreement, the Exchange shall become effective immedi-

ately following the close of business on the date of filing with the New York Department of State (the
"Department of State" ) of a certificate of exchange pursuant to Section 913(d) of the BCL ("Certificate"),
or at such later time and date as may be stated in the Certificate (the time and date at and on which the
Exchange becomes effective being referred to herein as the "Effective Time").

A. At the Effective Time:

ARTICLE III

(1) each share of Subject Corporation Common Stock issued and outstanding immediately prior
to the Effective Time shall be automatically exchanged for one share of Acquiring Corporation
Common Stock, which shares shall be fully paid and nonassessable by the Acquiring Corporation;

(2) the Acquiring Corporation shall acquire and become the owner and holder of each issued
and outstanding share of Subject Corporation Common Stock so exchanged;

(3) each share of Acquiring Corporation Common Stock issued and outstanding immediately
prior to the Effective Time shall be cancelled and shall thereup'on constitute an authorized and
unissued share of Acquiring Corporation Common Stock;

(4) each share of Subject Corporation Common Stock held under the DRIP or an Employee
Plan (including fractional and uncertificated shares) immediately prior to the Effective Time shall be
automatically exchanged for a like number of shares (including fractional and uncertificated shares) of
Acquiring Corporation Common Stock, which shares shall be held under and pursuant to the DRIP or
be issued under such Employee Plan, as the case may be, as hereinafter provided;

(5) each unexpired and unexercised option to purchase Subject Corporation Common Stock
("Subject Corporation Stock Option") under the 1992 Stock Option Plan (the "Option Plan" ),
whether vested or unvested, willbe automatically converted into an option (a "Substitute Option") to
purchase a number of shares of Acquiring Corporation Common Stock equal to the number of shares
of Subject Corporation Common Stock that could have been purchased immediately prior to the
Effective Time (assuming full vesting) under such Subject Corporation Stock Option, at a price per
share of Acquiring Corporation Common Stock equal to the per share option exercise price specified
in such Subject Corporation Stock Option. In accordance with Section 424(a) of the Internal Reventie
Code of 1986, as amended, each Substitute Option shall provide the option holder with rights and
benefits that are no less and no more favorable to him than were provided under the Subject
Corporation Stock Option; and

(6) the former holders of Subject Corporation Common Stock shall be entitled only to receive
shares of Acquiring Corporation Common Stock in exchange therefor as provided in this Agreement.

B. Shares of Subject Corporation $ 100 Preferred Stock, Subject Corporation $25 Preferred Stock
and Subject Corporation Preference Stock shall not be exchanged or otherwise affected by or in connec-
tion with the Exchange. Each share of Subject Corporation $100 Preferred Stock issued and outstanding
immediately prior to the Effective Time shall continue to be issued and outstanding following the
Exchange and shall continue to be one share of Subject Corporation $ 100 Preferred Stock of the
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applicable series designation. Each share of Subject Corporation $25 Preferred Stock issued and outstand-
ing immediately prior to the Effective Time shall continue to be issued and outstanding following the
Exchange and shall continue to be one share of Subject Corporation $25 Preferred Stock of the applicable
series designation.

C. As of the Effective Time, the Acquiring Corporation shall succeed to the DRIP as in effect
immediately prior to the Effective Time, and the DRIP shall be appropriately modified to provide for the
issuance or delivery of Acquiring Corporation Common Stock on and after the Effective Time pursuant
thereto.

D. As of the Effective Time, (1) the Employee Plans shall be appropriately amended to provide for
the issuance or delivery of Acquiring Corporation Common Stock, and the Acquiring Corporation shall
agree to issue or deliver Acquiring Corporation Common Stock, and (2) the Option Plan shall also be
appropriately amended to provide for the issuance of options by the Acquiring Corporation to purchase
Acquiring Corporation Common Stock, in each case on and after the Effective Time pursuant thereto.

ARTICLE IV

A. The filingof the Certificate with the Department of State and the consummation of the Exchange
shall be subject to satisfaction of the following conditions at or prior to the Effective Time:

(1) the affirmative vote of the holders of Subject Corporation Common Stock provided for in
Article I of this Agreement shall have been received;

(2) such orders, authorizations, approvals or waivers from the New York Public Service Commis-
sion and all other jurisdictive regulatory bodies, boards or agencies required to consummate the
Exchange and related transactions shall have been received, shall remain in full force and effect, and
shall not include, in the sole judgment of the Board of Directors of the Subject Corporation,
unacceptable conditions; and

(3) the Acquiring Corporation Common Stock to be issued in connection with the Exchange
shall have been listed, subject to official notice of issuance, by the New York Stock Exchange.

ARTICLEV

Following the Effective Time, each holder of an outstanding certificate or certificates theretofore
representing shares of Subject Corporation Common Stock may, but shall not be required to, surrender
the same to the Acquiring Corporation's Transfer Agent for cancellation and reissuance of a new
certificate or certificates in such holder's name or for cancellation and transfer, and each such holder or
transferee shall be entitled to receive a certificate or certificates representing the same number of shares of
Acquiring Corporation Common Stock as the shares of Subject Corporation Common Stock previously
represented by the certificate or certificates surrendered. Until so surrendered or presented for exchange
or transfer, each outstanding certificate which, immediately prior to the Effective Time, represents Subject
Corporation Common Stock shall be deemed and shall be treated for all purposes to represent the
ownership of the same number of shares of Acquiring Corporation Common Stock as though such
surrender or exchange or transfer had taken place. The holders of Subject Corporation Common Stock at
the Effective Time shall have no right at and after the Effective Time to have their shares of Subject
Corporation Common Stock transferred on the stock transfer books of the Subject Corporation (such
stock transfer books being deemed closed for this purpose at the Effective Time), and at and after the
Effective Time such stock transfer books may be deemed to be the stock transfer books of the Acquiring
Corporation.
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ARTICLEVI

A. This Agreement may be amended, modified or supplemented, or compliance with any provision
hereof may be waived, at any time prior to the Effective Time (including, without limitation, after receipt
of the affirmative vote of holders of Subject Corporation Common Stock as provided in Article IV(1)
hereof), by the mutual consent of the'Boards of Directors of the Subject Corporation and the Acquiring
Corporation at any time prior to the Effective Time; provided, however, that no such amendment,
modification, supplement or waiver shall be made or effected if such amendment, modification, supple-
ment or waiver would, in the sole judgment of the Board of Directors of the Subject Corporation,
materially and adversely affect the shareholders of the Subject Corporation.

B. This Agreement may be terminated and the Exchange and related transactions abandoned, at any
time prior to the Effective Time (including, without limitation, after receipt of the affirmative vote of
holders of Subject Corporation Common Stock as provided in Article IV(1) hereof), if the Board of
Directors of the Subject Corporation determines, in its sole judgment, that consummation of the Exchange
would for any reason be inadvisable or not in the best interests of the Subject Corporation or its
shareholders.

IN WITNESS WHEREOF, each of the Corporations, pursuant to authorization and approval given by
its Board of Directors, has caused this Agreement to be executed as of the date first above written.

Niagara Mohawk Power Corporation

By: William E. Davis
William E. Davis
Chairman of the Board and Chief Financial
Officer

Niagara Mohawk Holdings, Inc.

By: William F. Edwards
William F. Edwards
Chief Financial Officer





EXHIBITB

CERTIFICATE OF INCORPORATION

OF

NIAGARAMOHAWKHOLDINGS, INC.

Under Section 402 of the Business Corporation Law

FIRST. The name of the corporation is Niagara Mohawk Holdings, Inc. (the "Corporation").

SECOND. The purpose of the Corporation is to engage in any lawful act or activity for which
corporations may be organized under the Business Corporation Law of the State of New York, provided
that any act or activity requiring the consent or approval of any State official, department, board, agency or
other body shall not be engaged in without such consent or approval first being obtained.

THIRD. The office of the Corporation within the State of New York is to be located in the City of
Syracuse, County of Onondaga.

FOURTH. The aggregate number of shares which the Corporation shall have authority to issue is
(a) three hundred million (300,000,000) shares of common shares with a par value of $0.01 per share (the
"Common Stock") and fiftymillion (50,000,000) shares of Preferred Stock, with a par value of $0.01 per
share (the "Preferred Stock" ).

The designations, relative rights, preferences and limitations of the shares of such classes of stock are
as follows:

A. The Preferred Stock may be issued from time to time by the Board of Directors as shares of
one or more series of Preferred Stock, and the Board of Directors is expressly authorized, prior to
issuance, in the resolution or resolutions providing for the issue of shares of each particular series, to
establish and designate each particular series and to fix the rights, preferences and limitations of each
particular series, and the relative rights, preferences and limitations between series, as follows:

(i) The distinctive serial designation of such series which shall distinguish it from other
series;

(ii) The number of shares included in such series, which number (except where otherwise
provided by the Board of Directors in creating such series) may be increased (but not above the
total number of authorized shares of Preferred Stock) or decreased (but not below the number of
the outstanding shares of such series) from time to time by the Board of Directors; provided that
ifthe number of shares is decreased, the shares constituting such decrease shall be restored to the
status of authorized but unissued shares of Preferred Stock;

(iii)The annual or other dividend rate or rates (or method ofdetermining such rate or rates)
for shares of such series and the date or dates upon which such dividends shall be payable;

(iv) Whether dividends on the shares of such series shall be cumulative, and, in the case of
shares of any series having cumulative dividend rights, the date or dates (or method for
determining such date or dates) from which dividends on the shares of such series shall be
cumulative;

(v) The amount or amounts per share which shall be paid out of the assets of the
Corporation to the holders of the shares of such series upon voluntary or involuntary liquidation,
dissolution, or winding up of the Corporation;
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(vi) The price or prices (cash or otherwise) at which, the period or periods within which and
the terms and conditions upon which, if any, the shares of such series may be purchased,
redeemed or acquired (by exchange or otherwise), in whole or in part;

(vii) Provision or provisions, ifany, for the Corporation to purchase, redeem or acquire (by
exchange or otherwise), in whole or in part, shares of such series pursuant to a sinking or other
similar fund, and the price or prices (cash or otherwise) at which, the period or periods within
which and the terms and conditions upon which the shares of such series shall be so purchased,
redeemed or acquired, in whole or in part, pursuant to such provision or provisions;

(viii)The period or periods within which and the terms and conditions, including the price or
prices or the rate or rates of conversion or exchange and the terms and conditions of any
adjustments thereof, upon which, if any, the shares of such series shall be convertible or
exchangeable, in whole or in part, at the option of the holder, the Corporation or another person
into shares of any class of stock or into shares of any series of any class or cash, other property,
indebtedness or other securities of the Corporation or another corporation;

(ix) The voting rights, ifany, of the shares of such series in addition to those required by law,
including the number of votes per share (which may be fractional or more or less than one); and

(x) Any other relative rights, preferences or limitations of the shares of such series not
inconsistent with applicable law.

B. Except as may from time to time be required by law and except as otherwise may be provided
by the Board of Directors in accordance with paragraph Aof this Article 4 in respect of any particular
series of Preferred Stock, all voting rights of the Corporation shall be vested exclusively in the holders
of the Common Stock who shall be entitled to one vote per share on all matters.

FIFTH. The Secretary of State of the State of New York is designated as agent of the Corporation
upon whom process in any action or proceeding against it may be served. The address to which the
Secretary of State shall mail a copy of any process against the Corporation served upon him is 300 Erie
Boulevard West, Syracuse, New York 13202, Attn: Corporate Secretary.

SIXTH. Subject to the voting provisions of Article 10, By-laws of the Corporation may be adopted,
amended or repealed by the Board of Directors of the Corporation by the vote of a majority of the
directors present at a meeting of the board at which a quorum is present.

SEVENTH. No holder of shares of the Corporation of any class, now or hereafter authorized, shall
have any preferential or preemptive right to subscribe for, purchase or receive any shares of the
corporation of any class, now or hereafter authorized, or any options or warrants for such shares, or any
rights to subscribe for or purchase such shares, or any securities convertible into or exchangeable for such
shares, which may at any time be issued, sold or offered for sale by the Corporation.

EIGHTH. Subject to the rights, if any, of holders of any class or series of Preferred Stock, now or
hereafter authorized, special meetings of shareholders may be called only by the Chairman of the Board or
by the Board of Directors pursuant to resolution adopted by a majority of the total number of directors
which the Corporation would have if there were no vacancies.

NINTH. The following provisions shall relate to the Board of Directors of the Corporation:

A. The size of the Board of Directors shall be fixed by or pursuant to the By-Laws. The Board of
Directors shall be divided into three classes designated Class I, Class II and Class III. Such classes
shall be as nearly equal in number as the then total number of directors constituting the entire Board
permits. At the first annual meeting of shareholders, or any special meeting in lieu thereof, Class I,
Class II and Class III directors shall be elected for terms expiring at the next succeeding annual
meeting, the second succeeding annual meeting and the third succeeding annual meeting, respectively,
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and until their respective successors are elected and qualified. At each annual meeting of shareholders
after such first annual (or special) meeting of shareholders, the directors chosen to succeed those in
the class whose terms then expire shall be elected by shareholders for terms expiring at the third
succeeding annual meeting after election, or for such lesser term for which one or more may be
nominated in a particular case in order to assure that the number of directors in each class shall be
appropriately constituted and until their respective successors are elected and qualified. Newly
created directorships or any decrease in directorships resulting from increases or decreases in the
number of directors shall be so apportioned among the classes ofdirectors as to make all the classes as
nearly equal in number as possible. Vacancies on the Board of Directors at any time for any reason
except the removal of directors without cause may be filled by a majority of the directors then in
office, although less than a quorum. Ifthe number of directors is increased by the Board of Directors
and any newly created directorships are filled by the Board, there shall, to the extent required by New
York law, be no classification of the additional directors until the next annual meeting of shareholders.

Notwithstanding the foregoing, whenever the holders of any one or more classes or series of Preferred
Stock, now or hereafter authorized, shall have the right, voting separately or by class or series, to elect
directors at an annual or special meeting of shareholders, the election, term of office, fillingof vacancies
and other features of such directorships shall be governed by any provisions of the Certificate of
Incorporation applicable thereto, and such directors so elected shall not be divided into one or more
classes pursuant to this Article 9A unless expressly provided by such provisions.

B. Directors may be removed for cause by a vote of shareholders entitled to vote thereon.
Directors shall not be removed without cause by shareholders, except in the case of a director elected
by the holders of any class or series of Preferred Stock, now or hereafter authorized, voting as a class
or series, when so entitled by the provisions of the Certificate of Incorporation applicable thereto.

TENTH. In addition to any vote that may be required by law or in the Certificate of Incorporation in
respect of any class or series of Preferred Stock, now or hereafter authorized, the provisions of Articles 6,
7, 8, 9, 10, 11 and 12 of the Certificate of Incorporation shall not be amended or repealed, or a new
provision adopted inconsistent therewith, without the affirmative vote of not less than two-thirds of the
shares entitled to vote thereon at such annual or special meeting of shareholders at which any such action
is proposed.

ELEVENTH. Except as otherwise provided in the CertiTicate of Incorporation in respect of any class
or series of Preferred Stock, now or hereafter authorized, the By-Laws of the corporation may be amended
or repealed, or new By-Laws may be adopted, either (a) by a vote of shareholders entitled to vote at any
annual or special meeting of shareholders, or (b) by a vote of the majority of the entire Board of Directors
at any regular or special meeting of directors; provided, however, that any amendment or repeal of, or the
adoption of any new By-Law or provision inconsistent with, Article I (Sections 1.2, 1.13 or 1.14), Article II
(Sections 2.2, 2.3, or 2.7) or Article Vl (Sections 6.6 or 6.7) of the By-Laws, if by action of such
shareholders, shall be only upon the affirmative vote of not less than two-thirds of the shares entitled to
vote thereon at such annual or special meeting of shareholders at which any such action is proposed and, if
by action of the Board of Directors, shall be only upon the approval of not less than two-thirds of the entire
Board of Directors at any regular or special meeting of directors.

TWELFTH. Except as may be provided by the Board of Directors in accordance with paragraph A of
Article 4 in respect of any particular series of Preferred Stock, any action required or permitted to be taken
by the shareholders of the corporation must be taken at a duly called annual or special meeting of such
holders and may not be taken by any consent in writing by such holders. Except as otherwise provided for
herein or required by law, special meetings of shareholders of the corporation for any purpose or purposes
may be called only by the Chairman of the Board, the President or the Board of Directors pursuant to a
resolution stating the purpose or purposes thereof, and any power of shareholders to call a special meeting
is specifically denied.

B-3





THIRTEENTH. A director of the Corporation shall not be personally liable to the Corporation or its
shareholders for damages for any breach of duty as a director, except to the extent that such exemption
from liabilityor limitation thereof is not permitted under the Business Corporation Law as currently in
effect or as it may hereafter be amended. No amendment, modification or repeal of this Article THIR-
TEENTH shall adversely affect any right or protection of a director that exists at the time of such
amendment, modification or repeal.





EXHIBITC

BY-LAWS

OF

NIAGARAMOHAWKHOLDINGS, INC.

ARTICLE 1

Shareholders

Section 1.1. Annual Meeting. A meeting of shareholders shall be held annually for the election of
directors at such date and time as may be designated by the Board of Directors from time to time, Any
other proper business may be transacted at the annual meeting.

Section 1.2. Special Meetings. Special meetings of the shareholders may be called by the Chairman of
the Board or by the Board of Directors pursuant to resolution adopted by a majority of the total number of
directors which the Corporation would have ifthere were no vacancies, to be held at such date and time as

may be stated in the notice of the meeting. At any special meeting only such business may be transacted
which is related to the purpose or purposes set forth in the notice of such special meeting given pursuant to
Section 1.4 of these By-laws.

Section 1.3. Place ofMeetings. Meetings of shareholders shall be held at such place, within or without
the State of New York, as may be fixed by the Board of Directors. Ifno place is so fixed, such meetings
shall be held at the principal office of the Corporation in the State of New York.

Section 1.4. Notice ofMeetings. Written notice of each meeting of shareholders shall be given stating
the place, date and hour of the meeting. Notice of a special meeting of shareholders shall indicate that it is
being issued by or at the direction of the person or persons calling the meeting and shall state the purpose
or purposes for which the meeting is called. If, at any meeting of shareholders, action is proposed to be
taken which would, if taken, entitle objecting shareholders to receive payment for their shares, the notice
of such meeting shall include a statement of that purpose and to that effect and shall be accompanied by

a'opyof Section 623 of the New York Business Corporation Law as then in effect or an outline of its
material terms. A copy of the notice of each meeting of shareholders shall be given, personally or by first
class mail, not fewer than ten nor more than sixty days before the date of the meeting, or shall be given by
third class mail not less than twenty-four nor more than sixty days before the date of the meeting, to each
shareholder entitled to vote at such meeting. Ifmailed, such notice shall be deemed given when deposited
in the United States mail, with postage thereon prepaid, directed to the shareholder at his or her address
as it appears on the record of shareholders, or, if he or she shall have filed with the Secretary of the
Corporation a written request that notices to him or her be mailed to some other address, then directed to
him or her at such other address. When a meeting of shareholders is adjourned to another time or place, it
shall not be necessary to give any notice of the adjourned meeting if the time and place to which the
meeting is adjourned are announced at the meeting at which the adjournment is taken, and at the
adjourned meeting any business may be transacted that might have been transacted on the original date of
the meeting. However, if after the adjournment the Board of Directors fixes a new record date for the
adjourned meeting, a notice of the adjourned meeting shall be given to each shareholder of record on the
new record date entitled to notice under this Section 1.4.

Section 1.5. Waiver ofNotice. Notice of meeting need not be given to any shareholder who submits a
signed waiver of notice, in person or by proxy, whether before or after the meeting. The attendance of any
shareholder at a meeting, in person or by proxy, without protesting prior to the conclusion of the meeting
the lack of notice of such meeting, shall constitute a waiver of notice by him or her.
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Section 1.6. Inspectors. Voting at meetings of shareholders shall be conducted by inspectors. The
Board ofDirectors, in advance of any shareholders'eeting, shall appoint one or more inspectors to act at
the meeting or any adjournment thereof. In case any person appointed fails to appear or act, the vacancy

may be filled by appointment made by the Board in advance of the meeting or at the meeting by the person
presiding thereat. Each inspector, before entering upon the discharge of his or her duties, shall take and

sign an oath faithfully to execute the duties of inspector at such meeting with strict impartiality and
according to the best of his or her ability. The inspectors shall determine the number of shares outstanding
and the voting power of each, the shares represented at the meeting, the existence of a quorum and the
validity and effect of proxies, and shall receive votes, ballots or consents, hear and determine all challenges
and questions arising in connection with the right to vote, count and tabulate all votes, ballots or consents,
determine the result, and do such acts as are proper to conduct the election or vote with fairness to all
shareholders. On request of the person presiding at the meeting or any shareholder entitled to vote
thereat, the inspectors shall make a report in writing of any challenge, question or matter determined by
them and execute a certificate of any fact found by them.

Section 1.7. List ofShareholders at Meetings. A list of shareholders as of the record date, certified by
the Secretary or any Assistant Secretary or by a transfer agent, shall be produced at any meeting of
shareholders upon the request thereat or prior thereto of any shareholder. If the right to vote at any
meeting is challenged, the inspectors, or person presiding thereat, shall require such list of shareholders to
be produced as evidence of the right of the persons challenged to vote at such meeting, and all persons
who appear from such list to be shareholders entitled to vote thereat may vote at such meeting.

Section 1.8. Qualification of Voters. Evety shareholder of record shall be entitled at every meeting of
shareholders to one vote for every share standing in his or her name on the record of shareholders, unless
otherwise provided in the certificate of incorporation. Ifthe certificate of incorporation provides for more
or less than one vote for any share on any matter, every reference in these by-laws to a majority or other
proportion of shares shall be construed to refer to such majority or other proportion of the votes of such
shares. Treasury shares as of the record date and shares held as of the record date by another domestic or
foreign corporation of any type or kind, if a majority of the shares entitled to vote in the election of
directors of such other corporation is held as of the record date by the Corporation, shall not be shares
entitled to vote or to be counted in determining the total number of outstanding shares. Shares held by an
administrator, executor, guardian, conservator, committee or other fiduciary, except a trustee, may be

voted by him or her or it, either in person or by proxy, without transfer of such shares into his or her or its
name. Shares held by a trustee may be voted by him or her or it, either in person or by proxy, only after the
shares have been transferred into his or her or its name as trustee or into the name of his or her or its
nominee. Shares standing in the name of another domestic or foreign corporation of any type or kind may
be voted by such officer, agent or proxy as the by-laws of such corporation may provide, or, in the absence

of such provision, as the board of directors of such corporation may determine. A shareholder shall not sell
his or her vote or issue a proxy to vote to any person for any sum of money or anything of value except as

permitted by law.

Section 1.9. Quorum ofShareholders. The holders of a majority of the votes of shares entitled to vote
thereat shall constitute a quorum at a meeting of shareholders for the transaction of any business, provided
that when a specified item of business is required to be voted on by a class or series, voting as a class, the
holders of a majority of the votes of shares of such class or series shall constitute a quorum for the
transaction of such specified item of business. When a quorum is once present to organize a meeting, it is

not broken by the subsequent withdrawal of any shareholders. The shareholders present in person or by
proxy and entitled to vote may, by a majority of the votes cast, adjourn the meeting despite the absence of
a quorum.

Section 1.10. Proxies. Every shareholder entitled to vote at a meeting of shareholders or to express

consent or dissent without a meeting may authorize another person or persons to act for him or her by

proxy. No proxy shall be valid after the expiration of eleven months from the date thereof unless otherwise

C-2





provided in the proxy. Every proxy shall be revocable at the pleasure of the shareholder executing it, except
as otherwise provided by law. The authority of the holder of a proxy to act shall not be revoked by the
incompetence or death of the shareholder who executed the proxy unless, before the authority is exercised,
written notice of an adjudication of such incompetence or of such death is received by the Secretary or any
Assistant Secretary.

Section 1.11. Vote or Consent ofShareholders. Directors shall, except as otherwise required by law or by
the certificate of incorporation, be elected by a plurality of the votes cast at a meeting of shareholders by
the holders of shares entitled to vote in the election. Whenever any corporate action, other than the
election of directors, is to be taken by vote of the shareholders, it shall, except as otherwise required by law
or by the certificate of incorporation, be authorized by a majority of the votes cast at a meeting of
shareholders by the holders of shares entitled to vote thereon. Whenever shareholders are required or
permitted to take any action by vote, such action may be taken without a meeting on written consent,
setting forth the action so taken, signed by the holders of all outstanding shares entitled to vote thereon.
Written consent thus given by the holders of all outstanding shares entitled to vote shall have the same
effect as a unanimous vote of shareholders.

Section 1.12. Fixing Record Date. For the purpose of determining the shareholders entitled to notice of
or to vote at any meeting of shareholders or any adjournment thereof, or to express consent to or dissent
from any proposal without a meeting, or for the purpose of determining shareholders entitled to receive
payment of any dividend or the allotment of any rights, or for the purpose of any other action, the Board of
Directors may fix, in advance, a date as the record date for any such determination of shareholders. Such
date shall not be more than fiftynor less than ten days before the date of such meeting, nor more than fifty
days prior to any other action. Ifno record date is fixed: (1) the record date for the determination of
shareholders entitled to notice of or to vote at a meeting of shareholders shall be at the close of business
on the day next preceding the day on which notice is given, or, ifno notice is given, the day on which the
meeting is held; and (2) the record date for determining shareholders for any other purpose shall be at the
close of business on the day on which the resolution of the Board of Directors relating thereto is adopted.
When a determination of shareholders of record entitled to notice of or to vote at any meeting of
shareholders has been made as provided in this Section, such determination shall apply to any adjourn-
ment thereof, unless the Board of Directors fixes a new record date for the adjourned meeting.

Section 1.13. Advance Notice ofShareIiolder Proposals. At any annual or special meeting of sharehold-
ers, proposals by shareholders and persons nominated for election as directors by shareholders shall be
considered only ifadvance notice thereof has been timely given as provided herein and such proposals or
nominations are otherwise proper for consideration under applicable law and the certificate of incorpora-
tion and by-laws of the Corporation. Notice of any proposal to be presented by any shareholder or of the
name of any person to be nominated by any shareholder for election as a director of the Corporation at
any meeting of shareholders shall be delivered to the Secretary of the Corporation at its principal executive
office not less than 60 nor more than 90 days prior to the date of the meeting; provided, however, that if
the date of the meeting is first publicly announced or disclosed (in a public filingor otherwise) less than 70
days prior tb the date of the meeting, such advance notice shall be given not more than ten days after such
date is first so announced or disclosed. Public notice shall be deemed to have been given more than 70 days
in advance of the annual meeting if the Corporation shall have previously disclosed, in these by-laws or
otherwise, that the annual meeting in each year is to be held on a determinable date, unless and until the
Board determines to hold the meeting on a different date. Any shareholder who gives notice of any such
proposal shall deliver therewith the text of the proposal to be presented and a brief written statement of
the reasons why such shareholder favors the proposal and setting forth such shareholder's name and
address, the number and class of all shares of each class of stock of the Corporation beneficially owned by
such shareholder and any material interest of such shareholder in the proposal (other than as a
shareholder). Any shareholder desiring to nominate any person for election as a director of the Corpora-
tion shall deliver with such notice a statement in writing setting forth the name of the person to be
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nominated, the number and class of all shares of each class of stock of the Corporation beneficially owned
by such person, the information regarding such person required by paragraphs (a), (e) and (f) of Item 401
of Regulation S-K adopted by the Securities and Exchange Commission (or the corresponding provisions
of any regulation subsequently adopted by the Securities and Exchange Commission applicable to the
Corporation), such person's signed consent to serve as a director of the Corporation if elected, such
shareholder's name and address and the number and class of all shares of each class of stock of the
Corporation beneficially owned by such shareholder. As used herein, shares "beneficially owned" shall
mean all shares as to which such person, together with such person's affiliates and associates (as defined in
Rule 12b-2 under the Securities Exchange Act of 1934), may be deemed to beneficially own pursuant to
Rules 13d-3 and 13d-5 under the Securities Exchange Act of 1934, as well as all shares as to which such
person, together with such persop's affiliates and associates, has the right to become the beneficial owner
pursuant to any agreement or understanding, or upon the exercise ofwarrants, options or rights to convert
or exchange (whether such rights are exercisable immediately or only after the passage of time or the
occurrence of conditions). The person presiding at the meeting, in addition to making any other
determinations that may be appropriate to the conduct of the meeting, shall determine whether such
notice has been duly given and shall direct that proposals and nominees not be considered ifsuch notice
has not been given.

Section 1.14. Organization. Meetings of shareholders shall be presided over by the Chairman of the
Board, ifany, or in the absence of the Chairman of the Board by the President, or in the absence of the
President by a Vice President, or in the absence of the foregoing persons by a chairman designated by the
Board of Directors, or in the absence of such designation by a chairman chosen at the meeting. The
Secretary, or in the absence of the Secretary an Assistant Secretary, shall act as secretary of the meeting,
but in the absence of the Secretary and any Assistant Secretary the chairman of the meeting may appoint
any person to act as secretary of the meeting. The order of business at each such meeting shall be as
determined by the chairman of the meeting. The chairman of the meeting shall have the right and
authority to prescribe such rules, regulations and procedures and to do all such acts and things as are
necessary or desirable for the proper conduct of the meeting, including, without limitation, the establish-
ment of procedures for the maintenance of order and safety, limitations on the time allotted to questions
or comments on the affairs of the Corporation, restrictions on entry to such meeting after the time
prescribed for the commencement thereof and the opening and closing of the voting polls.

ARTICLE II
Board of Directors

Section 2.1. Poiver ofBoard and Qualification of Directors. The business of the Corporation shall be
managed under the direction of the Board of Directors. Each director shall be at least eighteen years of
age. No person who has reached age 70 by January 1 in the year such director would otherwise stand for
election shall, following their initial election, stand for reelection as a director.

Section 2.2. Number ofDirectors. The number of directors constituting the entire Board of Directors
shall be the number, not less than three, fixed from time to time by a majority of the total number of
directors which the Corporation would have, prior to any increase or decrease, if there were no vacancies,
provided that no decrease shall shorten the term of any incumbent director.

Section 2.3. Election, Terms and Vacancies. The Board of Directors shall be divided into three classes
designated Class I, Class II and Class III.Such classes shall be as nearly equal in number as the then total
number of directors constituting the entire Board permits. At the first annual meeting of shareholders, or
any special meeting in lieu thereof, Class I, Class II and Class III directors shall be elected for terms
expiring at the next succeeding annual meeting, the second succeeding annual meeting and the third
succeeding annual meeting, respectively, and until their respective successors are elected and qualified. At
each annual meeting of shareholders after such first annual (or special) meeting shareholders, the
directors chosen to succeed those in the class whose terms then expire shall be elected by shareholders for
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terms expiring at the third succeeding annual meeting after election, or for such lesser term for which one
or more may be nominated in a particular case in order to assure that the number of directors in each class
shall be appropriately constituted and until their respective successors are elected and qualified. Newly
created directorships or any decrease in directorships resulting from increases or decreases in the number
of directors shall be so apportioned among the classes of directors as to make all the classes as nearly equal
in number as possible. Vacancies on the Board of Directors at any time for any reason except the removal
of directors without cause may be filled by a majority of the directors then in office, although less than a
quorum. If the number of directors is increased by the Board of Directors and any newly created
directorships are filled by the Board, there shall, to the extent required by New York law, be no
classification of the additional directors until the next annual meeting of shareholders.

Notwithstanding the foregoing, whenever the holders of any one or more classes or series of Preferred
Stock, now or hereafter authorized, shall have the right, voting separately or by class or series, to elect
directors at an annual or special meeting of shareholders, the election, term of office, fillingof vacancies
and other features of such directorships shall be governed by any provisions of the Certificate of
Incorporation applicable thereto, and such directors so elected shall not be divided into one or more
classes pursuant to this Section 2.3 unless expressly provided by such provisions.

Section 2.4. Quorum ofDirectors and Action by the Board. Unless a greater proportion is required by
law or by the certificate of incorporation, one third of the entire Board of Directors shall constitute a

majority for the transaction of business or of any specified item of business. Except where otherwise
provided by law or in the certificate of incorporation or these by-laws, the vote of a majority of the
directors present at a meeting at the time of such vote, ifa quorum is then present, shall be the act of the
Board. Any action required or permitted to be taken by the Board of Directors may be taken without a
meeting if all members of the Board consent in writing to the adoption of a resolution authorizing the
action. The resolution and the written consents by the members of the Board shall be filed with the
minutes of the proceedings of the Board. Except as otherwise provided by law, all corporate action to be
taken by the Board of Directors shall be taken at a meeting of the Board or by unanimous written consent.
Any one or more members of the Board of Directors may participate in a meeting of the Board by means
of a conference telephone or similar communications equipment allowing all persons participating in the
meeting to hear each other at the same time, and participation by such means shall constitute presence in
person at such meeting.

Section 2.5. Meetings of the Board. An annual meeting of the Board of Directors shall be held in each
year as soon as practicable after the annual meeting of shareholders. Regular meetings of the Board shall
be held at such times as may be fixed by the Board. Special meetings of the Board may be held at any time
whenever called by the Chairman of the Board, ifany, the President or any two directors. Meetings of the
Board of Directors shall be held at such places within or without the State of New York as may be fixed by
the Board for annual and regular meetings and in the notice of meeting for special meetings. Ifno place is
so fixed, meetings of the Board shall be held at the principal office of the Corporation. No notice need be
given of annual or regular meetings of the Board of Directors. Notice of each special meeting of the Board
shall be given to each director either by mail not later than the third business day prior to the meeting or by
telegram, by facsimile transmission, by written message or orally to the director not later than noon, New
York time, on the day prior to the meeting. Notices shall be deemed to have been given by mail when
deposited in the United States mail, by telegram at the time of filing, by facsimile transmission upon
confirmation of receipt, and by messenger at the time of delivery by the messenger. Notices by mail,
telegram, facsimile transmission or messenger shall be sent to each director at the address or facsimile
number designated by him or her for that purpose, or, ifnone has been so designated, at his or her last
known residence or business address. Notice of a meeting of the Board of Directors need not be given to
any director who submits a signed waiver of notice whether before or after the meeting, or who attends the
meeting without protesting, prior thereto or at its commencement, the lack of notice to him or her. A
notice or waiver of notice need not specify the purpose of any meeting of the Board of Directors. A
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majority of the directors present, whether or not a quorum is present, may adjourn any meeting to another
time and place. Notice of any adjournment of a meeting to another time or place shall be given in the
manner described above to the directors who were not present at the time of the adjournment and, unless
such time and place are announced at the meeting, to the other directors.

Section 2.6. Resignation. Any director of the Corporation may resign at any time by giving written
notice to the Board of Directors or to the Chairman of the Board, ifany, or the President or the Secretary
of the Corporation. Such resignation shall take effect at the time specified therein, and unless otherwise
specified therein no acceptance of such resignation shall be necessary to make it effective.

Section 2.7. Removal of Directors. Directors may be removed for cause by a vote of shareholders
entitled to vote thereon. Directors shall not be removed without cause by shareholders, except in the case
of a director elected by the holders of any class or series of Preferred Stock, now or hereafter authorized,
voting as a class or series, when so entitled by the provisions of the Certificate of Incorporation applicable
thereto.

Section 2.8. Compensation of Directors. The Board of Directors shall have authority to fix the
compensation of directors for services in any capacity, which shall be a charge to be paid by the
Corporation. The Board of Directors may elect or appoint members of the Board as officers, members of
committees, or agents of the Corporation, may assign duties to be performed and may fix the amount of
the respective salaries, fees or other compensation therefor, and the amount so fixed shall be a charge to
be paid by the Corporation. In addition to any other compensation provided pursuant to these by-laws,
each director shall be entitled to receive a fee, in amount as fixed from time to time by resolution of the
Board of Directors, for attendance at any meeting of the Board, or of any committee of the Board,
together with his expenses of attendance, if any.

ARHCLE III
Executive and Other Committees

Section 3.1. Ereculive and Odier Commirtees of Directors. The Board of Directors, by resolution
adopted by a majority of the entire Board, shall designate from among its members an Executive
Committee, an Audit Committee and a Finance Committee and may designate such other committees,
each consisting of one or more directors, and each ofwhich, to the extent provided in the resolution, sha)1

have all the authority of the Board, except that no such committee shall have authority as to {I) the
submission to shareholders of any action that needs shareholders'pproval; (2) the fillingof vacancies in
the Board or in any committee thereof; (3) the fixing of compensation of the directors for serving on the
Board or on any committee thereof; (4) the amendment or repeal of the by-laws, or the adoption of new
by-laws; or (5) the amendment or repeal of any resolution of the Board which, by its terms, shall not be so
amendable or repealable. The Board of Directors may designate one or more directors as alternate
members of any such committee, who may replace any absent member or members at any meeting of such
committee. Unless the Board of Directors otherwise provides, each committee designated by the Board
may adopt, amend and repeal rules for the conduct of its business. In the absence of a provision by the
Board or a provision in the rules of such committee to the contrary, a majority of the entire authorized
number of members of such committee shall constitute a quorum for the transaction of business, the vote
of a majority of the members present at a meeting at the time of such vote ifa quorum is then present or
the unanimous written consent of all members thereof shall be the act of such committee, any one or more
members of such committee may participate in a meeting of such committee by means of a conference
telephone or similar communications equipment allowing all persons participating in the meeting to hear
each other at the same time and participation by such means shall constitute presence in person at such

meeting, and in other respects each committee shall conduct its business in the same manner as the Board
of Directors conducts its business pursuant to Article II of these by-laws. Each such committee shall serve

at the pleasure of the Board of Directors.
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Section 3.2. Executive Committee. When the Board of Directors is not in session, the Executive
Committee shall have all of the authority of the Board of Directors, except it shall have no authority as to
the matters specified in Section 3.1. The Chairman of the Board shall be Chairman of the Executive
Committee. The members of the Executive Committee shall serve at the pleasure of the Board of
Directors.

Section 3.3. Audit Committee. The Audit Committee shall recommend to the Board of Directors the
accounting firm to be selected by the Board or to be recommended by it for shareholder approval, as

independent auditor of the Corporation and its subsidiaries; act on behalf of the Board in meeting and
reviewing with the independent auditors, the chief internal auditor and the appropriate corporate officers
matters relating to corporate financial reporting and accounting procedures and policies, adequacy of
internal controls and the scope of the respective audits of the independent auditors and the internal
auditor; review the results of such audits with the respective auditing agency and reporting thereon to the
Board; review and make recommendations to the Board concerning the independent auditor's fees and
services; review interim and annual financial reports and disclosures and submit to the Board any
recommendations it may have from time to time with respect to financial reporting and accounting
practices and policies; be consulted, and its consent obtained, prior to the selection or termination of the
chief internal auditor; oversee matters involving compliance with corporate business ethics policies
including the work of the Business Ethics Council; review management's assessment of financial risks;
authorize special investigations and studies, as appropriate, in fulfillmentof its function as specified herein
or by resolution of the Board of Directors; and perform any other duties or functions deemed appropriate
by the Board of Directors. The Committee will conduct a self-assessment at least every three years of its
performance in relation to its powers and responsibilities. The membership of such committee shall consist
only of directors of the Corporation who are not, and have not been, officers of the company.

Section 3.4. Finance Committee. The Finance Committee shall exercise such powers of the Board of
Directors as shall be provided in one or more resolutions of the Board of Directors with respect to the
issuance by the Corporation of securities and evidences of indebtedness and the participation by the
Corporation in other financing transactions and with respect to the authorization of the making, modifica-
tion, alteration, termination or abrogation of notes, bills, mortgages, sales, deeds, financing leases, liens
and contracts of the Corporation and shall further be empowered to take any action in connection with the
determination of the terms of any securities, evidences of indebtedness or other financing transactions of
the Corporation the issuance ofwhich by the Corporation or the participation in which by the Corporation
shall have theretofore been approved by the Board of Directors, and shall further perform any other duties
or functions deemed appropriate by the Board of Directors.

ARTICLE IV
OIIicers

Section 4.1. Officers. The officers of the Corporation shall consist of a Chairman of the Board, a

President, one or more Vice-Presidents, a Secretary, a Controller, a Treasurer, and such Assistant
Secretaries, Assistant Controllers and Assistant Treasurers and other officers as shall be elected or
appointed by the Board of Directors. The Board of Directors may elect or appoint a General Counsel
upon such terms and with such powers and duties as it may prescribe and may also designate the General
Counsel an officer of the Corporation.

Section 4.2. Election. The officers of the Corporation shall be elected or appointed by the Board of
Directors at the meeting of the Board held after each annual meeting of the stockholders. The Chairman
of the Board and the President shall be elected or appointed by the Board of Directors from among their ~

number. Any number of Vice-Presidents, the Secretary, the Controller, the Treasurer and other officers
established pursuant to resolution of the Board of Directors shall also be elected or appointed by the
Board of Directors.
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Section 4.3. Term of Office. The officers of the Corporation shall hold office until the meeting of the
Board of Directors held after the next annual meeting of the stockholders and until their successors are
elected and have qualified, unless a shorter term is fixed or unless removed, subject to the provisions of
law, by the Board of Directors. The Chairman of the Board, the President, any Vice- President, the
Secretary, the Controller or the Treasurer may be removed at any time, with or without cause, by the Board
of Directors provided that notice of the meeting at which such action shall have been taken shall set forth
such action as one of the purposes of such meeting. Any other officer of the Corporation may be removed
at any time, with or without cause, by the Board of Directors. Ifthe office of any officer becomes vacant for
any reason, the vacancy may be filled by the Board of Directors at any time to serve the remaining current
term of that office.

Section 4.4. Chairman of the Board. There shall be a chairman of the Board of Directors, with the
official title "Chairman of the Board", who shall be the chief executive officer of the Corporation. The
Chairman of the Board shall preside at meetings of the stockholders, the Board of Directors and the
Executive Committee. He shall recommend to the Board policies to be followed by the Corporation, and,
subject to the Board, shall have general charge of the policies and business of the Corporation and general
supervision of the details thereof, and shall supervise the operation, maintenance and preservation of the
properties of the Corporation. He shall keep the Board of Directors informed respecting the business of
the Corporation. He shall have authority to sign on behalf of the Corporation all contracts and other
documents or instruments to be signed or executed by the Corporation, and, in all cases where the duties
and powers of subordinate officers and agents of the Corporation are not specifically prescribed by the by-
laws or by resolutions of the Board of Directors, the Chairman of the Board may prescribe such duties and
powers. He shall perform such other duties as may from time to time be assigned to him by the Board of
Directors.

Section 4.5. President. The President shall have the direction of and responsibility for the operations of
the Corporation and such other powers and duties as the Board of Directors or the Chairman of the Board
shall designate from time to time and, in the absence or inability to act of the Chairman of the Board, shall
have the powers and duties of the Chairman of the Board. The President, unless some other person is
thereunto specifically authorized by vote of the Board of Directors, shall have authority to sign all
contracts and other documents and instruments of the Corporation.

Section 4.6. The Vice-Presidents. The Vice-Presidents may be designated by such title or titles and in
such order of seniority as the Board of Directors may determine. The Vice-Presidents shall perform such
of the duties and exercise such of the powers of the President on behalf of the Corporation as may be
assigned to them respectively from time to time by the Board of Directors or by the Chairman of the Board
or the President, and, subject to the control of the Board, shall have authority to sign on behalf of the
Corporation all contracts and other documents or instruments necessary for the conduct of the business of
the Corporation. The Vice-Presidents shall perform such other duties as may from time to time be assigned
to them respectively by the Board of Directors or the Chairman of the Board or the President.

Section 4.7. The Secretary and Assistant Secretaries. The Secretary shall cause notices of all meetings of
stockholders and directors to be given as required by law, the corporate charter, and these by-laws. He
shall attend all meetings of stockholders and of the Board of Directors and keep the minutes thereof. He
shall affix the corporate seal to and sign such instruments as require the seal and his signature and shall
perform such other duties as usually pertain to his office or as are required of him by the Board of
Directors or the Chairman of the Board or the President.

Any Assistant Secretary may, in the absence or disability of the Secretary, or at his request, perform
the duties and exercise the powers of the Secretary, and shall perform such other duties as the Board of
Directors, the Chairman of the Board, the President or the Secretary shall prescribe.

The Secretary or any Assistant Secretary may certify under the corporate seal as to the corporate
charter or these by-laws or any provision thereof, the acts of the Board of Directors or any committee
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thereof, the tenure, signatures, identity and acts of officers of the Corporation or other corporate facts, and
any such certificate may be relied upon by any person or Corporation to whom the same shall be given
until receipt of written notice to the contrary.

In the absence of the Secretary and of an Assistant Secretary, the stockholders or the Board of
Directors may appoint a secretary pro tern to record the proceedings of their respective meetings and to
perform such other acts pertaining to said office as they may direct.

Section 4.8. The Controller and Assistant Controllers. The Controller shall be the chief accounting
officer of the Corporation. He shall have general supervision of the accounting and financial reporting
policies of the Corporation, and shall recommend policies and procedures and shall render current and
periodic reports of financial status to the Chairman of the Board, the President and the Board of
Directors. He shall perform such other duties as usually pertain to his office or as are required of him by
the Board of Directors or the Chairman of the Board or the President.

Any Assistant Controller may, in the absence or disability of the Controller, or at his request, perform
the duties and exercise the powers of the Controller and shall perform such other duties as the Board of
Directors, the Chairman of the Board, the President or the Controller shall prescribe.

Section 4.9. The Treasurer and Assistant Treasurers. The Treasurer is authorized and empowered to
receive and collect all moneys due the Corporation and to receipt for the same. He shall be empowered to
execute on behalf of the Corporation all instruments, agreements and certificates necessary or appropriate
to effect the issuance by the Corporation of securities or evidences of indebtedness or to permit the
Corporation to enter into and perform any other financing transactions to the extent the foregoing are
within the ordinary course of business of the Corporation or have been authorized by the Board of
Directors or a committee thereof. He shall cause to be entered in books of the Corporation to be kept for
that purpose full and accurate accounts of all moneys received by and paid on account of the Corporation.
He shall make and sign such reports, statements, and instruments as may be required of him by the Board
of Directors or by laws of the United States or the State of New York, or by commission, bureau,
department or agency created under any such laws, and shall perform such other duties as usually pertain
to his office or as are required of him by the Board of Directors or the Chairman of the Board or the
President.

Any Assistant Treasurer may, in the absence or disability of the Treasurer, or at his request, perform
the duties and exercise the powers of the Treasurer and shall perform such other duties as the Board of
Directors, the Chairman of the Board, or the President, or the Treasurer shall prescribe.

Section 4.10. AddiriarialOvers. In addition to the officers provided for by these by-laws, the Board of
Directors may, from time to time, designate and appoint such other officers as may be necessary or
convenient for the transaction of the business and affairs of the Corporation. Such other officers shall have
such powers and duties as may be assigned to them by resolution of the Board of Directors.

Section 4.11. Officers Holding Two or More Ojjces. Any two or more of the above-mentioned offices
may be held by the same person, except that the President shall not also be the Secretary, but no officer
shall execute or verify any instrument in more than one capacity ifsuch instrument be required by law or
otherwise to be executed or verified by any two or more officers.

Section 4.12. Duties of Officers May be Delegated. In case of the absence of any officer of the
Corporation, or for any other reason that the Board of Directors may deem sufficient, the Board of
Directors may delegate, for the time and to the extent specified, the powers or duties of any officer to any
other officer, or to any director.

Section 4.13. Compensation. The compensation of all officers with an assigned salary level above the
scale of Salary Grade N as prescribed in the Salary Administration Program, as adopted by the Board of
Directors, shall be fixed by the Board of Directors. The compensation of all other officers and employees
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shall be fixed by the Chairman of the Board or by the President in accordance with the Salary Administra-
tion Program.

Section 4.14. Bonds. The Board of Directors may require any officer, agent or employee of the
Corporation to give a bond to the Corporation, conditional upon the faithful performance of his duties,
with one or more sureties and in such amount as may be satisfactory to the Board of Directors. The
premium payable to any surety company for such bond shall be paid by the Corporation.

ARTICLEV
Forms of Certificates and Loss and

'&ansfer of Shares

Section 5.1. Forms of Share Certificates. The shares of the Corporation shall be represented by
certificates, in such forms as the Board ofDirectors may prescribe, signed by the Chairman of the Board or
the President or a Vice-President and the Secretary or an Assistant Secretary or the Treasurer or an
Assistant Treasurer, and may be sealed with the seal of the Corporation or a facsimile thereof. The
signatures of the officers upon a certificate may be facsimiles ifthe certificate is countersigned by a transfer
agent or registered by a registrar other than the Corporation itself or its employee or ifthe shares are listed
on a national securities exchange. In case any officer who has signed or whose facsimile signature has been
placed upon a certificate shall have ceased to be such officer before such certificate is issued, it may be
issued by the Corporation with the same effect as ifhe or she were such officer at the date of issue. Ifthe
Corporation is authorized to issue shares of more than one class, each certificate representing shares
issued by the Corporation shall set forth upon the face or back of the certificate, or shall state that the
Corporation will furnish to any shareholder upon request and without charge, a full statement of the
designation, relative rights, preferences and limitations of the shares of each class authorized to be issued
and the designation, relative rights, preferences and limitations of each'series of any class of preferred
shares authorized to be issued in series so far as the same have been fixed and the authority of the Board of
Directors to designate and fix the relative rights, preferences and limitations of other series. Each
certificate representing shares shall state upon the face thereof (1) that the Corporation is formed under
the laws of the State of New York; (2) the name of the person or persons to whom issued; and (3) the
number and class of shares, and the designation of the series, ifany, which such certificate represents.

Section 5.2. Transfers of Shares. Shares of the Corporation shall be transferable on the record of
shareholders upon presentation to the Corporation or a transfer agent of a certificate or certificates
representing the shares requested to be transferred, with proper endorsement on the certificate or on a
separate accompanying document, together with such evidence of the payment of transfer taxes and
compliance with other provisions of law as the Corporation or its transfer agent may require.

Section 5.3. Lost, Stolen or Destroyed Share CerttJicates. The Corporation may issue a new certificate
for shares in place of any certificate theretofore issued by it, alleged to have been lost or destroyed, and the
Corporation may require the owner of the lost or destroyed certificate, or such owner's legal representa-
tive, to give the Corporation a bond sufficient to indemnify it against any claim that may be made against it
on account of the alleged loss or destruction of any such certificate or the issuance of any such new
certificate.

ARTICLEVI
Other Matters

Section 6.1. Corporate Seal. The Board of Directors may adopt a corporate seal, alter such seal at
pleasure, and authorize it to be used by causing it or a facsimile to be affixed or impressed or reproduced
in any other manner.

Section 6.2. Fiscal Year. The fiscal year of the Corporation shall be fixed by the Board of Directors.





Section 6.3. WJren Notice or Lapse of Time Unnecessary. Whenever for any reason the Corporation or
the Board of Directors or any committee thereof is authorized to take any action after notice to any person
or persons or after the lapse of a prescribed period of time, such action may be taken without notice and
without the lapse of such period of time ifat any time before or after such action is completed the person
or persons entitled to such notice or entitled to participate in the action to be taken or, in the case of a

shareholder, his or her attorney-in-fact, submit a signed waiver of notice of such requirements.

Section 6.4. Books ro be Kept. The Corporation shall keep (a) correct and complete books and records
of account, (b) minutes of the proceedings of the shareholders, Board of Directors and each committee
and (c) a current list of the directors and officers and their residence addresses; and the Corporation shall
also keep at its office located in the county of Onondaga in the State of New York or at the office of its
transfer agent or registrar in the State of New York, ifany, a record containing the names and addresses of
all shareholders, the number and class of shares held by each and the dates when they respectively became
the owners of record thereof. Any of the foregoing books, minutes or records may be in written form or in
any other form capable of being converted into written form within a reasonable time.

Section 6.5. Interest ofDirecroa and Officers in Transactions. In the absence of fraud, no contract or
other transaction between the Corporation and one or more of its directors, or between the Corporation
and any other Corporation, firm, association or other entity in which one or more of its directors are
directors or officers, or have a substantial financial interest, shall be either void or voidable, irrespective of
whether such interested director or directors are present at the meeting of the Board of Directors, or of a
committee thereof, which approves such contract or transaction and irrespective of whether his, her or
their votes are counted for such purpose:

(1) Ifthe material facts as to such director's interest in such contract or transaction and as to any
such common directorship, officership or financial interest are disclosed in good faith or known to the
Board of Directors, or a committee thereof, and the Board or committee approves such contract or
transaction by a vote sufficient for such purpose without counting the vote of such interested director
or, if the votes of the disinterested directors are insufficient to constitute an act of the Board under
Section 2.4 of these by-laws, by unanimous vote of the disinterested directors; or

(2) Ifthe material facts as to such director's interest in such contract or transaction and as to any
such common directorship, officership or financial interest are disclosed in good faith or known to the
shareholders entitled to vote thereon, and such contract or transaction is approved by vote of such
shareholders.

If a contract or other transaction between the Corporation and one or more of its directors, or
between the Corporation and any other Corporation, firm, association or other entity in which one or
more of its directors are directors or officers or have a substantial financial interest, is not so approved, the
Corporation may avoid the contract or transaction unless the party or parties thereto shall establish
affirmatively that the contract or transaction was fair and reasonable as to the Corporation at the time it
was approved by the Board, a committee or the shareholders. Notwithstanding the foregoing, no loan,
except advances in connection with indemnification, shall be made by the Corporation to any director
unless it is authorized by vote of the shareholders. For this purpose, shares of the director who would be
the borrower shall not be shares entitled to vote.

Section 6.6. Indemnification ofDirectors, Officers and Employees. The Corporation shall indemnify to
the full extent permitted by law any person made or threatened to be made a party to any action, suit or
proceeding, whether civil, criminal, administrative or investigative, by reason of the fact that such person or
such person's testator or intestate is or was a director, officer or employee of the Corporation or serves or
served at the request of the Corporation any other enterprise as a director, officer or employee. Expenses
incurred by any such person in defending any such action, suit or proceeding shall be paid or reimbursed
by the Corporation promptly upon receipt by it of an undertaking of such person to repay such expenses if
it shall ultimately be determined that such person is not entitled to be indemnified by the Corporation. The





rights provided to any person by this by-law shall be enforceable against the Corporation by such person
who shall be presumed to have relied upon it in serving or continuing to serve as a director, officer or
employee as provided above. No amendment of this by-law shall impair the rights of any person arising at
any time with respect to events occurring prior to such amendment. For purposes of this by-law, the term
"Corporation" shall include any predecessor of the Corporation and any constituent Corporation (includ-
ing any constituent of a constituent) absorbed by the Corporation in a consolidation or merger; the term
"other enterprise" shall include any Corporation, partnership, joint venture, trust, employee benefit plan
or other enterprise; service "at the request of the Corporation" shall include service as a director, officer
or employee of the Corporation which imposes duties on, or involves services by, such director, officer or
employee with respect to an employee benefit plan, its participants or beneficiaries; any excise taxes
assessed on a person with respect to an employee benefit plan shall be deemed to be indemnifiable
expenses; and action taken or omitted by a person with respect to an employee benefit plan which such
person reasonably believes to be in the interest of the participants and beneficiaries of such plan shall be
deemed to be action not opposed to the best interests of the Corporation.

Section 6.7. Amendments. Except as otherwise provided in the Certificate of Incorporation in respect
of any class or series of Preferred Stock, now or hereafter authorized, the By-Laws of the Corporation may
be amended or repealed, or new By-Laws may be adopted, either (a) by a vote of shareholders entitled to
vote at any annual or special meeting of shareholders, or (b) by a vote of the majority of the entire Board
of Directors at any regular or special meeting of directors; provided, however, that any amendment or
repeal of, or the adoption of any new By-Law or provision inconsistent with, Article I (Sections 1.2, 1.13 or
1.14), Article II (Sections 2.2, 2.3, or 2.7) or Article VI (Sections 6.6 or 6.7) of these By-Laws, ifby action
of such shareholders, shall be only upon the affirmative vote of not less than two-thirds of the shares
entitled to vote thereon at such annual or special meeting of shareholders at which any such action is

proposed and, ifby action of the Board of Directors, shall be only upon the approval of not less than two-
thirds of the entire Board of Directors at any regular or special meeting of directors.
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May 14, 1998

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

Ladies and Gentlemen:

We understand that Niagara Mohawk Power Corporation (the "Company" ) has entered into a Master
Restructuring Agreement dated as of July 9, 1997 (as amended, the "MRA").Pursuant to the MRA, the
Company and 14 independent power producers party thereto (the "IPPs") have agreed to terminate,
restate or amend 27 power purchase agreements (the "PPAs") between the Company and such IPPs in
exchange for cash and shares of the Company's common stock, par value $ 1.00 per share (the "Common
Shares" ). The cash payments to be made by the Company under the MRA are proposed to be financed
through a combination of cash on hand and the issuance of debt securities in a public offering. The above
transactions (including the proposed debt financing) are referred herein as the "MRATransactions."

In addition, we understand that on March 20, 1998, the New York Public Service Commission entered
an order approving the Company's PowerChoice Settlement Agreement (the "PowerChoice Agreement" ).
Under the PowerChoice Agreement, the Company's rate and tariffstructure (the "Rates" ) has been fixed
for five years, and the Company is required to divest certain of its fossil and hydro generating assets (the
"Genco Divestiture"). Management of the Company has instructed us to assume for comparative purp'oses

only, and we have assumed, that the Company will be subject to the Rates provided in the PowerChoice
Agreement and to the requirement that the Company divest certain generating assets whether or not it
consummates the MRA Transactions (the "PowerChoice Assumption" ). We understand that if the MRA
Transactions are in fact not consummated, the Company would not necessarily be subject to these
provisions of the PowerChoice Agreement.

You have asked that we confirm in writing our opinion with respect to the relative value from a
financial point of view for holders of the Common Shares of (a) the Company consummating the MRA
Transactions and (b) the Company not consummating the MRA Transactions, in each case making the
PowerChoice Assumption.

In connection with our opinion set forth in this letter, we have:

(i) Reviewed the financial terms and conditions of the PPAs prior to their termination, restatement
or amendment pursuant to the MRA, of the MRA and of the PowerChoice Agreement (as it
relates to the Rates and the Genco Divestiture), and the Company's proposed financing of the
MRA Transactions;

(ii) Analyzed certain publicly available historical business and financial information relating to the
Company;

(iii) Reviewed various internal financial analyses and projections and other data provided to us by the
Company, including the Company's estimates of future market prices for electricity, analyses and
projections of revenues and certain operating costs and financial savings expected to be achieved
as a result of the consummation of the MRA, and estimates of the amount of proceeds expected
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to be received from the sale of certain generating assets and the use of such proceeds as a result
of the PowerChoice Agreement;

(iv) Participated in discussions with members of senior management of the Company regarding the
current and historical business operations, financial condition and prospects of the Company and
their analyses of the financial and strategic benefits of the MRA and the PowerChoice Agree-
ment including, without limitation, the amount and timing of realization of the savings and sales
proceeds referred to in subparagraph (iii) above;

(v) Participated in discussions with the Company's legal counsel concerning legal, structural, regula-
tory and tax aspects of the MRATransactions, the PowerChoice Agreement and the PPAs;

(vi) Participated in discussions with the Company's independent auditors concerning accounting and
financial aspects of the MRA Transactions, the PowerChoice Agreement and the PPAs; and

(vii) Conducted such other financial studies, analyses and investigations as we deemed appropriate.

We have relied upon the accuracy and completeness of the foregoing information and have not
assumed any responsibility for any independent verification of such information. With respect to financial
forecasts, including the Company's estimates of future market prices for electricity, the amount of
proceeds expected to be received from the Genco Divestiture and the proposed application of such
proceeds, we have assumed that they have been reasonably prepared on bases reflecting the best currently
available estimates and judgments of management of the Company as to the future performance of the
Company and as to projected outcomes of legal, regulatory and other contingencies. In addition, we have
assumed that the benefits projected to be realized from the MRA Transactions and the PowerChoice
Agreement would be realized substantially in accordance with such projections, both as to the financial
effect and timing thereof. We assume no responsibility for and express no views as to the reasonableness of
such forecasts or the assumptions on which they are based, or of the other assumptions referred to in this
letter, and we have relied upon the assurances of management of the Company that they are unaware of
any facts that would make such forecasts or other information provided to us incomplete or misleading. In
rendering our opinion, we have relied upon the advice of the Company and its legal counsel concerning the
expected time required to consummate the MRATransactions and the Genco Divestiture.

We have not performed any independent evaluations or appraisals of the assets or liabilities of the
Company, nor have we been furnished with any such evaluations or appraisals. In addition, we express no
opinion as to the price or range of prices at which the Common Shares or any other securities of the
Company may trade subsequent to the consummation of the MRATransactions or otherwise, which may
vary depending upon, among other factors, changes in the operating activities and results of the Company,
interest rates, dividend rates, market conditions, general economic conditions and other factors that
generally influence the price of securities, as well as regulatory policies and the uncertainties facing the
electric utility industry as it transitions to competition. Our opinion does not address the Company's
underlying business decision to terminate, restate or amend the PPAs pursuant to the MRAor the business
judgment of the Company's Board of Directors in entering into the MRA (or the PowerChoice Agree-
ment) or recommending it to the Company's shareholders.

Further, our opinion is necessarily based on economic, monetary, financial, market, legislative,
regulatory and other conditions in effect on, and the information made available to us as of, the date
hereof. In this regard, with respect to the pricing and other terms of the debt financing to be incurred as
part of the MRA Transactions, we have assumed that such financing will be obtained on terms currently
available in the market to issuers that we believe are comparable to the Company. There can be no
assurance that such terms will be available to the Company, or that any such debt financing will in fact be
available when it seeks financing.

In rendering our opinion, we have assumed that the MRATransactions willbe consummated on the
terms described in the MRAwithout any waiver, change or modification of any material terms thereof that
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would have a material adverse effect on the Company or the trading of the Common Shares. In particular,
we have assumed that the MRA Transactions will result'n the creation of a regulatory asset to be
amortized over ten years under generally accepted accounting principals. In addition, we have assumed
that the Company willhave recognized and deducted for income tax purposes an amount representing the
total compensation paid pursuant to the MRA. This deduction willresult in the creation of a net operating
loss which the Company will utilize over a short time period. We have also assumed the absence of any
change in the tax and other laws and regulations applicable to the MRATransactions in effect on the date
hereof.

Our firm, as part of its investment banking services, is regularly engaged in the valuation ofbusinesses
and securities in connection with mergers, acquisitions, underwritings, sales and distributions of listed and
unlisted securities, private placeme'nts and valuations for estate, corporate and other purposes. We are
currently acting as financial advisor to the Company and have received, and willcontinue to receive, fees
for such services. A significant portion of our advisory fee is contingent upon the successful termination,
restatement or amendment of the Company's obligations under the PPAs pursuant to the MRA or
otherwise. In addition, we are currently acting as the lead managing underwriter for a proposed issuance of
debt securities that is part of the MRATransactions, and have agreed to provide other investment banking
services to the Company, and will receive customary commissions and fees in connection therewith.
Nothing herein, however, shall be deemed to obligate our firm to purchase or place any securities of the
Company, except to the extent such obligations arise out of a definitive underwriting, purchase, placement
or similar agreement with respect to the MRA Transactions.

Our engagement and the opinion expressed herein are for the benefit of the Board of Directors of the
Company and our opinion is rendered in connection with its consideration of the MRATransactions. This
opinion supersedes any prior opinions delivered to the Board in respect of the MRA Transactions. This
opinion is not intended to and does not constitute a recommendation to any shareholder of the Company
as to whether such holder should vote to approve any of the transactions contemplated by the MRA. It is
understood that, except for inclusion of this letter in its entirety in a proxy statement from the Company to
its shareholders, this letter may not be disclosed or otherwise referred to without our prior written consent,
except as may otherwise be required by law or by a court of competent jurisdiction.

Based on and subject to the foregoing and such other factors as we have deemed relevant, we are of
the opinion that, as of the date hereof, the consummation by the Company of the MRATransactions would "

provide a higher relative value from a financial point of view for the holders of Common Shares than the
failure of the Company to consummate the MRA Transactions, in each case making the PowerChoice
Assumption.

Very truly yours,

DONALDSON, LUFKIN& JENRETIE
SECURITIES CORPORATION

B /S/ MICHAELRANGER

NAME: MICHAELRANGER
TITLE: MANAGINGDIRECIQR
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IMPORTANT

THE INTEREST AND COOPERATION OF ALLSHAREHOLDERS INTHE AFFAIRS OF THE
NIAGARAMOHAWKPOWER CORPORATION ARE CONSIDERED TO BE OF THE GREATEST
IMPORTANCE BY YOUR MANAGEMENT. EVEN THOUGH YOU EXPECT TO ATTEND THE
ANNUAL MEETING, IT IS URGENTLY REQUESTED THAT, WHETHER YOUR COMMON
STOCK SHARE HOLDINGS ARE LARGE OR SMALL, YOU PROMPTLY FILLIN, DATE, SIGN
AND RETURN THE ENCLOSED FORM OF PROXY IN THE ENVELOPE PROVIDED HERE-
WITH. IF YOU DO ATTEND AND VOTE AT THE ANNUALMEETING, THAT VOTE WILL
SUPERSEDE ANY EARLIER VOTE BY PROXY.

DIRECTIONS TO THE BUFFALO CONVENTION CENTER
Conventton Center Plaza, Buffalo, Nevv York t4202

NIAGARAFALLS

Y

' Irx

~ CANADA

Peace
+ ~ erirfge

a

WFSAtO
CONC NTlON

CCNTCtl
iassM oo AeaasnaL~CevlkaIIW~fl

BUFFALO

s~Ataqu aalu

fM
K@AS~

NYS Thruway ..~.

~vrtkLo
Wal%QIQNAL

ANtNlT~

Esp.

Coming from the East
BuffaloAliport,Rochester.
Take 90West to Exit 51 West

(Route 33 West toward
downtown Bubo). Exit at

Goodeh Street; go straight on
Goodel unQ the sign directs you
to Pearl Street (Pearl Street vvl
veer to the left). Proceed down .

Pearl Streel to Court StreeL turn
right onto Court Street, go down

one bbck and turn right onto
Rankle Street. The Buffalo

Conventicn Center v8Ibeon ycur
right IIthe middle of the bbck

BUFFALO
CONVENTION

CENTER

Coming from the Nort
Tonawanda, Niagara Falls:

Take 290 to190; take Niagara Street
Exit C8, turn right onto

Niagara StreeL Conbnue on
Niagara Street, go around the trafnc

circle in fent ot Gty Hag and turn
right onto Court Street

(approximately the burth street).
Go davn one bkxk to Rank& Street
and turn lefLThe Buffab Conventbn
Center v8I be on the righl hand side

in the mkkbe of the bkxk

PENNSYLVANIA

Coming from Peace Bridge:
Exit and ccetinue straight to Porter
Avenue; make a lett ceto Rxter.
Stay ce Porter to Niagara Street;

turn right onto Niagara. Conteue on
Niagara Street, go around the trafnc
circle in front of City Hall and turn

right onto Court Street
(approximately the fourth street). Go
down one bbck to Ranldin Street

ard turn left.1he Buffab Convention
Center vnl be cn the right hand side

in the mkfcge of the bbck

Coming from the Southr
Take 90 East to Exit53 (190

North); continue on 190 to the
Church Street Exit o N7. Go
sbaight offthe exit up three

bbcks (tra5c signals) to Franklin
Soeet, turn left onto RankfTLThe
Buffab Convention Center vvLI

be up tvjjobbcks cn your right.

NOTE: QParkbtg
Arrmgements have beenmade foryou to
park at the Robert 0. Fembach Ramp

located on the comer ofPeal and Niagara

Streets or Owen B. Augsburger Ramp
located on Franklin Street, just north ol
Ijtfest Huron Street. PHASE BRING YOVR

PARKINGTICKETTOTIIE MEETING FOR

VAUDATION. PPQ





PART II. INFORMATIONNOT REQUIRED IN PROSPECTUS

Item 20. Indemnification of Directors and Officers

(a) Indemnification. Pursuant to Article Thirteen of Holdings'ertificate of Incorporation, no
director of Holdings shall have personal liability to Holdings or its shareholders for damages for any
breach of duty in such capacity, except to the extent that such exemption is not permitted under the BCL
(presently, such exemption is not permitted for acts or omissions in bad faith or involving intentional
misconduct or a knowing violation of law, or ifsuch director personally gained in fact a financial profit or
other advantage to which such director was not legally entitled, or ifsuch director's act violated Section 719
of the BCL). Any amendment or repeal of such Article 13 may not apply to or have any effect on the
liabilityor alleged liabilityof any director of Holdings for or with respect to any acts or omissions of such
director occurring prior to such amendment or repeal.

Section 6.6 of Holdings'y-laws provides that Holdings shall indemnify to the full extent permitted by
law any person made, or threatened to be made, a party to any action, suit or proceeding, whether civil,
criminal, administrative or investigative, by reason of the fact that such person or such person's testator or
intestate is or was a director, officer or employee of Holdings or serves or served at the request of Holdings
with any other enterprise as a director, officer or employee; expenses incurred by any such person in
defending any such action, suit or proceeding shall be paid or reimbursed by Holdings promptly upon
receipt by it of an undertaking of such person to repay such expenses ifit shall ultimately be determined
that such person is not entitled to be indemnified by Holdings. No amendment of this by-law provision
shall impair the rights of any person arising at any time with respect to events occurring prior to such
amendment. In addition, Holdings intends to enter into indemnification agreements with its officers and
directors which provide for indemnification to the maximum extent permitted by law. These agreements
will set forth certain procedures for the advancement by Holdings of certain expenses to indemnities.

(b) Insurance. Holdings (with respect to indemnification liability) and its directors and officers (in
their capacities as such) are insured against liability for wrongful acts (to the extent defined) under
insurance policies.

Item 21. Exhibits and Financial Statement Schedules

(a) The following exhibits are filed herewith.
Exhibit
Number Description of Document

2(a) Agreement and Plan of Exchange (attached to Prospectus/Proxy Statement as Exhibit A).
3(a) Certificate of Incorporation of Niagara Mohawk Holdings, Inc. (attached to Prospectus/Proxy

Statement as Exhibit B).
3(b) By-Laws of Niagara Mohawk Holdings, Inc. (attached to Prospectus/ Proxy Statement as

Exhibit C).
'3(c) Certificate of Incorporation of Niagara Mohawk Power Corporation (the "Company").
3(d) By-Laws of the Company (incorporated by reference as Exhibit 3(i) to the Company's

Quarterly Report on Form 10-Q for the period ended March 31, 1998).
'5 Opinion of Sullivan & Cromwell.
'8 Opinion of Bryan Cave LLP.
12 Statement of Computation of Ratios

'23(a) Consent of Sullivan & Cromwell (included in Exhibit 5).
'23(b) Consents of Bryan Cave LLP (included in Exhibit 8).

23(c) Consent of Price Waterhouse LLP.
'99(a) Form of Proxy Card.
'99(b) Consents of persons to become directors of Niagara Mohawk Holdings, Inc. at the effective

time of the share exchange.

Previously filed.





(b) The financial statement schedules are incorporated by reference from Niagara Mohawk's Annual
Report on Form 10-K for the fiscal year ended December 31, 1997.

Item 22, Undertakings

The undersigned registrant hereby undertakes:

(1) That, for purposes of determining any liabilityunder the Securities Act of 1933, each filingof
the registrant's annual report pursuant to Section 13(a) or Section 15(d) of the Securities Exchange
Act of 1934 (and, where applicable, each filingof an employee benefit plan's annual report pursuant
to Section 15(d) of the Securities Exchange Act of 1934) that is incorporated by reference in the
Registration Statement shall be deemed to be a new Registration Statement relating to the securities
offered therein, and the offering of such securities at that time shall be deemed to be the initial bona
fide offering thereof.

(2) To respond to requests for information that is incorporated by reference into the prospectus
pursuant to Items 4, 10(b), 11 or 13 of this form, within one business day of receipt of such request,
and to send the incorporated documents by first class mail or other equally prompt means. This
includes information contained in documents filed subsequent to the effective date of the Registration
Statement through the date of responding to the request.

(3) To supply by means of a post-effective amendment all information concerning a transaction,
and the company being acquired involved therein, that was not the subject of and included in the
Registration Statement when it became effective.

(4) To remove from registration by means of a post~ffective amendment any shares of Holdings
common stock which are not issued in the share exchange.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to
directors, officers and controlling persons of the registrant pursuant to the provisions described in Item 20,
or otherwise (other than by insurance), the registrant has been advised that in the opinion of the Securities
and Exchange Commission such indemnification is against public policy as expressed in the Act and is,
therefore, unenforceable. In the event that a claim for indemnification against such liabilities (other than
under insurance policies and other than the payment by the registrant of expenses incurred or paid by a
director, officer or controlling person of the registrant in the successful defense of any action, suit or
proceeding) is asserted by such director, officer or controlling person in connection with the securities
being registered, the registrant will, unless in the opinion of its counsel the matter has been settled by
controlling precedent, submit to a court of appropriate jurisdiction the question whether such indemnifica-
tion by it is against public policy as expressed in the Act and willbe governed by the final adjudication of
such issue.





SIGNATURES

PURSUANT TO THE REQUIREMENTS OF THE SECURITIES ACI'F 1933, THE REGIS-
TRANT HAS DULY CAUSED THIS AMENDMENTNO. 2 REGISTRATION STATEMENT TO BE
SIGNED ON ITS BEHALF BY THE UNDERSIGNED, THEREUNTO DULY AUTHORIZED, IN
THE CITY OF SYRACUSE, STATE OF NEW YORK ON THIS 29TH DAY OF MAY, 1998.

NIAGARAMOHAWKHOLDINGS, INC.

By: /s/ WtLLtAMF. EDWARDS

NAME: William F. Edwards
TITLE: Chief Financial Officer

PURSUANT TO THE REQUIREMENTS OF THE SECURITIES ACI'F 1933, THIS REGIS-
TRATION STATEMENT HAS BEEN SIGNED BELOW BY THE FOLLOWING PERSONS IN THE
CAPACITIES INDICATED,ON MAY29, 1998.

Siguature Title

/s/ WtLLtAME. DAvts

William E. Davis
/s/ ALBERT J. BUDNEY, JR.

Albert J. Budney, Jr.
/s/ WrLLtAMF. EDwARDs

William F. Edwards

Chairman, Chief Executive Officer and Director

President and Director

Chief Financial Officer and Director





EXHIBITINDEX

Exhibit
Number

2(a)

3(a)

3(b)

'3(c)

3(d)

45

'8
12

'23(a)
'23(b)
23(c)

'99(a)
'99(b)

Description of Document

Agreement and Plan of Exchange (attached to Prospectus/Proxy Statement as Exhibit
A).
Certificate of Incorporation of Niagara Mohawk Holdings, Inc. (attached to
Prospectus/Proxy Statement as Exhibit B).
By-Laws of Niagara Mohawk Holdings, Inc. (attached to Prospectus/ Proxy Statement
as Exhibit C).
Certificate of Incorporation of Niagara Mohawk Power Corporation (the
"Company" ).
By-Laws of the Company (incorporated by reference as Exhibit 3(i) to the
Company's Quarterly Report on Form 10-Q for the period ended March 31, 1998).
Opinion of Sullivan & Cromwell.
Opinion of Bryan Cave LLP.
Statement of Computation of Ratios
Consent of Sullivan & Cromwell (included in Exhibit 5).
Consents of Bryan Cave LLP (included in Exhibit 8).
Consent of Price Waterhouse LLP.
Form of Proxy Card.
Consents of persons to become directors of Niagara Mohawk Holdings, Inc. at the
effective time of the share exchange.

Page
Number

Previously filed.



-0



=DXUMxNT 2 PAGE 1====—=====-"=- (PD 19 MAY-1998 00:11:44 MD 18 MAY-1998 23:58:20) (98NYC7282)EX-5 7282 C==========9813768=
=Primary 98NYC6999===Profile: NIAGARA MOHW PDe:R CORPORATION===-EDGAR COPY=======—-==—-==--Client Document:

ntgt t tu
EM LLIIH

<Page>

EXHIBIT 5

SULLIVAN d CROMAELL

125 Broad St.
Hew York, Hew York 1II4

May 19, 1998

Niagara Mohawk Holdings, lnc.,
300 Erie Boulevard West,

Syracuse, Hew York 13202

Dear Sirs:

In connection with the registration under the Securities Act of 1933 (the
'Act') of 191,865,829 shares (the 'Securities') of Common Stock, par value $0.01
per share, of Hiagara Mohawk Holdings, Inc., a Hew York corporation {the
'Company', we, as your counsel, have examined such corporate records,
certificates and other documents, and such questions of law, as we have
considered necessary or appropriate for the purposes of this opinion. Upon the
basis of such examination, we advise you that, in our opinion, (i) when the
registration statement relating to the Securities (the 'Registration Statement'
has become effective under the Act, (ii) the Agreement and Plan of Exchange (the
'Exchange Agreement') attached as Exhibit A to the Prospectus/Proxy Statement
contained in the Registration Statement (the 'Prospectus') has been duly adopted
by shareholders of Niagara Mohawk Power Corporation ('Hiagara Mohawk') at
Niagara Mohawk's Annual Meeting to be held on June 23, 1998, (iii) all
conditions in the Exchange Agreement to the effectiveness of the share exchange
provided for therein have been satisfied, (iv) a Certificate of Exchange under
Section 913 of the New York Business Corporation Law has duly filed with the
Department of State of the State of Hew York, and (v) the Securities have been
duly issued and sold in the transactions contemplated by the Exchange Agreement
and the Prospectus, the Securities will be validly issued, fully paid, and
nonassessable.





Niagara llohawk Holdings, Inc.

1 The foregoing opinion is limited to the Federal laws of the United States
and the laws of the State of New York, and we are expressing no opinion as to
the effect of the laws of any other jurisdiction.

k

Also, we have relied as to certain matters on information obtained from
public officials, officers of the Company and other sources believed by us to be

responsible.

Ile hereby consent to the filing of this opinion as an exhibit to the
Registration Statement and to the reference to us under the heading 'Validity of
Holdings Ccxxxn Stock'n the Prospectus. In giving such consent, we do not
thereby admit that we are in the category of persons whose consent is required
under Section 7 of the Act.

Very truly yours,
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/s/ SULLIVAN 8 CRQllIELL
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EXHIBIT 8

BRYAN CAVE LLP

700 THIRTEENTH STREET, H.W.

WASHINGTON, D.C. 20005.5960
(202) 508 6000

FACSIUILE: (202) 508.5200

Uay 18, 1998

Ur. WilliEs F. Edwards
Senior Vice President 6 Chief

Financial Officer
Hiagara Uohawk Power Corporation
300 Erie Boulevard West
Syracuse, New York 13202

Re: Holding Company Foraation

Dear Ur. Edwards:

we have acted as special tax counsel to Niagara Uohawk Power

Corporation, a New York corporation {the 'Company', in connection with the
establishment of a holding company structure through an exchange of the
outstanding shares of the Company's Common Stock for shares of the CIxmn
Stock of Niagara Uohawk Moldings, Inc. ('oldings') (the 'Share Exchange',
as described in the Registration Statement (Fora S 4, File No. 333 49769)
filed with the Securities 5 Exchange Cocaission on April 9, 1998 (the
'Registration Statement'). In connection therewith, you have requested our
opinion regarding whether the discussion of the federal income tax
consequences set forth in the Registration Statement under the caption
'Certain Federal Income Tax Consequences'airly describes the material
federal income tax consequences of the Share Exchange. Except as otherwise
indicated herein, all capitalized term used in this letter have the same

meaning assigned to them in the Registration Statement.

We have examined the Registration Statement, the Agreement and Plan of
Exchange and the Certificate of Incorporation of Holdings (which are attached to
the Registration Statement, respectively, as Exhibits A and 8), and such other
documents as we have considered relevant for purposes of rendering this opinion.
We have assumed that the Registration Statement reflects all material facts and
other information relating to the Share Exchange. Our opinion is expressly
conditioned on the accuracy, as of the date hereof and on a continuing basis
through and after the effective date of the Share Exchange, of all such
information. Any material changes in such information could affect the
conclusions upon which our opinion is based.

We also have assumed the genuineness of all signatures, the legal capacity
of all natural persons, the authenticity of all documents submitted to us as
originals, the
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BRYN CAVE LLP

Qr. William F. Edwards

May 18, 1998

Page 2

conformity to original documents of all documents submitted to us as certified
or photostatic copies, and the authenticity of the originals of such documents.

We have considered the applicable provisions of the Internal Revenue Code

of 1986, as amended, U.S. Treasury Regulations promulgated thereunder, Internal
Revenue Service rulings and other administrative pronouncements, pertinent
judicial authorities and such other authorities as we considered relevant to the
rendering of this opinion. It should be noted that statutory, administrative or
judicial authorities are subject to repeal, revocation, reversal, modification
or other change at any time, possibly with retroactive effect. A material
change in any of the authorities which we have considered could affect the
conclusions upon which our opinion is based.

Based solely upon and subject to the foregoing, it is our opinion that the
description contained in the Registration Statement under the capital 'Certain
Federal income Tax Consequences'airly describes the material federal income
tax consequences of the Share Exchange.

Except as expressly set forth above, we express no other opinion with
respect to the Share Exchange or any other transactions or events relating
thereto. This opinion is being rendered exclusively for your respective use in
connection with the preparation and filing of the Registration Statement. It is
not to be used, circulated, quoted or otherwise referred to for any other
purpose, We hereby consent to the filing of this opinion as Exhibit 8 to the
Registration Statement and to the reference to us in the Registration Statement
under the caption 'Certain Federal Income Tax Consequences'. In giving such
consent, we do not thereby admit that we are in the category of persons whose

consent is required under Section 7 of the Securities Act of 1933

'erytruly yours,

Is/ Bryan Cave LLP

BRYN CAVE LLP
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EXHIBIT 23(C)

CNSENT OF IND."PENDENT ACCOUNTANTS

we hereby consent to the incorporation by reference in the Prospectus
constituting part of this Registration Statement on Fora S 4 of Niagara Vohawk

Holdings, Inc. of our report dated Varch 26, 1998 appearing on page 53 of
Niagara Vohawk Power Corporation's Annual Report on Fora 10 K for the year ended
December 31, 1997. We also consent to the incorporation by reference of our
report on the Financial Statement Schedule, which appears on page 109 in such
Annual Report on Form 10.K. We also consent to the reference to us under the
heading 'Experts'n such Prospectus.

<R>

PRICE WATEMJSE LLP

Syracuse, New York
Nay 19, 1998
<IR>
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()I Logo)
x PLEASE FOLD AND TEAR MERE x

<R>

The Board of Directors reconnends a vote FOR Proposals 1.4:
</R>

<R>

<Table>
<5>

1. Election of Directors to Class I:

/ / FOR all noninees
</Table>
</R>

/ / Y/ITHHELD fron noainees

Salvatore H. Alfiero
Albert J. Budney, Jr.,
Dr. Bonnie G.Hill,
Clark A. Johnson
Henry A, Panasci, Jr.
/ / FOR all noninees except:

2. Issuance of up to 43 nillion shares of Connon Stock to certain independent

power producers.

<Table>
<$>

/ / FOR

</Table>
/ / ABSTAIH / / AGAINST

3. Anendnent of the Cocpany's Certificate of Incorporation to increase the
nunber of authorized shares of Connon Stock fron 185 nillion to 250 oillion.

<Table>
<$>

/ / FOR

</Table>
/ / ABSTAIH / / AGAINST

4. Adoption for an Agreenent and Plan of Exchange to fora a holding cccpany.

«Table>
<$>

/ / FOR

«/Table>
/ / ABSTAIN / / AGAIHST

<R>

The Board of Directors reconnends a vote AGAINST Proposals 5 and 6:
</R>

5. Shareholder proposal requesting the Corporation to endorse the CERES

Principles:

<Table>
<$>

/ / FOR

</Table>
/ / ABSTAIN

<C>

/ / AGAINST

6. Shareholde~ proposal reconnending that, with respect to future contract
obligations, no salaries be increased or any stock options allowed until the
dividend is restored.

<Table>
<$>

/ / FOR

</Table>
/ / ABSTAIN / / AGAIHST

7. To transact such other business as nay properly cone before the neeting.

(Continued--to be Dated and Signed on Other Side)
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(NN Logo)

x PLEASE FOLD Al5 TEAR HERE x

THIS PROXY IS SOI.ICITED DN BEHALF OF THE BOARD OF DIRECTORS

Niagara NohaWk Power Corporation
300 Erie Boulevard West, Syracuse, Hew York 13202

The undersigned hereby appoints Williaa E. Davis, Williaa F. Allyn, Donald

B. Riefler and Stephen B. Schwartz and each or any of thea, proxies of the
undersigned, with power of substitution to represent and to vote, as designated
on the reverse side, and on any other business that aay cene before the aeeting,
all the shares of Cocaon Stock of the Corporation held of record by the
undersigned on Nay 7, 1998 at the Annual Neeting of Shareholders to be held on

June 23, 1998 and at any adjournaent(s) hereof.

The shares represented by this proxy will be voted as indicated by the
undersigned (or, if no indication is given, for Proposals 1 through 4 and

against Proposals 5 and 6) ~

<Table>
<S> <C>

(Please sign exactly as naae appears hereon. When

signing as attorney, executor, adainistrator, trustee,
guardian, etc., give full title as such.)

Dated ~
, 1998

Signature

</Table>

Signature if held jointly
PLEASE NARK, SIGN, DATE AS RETURN THIS PROXY PRONPTLY

IN TIE ENCLOSED ENVELOPE
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EXHIBIT 99(B)

CONSENT OF PERSON TO BECOME A DIRECTOR OF

NIAGARA MOHAN HOLDINGS, INC.

AT THE EFFECTIVE TIME OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as a director of
Niagara Mohan Holdings, Inc. ('oldings') in the Prospectus/Proxy Statement

constituting part of Holdings'egistration Statement on Fora S 4.

Is/ SALVATORE H. AlFIERO

Salvatore H. Alfiero

Nay 15, 1998
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CONS JIT OF PERSON TO BECONE A DIRECTOR OF

NIAGARA LOHAKX HOLDINGS) IhC.
AT THE EFFECTIVE TlllE OF THE SHARE EXCHANGE

I hereby consent to the reference to ay election as a director of
Niagara llohawk Holdings, Inc. t'Holdings') in the Prospectus/Proxy Stateaent
constituting part of Holdings'egistration Stateaent on Fora S 4.

I

Isi ALBERT J. BNWEY, JR.

Albert J. Budney, Jr.

Ilay 15, 19SB
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CONSENT OF PERSON TO BECOME A DIRECTOR OF

NIAGARA MOHABX HOLDINGS, INC.

AT THE EFFECTIVE TIME OF THE SHARc EXCHANGc

I hereby consent to the reference to ny election as a director of
Niagara Mohawk Holdings, Inc. {'Holdings') in the Prospectus/Proxy statenent
constituting part of Holdings'egistration Statenent on Fora S.4.

Is/ DR. BOOIE GVITON HILL

Dr. Bonnie Guiton Hill

May 15, 1998
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CONSENT OF PERSON TO BECONE A DIRECTOR OF
NIAGARA LLOHANX HOULIKGS, IHC.

AT THE EFFECTIVE TILE OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as a director of
Niagara Llohaek Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Holdings'egistration Stateaent on Fora S.4.

Is/ HENRY A. PANASCI, JR.

Henry A. Panasci, Jr.

Llay 15, 1998
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CONSENT OF PERSON TO BECOME A DIRECTOR OF

NIAGARA LSX HOLDINGS> INC.
AT THc EFFECTIVE TIME OF THE SHARE EXCHANGc

I hereby consent to the reference to ay election as a director of
Niagara Mohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Holdings'egistration Statenent on Fora S.4.

Is/ WILLIAMF. ALLYN

Willien F. Allyn

May 15, 1998
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CONSENT OF PERSON TO BECOILrE A DIRECTOR OF

NIASARA NONA%X HOLDINSS, IC.
AT THE EFFECTIVE TIIIE OF THE SHARc EXCOIIS

I hereby consent to the reference to oy election as a director of
Niagara Nabab Holdings, Inc. ('oldings') in the Prospectus/Proxy Stateoent
constituting part of Holdings'egistration Stateaent on Fora S.4.

fsl WILLINE. DAVIS

Williaa E. Davis

Ilay 15, 1998
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CONSEHT OF PERSON TO BECOLIE A DIRECTOR OF

NIAOARA HOAX HOLDINGS, INC.
AT THE EFFECTIVE TIME OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as a director of
Niagara Mohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Holdings'egistration Statenent on Fora S 4.

/s/ HILLIAMd. DONLON

f/i)lian J. Donlon

May 15, 1998
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CONSENT OF PERSN TO BECONc A DIRECTOR OF

NIAGARA NOHAIIX HOLDINGS, INC ~

AT THE EFFECTIVE TINE OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as 8 director of
Niagara Lloheek Holdings, Inc. ('oldings') in the Prospectus/Proxy Stateaent
constituting part of Holdings'egistration Statenent on Fora S 4.

Is/ ANTHON H. GIOIA

Anthony H. Gioia

Qsy 15, 1998
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CNSEHT OF PERSON TO BECOHE A DIRECTOR OF

NIAGARA NOMIC HOLDINGS, INC.
AT TME EFFECTIVE TINE OF THE SHARE EXCHANGE

I hereby consent to the reference to ay election as a director of
Niagara Uohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Moldings'egistration Statenent on Fora S.4.

Is/ M. PATTI IlCGILL PETERSN

Dr. Patti Hc6111 Peterson

Lay 15, 1998
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CONSENT OF PERSON TO BECOME A DIRECTOR OF

NIAGARA MOHARX HOLDINGS, INC.
AT THE EFFECTIVE TIME OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as a director of
Niagara Mohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Moldings'egistration Statenent on Forn S.4.

/s/ LORENCE BURKHARDT, III

Lawrence Burkhardt, 111

May 15, 1998
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CONSENT OF PERSON TO BECOE A DIRECTOR OF

NIAGARA QOHJWX HOLDINGS, INC.
AT THE EFFECTIVE TlllE OF THE SHARE EXCHANGE

I hereby consent to the reference to my election as a director of
Niagara Lloherk Holdings, Inc. t'Holdings') in the ProspectuslProxy Statement
constituting part of Holdings'egistration Statement on Form S.4.

/sl DOUGLAS ll. COSTLE

Douglas ll. Costle

Nay 15, 1998
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CONSENT OF PERMN TO BECONE A DIRECTOR OF

NIAGARA MOHARX HOLDINGS, IhC.
AT THE EFFECTIVE TINE OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as a director of
Niagara Nohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Holdings'egistration Statenent on Fora S.4 ~

Isl DONALD B. RIEFLER

Donald B. Riefler

Llay 15, 1998
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CONSENT OF PERSON TO BEIXNE A DIRECTOR OF

NIAGARA NOHAWK HOLDINGS) INC.
AT THE EFFECTIVE TII!E OF THE SHARE EXCHANGE

I hereby consent to the reference to Ity election as a director of
Niagara Nohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Holdings'egistration Statenent on Fora S 4.

Is/ STEPHEN B. SCHSNTZ

Stephen B. Sctwartz

Nay 15, 1998
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CONSENT OF PERQN TO BECOIIE A DiRECTOR OF

NIAGARA NOHABX HOLDINGS, IMC.
AT THE EFFECTIVE TINE OF THE SHARE EXCHANGE

I hereby consent to the reference to ny election as a director of
Niagara Mohawk Holdings, Inc. ('oldings') in the Prospectus/Proxy Statenent
constituting part of Holdings'egistration Statenent on Fora S 4 ~

/s/ CLARK A. JOHNSON

Clark A. Johnson

Nay 15, 1998
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