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Welcome to the 2000 version of the new KeySpan
Quarterly Update. We are off to a great start this year
and excited about our ability to once again exceed Wall
Street’s expectations. We have been growing our gas
and electric businesses, reducing our operating costs,
and introducing new initiatives that will provide
long-term value to our shareholders. In this edition,
we provide information on some of these exciting
business opportunities.

¢ Distributed Generation
* MyHomeKey.Com

e Goals - 1999 and 2000
¢ 1st Quarter Earnings

Please feel free to contact me at (718) 403-3265 if you need
further information. We appreciate your investment and
support of KeySpan Energy.

Sincerely,

Michael J. Taunton
Vice President
Investor Relations

© KeySpan Corporation, May 2000
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Distributed Generation —
The Shape Of Things To Come

By 2020, it is expected that 20 percent of the nation’s new
electric generating capacity will be produced through
some form of distributed generation. Distributed genera-
tion is the production of electric power at or near the
point of use. Traditional distributed generation equipment
includes the engines and turbines used by some of our
largest industrial and commercial customers. Two new
technologies have emerged - fuel cells and micro-turbines
— which provide opportunities for residential and light
commercial customers. KeySpan is a distributed genera-
tion pioneer, with on-going fuel cell R&D

that spans over 30 years. We have maintained our leader-
ship position with emerging distributed generation proj-
ects such as major industrial fuel cell demonstrations, an
aggressive residential fuel cell program, and commercial
micro-turbine field testing .

Distributed generation technologies, especially fuel cells,
have sparked the interest of energy customers, investors
and environmentalists alike. Fuel

cells are the future of generation and KeySpan is uniquely
positioned to successfully maximize their positive impact
on all fronts.

WHY DISTRIBUTED GENERATION?

Distributed generation will help balance the use of all
energy supplies. Competition between various sources of
energy will bring down costs, and increased use of natu-
ral gas will limit America’s dependence on foreign
sources of energy while reducing smog and green house
gases.

The introduction of fuel cell and micro-turbine technolo-
gies will spur economic growth in our service territory by
lowering net energy costs while providing the kind of
high quality power required by today’s hi-tech manufac-
turing and computing firms.

Distributed generation has great potential for gas infra-
structure optimization associated with increased through-
put, during the Summer, the peak season for electric use,
when traditional natural gas usage is at its lowest.

Advantages of Distributed Generation Technologies

® Reduction of customer costs through increased
energy efficiency

* Avoidance of the need for costly electric plant

construction

Improved power reliability and quality

Improved air quality

Conservation of fuel resources

Economic growth - lower net energy costs

Jobs created

KEYSPAN'S DISTRIBUTED GENERATION
APPLICATIONS

Residential Fuel Cells

KeySpan’s residential fuel cell initiative is perfectly
aligned with our downstream customer focus. Each resi-
dential unit will use about the same amount of gas that a
household now consumes for heating, nearly doubling a
customer’s gas usage without any additional capital
investment by KeySpan.

We will supply and transport the natural gas, and have
the expertise and

personnel to market, install and service these systems.
Plus, we will be able

to bundle, or package, fuel cells with other energy servic-
es to meet each

customer’s specific needs.

The 12 million households in the Northeast represent a
huge potential market for KeySpan. Fuel cells are particu-
larly attractive in the densely populated urban areas
served by KeySpan. Many of these areas represent “load
pockets” — areas that do not have the ability to import
additional power supplies during periods of peak
demand. Fuel cells can provide localized generation that
may bring additional power to the grid during times of
peak demand. We will soon begin testing 30 pre-commer-
cial Plug Power residential units and we expect to begin
marketing them by next year.

(continued on page 3)



Distributed Generation —
The Shape Of Things To Come

(continued from page 2)

Commercial Fuel Cells

We see the cost of large fuel cells dropping dramatically in
the near future. However, even at the current costs, devel-
opers who demand premium power and environmental
integrity are using fuel cells in state-of-the-art facilities.
KeySpan first tested and installed the ONSI 200 kW com-
mercial units in 1992 and currently has service contracts for
the Durst building at 4 Times Square, the NYC Police
Station in Central Park, the Yonkers Water Treatment Plant,
Picatini Arsinal in New Jersey and Central Bronx Hospital.

Micro Turbine Testing

From left to right:
Secretary of Energy, Bill Richardson and KeySpan’s Vice President,
Steven A. Vitale discuss distributed generation options for the future.

Micro-turbines are miniature versions of traditional com-
bustion turbines which use automotive turbochargers in
the power section. We have recently obtained two
Capstone 28 kW units. One is undergoing lab testing and
the other is being installed at an aquarium on Long Island.
It will operate in a combined heat and power application
where the heat generated by the unit is recovered and used
to make hot water for the aquarium.

IDEALLY POSITIONED TO PROFIT FROM
DISTRIBUTED GENERATION

KeySpan Energy is ideally positioned for the development
of distributed

generation. First and foremost, KeySpan has over a century
of experience

as a natural gas distribution company, which translates to
over a century of focus on customer service. For another,
our utility service areas have highly developed gas infra-
structures, high electric costs, and insufficient power to
meet peak demands. Most importantly, KeySpan produces
and transports gas, and has the sales, installation, mainte-
nance, and management expertise to take advantage of any

and all developments in the energy field.

REMAINING MARKET POTENTIAL

As technological developments and increased production
lowers the cost of fuel cells in the near future, we see our
distributed generation program as a real earnings driver. A
preliminary analysis suggests that KeySpan'’s potential
annual gross profit margin from distributed generation in
the New York and New England markets exceeds $300 mil-
lion, an incremental 30% over KeySpan’s current annual
gross profit margin. The growth of distributed

generation will create KeySpan shareholder value in the

future.

The KeySpan Distributed Generation Opportunity

Potential Annual
Gross Profit Margin

Long Island $114-140M
New York City $75-94M
Massachusetts $112-138M
New Hampshire $19-23M
Total $320-395M




Company Updates

Major Air Quality Upgrade at

Ravenswood Generating Station

KeySpan will immediately implement a major Air Quality
Improvement Program for its Ravenswood Generating
Station, the largest electricity-generating power plant in
New York City. The program, which is budgeted at
approximately $9 million, will reduce emissions of nitro-
gen oxide from the three largest units by as much as 25%,
an estimated 750 tons per year. We are proceeding with our
plans to build a new 250 MW state-of-the-art gas turbine to
generate both electricity and steam at Ravenswood.

KeySpan Energy Wins Bid to

Bring More Power to Long Island

KeySpan Energy has won its proposal to build a state-of-
the-art electric generating unit to help meet the growing
electricity demands on Long Island. KeySpan will build a
79-megawatt (MW) natural gas-fired peaking unit located
in Melville, Long Island. The unit, used to accommodate
peak loads during high electricity demand, is expected to
be available in 2002.

KeySpan Name Brand Rollout -

Brooklyn Union Name Phased Out

As we expand and enter new markets, the value and influ-
ence of the KeySpan brand will be an important factor in
our success in winning loyal customers and achieving new
growth. To that end, on May 1, the proud name of our reg-
ulated gas utility, Brooklyn Union, was phased out both

in New York and on Long Island. It has been replaced
with the name “KeySpan Energy Delivery.” The core,
unregulated businesses will also be known as KeySpan,
and marketed as “KeySpan Home Energy Services” and
“KeySpan Business Solutions.” As we expand into New
England later this year, we will further roll out the
KeySpan name and build a brand that is respected in

all territories.

Merger Update — Eastern Enterprises

Integration On Schedule

The merger with Eastern Enterprises, which was
announced last year, is proceeding on schedule and is
expected to be completed by the Fall. We have recently
received Eastern and EnergyNorth shareholder approval
and approval from the New Hampshire Public Utilities
Commission. We are confident that we will exceed our goal
of achieving $30 million in synergy savings and are hoping
to make the merger accretive in the first full year.

KeySpan Increases Equity Position

in The Houston Exploration Company

After an extensive review of strategic alternatives,
KeySpan Energy will retain our equity position in
Houston Exploration for the foreseeable future. We
have increased our ownership from 64% to 70% by
converting approximately $80 million of debt into
common equity on March 31, 2000.

KeySpan Launches First
E-Business Initiative:
MyHomeKey.Com

— e

KeySpan Energy announced March 27, 2000 a partnership with
myHomeKey.com, which is a personalized, Internet-based home
management system that provides comprehensive solutions to the
daily concerns and problems of homeowners — 24 hours a day,
seven days a week.

The myHomeKey.com portal is currently under construction and
will be launched this summer. MyHomeKey.com also has a
patent pending for its site business processes. KeySpan Energy
has invested $12.5 million in myHomeKey.com. Other major
investors include TXU Energy, $12.5 million, and Bechtel
Enterprises, $5 million.

KeySpan’s Customer-Focused Strategy

KeySpan'’s growth strategy is focused on providing a wide
array of products and services to several million residential
and commercial customers in the Northeast. As part of

that strategy, KeySpan is developing a comprehensive
E-Business plan that will enhance its relationship with cus-
tomers, provide new business opportunities, and improve
operational efficiencies. Accordingly, we have recently made
our first announcement regarding the implementation of our
e-business strategy. This partnership will enable KeySpan to
build on our technological and marketing expertise.

MyHomKey.com: Value-Added Benefits

Homeowners will find myHomeKey.com offers unprecedented
ease for managing home maintenance challenges.
MyHomeKey.com provides customers with the ability to
electronically manage a myriad of household tasks:

® access to quality service providers

¢ on-line scheduling of household repairs
and maintenance

* quick and convenient shopping for home appliances
* one-stop shopping for most utility services
* access to energy-saving equipment and systems

MyHomKey.com: Growth Strategy

MyHomeKey.com is co-branding with electric and gas
utilities in the United States and internationally to

help build the utility brand by broadening customer
relationships, expanding energy expertise and providing a
portal for unregulated products and services. Co-branding
with myHomeKey.com provides KeySpan with a powerful
e-commerce opportunity at a fraction of the cost and time
that it would take to develop sites internally. In addition,
myHomeKey.com co-branded sites will feature home and
neighborhood energy information which will allow home-
owners to personalize and customize their use of the portal.



KeySpan Energy Announces 30% Increase
in First Quarter Earnings Per Share

On April 26, KeySpan announced that our first-quarter
earnings for the three-month period ended March 31, 2000,
had increased to $163.6 million, or $1.22 per share, up from
$134.5 million, or 94 cents per share for the same period a
year ago.

The 30% increase in earnings per share reflects solid gains
in the Company’s core gas-distribution business, the
purchase of the 2,168-megawatt Ravenswood electric
generating plant, and the effective management of
ongoing cost-reduction programs. Favorable earnings per
share were affected by a 6 percent decrease in the
Company’s average common shares outstanding for the
first quarter of 2000 as compared to the first quarter of last
year due to a stock repurchase program.

“The strong start for KeySpan in 2000 demonstrates the
excellent growth potential in our core business,”
commented KeySpan’s Robert B. Catell, chairman and
chief executive officer. “Our strategy to achieve higher
earnings through growth in our markets on Long Island
and in New York City is showing strong results. We
believe that the solid performance by all of our major
business segments will continue for the balance of the
year,” said Mr. Catell. “We are pleased with our success in
growing earnings and increasing long-term value for our
shareholders.”

The major highlights of first-quarter results were:

*  The gas-distribution businesses serving New York
City and Long Island had earnings in the first quarter
of $126.8 million, or 95 cents per share, compared to
$120.7 million, or 84 cents per share for the first
quarter of 1999. The increase in earnings of $6.1
million, or 11 cents per share, reflects continued gas-
sales growth. The number of conversions from oil to
gas nearly doubled over the comparable period last
year.

*  The electric-services segment had earnings of $42.7
million, or 32 cents per share for the first quarter, as
compared to $16.6 million, or 12 cents per share in
the first quarter of 1999. The increase in earnings of
$26.1 million, or 20 cents per share, was attributable
to the Company’s purchase of the Ravenswood
electric-generating facility in June 1999.

Gas exploration and production from our share of the
Houston Exploration Company (NYSE: THX) added
$5.4 million, or 4 cents per share, compared to no
contribution to earnings in last year’s first quarter.
Houston Exploration benefited significantly from a
51% increase in commodity prices and a 20% increase
in production volumes.

Gas Distribution Earnings
Three Months Ended 3/31
($ millions)

$126.8

$120.7

1999

Electric Services

Earnings
Three Months Ended 3/31
($ millions)

$42.7

$16.6

1999

54% Increase in
New Gas Customers

2000
1350
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2000 KeySpan

(3031$

1999 Grade 1999 Target 1999 Actual 2000 Target
Earnings Per Share v $1.50 $1.62 $2.00
Total Return To Shareholders X 10% above below peer group  10% above
peer group peer group
Growth v $30.5M $30.6M $32.0M
(Gross Profit Margin on new sales)
Competitive Pricing* v $100M $111M $20M

(Reductions in O&M Expenses)

*Reductions include absorption of both incentive compensation payouts and inflation prior to calculating savings.

vIiX

Customer Satisfaction
Long Island
New York Residential
New York Non-Residential

Employee Excellence v

KeySpan has a Gainsharing Program whereby all employ-
ees — both management and union — have a portion of
their compensation tied to the Company’s earnings per
share and total shareholder return. In 1999, although
KeySpan far exceeded our EPS goal by earning $1.62 per
share, we fell short of our total shareholder return goal. For
2000, we have set another aggressive EPS target of $2.00
per share. If we achieve this goal, we are confident that the
market will reward us and we will achieve a return of 10%
higher than our peer group.

We also have 4 specific goals that will enable us to achieve
our aggressive EPS and total return targets: growth,

83.8%
89.5%

85.0%

82.7% 83.9%
91.2% 90.6%
85.3% 85.3%

Foster our cultural values

competitive pricing, customer satisfaction, and employee
excellence.

Over the past year, we have begun to realize the benefits of
both the sales growth and O&M reductions. So far in 2000,
we are doing especially well on the growth side, due to
increased conversions, the recent oil price crisis, the cold
spell in January, and the contribution of the Ravenswood
generating facility. We have also been able to maintain our
high levels of customer service and create a positive
cultural environment for our employees.



Segmented Highlights

Three Months Ended

March 31
(In Thousands of Dollars, except per share amounts)
Gas Exploration Energy Related Energy Related
Gas Distribution Electric Services & Production Services Investments Other Consolidated
2000 1999 2000 1999 2000 1999 2000 1999 2000 1999 2000 1999 2000 1999
Revenue 804,703 718,298 334,404 174,858 49,376 26,520 126,619 40,834 1511 598 - - 1316613 961,108
Purchased Gas / Fuel 374,890 311,254 68,493 - - - 37,115 13,015 - - - - 480,498 324,269
Operations & Maintenance 111,963 101,549 133,662 92,167 11,479 5,959 88,725 30,030 1,657 1,272 7.119 1,558 354,605 232,535
Depreciation, Depletion, and Amortization 27,296 24,254 12,265 9,928 21,003 17,067 2,186 v 384 384 6,447 5,845 69,581 58,185
Operating Taxes 75,496 72,453 39,490 28,991 538 33 - 3 5 7 (106) 2,406 115,423 103,893
Intercompany Billings 2,597 3,049 10,882 10,645 - = = - = = (13,479) (13,694) = 5
Total Expense 592,242 512,559 264,792 141,731 33,020 23,049 128,026 43,765 2,046 1,663 (19) (3,885 1,020,107 718,882
Operating Income (Loss) 212,461 205,739 69,612 33,127 16,356 3471 (1,407) (2,931) (535) (1,065) 19 3,885 296,506 242,226
Earnings (Loss) for Common Stock 126,779 120,690 42,679 16,585 5,498 478 (1,570) (1,637) 3,647 499 (13,480) (2,083) 163,553 134,532
Basic and Diluted Earnings (Loss) Per Share 0.95 0.84 0.32 0.12 0.04 0.00 (0.01) 0.01) 0.02 0.00 (0.10) (0.01) 122 0.94

Certain statements contained herein are forward-looking statements, which reflect numerous assumptions and involve a number of risks and uncertainties. Actual results may differ materially from
those discussed in such statements. Among the factors that could cause actual results to differ materially are: available sources and cost of fuel; State and Federal regulatory initiatives that increase
competition, threaten cost and investment recovery, and impact rate structures; the ability of the Company to successfully reduce its cost structure; the ability of the Company to successfully integrate
acquired operations; the degree to which the Company develops nonregulated business ventures; the effect of inflationary trends and increases in interest rates; the ability of the Company and its
significant vendors to modify their computer software, hardware and databases to accommodate the year 2000; and risks detailed from time to time in reports and other documents filed by the
Company and its predecessors with the Securities and Exchange Commission.

What is a fuel cell? How does a fuel cell system

Like batteries, a fuel cell is an electrochemical device that wWo V/@P

converts the energy of a fuel such as natural gas into use-
First, the fuel is processed into a hydrogen-rich gas. Then

able electricity.

the hydrogen is introduced into the fuel cell. A mem-
brane separates hydrogen gas molecules into protons and
electrons. The protons pass through the membrane to

react with the oxygen in the air and form water. The

electrons, which cannot pass through the membrane,

must travel around it, thus creating the source of

DC electricity.



