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Hundreds of employees of Central Hudson Gas & Electric Corporation gather on the front steps
of our corporate headquarters to celebrate an extraordinary milestone: working the entire calendar
year 2008 without a single-lost time accident. In fact, by year’s end, our utility employees had
boasted a full 16 months without such an injury—a remarkable achievement indeed.

This commitment to safety is only part of our Company-wide dedication to protecting the best
interests of our customers, coworkers and shareholders. There is little doubt that 2008 was one
of the most difficult on record for virtually every business, including ours. This year’s Annual
Report to Shareholders outlines the steps we took toward “Minding Your Business” during the
last year in order to ensure a prosperous future for your investment despite a challenging external
environment. Please visit us regularly on www.CHEnergyGroup.com to learn more about our
continuing progress.

This Annual Report contains certain “forward-looking statements” within the meaning of,

and subject to the safe harbor protection of, the Securities Litigation Reform Act of 1995. A
number of important factors could cause actual results to differ materially from those stated in
the forward-looking statements. In this regard, reference is made to the caption “FORWARD-
LOOKING STATEMENTS” in Part I of the Form 10-K which accompanies this report, the
provisions of which are incorporated herein by reference and shall be applicable to this Report.
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Operating Revenues

Operating Expenses

Net Income

Earnings Per Share - Basic

Average Shares Outstanding
Dividends Declared Per Share

Total Assets

Electric Sales (kWh)

Natural Gas Firm Sales (000’s of cubic ft.)
Electric Customers (average)

Firm Natural Gas Customers (average)
Fuel Distribution Customers (average)
Fuel Distribution Volume (gallons)

$1,332,851,000
$1,254,145,000
$35,081,000
$2.22
15,768,000
$2.16
$1,730,183,000
5,455,090,000
13,834,591
300,600

74,200

110,215
151,550,000

$1,196,757,000
$1,117,489,000
$42,636,000
$2.70
15,762,000
$2.16
$1,494,748,000
5,631,563,000
13,939,557
298,400

73,200

98,700
150,630,000

11.37%
12.23%
-17.72%
-17.78%
0.04%
0.00%
15.75%
-3.13%
-0.75%
0.74%
1.37%
11.67%
0.61%




“I believe we are doing the right things to respond to

the challenging economic conditions we face.”

From THE CHAIRMAN

Dear Shareholder,

The year 2008 was the most difficult in my
experience—for our Company, our industry,
and our national and global economies. We
were well positioned to weather the storm,
and we did, but our earnings were neverthe-
less substantially lower than those of 2007.
We earned $2.22 per share in 2008 versus the
$2.70 we posted in 2007.

First, the good news. Due to our outstand-
ing financial position and excellent liquid-
ity, we were able to access capital markets
throughout the financial crisis. Our utility’s
solid A credit rating, which is at the top of our
industry peer group, and the committed credit
facilities arranged with a strong bank group,
served us well in the most challenging finan-
cial market conditions in decades. Our long-
standing dedication to credit quality, which
has once again proven its value, allowed us to
comfortably meet all of our financial commit-
ments, and to continue to pay our dividend to
our shareholders.

Still, we did not escape the problems
brought by an enormously challenging year.
Two related facets of the economic crisis
affected us most. First, the commodity price
spike that built throughout the first half of the
year and peaked during the summer caused our
utility and oil delivery customers to conserve
the energy products we sell. As a result, prof-
its were squeezed when we experienced re-
duced volumes at Central Hudson and Griffith
Energy Services, our fuel distribution com-
pany. Then, when commodity prices abated
(crude oil fell from $147 per barrel in July to
$36 in December!), plummeting consumer
confidence and the deepening recession caused
our customers to further reduce their purchases
of our products. The worsening economic
situation also affected our customers’ ability to

pay their bills, and our charge for uncollectible
accounts rose substantially.

We did not sit idly by and simply watch
these events unfold. We responded as deci-
sively as we knew how, as illustrated by the
reports of our corporate officers on the pages
that follow.

At Central Hudson Gas & Electric Corpo-
ration, our utility subsidiary that represents
about 85 percent of our assets and 75 percent
of our earnings, we managed expenses closely
and sought interim regulatory relief to recali-
brate our reduced revenues to a bare-minimum
level of operating expenses. We entered into
a landmark three-year labor agreement with
IBEW Local 320 that provided substantial
relief from escalating benefit plan costs. This
agreement showed that our employees are
committed to the long-term viability and suc-
cess of the Company. The interim rate relief
we sought from the New York Public Service
Commission (PSC) was not granted, so we
filed in July 2008 for higher electric and gas
rates to become effective in mid-2009. The
proceeding, which is scheduled to conclude in
the second quarter of 2009, is expected to sub-
stantially restore Central Hudson’s earnings to
the PSC-authorized level for the second half of
2009 and into 2010.

At Griffith, our fuel distribution company,
we cut expenses deeply, including reducing
our employee base by more than 10 percent
to offset the reduced sales volume we’re now
experiencing. These measures, while difficult,
were absolutely necessary to bring expenses
back in line with the reduced volume of fuel
deliveries our customers are now using.

These expense reductions—in combination
with both an increase in margins as wholesale
prices fell late in the year and the contribution



of our most recent acqui-
sitions—allowed Griffith
to achieve an increase in
earnings in 2008. While
this recovery was gratify-
ing, the volatility during
the year created a level

of uncertainty in valuing
future acquisitions that

we found troubling. In
response, we suspended
our acquisition program in
April and began a com-
prehensive review of the
products and services we
provide, as well as the markets we serve, as
part of a thorough strategic review of this busi-
ness unit.

Our renewable energy portfolio had mixed
results. Our wind and biomass projects per-
formed well, showing improvements in operat-
ing efficiency and earnings over 2007 results.
Our ethanol investments were severely chal-
lenged by unprecedented high corn prices,
which were caught up in the commodity price
fever of 2008, but our margins improved late
in the year and prospects look better for 2009.

On the new business side, we were able
to enter the landfill gas arena with a project
in Auburn, New York, which is now under
construction.

As we enter 2009, I believe we are doing
the right things to respond to the challenging
economic conditions we face. We continue to
provide necessary energy services that con-
sumers will purchase even in a recession. We
continue to focus on providing high quality,
reliable service that will satisfy our customers.
And we continue to search out new investment
opportunities for all of our business units, to
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provide our shareholders with opportunities for
higher earnings and dividends in future years.

National and state energy policies appear 3
to be accelerating toward “greener” emphasis,
and we intend to take advantage of business
opportunities in energy efficiency, renewable
electricity production technologies, smart grid
applications and other yet-to-be-identified
opportunities as new national and state energy
policies emerge or become more defined.
However, we do so with careful attention to
risk, so that we preserve the value of your
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investment even as we strive to increase it.

On behalf of the board of directors, the
management and all the employees of CH En-
ergy Group, I thank you for your support and
continued confidence as we work very hard
on your behalf to create a successful future. |
remain optimistic that better times are ahead
for CH Energy Group.

. ot

Steven V. Lant
Chairman of the Board, President &
Chief Executive Officer, CH Energy Group



A reliable and robust bulk power system infra-
structure is vital to meeting the future energy needs
of New York State.

Greater competition in electricity markets is
expanding the use of the state’s electric transmis-
sion grid. Built originally to serve existing and
future loads, interconnect neighboring utilities and
support reliability, the grid is now being used to
support a significantly greater number of wholesale
power transactions across regions of the country.
Moreover, the grid is being viewed as a critical
component enabling the production of more energy
from remote wind farms. Though well maintained
by the utility owners, the transmission infrastruc-

“We continue to make investments

to deliver shareholder value over
the long-term.”

ture is aging. For these reasons, the Company
must continue to actively invest in transmission
infrastructure to maintain a strong, reliable system
to meet the growing energy needs of New York
businesses and residents, while at the same time
achieving the State’s energy policy initiatives.

In addition to providing attractive returns for
shareholders, the transmission investment will also
benefit customers through improving reliability,
dampening price volatility and reducing environ-
mental impacts.

Central Hudson expects to play a major role in
rebuilding the state’s transmission infrastructure.
We feel that we can produce the best outcome for
customers because we have access to capital, we
own/maintain the assets and we possess the skills
and expertise to rebuild/replace these assets on a
prioritized basis to maintain the high level of reli-
ability that customers expect.

To this end, we are leading a statewide effort
with the support of the New York Independent
System Operator to assess New York’s transmis-
sion infrastructure and to embark on a long-range
planning initiative to guide efforts to rebuild, mod-
ernize and/or expand the grid.

The current schedule calls for initial results to
be available in mid-2009, enabling them to be used
as timely input into the State Energy Plan process.

Maintaining and growing shareholder value is crucial in these economic times, and is the focus of

much of what we do. Despite volatility in energy prices and the financial markets, the stock of CH Energy
Group showed extraordinary stability during a period of market uncertainty, while maintaining a solid
dividend. This is due, in large part, to our disciplined financial approach, sound risk management across all
business units, effective cost control and efficient operations.

We continue to make investments to deliver shareholder value over the long-term. Needed capital
infrastructure investments in Central Hudson, for example, exceed depreciation by 2.5 times, contributing
to a growing rate base for regulated earnings. The business development team continues to seek new invest-
ments in energy-related and utility assets, most recently focused on renewable energy opportunities.

Critical to achieving our financial goals is access to capital on reasonable terms and conditions. One of
the most important accomplishments in 2008 was doubling the committed credit available to us from $75
million to $150 million for a period of five years; this represents a significant increase to our liquidity. This
commitment is in addition to $125 million in available credit for regulated utility purposes, obtained in
2007. Equally important, Central Hudson’s credit rating remains high, facilitating access to capital at rea-
sonable costs.

The ongoing utility rate case is expected to substantially improve Central Hudson’s profitability be-
ginning in the second half of 2009. Together with a strong balance sheet, excellent credit ratings, and a
conservative management philosophy that targets the Company’s core business competencies, CH Energy
Group weathered challenges in 2008 and is well positioned for future earnings growth. Our commitment to
shareholder value has never been stronger.
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In 2008, Central Hudson installed a new state-
of-the-art Energy Management System and
Supervisory Control & Data Acquisition system
(EMS/SCADA). Developed by General Electric,
the XA/21 system is the culmination of a two-year
project that brought 21* century technology to the
mission-critical control and operation of Central
Hudson’s electric and natural gas transmission
systems.

The integrated transmission management
applications of the XA/21 provide real-time
analysis and status information so that System
Operators and management may make operational
decisions based on current or even postulated
system conditions. This provides increased
reliability through constant and vigilant monitoring
of system conditions, ensuring that information
is available when it is needed the most to make
critical decisions. In addition to the improved
decision-making during real-time operation, it also
facilitates planning for the future of our electric and
natural gas systems.

One key feature is the Dispatcher Training
Simulator, which provides the opportunity
to improve and advance training of System
Operators. Instructor and student work on actual
case scenarios through instructor-led simulations
of normal and emergency conditions that allow
operators to be trained to respond to conditions
well in advance of having to manage such scenarios

Christopher M. Capone
Executive Vice President &
Chief Financial Officer

Joseph J. DeVirgilio, Jr..
Executive Vice President

Corporate Services & Administration

T\

in real life. The simulator also provides the opportunity for experienced
System Operators to receive ongoing training to improve their skills
over time.

Another key element of the XA/21 system is mirrored backup
memory, both locally and in a remote, secure location. These systems
are standing by and ready to pick up the critical EMS/SCADA duties
should a failure occur in the primary system.

Through ongoing enhancement and support of the XA/21 EMS/
SCADA, Central Hudson is better positioned to respond to evolving
energy policies and reliability compliance standards. The system
ensures Central Hudson has the tools to not only improve operational 5
reliability but to also assure compliance with federal and regional
reliability, training and critical infrastructure protection standards.

S

Stacey A. Renner
Treasurer
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“No matter how we connect with customers,

it is our goal to exceed their expectations for

quality service.”

[ he Custom-

er Services Group
represents the face
of Central Hudson
Gas & Electric
through the wide
variety of services
we provide: the
employee reading a
customer’s meter;
the linemen install-
ing a new electric
service or restor-
ing power after an
electric outage;

the crew connect-
ing a homeowner’s
natural gas service; a representative answering a con-
cerned customer’s call; a field employee investigating
a service problem; or the voice on the radio providing
customers with energy information and advice. No
matter how we connect with customers, it is our goal to
exceed their expectations for quality service.

There is no doubt that 2008 was a particularly chal-
lenging year for both our customers and our Company.
The volatility of energy prices increased customer
phone calls to unprecedented levels, with more than
1.5 million calls received. Customers sought answers
about their energy usage and expressed an increased
interest in the benefits of converting to natural gas for
heating purposes. In response to the latter, we bolstered
our resources to meet demand in order to ensure con-
versions were completed before the onset of the winter.

Charles A. Freni
Senior Vice President
Customer Services

Kimberly J. Wright
Vice President Accounting

& Controller ('

Stormy weather always brings the threat of
electric service interruptions, and 2008 was a
particular stormy year in the Hudson Valley; one
December ice storm alone interrupted service to
72,000 of our customers, necessitating a massive
restoration effort.

Although our customers experienced electric
service interruptions as a result of storms, our com-
prehensive tree-trimming program clearly lessened
the extent of potential outages. We are convinced
that our multi-year line clearance program is reduc-
ing electric service interruptions and increasing
customer satisfaction.

When outages do occur, we strive to offer
customers convenience in reporting their power
condition through our automated phone system, the
PowerLine, and through our website. Importantly,
both systems also now provide customers with
updated service restoration information, which we
know is critical for their planning.

It is our goal to enhance our website still fur-
ther, offering customers more services and transac-
tions that they can perform at their convenience.
During 2008, for example, we promoted our elec-
tronic bill option to customers by offering to have a
tree planted by the Arbor Day Foundation for every
customer who switched from paper to electronic
billing. More than 1,000 customers took advantage
of this convenient on-line billing option, helping us
not only reduce paper bill-processing expenses but
our impact on the environment as well.

The Accounting Group was

committed to working with Cus-
tomer Services in the improvement of
electronic billing. A cross-functional
group devoted significant efforts to
enhancing our process for printing
and mailing bills, including those
for customers who chose to have
their bills sent by email. The group
researched several companies and
recommended a change to a new
outsourcing partner. We are excited
about the new partnership and are
looking forward to providing im-
proved quality at a lower cost. These
changes will include more features
for our customers’ electronic bills.



Tle Engineering and Environmental Services
Group continually seeks new technologies and
process improvements with the intent of enhancing
operational efficiency, lowering costs and improv-
ing our ability to safely and reliably deliver natural
gas and electricity. A brief description of just four
examples:

CEMesh is a computerized monitoring system
that communicates information regarding the under-
ground electric systems that power several of our
large urban centers—collecting data and transmit-
ting it instantaneously via a cellular modem to a
server that organizes and displays the information.
This enables us to view real-time voltage current,
power factor and status of the equipment that ser-
vices these networks and even receive alarms when
abnormal conditions occur. Since its installation,
several potentially serious abnormalities and equip-
ment problems have been identified, allowing them
to be addressed prior to potential equipment failure.

Reclosers have been used for decades to improve
reliability by clearing temporary faults without a
permanent interruption to an electric line. But with
46 oil-filled reclosers in need of routine mainte-
nance, engineers looked for innovative solutions to
reduce O&M expense and manpower requirements
for ongoing replacements. Electronic reclosers were
chosen because while they cost slightly more than
oil-filled reclosers, they can operate substantially
longer between maintenance intervals, reducing
maintenance expense. They have the added benefit
of providing operational data.

Typical distribution transformers incorporate a
fuse to protect the rest of the circuit should the unit
fail, but the fuses used in pad-mounted transformers
are large and expensive. The MagNex is a device

In terms of financial reporting, during 2007 we
spent a great deal of time revamping large portions
of the reports we issue to you, our investors. We
restructured how we present information to help you
identify trends and understand the challenges we
face more easily. During 2008 we shifted our atten-
tion to finding ways to reduce the amount of time
we spend creating these reports so that we can focus
on additional enhancements.

One way we worked to save time was by reduc-
ing the number of days it takes to close our financial
records each month from five days to four. We also
increased the amount of work that is automated by
purchasing software that reduces the time it takes to
prepare our financial statements. By streamlining the
production of these reports we can focus additional

ey

¥ h’aul E. Haering
e President Engineerings

& Environmental Services

similar to the circuit breaker used in many homes. Should the
transformer experience a fault, the breaker will open to isolate
the transformer. Like the home circuit breaker, the MagNex can
be re-set. We began using the MagNex on single-phase, pad-
mounted transformers and overhead step-down transformers in
early 2008. The device, which we’re exploring for potential use
with three-phase, pad-mounted transformers, offers not only
operational benefits but reduces material costs as well.

Communication of data between substations and our Sys-
tem Operations Center have historically been transmitted via
telephone lines, which require the installation of high voltage
protection at the substation. But rising costs and increasing op-
erational issues associated with these landlines forced engineers 7
to seek a new method to transmit critical data between often re-
mote locations. Through the use of a Data Radio System, high-
frequency radios are utilized to send data from adjacent station
to adjacent station—eliminating the need for costly upgrades
and avoid ongoing monthly communication charges at several
of our less critical stations.

0.9.4 Noanry

time on continuing to enhance the quality of our disclosures
and other information we provide you. It also frees up resources
for forward-looking initiatives such as moving to the use of
international financial accounting standards. These efforts will
allow more time for analyzing the operational drivers behind
our financial results so that we can improve our operations as
well as provide you with more information upon which to make
your investment decisions.

It’s been a busy and exciting year. We are hopeful that you
will find these changes as beneficial as we do. We are excited
about continuing to find ways to provide you and our customers
with more information in a manner that is clear and helpful.

\\\/\:3 LSRN &



MINDING YOUR BUSINESS

Tle heightened pace

of regulatory activity contin-
ued in 2008 with a number of [
substantive regulatory pro-
ceedings initiated or under-
way at the New York State
Public Service Commission
— all of which will have both
immediate and long-lasting
impacts on Central Hudson.

Those proceedings were
layered upon the difficult
external environment in which we found ourselves
last year. In addition to the impacts of customers
using less energy in response to higher prices, the
slowdown in the local economy further reduced
sales of electricity and natural gas. The combi-
nation left Central Hudson in an unsustainable
position of collecting insufficient revenues to cover
rising required expenditures for items such as trim-
ming trees, procuring fleet fuel, paying taxes and
maintaining infrastructure integrity.

Several attempts were made to obtain interim
relief from the severe and continuing sales short-
falls (that produce not only revenue deficits but
also investment returns that fall below what is
authorized in Central Hudson’s current three-year
rate agreement).

When no such relief was granted, Central Hud-
son filed a formal request in July to raise electric
and natural gas delivery rates. The PSC’s 11-month
administrative process is well underway, with
Commission action scheduled in June 2009, with
new rates that will become effective in July.

Minding your business means fulfilling an
obligation to advocate public policy positions that
further your best interests as shareholders, as well
as those of our customers, employees and the com-
munities we serve. We launched a more proactive
governmental affairs agenda in 2008 with a hope
of helping to shape statewide reforms that will
benefit all of our stakeholders in the future.

For example, we have been actively involved
in the ongoing development of the New York
State Energy Plan, and have advocated with public
policy makers to introduce opportunities for us to
earn a reasonable rate of return; to invest in both
renewable generation and transmission infra-
structure; and to be given the opportunity to be
rewarded for providing energy efficiency services
to our customers. We have spent a great deal of
effort on the last item following extensive research
that documented that our customers want Central
Hudson to provide these services nearly five to one
over any governmental agency. We also believe

¥ Michael L. Mosher SEg
. Vice President Régulatory Affairs B8 §

We are confident
that the outcome of this
rate increase request
— which is expected to
include both natural
gas and electric
revenue decoupling
mechanisms — will both
recalibrate sales and
revenues with expenses
and also support
continued investment
in electric and natural gas system infrastructure
enhancements.

The PSC also in 2008 initiated its historic
Energy Efficiency Portfolio Standard — a directive
that is among the nation’s most aggressive energy
efficiency initiatives and that seeks to reduce
energy use in New York state by 15 percent of
projected levels by the year 2105. Central Hudson
strongly supports this goal. We successfully
advocated for utilities to play a key role in
delivering energy efficiency programs and services
to customers, along with the recognition that
shareholders should be rewarded for achievement
of specified energy savings targets.

Central Hudson continues to work construc-
tively with State regulators to seek opportunities
for shareholders to earn a return on the basis of our
efforts to deliver to customers reliable and reason-
ably priced electricity and natural gas.

Vl‘L.A{rs(LL

that the experience and penetration potential that
the local utility brings to energy efficiency service
merits incentive rewards for shareholders, and will
continue to advocate for such recognition.

Meanwhile, Central Hudson was actively
engaged during 2008 with the New York State
Department of Public Service’s Energy Efficiency
Proceeding, which established electrical energy
usage reduction targets for all utilities. We expect
regulatory approval and subsequent implementa-
tion of our proposed programs in 2009. We intend
to offer rebate programs for residential appliances,
as well as heating and cooling systems and equip-
ment. In the commercial sector we have pro-
posed to share costs of installed energy-efficiency
measures ranging from lighting, refrigeration, and
space conditioning equipment to custom energy
solutions based on engineering site audits.

Finally, we’re evaluating two Plug In Hybrid
Electric Vehicles (PHEV’s). One is a Toyota Prius
Hybrid (pictured) and the other is a Ford Escape



“We launched a more proactive governmental affairs agenda in 2008 with a hope of

helping to shape statewide reforms that will benefit all of our stakeholders in the future.”

Few moments in any career or company
are as memorable as the one achieved at Central
Hudson at midnight, December 31, 2008, when our
entire workforce of 830 men and women estab-
lished a remarkable feat: working 16 months with-
out a single lost-time injury. The record reflects
2,175,000 combined work hours and more than
4.5 million miles traveled since the last lost-time
injury occurred on August 30, 2007. Better yet, it
represents the steadfast dedication every employee
holds to our Safety Creed: “Our duty is to plan and
perform every job safely.”

As can be seen on the faces of hundreds
who gathered on the front steps of our corporate
headquarters on a cold winter morning to mark
the occasion for our archives (front cover), it is a
record of great pride to this organization. Never

Thomas C. Brocks
Vice President Human Resources

Hybrid — both are garnering a lot of attention, and
not just because of their colorful appearance: when
fully charged, they can get up to 100 miles per gallon
during the first 40 miles driven! Fitted with high ca-
pacity lithium-ion batteries, they function like regu-
lar hybrid vehicles but their batteries can be charged
directly from any 120-volt electrical outlet found in
the average home. These types of vehicles should
be available commercially from major automobile
manufacturers in the next year or two.

Using electricity from the grid to charge batter-
ies is not only more efficient, but also reduces both
impact on the environment and gasoline consump-
tion—and creates a new business opportunity for
us. Central Hudson may include more PHEVs in its
fleet, and plans to investigate public vehicle-charging
stations, as well as pure electric vehicles for neigh-
borhood use, such as college campuses or larger

industrial parks. MM W

before had we worked an entire calendar year with such outstanding
safety performance. In a business filled with inherent danger, we hold
ourselves accountable to each other, and have established a new goal to
carry this outstanding record throughout 2009.

It was an extraordinary accomplishment in a year that was certainly
filled with many challenges. We negotiated a three-year labor contract
with the International Brotherhood of Electrical Workers Local 320 to
ensure the future viability of both the compact we hold with our
employees and the responsibility we have to safeguard the best inter-
ests of customers and shareholders. The agreement, covering 500
members of Local 320, brought employment stability to members
while providing cost savings and productivity gains for our business.

Amidst the turmoil of collapsing companies in the business world
around us last year, we held firm to our commitment to uphold the
highest standards of ethical behavior. As Chairman of the Company’s
Ethics and Legal Compliance Committee, I am dedicated to ensur-
ing that every Central Hudson employee understands and follows all
corporate and government guidelines to which we are
legally and morally bound. All employees received
refresher training on our Code of Conduct during
2008, and I co-authored a book on business ethics
through a project sponsored by the Ethics and
Compliance Officer Association.

Finally, it’s incumbent upon the Human Resourc-
es Division to ensure that our Company is preparing
the leadership of tomorrow. I'm particularly pleased
to relate that in 2008 we commenced a new develop- 9
ment program to accelerate management employees
readiness to accept increased responsibilities. [ am
confident it will pay many dividends on your invest-
ment in the future.

T ¢ Benh)

Denise D. VanBuren—
Vice President Public Affairs
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MINDING YOUR BUSINESS

The events of 2008 tested our long-term focus on
providing shareholder value and outstanding service to our
customers. Three significant corporate committees that I
chair worked relentlessly to meet the information needs of
our investors, to oversee the company benefit plans, and to
deal with strategic, operational, and financial risks.

The Disclosure Committee was established after the
passage of the 2002 Sarbanes-Oxley Act, which was
enacted to prevent a recurrence of the fraudulent activities
of several large corporations that resulted in a loss of
shareholder value and devastation for employees. The
committee’s responsibility is to provide truthful and
timely public disclosure about business operations and
financial performance; it is comprised of officers who
take this responsibility seriously and participate in a
rigorous quarterly process to identify material information.
The financial events of 2008 resulted in the downfall of
numerous companies previously thought to be immune to
such devastation. Our Disclosure Committee was vigilant
in reporting information to provide investors a transparent
view of our Company’s condition.

The Central Hudson Benefits Committee administers
the pension benefits and employee welfare plans and
related trusts through policies that are geared toward long-
term investment recognizing the potential unpredictability
of the financial markets. The volatility of 2008 resulted in
significant declines in the market value of these assets. The
committee, with its consultant, monitored the plan assets
and is committed to its investment policy, which allocates
the assets between various types of financial instruments
with the goal of reducing volatility and producing
a reasonable return over a long duration. In market
downturns such as we experienced in 2008, it is critical
to have the discipline to adhere to the policy that should
result in having sufficient assets to fund the benefits.

Ron H. Flax-Davidson il
CHEC Vice President Businiess Development \
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Donna S._D(-)SIT;‘
Vice President

The Enterprise Risk Management Committee
was established to deal with strategic, operational
and financial risks that can influence cash
flows, earnings, and our ability to provide
value to shareholders and serve customers cost
effectively, reliably and safely. One of the
committee’s specific duties is to approve and
monitor the implementation of energy commodity
purchasing and hedging plans. Last year was one
of remarkable volatility in the price of oil and
gas, with oil reaching a price of nearly $150 per
barrel. The Risk Committee strives to purchase
these commodities using a hedging program that
should lower price volatility for our customers;
we enter into contracts to buy the products at
regular intervals over a predetermined period. We
believe this practice helped our customers through
rollercoaster-pricing last year.

Kdorrn . Lt

Central Hudson Enterprises Corporation
(CHEC)’s Business Development Group spent
considerable time in 2008 managing its portfolio
of renewable energy projects through an extremely
challenging and volatile environment.

We oversaw operations of the Lyonsdale Bio-
mass plant (pictured), which burns wood to produce
electricity. Since acquisition of the plant two years
ago, CHEC has increased the operating capacity
factor from approximately 70 percent to over 80
percent, and arranged wood procurement at prices
and levels required to enhance plant operations. We
led the effort to prepare a bid package and win
a competitive solicitation for sale of Renewable
Energy Credits (RECs) to the New York State
Energy Research and Development Authority
(NYSERDA); the RECs ensured excellent profit-
ability in 2008, particularly when combined with
Production Tax Credits.



“We explored new technologies that allow us to provide the best customer

response in the industry and to reduce our operating costs.”

Customers of Griffith Energy Services,
Inc. were faced with unprecedented petroleum
prices during 2008, and looked to us for assis-
tance. Griffith responded by stressing the necessity
of energy efficiency measures to reduce fuel oil
consumption and developed innovative alternatives
to traditional payment methods to both assist our
customers and retain their business.

We encouraged customers to have our trained
technicians conduct an energy efficiency test to
ensure that their heating appliance was operat-
ing at peak performance, producing the most heat
possible out of every gallon of fuel consumed. We
recommended the replacement of older units with
newer, more energy efficient furnaces and boilers
and provided attractive financing to make conver-
sions affordable.

Customers were offered our “Smart Pay Pro-
gram” that allows them to spread their payment
for fuel used during the winter months throughout
the year, thereby taking the strain off their budget
in the colder months. Partnering with customers
during these trying times is the foundation of our
value-added approach.

Griffith also responded quickly to control
internal operating costs. We evaluated the need for
division locations and consolidated accordingly,
but not at the expense of quality service. We chose
to remain “local” so that our customers receive a
timely response when needed most. We continued
to provide incentives to our employees to work at
high levels of productivity. Our focus on efficiency
and customer service is supported by ongoing tech-
nical training so that problems can be identified and
solved on the first visit.

We also hold a minority investment in Corn-
husker Energy Lexington, a 42-million-gallon-per-
year ethanol facility located in Lexington, Ne-
braska. Though Cornhusker operated at 98 percent
availability during 2008, slim crush margins and
a reclassification and expensing of investment in
grain storage capacity led to a modest return on
investment last year.

CHEC led the development and implementa-
tion of policies at Cornhusker to limit speculative
commodity purchases and sales and to require the
hedging of volatile commodity prices for corn and
ethanol. With corn prices doubling to nearly $8 a
bushel in June, and then dropping to under $4 per
bushel in October, the implementation of these
strict hedging policies allowed CHEC to avoid the
calamitous losses that led to the bankruptcies of
several major competitors. CHEC also worked to
arrange financing for and the implementation of an

W Randolph Groft
CHEC Ezgecutive Vice President

Willie Bennett
Driver

We explored new technologies that allow us to provide the best
customer response in the industry and to reduce our operating costs. For
example, we implemented a new digital dispatch system (pictured) that
allows real-time response. The new system was installed in two of our
operating divisions in 2008 and provides current information for our rep-
resentatives to share with the customer. It allows delivery routing by the
most efficient path and the ability to change routes as customer demand
dictates.

Although oil prices reached record highs and customers experienced 11
stressful economic times, Griffith worked diligently to provide excep-
tional customer service, constructive suggestions for energy conservation,
flexibility in payment options and an experienced team of professionals.
Through these efforts, we were able to ride out the storm of high prices
and retain satisfied customers for the future.

zy

important plant expansion that will raise production to nearly 60 million
gallons per year by spring 2009. This expansion is expected to reduce
operating costs by approximately 15 percent per gallon, confirming Corn-
husker as one of the nation’s lowest-cost ethanol facilities. While current
crush margins remain thin, Cornhusker is operating at levels that allow the
plant to meet operating costs and repay senior debt. It is also well posi-
tioned to increase profitability should industry conditions improve.

We are also negotiating to restructure our agreements to build,
own, and operate a project in Auburn, New York, to burn methane gas
produced from the city’s landfill to generate electricity. The proposed
restructuring will reduce the cost of electricity produced from Phase I of
the project, while deferring construction of the digester (Phase II) until
the estimated costs can provide both acceptable electric rates to the City
of Auburn and profitability to CHEC. The project will reduce greenhouse
gas emissions, as well as generate environmental attributes and production

tax credits for the stakeholders.
e . o
Gt Ty ﬂmww
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COMMON STOCK LISTING:
New York Stock Exchange
Symbol: CHG

TRANSFER AGENT & REGISTRAR:
Computershare Trust Company, N.A.

P.O. Box 43078, Providence, RI 02940-3078
Telephone: 1 (800) 428-9578

Monday - Friday, 9:00 a.m. to 5:00 p.m. ET

or www.computershare.com/investor

For investors interested in direct stock purchases
or automatic dividend reinvestment, please contact
Computershare.

MULTIPLE COPIES OF THIS REPORT:
Shareholders receiving multiple copies of this
report who would like to reduce that number may
contact Computershare Trust Company at

1 (800) 428-9578.

ANNUAL MEETING:

The Annual meeting of Common Stockholders is
expected to be held on Tuesday, April 28, 2009, at
10:30 a.m. at the Corporation’s General Offices,
284 South Avenue in Poughkeepsie, New York.
The management welcomes the attendance of
shareholders.

FINANCIAL & STATISTICAL REPORT:
A Financial & Statistical supplement to the Annual
Report will be available April 28, 2009 to share-
holders attending the Annual Meeting and via our
web site: www.CHEnergyGroup.com.

SHAREHOLDER RELATIONS

To request copies of investor materials or for other
shareholder matters, please contact CH Energy
Group’s Sharcholder Relations team at

(845) 486-5204.

ANALYSTS & INSTITUTIONAL INVESTORS:
Stacey A. Renner, Treasurer

Phone: (845) 486-5730

E-mail: SRenner@cenhud.com

INDEPENDENT ACCOUNTANTS:
PricewaterhouseCoopers LLP

3600 HSBC Center

Buffalo, NY 14203

GENERAL COUNSEL.:
Thompson Hine LLP

335 Madison Avenue, 12th Floor
New York, NY 10017

INTERNET:

This Annual Report, our SEC filings and other
information about our Company are all available
on our website, www.CHEnergyGroup.com.

AFFIRMATIVE ACTION POLICY:

It is the policy of CH Energy Group, Inc. to provide
equal employment opportunities for all persons.
CH Energy Group, Inc. is committed to recruit,
hire, train, and promote persons in all positions
without regard to race, color, creed, religion,
veteran status, sexual orientation, age, national
origin, disability, or sex. The Corporation will
ensure that promotional decisions are in accord
with principles of equal opportunity by imposing
only valid requirements for promotional opportuni-
ties. All personnel actions, including compensa-
tion, benefits, transfers, layoffs, return from layoft,
employer-sponsored training, education, tuition
assistance, and social and recreation programs will
be administered without regard to race, sex, color,
creed, religion, veteran status, sexual orientation,
age, national origin, or disability.

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

2008 2007
High Low Dividend High Low Dividend
$45.38 $34.53 $0.54 $53.79 $45.93 $0.54
$40.73 $34.25 $0.54 $50.78 $43.49 $0.54
$48.92 $34.00 $0.54 $50.22 $42.85 $0.54
$52.36 $33.39 $0.54 $50.29 $41.37 $0.54
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GLOSSARY OF TERMS

The following is a glossary of frequently used abbreviations or acronyms used herein.

CH Energy Group Companies
and Investments

CHEC

Central Hudson Enterprises Corporation (the
unregulated parent company of Griffith and wholly
owned subsidiary of CH Energy Group)

Cornhusker Holdings
Cornhusker Energy Lexington Holdings, LLC (a
CHEC investee company)

JB Wind
JB Wind Holdings, LLC (a CH-Community Wind
investee company)

Regulators

NYS
New York State

PSC
NYS Public Service Commission

DEC
NYS Department of Environmental Conservation

Terms Related to Business Operations
Used by CH Energy Group

1993 PSC Policy
PSC’s 1993 Statement of Policy regarding pension
and other post-employment benefits

2006 Rate Order
Order Establishing Rate Plan issued by the PSC to
Central Hudson on July 24, 2006

Distributed Generation

An electrical generating facility located at a cus-
tomer’s point of delivery which may be connected
in parallel operation to the utility system

kWh
Kilowatt-hour(s)

Mcf
Thousand Cubic Feet

MGP
Manufactured Gas Plant

MW /MWh
Megawatt(s) / Megawatt-hour(s)

OPEB
Other Post-Employment Benefits

Retirement Plan
Central Hudson’s Non-Contributory Defined
Benefit Retirement Income Plan

ROE
Return on Equity

ROW
Right-of-Way

Settlement Agreement

Amended and Restated Settlement Agreement
dated January 2, 1998, and thereafter amended,
among Central Hudson, PSC Staff, and Certain
Other Parties

Other

COSO
Committee of Sponsoring Organizations of the
Treadway Commission

EITF
FASB Emerging Issues Task Force

Exchange Act
Securities Exchange Act of 1934

FASB
Financial Accounting Standards Board

FIN
FASB Interpretation Number

GAAP
Accounting Principles Generally Accepted in the
United States of America

NYISO
New York Independent System Operator

NYSERDA
New York State Energy Research and
Development Authority

Registrants
CH Energy Group and Central Hudson

SAB
SEC Staff Accounting Bulletin

SFAS
Statement of Financial Accounting Standards
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PART I

FILING FORMAT

This 10-K Annual Report for the fiscal year ended
December 31, 2008 is a combined report being filed by
two different registrants: CH Energy Group and Central
Hudson. Any references in this 10-K Annual Report to
CH Energy Group include all subsidiaries of CH Energy
Group, including Central Hudson, except where the
context clearly indicates otherwise. CH Energy Group’s
subsidiaries are each directly or indirectly wholly owned
by CH Energy Group. Central Hudson makes no repre-
sentation as to the information contained in this 10-K
Annual Report in relation to CH Energy Group and its
subsidiaries other than Central Hudson. When this 10-K
Annual Report is incorporated by reference into any fil-
ing with the SEC made by Central Hudson, the portions
of this 10-K Annual Report that relate to CH Energy
Group and its subsidiaries, other than Central Hudson,
are not incorporated by reference therein.

FORWARD-LOOKING STATEMENTS

Statements included in this Annual Report on Form
10-K and any documents incorporated by reference
which are not historical in nature are intended to be, and
are hereby identified as, “forward-looking statements”
for purposes of the safe harbor provided by Section 21E
of the Exchange Act. Forward-looking statements may
be identified by words including “anticipates,” “intends,”
“estimates,” “believes,” “projects,” “expects,” “plans,”
“assumes,” “seeks,” and similar expressions. Forward-
looking statements including, without limitation, those
relating to CH Energy Group’s and Central Hudson’s
future business prospects, revenues, proceeds, working
capital, liquidity, income, and margins, are subject to
certain risks and uncertainties that could cause actual
results to differ materially from those indicated in the
forward-looking statements, due to several important
factors, including those identified from time-to-time in
the forward-looking statements. Those factors include,
but are not limited to: deviations from normal seasonal
weather and storm activity; fuel prices; plant capac-
ity factors; energy supply and demand; potential future
acquisitions; legislative, regulatory, and competitive
developments; interest rates; access to capital; market
risks; corn and ethanol prices; electric and natural gas
industry restructuring and cost recovery; the ability to
obtain adequate and timely rate relief; changes in fuel
supply or costs including future market prices for energy,
capacity, and ancillary services; the success of strategies
to satisfy electricity, natural gas, fuel oil, and propane
requirements; the outcome of pending litigation and
certain environmental matters, particularly the status of
inactive hazardous waste disposal sites and waste site re-
mediation requirements; and certain presently unknown
or unforeseen factors, including, but not limited to, acts
of terrorism. CH Energy Group and Central Hudson
undertake no obligation to update publicly any forward-
looking statements, whether as a result of new informa-
tion, future events, or otherwise.

Given these uncertainties, undue reliance should not
be placed on the forward-looking statements.

2 2

ITEM1 BUSINESS

CORPORATE STRUCTURE

CH Energy Group is the holding company parent
corporation of two principal, wholly owned subsidiaries,
Central Hudson and CHEC. Central Hudson, the regu-
lated electric and natural gas subsidiary, has one wholly
owned subsidiary, Phoenix Development Company,
Inc. CHEC, the parent company of CH Energy Group’s
unregulated businesses and investments, has two wholly
owned subsidiaries, Griffith and CH-Auburn.

For a discussion of CH Energy Group’s and its
subsidiaries’ capital structure and financing program,
see Item 7 - “Management’s Discussion and Analysis
of Financial Condition and Results of Operations” of
this 10-K Annual Report under the subcaptions “Capital
Structure” and “Financing Program” under the caption
“Capital Resources and Liquidity.” For a discussion of
short-term borrowing, capitalization, and long-term debt,
see Note 7 - “Short-Term Borrowing Arrangements,”
Note 8 - “Capitalization - Common and Preferred
Stock,” and Note 9 - “Capitalization - Long-Term Debt,”
respectively, to the financial statements contained in Item
8 - “Financial Statements and Supplementary Data” of
this 10-K Annual Report (each Note being hereinafter
called a “Note”). For information concerning revenues,
certain expenses, earnings per share, and information
regarding assets for Central Hudson’s regulated electric
and regulated natural gas segments and for Griffith, see
Note 13 - “Segments and Related Information.”

HOLDING COMPANY REGULATION

CH Energy Group is generally exempt from regula-
tion under Public Utility Holding Company Act of 2005
(“PUHCA 2005”) under its intrastate exemption provi-
sions, except for the requirement to obtain prior SEC
approvals for certain direct or indirect acquisitions of the
securities of any electric or gas utility company. CH En-
ergy Group is a “holding company” under PUHCA 2005
because of its ownership interests in Central Hudson
and CHEC and CH Energy Group’s indirect ownership
interests in Lyonsdale and JB Wind. CH Energy Group,
however, is exempt from regulation as a holding compa-
ny under PUHCA 2005, because it derives substantially
all of its public utility company revenues from business
conducted within a single state, the State of New York.
CH Energy Group will retain this exemption until such
time as it derives more than 13% of its public utility
revenues from businesses conducted outside of the State
of New York. Under FERC’s regulations implementing
PUHCA 2005, revenues received from Lyonsdale and JB
Wind are excluded from this determination because these
entities are either a “qualifying facility” under the Public
Utility Regulatory Policies Act of 1978, as amended, or
an “exempt wholesale generator” under PUHCA 2005.
Griffith’s qualified gross sales of propane exceeded an
average annual amount of $5 million calculated on a roll-
ing basis over the preceding three calendar years and, as
such, is now included in the analysis of utility revenues.
However, Griffith’s propane revenues represent ap-
proximately 1% of CH Energy Group’s public utility
revenues and therefore do not cause CH Energy Group
to derive more than 13% of its public utility revenues
from outside of New York State. At the present time, CH
Energy Group cannot predict whether and when its cir-
cumstances may change such that it no longer qualifies
for exemption from PUHCA 2005 or whether regulation
under PUHCA 2005 would have a material impact on its
financial condition.
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SUBSIDIARIES OF
CH ENERGY GROUP

CENTRAL HUDSON

Central Hudson is a New York State natural gas
and electric corporation formed in 1926. Central Hudson
purchases, sells at wholesale, and distributes electricity
and natural gas at retail in portions of New York State.
Central Hudson also generates a small portion of its
electricity requirements. Central Hudson sold its interests
in its Roseton Electric Generating Plant, Danskammer
Point Steam Electric Generating Station, and Unit No.

2 of the Nine Mile Point Nuclear Generating Station in
2001, pursuant to a PSC order.

Central Hudson serves a territory extending about
85 miles along the Hudson River and about 25 to 40
miles east and west of the Hudson River. The southern
end of the territory is about 25 miles north of New York
City and the northern end is about 10 miles south of
the City of Albany. The territory, comprising approxi-
mately 2,600 square miles, has a population estimated
at 690,000. Electric service is available throughout
the territory, and natural gas service is provided in and
about the cities of Poughkeepsie, Beacon, Newburgh,
and Kingston, New York, and in certain outlying and
intervening territories. The number of Central Hudson
employees at December 31, 2008 was 825.

Central Hudson’s territory reflects a diversified
economy, including manufacturing industries, research
firms, farms, governmental agencies, public and private
institutions, resorts, and wholesale and retail trade opera-
tions.

Seasonality

Central Hudson’s delivery revenues vary seasonally
in response to weather. Sales of electricity are usually
highest during the summer months, primarily due to the
use of air-conditioning and other cooling equipment.
Sales of natural gas are highest during the winter months,
primarily due to space heating usage.

Competition

Central Hudson is a regulated utility with a legal
obligation to deliver electricity and natural gas within its
PSC-approved franchise territory. Central Hudson has no
direct competitors in its electricity distribution business;
indirect competitors may include distributed generation
systems, including net metered systems, which could
bypass the electric delivery system. To date, the primary
source of penetration is solar power, which is currently
capped for residential net metering at 10 MW. Central
Hudson is authorized by the PSC to defer lost revenues
attributable to Photovoltaic net metering through June
30, 2009 under an order issued in Case 07-E-0437 on
October 19, 2007. Central Hudson’s natural gas busi-
ness competes with other fuels, especially fuel oil and
propane.

The competitive marketplace continues to develop
for electric and natural gas supply markets, and Central
Hudson’s electric and natural gas customers may pur-
chase energy and related services from other providers.

Regulation

Central Hudson is subject to regulation by the PSC
regarding, among other things, services rendered (includ-
ing the rates charged), major transmission facility siting,
accounting treatment of certain items, and issuance of

securities. For certain restrictions imposed by the Settle-
ment Agreement, see Note 2 - “Regulatory Matters”.

Certain activities of Central Hudson, including ac-
counting and the acquisition and disposition of property,
are subject to regulation by the FERC under the Federal
Power Act.

Central Hudson is not subject to the provisions of
the Natural Gas Act. Central Hudson’s hydroelectric fa-
cilities are not required to be licensed under the Federal
Power Act.

Rates

General: The electric and natural gas rates charged
by Central Hudson applicable to service supplied to
retail customers within New York State are regulated
by the PSC. Costs of service, both for electric and gas
delivery service and for electric and gas supply costs are
recovered from customers through PSC approval tariffs,
subject to a standard of prudency. Transmission rates and
rates for electricity sold for resale in interstate commerce
by Central Hudson are regulated by the FERC.

Central Hudson’s retail electricity rate structure
consists of various service classifications covering
delivery service and full service (which includes electric-
ity supply) for residential, commercial, and industrial
customers. Retail rates for delivery and supply were
separated to allow customers to see the costs associated
with their commodity supply in order to facilitate retail
competition. During 2008, the average price of electric-
ity for full service customers was 14.88 cents per kWh as
compared to an average of 11.86 cents per kWh for 2007.
The average delivery price for 2008 was 3.25 cents per
kWh and 3.26 cents per kWh for 2007.

Central Hudson’s retail natural gas rate structure
consists of various service classifications covering
transport, retail access service, and full service (which
includes natural gas supply) for residential, commercial,
and industrial customers. During 2008, the average price
of natural gas for full service customers was $16.78 per
Mcf as compared to an average of $15.00 per Mcf for
2007. The average delivery price for natural gas in 2008
was $4.60 per Mcf and $4.19 per Mcf for 2007. The
increase in delivery price was due to the implementation
of new rates as part of the 2006 Rate Order.

For further information regarding the terms of the
2006 Rate Order which Central Hudson currently oper-
ates under, see Note 2 - “Regulatory Matters” under the
caption “2006 Rate Order”.

Rate Proceedings - Electric and Natural Gas: For
information regarding Central Hudson’s most recent
electric and natural gas rate proceeding filed with the
PSC in July 2008, see Item 7 - “Management’s Discus-
sion and Analysis of Financial Condition and Results of
Operations” of this 10-K Annual Report under the cap-
tion “Regulatory Matters”.

Cost Adjustment Clauses: For information regarding
Central Hudson’s electric and natural gas cost adjustment
clauses, see Note 1 - “Summary of Significant Account-
ing Policies” under the caption “Rates, Revenues and
Cost Adjustment Clauses.”

Capital Expenditures and Financing

For estimates of future capital expenditures for
Central Hudson, see the subcaption “Anticipated Sources
and Uses of Cash” in Item 7 - “Management’s Discus-
sion and Analysis of Financial Condition and Results of
Operations” of this 10-K Annual Report under the cap-
tion “Capital Resources and Liquidity.”



Central Hudson’s Certificate of Incorporation and its
various debt instruments do not contain any limitations
upon the issuance of authorized, but unissued, Preferred
Stock or unsecured short-term debt.

Central Hudson has in place certain credit facilities
with financial covenants that limit the amount of indebt-
edness Central Hudson may incur. Additionally, Central
Hudson’s ability to issue debt securities is limited by

Purchased Power and Generation Costs

authority granted by the PSC. Central Hudson believes
these limitations will not impair its ability to issue any
or all of the debt described under the subcaption “Fi-
nancing Program” in Item 7 - “Management’s Discus-
sion and Analysis of Financial Condition and Results
of Operations” of this 10-K Annual Report under the
caption “Capital Resources and Liquidity.”

For the year ended December 31, 2008, the sources and related costs of purchased electricity and electric genera-

tion for Central Hudson were as follows:

Aggregate Percentage of Costs in 2008
Sources of Energy Energy Requirements ($000)
Purchased Electricity 98.0% $ 378,357
Hydroelectric and Other 2.0% 69
100.0%
Deferred Electricity Cost (12,599)
Total $ 365,827

Research and Development

Central Hudson is engaged in the conduct and
support of R&D activities, which are focused on the
improvement of existing energy technologies and the
development of new technologies, including renewable
energy sources, for the delivery and use of energy. Central
Hudson’s R&D expenditures were $3.9 million in 2008,
$3.5 million in 2007, and $3.2 million in 2006. These
expenditures were for internal research programs and for
contributions to research administered by NYSERDA,
the Electric Power Research Institute, and other industry
organizations. Recovery of expenditures for R&D is pro-
vided for in Central Hudson’s rates charged to customers
for electric and natural gas delivery service. In addition,
any differences between R&D expense and the rate al-
lowances covering these costs are deferred, pursuant to
PSC authorization, for future recovery from or return to
customers.

Other Central Hudson Matters

Labor Relations: Central Hudson has an agree-
ment with Local 320 of the International Brotherhood
of Electrical Workers for its 523 unionized employees,
representing construction and maintenance employees,
customer service representatives, service workers, and
clerical employees (excluding persons in managerial,
professional, or supervisory positions). This agreement
became effective on May 1, 2008, and remains effec-
tive through April 30, 2011. It provides for an average
annual general wage increase of 3.83% and changes to
fringe benefits.

Subsidiary of Central Hudson - Phoenix Develop-
ment Company, Inc.: Phoenix Development Company,
Inc., a New York corporation, is a wholly owned sub-
sidiary of Central Hudson. Phoenix was incorporated
in 1950 to hold or lease real property for future use by
Central Hudson and to participate in energy-related
ventures. Currently, Phoenix’s assets are not signifi-
cant.

CHEC AND ITS SUBSIDIARIES AND INVESTMENTS

CHEC, a New York corporation, is a wholly owned subsidiary of CH Energy Group. CHEC and its subsidiar-
ies have been engaged in the business of marketing petroleum products and related services to retail and wholesale
customers and providing service and maintenance of energy conservation measures and generation systems for private
businesses, institutions, and government entities. CHEC has also participated in cogeneration, wind generation, bio-
mass energy projects, and alternate fuel and energy production projects in Connecticut, New Jersey, New Hampshire,
New York, and Pennsylvania, and a fuel ethanol production plant in Nebraska. For further discussion of certain of these
energy-related projects, see Note 5 - “Acquisitions and Investments.”

CHEC'’s subsidiaries and investments are shown below. Ownership interests are 100% unless otherwise noted.

o

CH-Community

Cornhusker

Wind Holdings Lyonsdale

50% 12% 5%
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Griffith, a New York Corporation, is an energy
services company engaged in fuel distribution, including
heating oil, gasoline, diesel fuel, kerosene, and propane,
and the installation and maintenance of heating, ventilat-
ing, and air conditioning equipment in Virginia, West
Virginia, Maryland, Delaware, Pennsylvania, Rhode
Island, Washington, D.C., Connecticut, Massachusetts,
New Jersey and New York.

Since being acquired by CHEC in November 2000,
Griffith has acquired the assets of 44 regional fuel oil,
propane, and related services companies.

The number of Griffith employees at December 31,
2008 was 715.

CH-Auburn, a New York limited liability company,
plans to construct and operate a 3-megawatt electric gen-
erating plant that will burn gas derived from wastewater
sludge and a landfill to supply a portion of the energy
needs of the City of Auburn, NY with renewable energy.

Seasonality

A substantial portion of CHEC’s revenues vary
seasonally, as Griffith fuel deliveries are directly related
to use for space heating and are highest during the winter
months.

Competition

CHEC and Griffith participate in competitive indus-
tries that are subject to different risks than those found in
the businesses of the regulated utility, Central Hudson.
As an unregulated competitor in the fuel distribution
business, Griffith faces competition from other fuel dis-
tribution companies and from companies supplying other
fuels for heating, such as natural gas and propane. For a
discussion of Griffith’s operating revenues and operating
income, see the caption “Results of Operations” in Item
7 - “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” of this 10-K An-
nual Report.

ENVIRONMENTAL QUALITY REGULATION

Central Hudson, Griffith, CH-Auburn and Lyons-
dale are subject to regulation by federal, state, and local
authorities with respect to the environmental effects of
their operations. Environmental matters may expose
Central Hudson, Griffith, CH-Auburn and/or Lyonsdale
to potential liability, which, in certain instances, may
be imposed without regard to fault or may be premised
on historical activities that were lawful at the time they
occurred.

Central Hudson, Griffith, CH-Auburn and Lyons-
dale each monitor their activities in order to determine
their impact on the environment and to comply with
applicable environmental laws and regulations.

The principal environmental areas relevant to these
companies (air, water, toxic substances and industrial
and hazardous wastes, other) are described below. Unless
otherwise noted, all required permits and certifications
have been obtained by the applicable company. Manage-
ment believes that each company was in material compli-
ance with these permits and certifications during 2008.

Air Quality: The Clean Air Act Amendments of 1990
address attainment and maintenance of national air qual-
ity standards, including control of particulate emissions
from fossil-fueled electric generating plants and emis-
sions that affect “acid rain” and ozone. The impacted
facilities are listed below. See Note 12 - “Commitments

and Contingencies” under the caption “Environmental
Matters” regarding the investigation by the EPA into the
compliance of a former major Central Hudson generating
asset.

Central Hudson

o The South Cairo and Coxsackie, NY electric
generating facilities have Air State Facility permits
regulating their combustion turbines’ Nitrogen
Oxide emissions.

Lyonsdale

e The Lyonsdale electric generating plant has a Title
V Permit regulating certain gas emissions including
Carbon Monoxide and Nitrogen Oxide.

CH-Auburn

e CH-Auburn has applied for a Title V air permit and
is in the process of modifying the application to
conform with requested changes from the New York
State DEC.

Water Quality: The Clean Water Act addresses the dis-
charge of pollutants into waterways and ground water.

State Pollution Discharge Elimination System Permits
- The following locations have permits regulating pollut-
ant discharges:

Central Hudson
*  Eltings Corners, NY maintenance and warehouse
facility

*  Rifton, NY Training and Recreation Center
*  Kingston, NY District Office

Griffith

*  Bulk storage plants in Frederick, Westminster and
Edgewater, MD

e The customer service office in Cheverly, MD

Lyonsdale
e Lyonsdale electric generating plant

Other Permits and Certifications - Griffith and Lyons-
dale have additional permits and certifications regulating
their water usage and pollutant discharges.

Griffith has General Storm Water Discharge Permits
issued by various states for bulk storage plants in Charle-
stown and Martinsburg, WV, and Winsted, CT.

Lyonsdale has a Great Lakes Water Withdrawal
Certificate allowing water withdrawal from the Moose
River.

Other Requirements - Central Hudson is subject to

drinking water monitoring and reporting requirements at

the following facilities:

*  Eltings Corners, NY maintenance and warehouse
facility

*  Rifton, NY Training and Recreation Center

Toxic Substances and Industrial and Hazardous
Wastes: Central Hudson, Griffith, CH-Auburn and Lyon-
sdale are subject to federal, state and local laws and regu-
lations relating to the use, handling, storage, treatment,
transportation, and disposal of industrial, hazardous, and
toxic wastes. Currently, there are no permit or certifica-
tion requirements for Griffith, CH-Auburn or Lyonsdale.
The Central Hudson permitted facilities and equipment



are noted below. See Note 12 - “Commitments and Con-
tingencies” under the caption “Environmental Matters”
for additional discussion regarding, among other things,
Central Hudson’s former MGP facilities, Little Britain
Road, and Newburgh Consolidated Iron Works.

Central Hudson

e NYS Part 373 Permit Hazardous Waste Storage
Facility at Eltings Corners

e Waste Transportation Permits for certain vehicles

e Petroleum Bulk Storage Certificates for the South
Cairo and Coxsackie combustion turbines and
Catskill, Poughkeepsie, Fishkill, Newburgh, Kings-
ton, Eltings Corners and Standfordville facilities

Other Permits - Lyonsdale also has permits for the use
of wood as fuel and the use of ash as fertilizer.

Environmental Expenditures - 2008 actual and 2009
estimated expenditures attributable in whole or in sub-
stantial part to environmental considerations are detailed
below:
Central Hudson

2008 - $4.9 million

2009 - $6.1 million

Griffith
2008 - $0.2 million
2009 - $0.2 million

CH-Auburn
2008 - not material
2009 - not material

Lyonsdale
2008 - not material
2009 - not material

Central Hudson, Griffith, CH-Auburn and Lyons-
dale are also subject to regulation with respect to other
environmental matters, such as noise levels, protection of
vegetation and wildlife, and limitations on land use, and
are in compliance with regulations in these areas.

Regarding environmental matters, except as de-
scribed in Note 12 - “Commitments and Contingencies”
under the caption “Environmental Matters,” neither CH
Energy Group, Central Hudson, Griffith, CH-Auburn,
nor Lyonsdale are involved as defendants in any material
litigation, administrative proceeding, or investigation
and, to the best of their knowledge, no such matters are
threatened against any of them.

AVAILABLE INFORMATION

CH Energy Group files annual, quarterly, and cur-
rent reports, proxy statements, and other information
with the SEC. Central Hudson files annual, quarterly, and
current reports and other information with the SEC. The
public may read and copy any of the documents each
company files at the SEC’s Public Reference Room at
100 F Street N.E., Room 1580, Washington, D.C. 20549.
The public may obtain information on the operation of
the Public Reference Room by calling the SEC at 1-800-
SEC-0330. SEC filings are also available to the public
from the SEC’s Internet website at www.sec.gov.

CH Energy Group makes available free of charge on
or through its Internet website at www.CHEnergyGroup.
com its proxy statements, annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form
8-K, and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Exchange Act,
as soon as reasonably practicable after it electronically
files such material with, or furnishes it to, the SEC.
Central Hudson’s annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports filed or furnished pursuant
to Section 13(a) or 15(d) of the Exchange Act are also
available on this site. CH Energy Group’s governance
guidelines, Code of Business Conduct and Ethics, and
the charters of its Audit, Compensation, Governance
and Nominating, and Strategy and Finance Committees
are available on CH Energy Group’s Internet website at
www.CHEnergyGroup.com. The governance guidelines,
the Code of Business Conduct and Ethics, and the char-
ters may also be obtained by writing to the Corporate
Secretary, CH Energy Group, Inc., 284 South Avenue,
Poughkeepsie, New York 12601-4839.
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Executive Officers of CH Energy Group
All executive officers of CH Energy Group are elected or appointed annually by its Board of Directors. There are no family

relationships among any of the executive officers of CH Energy Group or its subsidiaries. The names of the current executive

officers of CH Energy Group, their positions held and business experience during the past five years, and ages (at December 31,

2008) are as follows:

Executive Officers Age  Current and Prior Positions Date Commenced
CH Energy Central Hudson CHEC
Group
Steven V. Lant 51 Chairman of the Board April 2004 May 2004 May 2004
Chief Executive Officer July 2003 July 2003 July 2003
President July 2003 July 2003
Director February 2002 December 1999 December 1999
Carl E. Meyer 61 President December 1999
Director December 1999
Chief Operating Officer December 1999
Executive Vice President November 1999
Joseph J. DeVirgilio, Jr. 57 Director March 2005 April 2003
Executive Vice President
Corporate Services
& Administration January 2005 January 2005
Executive Vice President January 2003
Senior Vice President October 2002 October 2002
Senior Vice President
Corporate Services
& Administration November 1998
Christopher M. Capone 46 Executive Vice President December 2006
Director March 2005
Chief Financial Officer September 2003 September 2003 September 2003
Treasurer April 2003 June 2001 April 2003
Charles A. Freni, Jr. 49 Senior Vice President
Customer Services January 2005
Vice President
Customer Services February 2004
Vice President
Engineering &
Environmental Affairs November 2000
Denise D. VanBuren 47 Vice President
Public Affairs &
Energy Efficiency August 2007 August 2007
Vice President
Corporate Communications
& Community Relations November 2000 November 2000
Kimberly J. Wright 41 Vice President
Accounting & Controller May 2008
Controller October 2006
W. Randolph Groft 47 Executive Vice President January 2003

Director

January 2003



ITEM 1A Risk FACTORS

Storms and Other Events Beyond
Central Hudson’s and Griffith’s Control
May Interfere With Their Operations

Description and Sources of Risk: In order to
conduct their businesses, (1) Central Hudson must have
access to natural gas and electric supplies and be able to
utilize its electric and natural gas infrastructure, and (2)
Griffith needs access to petroleum supplies from storage
facilities in its service territories. Central Hudson has
designed its electric and natural gas and pipeline systems
to serve customers under various contingencies in ac-
cordance with good utility practice.

However, any one or more of the following could
impact either or both of the companies’ ability to access
supplies and/or utilize critical facilities:

o Storms, natural disasters, wars, terrorist acts, failure
of major equipment and other catastrophic events
occurring both within and outside Central Hudson’s
and Griffith’s service territories.

e Unfavorable developments in the world oil markets

could impact Griffith.

e Third-party facility owner or supplier financial
distress.

e Unfavorable governmental actions or judicial
orders.

e Bulk power system and gas transmission pipeline
system capacity constraints could impact Central
Hudson.

Potential Impacts: The companies could experi-
ence service disruptions leading to lower earnings and/
or reduced cash flows if the situation is not resolved in a
timely manner or the financial impacts of restoration are
not alleviated through insurance policies, regulated rate
recovery for Central Hudson or higher sales prices for
Griffith.

Unusual Temperatures in Central
Hudson and Griffith’s Service
Territories Could Adversely Impact
Earnings

Central Hudson’s Rates Limit its Ability to
Recover Increased Costs from its
Customers; If Central Hudson’s Sales Are
Below Levels Reflected in its Rates or Its
Rates Are Modified by State Regulatory
Authorities, Central Hudson’s Earnings and
Cash Flows May Be Lower Than Expected

Description and Sources of Risk: Central Hud-

son’s retail rates are regulated by the PSC. Rates gener-
ally may not be changed during their respective terms.
Therefore, rates cannot be modified for lower sales vol-
umes and/or higher expenses than those assumed in the
current rates, absent circumstances such as an increase in
expenses that meet the PSC’s threshold requirements for
filing for approval of deferral accounting.

The following could unfavorably impact

Central Hudson’s financial results:

Lower sales than forecasted in the current rate
agreement. Lower sales can occur, for example, as
a result of changes in usage patterns driven by cus-
tomer responses to product prices, customer use of
distributed generation, economic conditions, energy
efficiency programs, or due to the loss of major
customers or addition of fewer new customers than
the levels reflected in the current rates.

Higher expenses, including carrying costs on capital
invested, than reflected in current rates. Higher ex-
penses could result from, among other things, storm
restoration expense, or other expense components
such as labor, health care benefits or higher levels of
uncollectible receivables from customers.

Higher electric and natural gas capital project costs
resulting from escalation of material and equipment
prices, as well as potential delays in the siting and
legislative and/or regulatory approval requirements
associated with these projects.

A determination by the PSC that the cost to place a
project in service is above a level which is deemed
prudent.

Penalties imposed by the PSC for the failure to
achieve performance metrics established in rate
proceedings.

Potential Impacts: Central Hudson could have
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lower earnings and/or reduced cash flows if cost manage-
ment and/or regulatory relief are not sufficient to allevi-
ate the impact of such lower sales and/or higher costs.

Description and Sources of Risk: Central Hud-
son’s service territory is the Mid-Hudson Valley region
of New York State. Griffith serves the Mid-Atlantic re-
gion and northeastern United States. These areas experi-
ence seasonal fluctuations in temperature. A considerable
portion of Central Hudson’s and Griffith’s earnings is
derived directly or indirectly from the weather-sensitive
end uses of space heating and air conditioning. As a
result, sales volumes fluctuate and vary from normal
expected levels based on variations in weather from his-
torically normal seasonal levels. Such variations could
significantly reduce sales volumes.

Additional Information: See Note 2 - “Regulatory
Matters” of this 10-K Annual Report.

Potential Impacts: The companies could experi-
ence lower delivery volumes in periods of mild weather,
leading to lower earnings and reduced cash flows.



24

Central Hudson Is Subject to Risks
Relating to Asbestos Litigation and
Manufactured Gas Plant Facilities

Description and Sources of Risk: Litigation has
been commenced by third parties against Central Hudson
arising from the use of asbestos at certain of its previ-
ously owned electric generating stations, and Central
Hudson is involved in a number of matters arising from
contamination at former MGP sites.

Potential Impacts: To the extent not covered by
insurance or recovered through rates, court decisions and
settlements resulting from this litigation could reduce
earnings and cash flows.

Additional Information: See Note 12 - “Commit-
ments and Contingencies” and in particular the subcap-
tions in Note 12 regarding “Asbestos Litigation” and
“Former Manufactured Gas Plant Facilities” under the
caption “Environmental Matters.”

Griffith’s Ability to Attract New
Customers, Retain Existing
Customers, Maintain Sales Volumes,
and Maintain Margins

Description and Sources of Risk: Griffith’s man-
agement believes that lower sales can occur for various
reasons, including the following:

e Changes in customers’ usage patterns driven by
customer responses to product prices,

3 Economic conditions,

e Energy efficiency programs, and/or

e The loss of major customers, the loss of a large
number of customers, or the addition of fewer new
customers than expected.

Griffith’s management also believes that unfavor-
able activity in the domestic and/or foreign markets
resulting in significant volatility in wholesale oil prices
could negatively impact margins and/or cause current
and/or prospective full service customers to decide to
purchase fuel from discount distributors.

Potential Impacts: Any one or more of the follow-
ing could result from these events:

e An adverse impact on Griffith’s ability to attract
new full service residential customers and, to a
lesser extent, retain existing full service residential
customers resulting in lower earnings and reduced
cash flows.

e Further sales volume reductions, and/or compressed
margins resulting in lower earnings and reduced
cash flows.

These events could materially reduce profitability
and cash flow which could, in turn, lead to an impair-
ment of Griffith’s goodwill.

Additionally, if customer attrition were to accelerate
significantly, the value of Griffith’s customer relation-
ships could be impaired or subject to faster amortization.

The Profitability of CHEC’s Investments
in Ethanol Projects May Be Adversely
Impacted by Commodity Price Changes
or the Lack of Capital Available to
Project Developers to Complete New
Projects

Description and Sources of Risk: CHEC’s man-
agement believes that increases in wholesale corn prices
and/or natural gas prices and/or decreases in ethanol
prices and/or distillers grains are caused by a variety of
factors, including, but not limited to the following:

e Actions by the federal government that reduce the
demand for, or increase the supply of, ethanol.
Such actions could include, but are not limited to, a
reduction in the required level of ethanol blending,
decreases in tax credits to refiners and/or reductions
in tariffs on imported ethanol.

e Imbalances in the supply of and demand for corn.
This could be caused by, among other things (1)
drought or other acts of nature, (2) increased con-
struction of new ethanol production facilities, (3)
governmental actions that discourage raising corn
for use in ethanol production (such as providing tax
credits for corn grown for human consumption) or
(4) changes in agricultural markets, technology or
regulations.

e Volatility in domestic and/or foreign markets.

Potential Impacts: Prolonged periods of high corn
and/or natural gas prices and/or depressed ethanol and/or
distillers grain prices could result in reduced net margins
and have a material adverse impact on the earnings of
Cornhusker Holdings that could, in turn, lead to an im-
pairment of CHEC’s investment in the company.

Additionally, the adverse conditions described
above could reduce cash flows of Cornhusker Hold-
ings which, in turn, could lead to loan defaults. CHEC
holds subordinated notes totaling $9.5 million, including
interest, and has an equity investment of $3.0 million in
Cornhusker as of December 31, 2008. CHEC also has
an outstanding loan to Buckeye Biopower, LLC in the
amount of $1.2 million for the development of a 110 mil-
lion gallon per year corn ethanol plant. The above market
forces could lead to a loan default. Loan defaults could
adversely impact CHEC’s level of investments, cash
flows or future earnings.

ITEM 1B UNRESOLVED STAFFE
COMMENTS

None.



ITEM 2 PROPERTIES

CH Energy Group has no significant properties other than those of Central Hudson and CHEC.

CENTRAL HUDSON
Electric: Central Hudson owns hydroelectric and gas turbine generating facilities as described below.
Type of Electric Year Placed in
Generating Plant Service/Rehabilitated MW?#* Net Capability
Hydroelectric (3 stations) 1920-1986 23.0
Gas turbine (2 stations) 1969-1970 46.0

Total

69.0

* Reflects maximum one-hour net capability (winter rating as of December 31, 2008) of Central Hudson’s electric generating plants

and therefore does not include firm purchases or sales.

Central Hudson owns substations having an aggre-
gate transformer capacity of 5.3 million kilovolt amps.
Central Hudson’s electric transmission system consists
of 629 pole miles of line. The electric distribution system
consists of 8,078 pole miles of overhead lines and 1,371
trench miles of underground lines, as well as customer
service lines and meters.

Electric Load and Capacity: Central Hudson’s
maximum one-hour demand for electricity within its own
territory for the year ended December 31, 2008 occurred
on June 10, 2008 and amounted to 1,187 MW. Central
Hudson’s maximum one-hour demand for electricity
within its own territory for that part of the 2008-2009
winter capability period through January 15, 2009, oc-
curred on December 11, 2008 and amounted to 911 MW.

Central Hudson owns minimal generating capacity
and relies on purchased capacity and energy from third-
party providers to meet the demands of its full service
customers. For more information, see Note 12 - “Com-
mitments and Contingencies.”

Natural Gas: Central Hudson’s natural gas system
consists of 163 miles of transmission pipelines and
1,163 miles of distribution pipelines, as well as customer
service lines and meters. For the year ended December
31, 2008, the total amount of natural gas purchased by
Central Hudson from all sources was 11,846,829 Mcf.
Central Hudson owns two propane-air mixing facilities
for emergency and peak-shaving purposes, one located
in Poughkeepsie, New York, and the other in Newburgh,
New York. These facilities, in aggregate, are capable
of supplying 8,000 Mcf per day with propane storage
capability adequate to provide maximum facility output
for up to six consecutive days.

The peak daily demand for natural gas of Central
Hudson’s customers for the year ended December 31,
2008, and for that part of the 2008-2009 heating season
through January 18, 2009, occurred on January 16, 2009
and amounted to 112,826 Mcf. Central Hudson’s firm
peak day natural gas capability in the 2008-2009 heating
season was 143,110 Mcf, which excludes approximately
6,000 Mcf of transport customer deliveries.

Other Central Hudson Matters: Central Hudson’s
corporate headquarters is located in Poughkeepsie, New
York. Central Hudson’s electric generating plants and
important property units are generally held by it in fee
simple, except for certain ROW and a portion of the
property used in connection with hydroelectric plants
consisting of flowage or other riparian rights. Certain of
the Central Hudson properties are subject to ROW and

easements that do not interfere with Central Hudson’s
operations. In the case of certain distribution lines, Central
Hudson owns only a partial interest in the poles upon
which its wires are installed and the remaining interest is
owned by various telecommunications companies. In addi-
tion, certain electric and natural gas transmission facilities
owned by others are used by Central Hudson under long-
term contracts.

During the three-year period ended December 31,
2008, Central Hudson made gross property additions of
$245.3 million and property retirements and adjustments
of $42.1 million, resulting in a net increase (including
Construction Work in Progress) in gross utility plant of
$203.2 million, or 18%.

CHEC

As of December 31, 2008, Griffith owned or leased
several office, warehouse, and bulk petroleum storage
facilities. These facilities are located in Connecticut, Dela-
ware, Maryland, Pennsylvania, Rhode Island, Virginia,
and West Virginia. The bulk petroleum storage facilities
have capacities from 60,000 gallons up to in excess of 1.2
million gallons. Griffith’s corporate headquarters is located
in Columbia, Maryland.

As of December 31, 2008, CHEC owned a 100%
interest in CH-Auburn, a 75% interest in Lyonsdale, a
minority interest in Cornhusker Holdings and a 50% own-
ership interest in CH-Community Wind.

ITEM 3 LEGAL PROCEEDINGS

For information about developments regarding cer-
tain legal proceedings, see Note 12 - “Commitments and
Contingencies” of this 10-K Annual Report.

CENTRAL HUDSON
Former Manufactured Gas Plant Facilities
Little Britain Road
Newburgh Consolidated Iron Works
Asbestos Litigation

ITEM 4 SusmissioN OF MATTERS
To A Vore OF SECURITY HOLDERS
There were no matters submitted to a vote of security

holders during the fourth quarter of the fiscal year ended
December 31, 2008.
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ITEM 5 MARkeT FOrR CH ENErRGY GrROUP'Ss CoMMON EQuITY,
RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES
Or EQuITY SECURITIES

For information regarding the market for CH Energy Group’s Common Stock and related stockholder matters, see
Item 7 - “Management’s Discussion and Analysis of Financial Condition and Results of Operations” of this 10-K An-
nual Report under the captions “Capital Resources and Liquidity - Financing Program” and “Common Stock Dividends
and Price Ranges” and Note 8 - “Capitalization - Common and Preferred Stock.”

Under applicable statutes and their respective Certificates of Incorporation, CH Energy Group may pay dividends
on shares of its Common Stock and Central Hudson may pay dividends on its Common Stock and its Preferred Stock,
in each case only out of surplus.

The line graph set forth below provides a comparison of CH Energy Group’s cumulative total shareholder return
on its Common Stock with the Standard and Poor’s 500 Index (“S&P 5007) and with the Edison Electric Institute
Index, (the “EEI Index”) as a Corporation-determined peer comparison, which consists of a combination of natural gas
and electric investor-owned utilities. Shareholder return is the sum of the dividends paid and the change in the market
price of stock.

parison of Cumulative Five Year Total Return
. CH Energy Group Inc.
. EEI Index
B ey =
O \_//. S & P 500 Index
B O
1 1 1 1 1 J
2003 2004 2005 2006 2007 2008
Base INDEXED RETURNS
Period Years Ending
Dec Dec Dec Dec Dec Dec
Company / Index 2003 2004 2005 2006 2007 2008
CH Energy Group, Inc. $ 100 $ 107.43 $ 107.50 $ 12921 $ 114.05 $ 139.29
S&P 500 Index $ 100 $ 110.88 $ 116.33 $ 13470 $ 142.10 $ 89.53
EEI Index $ 100 $ 122.84 $ 142.56 $ 172.14 $ 200.65 $ 148.68



ITEM 6 SerLecTED FINANCIAL DATA OF CH ENERGY GROUP AND ITS SUBSIDIARIES
FIVE-YEAR SUMMARY OF CONSOLIDATED OPERATIONS AND SELECTED FINANCIAL DATA*

CH ENERGY GROUP

(In Thousands, except per share data)

2008 2007 2006 2005 2004

Operating Revenues

Electric . ..o o $ 608,161 $ 616,839 $ 503,908 $ 520,994 $ 430,575

Natural Gas ... ..ottt 189,546 165,449 155,272 155,602 125,230

Competitive business subsidiaries . ..................... 535,144 414.469 334,253 295910 235.707

Total ... 1,332,851 1,196,757 993,433 972,506 791,512

Operating Income . .. ........ . . i 78,706 79,268 77,480 79,025 75,133
Cumulative Preferred Stock dividends of Subsidiary ......... 970 970 970 970 970
Income from continuing operations . ...................... 35,081 42,636 43,084 44,291 42,423
NetIncome ... ... 35,081 42,636 43,084 44,291 42,423
Dividends Declared on Common Stock .. .................. 34,086 34,052 34,046 34,046 34,046
Change in Retained Earnings . ........... ... .. .. .. ..... 995 8,584 9,038 10,245 8,377
Retained Earnings - beginningof year . . ................... 215,639 207,055 198,017 187,772 179,395
Retained Earnings -end of year . . ........................ $ 216,634 $ 215,639 $ 207,055 $ 198,017 $ 187,772
Common Stock

Average shares outstanding - basic ..................... 15,768 15,762 15,762 15,762 15,762

Average shares outstanding - diluted ................... 15,805 15,779 15,779 15,767 15,771

Earnings per share on average shares outstanding - basic . . . . $ 222 $ 2.70 $ 273 $ 2.8l $ 2.69

Earnings per share on average shares outstanding - diluted . . $ 222 $ 2.70 $ 273 $ 2.8l $ 2.69

Dividends declared pershare . .. ....................... $ 2.16 $ 2.16 $ 2.16 $ 2.16 $ 2.16

Book value per share (at year-end) ..................... $ 33.17 $33.19 $ 32.54 $31.97 $ 31.31
Total Assets (at year-end) ...............cviiniinenn... $ 1,730,183 $1,494,748 $ 1,460,532 $ 1,384,280 $ 1,287,807
Long-term Debt (at year-end)** ........ ... ... ... ... ..... 413,894 403,892 337,889 343,886 319,883
Cumulative Preferred Stock (at year-end) .................. 21,027 21,027 21,027 21,027 21,030
Common Shareholders’ Equity (at year-end) ............... 523,534 523,148 512,862 503,833 493,465
CENTRAL HUDSON
(In Thousands)
Operating Revenues

Electric . ... oo $ 608,161 $ 616,839 $ 503,908 $ 520,994 $ 430,575

Natural Gas .. ..ooiin i 189,546 165,449 155,272 155,602 125,230

Total ... o 797,707 782,288 659,180 676,596 555,805

Operating Income . .. ... . i 67,344 71,406 70,956 70,791 68,293
NetInCome . . ..ot 27,238 33,436 34,871 35,635 38,648
Dividends Declared on Cumulative Preferred Stock . ......... 970 970 970 970 970
Income Available for Common Stock ..................... 26,268 32,466 33,901 34,665 37,678
Dividends Declared to Parent - CH Energy Group ........... - 8,500 8,500 17,000 25,500
Change in Retained Earnings . .. ......................... 26,268 23,966 25,401 17,665 12,178
Retained Earnings - beginningof year..................... 92,676 68,710 43,309 25,644 13,466
Retained Earnings -end of year .. ....... ... ... ... ... ..... $ 118944 § 92,676 $ 68,710 $ 43,309 $§ 25,644
Total Assets (atyear-end) .. ...........ccoiiiiieiann... $ 1,492,196 $1,252,694 $ 1,215,823 $ 1,126,106 $ 1,029,442
Long-term Debt (at year-end)*™* .. ... ... .. ... .. ... ... 413,894 403,892 337,889 343,886 319,883
Cumulative Preferred Stock (at year-end) .................. 21,027 21,027 21,027 21,027 21,030
Common Shareholder’s Equity (at year-end) ............... 373,274 347,006 323,040 297,639 279,974

*  This summary should be read in conjunction with the Consolidated Financial Statements and Notes thereto included in Item 8- “Financial

Statements and Supplementary Data” of this 10-K Annual Report.
** Net of current maturities of long-term debt.

For additional information related to the impact of acquisitions and dispositions on the above, this summary should be read in conjunction
with Item 7 - “Management Discussion and Analysis of Financial Condition and Results of Operations” of this 10-K Annual Report and
Note 5 - “Acquisitions and Investments “ of Item 8 - “Financial Statements and Supplementary Data” of this 10-K Annual Report.

27



28

ITEM 7 MANAGEMENT'S DiscussioN AND ANALYsIs OF FINANCIAL
ConprtioN AND Resurts OF OPERATIONS

INTRODUCTION

The following Management’s Discussion and Anal-
ysis of Financial Condition and Results of Operations is
intended to help the reader understand CH Energy Group
and Central Hudson.

Please note that the Executive Summary (below) is
provided as a supplement to, and should be read together
with, the remainder of this Item 7 - “Management’s Dis-
cussion and Analysis of Financial Condition and Results
of Operations,” the Consolidated Financial Statements,
including the Notes thereto, and the other information
included in this 10-K Annual Report.

EXECUTIVE SUMMARY

Business Overview
CH Energy Group is a holding company with four busi-
ness units:

Business Segments

Central Hudson’s regulated electric utility business;
Central Hudson’s regulated natural gas utility busi-
ness;

3.  Griffith’s fuel distribution business; and

N o=

Other Businesses and Investments

4. CHEC’s investments in renewable energy supply,
ethanol production, energy efficiency, an energy
sector venture capital fund, and the holding com-
pany’s earnings, which consist primarily of inter-
company interest income.

A breakdown by segment of CH Energy Group’s operating revenues of $1,333 million and $1,197 million for the
years ended December 31, 2008 and 2007, respectively, is illustrated below.

CH Energy Group 2008 and 2007 Revenue by Segment

60 -
52%

50 [46%

20 14% 14%
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% of Total CH Energy Group Revenue

39%

33%

1% 1%

Central Hudson Central Hudson
Electric* Natural Gas*

Griffith Other Businesses

and Investments

* A portion of the electric and natural gas revenues above represent amounts collected from customers for the recovery of purchased
electric and natural gas costs and therefore have no material impact on net income. A breakout of these components is as follows:
Electric 2008: 28% cost recovery revenues + 18% other revenues = 46%
Electric 2007: 32% cost recovery revenues + 20% other revenues = 52%
Natural gas 2008: 10% cost recovery revenues + 4% other revenues = 14%
Natural gas 2007: 9% cost recovery revenues + 5% other revenues = 14%



A breakdown by segment of CH Energy Group’s net income of $35 million and $43 million for the years ended
December 31, 2008 and 2007, respectively, is illustrated below.
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A breakdown by segment of CH Energy Group’s total assets of $1,730 million as of December 31, 2008 is illus-
trated below.

62%

CH Energy Group Assets at December 31, 2008 by Segment

3%

12%

23%

. Central Hudson Electric

Central Hudson Natural Gas

Griffith

Other Businesses and
Investments

As the graphs above indicate, CH Energy Group is comprised of 85% electric and natural gas assets which are sub-
ject to regulation by the PSC (as discussed in more detail below) and 15% non-regulated assets. The corresponding net
income profile is 75% regulated electric and natural gas and 25% non-regulated businesses. The large relative propor-
tion of the regulated utility business is supportive of stability of earnings. CH Energy Group believes that this business
profile appeals to the risk appetite and return expectations of its shareholder base.
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CH Energy Group’s objective is to deliver value to
its shareholders through current income, in the form of
quarterly dividend payments, and share price apprecia-
tion over time, which should result from earnings growth
over the long-term. CH Energy Group seeks to employ
its resources in a manner that supports this objective. The
Company regularly considers a range of strategies that
include: merger and acquisition opportunities, alternative
financial structures, operating efficiency improvements,
allocation of capital between business units, entry into
new lines of business, and divesting existing lines of
business. The mix of strategies or relative emphasis on
each strategy evolves over time, based on the circum-
stances the Company faces and the expected contribution
each strategy can make to shareholder value.

Over the past year, the Company has shifted its
targeted business profile more toward investing in the
regulated electric and natural gas businesses of Central
Hudson. In the second quarter of 2008, acquisitions
by Griffith were suspended pending completion of a
strategic review that evaluates (1) the appropriate size
of Griffith in CH Energy Group’s portfolio, (2) the
future attractiveness of Griffith’s product lines, and (3)
the markets in which Griffith currently does business.
Concurrently, Central Hudson has pursued additional op-
portunities for investment in its infrastructure, as well as
expanded opportunities in electric and gas transmission,
renewable energy production and energy efficiency ser-
vices. Additional investments by CHEC in unregulated
businesses are currently being pursued, with a heightened
focus on investments with stable and predictable income
streams and cash flow. Based on current market condi-
tions, the Company does not expect to invest in new
ethanol projects.

CH Energy Group believes managing risk is another
important component of its strategy to deliver value to
shareholders, and emphasizes earnings and cash flow
stability, creditworthiness, and access to liquidity as
fundamentals of long-term success. As we discuss in
further detail in the section on Capital Resources and
Liquidity, CH Energy Group is carefully evaluating the
introduction of long-term debt at the holding company
level as a source of capital to meet its financing needs in
2009. Currently, there is no long-term debt outstanding
at CHEC or at the CH Energy Group holding company
level. With the continued growth of Central Hudson and
with success in developing new opportunities at CHEC,
it may also be appropriate at some point in the next few
years to issue additional shares of common equity as part
of the Company’s financing program. While this may
be appropriate and desirable, CH Energy Group will
also consider selling assets in its portfolio to raise cash
and avoid, reduce, or postpone an issuance of additional
shares of common stock.

Central Hudson
Business Overview and Source of Earnings

Central Hudson delivers electricity and natural gas
to approximately 300,000 electric customers and 74,000
natural gas customers in a defined service territory in the
Mid-Hudson Valley region of New York State.

The rates Central Hudson charges its customers
are set by the PSC. These rates are designed to recover
the cost of providing safe and reliable service to Central
Hudson’s customers and to provide a fair and reasonable
return on the capital invested by shareholders.

Central Hudson’s earnings are derived primarily
from the revenue it generates from delivering energy to
its customers. Central Hudson also procures supplies of
electricity and natural gas for customers who have not
chosen to utilize an independent third party supplier. The
PSC has authorized Central Hudson to recover the costs
of the electric and gas commodities from customers,
without earning a profit on the commodity costs.

Strategic Overview

Central Hudson’s Management seeks to increase
shareholder value through obtaining current recovery of
its costs of doing business, increasing its rate base, and
obtaining an allowed Return on Equity (“ROE”) that
provides a fair and reasonable return for providers of
equity capital. Management is committed to providing
safe and reliable service, to customer satisfaction, and
to promoting positive customer and regulatory relations;
Management believes these commitments are important
in its efforts to obtain full cost recovery and reasonable
returns for shareholders. Management’s strategies include
effectively managing costs, requesting rate increases
to align the revenues from customers with the cost of
providing service, and investing in its energy delivery
infrastructure.

Cost Management

Central Hudson’s business requires a large skilled
labor force. During 2008, total payroll expense constitut-
ed 11.6% of its total operating expenses (or 35.6% of its
operating expenses, excluding commodity costs). As the
largest component of Central Hudson’s non-commodity
operating expenses, control over labor-related costs is a
critical objective.

In May 2008, Central Hudson completed labor
negotiations with IBEW, Local 320 on a new three-year
agreement that continues through April 30, 2011. Central
Hudson negotiated changes to benefit programs which
are intended to increase employees’ participation in
contributing toward future health care cost escalation and
reduce the growth in defined benefit plan liabilities going
forward. Similar cost controls were also implemented for
management employees in 2008. These changes lowered
expenses for 2008 and the future.

Rate Relief

During 2008, Central Hudson experienced signifi-
cantly lower sales volumes than those anticipated in
the Company’s current delivery rates, particularly with
respect to natural gas. Management believes this was
driven by the overall deterioration of the economy during
2008 and by customers conserving energy in response to
the volatility of energy prices. Given the high fixed-cost
nature of Central Hudson’s business, Management is
limited in its ability to significantly offset the impact
of these lower sales volumes through cost reductions.
Higher energy costs and the weak economy have also
affected our customers’ ability to pay their bills, resulting
in higher bad debt expense.

Central Hudson’s lower sales levels, higher bad debt
expense, and declining levels of ROE allowed by the
PSC (from 10.6% to 9.6% over 12 years and 3 rate cases)
reduced Central Hudson’s earnings in 2008 and 2007. In
2008, Central Hudson’s actual 2008 ROE was 6.6%; sig-
nificantly lower than both its 2007 ROE of 8.1%, and its
9.6% allowed ROE. This decline occurred despite growth
of 0.9% in its customer base and 7.5% in its rate base.



As a result of the factors driving the lower earnings,
Management concluded that filing for a rate increase
was necessary for achieving satisfactory improvement in
Central Hudson’s earnings and align delivery revenues
with the cost of providing service. Central Hudson re-
quested an increase in its electric and natural gas delivery
rates in order to align the rates with the lower projected
sales volumes and the projected costs of providing elec-
tric and gas service to our customers.

The filing includes a proposal to implement revenue
decoupling mechanisms (“RDM?”) for electric and gas
delivery revenues, which are intended to eliminate the
disincentive to provide energy efficiency associated
with the current delivery rate structure. An RDM is a
fundamental change in the way Central Hudson’s rates
are structured because it breaks the link between sales
volumes and earnings; it establishes rates based on the
revenues necessary to cover the fixed costs to operate and
maintain the system and to provide reasonable returns on
shareholders’ investments through periodic adjustments

(up or down) to delivery rates. The filing also includes a
number of energy efficiency programs that are designed
to reduce customers’ energy usage and provide additional
earnings for shareholders.

In an effort to reduce the impact of the rate increase
on customers, Central Hudson proposed to reduce the
rate increase by 60% by using a portion of the liabilities
Central Hudson owes its customers as a credit to their
electric bills. Management was also able to reduce the
amount of the increase it requested as a result of savings
from operating efficiencies and the significant reductions
in benefit costs discussed above that resulted from Cen-
tral Hudson’s successful efforts to restructure compensa-
tion and benefits to align with the market.

A summary of the most significant aspects of the
requested rate increase are shown in the table below.

The table also includes the amounts reflected in Central
Hudson’s current rates as well as the recommendations
from the PSC Staff.

Common Equity Ratio Allowed ROE Revenue Increase
2006 Rate Order 45-47% 9.6%
Company Request 48% 10.25% $50.1
PSC Staff Recommendation 45% 9.45% $23.7

A PSC Order establishing new rates will not take
effect until July 2009. No prediction can be made as to
the final outcome of the rate filing. While new rates could
contribute to improved earnings for the second half of
2009, economic conditions and a continued shortfall in
energy usage per customer relative to the sales levels
reflected in its current rates will create a challenging
earnings environment for Central Hudson during the first
half of 2009.

Rate Base Growth

Management continually pursues opportunities to
increase its rate base to support earnings growth. Man-
agement anticipates considerable change in energy policy
at both the federal and state levels during 2009. Attempts
by government to stimulate the economy by funding or
incenting infrastructure investment, as well as efforts to
increase energy efficiency and the proportion of electric
generation from renewable sources are potential sources
of opportunity for Central Hudson.

Central Hudson is actively engaged in the New York
State energy planning process with the goal of achieving
political and regulatory support for improving the state’s
energy delivery infrastructure. One of Central Hudson’s
actions in this regard is its lead role among the New York
state transmission owners in planning the enhancement of
the state’s bulk transmission system. The current system
needs to be modernized and expanded, which will require
significant investments for many years.

Central Hudson is also seeking to increase utility
involvement in energy efficiency and renewable electric-
ity production. Specifically, Central Hudson is seek-
ing authorization for regulated utilities to own electric
generation facilities powered by renewable resources.
Such investments would increase the rate base upon
which shareholders earn a return. As discussed in more

detail under “Regulatory Matters,” Central Hudson is
actively involved in the state’s efforts to increase energy
efficiency, and the PSC has recently authorized Central
Hudson to implement two of its programs proposed in
the energy efficiency proceeding discussed under “Regu-
latory Matters.” These programs provide the opportunity
to earn $1.8 million of pre-tax incentives over the next
three years, but also subject Central Hudson to possible
penalties for non-performance of approximately the same
amount.

These opportunities, while long term in nature, rep-
resent an important avenue for Central Hudson to expand
its scale and scope. Central Hudson’s familiarity with
its customers’ energy needs and behaviors, along with
its long-established experience at building, owning, and
operating electric generation plants uniquely positions
it to add value for shareholders and customers through
proactive participation in these areas.

Access to Capital

The capital intensive nature of Central Hudson’s
business and its obligation to serve all customers in
its franchise area require continuous access to capital
on reasonable terms. Central Hudson has historically
maintained a strong capital structure and access to capital
through committed and uncommitted lines of credit.
During 2008, Central Hudson was able to access both
its $125 million committed credit and its uncommitted
credit lines at reasonable interest rates, despite the dif-
ficult market conditions prevalent during 2008. Access
to capital remains a vital component of Central Hudson’s
long-term strategy to invest in its energy delivery infra-
structure and achieve rate base growth. Central Hudson’s
strategy is intended to serve customer needs and provide
opportunities for increasing earnings for shareholders.
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Griffith
Business Overview and Source of Earnings

Griffith provides petroleum products and services
to approximately 111,000 customers in a market area
comprised primarily of parts of Connecticut, Delaware,
Washington, D.C., Maryland, Massachusetts, New
Jersey, New York, Pennsylvania, Rhode Island, Virginia,
and West Virginia. Griffith’s revenues, cash flows, and
earnings are derived from the sale and delivery of heating

oil, gasoline, diesel fuel, kerosene, and propane and from
the installation and maintenance of heating, ventilating,
and air conditioning equipment.

Below is a breakdown of Griffith’s gross profit of
$94 million and $78 million by petroleum product and
by service and installations for the years ended Decem-
ber 31, 2008 and 2007, respectively.

Griffith 2008 and 2007 Gross Profit by Product & Service Line
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Strategic Overview

Griffith’s Management seeks to increase shareholder
value primarily through increased earnings as a result of
continued improvements in operations and by providing
its free cash flow to CH Energy Group. Management’s
strategies to achieve these goals include effectively man-
aging costs and expanding margins.

Earnings and Cash Flow
2008 Results

Griffith experienced a challenging year in 2008 but
was able to achieve an increase in earnings of 30%, con-
tributing $0.26 to CH Energy Group’s earnings, despite
difficult circumstances. During the first three quarters of
the year, rapidly rising wholesale prices drove customer
conservation beyond what was anticipated, and contrib-
uted to higher costs associated with customers not being
able to pay their bills. During the fourth quarter, rapidly
falling wholesale prices allowed for a recovery in mar-
gins, which combined with significant cost reductions,
resulted in improved profitability by year end.

Griffith’s acquisition program contributed favorably
to 2007 earnings and increased Griffith’s customer base.
Management suspended this strategy in 2008 in response
to the unprecedented oil market volatility, as well as the
impact of the economy on both customers’ use and their
ability to pay.

In 2008, Griffith successfully reduced its exposure
to fixed and capped price marketing programs to reduce
the negative impact on margins due to higher hedging
costs. To achieve this, Griffith restructured its pricing
programs to encourage customers to select variable
pricing instead of fixed price contracts. This provided
Griffith with more flexibility to adjust to changes in

market prices, reducing its total hedging costs.

Griffith’s Management also identified significant
cost reductions and implemented operational efficiencies,
which increased margins and reduced the Company’s
cost structure.

Looking Forward

Management believes that, at the appropriate size
relative to CH Energy Group’s portfolio, Griffith’s strong
brand name, effective cost management practices, and
reputation for high quality, dependable service, position
it well for future contributions to CH Energy Group’s
earnings and cash flows.

Management is reviewing the appropriate size of
Griffith in CH Energy Group’s portfolio in light of recent
energy price volatility and changes in customer behav-
ior and evaluating each of its products and markets to
determine those that Management believes will support
the overall shareholder objectives.

Other Businesses and Investments
Business Overview and Source of Earnings

In addition to Griffith, CHEC derives earnings
through investments in renewable energy supply, ethanol
production, energy efficiency, and an energy sector
venture capital fund. This business unit also includes the
holding company’s earnings which consist primarily of
inter-company interest income.

Strategic Overview

CHEC'’s investment objectives are to increase earn-
ings and cash flow with a heightened focus on invest-
ments with stable and predictable income streams and
cash flows. From a portfolio perspective, Management



seeks to limit earnings and cash flow volatility through
diversification of its investments. The renewable energy
markets provide opportunities that fit well with the
Company’s objectives. A summary of CHEC’s current
investments is provided below.

Managing Current Investments

During 2008, CHEC’s investments contributed $0.15
to CH Energy Group’s earnings per share and provided
cash flow of $2.4 million before any dividend payments
made to CH Energy Group.

Biomass and Wind

During 2008, CHEC’s biomass and wind projects
performed well, improving their operating efficiency, as
well as their earnings and cash flow contributions. CHEC
continues to seek new biomass investments that will
generate cash flow.

Ethanol

CHEC'’s ethanol projects were challenged by
unprecedented high corn prices in 2008; never-the-less,
corn prices fell significantly in the later part of the year.
Consequently, Cornhusker contributed positively to earn-
ings in 2008, but at a lower level than in 2007.

Increased demand for ethanol under the Energy
Independence and Security Act of 2007 is expected to
lead to improved margins in 2009. Cornhusker has an
increased opportunity to benefit from this higher demand
with the expansion of its plant capacity. This expansion
is expected to be completed in the second quarter of 2009
and is projected to provide additional gallons of capacity
at a competitive cost per gallon.

Regarding CHEC’s investment in Buckeye, Man-
agement is optimistic that higher demand for ethanol and
arecovery of the credit markets in 2009 will enable the
developers to obtain financing for the project. For further
information regarding this project see “Other Matters.”

Despite the expected increase in margins, the etha-
nol industry remains volatile, and CHEC is not planning
to become involved in additional ethanol projects going
forward, unless volatility can be limited.

Landfill Gas

The high prices of raw materials during 2008 pro-
vided challenges to CHEC’s investment in the Auburn
project. Management has agreed to a restructuring of CH-
Auburn’s agreements with the City of Auburn. Construc-
tion of the first phase is underway, but the second phase
has been postponed until better project economics can be
anticipated. For further information regarding this project
see “Other Matters.”

CHEC continues to seek landfill gas projects similar
to the Auburn project that can provide stable and predict-
able income streams and cash flow.

Other Investments

While CHEC’s other investments in a venture capital
fund and other small partnerships performed better than
expected in 2008, they are not expected to play a signifi-
cant role in CH Energy Group’s strategy going forward.

Selecting New Investments

CHEC'’s business development efforts were chal-
lenged in 2008 by tightening credit markets and the
resulting postponements of projects by their developers.
CHEC's efforts were also challenged by competition
from other investors for the limited number of projects
that were able to move forward. While the number of new

projects has been curtailed, CHEC’s access to capital
provides a competitive advantage over other investors
with lower creditworthiness and appears to have resulted
in an increasing level of “deal flow” opportunities for
CHEC to review. Management expects this increased
level will provide better opportunities for closing on new
investments in 2009.

2008 In Review

Annual earnings for CH Energy Group totaled
$2.22 per share in 2008, versus the $2.70 per share
posted during 2007.

The year 2008 was the most difficult in decades for
CH Energy Group. But due to its outstanding financial
position and excellent liquidity, CH Energy Group was
able to access credit markets to weather the storm thanks
to Central Hudson’s solid ‘A’ credit rating and commit-
ted credit facilities. Though it was a challenging year,
Management believes that it responded well to difficult
circumstances and protected the best interests of share-
holders and customers.

The worsening economy, which has reduced sales
and increased arrears at Central Hudson and Griffith, has
impacted CH Energy Group in several respects.

Sales volumes within Central Hudson are well
below those projected in the 2006 Rate Order which
began on July 1, 2006. Management believes continued
customer conservation and a deteriorating economy are
the underlying causes behind the shortfall. Additionally,
higher write-offs and reserves for uncollectible accounts
reduced earnings by $0.17 per share in 2008.

Recognizing that significant steps have already
been taken to reduce expenses and increase productivity,
Management has determined that a delivery rate increase
is necessary to ensure Central Hudson can fulfill its
obligation to serve. The decision in Central Hudson’s 33
current rate increase request is due in June, with new
rates to take effect July 1, 2009.

Management is particularly encouraged by an
increase in the 2008 earnings contribution of Griffith,
which rose by 30 percent from that of 2007.

Central Hudson’s Electric and
Natural Gas Businesses

Central Hudson’s contribution to annual earn-
ings per share was $1.67, which was $0.39 lower than
that of 2007. As a result of the shortfall in sales, the
delivery rate increases that were approved in 2006 and
took effect in 2008 did not generate sufficient revenue
to meet the higher operating costs that those rates had
been designed to cover. In particular, those expenditures
included higher tree trimming (reducing earnings per
share by $0.08) and depreciation ($0.09). In addition,
Central Hudson experienced significantly higher costs
associated with customers being unable to pay their
bills as a result of the weak economy ($0.17), as well
as higher costs associated with restoring electric service
following storms ($0.13).

Griffith

Griffith contributed $0.26 to earnings per share
in 2008, up from $0.20 in 2007, due largely to higher
margins. Favorable margins in the latter part of the year
offset margin compression that had reduced profits dur-
ing the first three quarters of 2008, as well as the weak
economy. High oil prices and the weakening economy
led to price-induced conservation (reducing earnings
per share by $0.16), as well as significantly higher costs
from uncollectible accounts ($0.12).
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Other Businesses

CH Energy Group (the holding company) and
CHEC’s partnerships and other investments contributed
$0.29 toward corporate earnings per share in 2008, down
$0.15 from 2007 results. The earnings from CHEC’s
ethanol investment were lower due to reduced margins,
however, the ethanol plant investment, two wind energy
installations and an upstate New York biomass plant con-
tinued to add positively to earnings as part of a diversi-
fied portfolio of investments within the energy industry.

REGULATORY MATTERS
Description of Proceeding: Electric and Natural Gas
Rate Increase

(Cases 08-E-0887 and 08-G-0888 - Proceeding on
Motion of the PSC as to the Rates, Charges, Rules and
Regulations of Central Hudson Gas & Electric Corpora-
tion for Electric and Gas Service)

Background: On July 31, 2008, Central Hudson filed
an electric and natural gas rate case with the PSC to
increase, effective July 1, 2009, electric and natural gas
delivery rates which have been in effect since July 1,
2008, the final term of a three-year rate plan that took
effect on July 1, 2006.
A summary of the most significant components of
the filing include:
e Increases of $35.4 million and $14.7 million of
electric and natural gas delivery rates, respectively
e Common equity ratio of 48% (the current Rate Or-
der permits a common equity ratio of 45% - 47%)
3 Base return on equity (“ROE”) of 10.25% (the
current Rate order permits an allowed base ROE of
9.6%)
e Asrequired by the PSC, the filing included electric
and natural gas RDM proposals.

The filing was made in order to align electric and
natural gas delivery rates with the projected costs of
providing electric and gas service to customers. Factors
contributing to the need for an increase in rates include
the following:

e Gas and electric sales that are lower than the levels
on which current rates are based

e Inflationary pressures

¢ Regulatory mandates

¢ The on-going need for electric and natural gas sys-
tem infrastructure improvements

The filing also seeks to recover projected expendi-
tures associated with the following:
e Distribution line tree trimming and enhanced elec-
tric transmission right of way management practices
*  MGP site remediation
e Stray voltage testing of Central Hudson owned and
municipally owned electric facilities
e Gas infrastructure improvements

These cost increases are partially offset by produc-
tivity gains and significant reductions in benefit costs as
a result of Central Hudson’s successful efforts to restruc-
ture compensation and benefits (including modifications
to the pension and OPEB plans) to align with the market.
In the filing, Central Hudson proposed to pass back to
electric customers a net regulatory liability estimated at
about $21.2 million during the rate year as an electric bill
credit.

Schedule:

2008 - In addition to the filing, notable procedural mile-
stones include the following:

e Staff’s and Intervenor’s Direct Testimony was filed

November 25th

e Central Hudson’s Rebuttal Testimony was filed
December 23rd

2009

e Evidentiary hearings were held January 12th-15th

e Initial Briefs were filed February 17th

e Reply Briefs are expected to be filed March 11th

e A Recommended Decision by the Administrative
Law Judges (“ALJ”) assigned to the proceeding is
expected in April

e A final Order from the PSC is expected in June

Potential Impacts: If approved, Central Hudson expects
the rate increases to increase its revenue, cash flow and
earnings. No prediction can be made as to the final out-
come of the rate filing.

Other PSC Proceedings and Administration
Initiatives

CH Energy Group and Central Hudson continue to
monitor a number of generic and specific regulatory pro-
ceedings. Neither CH Energy Group nor Central Hudson
can predict the final outcome of New York State’s energy
policies, or the following PSC proceedings.

Description of Proceeding: Uncollectible Expense and
Arrearages

(Case 08-M-1312 - Proceeding on Motion of the
PSC to Consider the Financial Impacts on New York State
Energy Utilities of Changes in Uncollectible Expense and
Arrearages in the Current Economic Environment)

Background: In recognition of the financial impacts

on utilities of increasing customer arrear balances and
uncollectible expense, the PSC has requested comments
from energy utilities in the State for the PSC’s purpose of
evaluating ratemaking and accounting procedures, which
may include consideration of deferral treatment, to address
these impacts.

Notable Activity:

2008

e PSC Order initiating the proceeding - December 16th
2009

e Comments filed - January 16th

Potential Impacts: This proceeding could result in
deferral of a portion of Central Hudson’s uncollectible
expenses, which would result in an increase in earnings
and upon future recovery an increase in cash flows. No
prediction can be made regarding the final outcome of this
matter.

Description of Proceeding: Energy Efficiency Portfolio
Standard and State Energy Planning

(Case 07-M-0548 - Proceeding on Motion of the
PSC Regarding an Energy Efficiency Portfolio Standard
and Governor Paterson’s Executive Order issued April 9,
2008)

Background: Governor Paterson affirmed his support

for the previous administration’s goal of substantially
reducing electricity usage. In support of this goal, the PSC
is investigating various approaches to reduce customers’
demand for energy and to provide utility incentives for
meeting specified energy savings targets.



Notable Activity:

2008
State Energy Plan

e Governor Paterson issued an Executive Order
establishing a State Energy Planning Board and
authorizing the creation and implementation of a
State Energy Plan (“SEP”).

e Central Hudson submitted its own comments on
the draft scope of the State Energy Plan and joined
those submitted by the Energy Association of New
York State Member Companies’ comments. Central
Hudson also provided briefing papers to the SEP
working group on pressing issues facing Central
Hudson for consideration in developing the SEP.

PSC

e Central Hudson has filed comments with the PSC
supporting the opportunity to establish energy effi-
ciency businesses, with corresponding opportunities
to contribute to the state energy goal of reducing
electricity consumption by 15% by 2015 and pro-
vide meaningful earnings for investors from energy
efficiency services.

e The PSC established energy efficiency targets to
be achieved by individual utilities through 2011
that included three utility administered fast track
programs and five fast track programs to be admin-
istered by the New York State Energy Research and
Development Authority (“NYSERDA”). Central
Hudson has filed its plans to implement its pro-
grams with the PSC.

. Effective October 1, 2008, the PSC ordered the cre-
ation of a gas System Benefit Charge and increased
electric System Benefit Charges to invest in funding
these energy efficiency programs.

e The ALJ denied Central Hudson’s request to have
its energy efficiency programs addressed in con-
junction with its rate case.

2009

. On January 7, 2009, Governor Paterson outlined
various strategies and policy goals in his State of the
State address, including one of the most aggressive
clean energy goals in the country, with a goal for
New York to meet 45% of its electricity needs by
2015 (45 x15) through improved energy efficiency
and clean renewable energy production. This would
be accomplished by expanding the Renewable Port-
folio Standard from 25% by 2013 to 30% by 2015
and decreasing electric usage by 15% by 2015.

e SEP to be completed by June 30, 2009.

e The PSC will continue to work on additional issues
of the energy efficiency program design with par-
ticipation by interested parties in various working
groups that include utility performance incen-
tives, on-bill financing, demand response and peak
reduction and impacts on low-income and rental
customers.

Potential Impacts: This PSC proceeding could result in
opportunities for increased earnings from incentives as-
sociated with achieving energy efficiency targets or nega-
tive rate adjustments if the 70% performance criterion is
not met. No prediction can be made regarding the final
outcome of this matter.

Description of Proceeding: Electric Reliability and
Infrastructure Planning

(Cases 07-E-1507 and 06-M-1017 Proceeding on
Motion of the PSC to Establish a Long-Range Electric
Resource Plan and Infrastructure Planning Process and
Utility Commodity Supply Service)

Background: The PSC initiated this proceeding as

an outflow of the longer-term energy planning issues
initially considered in the second phase of the PSC’s
proceeding regarding utility commodity supply service
and hedging. A collaborative process has been initiated
to develop the process, criteria, and standards for the
PSC to select backstop projects, if necessary, in order
to ensure system reliability in the near term. The PSC
is also seeking to establish a long term electric resource
plan and planning process to incorporate considerations
and policy goals which are not adequately addressed
by the existing market structure or planning process. In
initiating this process, the PSC reiterated its support for
competitive markets and market mechanisms, but noted
that regulatory approaches, (including the use of long-
term contracts) may be required to address the State’s
energy needs and policy goals.

Notable Activity:

2008

e Central Hudson filed a petition for clarification
and reconsideration regarding utility ownership of
generation facilities, long-term contracts, and other
planning issues. The PSC denied Central Hudson’s
petition, stating that the questions raised could be
fully addressed in the collaborative proceeding.

e The PSC postponed indefinitely the infrastructure
planning portion of this proceeding due to resources
and efforts committed to similar work being under-
taken in response to the Governor’s SEP discussed
above.

e The PSC issued a policy statement on backstop
project cost recovery and allocation.

e The PSC issued a procedural ruling adjourning
Phase 111, the long range infrastructure plan and
planning process of this proceeding, to await the
issuance of the State Energy Plan expected in mid-
2009, in recognition of the efforts and resources
focused on the State Energy Plan.

2009

e The proceeding continues in a collaborative format
with multiple tracks to address cost allocation and
recovery mechanisms for reliability solutions as
well as longer-term electric resource and infrastruc-
ture planning issues.

Potential Impacts: No prediction can be made regarding
the impacts on Central Hudson or the final outcomes of
these matters.

Description of Proceeding: Request for Deferral of
Incremental Costs

(Case 07-G-1411 - Petition of Central Hudson Gas &
Electric Corporation for Authority to Defer Certain Gas
Expenses for the Rate Year Ending June 30, 2007)

Background: In 2007, Central Hudson filed a petition
with the PSC seeking approval to defer certain incre-
mental and material non-labor gas expenses that were
incurred during Rate Year 1 but were not included in
rates under the 2006 Rate Plan. The petition sought PSC
authorization to defer $990,000 of incremental expenses
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and associated carrying charges on the net of tax bal-
ances.

In 2008, Central Hudson filed a petition with the
PSC seeking approval to defer certain incremental and
material storm restoration costs resulting from a severe
ice storm in December 2008 that disrupted service to ap-
proximately 72,000 of Central Hudson’s customers. The
petition sought PSC authorization to defer $3.1 million
of incremental expenses.

Notable Activity:

2008
Gas Costs

e The PSC denied Central Hudson’s request, noting
that while Central Hudson satisfied the standards for
demonstrating the expense items were incremental
and Central Hudson had not earned its allowed rate
of return, the PSC did not view the expense items as
material and extraordinary in nature.

e The PSC also denied Central Hudson’s subsequent
request for rehearing, reaffirming its previous ruling
conclusions regarding materiality and the extraordi-
nary nature of the costs.

Storm Restoration Costs
e Central Hudson filed its petition on December 31st.

Potential Impacts: The $990,000 of incremental ex-
penses were reflected in Central Hudson’s earnings and
cash flows in 2007. Management does not expect any
further impact from this proceeding.

The $3.1 million of incremental storm restoration
expenses were not reflected in Central Hudson’s earnings
in 2008. If the PSC denies recovery of some or all of
Central Hudson’s incremental expenses, such expenses
would be reflected in its earnings in 2009. The types of
incremental costs included in Central Hudson’s peti-
tion were consistent with previously approved petitions;
however, Central Hudson cannot predict the outcome of
this matter.

Description of Proceeding: Competitive Retail Energy
Markets

(Case 07-M-0458 - Proceeding on Motion of the
PSC to Review Policies and Practices Intended to Foster
the Development of Competitive Retail Energy Markets)

Background: The PSC is seeking comments on existing
programs and practices of NYS utilities that promote
retail market development focusing on whether programs
are still necessary; if market participants are improperly
subsidized; if risks and expenses are properly allocated
among ratepayers, utilities and market participants; and
the need to continue programs or practices to prevent the
re-building of barriers to entry in the competitive mar-
kets. As part of this process, the PSC also plans to review
and evaluate utility specific programs, practices and poli-
cies in conjunction with ongoing and future electric and
gas rate proceedings.

Notable Activity:

2008

e The PSC concluded that retail markets are mature
and ratepayers should no longer incur incremental
costs related to promotional programs unless a
particular program directly benefits ratepayers. In
connection with this conclusion, the PSC directed
utilities to continue the programs and structures that
ensure markets will continue to evolve and autho-

rized utilities to continue recovery of revenues lost
due to retail access. However, the PSC also required
utilities to obtain funding for the required programs
from Energy Supply Companies (“ESCOs”), not
ratepayers.

Potential Impacts: Management does not expect the
impact of the PSC’s order to have a material impact on
Central Hudson.

Description of Proceeding: Revenue Decoupling
Mechanisms (“RDM”)

(Cases 03-E-0640 and 06-G-0746 - Proceeding on
Motion of the PSC to Investigate Potential Electric and
Gas Delivery Rate Disincentives Against the Promo-
tion of Energy Efficiency, Renewable Technologies and
Distributed Generation)

Background: The PSC has directed all NYS utilities to
develop proposals for delivery service RDMs for consid-
eration in a next rate case filing.

Notable Activity:

2007

e Central Hudson proposed RDMs to true up its
forecast and actual delivery service revenues in its
energy efficiency filing discussed above.

2008

e The ALJ assigned to the case denied Central Hud-
son’s request to have an RDM considered outside of
arate case.

e Central Hudson’s July 31st rate filing included
proposals for electric and gas revenue decoupling
mechanisms.

e The PSC Staff’s November 25th testimony pro-
posed electric and gas RDMs that differed in some
respects from those proposed by Central Hudson.

Potential Impacts: Central Hudson included RDMs in
its rate case filing described above. No prediction can be
made regarding the final outcome of RDMs in the rate
proceeding.

Description of Proceeding: Renewable Portfolio Stan-
dard (“RPS”)

(Cases 03-E-0188 - Proceeding on Motion of the
PSC Regarding Retail Renewable Portfolio Standard)

Background: In 2004, the PSC issued an Order adopt-
ing an RPS, with a goal of increasing the proportion of
renewable energy used by New York consumers from the
then-current 19.3% baseline resources to at least 25% by
2013, and designated NYSERDA as the central procure-
ment administrator of the program.

Notable Activity:

2008

e Inresponse to a notice of proposed rulemaking by
the PSC for consideration of modifications to the
RPS tier allocations, annual targets, and schedule
of collections, Central Hudson filed comments.
Central Hudson recommends the establishment of a
Utility-Sited Tier to include utility-scale photovol-
taic projects as a way of advancing the State’s clean
energy goals, and further encouraging the growth of
the solar industry in New York.

Potential Impacts: No prediction can be made regard-
ing the final outcome or timing of changes to the RPS
program at this time.



Non-Utility Land Sales
For further information regarding non-utility land
sales, see Note 2 - “Regulatory Matters.”

Electric Reliability Performance

For further information regarding Central Hudson’s
electric reliability performance, see Note 2 - “Regulatory
Matters.”

RESULTS OF OPERATIONS

The following discussion and analyses include
explanations of significant changes in revenues and ex-
penses between the year ended December 31, 2008, and
2007, and the year ended December 31, 2007, and 2006,
for Central Hudson’s regulated electric and natural gas
businesses, Griffith, and the other businesses.

Average shares outstanding (In Thousands):

BasiC ..ooovieiiieieeeee e

Earnings per share:

2008 as Compared to 2007

CH Energy Group Consolidated

Earnings per Share (Basic)

Central Hudson - Electric ..........ccccceveeene...
Central Hudson - Natural Gas ....................
Griffith ..o

Other Businesses and Investments .............

The tables below present the change in earnings of
CH Energy Group’s business units in terms of earnings
per share for each share of CH Energy Group’s Common
Stock. Management believes this presentation is useful
because these business units are each wholly-owned by
CH Energy Group.

Earnings

Earnings per share (basic and diluted) of CH Energy
Group’s Common Stock are computed on the basis of the
average number of common shares outstanding (basic
and diluted) during the subject year. The number of
average shares outstanding of CH Energy Group Com-
mon Stock, the earnings per share, and the rate of return
earned on average common equity, which is net income
as a percentage of a monthly average of common equity,
are as follows:

2008 2007 2006
15,768 15,762 15,762
15,805 15,779 15,779
$ 222 $ 270 $ 273
$ 222 $ 270 $ 273
6.6 % 8.1% 8.4 %
Year Ended December 31,
2008 2007 Change
............... $1.33 $1.66 $ (0.33)
............... 0.34 0.40 (0.06)
............... 0.26 0.20 0.06
............... 0.29 0.44 (0.15)
$2.22 $2.70 $(0.48)

Note: The information above is considered a non-GAAP financial measure. This information is not an alternative to earnings per
share determined on a consolidated basis, which is the most directly comparable GAAP measure. A reconciliation of each
business unit’s earnings per share to CH Energy Group’s earnings per share, determined on a consolidated basis, is included in

the table above.

Earnings for CH Energy Group totaled $2.22 per share in 2008, versus $2.70 per share in 2007. The worsening
economy has reduced sales and increased arrears at Central Hudson and Griffith. Sales volumes within Central Hudson
are well below those projected in the 2006 Rate Order which began on July 1, 2006. Management believes continued
customer conservation and a deteriorating economy are the underlying causes behind the shortfall resulting in the rev-
enue generated from rate increases to be insufficient to meet higher operating costs. Additionally, higher write-offs and
reserves for uncollectible accounts reduced earnings by $0.17 per share in 2008.
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Central Hudson

Earnings per Share (Basic) Year Ended December 31,
2008 2007 Change
BIECITIC vttt $ 1.33 $ 1.66 $ (0.33)
NAtural Gas .......ceeveveereeiiinieieiirereere et 0.34 0.40 (0.06)
$ 1.67 $ 2.06 $ (0.39)

Earnings from Central Hudson’s electric and natural gas operations decreased $0.39 per share in 2008 compared to 2007 due to the
following:

Regulatory Mechanisms and Unusual Events:

Shared Earnings Recorded in 2007 ................... .~ % 004
Gain on Non-Utility Property Sales in 2007 .... (0.02)

Cable Attachment Rents in 2008 ...........ccocoiiiiiiiiiiii e 0.03

RALE INCTEASES ...ttt ettt ettt b et ettt a et b et b et bt ettt s e eae e 0.16
Higher Storm Restoration EXPENSE .......c.ccuieuiruiriiiiieieiesiesiesiesice ettt ettt ettt s (0.13)
Higher Tree TIIMIMING ....c..eotiiiieieieet ettt ettt ettt b e b b e e bt eb e e bt esb et et et e sbesbeebeebeeneas (0.08)
Higher DePreCiation.....c..coueiuiiiiiiiieieteteet ettt ettt ettt b e e bt s bbbttt et naesaesaeebeese s (0.09)
Higher Interest Expense and Carrying Charges.........cccoeeeeiriniriiieieieicneniesitereereeteeieeee e (0.08)
Higher Property and Other Taxes (0.06)
Higher Uncollectible ACCOUNLS.........c.ciuiieiriiiriiieiertet ettt ettt ettt sttt e (0.17)
Weather-Normalized Sales Growth Including CONnSErvation .............ccccecuerueruerienienereeeeeeieienesie e e seeeneenean (0.01)

OIRET ...ttt b et b et a b et a e h et e ettt a e 0.02
$ (0.39)

Central Hudson’s contribution to annual earnings per share was $1.67, which was $0.39 lower than that of 2007. As a result of the
shortfall in sales, the delivery rate increases that were approved in 2006 and took effect in 2008 did not generate sufficient revenue to meet the
higher operating costs that those rates had been designed to cover. In particular, those expenditures included higher tree trimming (reducing
earnings per share by $0.08) and depreciation ($0.09). In addition, Central Hudson experienced significantly higher costs associated with cus-
tomers being unable to pay their bills as a result of the weak economy ($0.17), as well as higher costs associated with restoring electric service
following storms ($0.13).

Griffith
Earnings per Share (Basic) Year Ended December 31,
2008 2007 Change
$ 0.26 $ 0.20 $ 0.06

Griffith’s earnings increased $0.06 per share in 2008 compared to 2007, due to the following:

ACUISTHONS D ..ttt ettt ettt ettt s e b ese st e s eae st s es et e s st seses e s esesesesesetensasesesennanas $ 0.07
Margin on Petroleum Sales and SEIVICES .......cc.couiriririririiiiteieetesteet ettt 0.28
Weather-Normalized Sales Growth (CONSEIVAtION) ........ccccueieiiieeiiieeiieeeieeeieeeeieeeereeereeeaeeeseseesseeesnnas (0.16)
Higher UncolleCtible ACCOUNLS ....cc..eviiriieiieiieieete ettt sttt ettt ettt et eateeatesaeeseeesaeesaeenseenseenseas (0.09)
OPErating EXPEIISES .....coveuiiuiiiiiriiiiitiieitetet ettt ettt sttt ettt sttt ettt beea e ne (0.05)
Weather Impact on Sales (Including Hedging) (0.01)
Oher ... 0.02
$ 0.06

M For the purposes of the above charts, “Acquisitions” represents the incremental effect of acquisitions made by Griffith in 2008 and 2007.

Griffith contributed $0.26 to earnings per share in 2008, up from $0.20 in 2007, due largely to higher margins. Favorable margins in the
latter part of the year offset margin compression that had reduced profits during the first three quarters of 2008, as well as the weak economy.
High oil prices and the weakening economy led to price-induced conservation (reducing earnings per share by $0.16), as well as significantly
higher costs from uncollectible accounts ($0.09).

Other Businesses and Investments

Earnings per Share (Basic) Year Ended December 31,
2008 2007 Change
$ 0.29 $ 0.44 $  (0.15)

The variation in earnings per share from CH Energy Group (the holding company) and CHEC’s partnership and other investment inter-
ests in 2008 compared to 2007 is due to the following:

CornhuSKer INVESTIMENT .......cuiiiiiiiiiieciie ettt ettt et e et e e et e e et e e eeteeeeaaeeeaeeeesaeeeaseeeaseeenneas $  (0.06)
Lyonsdale OPETALIONS ........ccuerterteriereriirieeitetetetest et et et ettt et et et e testesbesbeebeeseest et et enbenbesbesbesbeebeessennenne 0.03
Lower Interest and Investment INCOME ..........c.oeeiuiiiiiiiiiie ettt et ease e aaee s (0.09)
ONCT ettt ettt ettt et et et et e et e e bt e st et e e Rt e Rt et e beeheeReese e Rt e Rt e st e st en s et e b e eseeseeneeneeneenaenee (0.03)
$ (0.15)

CH Energy Group (the holding company) and CHEC’s partnerships and other investments contributed $0.29 toward corporate earnings
per share in 2008, down $0.15 from 2007 results largely due to lower interest and investment income. The earnings from CHEC’s ethanol
investment were lower due to reduced margins, however, the ethanol plant investment, two wind energy installations and an upstate New York
biomass plant continued to add positively to earnings as part of a diversified portfolio of investments within the energy industry.



2007 as Compared to 2006

CH Energy Group Consolidated

Earnings per Share (Basic) Year Ended December 31,
2007 2006 Change
Central Hudson - EIECHTIC ..ocvvevveveerieneeeeeeeeeeeceeeveeveevena $ 1.66 $ 1.67 $ (0.01)
Central Hudson - Natural Gas ..........cccceevveeiieecreeecnieenen. 0.40 0.48 (0.08)
GIITIEN oo 0.20 0.10 0.10
Other Businesses and Investments .............ccoccveeveeeennnens 0.44 0.48 (0.04)
$ 2.70 $ 273 $ (0.03)

Details by Segment are as follows:

Central Hudson

Earnings per Share (Basic) Year Ended December 31,
2007 2006 Change
EIECHIC vttt $ 1.66 $ 1.67 $ (0.01)
NAtural Gas .....ccecereereveinirieieireeeeneeee oo 0.40 0.48 (0.08)
TOLAl oo $ 2.06 $ 2.15 $ (0.09)

Earnings from Central Hudson’s electric and natural gas operations decreased $0.09 per share in 2007 as compared to 2006, due to the
following:

Regulatory Mechanisms and Unusual Events:

Release of RESErves i 2000 .......c..oooviiiiiiiiiieciee ettt ettt e e eeteeesseeebeeeaseessseeesseeessseessseeesseeensseessseeans $ (0.21)
Gain on Non-Ultility Property Sales in 2000 ........ccccooieriiiiriiiieeieeie sttt sresieeseeesbee e enseenee (0.08)
Reversal of Shared Earnings in 2000 ..........cc.oiuiriririieieieieieesieste sttt ettt st b ettt et esbesbesaesbe e (0.08)
Revenues recorded in 2006 per prior Rate Agreement .... 0.14)
Shared earnings recorded in 2007 ................... (0.04)
Gain on Non-Utility Property Sales in 2007 .... 0.02
RALE INCTEASES ....veviiiiieiieitctet ettt ettt a et b et ettt b bt be s bt s bt e bt bt et et et e s e sbesae s 0.18
Weather IMPACE 0N SALES .....eoueiieiiiieiieie ettt ettt ettt e et e bt e s bt e bt et e e bt e beeabeenbesabeeabenanesaeenaeens 0.07 @
Weather-Normalized Sales GIOWLH..........cciiiiiiriiriietietee ettt ettt ettt et e bt et e s s e st e b e nsesbesbesbeeneas 0.18
Higher Tree Trimming EXpense i 2007 .........ccueiuiririiririeieieieieiestest ettt ettt sbe sttt ess et e s e saesbesbesbeeseas (0.03)
Lower Storm Restoration Expense in 2007... 0.15
Interest Expense and Carrying ChATZES ......c.coveouiruiriiririnieieietetestest sttt ettt r e bbbt e a et sae e b s (0.11)
$ (0.09)

@ Includes $0.04 and $0.03 per share due to higher sales volumes for electric and natural gas, respectively, and is net of derivatives.

Central Hudson’s decrease in earnings was primarily the result of changes in regulatory provisions and a number of significant, favor-
able, unusual items that contributed $0.51 per share to 2006 earnings, but did not recur in 2007. However, the lack of such items of that
magnitude in 2007 was largely offset by an increase in rates pursuant to the 2006 Rate Order, higher energy delivery volumes and modest
customer growth, and lower storm restoration costs due to fewer and less severe storms and increased tree trimming in 2007.
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Griffith

Earnings per Share (Basic) Year Ended December 31,
2007 2006 Change
$ 0.20 $ 0.10 $ 0.10

Griffith’s earnings increased $0.10 per share in 2007 compared to 2006, due to the following:

ACGUISTHONSD .ottt ettt a ettt s ettt s st e s s e st e s e b e st s e s e st e e b e s e s e s et et en et s et en e s et enenesee $ 0.04
Margin on Petroleum Sales and SETVICES .....c..coiviririiiiiiiiiereeeeene ettt ettt ettt sae et 0.18
OPEIatiNg EXPENSES ..viuiiiietietieiiiiet ettt ettt ettt et a ettt b e bt e bt e st et e st et e st e sae st naeeae (0.13)
Weather IMPact 0N SALES .....eouiiuiiiiiiiice ettt ettt ettt et sae b i eae 0.02
Reduction in Environmental Remediation Reserve in 2006 (0.04)
ONET .t 0.03
$ 0.10

(" For the purposes of this chart, “Acquisitions” represents the incremental Effect of acquisitions made by Griffith in 2007 and 2006.

The increase in earnings at Griffith in 2007 was largely the result of higher gross margins on petroleum products and service contracts

which were partially offset by the impact of higher operating costs resulting in net favorable earnings per share impact of $0.05. In addition,
the incremental effect of acquisitions in 2006 and 2007 contributed to the higher earnings.

Other Businesses and Investments

Earnings per Share (Basic) Year Ended December 31,
2007 2006 Change
$ 044 $ 048 $ (0.04)

Earnings from CH Energy Group (the holding company) and CHEC’s partnership and other investment interests decreased $0.04 per
share in 2007 as compared to 2006, due to the following:

Unusual Events:

Gain on Sale of Non-Strategic Property in 2000 ...........cc.ccueririirininininicteeeseseseeeeeee ettt $ (0.03)
Release of Reserves of a Former Subsidiary in 2000 ..........ccccoeririririiiiieieienesenieeieeeeieeeete et (0.07)
Release of Reserves of a Former Subsidiary in 2007 .......cccoeriireririniiieteteenesesieeiee ettt 0.01
TAX AQJUSTITIEIIES. ...ttt ettt ettt ettt et sb e bbbt st et e b e b e e bt bt ebeebeeb e ebt et et enaeneesbeebeebeenean 0.07
COrNNUSKET HOLAINES ...ttt ettt et a e st b et e bttt e b b sbeebeeas (0.04)
CH-Community Wind 0.02
Lyonsdale Operations 0.02
ONET .ttt ettt btttk h bt b et s h et h ettt et s ne s (0.02)
$ (0.04)

CH Energy Group’s other unregulated businesses decreased their earnings contribution by $0.04 per share from 2006 primarily due to the
release of reserves related to a former subsidiary and property sales in 2006, partially offset by favorable tax adjustments. Other investments
continue to contribute to earnings, but Cornhusker Holdings’ earnings decreased in 2007 due to unfavorable markets for corn and ethanol.



Central Hudson

In 2008, Central Hudson’s operating revenues in-
creased $15.4 million while operating expenses increased
$19.5 million. The increase in revenue was driven by the
dollar-for-dollar recovery of certain expenses authorized
by the PSC, not by higher volumes as Central Hudson
had lower electric and natural gas deliveries in 2008
compared to the same period in 2007.

In 2007, operating revenues increased $123 million
and operating expenses also increased $123 million. This
increase was also primarily driven by the need to recover

Central Hudson
Income Statement Variances

Operating REVENUES ........c.coceeveririeieieieneneneneeeen

Operating Expenses:

Purchased electric, fuel and natural gas ................
Depreciation and Amortization ............cceceecevenuene
Other operating eXpenses ........cc.ceceeeerverrerrenennennes
Total Operating €Xpenses ..........ceceeeverververerierereene

Operating Income
Other income, net

Interest Charges .......ccceceeeeeeeeieienieneneneneneeeeeeen
Income before iNCOME taxes .......ceevvereereeerieeiieeiernenns
INCOME TAXES ..eveeiiieiiiiieiieeeie e
Net (I0SS)/ANCOME .....cvvieeerieeiiieiieeeie e eeee e

Central Hudson
Income Statement Variances

Operating Revenues..........cc.cocvevvevenenenenieneneciceens

Operating Expenses:

Purchased electric, fuel and natural gas .................
Depreciation and AmOrtization ..........cecceeeeeueennene.
Other operating eXpenses ..........coceeeeeeerereeeenens
Total operating eXpenses........cceeeeveeererereeeenene
Operating INCOmME ........c.occveveevinineneneneeeeeeicereene
Other INCOME, NEL .....eeeeeerriieeeeiieeeeeeeeee e

Interest Charges........c.ccecevuennene

Income before income taxes.........ccovvevvieecviieneeecneeennes
INCOME TaAXES...eiiieiiiiieeeiiie ettt
Net (10SS)/INCOME........eeeereeerieeieeeeireeeiee et eeeeeeaee s

a higher level of expenses. During this period, however,
electric and natural gas deliveries were higher compared
to 2006 when mild summer and winter weather drove
usage down.

Despite the increase in deliveries in 2007, Central
Hudson is experiencing an increasing shortfall between
its actual deliveries and the forecasted levels upon which
Central Hudson’s rates are based, causing unfavorable
results in 2007 earnings, which continued through 2008.

Year Ended
December 31, 2008
Over/(Under) same period in 2007
Amount
(In Thousands) Percent Change
...... $ 15419 2.0 %
...... 1,547 0.3 %
...... 1,413 5.0 %
...... 16,521 8.8 %
...... 19,481 2.7 %
(4,062) 5.7 %
(670) (12.7) %
...... 2,519 11.0 %
...... (7,251) (13.5) %
...... (1,053) 5.2) %
...... $ (6,198) (18.5) %
Year Ended
December 31, 2007
Over/(Under) same period in 2006
Amount
(In Thousands) Percent Change

...... $ 123,108 18.7 %
...... 92,662 23.1 %
...... (603) 2.1 %
...... 30,599 19.4 %
...... 122,658 20.9 %
...... 450 1.0 %
...... (592) (10.0) %
...... 2,495 12.0 %
...... (2,637) 5.0) %
...... (1,202) (6.0) %
...... $ (1435 4.0) %

The following discusses variations and the primary drivers of the changes in operating revenues, operating ex-
penses, volumes delivered, other income, interest charges, and income taxes for Central Hudson’s regulated electric and

natural gas businesses.
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Delivery Volumes
Delivery volumes for Central Hudson vary in
response to weather conditions and customer behavior.

The following chart reflects the change in the level
of electric and natural gas deliveries for Central Hudson
in 2008, compared to 2007, and in 2007, compared to

Electric deliveries peak in the summer and deliveries of 2006. Deliveries of electricity and natural gas to resi-
natural gas used for heating purposes peak in the winter. dential and commercial customers contribute the most to
Delivery volumes also vary as customers respond to the Central Hudson’s earnings. Industrial sales and interrupt-
price of the particular energy product and changes in ible sales have a negligible impact on earnings.

local economic conditions.

Actual Deliveries

Year Ended Year Ended

December 31, 2008 December 31, 2007
Increase (Decrease) from Increase (Decrease) from

same period in 2007 same period in 2006

Electric Natural Gas Electric Natural Gas

Residential .........ccoooeiiiiiiiiiiiiiiccieeeee, 2) % - % 4 % 12 %
Commercial ........cooovveeeeiiiieeeiiiee e, 2) % (1 % 4 % 10 %
Industrial and Other® ... 7 % 1) % ?2) % 5%
Total Deliveries ........cocoevveeviieeiieecieeeieenns B) % 1) % 2 % 9 %

@ Includes interruptible natural gas deliveries.

Weather Normalized Deliveries

Year Ended Year Ended

December 31, 2008 December 31, 2007
Increase (Decrease) from Increase (Decrease) from

same period in 2007 same period in 2006

Electric Natural Gas Electric Natural Gas

Residential .........ccooeoeiiiiiieiiiiiiiieieeeiee, - % 3) % 3 % 6 %
Commercial .........ooovveeieiiiieiieiiee e, 2) % 2) % 4 % 4 %
Industrial and Other® ............cccoovevveeerinennns 7 % 5) % 2) % 5 %
Total Deliveries ........cooeeeeeeeciieeiieeeieeeieeene 2) % 3) % 2 % 5 %

@ Excludes interruptible natural gas deliveries.

Electric deliveries to residential and commercial customers were lower in 2008 due to milder summer weather
and price-induced customer conservation, partially offset by modest customer growth.

Residential and commercial natural gas heating degree-days increased 5% and 3%, respectively in 2008. However,
the colder weather and modest customer growth did not result in higher delivery volumes for residential and commer-
cial customers due to the effects of customer conservation.

Electric deliveries to residential and commercial customers were higher in 2007 due to colder weather (electric
residential heating degree-days increased 3% for the year), an increase in non-weather related usage per customer, and
modest customer growth. This increase was partially offset by the impact of cooler summer weather.

Deliveries of natural gas in 2007 also increased due to higher usage per customer, resulting from an increase in
residential natural gas heating-degree days of 2% overall for 2007, an increase in non-weather related usage per cus-
tomer, and some customer growth.

Revenues

Central Hudson’s revenues consist of two major categories: those which offset specific expenses in the current
period (matching revenues), and those that impact earnings. Matching revenues recover Central Hudson’s actual costs
for particular expenses. Any difference between these revenues and the actual expenses incurred is deferred for future

recovery from or refund to customers and therefore does not impact earnings.



Revenues with Matching Offsets:®

Energy cost adjustment .........ccceeeeeveeneenieenieenieniieenns
Sales to others for resale ..........cccceeveeviienieeniieennnnn.
Pension, OPEB and other revenues ...........c.ccccec......

Subtotal

Revenues Impacting Earnings:

CUStOmer SAIES  ..ocveeviiieiiieiieeeiee e
Other regulatory mechanisms .........ccocceeveereeeniennnennns
Pole attachments and other rents ............cccceeevvennenn.

Finance charges
Other revenues .

SUDbOtAl ..eeeiiieciiieee s

Total (Decrease)/Increase in Revenues ..............

Year Ended

December 31, 2008
Increase (Decrease) from same period in 2007
Electric Natural Gas Total
(In Thousands)
$ (15,903) $ 7,594 $ (8,309)
(2,076) 12,298 10,222
3,763 3,260 7,023
(14,216) 23,152 8,936
619 921 1,540
2,481 673 3,154
1,022 - 1,022
764 210 974
652 (859) (207)
5,538 945 6,483
$ (8,678) $ 24,097 $ 15,419

@ Revenues with matching offsets do not affect earnings since they offset related costs, the most significant being energy cost
adjustment revenues, which provide for the recovery of purchased electricity and natural gas costs. Other related costs are
pensions, OPEB, and the cost of special programs authorized by the PSC, which are funded with certain available credits. Changes
in revenues from electric sales to other utilities also do not affect earnings since any related profits or losses are returned or
charged, respectively, to customers. For natural gas sales to other entities for resale, 85% of such profits are returned to customers.

Electric revenues decreased in the year ended
December 31, 2008, as compared to the same period in
2007 primarily due to lower energy cost adjustment rev-
enues driven by lower delivery volumes, partially offset
by higher wholesale electricity costs. The increase in
revenues from other regulatory mechanisms was driven
primarily by the absence of shared earnings in 2008.

Revenues with Matching Offsets:®
Energy cost adjustment ........c..ccccecevevenieienienenennens
Sales to others for resale .........cccocevvveveecieecenieeieeen.
Pension, OPEB and other revenues .........cccoceeeveennnen.
Subtotal

Revenues Impacting Earnings:
Customer Sales ® ........oeiiiieieeiieieee e
Other regulatory mechanisms ........c..coceeeeeeenienenennene
Sales to other UtIlitieS ......ccccevevererieieieieicereniene
Weather-hedging contracts .......c..cecceceveeveveneenenennens
Other revenues .... .
Subtotal ....ooeviiii e

Total Increase in Revenues ............cccceeeevveenneenn.

Natural gas revenues increased for the year ended
December 31, 2008, as compared to the same period in
2007, due to higher energy cost adjustment revenues as a
result of higher wholesale costs through the third quarter
of 2008, partially offset by lower delivery volumes. The
increase for the year was also due to higher revenues
from gas sales to others for resale.

Year Ended
December 31, 2007
Increase (Decrease) from same period in 2006
Electric Natural Gas Total
(In Thousands)

$ 87,833 $2,280 $90,113
349 1,086 1,435
19,491 5,850 25,341
107,673 9,216 116,889
9,911 2,389 12,300
(5,090) (224) (5,314)

- 270 270

440 (150) 290
3) (1,324) (1,327)

5,258 961 6,219

$ 112,931 $ 10,177 $ 123,108

@ Revenues with matching offsets do not affect earnings since they offset related costs, the most significant being energy cost
adjustment revenues, which provide for the recovery of purchased electricity and natural gas costs. Other related costs are pensions,
OPEB, and the cost of special programs authorized by the PSC, which are funded with certain available credits. Changes in
revenues from electric sales to other utilities also do not affect earnings since any related profits or losses are returned or charged,
respectively, to customers. For natural gas sales to other entities for resale, 85% of such profits are returned to customers.

® Includes an offsetting recovery of amounts related to back-out credits for retail access customers.
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Electric and natural gas revenues in 2007 increased
when compared to 2006, due largely to an increase in
revenues with matching expense offsets. The increases
in energy cost adjustment revenues reflect the impact of
higher delivery volumes and also higher wholesale costs
for electric revenues. Revenues for pension, OPEB and
other matched costs resulted from rate changes imple-
mented in accordance with the 2006 Rate Order.

Electric and natural gas revenues from customer
sales increased due to higher delivery volumes and the
impact of the 2006 Rate Order. Electric revenues from
customer sales were partially offset by a decrease in
other regulatory mechanisms primarily related to shared
earnings and revenues recorded in 2006 in accordance
with prior PSC authorization.

Incentive Arrangements

Under certain earnings incentive provisions ap-
proved by the PSC, Central Hudson shares with its
customers certain revenues and/or cost savings exceeding
predetermined levels or is penalized in some cases for
shortfalls from certain performance standards.

Earnings sharing arrangements are currently effec-
tive for interruptible natural gas deliveries and natural
gas capacity release transactions. Performance standards
apply to electric service reliability, certain aspects of
customer service, natural gas safety, and customer satis-

Operating Expenses

faction, and certain aspects of retail market participant
satisfaction.

The net results of these and previous earnings shar-
ing arrangements had the effect of increasing pre-tax
earnings by $0.7 million in 2008, $0.5 million in 2007,
and $0.4 million in 2006.

In addition to the above-noted items, effective July
1, 2006, Central Hudson shared with customers earn-
ings over a base ROE of 10.6% on the equity portion of
Central Hudson’s rate base, which was determined in
accordance with the criteria set forth in the 2006 Rate
Order. In 2008, Central Hudson did not record shared
earnings. In 2007, Central Hudson recorded $1.1 million
as a regulatory liability for the customer portion of these
pre-tax shared earnings. Through June 30, 2006, Central
Hudson shared earnings over a base ROE of 10.5% with
customers, which was determined in accordance with the
criteria set forth in the 2001 Rate Plan. In 2005, Central
Hudson recorded $2.4 million as a regulatory liability
for the customer portion of these pre-tax shared earnings
of which $1.7 million was reversed in 2006 due to lower
than anticipated ratemaking operating income in the six
months ended June 30, 2006.

See Note 2 - “Regulatory Matters” of this 10-K An-
nual Report under the caption “2006 Rate Order” for a
description of earnings sharing formulas approved by the
PSC for Central Hudson.

The most significant elements of Central Hudson’s operating expenses are purchased electricity and purchased
natural gas; however, changes in these costs do not affect earnings since they are offset by changes in related revenues
recovered through Central Hudson’s energy cost adjustment mechanisms. Additionally, there are other costs that are
matched to revenues largely from customer billings, notably the cost of pensions and OPEBs.

Total utility operating expenses increased 3% in 2008 compared to 2007 and increased 21% in 2007 compared to
2006. The following summarizes the change in operating expenses:

Expenses Currently Matched to Revenues:"

Purchased electricity ........cccccoveveninenennceieiccnenne.
Purchased natural gas .........cccccocneninnnniieniccene.
Pension ...
OPEB ettt

New York State energy programs ...
Stray voltage testing program .........
Residual gas deferred balances ....

Other matched eXpenses .......c.ccoeveeeeeeeenvenenrenennenne.
Subtotal ..o

Other Expense Variations:

Tree trimMmIing  ....cccceceeeeierienienienreneeeeeeeeeese e
Disposition of property .....c..ccceeeveeeeeveevenenenenenene.

Injuries & damages reserve ...
Uncollectible reserve .........ccccoccoeivcciicneenes
Purchased natural gas incentive arrangements .
Storm restoration expenses?® ...........coceovevrienenne
Property taxes .......ccccocceeeenne.

Other EXPENSES ..c..eoerveruiriiiieierienenieereeieeeeeeeeveveenes
Subtotal ...

Total Increase in Operating EXpenses ........cc.cocceevevvevvcnrenncnne.

Year Ended Year Ended
December 31, 2008 December 31, 2007
Increase (Decrease) from same period in
2007 2006
(In Thousands)
.......... $ (17,979) $ 88,182
.......... 19,892 3,366
.......... (320) 15,102
.......... (253) 4,880
3,118 2,003
(50) 1,125
2,791 1,509
.......... 1,593 1,186
.......... 8,792 117,353
.......... 2,131 797
- 1,749
..... (317) 1,390
..... 3,042 415
..... (366) 1,114
..... 3,270 (3,874)
..... 1,044 677
.......... 1,885 3,037
.......... 10,689 5,305
.......... $ 19,481 $ 122,658

@ Includes expenses that, in accordance with the 2006 Order, are adjusted in the current period to equal the revenues earned for the

applicable expenses.

@ Does not include $3.1 million in incremental costs related to the December 2008 ice storm deferred for future recovery from

customers. See further discussion below.



In addition to the required adjustment to match rev-
enues collected from customers, the variation in purchased
electricity expense in 2008 reflects the net effect of lower
volumes delivered (due to the switch of industrial custom-
ers to delivery service, but also influenced by weather
and customer conservation) and higher wholesale prices.
The increase in natural gas costs reflects higher wholesale
costs partially offset by lower volumes delivered (influ-
enced by customer conservation). The increase in New
York State energy program revenues is primarily the result
of an increase in gas and electric rates (effective October
1, 2008) under the Energy Efficiency Portfolio Standard
pursuant to the State’s efforts to expand and fund energy
efficiency programs. The increase in other revenue-
matched expenses in 2008 results primarily from higher
spending levels associated with certain expenditures as
authorized by the 2006 Rate Order.

The increase in the uncollectible reserve results
from higher energy prices and from unfavorable econom-
ic conditions, both of which have impacted customers’
ability to pay their bills. The increase in storm restora-
tion costs in 2008 is the result of higher and more severe
storm activity this year. This increase does not include
$3.1 million in incremental costs related to an ice storm
in December 2008 which interrupted service to approxi-
mately 72,000 customers. The Company has deferred
these restoration costs and has petitioned the PSC for
authority to recover these costs in future rates.

Purchased electricity costs increased in 2007 due to
higher wholesale costs and volumes purchased, the latter
resulting from an increase in usage and customer growth.
Natural gas costs increased in 2007 due primarily to an
increase in volumes purchased due to increased deliver-
ies and customer growth. The lower storm restoration
costs in 2007 resulted from fewer and less severe storms
as compared to 2006. Other expenses of operation were
also impacted by fewer real property sales in 2007 com-
pared to 2006.

The increase in pensions and OPEBs in 2007 is due
to an increase in the level of expense recorded due to a
corresponding increase in revenues resulting from the
2006 Rate Order. The increase in tree trimming expenses
in 2007 reflects Central Hudson’s continuing efforts
to improve system reliability. These costs are covered

by the higher revenues resulting from the 2006 Rate
Order. Management also believes that the increased tree
trimming contributed to the improved system reliability
during storms.

Other Income

Other income and deductions for Central Hudson
for the year ended December 31, 2008, decreased $0.7
million compared to the same period in 2007, primar-
ily due to lower earnings on the Company’s deferred
compensation plan assets and a reduction in regulatory
carrying charges on balances due from customers.

Other income and deductions for Central Hudson
decreased $0.6 million in 2007 when compared to 2006
primarily due to lower regulatory carrying charges due
from customers related to pension costs. This reduction
was partially offset by higher interest income on trust
assets and higher other regulatory carrying charges due
from customers.

Interest Charges

Central Hudson’s interest charges increased by
$2.5 million for the year ended December 31, 2008,
compared to the same period in 2007 largely due to an
increase in long-term debt resulting primarily from the
issuance of medium term notes in September 2007 and
also from the issuance of medium term notes in Novem-
ber 2008. The proceeds from both issuances were used
to finance ongoing investments in Central Hudson’s
electric and natural gas systems.

Interest charges increased in 2007 when compared
with 2006 primarily due to the issuance of medium-term
notes in November 2006 and September 2007, and an
increase in regulatory carrying charges due to custom-
ers related to other postretirement benefits. The latter
results from an increase in the reserve balances upon 45
which these carrying charges are calculated. Additional
long-term debt was issued to supplement operating cash
sources for Central Hudson’s capital expenditures, and
additional short-term debt was required in 2007 for
working capital needs.

The following table sets forth pertinent data on
Central Hudson’s outstanding debt.

2008 2007 2006
(Dollars In Thousands)
Long-Term Debt:
Dbt TEHIEd .. - $ 33,000 $ -
Debt iSSUed ....vveiiieiiiiecc e $ 30,000 $ 66,000 $ 27,000
Outstanding at year end:
Amount (including current portion) .................. $ 433,894 $ 403,892 $ 370,889
Weighted average interest rate ............c.cocceee.. 543 % 549 % 4.88 %
Short-Term Debt:
Average daily amount outstanding $ 32,304 $ 32,501 $ 27,657
Weighted average interest rate ........c..cccceceeveeeennenee 3.00 % 5.37 % 5.24 %
Overall weighted average interest rate .........c..ceceeeeueenee. 5.26 % 5.48 % 4.90 %

See Note 7 - “Short-Term Borrowing Arrangements” and Note 9 - “Capitalization - Long-Term Debt” for addi-
tional information on short-term and long-term debt of CH Energy Group and/or Central Hudson.
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Income Taxes

Income taxes for Central Hudson decreased $1.1
million in 2008 when compared to 2007 due to a
decrease in pre-tax book earnings which was partially
offset by the unfavorable impacts of flow-through items
related to depreciation, reserves (primarily uncollectible
customer receivables) and the Medicare Act of 2003 and
a reduction in tax-exempt income.

CH Energy Group

Central Hudson’s income taxes for 2007 decreased
by $1.2 million when compared to 2006 primarily due to
a decrease in pre-tax book earnings, favorable impacts of
items related to utility plant and from the tax benefits of
the Medicare Act. These favorable items were partially
offset by an unfavorable impact of flow-through items
related to reserves.

In addition to the impacts of Central Hudson discussed above, CH Energy Group’s sales volumes, revenues and
operating expenses, income taxes and other income were impacted by Griffith and the other businesses described below.
The results of Griffith and the other businesses described below exclude intercompany interest income and expense

which are eliminated in consolidation.

CH Energy Group
Income Statement Variances

Operating REVENUES .......ccccoeverereriiiiieierieieeeiceeeeeees

Operating Expenses:

Purchased electric, fuel, natural gas and petroleum .....
Depreciation and AmMOrtization ...........cccceeevereneeeeenee.
Other operating Xpenses ........c.ceeeeeereereereereneneneenea
Total operating eXpenses .........ceceeeeeereereervereneneneenea
Operating INCOME ........cceveveririeniniiieieeeeeeeeeeeee
Other INCOME, NEL ...vvveieiiriiieeieiiie ettt

Interest charges
Income before income taxes, preferred dividends

of subsidiaries, and minority interest .........c..c.cceceeueeee.
INCOME tAXES .evviiiieiiiiieeeiiie ettt e
Net (I0SS)/ANCOME ....ccuvviecriieeiieeiieeeiee ettt e e e

CH Energy Group
Income Statement Variances

Operating REeVENUES ..........coccverereriiiiieieicicnceceeeeeee

Operating Expenses:

Purchased electric, fuel, natural gas and petroleum .....
Depreciation and AmOrtization .........c..cecceevevereeenenee.
Other operating Xpenses ........cocceceeeereervererereneeeenees
Total operating eXpenses ......c..ceceeeeeerververereneneneeneen
Operating INCOME ........cceeeverinininiiiiieccccece e
Other INCOME, NEL ....vveeiieeriieeeeiieeeeeeeeeeeeeee e e e
Interest Charges ........ccccoeveeininiiniiiciccccc e

Income before income taxes, preferred dividends of

subsidiaries, and minority interest .........c.coccevevvereeueene
INCOME tAXES .vvviiiiiieiiieiie et e
Net (I0SS)/INCOME ....ccuviieerieeiiieeiieeete et eeeee e

Year Ended
December 31, 2008

Over/(Under) same period in 2007

Amount

(In Thousands) Percent Change
.................... $ 136,094 114 %
.................... 102,165 12.5 %
.................... 2,375 6.6 %
.................... 32,116 12.1 %
.................... 136,656 122 %
.................... (562) 0.7) %
.................... (3,759) 41.7) %
3,079 134 %
.................... (7,400) (11.3) %
.................... (69) 0.3) %
.................... $ (7,555) 17.7) %
Year Ended
December 31, 2007

Over/(Under) same period in 2006

Amount

(In Thousands) Percent Change

.................... $ 203,324 20.5 %
.................... 155,473 235 %
.................... 222 0.6 %
.................... 45,841 20.9 %
.................... 201,536 22.0 %
.................... 1,788 2.0 %
.................... (1,592) (15.0) %
.................... 2,495 120 %
.................... (2,299) (3.0) %
.................... (1,871) (8.0) %

.................... $ (448) (1.0) %




Griffith

Sales Volumes

Delivery and sales volumes for Griffith vary in response to weather conditions and customer behavior. Deliveries
of petroleum products used for heating purposes peak in the winter. Sales also vary as customers respond to the price of
the particular energy product and changes in local economic conditions.

Changes in sales volumes of petroleum products, including the impact of acquisitions, are set forth below.

Actual Deliveries

Year Ended Year Ended
December 31, 2008 December 31, 2007
% Change 2008 % Change 2007
from same Volumes as % from same Volumes as %
period in 2007 of Total Volume period in 2006 of Total Volume
Heating Oil
Base Company Volume 10) % 37 % 7 % 41 %
Acquisitions Volume @ 13 % 13 % 20 % 9 %
Total Heating Oil 3 % 50 % 27 % 50 %
Motor Fuels
Base Company Volume 8) % 43 9% 8) % 44 %
Acquisitions Volume 6 % 5 % 8 % 4 %
Total Motor Fuels 2) % 48 % - % 48 %
Propane and Other
Base Company Volume 8 % 2 % 35 % 2 %
Acquisitions Volume - % - % - % - %
Total Propane and Other 8 % 2 % 35 % 2 %
Total
Base Company Volume 8) % 82 % 1) % 87 %
Acquisitions Volume 9 % 18 % 13 % 13 %
Total 1 % 100 % 12 % 100 %

M For the purposes of this chart, “Base Company” means Griffith as constituted at January 1, 2007 (i.e., without any impact from
acquisitions made by Griffith in 2008 and 2007).
@ For the purposes of this chart, “Acquisitions” represent the incremental effect of acquisitions made by Griffith in 2008 and 2007.

Weather Normalized Deliveries

Year Ended Year Ended
December 31, 2008 December 31, 2007
% Change 2008 % Change 2007
from same Volumes as % from same Volumes as %
period in 2007 of Total Volume period in 2006 of Total Volume
Heating Oil
Base Company Volume ®) % 38 % 1) % 41 %
Acquisitions Volume @® 13 % 13 % 19 % 9 %
Total Heating Oil 5 % 51 % 18 % 50 %
Motor Fuels
Base Company Volume &) % 42 % 8) % 44 %
Acquisitions Volume 6 % 5 % 8 % 4 %
Total Motor Fuels 2) % 47 % - % 48 %
Propane and Other
Base Company Volume 10 % 2 % 26 % 2 %
Acquisitions Volume - % - % - % - %
Total Propane and Other 10 % 2 % 26 % 2 %
Total
Base Company Volume (7) % 82 % “4) % 87 %
Acquisitions Volume 9 % 18 % 13 % 13 %
Total 2 % 100 % 9 % 100 %

" For the purposes of this chart, “Base Company” means Griffith as constituted at January 1, 2007 (i.e., without any impact from
acquisitions made by Griffith in 2008 and 2007).
@ For the purposes of this chart, “Acquisitions” represent the incremental effect of acquisitions made by Griffith in 2008 and 2007.
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Sales of petroleum products increased 1% in the
year ended December 31, 2008 compared to the same
period in 2007. The increase was due primarily to
acquisitions made in 2008 and 2007, partially offset by
reduced consumption caused by price-related conserva-
tion. Additionally, there was a 2% decrease in heating
degree-days in 2008 as compared to 2007. Degree-day
variation is adjusted for the delay between the time the
actual weather occurs, and the time of product delivery.

Sales of petroleum products increased 12% in 2007
when compared to 2006. This was primarily a result of
an increase in sales of heating oil, largely attributable
to the acquisitions made in 2007 and colder weather in
2007. Sales of propane increased primarily due to colder
weather in 2007 and the addition of a large commercial
account in 2007. There was a 9% increase in heating
degree-days in 2007 as compared to 2006. Degree-day
variation is adjusted for the delay between the time the
actual weather occurs, and the time of product delivery.

Revenues
Change in Griffith Revenues
Year Ended Year Ended
December 31, 2008 December 31, 2007
Increase (Decrease) from same period in
2007 2006
Heating Oil (In Thousands)
Base ComPany 1 .......cccooeuiiririeiiirieieeeeieieeeee e $ 17,772 $ 24,322
ACQUISTHONS @) 1.t 35,209 32,896
Total Heating Oil ........cccovveveveiieerereiieeiereisse e $ 52,981 $ 57,218
Motor Fuels
Base COMPANY ....c.ocerveiiriiiiiinieiiricieicniee ettt $ 39,343 $ 1,126
ACQUISTHONS 1.ttt ettt ebe et 16,396 14,086
Total Motor FUELS .....c..ooovviiiiiieiicceceeeeeeee e $ 55,739 $ 15,212
Service Revenues
Base Company $  (302) $ 1,886
ACQUISTHONS vttt ettt 6,162 3,511
Total Service REVENUES .......ooovieeiiiieeieeeeeeeeeeeeeeeeeee $ 5,860 $ 5,397
Other
Propane .......ccceeeeevneeienencns $ 1,519 $ 1,450
Weather Hedging Contracts 938 (1,626)
OTNET ettt et ereeaeens 1,065 276
TOLAl ONET oottt eeeea $ 3,522 $ 100
Total REVENUES ..ot $ 118,102 $ 77,927

M For the purposes of this chart, “Base Company” means Griffith as constituted at January 1, 2007 (i.e., without any impact from
acquisitions made by Griffith in 2008 and 2007).
@ For the purposes of this chart, “Acquisitions” represents the incremental effect of acquisitions made by Griffith in 2008 and 2007.

Revenues, net of the effect of weather hedging expenses associated with acquisitions made during 2008

contracts, increased in the year ended 2008 compared to
2007, and in the year ended 2007 compared to 2006, due
largely to an increase in the selling price and revenues
from petroleum products resulting from the acquisitions
made in 2008, 2007 and 2006.

Operating Expenses

For the year ended December 31, 2008, operating
expenses increased $115.3 million, or 29%, from $397.1
million in 2007 to $512.4 million in 2008. The cost of
petroleum products increased $99.4 million, or 31.2%
due to higher wholesale market prices and an increase in
sales volume due to the impact of acquisitions.

Other operating expenses increased $15.9 million
for the year ended December 31, 2008 due primarily to
an increase in expenses associated with the increased
sales volumes, additional operating and overhead

and 2007, and an increase in the allowance for doubtful
accounts.

Operating expenses increased $73.6 million, or
22.8% in 2007 when compared to 2006, primarily due
to higher petroleum product expenses. These costs in-
creased $61.0 million, or 23.8%, due to higher wholesale
market prices and an increase in sales volume primarily
due to the impact of acquisitions and colder weather in
2007. Other operating expenses increased $12.6 million
in 2007 primarily due to an increase in expenses associ-
ated with the increased sales volumes and additional
operating and overhead expenses associated with acqui-
sitions made during 2006 and 2007.



Other Businesses and Investments

Revenues and Operating Expenses

The operating results of Lyonsdale are consolidated
in the Consolidated Financial Statements of CH Energy
Group. Results for the year ended December 31, 2008
compared to the same period in 2007 reflect an increase
in operating revenues of $2.6 million and increased total
operating expenses of $1.6 million with a net increase in
CH Energy Group’s net income of $0.5 million. These
results reflect an increase in Lyonsdale’s 2008 capacity
factor and higher sales of Renewable Energy Credits in
2008, and were partially offset by higher fuel costs.

Lyonsdale’s operating results in 2007 reflect operat-
ing revenue of $8.6 million, operating expenses of $9.2
million and favorable tax benefits of $1.8 million, includ-
ing production tax credits of $1.2 million.

Other Income

Other income and deductions for the balance of
CH Energy Group, primarily the holding company and
CHEC'’s investments in partnerships and other invest-
ments (other than Griffith), decreased $2.9 million for
the year ended December 31, 2008, when compared to
the same period in 2007. Nearly half of this decrease is
attributable to lower interest and investment income re-
sulting from the redeployment of capital from short-term
investments to CH Energy Group’s subsidiaries. The
lower interest and investment income reduced earnings
by $1.4 million in 2008. Lower earnings of CHEC’s
Cornhusker Holdings investment also impacted these re-
sults. Lower crush margins throughout 2008 contributed
to the decrease in Cornhusker Holdings earnings of $0.9
million compared to the same period in 2007.

Other Income and Deductions for CH Energy Group
(the holding company) and CHEC’s investments in
partnerships and other investments (other than Griffith)
decreased $1.0 million in 2007 when compared with
2006. The decrease is largely attributable to the sale of
non-strategic property in 2006, and decreased investment
income resulting from the redeployment of capital from
short-term investments to CH Energy Group’s subsid-
iaries, the use of proceeds from the sale of short-term
investments to pay common stock dividends, and a de-
crease in Cornhusker Holdings’ earnings. The results of
CH Energy Group’s investment in Cornhusker Holdings
declined due to unfavorable commodity prices for corn,
natural gas, and ethanol, which decreased margins. This
decrease was partially offset by an increase in income
from CHEC’s investments in other renewable energy and
energy efficiency projects.

Income Taxes

Income taxes for CH Energy Group decreased $0.1
million in 2008 when compared to 2007 due to lower
taxes at Central Hudson and decreased pre-tax book
earnings at CHEC. These favorable variations were al-
most entirely offset by the unfavorable impact of a reduc-
tion in tax-exempt income at the holding company.

CH Energy Group’s income taxes for 2007 de-
creased by $1.9 million compared to 2006 primarily due
to lower taxes at Central Hudson, the favorable impact
of production tax credits at CHEC from its renewable
energy portfolio and lower state income taxes. These
favorable items were partially offset by an unfavorable
impact of flow-through items related to reserves.

OTHER MATTERS

Pension Protection Act

On August 17, 2006, President Bush signed the
Pension Protection Act into law. The Pension Protection
Act introduces new funding requirements for single and
multi-employer defined benefit pension plans, addresses
plan design for cash balance and other hybrid plans, and
addresses contributions to defined contribution plans, de-
duction limits for contributions to retirement plans, and
investment advice provided to plan participants. The new
defined benefit funding rules are effective for plan years
beginning after December 31, 2007. Certain transition
rules apply for 2008 through 2010. For additional discus-
sion regarding the Pension Protection Act, please see the
“Retirement Plan” discussion that follows.

Changes in Accounting Standards

See Note 3 - “New Accounting Standards and Other
FASB Projects” for a discussion of the status of new ac-
counting standards.

Retirement Plan

As described more fully in Note 10 - “Post-Employ-
ment Benefits,” Central Hudson has a non-contributory
Retirement Income Plan (“Retirement Plan”) cover-
ing substantially all of its employees hired on or after
January 1, 2008. The Retirement Plan is a defined
benefit plan, which provides pension benefits based on
an employee’s compensation and years of service. In
2007, Central Hudson amended the Retirement Plan to
eliminate these benefits for managerial, professional,
and supervisory employees hired on or after January 1,
2008. The Retirement Plan for unionized employees was
similarly amended for employees hired on or after
May 1, 2008.

The significant assumptions and estimates used to
account for the Retirement Plan are the discount rate,
the expected long-term rate of return on Retirement Plan
assets, the rate of compensation increase, and the method
of amortizing gains and losses.

The discount rate was determined as of December
31,2008 based on the rate at which obligations could
be effectively settled. The rate is based on the Citigroup
Pension Discount Curve. Central Hudson selects the rate
after consultation with its actuarial consultant. Central
Hudson’s discount rate was 6.2% as of the most recent
valuation date, December 31, 2008 and 6.2% for the
prior year valuation date of September 30, 2007.

In determining the expected long-term rate of return
on Retirement Plan assets, Central Hudson considered
the current level of expected returns on risk-free invest-
ments (primarily United States government bonds), the
historical level of risk premiums associated with other
asset classes, and the expectations of future returns over
a 20-year time horizon on each asset class. The expected
return for each asset class was then weighted based on
the Retirement Plan’s target asset allocation. Central
Hudson also considered expectations of value-added by
active management, net of investment expenses.

The rate of compensation increase was based on
historical and current compensation practices of Central
Hudson giving consideration to any anticipated changes
in this practice.

Actuarial gains and losses, which include invest-
ment returns and demographic experience which are
different than anticipated based on the actuarial assump-
tions, are amortized in accordance with procedures set
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forth by the PSC which require the full gain or loss aris-
ing each year to be amortized uniformly over ten years.
The net losses are currently $177.3 million, including
losses for the years 1999 through 2008. Therefore, the
future annual amortization of these losses will increase
pension expense, determined under SFAS No. 87, titled
Employers’ Accounting for Pensions, as amended by
SFAS No. 158, titled Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans, from its
current level unless there are offsetting future gains or
other offsetting components of pension expense.

Based on current levels of Retirement Plan assets
and obligations, a change of 0.25% in the long-term rate
of return assumption would change pension expense by
approximately $1.0 million and a change of 0.25% in the
discount rate would change pension expense by approxi-
mately $1.2 million.

Under the policy of the PSC regarding pension
costs, Central Hudson recovers its net periodic pension
and OPEB costs through customer rates with differences
from rate allowances deferred for future recovery from or
return to customers. As a result, Central Hudson expects
to fully recover its net periodic pension and OPEB costs
over time. The Retirement Plan’s liquidity is primarily
affected by the cash contributions made by Central Hud-
son to the Retirement Plan. Central Hudson contributed
$12.5 million and $5.8 million to the Retirement Plan in
2008 and 2007, respectively. Based on the requirements
of the Pension Protection Act, Central Hudson’s actuarial
consultant provided estimated annual contributions under
various economic scenarios for the four-year period from
2008-2011. The estimated contributions were calculated
to achieve a 100% funded ratio by 2011 and not drop
below 80% in any given year. Under economic growth
assumptions of above average to average growth, annual
contributions could range from $0-$23 million. Under a
recession scenario that assumes both economic growth
and inflation decline through 2009 before a partial
recovery, annual contributions could range from $26-$84
million. The actual contributions could vary significantly
based upon economic growth, corporate resources,
projected investment returns, actual investment returns,
inflation, and interest rate assumptions.

For additional information regarding the Retirement
Plan, see Note 10 - “Post-Employment Benefits.”

CAPITAL RESOURCES AND LIQUIDITY
CH Energy Group - Cash Flow Summary

Other Businesses and Investments

CH-Auburn Energy, LLC (“CH-Auburn”), a wholly
owned subsidiary of CHEC, has entered into an Energy
Services Agreement (“ESA”) with the City of Auburn,
New York (the “City”), to develop, construct, own,
operate and maintain a 3-megawatt bio-gas to electricity
renewable energy plant. The project is currently in the
engineering design and permitting phase, but the City’s
energy purchase price kWh rate is now projected to
exceed the rate cap under the ESA, and, in accordance
with the ESA, CH-Auburn has stopped work, pending
decision by the parties. As of December 31, 2008, CH-
Auburn has incurred approximately $2.9 million of de-
sign and construction costs for the facility and purchased
three electric generators, with current outstanding com-
mitments for an additional estimated $0.6 million. Under
the terms of the ESA, CH-Auburn has the right to trans-
fer the project to the City and require reimbursement of
all costs incurred to date. CH-Auburn has proposed an
alternative scope of work to proceed with phase I of the
project to complete the landfill gas to electric portion of
the project and defer work on the digester phase of the
project. Discussions between CH-Auburn and the City
are continuing. CH Energy Group can make no predic-
tion as to the outcome of these discussions.

CHEC made a $1.2 million loan to Buckeye Bio-
power, LLC (“Buckeye”) in June 2007 for development
of a corn-ethanol plant. Since receipt of the loan from
CHEC the developers have entered into a lease for a site,
and a Letter of Intent to provide engineering, procure-
ment and construction for the plant. In June 2008, the
developers paid CHEC all interest owed on the loan for
the initial term and extended the term of the loan for
one additional year. The developers are in the process of
seeking construction financing for the project. Current
low crush margins for corn to ethanol plants and credit
market conditions have made the arrangement of such
financing difficult. CHEC’s management is monitoring
the collectability of this loan and believes no reserve is
required at December 31, 2008. However, among other
factors, if the developer is unable to obtain the appro-
priate level of project financing and/or adverse ethanol
regulations are enacted, the loan may become impaired
in the future. CH Energy Group can make no prediction
of the outcome at this time.

Changes in CH Energy Group’s cash and cash equivalents resulting from operating, investing, and financing

activities are summarized in the following chart (In Millions):

Year Ended December 31,
2008 2007 2006
Net Cash Provided By (Used In): (In Millions)
Operating Activities $ 331 $ 879
Investing Activities ... (73.7) (88.7)
Financing Activities 27.8 (24.5)
Net change for the period ..........ccocevveveereeriesienienienne. . (12.8) (25.3)
Balance at beginning of period ........cccceceveverieneenenne 11.3 24.1 49.4
Balance at end of period $ 198 $ 113 $ 24.1

CH Energy Group’s cash and cash equivalents increased by $8.5 million for the year ended December 31, 2008
and decreased by $12.8 million and $25.3 million for the years ended December 31, 2007 and 2006, respectively. For
each year, CH Energy Group’s working capital needs were provided by cash from operations and supplemented season-
ally with short-term financing as needed. Capital expenditures, acquisitions, and dividends were funded with cash from
operations above working capital needs, proceeds from the sale of short-term investments and supplemented with ad-
ditional financing through the issuance of long-term debt.



Net cash provided by operations was $109.3 mil-
lion, $33.1 million and $87.9 million for the years ended
December 31, 2008, 2007 and 2006, respectively. Cash
provided by sales exceeded the period’s expenses and
working capital needs for each year, particularly in 2008
and 2006. Cash from operations was also significantly
impacted by an overpayment of federal income taxes in
2006 of $8.7 million, which was refunded in 2007. Other
significant items that impacted cash from operations in
each of these years included (In Millions):

2008 2007 2006
Central Hudson’s
pension plan
contributions $13.0 $ 6.3 $ 75
Central Hudson’s
OPEB contributions 4.2 6.5 3.2
MGP site remediation 2.8 5.1 1.5

Net cash used in investing activities was $88.7 mil-
lion, $73.7 million and $88.7 million in the years ended
December 31, 2008, 2007, and 2006, respectively. Cash
was used primarily to fund investments in electric and
natural gas systems of Central Hudson and for acquisi-
tions at Griffith. These investing activities were partially
offset by proceeds from the sale of property and plant
and net proceeds from the sale of short-term invest-

Central Hudson - Cash Flow Summary

ments held by the holding company in 2008 and 2007.
These short-term investments were fully liquidated in the
current year. Other significant uses of cash for investing
activities included cash invested in the form of notes
receivable from unconsolidated affiliates within the CH
Energy Group’s Other Businesses and Investments busi-
ness unit in 2007 and 2006.

Net cash (used in) provided by financing activities
was $(12.1) million, $27.8 million and $(24.5) million
for the years ended December 31, 2008, 2007 and 2006,
respectively. Financing activities have consistently in-
cluded dividends paid each year and borrowings of long-
term debt to finance investments in Central Hudson’s
electric and natural gas systems as follows (In Millions):

2008 2007 2006

Dividends paid $34.1 $34.0 $34.0
Net borrowings of

long-term debt 30.0 33.0 27.0

Short-term debt activity consisted of net repayments
of $7.0 million and $17.0 million in 2008 and 2006,
respectively, based on the amount of the excess of cash
provided from sales over expenses and working capital
needs for those years. Net borrowings of $29.5 million in
2007 were used primarily to supplement the company’s
working capital needs and to pay dividends in that year.

Changes in Central Hudson’s cash and cash equivalents resulting from operating, investing, and financing activi-

ties are summarized in the following chart (In Millions):

Net Cash Provided By (Used In):
Operating ACHVItIes ......ccoecvvereeererieenieennne
Investing ACtiVItIES ..ccceveveerererieieieieieene.

Financing Activities ...

Net change for the period ........c..cccevverveviennne.
Balance at beginning of period ........c..cocceveevieienienenne.

Balance at end of period .........cccoceveveneniennieienienne.

Year Ended December 31,

2008 2007 2006
68.1 $ 328 $ 679
(80.2) (83.3) (70.5)

11.0 52.4 0.1
(1.1) 1.9 (2.5)

3.6 1.7 4.2

2.5 $ 3.6 $ 1.7

Central Hudson’s cash and cash equivalents de-
creased by $1.1 million for the year ended December 31,
2008, increased by $1.9 million for the year ended De-
cember 31, 2007 and decreased by $2.5 million for the
year ended December 31, 2006. For each year, Central
Hudson’s working capital needs were provided by cash
from operations and supplemented with seasonally short-
term financing as needed. Capital expenditures were
funded with cash from operations above expenses and
working capital needs and supplemented with additional
financing through the issuance of long-term debt.

Net cash provided by operations was $68.1 million,
$32.8 million and $67.9 million for the years ended
December 31, 2008, 2007 and 2006, respectively. Cash
provided by sales exceeded the period’s expenses and
working capital needs for each year, particularly in 2008.
Cash from operations was also significantly impacted by
an overpayment of federal income taxes in 2006 of $8.7
million, which was refunded in 2007. Other significant
items that impacted cash from operations in each of
these years included (In Millions):

2008 2007 2006

Central Hudson’s
pension plan

contributions $13.0 $6.3 $7.5
Central Hudson’s

OPEB contributions 4.2 6.5 3.2
MGTP site remediation 2.8 5.1 1.5

Net cash used in investing activities of $80.2 mil-
lion, $83.3 million and $70.5 million in the years ended
December 31, 2008, 2007 and 2006, respectively, was
primarily for investments in its electric and natural gas
systems.

Net cash provided by financing activities was $11.0
million, $52.4 million and $0.1 million in the years
ended December 31, 2008, 2007 and 2006, respectively.
Financing activities have typically included dividends
paid to CH Energy Group and borrowings of long-term
debt to finance investments in electric and natural gas
systems. In the current year, Central Hudson retained its
net income to further invest in its transmission and distri-
bution systems. A summary of this significant activity is
as follows (In Millions):

2008 2007 2006
Dividends paid to

CH Energy Group $ - $ 8.5 $ 85
Net borrowings of
long-term debt 30.0 33.0 27.0
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Short-term debt activity consisted of net repayments
of $17.0 million and $17.0 million in 2008 and 2006,
respectively, based on the amount of excess of cash
provided from sales over expenses and working capital
needs for those years. Net borrowings of $29.5 million in
2007 were used primarily to supplement the company’s
working capital needs and to pay dividends in that year.

Capitalization - Issuance of Treasury Stock

Effective January 2, 2008, 12,100 restricted shares
with a fair value upon issuance of $536,000 were granted
under CH Energy Group’s Long-Term Equity Incentive
Plan to certain officers and key employees of Griffith
and an officer of CHEC. These shares were issued at
fair market value on the date of grant, and for Griffith,
are subject to a three-year vesting period contingent
upon continued employment of each individual. Shares
granted to the officer of CHEC vest ratably over the
three-year vesting period contingent upon continued
employment. Dividends paid on restricted shares held by
Griffith officers and key employees will be automatically
deferred and re-invested in additional restricted shares.
The shares granted were issued from CH Energy Group’s
treasury stock on January 2, 2008 and are presented in
the Consolidated Balance Sheet as an increase in com-
mon shares outstanding and as a reduction in treasury
stock as of December 31, 2008. However, in accordance
with SFAS 123(R), this issuance does not impact the
number of common shares outstanding used in the basic
EPS calculation in the Consolidated Statement of Income
until 2009, when vesting begins.

On May 1, 2008, performance shares earned as of
December 31, 2007 for the award cycle with a grant date
of March 24, 2005 were issued to participants. Those
recipients electing not to defer this compensation under
the CH Energy Group Directors and Executives Deferred
Compensation Plan received shares issued from CH

Contractual Obligations

Energy Group’s treasury stock. Additionally, on July 2,
2008, a pro-rated number of shares under the April 25,
2006 and January 25, 2007 performance share grants
were paid to retired officers in accordance with the plans
in the form of shares issued from CH Energy Group’s
treasury stock. A total of 8,983 shares were issued from
CH Energy Group’s treasury stock and are presented in
the consolidated balance sheet as an increase in common
shares outstanding and as a reduction in treasury stock as
of December 31, 2008. These shares were also included
in the calculation of the average number of common
shares outstanding used in the basic EPS calculation in
the Consolidated Statement of Income for the year ended
December 31, 2008.

The Company intends to continue to utilize shares
issued from CH Energy Group’s treasury stock for the
payout of future performance awards.

Capital Structure

CH Energy Group’s consolidated capital structure
reflects the external debt and Preferred Stock of Central
Hudson. CHEC’s long-term debt is comprised entirely
of intercompany loans from CH Energy Group that are
eliminated upon consolidation.

As provided in the 2006 Rate Order, Central
Hudson’s rates are based on a capital structure that
reflects 45% common equity, but a common equity ratio
up to 47% may be used for the purpose of determining
earnings sharing. Central Hudson has been gradually
increasing its equity ratio through retained earnings,
based on the expectation that it will earn a return on the
incremental equity through future delivery rates. Central
Hudson’s proposed rate structure in its ongoing rate case
reflects 48% common equity. These ratios are calculated
according to a PSC methodology, which excludes short-
term debt.

A review of capital resources and liquidity should also consider other contractual obligations and commitments,
which are further disclosed in Note 12 - “Commitments and Contingencies.”
The following is a summary of the contractual obligations for CH Energy Group and its affiliates as of Decem-

ber 31, 2008:
Projected Payments Due By Period (In Thousands)
Less than Years Ending  Years Ending 2014
1 year 2010-2011 2012-2013 and After Total
Long-Term Debt" $ 20,000 $ 24,000 $ 66,000 $ 323,950 $ 433,950
Interest Payments -

Long-Term Debt® 21,833 42,246 37,035 233,688 334,802
Operating Leases 3,193 5,446 4,170 4,178 16,987
Construction/Maintenance

& Other Projects® 37,099 14,714 4,665 26 56,504
Purchased Electric Contracts® 112,961 134,986 8,060 7,672 263,679
Purchased Natural Gas Contracts® 66,796 64,232 21,287 26,664 178,979
Purchased Fixed Liquid

Petroleum Contracts® 16,200 - - - 16,200
Total Contractual Obligations® $ 278,082 $ 285,624 $ 141,217 $ 596,178 $ 1,301,101

@ TIncludes fixed rate obligations and variable interest rate bonds with estimated variable interest payments based on the actual

interest paid in 2008.

@ Including Specific, Term, and Service Contracts, briefly defined as follows: Specific Contracts consist of work orders for
construction; Term Contracts consist of maintenance contracts; Service Contracts include consulting, educational, and professional
service contracts. The operations and maintenance contract for Lyonsdale (which includes a base management fee included in
these totals for the year 2009) also contains provisions for additional performance-based compensation that are not included in the

amounts shown.

& Purchased electric and purchased natural gas costs for Central Hudson are fully recovered via their respective regulatory cost

adjustment mechanisms.
@ Estimated based on pricing on December 31, 2008.

) The estimated present value of CH Energy Group’s total contractual obligations is $935 million, assuming a discount rate of 5.5%.



The following is a summary of the contractual obligations for Central Hudson as of December 31, 2008:

Projected Payments Due By Period (In Thousands)

Less than Years Ending Years Ending 2014

1 year 2010-2011 2012-2013 and After Total
Long-Term Debt™ $ 20,000 $ 24,000 $ 66,000 $ 323,950 $ 433,950
Interest Payments -

Long-Term Debt" 21,833 42,246 37,035 233,688 334,802
Operating Leases 1,677 2,951 2,882 2,860 10,370
Construction/Maintenance &

Other Projects® 36,437 14,529 4,649 26 55,641
Purchased Electric Contracts® 112,961 134,986 8,060 7,672 263,679
Purchased Natural Gas Contracts® 66,796 64,232 21,287 26,664 178,979
Total Contractual Obligations® $ 259,704 $ 282,944 $139,913 $ 594,860 $ 1,277,421

M Includes fixed rate obligations and variable interest rate bonds with estimated variable interest payments based on the actual

interest paid in 2008.

@ Including Specific, Term, and Service Contracts, as defined in footnote (2) of the preceding chart.

® Purchased electric and purchased natural gas costs for Central Hudson are fully recovered via their respective regulatory cost

adjustment mechanisms.

@ The estimated present value of Central Hudson’s total contractual obligations is $912 million, assuming a discount rate of 5.5%.

Central Hudson may also have an obligation to
fund its Retirement Plan and OPEB. Decisions to fund
the Retirement Plan are made annually and are primarily
affected by the discount rate used to determine benefit
obligations, current asset values and the projection of
Retirement Plan assets. Based on the requirements of
the Pension Protection Act, Central Hudson’s actuarial
consultant provided estimated annual contributions under
various economic scenarios for the four-year period from
2008-2011. The estimated contributions were calculated
to achieve a 100% funded ratio by 2011 and not drop
below 80% in any given year. Under economic growth
assumptions of above average to average growth, annual
contributions could range from $0-$23 million. Under a
recession scenario that assumes both economic growth
and inflation decline over a three year period before a
partial recovery, annual contributions could range from
$26-$84 million. The actual contributions could vary
significantly based upon economic growth, projected
investment returns, inflation, and interest rate assump-
tions. Estimated Retirement Plan contributions in 2009
are expected to range from $10-$20 million.

Employer contributions in 2008 to fund OPEB were
$4.2 million. Obligations for future funding depend on a
number of factors, including the discount rate, expected
return, and medical claims assumptions used. If these
factors remain stable, OPEB contributions over the next
few years are expected to range from $1-$5 million.

The recent volatility in the financial markets has
reduced the values of the Retirement Plan and the OPEB
assets. Management believes that increasing discount
rates will also reduce the present value of the plans’ li-
abilities. The net effect on the funded status of the plans
may result in a reduction of the proportion of the plans
liability that is currently funded. If future market condi-
tions do not improve sufficiently to offset these changes,
additional contributions will likely become necessary
under the terms of the Pension Protection Act of 2006.
Management expects that such contributions will be
recovered in the rate making process over time. Central
Hudson has investment policies for these plans which
include asset allocation ranges designed to achieve a
reasonable return over the long-term, recognizing the im-
pact of market volatility. Central Hudson monitors actual
performance against target asset allocations and adjusts

actual allocations and targets as deemed appropriate in
accordance with the Retirement Plan strategy. Manage-
ment cannot currently predict what impact the recent
financial market volatility may have on the expected rate
of return on plan assets or future funding decisions.

Under the policy of the PSC regarding pension
and OPEB costs, Central Hudson recovers these costs
through customer rates with differences from rate al-
lowances deferred for future recovery from or return to
customers. Based on the current policy, Central Hudson
expects to fully recover its net periodic pension and
OPEB costs over time.

Anticipated Sources and Uses of Cash

CH Energy Group’s cash flow is primarily gener-
ated by the operations of its direct subsidiaries, Central
Hudson and CHEC. Generally, the subsidiaries do not
accumulate cash but rather provide cash to CH Energy
Group in the form of dividends and, in the case of
CHEQC, repayments on its intercompany loan.

Central Hudson’s planned capital expenditures for
construction and removal during 2009 are expected to
total approximately $110 million. For 2010, planned
capital expenditures are expected to range from $95 mil-
lion to $105 million. Capital expenditures are expected to
be funded with cash from operations and a combination
of short-term and long-term borrowings. Central Hudson
may alter its plan for capital expenditures as its business
needs require.

Based on the proposed terms in its July 2008 rate
case filing Central Hudson intends to retain a signifi-
cant portion of its 2009 earnings to fund a portion of its
growth in long-lived assets while issuing approximately
$30 million of its Series F medium-term notes to fund
the remainder and to manage its capital structure. Ad-
ditionally, Central Hudson’s rate case proposal reflects an
increase in the equity ratio for the purpose of bolster-
ing its financial integrity. The Company feels this is
particularly important in the current economic climate.
Accordingly, Central Hudson may receive a cash equity
infusion of approximately $25 million from CH Energy
Group to increase its equity ratio in 2009. Short-term
debt is expected to be used to fund seasonal and tempo-
rary variations in working capital requirements. If
wholesale energy prices increase, Central Hudson
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would expect a corresponding increase in its current level
of working capital.

CHEC'’s capital expenditures are driven primarily
by Griffith and are expected to be approximately $2.0
million during 2009, excluding acquisitions and invest-
ments arising from its business development activities.
CHEC also began development of a landfill gas energy
facility in Auburn, NY during 2008, and expects to invest
$3.8 million to complete the first phase of that facility
in 2009, bringing its total investment to $6.7 million.

For 2010, capital expenditures, excluding acquisitions
and investments arising from its business development
activities, are expected to range from $2.5 million to $3.5
million. CHEC plans to continue to explore growth op-
portunities through its business development efforts.

Assuming normal weather and a stable wholesale
fuel price environment, Griffith is expected to generate
sufficient cash flow to fund normal annual capital ex-
penditures for facilities, equipment, and vehicles as well
as return capital to CH Energy Group. Wholesale fuel
prices, which are volatile and difficult to predict, remain
the largest driver of potential variations in Griffith’s cash
flow and financing needs. If the wholesale fuel price en-
vironment in 2009 is one of falling prices, management
expects an additional return of working capital. In an
environment of rising prices, increased working capital
requirements would reduce cash flow and, depending on
the magnitude of price increases, could require additional
financing from CH Energy Group or expansion of short-
term credit facilities.

CH Energy Group believes cash generated from
operations and funds obtained from its financing pro-
gram will be sufficient in 2009 and the foreseeable future
to meet working capital needs, pay dividends on its
Common Stock, and fund investments and acquisitions
to fulfill the Company’s growth objectives. CH Energy
Group’s primary source of funds is the cash it generates
from the operations of Central Hudson and CHEC, which
could be affected by volatility in energy markets that
affects their working capital needs and profitability. CH
Energy Group’s secondary source of funds is its credit
facility and its potential to raise capital with a long-term
debt offering related to the unleveraged CHEC business-
es. CH Energy Group’s ability to use its credit facility is
contingent upon maintaining certain financial covenants.
The Company does not anticipate that those covenants
will restrict its access to funds in 2009 or the foresee-
able future. CH Energy Group is currently evaluating its
options for raising long-term debt that would be serviced
by its CHEC businesses, and expects to complete an of-
fering during 2009 if debt markets are favorable for such
an offering.

Financing Program

2008 was a challenging year in the financial
markets. Financial stress among lenders constrained the
availability of credit, despite government intervention
in the markets and steep cuts in the federal funds target
rate. Aversion to risk drove up credit spreads and the
overall cost of issuing long-term debt. Equity values
for broad market indices fell, making equity financing

less attractive for many issuers. Despite these condi-
tions, CH Energy Group remained well-positioned

with a strong balance sheet and good access to credit.
Significant capacity remains on CH Energy Group’s

and Central Hudson’s committed credit facilities. While
credit spreads have risen, Central Hudson’s strong credit
position is expected to help facilitate access to long-term
debt. However, management can make no assurance in
regards to the availability or resulting terms and costs.
With the exception of the use of treasury shares for sev-
eral restricted share grants and performance share awards
earned, no equity was issued in 2008. Throughout the
downturn in equity markets following September 2008,
CH Energy Group’s common stock traded at a premium
to its book value. The Company continues to evaluate
alternatives for issuing equity in 2009 and beyond as a
source of capital for new investments.

CH Energy Group maintains a $150 million revolv-
ing credit agreement with several commercial banks to
provide committed liquidity beyond its cash balance.
That agreement, amended in February 2008, expanded
CH Energy Group’s committed credit from $75 million
to $150 million for a period of five years from the effec-
tive date. At December 31, 2008, CH Energy Group had
no outstanding borrowings under its credit agreement
and had no long-term debt at the holding company level.

Effective January 2, 2007 and pursuant to PSC
authorization, Central Hudson amended its $75 million
committed credit agreement with several commercial
banks, increasing the committed credit to $125 million
and extending the term of the agreement to January 2,
2012. In addition to this credit agreement, Central Hud-
son maintains several uncommitted lines of credit with
various banks. These arrangements give Central Hudson
competitive options to minimize the cost of its short-term
borrowings. At December 31, 2008, Central Hudson had
a $25.5 million outstanding balance under its uncommit-
ted lines of credit and no outstanding balance under its
committed credit agreement.

The lenders under both the CH Energy Group
($150 million) and Central Hudson ($125 million) credit
agreements include JPMorgan Chase Bank, N.A., Bank
of America, N.A., HSBC Bank USA, N.A. and Keybank
National Association. The availability of these facilities
is contingent upon the ability of the lenders to fulfill the
commitments. If one or more banks were deemed at risk
of being unable to meet their commitments, CH Energy
Group and Central Hudson may seek alternative sources
of committed credit to supplement the current agree-
ments. CH Energy Group and Central Hudson plan for
such a situation by reserving portions of the total com-
mitment for unforeseen events.

Central Hudson meets its need for long-term debt
financing through a medium-term notes program. As
a regulated electric and natural gas utility company,
Central Hudson is required to obtain authorization from
the PSC to issue securities with maturities greater than
12 months.



The PSC issued an Order in September 2006, authorizing Central Hudson to issue medium-term notes of up to
$140 million over the three-year period ending December 31, 2009. With this authorization, Central Hudson established

its Series F notes. A summary of Series F issuances follows:

Date Amount of Issuance Term, Rate Proceeds Used for:
March 23, 2007 $33,000,000 30-year, 5.80 % Redemption at maturity
of $33,000,000
5-year, 5.87% Series D Notes
September 14, 2007 $33,000,000 10-year, 6.028 % Financing ongoing
investments in electric
and natural gas systems
November 18, 2008 $30,000,000 S5-year, 6.854 % Financing ongoing

Central Hudson has the authority under its financing
order to issue up to an additional $44 million of Series F
notes in 2009, which it currently intends to use to meet
its financing needs resulting from capital expenditures
and the maturity of $20 million of 10-year 6.00% Series
C notes.

Central Hudson plans to file a petition in 2009 for
authorization of additional debt financing beyond the
$140 million currently authorized. Upon authorization
of this request from the PSC, Central Hudson plans to
register a new series of medium-term notes during 2009.

Central Hudson has five debt series that were issued
in conjunction with the sale of tax-exempt pollution con-
trol revenue bonds by New York State Energy Research
and Development Authority (“NYSERDA”). These
NYSERDA bonds, totaling $166 million, are insured
by Ambac Assurance Corporation (“Ambac”). During
2008, Ambac’s financial strength ratings were down-
graded by Standard & Poor’s and Moody’s. Standard &
Poor’s current rating is ‘A’ with a negative outlook " and
Moody’s is ‘Baal’ with a developing outlook.®® These
rating actions apply to Central Hudson’s five Ambac-in-
sured issues. The underlying rating and outlook on these
bonds and Central Hudson’s other senior unsecured debt
is ‘A’/stable by Standard & Poor’s and Fitch Ratings and
‘A2’ /negative by Moody’s.®

Central Hudson’s 1998 NYSERDA Series A Bonds,
totaling $16.7 million, were re-marketed on December 1,
2008. Under the terms of the applicable indenture, Cen-
tral Hudson converted the bonds to a fixed rate of 6.5%,
which will continue until their maturity in December
2028. Prior to the December 1, 2008 re-marketing, the
bonds bore interest at 3.0%.

Central Hudson’s 1999 NYSERDA Series A Bonds,
totaling $33.4 million, have an interest rate that is fixed
to maturity in 2027 at 5.45%.

Central Hudson’s 1999 NYSERDA Bonds, Series
B, C, and D, totaling $115.9 million, are multi-modal
bonds that are currently in auction rate mode. Beginning
in 1999 when the bonds were issued, the bonds’ interest
rate has been reset every 35 days in a Dutch auction.
Auctions in the market for municipal auction rate securi-
ties have experienced widespread failures since early
2008. Generally, an auction failure occurs because there
is an insufficient level of demand to purchase the bonds
and the bondholders who want to sell must hold the
bonds for the next interest rate period. Since Febru-

M TIssued November 19, 2008
@ Tssued November 5, 2008

investments in electric
and natural gas systems

ary 2008, all auctions for Central Hudson’s three series
of auction rate bonds have failed. As a consequence,

the interest rate paid to the bondholders has been set to
the then prevailing maximum rate defined in the trust
indenture. Central Hudson’s maximum rate results in
interest rates that are generally higher than the expected
results from the auction process. For the foreseeable
future, Central Hudson expects the interest rate to be set
at the maximum rate, determined on the date of each auc-
tion, to be 175% of the yield on an index of tax-exempt
short-term debt, or its approximate equivalent. Since the
first auction failure in February, the applicable rate for
Central Hudson’s bonds has ranged from 0.84% to 9.01%
and averaged 3.68% for 2008. In its Orders, the PSC has
authorized deferral accounting treatment for the interest
costs from Central Hudson’s three series of variable rate
1999 NYSERDA Bonds. As a result, variations in inter-
est rates on these bonds are deferred for future recovery
from or refund to customers and Central Hudson does not
expect the auction failures to have any adverse impact on
earnings. To mitigate the potential impact of unexpected
increases in short-term interest rates, Central Hudson
purchases interest rate caps based on an index for short-
term tax-exempt debt. A two-year, 4.5% cap on $115.9
million of debt expired March 31, 2008. Central Hudson
replaced the expiring cap, effective April 1, 2008, with

a one-year cap set at 3.0%. The interest rate cap is
evaluated quarterly and Central Hudson would receive a
payout under the terms of the cap if the index for short-
term tax-exempt debt exceeds an average of 3.0% for
the quarter. During 2008, the average for any quarter did
not exceed the cap rate and therefore no payments were
received in the current year.

Central Hudson is currently evaluating what actions,
if any, it may take in the future in connection with its
1999 NYSERDA Bonds, Series B, C and D. Potential ac-
tions may include converting the debt from auction rate
to another interest rate mode or refinancing with taxable
bonds.

In January 2008, Griffith established an uncommit-
ted line of credit of up to $25 million with a commer-
cial bank for the purpose of funding seasonal working
capital. At December 31, 2008, Griffith had a $10 million
outstanding balance under its uncommitted credit agree-
ment.

Effective July 31, 2007, CH Energy Group’s Board
of Directors extended and amended the Common Stock

®  These ratings reflect only the views of the rating agency issuing the rating, are not recommendations to buy, sell, or hold securities
of Central Hudson and may be subject to revision or withdrawal at any time by the rating agency issuing the rating. Each rating

should be evaluated independently of any other rating.
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Repurchase Program of the Company (the “Repurchase
Program”), which was originally authorized in 2002.
As amended, the Repurchase Program authorizes the
repurchase of up to 2,000,000 shares (excluding shares
repurchased before July 31, 2007) or approximately 13%
of the Company’s outstanding Common Stock, from time
to time, during the next five years, i.e., through July 31,
2012. No shares were purchased under the Repurchase
Program in 2006, 2007, or 2008. CH Energy Group
intends to set repurchase targets, if any, based on circum-
stances then prevailing.

For more information on CH Energy Group’s
and Central Hudson’s financing program, see Note 7 -
“Short-Term Borrowing Arrangements,” Note 8 - “Capi-
talization - Common and Preferred Stock,” and Note 9
- “Capitalization - Long-Term Debt.”

Parental Guarantees

For information on parental guarantees issued by
CH Energy Group and CHEC, see Note 1 - “Summary
of Significant Accounting Policies” under the caption
“Parental Guarantees.”

Product Warranties

For information on product warranties issued by
Griffith, see Note 1 - “Summary of Significant Account-
ing Policies” under the caption “Product Warranties.”

Environmental Matters

For information on environmental matters related to
CH Energy Group, Central Hudson, CHEC, and Griffith,
see subcaption “Environmental Matters” in Note 12 -
“Commitments and Contingencies” under the caption
“Contingencies.”

Related Parties

For information on related parties to CH Energy
Group and Central Hudson, see Note 1 - “Summary of
Significant Accounting Policies” under the caption “Re-
lated Party Transactions.”

COMMON STOCK DIVIDENDS
AND PRICE RANGES

CH Energy Group and its principal predecessors
(including Central Hudson) have paid dividends on their
respective Common Stock in each year commencing in
1903, and the Common Stock has been listed on the New
York Stock Exchange since 1945. The closing price as
of December 31, 2008 and 2007 was $51.39 and $44.54,
respectively. The price ranges and the dividends paid for
each quarterly period during the last two fiscal years are
as follows:

2008 High Low Dividend
1st Quarter $ 45.38 $34.53 $0.54
2nd Quarter 40.73 34.25 0.54
3rd Quarter 48.92 34.00 0.54
4th Quarter 52.36 33.39 0.54

2007 High Low Dividend
1st Quarter $53.79 $45.93 $0.54
2nd Quarter 50.78 43.49 0.54
3rd Quarter 50.22 42.85 0.54
4th Quarter 50.29 41.37 0.54

In 2008, CH Energy Group maintained its quar-
terly dividend rate at $0.54 per share. In making future
dividend decisions, CH Energy Group will evaluate all
circumstances at the time of making such decisions,
including business, financial, and regulatory consider-
ations.

The Settlement Agreement contains certain dividend
payment restrictions on Central Hudson, including
limitations on the amount of dividends payable if Central
Hudson’s senior debt ratings are downgraded by more
than one major rating agency due to performance or con-
cerns about the financial condition of CH Energy Group
or any CH Energy Group subsidiary other than Central
Hudson. These limitations would result in the average an-
nual income available for dividends on a two-year rolling
average basis being reduced to: (i) 75%, if the downgrade
were to a rating below “BBB+,” (ii) 50%, if the senior
debt were placed on “Credit Watch” (or the equivalent)
with a rating below “BBB,” or (iii) no dividends payable
if the downgrade were to a rating below “BBB-.” These
limitations survived the June 30, 2001, expiration of the
Settlement Agreement. Central Hudson is currently rated
“A” or the equivalent for the purposes of these limitations
and therefore the limitations noted above do not apply.

The number of registered holders of Common Stock
of CH Energy Group as of December 31, 2008, was
15,415.

All of the outstanding Common Stock of Central
Hudson and all of the outstanding Common Stock of
CHEC is held by CH Energy Group.

CRITICAL ACCOUNTING POLICIES

Use of Estimates: Preparation of the Consolidated Finan-
cial Statements in accordance with accounting principles
generally accepted in The United States of America
(“GAAP”) includes the use of estimates and assump-
tions by management that affect financial results. Actual
results may differ from those estimated; however the
methods used by CH Energy Group to prepare estimates
have historically produced reliable results.

Expense items most affected by the use of estimates
are depreciation and amortization (including amortization
of intangible assets), reserves for uncollectible accounts
receivable, other operating reserves, unbilled revenues,
and pension and other post-retirement benefits.

Depreciation and amortization is based on estimates
of the useful lives and estimated net salvage value of
properties. For Central Hudson, these estimates are
subject to change as the result of a future rate proceed-
ing. Historical changes have not been material to the
company’s financial results. For Griffith and Lyonsdale,
any changes in estimates used for depreciation are not ex-
pected to have a material impact on CH Energy Group’s
financial results. The amortization of CH Energy Group’s
other intangible assets is discussed in detail below under
the caption “Goodwill and Other Intangible Assets.”

Estimates for uncollectible accounts are based
on customer accounts receivable aging data as well as
consideration of various quantitative and qualitative fac-
tors, including economic factors such as future outlooks
for the economy, unemployment rates, energy prices
and special collection issues. The estimates for other
operating reserves are based on assessments of future
obligations related to injuries and damages and workers
compensation claims. Unbilled revenues are determined
based on the estimated sales for bimonthly accounts that
have not been billed by Central Hudson in the current



month. The estimation methods used in determining
these sales are the same methods used for billing cus-
tomers when actual meter readings cannot be obtained.
Historical changes to these items have not been material
to the company’s financial results.

See Note 1 - “Summary of Significant Accounting
Policies” under the caption “Use of Estimates” to the
Consolidated Financial Statements of this 10-K Annual
Report for additional discussion.

Goodwill and Other Intangible Assets: The balances
reflected on CH Energy Group’s Consolidated Balance
Sheet at December 31, 2008, December 31, 2007, and
December 31, 2006 for “Goodwill” and “Other intan-
gible assets - net” relate to Griffith. Goodwill represents
the excess of cost over the fair value of the net tangible
and identifiable intangible assets of businesses acquired
as of the date of acquisition.

As required by Statement of Financial Accounting
Standards (“SFAS”) No. 142, titled Goodwill and Other
Intangible Assets (“SFAS 142”), both goodwill and
intangible assets not subject to amortization are tested
at least annually for impairment and whenever events
or circumstances make it more likely than not that an
impairment may have occurred, such as a significant
adverse change in the business climate or a decision to
sell or dispose of a reporting unit. In assessing whether
an impairment exists the fair value of the reporting
units is compared to the carrying amount of assets. Fair
value of goodwill is estimated using a discounted cash
flow measurement. When available and as appropriate,
comparative market multiples are used to corroborate
discounted cash flows. In applying this methodology,
reliance is placed on a number of factors, including
actual operating results, future business plans, economic
projections and market data. The carrying amount for
goodwill was $67.5 million as of December 31, 2008
and $63.4 million as of December 31, 2007. Historical
impairment tests have not resulted in the recognition of
any impairment. However, if the operating cash flows
of Griffith decline significantly in the future, the result
could be recognition of a future goodwill impairment
charge to operations and the amount could be material to
CH Energy Group’s Consolidated Financial Statements.

The most significant assumptions used in the
discounted cash flow valuation regarding Griffith’s fair
value in connection with goodwill valuations are: (1)
detailed five year cash flow projections, (2) the risk
adjusted discount rate, and (3) Griffith’s expected long-
term growth rate, which approximates the growth rate
imputed from the discrete period cash flow projections
on key aspects of the business. The primary drivers of
Griffith’s cash flow projections include sales volumes,

margin rates and expense inflation, particularly for labor.

The risk adjusted discount rate represents Griffith’s
weighted average cost of capital and is established based
on (1) the 30 year risk-free rate, which is impacted by
events external to Griffith, such as investor expectations
regarding economic activity, (2) Griffith’s required rate
of return on equity, and (3) the current after tax rate of
return on debt. In valuing its goodwill for 2008, Griffith
used an average risk adjusted discount rate of 9.6%.

Had the risk-adjusted discount rate been 25 basis points
higher, the aggregate estimated fair value of the report-

ing units would have decreased by $4.7 million, or 2.8%.

In addition, Griffith used an average expected terminal
growth rate of 1.5%. If the expected terminal growth
rate was 25 basis points lower, the aggregate estimated

fair value of the reporting units would have decreased by
$3.4 million, or 2.0%. Had each year in Griffith’s five-
year cash flow projections been lower by 1.0%, the ag-
gregate estimated fair value of the reporting units would
have decreased by $0.6 million, or 0.4%. As of Decem-
ber 31, 2008, the fair value of goodwill as calculated was
approximately $30 million above its carrying value.

Other intangible assets - net relate to Griffith and
are comprised of customer relationships, trademarks
and covenants not to compete. If events indicate that an
impairment exists, these assets are tested for impairment
by comparing the carrying amount to the sum of undis-
counted cash flows expected to be generated by the asset.

In accordance with SFAS 142 intangible assets that
have finite useful lives continue to be amortized over
their useful lives. The estimated useful life for customer
relationships is 15 years, which is believed to be ap-
propriate in view of average historical customer attrition.
However, if customer attrition were to substantially
increase, a shorter amortization period would be used,
resulting in an increase in amortization expense. For
example, if a ten-year amortization period were initially
used, annual amortization expense would increase by
approximately $1.8 million. The estimated useful lives of
trademarks range from five to fifteen years and are based
upon management’s assessment of several variables
such as brand recognition, management’s plan for the
use of the trademark, and other factors which will affect
the duration of the trademark’s life. The useful life of a
covenant not to compete is based on the expiration date
of the covenant, generally between two and ten years.
The weighted average amortization periods for customer
relationships, trademarks and covenants not to compete
are 15 years, 11 years, and 8.9 years, respectively. The
weighted average amortization period for all amortizable
intangible assets is 14.6 years. The estimated useful life
of Griffith’s customer relationships is tested annually
based on actual experience. The amortizable life of these
assets has not changed since Griffith was acquired.

See Note 6 - “Goodwill and Other Intangible As-
sets” of this 10-K Annual Report for additional discus-
sion.

Post-Employment Benefits: Central Hudson’s reported
costs of providing non-contributory defined pension
benefits as well as certain health care and the life insur-
ance benefits for retired employees are dependent upon
numerous factors resulting from actual plan experience
and assumptions of future plan performance.

The significant assumptions and estimates used to
account for the Retirement Plan and other post-retire-
ment benefit expenses and liabilities are the discount
rate, the expected long-term rate of return on the pension
plan and other post-retirement plan assets, health care
cost trend rate, the rate of compensation increase, mortal-
ity assumptions, and the method of amortizing gains and
losses.

For 2008 the Projected Benefit Obligation (“PBO”)
for Central Hudson’s Retirement Plan ($423.5 million)
and its obligation for OPEB costs ($119.0 million) were
both determined using 6.2% discount rates. These rates
were determined using the Citigroup Pension Discount
Curve reflecting projected cash flows. A 0.25% change in
the discount rate would affect the projection of the pen-
sion PBO by approximately $11.8 million and the OPEB
obligation by approximately $3.4 million. Investment
losses in the years 2000 through 2002, and a reduction
in the discount rate during that period have resulted in
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a significant increase in pension and OPEB costs since
2001. Declines in the market value of the Trust Funds
investment portfolio in 2008 are expected to result in
significant future increases in pension costs. Increas-

ing discount rates reduce the present value of the plans’
liabilities. The net effect on the funded status of the plans
may result in a reduction of the proportion of the plans
liability that is currently funded. If future market condi-
tions do not improve sufficiently to offset these changes,
additional contributions will likely become necessary
under the terms of the Pension Protection Act of 2006.
Management expects that such contributions will be in-
corporated in the rate making process over time. Central
Hudson has investment policies for these plans which
include asset allocation ranges designed to achieve a
reasonable return over the long-term, recognizing the im-
pact of market volatility. Central Hudson monitors actual
performance against target asset allocations and adjusts
actual allocations and targets as deemed appropriate in
accordance with the Retirement Plan strategy. Manage-
ment cannot currently predict what impact the recent
financial market volatility may have on the expected rate
of return on plan assets or future funding decisions. A
0.25% change in the discount rate would impact the net
periodic benefit cost by $1.2 million for the Retirement
Plan and $0.4 million for OPEBs. In order to reduce the
total costs of benefits, OPEB plan changes were negoti-
ated with the IBEW Local 320 for unionized employees
and certain retired employees effective May 1, 2008.

Central Hudson amortizes actuarial gains and losses
related to these obligations over ten years in accordance
with PSC-prescribed provisions.

The expected long-term rate of return on Retire-
ment Plan and OPEB assets is 8.0%, net of investment
expense. In determining the expected long-term rate of
return on these assets, Central Hudson considered the
current level of expected returns on risk-free invest-
ments (primarily United States government bonds), the
historical level of risk premiums associated with other
asset classes, and the expectations of future returns over
a 20-year time horizon on each asset class, based on the
views of leading financial advisors and economists. The
expected return for each asset class was then weighted
based on each plan’s target asset allocation. Central
Hudson also considered expectations of value-added by
active management, net of investment expenses. The
actual annual return on Central Hudson’s Retirement
Plan and OPEB assets over the previous three years are
summarized as follows:

Calendar Year Performance
2008 2007 2006

Central Hudson
Retirement Plan 30.0)% 6.9% 12.7%
Central Hudson

OPEB* 26.4)% 5.0% 12.5%
Central Hudson
OPEB* (25.0)% 4.1% 12.7%

* OPEB assets are comprised of two separate groups of
invesment funds.

A 25 basis point decrease in the expected long-term
rate of return on Retirement Plan and OPEB assets would
have the following impact: increase the net periodic
benefit cost by $1.0 million for the pension plan and $0.2
million for OPEBs. The expected long-term rate of return
is reviewed annually in the fourth quarter and updated if
the determinants have changed.

The estimates of health care cost trend rates are
based on a review of actual recent trends and projected
future trends. Assumed health care cost trend rates have
a significant effect on the amounts reported for the health
care plan. A 1% change in assumed health care cost trend
rates would have the following effects:

One Percentage  One Percentage
Point Increase Point Decrease

(In Thousands)
Effect on total of
service and interest

cost components
for 2008 $1,076 $(894)

Effect on year-end
2008 post-retirement
benefit obligation $9,943 $ (8,449)

In accordance with the terms of the 2006 Order,
Central Hudson is authorized to defer any differences
between rate allowances and actual costs for both its
Retirement and OPEB plans.

See Note 10 - “Post-Employment Benefits” of this
10-K Annual Report for additional discussion.

Accounting for Derivatives: CH Energy Group and
its subsidiaries use derivatives to manage their com-
modity and financial market risks; they do not enter into
derivative instruments for speculative purposes. As a
result of deferrals under Central Hudson’s regulatory
mechanisms and offsetting changes of commodity prices
for both Central Hudson and Griffith, derivatives that
CH Energy Group and Central Hudson enter into do not
materially impact earnings.

All derivatives, other than those specifically ex-
cepted, are reported on the Consolidated Balance Sheet
at fair value. For discussions relating to market risk and
derivative instruments, see Item 7A - “Quantitative and
Qualitative disclosure About Market Risk’” and Note 14
- “Accounting for Derivative Instruments and Hedging
Activities” of this 10-K Annual Report.



ITEM 7A QUANTITATIVE AND
QUALITATIVE DISCLOSURE ABOUT
MARKET RISK

2008 has been a challenging year in the financial
markets with extraordinary volatility of commodity
prices and interest rates. The practices employed by
CH Energy Group and Central Hudson to mitigate risks
discussed below continue to operate effectively. For
related discussion on this activity, see Item 7 - “Manage-
ment’s Discussion and Analysis of Financial Condition
and Results of Operations” under the subcaption “Capital
Resources and Liquidity”, Note 14 - “Accounting for
Derivative Instruments and Hedging Activities” and Note
9 - Long-Term Debt within this 10-K Annual Report.

The primary market risks for CH Energy Group
and its subsidiaries and investments are commodity
price risk and interest rate risk. Commodity price risk,
related primarily to purchases of natural gas, electricity,
and petroleum products for resale to retail customers, is
mitigated in several different ways. Central Hudson, as
authorized by the PSC in the 2006 Rate Order, collects
its actual purchased electricity and purchased natural gas
costs from its customers through cost adjustment clauses
in its rates. These adjustment clauses provide for the
collection of costs, including risk management and work-
ing capital costs, from customers to reflect the actual
costs incurred in obtaining supply. Risk management
costs are defined by the PSC as “costs associated with
transactions that are intended to reduce price volatility
or reduce overall costs to customers. These costs include
transaction costs and gains and losses associated with
risk management instruments.” Griffith may increase the
prices charged for the commodities it sells in response
to changes in costs; however, its ability to raise prices
is limited by what the competitive market in which it
participates will bear. Depending on market conditions,
Central Hudson may enter into long-term fixed supply
and long-term forward supply contracts for the purchase
of these commodities. Central Hudson also uses natural
gas storage facilities, which enable it to purchase and
hold quantities of natural gas at pre-heating season prices
for use during the heating season. CH Energy Group also
bears commodity price risk for the purchase of corn and
natural gas and the sale of ethanol and distillers grains by
Cornhusker Holdings.

Central Hudson and Griffith have in place an energy
risk management program within their operations. This
risk management program permits the use of deriva-
tive financial instruments for hedging purposes but does
not permit their use for trading or speculative purposes.
Central Hudson and Griffith have entered into either
exchange-traded futures contracts or Over-the-Counter
contracts with third parties to hedge commodity price

risk associated with the purchase of natural gas, electric-
ity, and petroleum products and to hedge the effect on
earnings due to significant variations in weather condi-
tions from historical patterns. The types of derivative
instruments typically used include natural gas futures
and swaps to hedge natural gas purchases, contracts for
differences to hedge electricity purchases, put and call
options to hedge oil purchases, and degree-day based
weather derivatives to hedge weather variations. In

this latter case, Central Hudson and Griffith use such
derivative instruments to dampen the impact of weather
variations on delivery revenues. OTC derivative transac-
tions are entered into only with counter-parties that meet
certain credit criteria. The creditworthiness of these
counter-parties is determined primarily by reference to
published credit ratings. Commodity price risk related
to both corn and ethanol is managed by Cornhusker
Holdings at the entity level, not by CHEC or CH Energy
Group directly.

The use of derivative instruments for hedging pur-
poses is discussed in more detail in Note 14 -”Account-
ing for Derivative Instruments and Hedging Activities”,
which incorporates sensitivity analysis for each type of
derivative instrument.

Interest rate risk affects Central Hudson but is man-
aged through the issuance of fixed-rate debt with varying
maturities and of variable rate debt for which interest
is reset on a periodic basis to reflect current market
conditions. In the case of Central Hudson’s variable rate
debt, the difference between costs associated with actual
variable interest rates and costs embedded in customer
rates is deferred for eventual refund to or recovery from
customers. The variability in interest rates is also man-
aged with the use of a derivative financial instrument
known as an interest rate cap agreement, for which the
premium cost and any realized benefits also pass through
the aforementioned regulatory recovery mechanism.
Central Hudson replaced the expiring cap, effective April
1, 2008, with a one-year cap set at 3.0%. The interest rate
cap is evaluated quarterly and Central Hudson would re-
ceive a payout under the terms of the cap if the index for
short-term tax-exempt debt exceeds an average of 3.0%
for the quarter. Please refer to Note 9 - “Capitalization
- Long-Term Debt”, Note 15 - “Financial Instruments”
and Item 7 - “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” under
the subcaption “Capital Resources and Liquidity” for
additional disclosure related to long-term debt.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

PRICEWATERHOUSE(COPERS
To the Board of Directors and Shareholders of CH Energy Group, Inc.

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material
respects, the financial position of CH Energy Group, Inc. and its subsidiaries (collectively, the “Company”) at Decem-
ber 31, 2008 and 2007, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2008 in conformity with accounting principles generally accepted in the United States of America.
In addition, in our opinion, the financial statement schedules listed in the accompanying index present fairly, in all
material respects, the information set forth therein when read in conjunction with the related consolidated financial
statements. Also in our opinion, the Company maintained, in all material respects, effective internal control over finan-
cial reporting as of December 31, 2008, based on criteria established in Internal Control - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is
responsible for these financial statements and financial statement schedules, for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included
in the accompanying CH Energy Group Report of Management on Internal Control Over Financial Reporting. Our re-
sponsibility is to express opinions on these financial statements, on the financial statement schedules, and on the Com-
pany’s internal control over financial reporting based on our integrated audits. We conducted our audits in accordance
with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our
audits of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. Our audit of internal control over financial reporting included
obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness ex-
ists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included performing such other procedures as we considered necessary in the circumstances. We believe that
our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regard-
ing the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted account-
ing principles, and that receipts and expenditures of the company are being made only in accordance with authoriza-
tions of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

forasiihiboseCapss 148

Buffalo, New York
February 10, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

PRICEWATERHOUSE(COPERS

To the Board of Directors and Shareholders of Central Hudson Gas & Electric Corporation

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all mate-
rial respects, the financial position of Central Hudson Gas & Electric Corporation and its subsidiary (collectively, the
“Company”) at December 31, 2008 and 2007, and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2008 in conformity with accounting principles generally accepted in
the United States of America. In addition, in our opinion, the financial statement schedule listed in the accompanying
index presents fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. Also in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control - In-
tegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for these financial statements and financial statement schedule, for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting, included in the accompanying Central Hudson Report of Management on Internal Control Over
Financial Reporting. Our responsibility is to express opinions on these financial statements, on the financial statement
schedule, and on the Company’s internal control over financial reporting based on our integrated audits. We conducted
our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial state-
ments are free of material misstatement and whether effective internal control over financial reporting was maintained
in all material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant esti-
mates made by management, and evaluating the overall financial statement presentation. Our audit of internal control
over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in ac-
cordance with generally accepted accounting principles. A company’s internal control over financial reporting includes
those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that trans-
actions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in accordance with au-
thorizations of management and directors of the company; and (iii) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

forssihdonse o 148

Buffalo, New York
February 10, 2009



CH Energy Group

REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of CH Energy Group, Inc. (“Management”) is responsible for establishing and maintaining ad-
equate internal control over financial reporting for CH Energy Group, Inc. (the “Corporation”) as defined in Rules 13a-
15(f) and 15d-15(f) under the Securities Exchange Act of 1934. Internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with accounting principles generally accepted in the United States of
America. Internal control over financial reporting includes those policies and procedures that:

e pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Corporation;

e provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial state-
ments in accordance with accounting principles generally accepted in the United States of America and that re-
ceipts and expenditures of the Corporation are being made only in accordance with authorization of Management
and directors of the Corporation; and

e provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposi-
tion of assets that could have a material effect on the consolidated financial statements.

Internal control over financial reporting includes the controls themselves, monitoring (including internal auditing
practices) and actions taken to correct deficiencies as identified.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

Management assessed the effectiveness of the Corporation’s internal control over financial reporting as of De-
cember 31, 2008. Management based this assessment on criteria for effective internal control over financial reporting
described in “Internal Control - Integrated Framework” issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Based on this assessment, Management determined that, as of December 31, 2008, the
Corporation maintained effective internal control over financial reporting.

The effectiveness of the Corporation’s internal control over financial reporting as of December 31, 2008, has been

audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report
which appears herein.

e V. Gt O s H Lo

STEVEN V. LANT CHRISTOPHER M. CAPONE
Chairman of the Board, Executive Vice President
President, and and Chief Financial Officer

Chief Executive Officer

February 10, 2009
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Central Hudson
REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Central Hudson Gas & Electric Corporation (“Management”) is responsible for establishing
and maintaining adequate internal control over financial reporting for Central Hudson Gas & Electric Corporation (the
“Corporation”) as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. Internal control
over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with accounting principles
generally accepted in the United States of America. Internal control over financial reporting includes those policies and
procedures that:

e pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Corporation;

e provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial state-
ments in accordance with accounting principles generally accepted in the United States of America and that
receipts and expenditures of the Corporation are being made only in accordance with authorization of Management
and directors of the Corporation; and

e provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposi-
tion of assets that could have a material effect on the consolidated financial statements.

Internal control over financial reporting includes the controls themselves, monitoring (including internal auditing
practices) and actions taken to correct deficiencies as identified.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

Management assessed the effectiveness of the Corporation’s internal control over financial reporting as of De-
cember 31, 2008. Management based this assessment on criteria for effective internal control over financial reporting
described in “Internal Control - Integrated Framework” issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Based on this assessment, Management determined that, as of December 31, 2008, the
Corporation maintained effective internal control over financial reporting.

The effectiveness of the Corporation’s internal control over financial reporting as of December 31, 2008, has been

audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report
which appears herein.

 Feren V. %sﬁ Clhs fptin 4-Cagu

STEVEN V. LANT CHRISTOPHER M. CAPONE
Chairman of the Board Executive Vice President
and Chief Executive Officer and Chief Financial Officer

February 10, 2009



CH ENERGY GROUP CONSOLIDATED STATEMENT OF INCOME

(In Thousands, except per share amounts)

Year ended December 31,

2008 2007 2006
Operating Revenues
Electric ......... $ 608,161 $ 616,839 $ 503,908
Natural gas 189,546 165,449 155,272
Competitive business subsidiaries
Petroletum ProdUCES ........c.eeiiiieiiee et eeae e e e e e et e e ennees 488,721 376,480 303,951
ONET ettt ettt ettt eae et e e aeebeeateesbeeaeeeaeeeaeeeseeaeenns 46,423 37,989 30,302
Total Operating REVENUES .........ccevviriiririiieieieieteeteeteeieee e 1,332,851 1,196,757 993,433
Operating Expenses
Operation:
Purchased electricity and fuel used in electric generation ..............ccceeceeerernenne 371,828 388,569 298,621
Purchased natural gas 129,649 110,123 105,643
Purchased petroleum 417,400 318,020 256,975
Other expenses of operation - regulated aCtiVities ..........ccceeveeeeeriecierienicnicnenne 167,805 153,978 124,820
Other expenses of operation - competitive business subsidiaries .............co....... 91,174 75,740 60,702
Depreciation and amOTtiZAtION ..........ccevuererieieieieieienteete ettt ettt 38,298 35,923 35,701
Taxes, other than INCOME tAX ......c.eecveeiieeieiieriereeieeseerte et e eteeeeseeseeeseaesseesseeseenns 37,991 35,136 33,491
Total Operating EXPENSES .......coeevereruiririeieieieieiestesteeieeieeie ettt 1,254,145 1,117,489 915,953
OPErating INCOME .......ccueeuieuieiieiieieieiese ettt ettt et be b sbe b b eaeas 78,706 79,268 77,480
Other Income and Deductions
Income from unconsolidated affiliates ...........ccccuoee.n.e. 568 1,895 1,810
Interest on regulatory assets and investment income ... 4,667 8,406 9,867
OTNET = NMEL ettt ettt ettt et e e et e et e eaaeeaeeeteeeteeeaeereenseenseenseannas 28 (1,279) (1,063)
Total Other INCOME  ...oocviiiiiiiiiicieeeeeee et e 5,263 9,022 10,614
Interest Charges
Interest on 1ong-term debt .........cccueiiiiiiiiiiieieeeeee e 20,518 18,653 16,425
Interest on regulatory liabilities and other interest ...........c.ccevevevenerineneenicenenee 5.468 4.254 3.987
Total INterest CRAIZES .......ccvevverririiririieiieieeietet ettt 25,986 22,907 20,412
Income before income taxes, preferred dividends of subsidiary and minority interest 57,983 65,383 67,682
TNCOME TAXES .evvveieiiiiiee ettt et e e e e e e et e e e eeaaeeeeeeaseeeeseesaeseeeesreeeeeeanees 21,829 21,898 23,769
MINOTILY INEETESE .ottt ettt sttt ettt et ena e et eeaneennes 103 (121) (141)
Income before preferred dividends of subsidiary ....... 36,051 43,606 44,054
Cumulative Preferred Stock dividends of subsidiary 970 970 970
NEt INCOME . 35,081 42,636 43,084
Dividends Declared on Common StOCK .........coiveuviiiiiiiiiee e eeee e eaaes 34,086 34,052 34,046
Change in Retained Earnings ........ccccooveeirieieeenirieeiisieiees et $ 995 $ 8584 $ 9,038
Common Stock:
Average shares outstanding
BASIC 1ottt ettt e e e aaeeaes 15,768 15,762 15,762
DIIULEA .ottt e e aeeeaes 15,805 15,779 15,779
Earnings per share
BASIC oottt et e e be e e ba e e aaeesbeeennes $2.22 $2.70 $2.73
Diluted $2.22 $2.70 $2.73
Dividends Declared Per Share ...........cccooooviiiiiiiiiiiieieeceieeeeceeeeee e $2.16 $2.16 $2.16

The Notes to Consolidated Financial Statements are an integral part hereof.

CH ENERGY GROUP CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(In Thousands)
Year ended December 31,

2008 2007 2006

INEEINCOMIE ..ttt ettt ettt ettt et sete s st et st esseb et eseeseseebesseseeseseesesnas $ 35,081 $42,636 $ 43,084
Other Comprehensive Income:
Fair value of cash flow hedges - FAS 133:

Unrealized gains (losses) - net of tax of ($318), ($687) and $353 .......ccceeeerrnenen 477 1,031 (529)

Reclassification for (gains) losses realized in net income -

net of tax of $806, ($44) and ($116) ....oovevevieiieeieeeeeeee e (1,208) 67 174

Net unrealized (losses) gains on investments held by equity

method investees - net of tax of $258, ($402) and ($231) c..ceevveveverevreciecreireerenee (387) 604 346
Other comprehensive (10SS) INCOME .......cc.eruereririeieieieierieeeeeeie ettt (1,118) 1,702 ©)
Comprehensive INCOME  ..o.oouiiiiiiiiiiiiieie et $ 33,963 $ 44,338 $ 43,075

The Notes to Consolidated Financial Statements are an integral part hereof.
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CH ENERGY GROUP CONSOLIDATED BALANCE SHEET

(In Thousands)

Utility Plant

ASSETS

EIECIIIC .ottt ettt e e st e e aa e e bt e e e sseeeaee e saeeensaeenes

Natural gas

COMUIMON ...ttt ettt ettt et e et e et e e taeeeabeeeteeesaseessseeessseesssaesssasensseessseeassaeanes

Less: Accumulated depreciation

Construction work in progress
Net Utility Plant

Non-Utility Property & Plant

Griffith non-utility property & plant
Other non-utility property & plant

Less: Accumulated depreciation - Griffith ..........cccocevviiiiiiiininnne

Less: Accumulated depreciation - other

Net Non-Utility Property & Plant

Current Assets

Cash and cash equivalents

Short-term investments - available-for-sale securities .............ccceeevveerveeecreeenneeennen.

Accounts receivable from customers - net of allowance for doubtful accounts;
$8.8 million in 2008 and $4.8 million in 2007 .........cccoevuiivieeiieeiecieeeeeeeeeeeene

Accrued unbilled utility revenues

Other TECEIVADIES ....c.viiiiiiiiiieciieeiee ettt ettt eeeveeensaeenenas

Fuel, materials and supplies
Regulatory assets

Fair value of derivative INStrUMENTS ..........cc.eeeivieeiiieeieeeerieeeeeeereeeereeeeeeeeveeenee e

Special deposits and PrEPAYMENLS ........c.ceverveuerueriererieinieieeneeeereneereereeereseesesreeenes

Accumulated deferred income tax

TOtal CUITENE ASSELS...eeiieeurrieeeeeiieieeeecre e e eere e e eeeteeeeeeetaeeeeeeareeeeeeraeeeeeeaseeeeenanes

Deferred Charges and Other Assets

Regulatory assets - pension plan
Regulatory assets - OPEB
Regulatory assets - other

GOOAWILL ...t ettt e ettt e eveeeaeeennas

Other intangible assets - net...
Unamortized debt expense
Investments in unconsolidated affiliates

TOLAl ASSELS ..vveeiieieieeeeeieee ettt et ee e e e et e e et e e eeera e e e e aaaaeeeas

December 31,

2008 2007
$ 862,465 $ 807,412
263,874 248,894
135,732 113,494
1,262,071 1,169,800
369,925 354,353
892,146 815,447
53,778 75,866
945,924 891,313
42,691 40,341
15,345 12,783
58,036 53,124
23,398 20,516
2,212 1,372
32,426 31,236
19,825 11,313
- 3,545
131,727 139,107
12,657 12,022
7,914 6,568
36,585 33,321
60,502 35,012
- 1,218
21,344 28,108
7,498 7,378
298,052 277,592
197,934 51,393
4,257 15,967
109,743 86,821
67,455 63,433
36,129 35,720
5,009 4,345
9,711 12,226
7,815 8,613
15,728 16,089
453,781 294,607
$ 1,730,183 $ 1,494,748

The Notes to Consolidated Financial Statements are an integral part hereof.



December 31,

2008 2007
CAPITALIZATION AND LIABILITIES
Capitalization
Common Stock, 30,000,000 shares authorized: $0.10 par value -

15,783,083 shares outstanding at December 31, 2008; 15,762,000 shares

outstanding at December 31, 2007; 16,862,087 shares issued $ 1,686 $ 1,686
Paid-in capital........cccooeririniiiie e 350,873 351,230
Retained Carnings .....c..coeeeeeeieieieieteeeteeeee et 216,634 215,639
Treasury stock (1,079,004 shares December 31, 2008;

1,100,087 shares December 31, 2007) ....ccvevvieeuieieieiiieieeie e (45,386) (46,252)
Accumulated other comprehensive iNCOme............cocecerveirerieenieineneeneieeeeeees 55 1,173
Capital StOCK €XPEnse ........cceeveeueeeereenienrennennes (328) (328)

Total Common Shareholders’ Equity 523,534 523,148
Cumulative Preferred Stock

Not subject to mandatory redemption ...........cceecverieriereeneenieneeeeee e 21,027 21,027
Long-term debt ......cocoooiiiiiiii e 413,894 403,892

Total CapitaliZation .........c.eeieiiriirieriiniirieeiteeeee ettt 958,455 948,067

MINOTILY INTETESE ..ottt ettt s 1,448 1,345
Current Liabilities
Current maturities of long-term debt............ccceeiririiiinieiininieincceeeeeeeen 20,000 -
NOLES PAYADIE ...ttt 35,500 42,500
ACCOUNES PAYADIC.......eveniiiitieiieiiei ettt 52,824 44,880
ACCTUEA INEETESE...vvveieeeeeeeeeeeeetee e eeee e eeee e e et e e e eaaeeeeeeaeeeeeeesaeeeseeateeeeenasreseeenes 5,899 6,127
Dividends Payable .........ooveiiiiiiiieeeeee e 8,765 8,760
Accrued vacation and payroll.. 6,628 7,640
CUSLOMET AAVAIICES ..o eeieee ettt eeete e e et e e e et e e e esaaeeeseeaaeeeseeaaseesennaseeeeenns 30,442 23,045
CUSTOMET AEPOSIES. ...veuveueititieiieiieit ettt ettt ettt ettt ettt st st be ettt et e bbb eaes 8,445 8,126
Regulatory Habilities. ......eeveeverieieiiiecieteeeee et 4,275 9,392
Fair value of derivative INStrUMENS ..........c.ccevuiieiuiieiieeeiieeieeeeeeeeree e eeveesseeenes 15,759 1,235
Accrued environmental remediation COSES ........cevuiiiriieriiieeiieeniieeieeeieeeereeeaee s 5,757 2,703
ACCIUEA INCOIME TAXES ..vveevveeeerieeeteeeeieeeeiteeeeteeeeteeeeteeeeteeeeaeeeeseeeesseesseeeseeeesseennneeens 441 834
8,827 7,437
27,974 16,820
231,536 179,499
Deferred Credits and Other Liabilities..........ccveevieriieciieiieiieiecicceecre e
Regulatory liabilities - OPEB ...........c.ccoiiiiiiiiiiiiincieeeecee e - 1,167
Regulatory liabilities - Other..........ccccooiiiiiiiiiniiiiiice e 130,893 110,496
Operating reSEIVES ....c..coverververreereeneeeenrensensennes 5,155 5,212
Accrued environmental remediation costs 21,796 15,027
Accrued OPEB COStS .....cccoeviiieiiieiieeieeene. 52,645 55,560
ACCTUCA PENSION COSES ...uvinviriiieiieiieiieiesteste it eteettentestentensenbesbeeseeseeseensessensensessessenee 161,674 11,202
OBRET ottt et e e et e et e et et e e et e et e e eaeeenes 12,478 19,805
Total Deferred Credits and Other Liabiliti€S.......c..oevivvuvreiiiiiiiieiiiieeeeeieeeeeens 384,641 218,469
Accumulated Deferred INCOME TaX ....ooviieiiiiiiiiiie e 154,103 147,368
Commitments and Contingencies
Total Capitalization and Liabilities ..........cccceeereeirieiieieiiseeeeeese e $ 1,730,183 $ 1,494,748

The Notes to Consolidated Financial Statements are an integral part hereof.



CH ENERGY GROUP CONSOLIDATED STATEMENT OF CASH FLOWS

(In Thousands)

Year ended December 31,

2008 2007 2006
Operating Activities:
NEETNCOMIE ettt e et et e e et e s eeaeeeeeaeeaeeee et et et eeteseeneenaeenen $ 35,081 $42,636 $ 43,084
Adjustments to reconcile net income to net cash provided by operating activities:
DEPIECIALION. ¢.. ettt ettt et b e bbbt ettt nae e 33,292 32,208 32,621
AmOrtization...........cceeveeveenenen. 5,006 3,715 3,080
Deferred income taxes - net 13,933 5,349 23,224
Provision for uncollectibles 12,470 5,853 5,675
Distributed (undistributed) equity in earnings of unconsolidated affiliates ................... 756 (18) (726)
PENSION EXPEIISE. ...cueeutintititietieteeit ettt ettt ettt et b e s bt ebe e st et et e naenae b 12,377 12,697 (2,405)
Other post-employment benefits (“OPEB”) €XPEnse .......cccevevvererenrerenenieieienieneennens 9,844 10,097 5,217
Regulatory liability - rate MOdEration ........c..coccverererieierieieieneeeeeee et (5,954) (18,425) (13,977)
Regulatory asset amOTtiZation ...........cc.ecuevieriiriririnieteieeeeeteseee e 4,299 1,509 -
IMINOTILY TNECTESE 1.vveutenietietiete et ettt et et et esteste st e eteeseest e st et etebesbesbeebeeseeseensensensesensensens 103 (121) (141)
Gain on sale of property and Plant...........ccceeevereririeieiieieeeeee e (143) (627) (3,421)
Changes in operating assets and liabilities - net of business acquisitions:
Accounts receivable, unbilled revenues and other receivables .........c..cccoeevevierieneennnnn. (7,071) (65,210) 15,385
Fuel, materials and SUPPLIES......c..coerieiiiiieiereeeeieee et (2,857) (3,764) 515
Special deposits and PrEPAYMENLS .......c..ccueererrereriiririeietetereereenteereeree et essesreseenee 6,809 (4,390) (4,303)
Prepaid INCOME TAXES ..c.vevviruiriiriieiieiieiieteteteete sttt ettt ettt ettt ettt ettt nenesnesae e - 11,244 (10,074)
ACCOUNLS PAYADIC....c..eeiieiiieiieieetee ettt ettt et siaesate st e sbeenaeeneens 8,458 1,576 (13,265)
Accrued income taxes and INLETESE ........cvieveeeiiieeeieieeeteeeteeereeteereesreeaeeeeesseesreesseenseens 621) 1,316 489
CUSLOMET AAVAINCES .....oeeuvieeiie ettt e et e et e et e eteeeeae e e teeeeateeeaeeeeseeeeaseeesseeeseeas 7,397 (2,687) 15,955
Pension plan CONITDULION .....co.eiuiiiiieieieteerer et (13,027) (6,347) (7,513)
OPEB CONTIDULION <..vtiiviiietietieieeiieiteiet ettt e et ssessessesseebaesassaessessessensensensens (4,200) (6,547) (3,193)
Regulatory asset - Manufactured gas plant (“MGP”) site remediations ...........c.ccceuene (2,834) (5,050) (1,485)
Deferred natural gas and €leCtriC COSES .....eruiriiiiiriiriieriiertteie ettt ens (12,453) (3,310) 3,561
Customer benefit fUNd ...........coiiiiiiiiiicieeeee e (599) (893) (3,205)
ONET = NMET.uvitiiiiiticieteteet ettt ettt et et et et e et et ve st e se e st e s e s e sbeeseebeeteessessessessesseseseseas 9,219 22,268 2,790
_68 Net cash provided by OPErating aCtiVities ..........evvvrvevevieiueuereieieeseseeeeeeese s ssees 109,285 33,079 87,888
Investing Activities:
Purchase of short-term inVEeStMENTS..........c.c.coevieeiiiieiiieeie et - (69,293) (36,206)
Proceeds from sale of short-term investments. ...........cecvereerierieerieeiene e 3,545 108,359 35,695
Acceptance Of NOLES TECEIVADIE ......cueierierieriirieitieieeiieteee ettt - (4,200) (2,144)
Proceeds from repayment of notes receivable...........coovevverierieriininininieieieeeee e - - 1,750
Proceeds from sale of property and plant.........c..coceeeeieieiiinienenenineeeeeeeeeeeee 261 4,574 3,776
Additions to utility and other property and plant ............cccceeevereninienienienieiccenenene (84,198) (84,601) (75,070)
Acquisitions made by competitive business subsidiaries..........ccccoveeverererieicriencnennens (9,262) (25,614) (14,732)
ONET = NMET..eitieiieiieieieteet ettt ettt sttt et et et et e be e b e e beebeeseeseesaensensensensensens 1,012 (2,899) (1,742)
Net cash used in iNVEStiNG ACHIVITIES ......euveueeierierierierieeiieteeitetete ettt ettt eneetesessesseeee (88,642) (73,674) (88,673)
Financing Activities:
Redemption of 10ng-term debt.........c.cceoveiriiriiiniiiiiieieieeeeree e - (33,000) -
Proceeds from issuance of long-term debt ...........ccceeevirerininnnnns 30,000 66,000 27,000
(Repayments) borrowings of short-term debt - net (7,000) 29,500 (17,000)
Dividends paid on COMMON SOCK .......ccuerieriiriiriiriieiieieieieriee ettt (34,081) (34,046) (34,046)
DEDE ISSUANCE COSES ...viuviiiiirieitieitieiteeteeteeteeeeeseesseesseesseesseesseeseessaesseessesssesssesssenseenseans (1,050) (667) (458)
Net cash (used in) provided by financing aCtivities..........cecvereerierierieriinenieieieieieieseeiene (12,131) 27,787 (24,504)
Net Change in Cash and Cash EQUIVAIENTS........cccoiviriiiiieieieierieieei e 8,512 (12,808) (25,289)
Cash and Cash Equivalents at Beginning of Period...........c.cocccvviviiiniininiininincnenne 11,313 24,121 49,410
Cash and Cash Equivalents at End of Period $ 19,825 $11,313 $ 24,121
Supplemental Disclosure of Cash Flow Information:
INEETEST PAIA +..vveeeiiiie ettt bbbt s s s s s s $ 22,633 $ 20,001 $ 21,251
Federal and state income taX Paid...........ccoceuerieirieirinieieeieiese e $ 10,029 $ 13,096 $ 10,807
Additions to plant included in Habilities.........oeeiririeeiirieieeieieeeee e $17.876 $ 12,304 $ 4,169

The Notes to Consolidated Financial Statements are an integral part hereof.



CH ENERGY GROUP CONSOLIDATED STATEMENT OF COMMON SHAREHOLDERS’ EQUITY

(In Thousands, except share and per share amounts)

Common Stock
$0.10 par value;

30,000,000 shares Accumulated
authorized Treasury Stock Other Total
Capital Comprehensive Common
Shares Shares Paid-In Stock Retained Income/  Shareholders’
Issued Amount Repurchased Amount Capital Expense  Earnings (Loss) Equity
Balance at
January 1, 2006 16,862,087 $1,686  (1,100,087) $(46,252)  $351,230 $(328) $198,017 $ (520) $ 503,833
Net income 43,084 43,084
Dividends declared
($2.16 per share) (34,046) (34,046)
Change in fair value:
Derivative instruments (529) (529)
Investments 346 346
Reclassification
adjustments for losses
recognized in net income 174 174
Balance at

December 31, 2006 16,862,087  $1,686  (1,100,087) $(46,252)  $351,230 $(328) $207,055 $(529) $512,862

Net income 42,636 42,636
Dividends declared

($2.16 per share) (34,052) (34,052)
Change in fair value:

Derivative instruments 1,031 1,031

Investments 604 604
Reclassification

adjustments for losses

recognized in net income 67 67
Balance at

December 31,2007 16,862,087  $ 1,686  (1,100,087) $(46,252) $351,230 $(328) $215,639 $1.173 $523,148

Net income 35,081 35,081
Dividends declared

($2.16 per share) (34,086) (34,086)
Treasury shares issued 21,083 866 (357) 509
Change in fair value:

Derivative instruments 477 477

Investments (387) (387)
Reclassification

adjustments for gains

recognized in net income (1,208) (1,208)
Balance at

December 31,2008 16,862,087 $1,686 (1,079,004) $(45,386) $ 350,873 $(328) $216,634 $55 $ 523,534

The Notes to Consolidated Financial Statements are an integral part hereof.
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CENTRAL HUDSON CONSOLIDATED STATEMENT OF INCOME

(In Thousands)

Year ended December 31,

2008 2007 2006
Operating Revenues
BLECIIIC .ttt e e eraeeeaaeeea $ 608,161 $ 616,839 $ 503,908
NALUTAL GAS -ttt 189,546 165,449 155,272
Total Operating REVENUES.........cc.eeeririeieieiiieeiceteeieeee e 797,707 782,288 659,180
Operating Expenses
Operation:
Purchased electricity and fuel used in electric generation.................... 365,827 383,806 295,624
Purchased natural gas..........cccoevevenenininineeeeeeee 129,649 110,123 105,643
Other expenses Of OPEration...........ccveierierierierierieeieieieieseeneesieeie e 167,805 153,978 124,820
Depreciation and amoOrtiZation............ceeveverierierieniinierieieieeeseesee e e seeeneene 29,812 28,399 29,002
Taxes, other than income tax ....... 37,270 34,576 33,135
Total Operating Expenses 730,363 710,882 588,224
OPperating INCOME..........eueriiriirieriirieeieeeeee ettt st 67,344 71,406 70,956
Other Income and Deductions
Interest on regulatory assets and other interest income ............ccecevcerereenenne 3,171 5,743 6,516
OMNET = NMEL ..ttt ettt e et e e e are e eaeeetaeeeans 1,422 (480) (661)
Total Other INCOME ......vvviiieiiiieeceeee e e 4,593 5,263 5,855
Interest Charges
Interest on other long-term debt.........cccoeviiririniniiiiiiiiiiincncnneceeeene 20,518 18,653 16,425
Interest on regulatory liabilities and other interest ...........ccccecevverererereennns 4,908 4,254 3,987
Total Interest Charges 25,426 22,907 20,412
Income Before INCOme TaXes .......ceevuiieiiiiiiiieiii ettt 46,511 53,762 56,399
INCOME TAXES ..vvieueiieiiiieiie ettt et e et e et e e eaae e e beeetaeeenseeesaeesneeas 19,273 20,326 21,528
INEE INCOME ...ttt ettt ettt ettt te et e aeeaaeeaeeease e 27,238 33,436 34,871
Dividends Declared on Cumulative Preferred Stock..........cccovvvieviiieiiieniiennnn. 970 970 970
Income Available for COmMMON SOCK ........ceeieeeieierieereereeeere e enean $ 26,268 $ 32,466 $ 33,901

The Notes to Consolidated Financial Statements are an integral part hereof.

CENTRAL HUDSON CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(In Thousands)

Year ended December 31,

2008 2007 2006
INEE INCOME......eiiiiieiiciec ettt sttt $ 27,238 $ 33,436 $ 34,871
Other Comprehensive INCOME ......c..oouieiiiiiriirienieee e - - -
Comprehensive INCOME ........cvvviiiiiieiieieieiee ettt $ 27,238 $ 33436 $ 34871

The Notes to Consolidated Financial Statements are an integral part hereof.



CENTRAL HUDSON CONSOLIDATED STATEMENT OF CASH FLOWS

(In Thousands)

Year ended December 31,

2008 2007 2006
Operating Activities:
INEEINCOME ..ottt s bbb seseee $ 27,238 $ 33,436 $ 34,871
Adjustments to reconcile net income to net cash provided by operating activities:
DEPreciation  .....cccoevirieriririiicicieeeeee ettt 28,922 28,047 28,850
AMOTHZAION ..ttt ettt ettt sr e e st nens 890 352 152
Deferred inCOme taxes = NEL .....cccecveveriiriiniinieieieierererestenre et eeennens 11,375 3,105 21,256
Provision for uncolleCtibles ............cccviririnininiiieiiiiicncnenereecceceens 7,892 4,850 4,435
Pension expense 12,377 12,697 (2,405)
OPEB EXPEINISE ...eviuviiirieiieiieiieiieitetetesteste sttt ettt sb st 9,844 10,097 5,217
Regulatory liability - rate moderation............ceceeeeeevevienieneneneneneeeeeennens (5,954) (18,425) (13,977)
Regulatory asset amoOrtiZation.........c..couevuerveeeeieieieieienrenenene et eeeeenens 4,299 1,509 -
Gain on sale of property and plant.........c.ccocevvereiiieniiniininininieeeeeeeeeenn - (468) (2,724)
Changes in operating assets and liabilities - net:
Accounts receivable, unbilled revenues and other receivables..................... (13,205) (39,577) 12,179
Fuel, materials and SUPPLIES .........ccuevveriiriiniininieiiicicicictcnene et (6,845) (1,466) 607
Special deposits and Prepayments .......c..cocceevereeeenierienienenreneeeeeeeenenenne 5,952 (3,409) (4,841)
Prepaid iNCOME tAXES ...c.evviruiriiiiiiiiiieiiieteeteetteet ettt - 10,477 (10,477)
Accounts payable.........cccecveereeienenne 13,656 “4,111) (8,466)
Accrued income taxes and interest (3,434) 3,771 165
Customer advances ..........c.cccueeene... (1,268) (5,065) 11,133
Pension plan contribution .........c.cccueeuerieriininininieieieiciccneneseee e (13,027) (6,347) (7,513)
OPEB CONITDULION ...ttt (4,200) (6,547) (3,193)
Regulatory asset - MGP site remediations.... (2,834) (5,050) (1,485)
Deferred natural gas and electric costs ......... (12,453) (3,310) 3,561
Customer benefit fund...............cccveeenennnee. (599) (893) (3,205)
OLRET = NEL .ttt ettt b et 9,464 19,125 3,772
Net cash provided by operating aCtiVities.........ccceeerueereierieneneneneneneeeeeenennen 68,090 32,798 67,912
Investing Activities:
Proceeds from sale of property and plant ..........c.cccecveeveeeninincnininneennennens - 862 3,011
Additions to UIHLY PLant.....c.ccevieiriiiiinieiieeeree e (78,931) (81,288) (71,411)
OBNET = NEL .ttt ettt (1,276) (2,853) (2,106)
Net cash used in INVEStING ACLIVILIES .....eveveruiruieriririiiieietetenteseseeeve e (80,207) (83,279) (70,506)
Financing Activities:
Redemption of long-term debt........c..coeveriiririnieiiiiiiiicncnencneeececeens - (33,000) -
Proceeds from issuance of long-term debt...........ccecveviiveninininiiniiniinnennns 30,000 66,000 27,000
(Repayments) borrowings of short-term debt - net..........cccceceeererireenennnn (17,000) 29,500 (17,000)
Dividends paid on cumulative Preferred Stock ..........ccccoccoininniniinnncnns (970) (970) (970)
Dividends paid to parent - CH Energy Group - (8,500) (8,500)
DEDt ISSUANCE COSES ..nuvviiiiiiiiiieeiieeeiieeeie et e eereeereeeaeeeeereesbeeereeesaseenssaeenns (1,050) (667) (458)
Net cash provided by financing aCtiVities ..........cccecerveuerueirrenierenieinereeeneeerenenes 10,980 52,363 72
Net Change in Cash and Cash Equivalents..........cccceceevievienieneninnnenenieieeee (1,137) 1,882 (2,522)
Cash and Cash Equivalents - Beginning of Period...........ccccocvvnninnnnnnnene. 3,592 1,710 4,232
Cash and Cash Equivalents - End of Period ..........ccccovvveieinieineieiieceeeeiene $ 2,455 $ 3,592 $ 1,710
Supplemental Disclosure of Cash Flow Information:
INEETESt PAIA. ...c.eeviteiiititeiete et $ 22,080 $ 20,001 $ 17,649
Federal and state income tax paid........c.ceeveverieerierieinieinieieeeee e $ 11,355 $ 13,619 $ 10,766
Plant additions in Habilities.........cceveiiirieirinieineseeeree e $ 17,876 $ 12,304 $ 4,169

The Notes to Consolidated Financial Statements are an integral part hereof.



CENTRAL HUDSON CONSOLIDATED BALANCE SHEET

(In Thousands)

December 31,

2008 2007
ASSETS
Utility Plant
BLECIIIC 1.ttt ettt ettt sttt eae ettt eae s $ 862,465 $ 807,412
Natural gas ...... 263,874 248,894
COMIMON. ...tenenteitite ettt et ettt et et testesbeebees e eate st eate s e s e beebeebeebeeseeneeneensensensenaens 135,732 113,494
1,262,071 1,169,800
Less: Accumulated depreciation ...........eeieeeieieieienienienie e 369,925 354,353
892,146 815,447
Construction WOrk i PrOZIESS ..c...eeuverieriieriieriterieeieeie ettt e e naees 53,778 75,866
Net UtIlity PLANG.....ooiiieieieieieseee e 945,924 891,313
Non-Utility Property and Plant .............cccooieiiiiiiiiieieieeresiesieeeeceee e 445 445
Less: Accumulated depreciation ...........coceveeeeerieirinieenieineneeeneeeeseeeeneene 32 30
Net Non-Utility Property and Plant..........c.coccoeoniiinineineineniincincnns 413 415
Current Assets
Cash and cash eqUIVAlENLS ..........cceverieierininieeeeeeeeeeee e 2,455 3,592
Accounts receivable from customers - net of allowance for doubtful accounts;
$4.0 million in 2008 and $2.8 million in 2007 ..........cccoeeeevrrevreeeeereeeenen. 85,352 81,264
Accrued unbilled Uity TEVENUES ......ccuevvirririiriieiieieieiesiesiesie e 12,657 12,022
OLhEr TECEIVADIES .....eeiiiieieiieeeeeeee ettt et e e eaa e e e eaanes 3,447 2,858
Fuel, materials and supplies - at aVerage COSt..........evuerrerererererenieeeieeeneenees 31,115 24,270
REGUIALOTY @SSELS ...euvereiiiriieiieiieiieietetest ettt ettt sttt et 60,502 35,012
Special deposits and PrePAYMENLES .......c..cccervereeieieierierienienieeeeieeeeeereseeseenaens 18,573 24,481
Accumulated deferred INCOME tAX ......vvveiiviuiiiiiiciiiee e 4,685 6,676
TOtal CUITENT ASSEES . .vvveeiieieiiee et eeeete et e e e e e eaae e e e e eaae e e e e eaaeeeeens 218,786 190,175
Deferred Charges and Other Assets
Regulatory assets - pension Plan...........coceeeeeeririeienienieneneneneeeeeeeeeeeeees 197,934 51,393
Regulatory assets - OPEB .........cccoiiiiiiiiiiinnceecce e 4,257 15,967
Regulatory assets - OtheT.......coceviiiriiriininiieeeeeccee s 109,743 86,821
Unamortized debt EXPEISE.......oveveierieriririirieiteiieteteteteere ettt 5,009 4,345
Other INVESTIMENTS ....eeeiieveieieeiiiiee et e e eeeae e e e eaeee e e eetee e e e eeaaeeeeeesaaeeeeenareeeeseneeeas 7,697 8,570
2,433 3,695
Total Deferred Charges and Other Assets... 327,073 170,791
TOLAL ASSELS...cvviieeieeieeeceeeeeeeeeeeeeeeeeeeee e e e e eateeenaeeeaeeeenaeeenaeeseeeanns $ 1,492,196 $ 1,252,694

The Notes to Consolidated Financial Statements are an integral part hereof.



December 31,

2008 2007
CAPITALIZATION AND LIABILITIES
Capitalization
Common Stock, 30,000,000 shares authorized;
16,862,087 shares issued and outstanding, $5 par value..........c..cocoeueneen. $ 84,311 $ 84,311
Paid-in Capital ........ccoeoieiiiiiiiii s 174,980 174,980
Retained arnings.........coevererierieiieieieeetet ettt 118,944 92,676
Capital SLOCK EXPEINSE....c..everviriiriiriieiieiieieteteete ettt ettt ettt s 4,961) 4,961)
Total Common Shareholder’s EQUItY.......ccccoceeeeieiiienienineneneneneeeeene 373,274 347,006
Cumulative Preferred Stock
Not subject to mandatory redemption ...........c.ccceeereererieeneiecnieeneeenens 21,027 21,027
LoNg-term debt......couiiiiiiiieiiirieeie e 413,894 403,892
Total CapitaliZaAtion .........cceeieieiierierieneriesieeeeee et 808,195 771,925
Current Liabilities
Current maturities of long-term debt ..........ccceeeviininiiniiiiiininininneeeeee 20,000 -
Notes payable ........ccccevvverienieneeneenieenne. 25,500 42,500
Accounts payable 42,913 29,771
Accrued interest .........coeeeeveeeeieeeiveeenenn, 5,895 6,127
Dividends payable - Preferred Stock ........cccoeeirinininiiiiiiiicnenncneccene 242 242
Accrued vacation and payroll .........ccoceviiriniinininin e 4,896 5,235
CUSLOMET AAVAINCES ....vvvieeviieiiieeiiieeiieeeiteeereeeteeesteeessseeeseeessseessseessseeessesesssaesnns 9,574 10,842
CUSLOMET AEPOSIES ..eevveeieiieriieeite ettt ettt ettt ettt st see e b e sbeenbeenees 8,317 7,990
Regulatory Habilities ........co.ciiuiiiirieiriciecretecee et 4,275 9,392
Fair value of derivative INStrUMENLS .........cc.ecovuiieiiieiiieeieeeeieeeeieeeieeeereeeearee s 15,759 1,235
Accrued environmental remediation COSES.......oovuuviiiiiiuieeeeiieeeeeeeeeeeeeeareeeeennes 5,563 2,450
ACCIUC INCOME LAXES ....vveierieeiiieiieeeieeeieeeeieeeeeteeeaeeeaeeeeaaeeesseeeaeeesaseesnseeenneas 87 3,289
ORI ettt ettt ettt et e et a e et e e teeeaaeeae e te e reeteenreenre s 21,284 10,695
Total Current Liabilities .......ccc.eeevuieeiiiieiiieiiieeiie et 164,305 129,768
Deferred Credits and Other Liabilities
Regulatory liabilities - OPEB ........ccccoiiiiiiiniinineeetceceeeeeeeeee - 1,167
Regulatory liabilities - Other ..........cccveviiviiiiininininieeccccee e 130,893 110,496
OPETALNZ TESETVES ...uviuvinrirenriniieiteitetetertestessesstetteseest et etessensestesaesaesseeseeaeennens 3,898 4,243
Accrued environmental remediation COSES.........ceriieriiiriieerieeniieeiieeieeeseeeenns 20,621 13,679
ACCIUEd OPEB COSES....ccoiuiiiiiieiiiie ettt eeate e e eetae e e e eaae e e eetaaae e eeanes 52,645 55,560
ACCTUCA PENSION COSES..uverrirvitiriiriieiieieieteteste et ete ettt et et e te st st sbeebe et eaeeneas 161,674 11,202
ONET ettt ettt et e et e et e et e et e te e te e reeeteeteennen 11,891 19,390
Total Deferred Credits and Other Liabiliti€s........cccveviveiveeiiiiiiieeecniieeeene 381,622 215,737
Accumulated Deferred INCOME TaX.....cceooviiiiiiiiiiiieiieeie e 138,074 135,264
Commitments and Contingencies
Total Capitalization and Liabilities ..........cccceveeerierieiiiniinenineneneneeeeene $ 1,492,196 $ 1,252,694

The Notes to Consolidated Financial Statements are an integral part hereof.



74

CENTRAL HUDSON CONSOLIDATED STATEMENT OF COMMON SHAREHOLDER’S EQUITY

(In Thousands, except share amounts)

Balance at
January 1, 2006

Net income
Dividends declared
On cumulative
Preferred Stock

On Common Stock
to parent -
CH Energy Group

Balance at
December 31, 2006

Net income
Dividends declared
On cumulative
Preferred Stock
On Common Stock
to parent -
CH Energy Group

Balance at
December 31, 2007

Net income
Dividends declared
On cumulative
Preferred Stock

Balance at
December 31, 2008

Common Stock

$5.00 par value;
30,000,000 shares Accumulated
authorized Treasury Stock Other Total
Capital Comprehensive Common
Shares Shares Paid-In Stock Retained  Income/ Shareholders’
Issued Amount Repurchased Amount Capital Expense  Earnings (Loss) Equity
16,862,087 $84311 - $ - $ 174,980 $(4,961)  $43309 $- $ 297,639
34,871 34,871
(970) (970)
(8,500) (8,500)
16,862,087 $84,311 - $ - $ 174,980 $(4.961) $68,710 $ - $ 323,040
33,436 33,436
(970) (970)
(8,500) (8,500)
16,862,087 $84,311 - $- $ 174,980 $4961)  $92,676 $- $ 347,006
27,238 27,238
(970) (970)
16,862,087 $84,311 - $- $ 174,980 $(4,961) $118944 $- $373,274

The Notes to Consolidated Financial Statements are an integral part hereof.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE1 Summary OF
SIGNIFICANT ACCOUNTING
PoLICIES

Organization

CH Energy Group, Inc. (“CH Energy Group”)
is the holding company parent corporation of Central
Hudson Gas & Electric Corporation (“‘Central Hudson™)
and Central Hudson Enterprises Corporation (“CHEC”).
Central Hudson and CHEC are each wholly owned by
CH Energy Group. Their businesses are comprised of a
regulated electric utility and regulated natural gas utility,
fuel distribution, cogeneration, energy management, and
investments in energy-related assets.

Central Hudson has one wholly owned subsidiary:
Phoenix Development Company, Inc. (“Phoenix”).
CHEC has two wholly owned subsidiaries: Griffith En-
ergy Services, Inc. (“Griffith””) and CH-Auburn Energy,
LLC (“CH-Auburn”).

On April 12, 2006, CHEC purchased a 75% interest
in Lyonsdale Biomass, LLC (“Lyonsdale”). The operat-
ing results of Lyonsdale are consolidated in the financial
statements of CH Energy Group. The minority interest
shown on CH Energy Group’s Consolidated Financial
Statements represents the minority owner’s proportion-
ate share of the income and equity of Lyonsdale.

CHEC'’s investments in limited partnerships
(“Partnerships”) and limited liability companies are
accounted for under the equity method. CH Energy
Group’s proportionate share of the change in fair value
of available for sale securities held by the Partnerships is
recorded in CH Energy Group’s Consolidated Statement
of Comprehensive Income. For more information, see
Note 5 - “Acquisitions and Investments.”

Basis of Presentation

This Annual Report on Form 10-K is a combined
report of CH Energy Group and Central Hudson. The
Notes to the Consolidated Financial Statements apply to
both CH Energy Group and Central Hudson. CH Energy
Group’s Consolidated Financial Statements include the
accounts of CH Energy Group and its wholly owned
subsidiaries, which include Central Hudson and CHEC.
Operating results of Griffith, CH-Auburn and Lyonsdale
are consolidated in the Consolidated Financial State-
ments of CH Energy Group. The minority interest shown
on CH Energy Group’s Consolidated Financial State-
ments represents the minority owner’s proportionate
share of the income and equity of Lyonsdale. Intercom-
pany balances and transactions have been eliminated in
consolidation.

The Consolidated Financial Statements were pre-
pared in conformity with accounting principles generally
accepted in the United States of America (“GAAP”),
which for regulated public utilities, includes the Finan-
cial Accounting Standards Board’s (“FASB”) Statement
of Financial Accounting Standards (“SFAS”) No. 71,
Accounting for the Effects of Certain Types of Regulation
(“SFAS 717). For additional information regarding regu-
latory accounting see Note 2 - “Regulatory Matters.”

Reclassification

Certain amounts in the 2007 and 2006 Consolidated
Financial Statements have been reclassified to conform
to the 2008 presentation.

Use of Estimates

Preparation of the financial statements in accor-
dance with GAAP includes the use of estimates and
assumptions by management that affect the reported
amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the finan-
cial statements and reported amount of revenues and
expenses during the reporting period. Actual results may
differ from those estimated, but the methods used by
CH Energy Group to prepare estimates have historically
produced reliable results. Expense items most affected
by the use of estimates are depreciation and amortization
(including amortization of intangible assets), reserves
for uncollectible accounts receivable, other operating re-
serves, unbilled revenues, and pension and other post-re-
tirement benefits. Depreciation and amortization is based
on estimates of the useful lives and estimated net salvage
value of properties (as described in this Note under the
caption “Depreciation and Amortization””). Amortizable
intangible assets include customer relationships related
to Griffith, which are amortized based on an assessment
of customer attrition as described in Note 6 - “Goodwill
and Other Intangible Assets.”

Estimates for uncollectible accounts are based
on customer accounts receivable aging data as well as
consideration of various quantitative and qualitative
factors, including special collection issues. In the current
year, the increase in the allowance for doubtful accounts
reflects the impact of higher energy prices and the weak
economy on customer’s ability to pay their bills. The
estimates for other operating reserves are based on as-
sessments of future obligations related to injuries and
damages and workers compensation claims. Unbilled
revenues are determined based on the estimated sales for
bimonthly accounts that have not been billed by Central
Hudson in the current month. The estimation methods
used in determining these sales are the same methods
used for billing customers when actual meter readings
cannot be obtained. Estimated unbilled revenues are
reported as current assets, and include amounts recorded
both in revenues and as a regulatory liability. Revenues
for 2008, 2007 and 2006 include an estimate for unbilled
revenues of $8.2 million, $7.8 million and $6.6 million,
respectively. Pursuant to regulatory requirements, a por-
tion of unbilled revenue is offset by a regulatory liability
and is not included in revenues. The portion of unbilled
revenues offset by a regulatory liability at December 31,
2008, 2007 and 2006 was $4.4 million, $4.2 million and
$3.2 million, respectively.

The significant assumptions and estimates used to
account for the pension plan and other post-retirement
benefit expenses and liabilities are the discount rate, the
expected long-term rate of return on the retirement plan
and post-retirement plan assets, the rate of compensation
increase, the healthcare cost trend rate, mortality assump-
tions, and the method of amortizing gains and losses.

Estimates are also reflected for certain commit-
ments and contingencies where there is sufficient basis
to project a future obligation. Disclosures related to these
certain commitments and contingencies are included in
Note 12 - “Commitments and Contingencies.”
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Rates, Revenues, and Cost Adjustment Clauses
Central Hudson’s electric and natural gas retail
rates are regulated by the New York State Public Service

Commission (“PSC”). Transmission rates, facili-

ties charges, and rates for electricity sold for resale in
interstate commerce are regulated by the Federal Energy
Regulatory Commission (“FERC”).

Central Hudson’s tariffs for retail electric and
natural gas service include purchased electricity and
purchased natural gas cost adjustment clauses by which
electric and natural gas rates are adjusted to collect the
actual purchased electricity and purchased natural gas
costs incurred in providing service.

Revenue Recognition

Central Hudson records revenue on the basis of
meters read. In addition, Central Hudson records an
estimate of unbilled revenue for service rendered to
bimonthly customers whose meters are read in the prior
month. The estimate covers 30 days subsequent to the
meter-read date. As of December 31, 2008, and 2007,
the portion of estimated electric unbilled revenues that
is unrecognized in accordance with current regulatory
agreements were $9.8 million and $10.2 million, respec-
tively. The full amount of estimated natural gas unbilled
revenues are recognized on the Consolidated Balance
Sheet.

CH Energy Group’s deferred revenue balances as of
December 31, 2008, and December 31, 2007 were $8.8
million and $7.4 million, respectively. The deferred rev-
enue balance will be recognized in competitive business
subsidiaries operating revenues over the 12-month term
of the respective customer contract.

As required by the PSC, Central Hudson records
gross receipts tax revenues and expenses on a gross
income statement presentation basis (i.e., included in
both revenue and expenses). Sales and use taxes for both
Central Hudson and Griffith are accounted for on a net
basis (excluded from revenue).

Griffith records revenue when products are de-
livered to customers or services have been rendered.

Deferred revenues include unamortized payments from
fuel oil burner maintenance and tank service agreements,
as well as fees paid by customers for price-protected
programs. These agreements require a one-time payment
from the customer at inception of the agreements.

For Central Hudson and Griffith, payments received
from customers who participate in budget billing, whose
balance represents the amount paid in excess of deliver-
ies received at December 31, are included in customer
advances. On an annual basis, each such customer’s
budget billings are reconciled with their actual purchases
and the accounts are settled.

Cash and Cash Equivalents

For purposes of the Consolidated Statement of Cash
Flows and the Consolidated Balance Sheet, CH Energy
Group and Central Hudson consider temporary cash
investments with a maturity (when purchased) of three
months or less, to be cash equivalents.

Short-Term Investments

CH Energy Group’s short-term investments held
through January 14, 2008 consisted of auction rate
securities (“ARS”) and variable rate demand notes
(“VRDN?”), which have been classified as current avail-
able-for-sale securities pursuant to the provisions of
SFAS No. 115, Accounting for Certain Investments in
Debt and Equity Securities. ARS and VRDN are debt
instruments with a long-term nominal maturity and a
mechanism that resets the interest rate at regular inter-
vals. As of January 14, 2008, the Company no longer
holds investments in these types of securities.

Fuel, Materials and Supplies
Fuel, materials and supplies for CH Energy Group
are valued using the following accounting methods:

Company Valuation Method
Central Hudson Average cost

Griffith FIFO

Lyonsdale Weighted average cost

The following is a summary of CH Energy Group’s and Central Hudson’s inventories (In Thousands):

CH Energy Group Central Hudson
December 31, December 31,
2008 2007 2008 2007
Natural gas .......ccoveveveveirierereieierereiennas $ 22,684 $ 16,250 $ 22,684 $ 16,250
Petroleum products and propane ........ 2,782 6,794 550 554
Fuel used in electric generation .......... 586 696 343 371
Materials and supplies ..........cccceveruene 10,533 9,581 7,538 7,095

TOtal.oveeeeeeeeeeeee e $ 36,585

$ 33,321 $ 31,115 $ 24,270




Utility Plant - Central Hudson

The costs of additions to utility plant and replace-
ments of retired units of property are capitalized at
original cost. Capitalized costs include labor, materials
and supplies, indirect charges for such items as transpor-
tation, certain taxes, pension and other employee ben-
efits, and allowances for funds used during construction

(“AFUDC”), as further discussed below. The replace-
ment of minor items of property is included in operating
expenses.

The original cost of property, together with removal
cost less salvage, is charged to accumulated deprecia-
tion at the time the property is retired and removed from
service as required by the PSC.

The following summarizes the type and amount of assets included in the Electric, Natural Gas, and Common

categories of Central Hudson’s utility plant balances:

Electric

Common
Land and Structures ...........ccoeeevveeeiveeeineeenen.
Office and Other Equipment,
Radios, and ToOIS .......cccoeevvvviivcviieeeinnnns

Allowance For Funds Used During Construction

Central Hudson’s regulated utility plant includes
AFUDC, which is defined as the net cost of borrowed
funds used for construction purposes and a reasonable
rate on other funds when so used. The concurrent credit
for the amount so capitalized is reported in the Con-
solidated Statement of Income as follows: the portion
applicable to borrowed funds is reported as a reduction
of interest charges while the portion applicable to other
funds (the equity component, a noncash item) is reported
as other income. The AFUDC rate was 3.00% in 2008,
5.25% in 2007, and 5.25% in 2006. The amounts re-
corded for years 2008, 2007, and 2006 are $0.6 million,
$1.1 million, and $0.6 million, respectively.

Depreciation and Amortization

The regulated assets of Central Hudson include
electric, natural gas, and common assets and are listed
under the heading “Utility Plant” on Central Hudson’s
and CH Energy Group’s Consolidated Balance Sheets.
The accumulated depreciation associated with these
regulated assets is also reported on the Consolidated
Balance Sheets.

For financial statement purposes, Central Hudson’s
depreciation provisions are computed on the straight-line
method using rates based on studies of the estimated use-
ful lives and estimated net salvage values of properties.
The anticipated costs of removing assets upon retirement
are generally provided for over the life of those assets as
a component of depreciation expense. This depreciation
method is consistent with industry practice and the appli-
cable depreciation rates have been approved by the PSC.

Utility Plant
Estimated (In Thousands)

Depreciable December 31,

Life in Years 2008 2007
27-75 $ 32,110 $ 23,786
28-85 199,463 179,387
11-80 630,021 603,373

40 871 866

$ 862,465 $ 807412

25-75 $ 5414 $ 5,245
18-70 43,796 42,202
30-85 214,172 200,954
N/A 492 493
$ 263,874 $ 248,894

50 $ 54,084 $ 37,022
8-35 36,074 35,486
8-12 40,390 38,989
5 5,184 1,997
$135,732 $ 113,494

SFAS No. 143, Accounting for Asset Retirement
Obligations (“SFAS 143”), precludes the recognition of
expected future retirement obligations as a component
of depreciation expense or accumulated depreciation.
Central Hudson, however, is required to use depreciation
methods and rates approved by the PSC under regulatory
accounting. In accordance with SFAS No. 71, Account-
ing for the Effects of Certain Types of Regulation (“SFAS
717), Central Hudson continues to accrue for the future
cost of removal for its rate-regulated natural gas and elec-
tric utility assets. In accordance with SFAS 143, Central
Hudson has classified $47.6 million and $47.8 million of
net cost of removal as a regulatory liability as of Decem-
ber 31, 2008 and 2007, respectively.

Central Hudson performs depreciation studies
periodically and, upon approval by the PSC, periodically
adjusts the depreciation rates of its various classes of
depreciable property. Central Hudson’s composite rates
for depreciation were 2.74% in 2008, 2.78% in 2007, and
2.95% in 2006 of the original average cost of depre-
ciable property. The ratio of the amount of accumulated
depreciation to the original cost of depreciable property
at December 31 was 29.4% in 2008, 30.4% in 2007, and
30.9% in 2006.

For financial statement purposes, Griffith’s and
Lyonsdale’s depreciation provisions are computed on
the straight-line method using depreciation rates based
on the estimated useful lives of the depreciable property
and equipment. Expenditures for major renewals and bet-
terments, which extend the useful lives of property and
equipment, are capitalized. Expenditures for maintenance
and repairs are charged to expense when incurred. Retire-
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ments, sales, and disposals of assets are recorded by removing the
cost and accumulated depreciation from the asset and accumulated
depreciation accounts with any resulting gain or loss reflected in
earnings.

Amortization of intangibles (other than goodwill) is computed
on the straight-line method over the assets’ expected useful lives.
See Note 6 - “Goodwill and Other Intangible Assets” for further
discussion.

Research and Development

Central Hudson is engaged in the conduct and support of
research and development (“R&D”) activities, which are focused on
the improvement of existing energy technologies and the develop-
ment of new technologies for the delivery and customer use of ener-
gy. Central Hudson’s R&D expenditures were $3.9 million in 2008,
$3.5 million in 2007, and $3.2 million in 2006. These expenditures
were for internal research programs and for contributions to research
administered by New York State Energy Research and Development
Authority (“NYSERDA”), the Electric Power Research Institute, and
other industry organizations. R&D expenditures are provided for in
Central Hudson’s rates charged to customers for electric and natural
gas delivery service. In addition, the PSC has authorized that differ-
ences between R&D expense and the rate allowances covering these
costs be deferred for future recovery from or return to customers.

Earnings Per Share

Income Tax

CH Energy Group and its subsidiaries file consolidated federal
and state income tax returns. Income taxes are deferred under the as-
set and liability method in accordance with SFAS No. 109, Account-
ing for Income Taxes (“SFAS 1097). Under the asset and liability
method, deferred income taxes are provided for all differences
between the financial statement and the tax basis of assets and li-
abilities. Additional deferred income taxes and offsetting regulatory
assets or liabilities are recorded by Central Hudson to recognize that
income taxes will be recovered or refunded through future revenues.
For federal and state income tax purposes, CH Energy Group and its
subsidiaries use an accelerated method of depreciation and gener-
ally use the shortest life permitted for each class of assets. Deferred
investment tax credits are amortized over the estimated life of the
properties giving rise to the credits. For state income tax purposes,
Central Hudson uses book depreciation for property placed in
service in 1999 or earlier in accordance with transition property
rules under Article 9-A of the New York State Tax Law. Griffith and
Lyonsdale file state income tax returns in those states in which they
conduct business. For more information, see Note 4 - “Income Tax.”

Equity-Based Compensation
CH Energy Group has an equity-based employee compensation
plan that is described in Note 11 - “Equity-Based Compensation.”

The following table presents CH Energy Group’s basic and diluted earnings per share included on the Consolidated Statement of Income

(In Thousands, except for Earnings Per Share):

Year ended December 31,

2008 2007 2006
Avg. Net Earnings Avg. Net Earnings Avg. Net Earnings
Shares Income  Per Share Shares Income  Per Share Shares Income  Per Share
Earnings applicable to Common
Stock - continuing operations $ 35,081 $ 42,636 $ 43,084
Average number of common
shares outstanding - basic 15,768 $ 222 15,762 $ 270 15,762 $ 2.73
Average dilutive effect of:
Stock options " ® - hH - 1 31) - 3 (18) -
Performance shares @ 25 - - 16 - - 14 - -
Restricted shares @ 12 - - - - - - - -
Average number of common
shares outstanding - diluted 15805 $ 35,080 $ 2.22 15,779 $ 42,605 $ 2.70 15,779  $ 43,066 $ 2.73

M For 2008 and 2007, certain stock options have been excluded from the comr utation of diluted earnings per share because the exercise prices were greater
than the average market price of the Common Stock shares for each of the years presented. The number of Common Stock shares represented by the options
excluded from the above calculation were 39,980 shares for 2008 and 18,420 shares for 2007. For 2006, there are no stock options excluded from the

above calculation.

@ See Note 11 - “Equity-Based Compensation” for additional information regarding stock options, performance shares and restricted shares.



Related Party Transactions

Thompson Hine LLP serves as general counsel to
CH Energy Group and Central Hudson. Two partners in
that firm serve as Secretary and Assistant Secretary of
each corporation. The Secretary and Assistant Secretary
appointments serve to assist in the closure of specified
transactions in the ordinary course of business. While
neither partner receives additional compensation for
these appointments, time spent performing these duties is
charged to CH Energy Group and Central Hudson on an
hourly basis. The combined total fees paid by CH Energy
Group and Central Hudson to Thompson Hine LLP were
$3.6 million in 2008, $3.4 million in 2007, and $2.6 mil-
lion in 2006.

Parental Guarantees

CH Energy Group and CHEC have issued guar-
antees in conjunction with certain commodity and
derivative contracts that provide financial or performance
assurance to third parties on behalf of a subsidiary.
The guarantees are entered into primarily to support or
enhance the creditworthiness otherwise attributed to a
subsidiary on a stand-alone basis, thereby facilitating the
extension of sufficient credit to accomplish the relevant
subsidiary’s intended commercial purposes.

The guarantees described above have been issued
to counter-parties to assure the payment, when due,
of certain obligations incurred by CH Energy Group
subsidiaries in physical and financial transactions related
to heating oil, propane, other petroleum products, and
weather and commodity hedges. At December 31, 2008,
the aggregate amount of subsidiary obligations covered
by these guarantees was $16.0 million. Where liabilities
exist under the commodity-related contracts subject to
these guarantees, these liabilities are included in CH
Energy Group’s Consolidated Balance Sheet.

Other Guarantees

Central Hudson has a reimbursement obligation
with respect to a $6.8 million standby letter of credit
issued by a financial institution to support a real estate
transaction that is expected to close in mid-2009. No
premium has been received or is receivable by Central
Hudson in connection with this letter of credit. This
uncollateralized letter of credit was issued February 29,
2008 and expires September 30, 2009. The maximum po-
tential amount of future payments Central Hudson could
be required to make under this reimbursement obligation
is $6.8 million. As of December 31, 2008, no events
or circumstances had arisen that would require Central
Hudson to perform under this reimbursement obligation,
and the carrying amount of the liability was zero.

Product Warranties

Griffith offers a multi-year warranty on heating
system installations and has recorded liabilities for the
estimated costs of fulfilling its obligations under these
warranties. CH Energy Group’s approximate aggregate
potential liability for product warranties at December
31, 2008 and 2007 was not material. CH Energy Group’s
liabilities for these product warranties were determined
by accruing the present value of future warranty expense
based on the number and type of contracts outstanding
and historical costs for these contracts.

FIN 46R - Consolidation of Variable
Interest Entities

FASB Interpretation (“FIN”) No. 46, Consolida-
tion of Variable Interest Entities (“FIN 46R”), clarifies
the application of Accounting Research Bulletin No. 51,
Consolidated Financial Statements, as it relates to the
consolidation of a variable interest entity (“VIE”). FIN
46R provides guidance on the identification of a variable
interest and a VIE to determine when the assets, liabili-
ties, and results of operations should be consolidated in a
company’s financial statements. A VIE is an entity that is
not controllable through voting interests where the equity
investment at risk is not sufficient to permit the VIE to
finance its activities without additional subordinated
financial support provided by any party, including the
equity holders. A company that holds a variable interest
in an entity is required to consolidate the entity if the
company’s interest in the VIE is such that the company
will absorb a majority of the VIE’s expected losses and/
or receive a majority of the VIE’s expected residual
returns.

CH Energy Group and its subsidiaries do not have
any interests in special purpose entities and do not have
material affiliations with any variable interest entities
that require consolidation under the provisions of FIN
46R.

Fair Value Measurements
CH Energy Group adopted SFAS No. 157, Fair

Value Measurements (“SFAS 1577) on January 1, 2008.

The guidance in SFAS 157 establishes a framework for

measuring fair value in GAAP, improves consistency

and comparability in reporting fair value, and expands
disclosures regarding fair value measurements.

SFAS 157 establishes a fair value hierarchy to pri-
oritize the inputs used in valuation techniques based on
observable and unobservable data, but not the valuation
techniques themselves. Observable inputs are inputs that
reflect the assumptions market participants would use
in pricing the asset or liability. Unobservable inputs are
inputs that reflect the reporting entity’s own assumptions
about the assumptions market participants would use in
pricing an asset or a liability. Classification of inputs is
determined based on the lowest level input that is sig-
nificant to the overall valuation. The fair value hierarchy
prioritizes the inputs to valuation techniques into the
three categories described below.

e Level I Inputs: Quoted prices (unadjusted) in active
markets for identical assets or liabilities.

e Level 2 Inputs: Directly or indirectly observable
(market-based) information. This includes quoted
prices for similar assets or liabilities in active mar-
kets and quoted prices for identical or similar assets
or liabilities in markets that are not active.

e Level 3 Inputs: Unobservable inputs for the asset or
liability for which there is either no market data, or
for which asset and liability values are not corre-
lated with market value.
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On December 31, 2008, CH Energy Group reported one major category of assets and liabilities at fair value: derivative con-
tracts. Derivative contracts are measured on a recurring basis. The fair value of CH Energy Group’s reportable assets and liabilities

at December 31, 2008 by category and hierarchy level follows.

Fair Value Measure at December 31, 2008

Using
Quoted Prices in Significant Significant
Active Markets Other Unobservable
Fair Value as of for Identical ~ Observable Inputs Inputs
Asset or Liability Category December 31, 2008 Assets (Level 1) (Level 2) (Level 3)
(In Thousands)
Liabilities
Derivative Contracts
Central Hudson - Electric ............cccococv..... $ (5,538) $ - $ - $ (5,538)
Central Hudson - Natural Gas ................. (10,221) (10,221) - -
Total Liabilities ........cccccveevurevreerieennenee. $ (15,759) $ (10,221) $ - $ (5,538)

The table listed below provides a reconciliation of the beginning and ending net balances for assets and liabilities measured
at fair value and classified as Level 3 in the fair value hierarchy for the year ended December 31, 2008:

Balance at Beginning of Year ........ccccoceeeeeeienienenencnceeeeene

Unrealized gains and (10SSES) ......ccccvevveruererenerereneenens
Realized gains and (10SS€S) ...cccevveuveviveriinenenineiieeeene
Purchases, issuances, sales and settlements.......................
Transfers in and/or out of Level 3 ........ccovveeiiiiiiiieinenen.

Balance at End of Year .......ccccccooeeiiiiiiiiiiiiciececeee e

Year ended
December 31, 2008
(In Thousands)

The amount of total gains or losses for the period included in earnings
attributable to the change in unrealized gains or losses relating to

derivatives still held at December 31, 2008 ......................

Derivative Contracts - CH Energy Group’s derivative
contracts are typically either exchange-traded or over-the
counter (“OTC”) instruments. Exchange-traded and OTC
derivatives are valued based on listed market prices. On
December 31, 2008, Central Hudson’s derivative contracts
were comprised of wholesale contracts for differences (‘“Swap
Contracts”) for electricity and natural gas. Electric Swap
Contracts are valued using the New York Independent System
Operator (“NYISO”) Swap Futures Closing Price as posted on
NYMEX Clearport and have been classified as Level 3 assets
in the fair value hierarchy since Clearport uses unobservable
inputs in its determination of the futures closing price. Man-
agement believes these prices approximate fair value for these
instruments. Natural gas Swap Contracts are valued using the
NYMEX Natural Gas Futures Closing Price plus the NYMEX
Clearport Natural Gas Basis Swap Futures Closing Price or
counterparty valuations, and have been classified within Level
1 of the fair value hierarchy. For natural gas Swap Contracts
valued using the NYMEX Natural Gas Futures Closing Price
plus the NYMEX Clearport Natural Gas Basis Swap Futures
Closing Price, the latter component is immaterial. As of
December 31, 2008, all of Central Hudson’s open electric
and natural gas Swap Contracts were in a liability position
and therefore the only credit risk considered in the fair value
assessment is that associated with Central Hudson. Based on
Central Hudson’s current senior unsecured debt ratings by
Moody’s, S&P and Fitch, Management has concluded that the

credit risk associated with Central Hudson’s nonperformance
related to these instruments is not significant and therefore
no adjustment was made to the fair value. Unrealized gains
and losses on Central Hudson’s derivative contracts have
no impact on earnings. Realized gains and losses on Central
Hudson’s derivative instruments are conveyed to or recovered
from customers through PSC-authorized deferral accounting
mechanisms, with no material impact on cash flows, results of
operations or liquidity. Realized gains and losses on Central
Hudson’s Level 3 energy derivative assets are reported as part
of purchased electricity and fuel used in electric generation
in Central Hudson’s Consolidated Statement of Income as the
corresponding amounts are either recovered from or returned
to customers through electric cost adjustment clauses in
revenues. Central Hudson’s derivative contracts also include
weather hedging instruments and interest rate call options, the
fair values of which are not material.

The fair value of Griffith’s derivative positions on De-
cember 31, 2008 was not material.

For additional information about CH Energy Group’s
derivative contracts, see Note 14 - “Accounting for Derivative
Instruments and Hedging Activities.”

Common Stock Dividends

CH Energy Group’s ability to pay dividends may be af-
fected by the ability of its subsidiaries to pay dividends. The
Federal Power Act limits the payment of dividends by Central



Hudson to its retained earnings. More restrictive is the
PSC’s limit on the dividends Central Hudson may pay to
CH Energy Group which is 100% of the average annual
income available for common stock, calculated on a two-
year rolling average basis. Central Hudson’s dividend
would be reduced to 75% of its average annual income in
the event of a downgrade of its senior debt rating below
“BBB+" by more than one rating agency if the stated
reason for the downgrade is related to CH Energy Group
or any of Central Hudson’s affiliates. Further restrictions
are imposed for any downgrades below this level. Cen-
tral Hudson is currently rated “A” or the equivalent. As
of December 31, 2008, the amount of Central Hudson’s
retained earnings that were free of restrictions was $29.4
million. CH Energy Group’s other subsidiaries do not
have restrictions on their ability to pay dividends.

On December 18, 2008, the Board of Directors of
CH Energy Group declared a quarterly dividend of $0.54
per share, payable February 2, 2009, to shareholders of
record as of January 9, 2009.

NOTE 2 REGULATORY MATTERS

In response to the May 1996 Order, the PSC issued
in its generic Competitive Opportunities Proceeding,
Central Hudson, PSC Staff, and certain other parties en-
tered into a settlement agreement (the “Settlement Agree-
ment”). The PSC approved the Settlement Agreement by
its final Order effective June 30, 1998, for which a final
amendment was approved as of March 7, 2000.

The Settlement Agreement, which expired on June
30, 2001, included the following major provisions which
survive its expiration date: (i) certain limitations on own-
ership of electric generation facilities by Central Hudson
and its affiliates in Central Hudson’s franchise territory;
(i1) standards of conduct in transactions between Central
Hudson, CH Energy Group, and any other subsidiaries
of CH Energy Group (such as CHEC and Griffith); (iii)
prohibitions against Central Hudson making loans to
CH Energy Group or any other subsidiary of CH Energy
Group and against Central Hudson guaranteeing debt
of CH Energy Group or any other subsidiary of CH
Energy Group; (iv) limitations on the transfer of Central
Hudson employees to CH Energy Group or other CH
Energy Group subsidiaries; (v) certain dividend payment
restrictions on Central Hudson; and (vi) treatment of
savings up to the amount of an acquisition’s or merger’s
premium or costs flowing from a merger with another
utility company.

Regulatory Accounting Policies

Central Hudson follows GAAP, which for regu-
lated public utilities includes SFAS 71. Under SFAS
71, regulated companies such as Central Hudson apply
AFUDC to the cost of construction projects and defer
costs and credits on the balance sheet as regulatory assets
and liabilities (see the caption “Summary of Regulatory
Assets and Liabilities” of this Note) when it is probable
that those costs and credits will be recoverable through
the rate-making process in a period different from when
they otherwise would have been reflected in income. For
Central Hudson, these deferred regulatory assets and
liabilities, and the related deferred taxes, are then either
eliminated by offset as directed by the PSC or reflected
in the Consolidated Statement of Income in the period in
which the same amounts are reflected in rates. In addi-
tion, current accounting practices reflect the regulatory
accounting authorized in the most recent settlement
agreement or rate order, as the case may be.
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Summary of Regulatory Assets and Liabilities

The following table sets forth Central Hudson’s regulatory assets and liabilities:

Regulatory Assets (Debits):
Current:
Deferred purchased electric and natural gas costs (Note 1) ......
FAS 133 - deferred unrealized losses (Note 14).........c.cccuveenee...
Residual natural gas deferred balances...........ccccceeeeerencnenene

Long-term:
Deferred pension COSES .......everereriririeieieieieiesiesie e sieeneene
Carrying charges - pension reSEIVe ............eceveeruereriererenieneens
Deferred costs - MGP site remediation (Note 12)......................
Deferred OPEB costs (Note 10) ......cccccovvieviieciieeieeeeeeeee.
Deferred debt expense on re-acquired debt (Note 8)..................
Residual natural gas deferred balances ..........ccoceeveveeieeeeennene
Income taxes recoverable through future rates...........cccceceeeeneee
SEOIM COSES vttt ettt ettt

Total Regulatory ASSEts .......ccceevvevverveneneneneeeeeeeenes

Regulatory Liabilities (Credits):
Current:
Rate moderation - excess electric depreciation reserve..............
Income taxes refundable through future rates .........c..cccecveuennene

Long-term:
Customer benefit fund .......c.ccooeveevieieneninineeeeeeee
Deferred cost of removal (Note 1) .......ocoveieiuiiiiiieiiiieieeiees
Excess electric depreciation reServe ........co.oeeeeeeveevenverenennens
Income taxes refundable through future rates ...........cccoevennene
Deferred OPEB COSES .......ccooiiiiiiiiiiiiiiiiiccciciccce
Carrying charges - OPEB 1€SeIVe .......c.cccoeeveuinveinenieinicricnne
ORET e

Total Regulatory Liabilities ........c.ccecceveeveeienuenecnennenne.

Net Regulatory ASSEts ....cccceceevveverveniererenenenne

December 31,

2008 2007
(In Thousands)

$ 41,931 $ 29477
15,759 1,235
2,812 4,300
60,502 35,012
197,934 51,393
10,642 6,477
30,397 17,386
4,257 15,967
5,442 6,032
22,825 25,298
26,874 22,399
3,085 -
10,478 9,229
311,934 154,181
$ 372,436 $ 189,193
$ - $ 5,930
4,275 3,462
4,275 9,392
4,266 4,865
47,630 47,819
32,313 32,371
19,756 9,488
- 1,167
5,633 2,854
21,295 13,099
130,893 111,663
$ 135,168 $ 121,055
$ 237,268 $ 68,138




The significant regulatory assets and liabilities
include:

Deferred Pension Costs: Deferred pension costs
recoverable from customers include the following: (A)
As discussed further in Note 10 - “Post-Employment
Benefits,” the amount of deferred pension cost undercol-
lected as of December 31, 2008, and December 31, 2007,
includes $192.1 million and $48.4 million, respectively,
related to the accounting required under SFAS 158 for
recording the funded status. (B) The remaining $5.8
million and $3.0 million at December 31, 2008 and 2007,
respectively are the cumulative undercollected pension
costs in excess of amounts provided in rates.

Carrying Charges - Pension Reserve: Under the pol-
icy of the PSC regarding pension costs, carrying charges
are accrued on cash differences between rate allowances
and cash contributions to Central Hudson’s defined ben-
efit pension plan. For further discussion regarding this
plan, see Note 10 - “Post-Employment Benefits.”

Residual Natural Gas Deferred Balances: The net
regulatory asset balance to be amortized over a seven-
year period beginning July 1, 2007, as prescribed by the
2006 Rate Order.

Income Taxes Recoverable: Regulatory asset bal-
ance established to offset deferred tax liabilities deter-
mined under the provisions of SFAS 109 and for which it
is probable that they will be recoverable from customers.

Storm Costs: On December 11, 2008, an ice storm
disrupted service to approximately 72,000 customers in
the Company’s service region. The Company believes
that the restoration costs of approximately $3.1 million
are recoverable in rates and has petitioned the PSC for
authority to defer these costs.

Excess Electric Depreciation Reserve: Per the 2006
Rate Order, $52.5 million of excess electric depreciation
reserve was transferred in 2006. The transfer represented
a portion of the electric depreciation reserve that was in
excess of the theoretical book reserve based on deprecia-
tion rates approved by the PSC in 2006. The 2006 Rate
Order prescribed the use of excess depreciation reserves
to offset regulatory assets and to apply the remainder for
rate moderation.

Income Taxes Refundable: Central Hudson adopted
SFAS 109 in 1993, with the effect of increasing Central
Hudson’s net deferred taxes. As it is probable that the
related balances will be refundable to customers, Central
Hudson established a net regulatory liability for these
balances.

Customer Benefit Fund: The 2006 Order prescribes
the use of the residual balance to fund economic devel-
opment and competitive metering initiative programs.

Carrying Charges - OPEB Reserve: Under the pol-
icy of the PSC regarding OPEB costs, carrying charges
are accrued on cash differences between rate allowances
and cash contributions to Central Hudson’s OPEB plan.
For further discussion regarding this plan, see Note 10 -
“Post-Employment Benefits.”

In terms of recoverability, regulatory asset balances at December 31, 2008, reflect the following (In Millions):

Balances with offsetting accrued liability balances recoverable when future costs are actually incurred:

Deferred pension and OPEB costs ......

Deferred costs - MGP sites

Income taxes recoverable through future rates

$ 1964

Balances earning a return via inclusion in rates and/or the application of carrying charges:

Residual natural gas deferred balances
Deferred pension costs* ....
Storm costs *

Subject to current recovery:

Residual natural gas deferred balances

Accumulated carrying charges*:
Pension reserve

Total Regulatory Assets

A Subject to recovery in Central Hudson’s filed petition.

%

Deferred purchased electric and natural gas costs

21.9

57.7
2.8
60.5

10.6
1.1
11.7

Subject to recovery in Central Hudson’s future rate proceedings.
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2001 Rate Order

Central Hudson continued to operate, through June
30, 2006, under the terms of a Rate Plan approved by the
PSC on October 25, 2001, and further modified by the
PSC on June 14, 2004 (*“2001 Rate Order”).

Two initiatives survived the expiration of the 2001
Rate Order: 1) Economic Development and 2) Competi-
tive Metering Initiative. These programs are funded
by the Customer Benefit Fund, established to benefit
customers as a result of proceeds retained from Central
Hudson’s sale of generating assets in 2001.

2006 Rate Order
From July 1, 2006 through June 30, 2009, Central

Hudson operates under the terms of the 2006 Rate Order,

which provides for the following:

e Electric delivery revenues increase of $53.7 million
over the three-year term with annual rate increases
of approximately $17.9 million on July 1, 2006,
July 1, 2007, and July 1, 2008.

e Natural gas delivery revenues increase by $14.1
million with rate increases of $8 million on July 1,
2006, and $6.1 million on July 1, 2007.

e Delivery rates based on a ROE of 9.6% with an
earnings sharing threshold of 10.6%, above which
Central Hudson is to share 50% with its customers.
Earnings above 11.6% are shared 65% with custom-
ers and earnings above 14.0% are allocated entirely
to customers.

e Limits on Central Hudson’s ability to defer certain
costs if earnings exceed an 11.0% ROE, however,
these deferral limitations will not cause earnings to
be reduced below 11.0%.

e Rates based on a capital structure that includes
45% common equity, however the actual propor-
tion of common equity, up to a limit of 47%, is used
to determine the ROE for the purpose of earnings
sharing.

e Continued full recovery of all purchased natural gas
and electricity costs through existing monthly sup-
ply cost recovery mechanisms.

e Established targets for electric, natural gas, and
common plant expenditures, and increased allow-
ances for the recovery of operating costs, includ-
ing transmission and distribution Right-of-Way
(“ROW”) maintenance expenses. The capital
expenditure targets are subject to true-up provisions,
requiring deferral of 150% of the revenue require-
ment of any shortfalls in spending over the 2006
Rate Order’s three-year term, if such shortfall is
expected to exist at June 30, 2009. Commencing on
July 1, 2009, should such shortfall exist, it will be
subject to carrying charges.

e Transmission and distribution ROW maintenance
expenses are also subject to true-up provisions over
the 2006 Rate Order’s three-year term, requiring
the deferral of shortfalls in actual expenditures, if
such shortfall is expected to exist at June 30, 2009.
Commencing on July 1, 2009, should such shortfall
exist, it will be subject to carrying charges.

e Increased rate allowances and continued deferral
accounting authorization for the recovery of expens-
es for pensions, OPEB, stray voltage testing, MGP
site remediation, and certain other expense items.

e Additional funding to assist low-income custom-
ers in paying their energy bills as well as continued
funding of programs to encourage customers to
explore new opportunities available through the
competitive retail supply markets.

e Penalty-only performance mechanisms with estab-
lished targets for specified levels of performance
related to customer service quality, natural gas
safety, and electric reliability measures.

As aresult of failing to meet electric reliability tar-
gets, Central Hudson recorded a penalty of $0.7 million
for 2006. The 2006 penalty has been deferred for future
pass back to customers. No penalties were recorded in
2008 and 2007.

Other PSC Proceedings

On December 11, 2008, Central Hudson’s service
territory experienced a severely damaging ice storm
which disrupted service to approximately 72,000 custom-
ers. The restoration costs for the storm totaled approxi-
mately $3.8 million. On December 31, 2008, Central
Hudson filed a petition with the PSC for the authority
to defer the incremental costs of the December 11, 2008
storm which are approximately $3.1 million. These costs
are recorded as a regulatory asset in the Consolidated
Balance Sheet. Central Hudson believes these costs are
recoverable in rates but cannot predict the outcome of
the filed petition.

Other Regulatory Matters

Non-Utility Land Sales

Central Hudson

On June 23, 2006, the PSC issued an Order approv-
ing the proposed transfers of ownership interests in 48
parcels of non-utility property and the recognition of
any gains realized upon the transfers for the benefit of
shareholders.

Central Hudson did not sell any parcels of non-
utility property during 2008. Central Hudson sold a
total of four and thirty seven parcels of non-utility real
property for $0.5 million and $2.2 million, respectively,
in excess of book value and transaction costs, during the
year ended December 31, 2007 and 2006. This excess is
recorded as a reduction to Other Expenses of Operation
on the Consolidated Statement of Income.



NOTE?3 New ACCOUNTING STANDARDS AND OTHER FASB PROJECTS

New accounting standards are summarized below, and explanations of the underlying information for all standards (except those not
currently applicable to CH Energy Group and its subsidiaries) follow the chart.

Issued  Effective
Impact* Status Category Reference Title Date Date
Postretirement FSP SFAS Employers’ Disclosures about
1 Under Assessment Benefit Plan Assets 132(R)-1 Postretirement Benefit Plan Assets Dec-08 Dec-09
Equity Method Equity Method Investment
1 Under Assessment Investments EITF 08-6 Accounting Considerations Nov-08 Jan-09
Disclosures About Credit Derivatives
and Certain Guarantees: An Amendment
of FASB Statement No. 133 and FASB
Interpretation No. 45; and Clarification
FSP SFAS 133-1  of the Effective Date of FASB Statement
1 Under Assessment Credit Derivatives and FIN 45-4 No. 161 Sep-08 Jan-09
The Hierarchy of Generally Accepted
1 Under Assessment GAAP Hierarchy SFAS 162 Accounting Principles May-08 TBD
Determining Whether Instruments
Share-Based Granted in Share-Based Payment
1 Under Assessment Payments FSP EITF 03-6-1  Transactions are Participating Securities May-08 Jan-09
Derivative Disclosures About Derivative Instruments
1 Under Assessment Instruments SFAS 161 and Hedging Activities Mar-08 Jan-09
Business
1 Under Assessment Combinations SFAS 141R Business Combinations - Revised Dec-07 Jan-09
Noncontrolling Noncontrolling Interest in Consolidated
1 Under Assessment Interests SFAS 160 Financial Statements Dec-07 Jan-09
Determining the Useful Life of
1 Under Assessment Intangible Assets FSP FAS 142-3 Intangible Assets Nov-07 Jan-09
2 Implemented Fair Value SFAS 157 Fair Value Measurement Sep-06 Jan-08
Application of SFAS No. 133 and Other
Accounting Pronouncements that Address
Fair Value Measurements for Purposes of
Lease Classification or Measurement
2 Implemented Fair Value FSP FAS 157-1 Under SFAS No. 13 Feb-08 Jan-08
2 Implemented Fair Value FSP FAS 157-2 Effective Date of SFAS No. 157 Feb-08 Jan-08
Determining the Fair Value of a
Financial Asset When the Market for
2 Implemented Fair Value FSP FAS 157-3 That Asset is Not Active Oct-08 Oct-08
Employers’ Accounting for Defined
Pension, Benefit Pension and Other Postretirement
2 Implemented Postretirement SFAS 158 Plans - Measurement Date Change Sep-06 Jan-08
Establishing the Fair Value Option for
2 Implemented Fair Value SFAS 159 Financial Assets and Liabilities Feb-07 Jan-08
Derivative Amendment of FIN No. 39, Offsetting of
2 Implemented Instruments FIN 39-1 Amounts Related to Certain Contracts Apr-07 Jan-08

85



86

Issued Effective

Impact* Status Category Reference Title Date Date
3 Not Currently Defensive Accounting for
Applicable Intangible Assets EITF 08-7 Defensive Intangible Assets Nov-08 Jan-09
Disclosures About Transfers of
Not Currently Financial Assets FSP FAS 140-4 Financial Assets and Interests in

3 Applicable and VIEs

Not Currently Financial Guarantee

3 Applicable Insurance Contracts ~ SFAS 163
Not Currently

3 Applicable Convertible Debt FSP APB 14-1

Not Currently
3 Applicable Financial Assets
Collaborative
Arrangements

Not Currently

3 Applicable EITF 07-1

*Impact Key:

and FIN 46(R)-8

FSP FAS 140-3

Variable Interest Entities Nov-08 Dec-08

Accounting for Financial Guarantee
Insurance Contracts - an Interpretation
of FASB Statement No. 60 May-08 Jan-09
Accounting for Convertible Debt
Instruments That May Be Settled
in Cash Upon Conversion May-08 Jan-09
Accounting for Transfers of

Financial Assets and Repurchase

Financing Transactions Feb-08 Jan-09

Accounting for
Collaborative Arrangements Nov-07 Jan-09

1 - No significant impact on the financial condition, results of operations and cash flows of CH Energy Group and its subsidiaries expected.
2 - Following the chart, the impacts are separately disclosed as of standard effective dates.
3 - No current impact on the financial condition, results of operations and cash flows of CH Energy Group and its subsidiaries.

Standards Under Assessment

FSP No. SFAS 132(R)-1 provides guidance on an employer’s
disclosures about plan assets of a defined benefit pension or
other postretirement plan. The FSP defines the objectives of the
disclosures as providing users of the financial statements with an
understanding of how investment allocation decisions are made,
pertinent factors of investment policies and strategies, major
categories of plan assets, inputs and valuation techniques used
to measure the fair value of plan assets, the effect of fair value
measurements using significant unobservable inputs on changes
in the plan assets for the period, and significant concentrations of
credit risk within plan assets. In accomplishing these objectives,
expanded disclosures related to pension and other postretirement
benefit plans will be made beginning for fiscal periods ending after
December 15, 2009.

EITF 08-6 provides guidance related to certain account-
ing considerations for equity method investments. Specifically,
this guidance clarifies the accounting guidance on issues related
to the determination of the initial carrying value of an equity
method investment, the performance of impairment assessments of
underlying indefinite-lived intangible assets of an equity method
investment, the accounting for the issuance of shares by an equity
method investment, and the accounting for a change in an invest-
ment from the equity method to the cost method. The Task Force
reached a consensus on these issues and issued this final EITF
at their November 2008 meeting with an effective date for fiscal
periods beginning on or after December 15, 2008.

FSP No. SFAS 133-1 and FIN 45-4 require more detailed
disclosures about credit derivatives, including the potential adverse
effects of changes in credit risk on the financial position, financial
performance, and cash flows of the sellers of the instruments. The
guidance also amends SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, to require increased disclo-
sures by sellers of credit derivatives, including credit derivatives
embedded in hybrid instruments. The FSP also amends FIN 45,
Guarantor’s Accounting and Disclosure Requirements for Guaran-

tees, Including Indirect Guarantees of Indebtedness to Others, to
require an additional disclosure about the current status of the pay-
ment or performance risk of a guarantee. Finally, the FSP clarifies
that SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities - an amendment of SFAS No. 133, is effective
for any reporting period beginning after November 15, 2008.

SFAS 162 identifies the sources of accounting principles and
the framework for selecting the principles used in the preparation
of financial statements of nongovernmental entities that are pre-
sented in conformity with generally accepted accounting principles
in the United States (the GAAP hierarchy). It is not expected that
this Statement will result in a change in current practice.

FSP No. EITF 03-6-1 clarifies that instruments granted in
share-based payment transactions are considered participating
securities prior to vesting if they contain non-forfeitable rights to
dividends or dividend equivalents and therefore need to be included
in the computation of EPS under the two-class method described
in SFAS No. 128, Earnings Per Share. Beginning in 2009, all
prior-period EPS data presented shall be adjusted retrospectively to
conform with the provisions of this FSP.

SFAS 161 requires entities to provide qualitative disclosures
about the objectives and strategies for using derivatives, and quanti-
tative data about the fair value of and gains and losses on deriva-
tive contracts. SFAS 161 also requires more information about the
location and amounts of derivative instruments in financial state-
ments, how derivatives are accounted for under SFAS 133, and how
hedges affect the entity’s financial position, financial performance
and cash flows. CH Energy Group will consider the need to expand
its disclosures related to derivatives in accordance with this stan-
dard beginning with its first quarterly filing on Form 10-Q in 2009.

The objective of SFAS 141R is to improve the relevance,
representational faithfulness, and comparability of the information
that an entity provides in its financial reports about a business com-
bination and its effects. This standard applies to all transactions or
events in which an entity obtains control of one or more businesses,
and to combinations achieved without the transfer of consideration.



Under SFAS 141R acquisition-related costs can no lon-
ger be capitalized and included as a cost of the acquired
business, but rather these costs must be expensed in the
period incurred. CH Energy Group will implement this

standard as of January 1, 2009.

SFAS 160 amends Accounting Research Bulletin
(“ARB”) 51 to establish accounting and reporting stan-
dards for the noncontrolling interest in a subsidiary and
for the deconsolidation of a subsidiary. It clarifies that a
noncontrolling interest in a subsidiary is an ownership
interest in the consolidated entity that should be reported
as equity in the consolidated financial statements. The
objective of SFAS 160 is to improve the relevance, com-
parability and transparency of the financial information
that an entity provides in its consolidated financial state-
ments. It is not expected that this statement will have
a significant impact on CH Energy Group’s financial
statements.

FASB Staff Position (“FSP”) No. FAS 142-

3 amends the factors that should be considered in
developing renewal or extension assumptions used to
determine the useful life of recognized intangible assets
under SFAS 142, Goodwill and Other Intangible Assets
(“SFAS 142”). The guidance is intended to improve con-
sistency between the recognized useful asset life, and the
period of expected cash flows used to measure the fair
value of the asset. It is not expected that this statement
will impact CH Energy Group.

Standards Implemented

CH Energy Group adopted SFAS 157 on January
1, 2008. SFAS 157 changes the definition of fair value,
establishes a framework for measuring it in accordance
with GAAP, and expands disclosures about fair value
measurements. CH Energy Group did not record a
transitional adjustment upon adoption of SFAS 157. CH
Energy Group also adopted FSP No. FAS 157-1, and
FSP No. FAS 157-2 on January 1, 2008.

FSP No. FAS 157-1 amends SFAS 157 to exclude
SFAS 13, Accounting for Leases, and other accounting
pronouncements that address fair value measurements
for purposes of lease classification or measurement
under SFAS 13. However, the scope exception does not
apply to assets acquired and liabilities assumed in a busi-
ness combination that are required to be measured at fair
value under SFAS 141 or 141R regardless of whether
those assets and liabilities are related to leases. FSP No.
FAS 157-2 delays the effective date of SFAS 157 for
non-financial assets and non-financial liabilities to fiscal
years beginning after November 15, 2008. Non-financial
assets or liabilities that are recognized or disclosed at fair
value at least once a year are excluded from this deferral.
As aresult of this partial deferral, CH Energy Group has
not applied the provisions of SFAS 157 to its asset retire-
ment obligation, goodwill, and other non-financial assets
and liabilities acquired in its business combinations.

FSP No. FAS 157-3 provides guidance on how to value
securities in markets that are not active. For additional
information on fair value measurements, see Note 1 -
“Summary of Significant Accounting Policies.”

SFAS 158 requires an employer that sponsors a
defined benefit pension or other post-retirement plans to
report the current economic status (i.e., the overfunded
or underfunded status) of each such plan in its statement
of financial position by measuring plan assets and benefit
obligations on the same date as the employer’s assets and
liabilities. SFAS 158 became effective for fiscal years
ending after December 15, 2006, with an exception for

the provision to change the measurement date, which is
effective and was implemented by CH Energy Group on
January 1, 2008. For additional information about the
impact of this adjustment, see Note 10 - “Post-Employ-
ment Benefits”.

SFAS 159 permits entities to choose to elect, at
specified election dates, to measure eligible financial in-
struments at fair value. CH Energy Group adopted SFAS
159 on January 1, 2008, but did not make any fair value
elections for instruments eligible under this standard
upon adoption, or in the year ended December 31, 2008.

CH Energy Group adopted FSP No. FIN 39-1 on
January 1, 2008. FSP No. FIN 39-1 permits a report-
ing entity to offset fair value amounts recognized for
the rights to reclaim cash collateral (a receivable) or the
obligation to return cash collateral (a payable) against
fair value amounts recognized for derivative agreements
if the receivable or payable arises from the same master
netting arrangement as the derivative instrument. This
FSP also replaces the terms “conditional contracts” and
“exchange contracts” with the term “derivative con-
tracts” (as defined by SFAS 133). In accordance with
FSP No. FIN 39-1, CH Energy Group has elected net
presentation for its derivative contracts under master net-
ting agreements. At December 31, 2008, Central Hudson
was the only subsidiary with master netting agreements
in place for its derivatives, and had no collateral posted
against the fair value amount of derivatives under any of
these agreements. If collateral were posted, CH Energy
Group’s policy is to also report the collateral positions on
a net basis. For more information regarding CH Energy
Group’s derivative contracts, see Note 14 - “Accounting
for Derivative Instruments and Hedging Activities”.

NOTE 4 Income TAx

CH Energy Group and its subsidiaries file a con-
solidated Federal and New York State income tax return.
CHEC, Griffith, and Lyonsdale also file state income tax
returns in those states in which they conduct business.

The Article 9-A state income tax obligation was
recovered from Central Hudson customers as a revenue
tax through June 30, 2006, the expiration date of the
2001 Rate Plan. Effective July 1, 2006, and in accor-
dance with the 2006 Rate Order, the state income tax
obligation in accordance with Article 9-A is included
in base rates of Central Hudson, in the same manner
as Central Hudson’s federal income tax obligation is
already included.

As aresult of CHEC’s ownership in Cornhusker
Energy Lexington Holdings, LLC (“Cornhusker Hold-
ings”) and Lyonsdale, a $1.6 and $1.4 million benefit
for federal production tax credits, for 2008 and 2007,
respectively, is included in CH Energy Group’s federal
income tax expense. CHEC investments in Cornhusker
Holdings and Lyonsdale are discussed further in Note 5 -
“Acquisitions and Investments.”

FIN 48 clarifies the accounting for uncertainty in
income taxes recognized in an entity’s financial state-
ments in accordance with SFAS 109, titled Accounting
for Income Taxes. Due to no uncertain tax positions, no
interest or penalties have been recorded in the financial
statements. If CH Energy Group and its subsidiaries in-
cur any interest or penalties on underpayment of income
taxes, the amounts would be included on the line “Other”
current liabilities on the Consolidated Balance Sheet and
on the line “Other - net” on the Consolidated Statement

87



of Income. CH Energy Group and its subsidiaries file See Note 2 - “Regulatory Matters” under the cap-

a consolidated Federal and New York State income tax tion “Summary of Regulatory Assets and Liabilities” for
return, which represents the major tax jurisdictions of additional information regarding CH Energy Group’s and
CH Energy Group. The statute of limitations for federal its subsidiaries’ income taxes.

tax years 2005 through 2008 are still open for audit. The
New York State income tax return is currently open for
audit for tax years 2002 through 2008, and tax years
2002 through 2004 are currently under audit.

Components of Income Tax
The following is a summary of the components of state and federal income taxes for CH Energy Group as
reported in its Consolidated Statement of Income:

2008 2007 2006

(In Thousands)
Federal INCOME tAX ....ooviieiiieeie e $ 6,611 $ 14,630 $ 482
State INCOME tAX ..vvvveeiiereiieeeeieeeeeeeeeeeeeeaaee e e e e e eeaaeeeeeens 1,285 1,919 63
Deferred federal iInCOME taX..........ccevuveeeeevueieeeeireeeeeeieeeeens 12,403 4,636 20,108
Deferred state INCOME tAX .....ccvvveeeevveeeeeeiieeeeeeieeeeeeereeee s 1,530 713 3,116
Total INCOME TAX ..ot $ 21,829 $ 21,898 $ 23,769

Reconciliation: The following is a reconciliation between the amount of federal income tax computed on income be-
fore taxes at the statutory rate and the amount reported in CH Energy Group’s Consolidated Statement of Income:

2008 2007 2006
(In Thousands)
NEEINCOME ...t $ 35,081 $ 42,636 $ 43,084
Preferred Stock dividends of Central Hudson .................... 970 970 970
MINOTILY INEETEST.c.euvivieeieiieiietcieiesteete ettt 103 (121) (141)
Federal income tax.... 6,611 14,630 482
State INCOME AX 1.uvervreeeierireeiiereereeeie e te et eee e saeesaeens 1,285 1,919 63
Deferred federal income taX.........ccoevevvereeneerieesienieeienen. 12,403 4,636 20,108
Deferred state iNCOME tax ......occeeveeriereeenieenieniieeieeeeeeenenen 1,530 713 3,116
INCOmeE bEfOTE LAXES....vevireeeireiieriieriieeeereeeee e $ 57,983 $ 65,383 $ 67,682
Computed federal tax at 35% statutory rate............c.ceeeene.. $ 20,294 $ 22,834 $ 23,689
State income tax net of federal tax benefit...........ccccecceennene 2,137 1,812 2,985
Depreciation flow-through.......c..cccoceviiiiiiiiinininnnnens 2,738 2,437 2,870
Cost of Removal (1,432) (1,185) (1,139)
Production tax credits (1,606) (1,366) (1,011)
OFNET oottt ettt ene (302) (2,684) (3,625)
Total INCOME tAX ...vvenveerriieieieiereiee ettt $ 21,829 $ 21,898 $ 23,769
Effective tax rate - federal..........cocoveevieiinniniiiiiiceiee 32.8 % 29.5 % 304 %
Effective tax rate - State .......ceveerienieenieenieeieeeeeie e 4.8 % 4.0 % 4.7 %

Effective tax rate - combined 37.6 % 335 % 35.1 %




In 2008, the effective federal income tax rate increase was due primarily to the unfavorable impacts of reductions in tax exempt interest
and flow-through items related to depreciation, reserves and the Medicare Act of 2003.

The following is a summary of the components of deferred taxes as reported in CH Energy Group’s Consolidated Balance Sheet:

December 31,

2008 2007
(In Thousands)
Accumulated Deferred Income Tax Asset:
Excess depreciation reServe ............cooeeireeeereeresieenieneeennens $ 12,801 $ 15,173
Unbilled TEVENUES ......evvveiieieieeeeeeeee et 16,778 15,163
Plant-related ........ccoeeoiiiieiiiieiie e 23,194 24,846
OPEB expense ... 21,721 19,721
(01517 TSRS 34,948 13,097
Accumulated Deferred Income Tax ASSEt ........ccoveevveeecrieeeneeennnen. 109,442 88,000
Accumulated Deferred Income Tax Liability:
DEPreciation ........ccccovevierierierineiieieeese e 147,982 138,029
Repair Allowance 11,856 11,815
Pension eXpense ........cccoceveeeuene 12,641 15,024
Residual deferred gas balance ............cccoceveveeinieieiienienens 10,083 11,835
OBNET .ttt eae e eaeens 73,485 51,287
Accumulated Deferred Income Tax Liability ........ccccccceeereeieeneee 256,047 227,990
Net Deferred Income Tax Liability .................. 146,605 139,990
Net Current Deferred Income Tax Asset ............ 7,498 7,378
Net Long-term Deferred Income Tax Liability ..........cccccoceevreenene $ 154,103 $ 147,368

The following is a summary of the components of state and federal income taxes for Central Hudson as reported in its Consolidated
Statement of Income:

2008 2007 2006
(In Thousands)
Federal INCOME taX .......cceiiiuiiieiieciic e $ 6,186 $ 13,944 $ 562
State income tax ................... 1,712 3,277 (290)
Deferred federal income tax . 10,496 2,814 18,632
Deferred state iNCOME tAX .......oovvieeiuiiieiieeiieeeieeeie e 879 291 2,624
Total INCOME tAX ..ecocvvieiiiieeiiieeiee ettt $ 19,273 $ 20,326 $ 21,528

Reconciliation: The following is a reconciliation between the amount of federal income tax computed on income before taxes at the
statutory rate and the amount reported in Central Hudson’s Consolidated Statement of Income:

2008 2007 2006
(In Thousands)

NEE INCOINIE vttt ettt eeeeeeeeee e e et et et et e e eeneenen $ 27,238 $ 33,436 $ 34,871
Federal INCOME taX .......ccviiiviiiiieceie e 6,186 13,944 562
State income tax 1,712 3,277 (290)
Deferred federal iNCOME taX .....c.eeevuviieiieeiieeeieeeiee e 10,496 2,814 18,632
Deferred state inCOME tAX .......cceveeeeuiiieiiieeiiieeeieeeiee e e 879 291 2,624

INCOmME DEFOTE LAXES ..vvvviveeieeiieeeeeeeeeeee e $ 46,511 $ 53,762 $ 56,399
Computed federal tax at 35% Statutory rate .........c..cececeeveereerennene $ 16,279 $ 18,817 $ 19,740
State income tax net of federal tax benefit ...........cccooeveeeiiieennnn. 1,992 2,421 2,436
Depreciation flow-through ..........cccooeiiiiiininiiniieeeeee 2,738 2,437 2,870
Cost Of REMOVAL ....ocvviiiiiiiiiiiiecee e (1,432) (1,185) (1,139)
OBNET .ottt ettt et et ereeaeen (304) (2,164) (2,379)

Total INCOME LAX ..ecvviieiiieiiieeiieeeiee ettt e $ 19,273 $ 20,326 $ 21,528
Effective tax rate - federal ...........cocoeeeiieiiiiiiiiieeeeeeceeeeeee 35.8 % 312 % 34.0 %
Effective tax rate - StAte .........ccoveeeviieeiiieeiie et 5.6 % 6.6 % 42 %
Effective tax rate - combined ...........cccceoeiiiieiiieeiieecieecieeeeeeen 414 % 37.8 % 382 %

In 2008, the effective federal income tax rate increase was due primarily to the unfavorable impacts of reductions in tax exempt interest
and flow-through items related to depreciation, reserves and the Medicare Act of 2003.
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The following is a summary of the components of deferred taxes as reported in Central Hudson’s Consolidated

Balance Sheet:

Accumulated Deferred Income Tax Asset:
Unbilled revenues
Plant-related
OPEB expense
Excess depreciation reserve
Other

Accumulated Deferred Income Tax Asset

Accumulated Deferred Income Tax Liability:
Depreciation
Repair Allowance
Pension expense
Residual deferred gas balance
Other
Accumulated Deferred Income Tax Liability
Net Deferred Income Tax Liability
Net Current Deferred Income Tax Asset
Net Long-term Deferred Income Tax Liability

December 31,

2008 2007
(In Thousands)

$ 16,778 $ 15,163
23,194 24,846
21,721 19,721
12,801 15,173
32,135 12,394
106,629 87,297
145,721 135,820
11,856 11,815
12,641 15,024
10,083 11,835
59,717 41,391
240,018 215,885
133,389 128,588
4,685 6,676
$ 138,074 $ 135264

NOTE 5 AcQUISITIONS AND INVESTMENTS

Acquisitions

During the year ended December 31, 2008, 2007 and 2006, Griffith acquired fuel distribution companies as

follows (In Millions):

# of Total Total
Acquired Purchase Intangible Tangible
Year Ended Companies Price Assets Goodwill Assets
December 31, 2008 4 $ 93 $ 85 $ 4.0 $ 038
December 31, 2007 13 $ 256 $ 221 $ 10.6 $ 35
December 31, 2006 9 $ 36 $ 34 $ 13 $ 02
Total 26 $ 385 $ 34.0 $ 159 $ 45

(M 1Including goodwill.

Twelve of the above noted acquisition transactions
have agreements containing clauses (known as “earn out
provisions”) for a possible additional payment provided
certain conditions are met. These provisions increase the
purchase price if certain sales volumes are attained. An
additional $129,700 was paid in 2006 as a result of these
provisions. The amount of this additional payment was
added to goodwill. 2008 and 2007 payments were not
material.

In 2008, Griffith acquired four fuel distribution and
service companies consisting of one each located
in Connecticut and Delaware and two located in
Pennsylvania for a total of $9.3 million.

On April 12, 2006, CHEC purchased a 75% interest
in Lyonsdale from Catalyst Renewables Corporation
(“Catalyst”) for $10.8 million, including a working capi-
tal adjustment of $1.0 million. CHEC allocated the total
purchase price based on the fair value of assets acquired
and liabilities assumed as follows: Current Assets of
$1.3 million, Other Property and Plant of $9.6 million,
and Current Liabilities of $0.1 million. Catalyst remains
the owner of a minority share of Lyonsdale and will
provide asset management services to Lyonsdale under
a contract expiring April 12, 2009. Lyonsdale owns and
operates a 19-megawatt, wood-fired, biomass electric

generating plant, which began operation in 1992. The
plant is located in Lyonsdale, New York. The energy and
capacity of the plant is being sold at a fixed price to an
investment grade rated counter-party pursuant to a con-
tract beginning May 1, 2006, and ending December 31,
2014. For the period April 12, 2006 through December
31, 2008, the operating results of Lyonsdale have been
consolidated in the Consolidated Financial Statements of
CH Energy Group.

Investments

In the fourth quarter of 2004, CHEC acquired a
12% interest in preferred units issued by Cornhusker
Holdings for $2.7 million and also agreed to acquire
$8.0 million of subordinated notes issued by Cornhusker
Holdings. As of December 31, 2008, CHEC had acquired
all of these subordinated notes. Cornhusker Holdings
is the owner of Cornhusker Energy Lexington, LLC,
a fuel ethanol production facility located in Nebraska
that began operation as of the end of January 2006. This
investment is accounted for under the equity method.
As of December 31, 2008, CHEC’s total investment in
Cornhusker consisted of subordinated notes totaling $9.5
million, including interest, and an equity investment of
$3.0 million.



On March 10, 2006, CHEC closed on a $4.9 million
investment in CH-Community Wind Energy, LLC, a
joint venture between CHEC and Community Energy,
Inc. that owns an 18% interest in two wind farm projects
in the Mid-Atlantic region. Located near Wilkes-Barre,
Pennsylvania, the 24 MW Bear Creek wind project, and
the 7.5 MW Jersey Atlantic project, built at a wastewater
treatment plant in Atlantic City, New Jersey; both are
commercially operational. CHEC’s ownership represents
a minority interest in each project. This investment is
accounted for under the equity method.

In the fourth quarter of 2007, CHEC’s subsidiary,
CH-Auburn Energy LLC (“CH-Auburn”), entered into
a 15-year Energy Services Agreement (“ESA”) to sup-
ply the City of Auburn, NY (the “City”) with a portion
of its electricity needs by constructing and operating a
3-megawatt electric generating plant in Auburn that will
burn gas derived from wastewater sludge and a landfill
to generate renewable power. As of December 31, 2008,
CH-Auburn has incurred approximately $2.9 million of
design and construction costs related to this investment.
CH-Auburn is consolidated in the Consolidated Financial
Statements of CH Energy Group.

Under its agreement with the City, CH-Auburn will
sell electricity and hot water to the City at a rate that is a
function of the project’s actual capital costs and operat-
ing costs. The rate charged to the City is capped at a bud-
geted maximum value. Currently, the rate has reached
its cap under the ESA, and, in accordance with the ESA,
CH-Auburn has stopped work, pending decision by the
parties. If the City does not increase the cap, or if certain
schedule-related criteria are not met, CH-Auburn may
terminate the agreement and recover its full investment
in the project.

NOTE 6 GoopwiLL AND
OTHER INTANGIBLE ASSETS

Goodwill, customer relationships, trademarks and
covenants not to compete associated with acquisitions
are included in intangible assets. Goodwill represents the
excess of cost over the fair value of the net tangible and
identifiable intangible assets of businesses acquired as of

the date of acquisition. The balances reflected on CH En-
ergy Group’s Consolidated Balance Sheet at December
31, 2008, and 2007, for “Goodwill” and “Other intangi-
ble assets - net” relate to Griffith. In July 2001, the FASB
issued SFAS No. 142, which requires that goodwill and
other intangible assets that have indefinite useful lives no
longer be amortized to expense, but instead be periodi-
cally reviewed for impairment. Annually, Griffith tests
the goodwill and intangible assets remaining on the bal-
ance sheet for impairment for all periods presented. No
impairment existed. Impairment testing compares the fair
value of Griffith to its carrying amount. Fair value of the
reporting unit is estimated using a discounted cash flow
measurement. The carrying amount for goodwill was
$67.5 million as of December 31, 2008 and $63.4 million
as of December 31, 2007. For tax purposes, goodwill is
amortized ratably over a 15-year period, beginning in the
month of acquisition.

Intangible assets include separate, identifiable,
intangible assets such as customer relationships, trade-
marks, and covenants not to compete. Intangible assets
with finite lives are amortized over their useful lives.
The estimated useful life for customer relationships is
15 years, which is believed to be appropriate in view
of average historical customer attrition. The estimated
useful lives of trademarks range from 10 to 15 years
and are based upon management’s assessment of several
variables such as brand recognition, management’s plan
for the use of the trademark, and other factors that will
affect the duration of the trademark’s life. The useful life
of a covenant not to compete is based on the expira-
tion date of the covenant, generally between three and
ten years. Intangible assets with indefinite useful lives
and goodwill are no longer amortized, but instead are
periodically reviewed for impairment. Griffith tests the
goodwill and intangible assets remaining on the balance 91
sheet for impairment annually in the fourth quarter, and
retests between annual tests if an event should occur
or circumstances arise that would more likely than not
reduce the fair value below its carrying amount.

The weighted average amortization periods for
customer relationships, trademarks and covenants not to
compete are 15 years, 11 years, and 8.9 years, respec-
tively. The weighted average amortization period for all
amortizable intangible assets is 14.6 years.

The components of amortizable intangible assets of CH Energy Group are summarized as follows (In Thousands):

December 31, 2008

December 31, 2007

Gross Carrying Accumulated Gross Carrying Accumulated

Amount Amortization Amount Amortization
Customer Relationships ................. $ 55,171 $22,248 $51,451 $ 18,593
Trademarks .......ooovvvvevveeieeeeieeee. 2,956 372 2,490 101
Covenants Not to Compete ............. 1,605 983 1,420 947
Total Amortizable Intangibles ........ $ 59,732 $ 23,603 $ 55,361 $ 19,641

Amortization expense was $4.1 million, $3.4 million and $2.9 million for each of the year ended December 31,
2008, 2007, and 2006, respectively. The estimated annual amortization expense for each of the next five years, assum-

ing no new acquisitions, is approximately $4 million.
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NOTE7 SHORT-TERM
BORROWING ARRANGEMENTS

CH Energy Group maintains a $150 million revolv-
ing credit agreement with several commercial banks
to provide committed liquidity. This agreement’s term
expires in February 2013. For the years ended December
31, 2008 and 2007, there were no borrowings under this
agreement. The notes payable balances reported in the
CH Energy Group Consolidated Balance Sheet reflect
the borrowings of CH Energy Group’s subsidiaries as of
December 31, 2008 and 2007, as discussed below.

Central Hudson maintains a revolving credit agree-
ment with several commercial banks, pursuant to PSC
authorization, in the amount of $125 million, for a five-
year term ending January 2, 2012. As of December 31,
2008 and December 31, 2007, there were no borrowings
under Central Hudson’s revolving credit agreement.

Both the CH Energy Group and Central Hudson
credit agreements reflect commitments from JPMorgan
Chase Bank, N.A., Bank of America, N.A., HSBC Bank
USA, N.A. and Keybank National Association. The
availability of these facilities is contingent upon the abil-
ity of the lenders to fulfill their commitments.

Central Hudson also maintains certain uncom-
mitted lines of credit that diversify its sources of cash
and provide competitive options to minimize its cost of
short-term debt. As of December 31, 2008 and December
31, 2007, Central Hudson’s outstanding balance on these
lines of credit, in aggregate was $25.5 million and $42.5
million, respectively.

As of December 31, 2008, Central Hudson had $20
million in current maturities of long-term debt in addi-
tion to the $25.5 million in total short-term notes payable
discussed above.

On January 18, 2008, Griffith established an uncom-
mitted line of credit of up to $25 million with a commer-
cial bank for the purpose of funding seasonal working
capital, and for general corporate purposes. Under the
terms of the line, the maximum borrowing amount is
$25 million during the period between December st of
each year and May 31st of each following year, and $15
million during the period between June 1st and Novem-
ber 30th of each year. As of December 31, 2008 there
were $10 million in borrowings under this agreement.
The obligations of Griffith under the line of credit are
guaranteed by CH Energy Group and CHEC.

Debt Covenants

CH Energy Group’s $150 million credit facility
and Central Hudson’s $125 million credit facility both
require the satisfaction of certain restrictive covenants,
including a ratio of total debt-to-total capitalization of
no more than 0.65 to 1.00. Currently, both CH Energy
Group and Central Hudson are in compliance with all of
these debt covenants.

Griffith’s credit facility requires CH Energy Group
to be in compliance with certain restrictive covenants
as set forth in CH Energy Group’s $150 million credit
facility.

NOTE 8 CAPITALIZATION -
CoMMON AND PREFERRED STOCK

For a schedule of activity related to common stock,
paid-in capital, and capital stock, see the Consolidated
Statements of Shareholders’ Equity for CH Energy
Group and Central Hudson.

Cumulative Preferred Stock
Central Hudson, $100 par value; 210,300 shares
authorized, not subject to mandatory redemption:

Redemption Shares Outstanding
Price December 31,

Series 12/31/08 2008 2007
450 % 107.00 70,285 70,285
4.75 % 106.75 19,980 19,980
435 % 102.00 60,000 60,000
496 % 101.00 60,000 60,000
210,265 210,265

There were no repurchases in 2006, 2007 or 2008.

In the event of a liquidation of the Company, the
holders of the Cumulative Preferred Stock are entitled to
receive the redemption price (in the case of a voluntary
liquidation) or the par value (in the case of an involun-
tary liquidation) plus, in either case, accrued dividends.

Capital Stock Expense

Expenses incurred on issuance of capital stock are
accumulated and reported as a reduction in common
equity.

Repurchase Program

On July 25, 2002, the Board of Directors of CH
Energy Group authorized a Common Stock Repurchase
Program (“Repurchase Program”) to repurchase up to 4
million shares, or approximately 25% of its outstanding
Common Stock, over the five year period ending July
31,2007. On July 27, 2007, the Board of Directors of
CH Energy Group extended and amended the Repur-
chase Program, effective July 31, 2007. As amended,
the Repurchase Program authorizes the repurchase of up
to 2,000,000 shares (excluding shares purchased before
July 31, 2007) or approximately 13% of the Company’s
outstanding common stock, from time to time, over the
five year period ending July 31, 2012. No shares were
repurchased under the Repurchase Program during the
years ended December 31, 2008, 2007, and 2006. CH
Energy Group reserves the right to modify, suspend,
renew, or terminate the Repurchase Program at any time
without notice.



NOTE 9 CAPITALIZATION LONG-TERM DEBT

Details of Central Hudson’s long-term debt are as follows:

December 31,

Series Maturity Date 2008 2007
(In Thousands)

Promissory Notes:
1999 Series C  (6.00%) Jan. 15, 2009 $ 20,000 $ 20,000
2003 Series D (4.33%) (d) Sep. 23,2010 24,000 24,000
2002 Series D  (6.64%) (d) Mar. 28, 2012 36,000 36,000
2008 Series F  (6.854%) (b) Nov. 01, 2013 30,000 -
2004 Series D (4.73%) (d) Feb. 27, 2014 7,000 7,000
2004 Series E  (4.80%) (e) Nov. 05, 2014 7,000 7,000
2007 Series F  (6.028%) (b) Sep. 01, 2017 33,000 33,000
2004 Series E  (5.05%) (e) Nov. 04, 2019 27,000 27,000
1999 Series A (5.45%) (a) Aug. 01, 2027 33,400 33,400
1999 Series C (a)(c) Aug. 01, 2028 41,150 41,150
1999 Series D (a)(c) Aug. 01, 2028 41,000 41,000
1998 Series A (6.50%) (a) Dec. 01, 2028 16,700 16,700
2006 Series E  (5.76%) (e) Nov. 17, 2031 27,000 27,000
1999 Series B (a)(c) July 01, 2034 33,700 33,700
2005 Series E  (5.84%) (e) Dec. 05, 2035 24,000 24,000
2007 Series F  (5.804%) (b) Mar. 23, 2037 33,000 33,000
433,950 403,950
Unamortized Discount on Debt (56) (58)
Total Long-term debt $ 433,894 $ 403,892
Less: Current Portion (20,000) -
Net Long-term debt $ 413,894 $ 403,892

(a) Promissory Notes issued in connection with the sale by NYSERDA of tax-exempt pollution control revenue bonds.
(b) Issued under Central Hudson’s medium-term note program, described below.

(c) Variable rate notes.

(d) Issued pursuant to a 2001 PSC Order approving the issuance by Central Hudson prior to June 30, 2004, of up to $100 million

of unsecured medium-term notes.

(e) Issued pursuant to a 2004 PSC Order approving the issuance by Central Hudson prior to December 31, 2006, of up
to $85 million of unsecured medium-term notes.

On September 21, 2006, the PSC issued an Order
authorizing issuance of securities, in response to a
financing petition Central Hudson filed on July 3, 2006.
The Order authorizes Central Hudson to issue and
sell up to $140 million of medium-term notes through
December 31, 2009, and to enter into revolving credit
agreements in an amount not to exceed $125 million and
for periods not to exceed five years. On March 23, 2007,
Central Hudson issued $33 million of 30-year, 5.80%
Series F notes. The proceeds were used to redeem at
maturity $33 million of 5-year, 5.87% Series D Notes, on
March 28, 2007. On September 14, 2007, Central Hud-
son issued $33 million of 10-year 6.028% Series F Notes
and on November 18, 2008, Central Hudson issued an
additional $30 million of 5-year, 6.854% Series F Notes.
The proceeds from these two issuances were used to

finance Central Hudson’s capital expenditures.

Griffith had no third-party long-term debt outstand-

ing as of December 31, 2008, or 2007.

@ Tssued November 19, 2008
@ Issued November 5, 2008

& These ratings reflect only the views of the rating agency issuing the rating, are not recommendations to buy, sell, or hold securities

Long-Term Debt Maturities

All of CH Energy Group’s outstanding long-term
debt has been issued by Central Hudson. See Note 15 -
“Financial Instruments” for a schedule of long-term debt
maturing or to be redeemed during the next five years
and thereafter.

NYSERDA

Central Hudson has five debt series that were issued
in conjunction with the sale of tax-exempt pollution con-
trol revenue bonds by NYSERDA. These NYSERDA
bonds, totaling $166 million, are insured by Ambac As-
surance Corporation (“Ambac”). During 2008, Ambac’s
financial strength ratings were downgraded by Standard
& Poor’s and Moody’s. Standard & Poor’s current rating
is ‘A’ with a negative outlook” and Moody’s is ‘Baal’
with a developing outlook.® These rating actions apply
to Central Hudson’s five Ambac-insured issues. The un-
derlying rating and outlook on these bonds and Central
Hudson’s other senior unsecured debt is ‘A’/stable by
Standard & Poor’s and Fitch Ratings and ‘A2’/negative
by Moody’s.®

of Central Hudson and may be subject to revision or withdrawal at any time by the rating agency issuing the rating. Each rating
should be evaluated independently of any other rating.
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Central Hudson’s 1998 NYSERDA Series A Bonds,
totaling $16.7 million, were re-marketed on December 1,
2008. Under the terms of the applicable indenture, Cen-
tral Hudson converted the bonds to a fixed rate of 6.5%
which will continue until their maturity in December
2028. Prior to the December 1, 2008 re-marketing, the
bonds bore interest at 3.0%.

Central Hudson’s 1999 NYSERDA Series A Bonds,
totaling $33.4 million, have an interest rate that is fixed
to maturity in 2027 at 5.45%.

Central Hudson’s 1999 NYSERDA Bonds, Series
B, C, and D, totaling $115.9 million, are multi-modal
bonds that are currently in auction rate mode. Beginning
in 1999 when the bonds were issued, the bonds’ interest
rate has been reset every 35 days in a Dutch auction.
Auctions in the market for municipal auction rate securi-
ties have experienced widespread failures since early in
2008. Generally, an auction failure occurs because there
is an insufficient level of demand to purchase the bonds
and the bondholders who want to sell must hold the
bonds for the next interest rate period. Since February
2008, all auctions for Central Hudson’s three series of
auction rate bonds have failed. As a consequence, the
interest rate paid to the bondholders has been set to the
then prevailing maximum rate defined in the trust inden-
ture. Central Hudson’s maximum rate results in interest
rates that are generally higher than expected results from
the auction process. For the foreseeable future, Central
Hudson expects the maximum rate, determined on the
date of each auction, to be 175% of the yield on an
index of tax-exempt short-term debt, or its approximate
equivalent. Since the first auction failure in February, the
applicable rate for Central Hudson’s bonds has ranged
from 0.84% to 9.01% and averaged 3.68% for 2008. In
its Orders, the PSC has authorized deferral accounting
treatment for the interest costs from Central Hudson’s
three series of variable rate 1999 NYSERDA Bonds. As
a result, variations in interest rates on these bonds are
deferred for future recovery from or refund to customers
and Central Hudson does not expect the auction failures
to have a material impact on earnings. To mitigate the
potential impact of unexpected increases in short-term
interest rates, Central Hudson purchases interest rate
caps based on an index for short-term tax-exempt debt.
A two-year, 4.5% cap on $115.9 million of debt expired
March 31, 2008. Central Hudson replaced the expiring
cap, effective April 1, 2008, with a one-year cap set at
3.0%. The interest rate cap is evaluated quarterly and
Central Hudson would receive a payout under the terms
of the cap if the index for short-term tax-exempt debt
exceeds an average of 3.0% for the quarter. During 2008,
the average for any quarter did not exceed the cap rate
and therefore no payments were received in the current
year.

Central Hudson is currently evaluating what actions,
if any, it may take in the future in connection with its
1999 NYSERDA Bonds, Series B, C and D. Potential ac-
tions may include converting the debt from auction rate
to another interest rate mode or refinancing with taxable
bonds.

Debt Expense

Expenses incurred in connection with Central
Hudson’s debt issuance and any discount or premium
on debt are deferred and amortized over the lives of the
related issues. Expenses incurred on debt redemptions
prior to maturity have been deferred and are usually
amortized over the shorter of the remaining lives of the
related extinguished issues or the new issues, as directed
by the PSC.

NOTE 10 Post-EMPLOYMENT
BENEFITS

Pension Benefits

Central Hudson has a non-contributory Retirement
Income Plan (“Retirement Plan”) covering substantially
all of its employees hired before January 1, 2008. The
Retirement Plan is a defined benefit plan, which provides
pension benefits based on an employee’s compensation
and years of service. In 2007, Central Hudson amended
the Retirement Plan to eliminate these benefits for mana-
gerial, professional, and supervisory employees hired on
or after January 1, 2008. The Retirement Plan for union-
ized employees was similarly amended for all employees
hired on or after May 1, 2008. The Retirement Plan’s
assets are held in a trust fund (“Trust Fund”). Central
Hudson has provided periodic updates to the benefit
formulas stated in the Retirement Plan.

In accordance with the measurement date provisions
of SFAS 158, Central Hudson changed its measurement
date for its pension plan (the “Retirement Plan”) from
September 30 to December 31 for its financial statements
for the year ended December 31, 2008. Central Hudson
elected the “15-month-transition approach” and recorded
an adjustment in the first quarter of 2008 to recognize
the effects of the change in measurement date. This
adjustment represents 3/15ths of the net periodic pension
cost determined for the period from October 1, 2007
to December 31, 2008; the remaining 12/15ths of the
net periodic pension cost was recorded over the twelve
months ended December 31, 2008. The recording of this
adjustment increased Central Hudson’s pension liability
by $0.4 million, comprised of the following components
(In Thousands):

Adjustment for 3/15ths of net periodic

pension costs $ 2,788
Adjustment for amortization of prior

service costs and actuarial losses @ (2,426)
Net increase to pension liability $ 362

@ Liability recognized previously on Consolidated Balance
Sheet upon initial implementation of SFAS 158

Decisions to fund Central Hudson’s Retirement Plan
are based on several factors, including the value of plan
assets relative to plan liabilities, legislative requirements,
regulatory considerations, and available corporate re-
sources. As a result of recent market conditions, Central
Hudson’s Retirement Plan assets have significantly
decreased during 2008 relative to the plan liabilities. The
liabilities are affected by the discount rate used to deter-
mine benefit obligations and the accruing of additional
benefits. Central Hudson considers the provisions of the
Pension Protection Act of 2006 to determine funding
requirements for the near-term and future periods.

Central Hudson contributed $12.5 million and
$5.8 million to the Retirement Plan in 2008 and 2007,
respectively. As noted above, the value of the plan assets
have decreased and contributions for 2009 are expected
to range from $10-$20 million. The actual contributions
could vary significantly based upon corporate resources,
projected investment returns, actual investment returns,
inflation, and interest rate assumptions.



In accordance with the provisions of SFAS 158,
which was effective for the year ended December 31,
2006, Central Hudson’s pension liability balance (i.e., the
funded status) at December 31, 2008 was $162.2 million
and at December 31, 2007, was $11.7 million, includ-

ing recognition for the difference between the projected
benefit obligation (“PBO”) for pensions and the market
value of the pension assets. These balances include con-
sideration for non-qualified executive plans.

The following reflects the impact of the recording of SFAS 158 adjustments on the Consolidated Balance Sheets

of CH Energy Group and Central Hudson:

Prefunded (accrued) pension costs prior to SFAS 158 adjustment .............c......... $
Additional liability required .........coceeeeieierierieeneeeeeene

Accrued pension liability per SFAS 158

Total offset to additional liability - Regulatory assets - Retirement Plan ............. $

Pursuant to SFAS 158, gains or losses and prior
service costs or credits that arise during the period but
are not recognized as components of net periodic pen-
sion cost would typically be recognized as a component
of other comprehensive income, net of tax. However,
Central Hudson records regulatory assets rather than
adjusting comprehensive income to offset the additional
SFAS 158 liability. The recording of a regulatory asset
is consistent with the PSC’s 1993 Statement of Policy
regarding pensions and OPEB (“1993 PSC Policy”).
Under the 1993 PSC Policy, differences between pension
expense and rate allowances covering these costs are
deferred for future recovery from or return to customers
with carrying charges accrued on cash differences.

The valuation of the PBO was determined as of the
measurement date of December 31, 2008, using a 6.2%
discount rate (as determined using the Citigroup Pension
Discount Curve reflecting projected pension cash flows).
The discount rate on the prior measurement date of Sep-
tember 30, 2007, was 6.2%. Declines in the market value
of the Trust Fund’s investment portfolio, which occurred
from 2000 through 2002, and a reduction in the discount
rate during that period used to determine the benefit obli-
gation for pensions have resulted in a significant increase
in pension costs since 2001. Declines in the market
value of the Trust Fund’s investment portfolio in 2008
are expected to result in significant future increases in
pension costs. The 2006 Rate Order includes an increase
in the rate allowances for pension expense and OPEB
expense which more closely approximate the recent cost
of providing these benefits. However, due to the volatil-
ity of these costs, authorization remains in effect for
the deferral of any differences between rate allowances
and actual costs under the 1993 PSC Policy. The 2006
Rate Order also authorized Central Hudson to offset
significant deferred balances for pension expense and
OPEB expense for the electric department with available
deferred credit balances due to customers. Deferred pen-
sion and OPEB balances accumulated through June 30,
2006, for the natural gas department are being recovered
via a seven-year amortization that began on July 1, 2007.

Central Hudson accounts for pension activity in ac-
cordance with PSC-prescribed provisions, which among
other things, require a ten-year amortization of actuarial
gains and losses.

In addition to the Retirement Plan, CH Energy
Group’s and Central Hudson’s executives are covered
under a non-qualified Supplemental Executive Retire-
ment Plan.

December 31,

2008 2007
(In Thousands)
29,884 $ 36,697
................................ (192,084) (48,426)
$  (162,200) $  (11,729)
192,084 $ 48,426

Estimates of Long-Term Rates of Return

The expected long-term rate of return on Retire-
ment Plan assets is 8.0%, net of investment expense.
In determining the expected long-term rate of return on
these assets, Central Hudson considered the current level
of expected returns on risk-free investments (primarily
United States government bonds), the historical level
of risk premiums associated with other asset classes,
and the expectations of future returns over a 20-year
time horizon on each asset class, based on the views of
leading financial advisors and economists. The expected
return for each asset class was then weighted based on
the Retirement Plan’s target asset allocation. Central
Hudson monitors actual performance against target asset
allocations and adjusts actual allocations and targets as
deemed appropriate in accordance with the Retirement
Plan strategy.
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Retirement Plan Policy and Strategy

The Retirement Plan seeks to match the long-term
nature of its funding obligations with investment objec-
tives for long-term growth and income. Retirement Plan
assets are invested in accordance with sound investment
practices that emphasize long-term investment funda-
mentals. The Retirement Plan recognizes that assets
are exposed to risk and the market value of assets may
vary from year to year. Potential short-term volatility,
mitigated through a well-diversified portfolio structure,
is acceptable in accordance with the objective of capital
appreciation over the long-term.

The asset allocation strategy employed in the Re-
tirement Plan reflects Central Hudson’s return objectives
and risk tolerance. Asset allocation targets, expressed as
a percentage of the market value of the Retirement Plan,
are summarized in the table below:

2008
Asset Class Target Average
Equity Securities 60 %
Debt Securities 35 %
Alternative Investments 5 %
Total 100 %

Due to the dynamic nature of market value fluctua-
tions, Retirement Plan assets will require rebalancing
from time-to-time to maintain the target asset alloca-
tion. The Retirement Plan recognizes the importance of
maintaining a long-term strategic allocation and does not
intend any tactical asset allocation or market timing asset
allocation shifts.
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The Retirement Plan seeks to earn a return com-
mensurate with the risk of its underlying assets. The
benchmark index is currently comprised of 33% Russell
1000 Stock Index; 12% Russell 2500 Stock Index; 15%
Morgan Stanley Capital International Europe, Australasia
and Far East (MSCI EAFE) International Stock Index
(Net); 5% Russell Open-End Real Estate Mean; and 35%
LB Aggregate Bond Index. The Retirement Plan seeks to
exceed the average annual return of this benchmark over
a three to five year rolling time period and a full market
cycle. It is understood that there can be no guarantees
about the attainment of the Retirement Plan’s return
objectives.

The Retirement Plan uses outside consultants and
outside investment managers to aid in the determination
of asset allocation and the management of actual plan
assets, respectively.

Other Post-Retirement Benefits

Central Hudson provides certain health care and life
insurance benefits for retired employees through its post-
retirement benefit plans. Substantially all of Central Hud-
son’s unionized employees and managerial, professional
and supervisory employees (“non-union”) hired prior to
January 1, 2008, may become eligible for these benefits
if they reach retirement age while employed by Central
Hudson. Central Hudson amended its OPEB programs
for existing non-union, and certain retired employees
effective January 1, 2008. Benefit plans for non-union
active employees were similarly amended. Programs
were also amended to eliminate post-retirement benefits
for non-union employees hired on or after January 1,
2008. In order to reduce the total costs of these benefits,
plan changes were negotiated with the IBEW Local 320
for unionized employees and certain retired employees
effective May 1, 2008. Plans were also amended to
eliminate post-retirement benefits for union employees
hired on or after May 1, 2008. Benefits for retirees and
active employees are provided through insurance com-
panies whose premiums are based on the benefits paid
during the year.

The significant assumptions used to account for
these benefits are the discount rate, the expected long-
term rate of return on plan assets and the health care
cost trend rate. Central Hudson selects the discount rate
using the Citigroup Pension Discount Curve reflecting
projected cash flows. The estimates of long-term rates of
return and the investment policy and strategy for these
plan assets are similar to those used for pension benefits
previously discussed in this Note. The estimates of health
care cost trend rates are based on a review of actual
recent trends and projected future trends.

Central Hudson fully recovers its net periodic post-
retirement benefit costs in accordance with the 1993 PSC
Policy. Under these guidelines, the difference between
the amounts of post-retirement benefits recoverable in
rates and the amounts of post-retirement benefits deter-
mined by an actuarial consultant under SFAS No. 106,
titled Employers Accounting for Post-retirement Benefits
Other Than Pensions, as amended by SFAS No. 158, is
deferred as either a regulatory asset or a regulatory li-
ability, as appropriate.

The effect of the Medicare Act of 2003 was re-
flected in 2008 and 2007 assuming Central Hudson will
continue to provide a prescription drug benefit to retirees
that are at least actuarially equivalent to Medicare Act
of 2003 and that Central Hudson will receive the federal
subsidy.

In accordance with the provisions of SFAS 158,
Central Hudson’s liability (i.e. the funded status) for
OPEB at December 31, 2008 was $52.6 million and
$55.6 million at December 31, 2007 including recogni-
tion for the difference between the Accumulated Benefit
Obligation (“ABO”) and the market value of other
post-retirement assets. The additional liability for the
difference between the ABO and the market value of
other post-retirement assets at December 31, 2008 and
2007 of $10.4 million and $15.6 million, respectively,
was offset by recording a regulatory asset in accordance
with the 1993 PSC Policy. Central Hudson and Griffith
each participate in a 401(k) retirement plan for their
employees. Griffith also provides a discretionary profit-
sharing benefit for their employees. The 401(k) plans
provide for employee tax-deferred salary deductions for
participating employees and their respective employer
matches contributions made by participating employees.
The matching benefit varies by employer and employee
group. For Central Hudson, the cost of its matching
contributions was $1.7 million for 2008, $1.6 million
for 2007, and $1.5 million for 2006. For Griffith, the
cost of its matching contributions was $869,000 in 2008,
$783,000 in 2007, and $605,000 in 2006. Profit sharing
contributions made by Griffith were $557,000, $665,000,
and $591,000, for 2008, 2007, and 2006 respectively.



Reconciliations of Central Hudson’s pension and other post-retirement plans’ benefit obligations, plan assets,
and funded status, as well as the components of net periodic pension cost and the weighted average assumptions are
reported on the following chart.

Pension Benefits Other Benefits
2008 2007 2008 2007

(Dollars In Thousands)
Change in Benefit Obligation:

Benefit obligation at beginning of year ................... $ 408,386 $ 414474 $ 148215 $ 156,520
SEIVICE COS wuviiiuriiitiieeiieeceeeetee e 9,645 * 7,908 2,415 3,788
INtEreSt COSE .uvviiiiiiiiieieiiiie et 31,109 * 23,711 7,547 9,806
Participant contributions ..... - ¥ - 492 391
Plan amendments ................ 1,371 * - (25,771) (27,392)
Benefits paid ............. (30,157) * (23,103) (6,216) (6,482)
Actuarial (gain) lOSS ......cccevererererieienienienenene 2,684 * (14,104) (7,681) 11,584

Benefit Obligation at End of Plan Year ................... $ 423,538 $ 408,886 $ 119,001 $ 148,215

Change in Plan Assets:

Fair Value of plan assets at beginning of year ......... $ 397,157 $ 359,627 $ 92,655 $ 87,702
Adjustment / Other ........cccceveveririeiienienenenene - F - 36 221
Actual return on plan assets ... (116,020) * 49,552 (24,576) 4,201
Employer contributions ....... 13,027 * 13,347 4,200 6,547
Participant contributions ..... - * - 492 391
Net transfer in / (OUt)......c.ccovvveevieeeiiecieeeerieenen. - - - 186
Benefits paid ......cccooeveeiiiieieee e (30,157) * (23,103) (6,216) (6,482)
Administrative eXpenses .......c..cecevvereereervervennens (2,669) * (2,266) (235) (111)

Fair Value of Plan Assets at End of Plan Year ........ $ 261,338 $ 397,157 $ 66,356 $ 92,655

Reconciliation of Funded Status:
Funded Status at end of year ............cccoevevvnenee. $ (162,200) $ (AL,729) $ (52,645 $ (55,560)
Employer Contributions between measurement
date and fiscal year-end .........ccccoevererenenene - - - -

Amounts Recognized on Consolidated Balance Sheet:

NONCUITENE ASSELS ..vvevveveereereereerierereere e eveeveenea $ - $ - $ - $ -
Current lHabilities .........cccooevveeeirieeiieecieeeieeeeee, (526) (527) - -
Noncurrent liabilities ..........cccoevieeiieiiieeeieenen. (161,674) (11,202) (52,645) (55,560)
Net amount recognized on Consolidated Balance
Sheet (after FAS 158) ..cocovevieieiiiiiecieeieeeeenes (162,200) (11,729) (55,645) (55,560)
Regulatory asset:
= NEL1OSS vttt 177,342 32,397 57,439 39,338
- Prior service costs (credit) .... 14,742 16,029 (57,240) (36,569)
- Transition obligation.............. - - 10,250 12,816
Components of Net Periodic Benefit Cost:
SEIVICE COSE wuviiiiiiitiiieiieeciie et $ 9,645 $ 7,908 $ 2,415 $ 3,788
Interest CoSt ......oovvvevvevvvueeeeeennnnn. 31,109 23,711 7,547 9,806
Expected return on plan assets ........c..c........ (37,889) (27,997) (7,006) (6,778)
Amortization of prior service cost (credit)....... 2,658 1,976 (5,100) (2,217)
Amortization of transitional obligation............... - - 2,566 2,566
Amortization of net (gain) 10SS .......ccceevereereennene 14,318 13,377 5,723 6,521
Net Periodic Benefit COSt ........cocveeuireveueeeeeeeennen. $ 19,841 $ 18,975 $ 6,145 $ 13,686

* Due to measurement date change for pension benefits to December 31 from September 30, amount reflects 15 months of activity.
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Pension Benefits Other Benefits
2008 2007 2008 2007
(Dollars In Thousands)

Other Changes in Plan Assets and Benefit Obligation
Recognized in Regulatory Assets:

Net 108s (ZaiN) .coovveveeerereereenene .. $ 159,262 $ (33393 $ 23,824 $ 13,737

Amortization of net (loss) gain . (14,318) (13,377) (5,723) (6,521)

Prior service cost (credit) ......ooocveevvieecieeiiiienieens 1,371 - (25,771) (27,392)

Amortization of prior Service cost .........c..ceceeueeee. (2,658) (1,976) 5,100 2,217

Transitional obligation ..........ccccevceverereneeeeeenne. - - - -

Amortization of transitional obligation ................ - - (2,566) (2,565)

Regulatory asset attributable to change

from Prior YEar .......ccceecveeeveevienenenenenceeeens - - - -

Total recognized in regulatory asset ..........c..coceeeeeueee 143,657 (48,746) (5,136) (20,524)
Total recognized in net periodic benefit cost

and regulatory asSel.......cccevevererenerereneeieeeeens $ 163,498 $  (29,771) $ 1,009 $ (6,838)
Weighted-average assumptions used to determine

benefit obligations:

DiSCOUNE TALE ... 6.20 % 6.20 % 6.20 % 6.40 %

Rate of compensation inCrease ...........c..cecceceeueeee. 5.00 % 5.00 % 5.00 % 5.00 %

Measurement date ...........cocoeeerenreeenirenreenerennene 12/31/08 9/30/07 12/31/08 12/31/07
Weighted-average assumptions used to determine net

periodic benefit cost for years ended December 31:

DiSCoUnt rate .......cccoeeeeeieienienienienieneeceee e 6.20 % 5.80 % 6.40 % 5.90 %

Expected long-term rate of return on plan assets . 8.00 % 8.00 % 7.75 % 8.00 %

Rate of compensation inCrease ...........c..cecceeeeueenee. 5.00 % 4.50 % 5.00 % 4.50 %
Assumed health care cost trend rates at December 31:

Health care cost trend rate assumed for next year N/A N/A 9.00 % 9.50 %

Rate to which the cost trend rate is assumed to

decline (the ultimate trend rate) ...........c......... N/A N/A 5.00 % 5.00 %

Year that the rate reaches the ultimate trend rate . N/A N/A 2018 2015
Pension plans with accumulated benefit obligations in

excess of plan assets:

Projected benefit obligation ..........c.cccceevveienennne. $ 423538 $ 9,106 N/A N/A

Accumulated benefit obligation .........c..ccccecueueeee. 389,144 7,582 N/A N/A

Fair Value of plan assets ........c.ccoceveerervereeneeneenne. 261,337 - N/A N/A

The ABO for defined benefit pension plans was $389.1 million and $375.4 million at December 31, 2008, and
2007, respectively.

The estimated net loss and prior service cost for the defined benefit pension plans that will be amortized from
regulatory assets into net periodic benefit cost over the next fiscal year are $25.4 million and $2.2 million, respectively.
The estimated net loss, prior service cost (credit) and transitional obligation for the other defined benefit post-retirement
plans that will be amortized from regulatory assets into net periodic benefit cost over the next fiscal year is $8.9 million,
$(5.9) million, and $2.6 million, respectively.

Central Hudson’s pension and other post-retirement plans’ weighted average asset allocations at December 31,
2008, and 2007, by asset category are as follows:

Pension Plan Other Plans
2008 2007 2008 2007
Equity Securities ... e 487 % 573 % 65.6 % 64.5 %
Debt Securities ............. . 413 % 34.6 % 34.1 % 324 %
Alternate Investment .... e 92 % 7.6 % - % - %
(1517 SRR 08 % 0.5 % 0.3 % 3.1 %
TOLAL e 100.0 % 100.0 % 100.0 % 100.0 %

For the pension plan and other benefit plans, equity securities include no CH Energy Group Common Stock at
December 31, 2008, and 2007, respectively.



Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plan. A
1% change in assumed health care cost trend rates would have the following effects:

One Percentage One Percentage
Point Increase Point Decrease
(In Thousands)
Effect on total of service and interest cost components for 2008 $1,076 $ (894)
Effect on year-end 2008 post-retirement benefit obligation $9,943 $ (8,449)

Employer contributions for OPEB totaled $4.2 million and $6.5 million during the year ended December 31, 2008,
and 2007, respectively. The determination of future funding depends on a number of factors, including the discount
rate, expected return on plan assets, medical claims assumptions used, mortality assumptions used, benefit changes, and
corporate resources. The estimated contributions in 2009 range from $1-$5 million.

Estimated Future Benefit Payments: The following benefit payments, which reflect expected future service as ap-

propriate, are expected to be paid:

Year Pension Benefits - Gross Other Benefits - Gross Other Benefits - Net"
(In Thousands)
2009 $ 27,430 $ 7,509 $ 6851
2010 28,052 8,041 7,354
2011 28,866 8,538 7,825
2012 29,491 8,804 8,053
2013 29,952 8,963 8,170
2014 - 2018 158,338 46,705 45,031

™ Estimated benefit payments reduced by estimated gross amount of Medicare Act of 2003 subsidy receipts expected.

NOTE 11 EqQuity -BaseD
COMPENSATION

CH Energy Group’s Long-Term Performance-
Based Incentive Plan (“2000 Plan”), adopted in 2000
and amended in 2001 and 2003, reserves 500,000 shares
of CH Energy Group’s Common Stock for awards to be
granted under the 2000 Plan. The 2000 Plan provides for
the granting of stock options, stock appreciation rights,
restricted stock awards, performance shares, and perfor-
mance units. No participant may be granted total awards
in excess of 150,000 shares over the life of the 2000
Plan. Stock options granted to officers of CH Energy
Group and its subsidiaries are exercisable over a period
of ten years, with 40% of the options vesting after two
years and 20% of the options vesting each year thereafter
for the following three years. Stock options granted to
non-employee Directors are immediately exercisable.

The 2000 Plan was amended in the third quarter
of 2003. The amendment allows executives to defer
receipt of performance shares and performance units in
accordance with the terms of CH Energy Group’s Direc-
tors and Executives Deferred Compensation Plan. Also,
an amendment to the previously effective Stock Plan for
Outside Directors provided for shares of stock previ-
ously accrued for retired Directors to be paid in the form
of cash and provides that active Directors could elect to
transfer previously accrued shares payable to them to
CH Energy Group’s Directors and Executives Deferred
Compensation Plan. In addition, the amendment freezes
future participation and future accruals under the 2000
Plan.

In 2006, CH Energy Group adopted a Long-Term
Equity Incentive Plan (“2006 Plan”) to replace the
2000 Plan. The 2006 Plan was approved by CH Energy
Group’s shareholders on April 25, 2006. The 2000 Plan
has been terminated, with no new awards to be granted
under such plan. Outstanding awards granted under the
2000 Plan will continue in accordance with their terms
and the provisions of the 2000 Plan.

The 2006 Plan reserves up to a maximum of
300,000 shares of CH Energy Group’s Common Stock
for awards to be granted under the 2006 Plan. Awards
may consist of stock option rights, stock appreciation
rights, performance shares, performance units, restricted
shares, restricted stock units, and other awards that
CH Energy Group’s Compensation Committee of its
Board of Directors (“Compensation Committee””) may
authorize. The Compensation Committee may also, from
time-to-time and upon such terms and conditions as it
may determine, authorize the granting to non-employee
Directors of stock option rights, stock appreciation
rights, restricted shares, and restricted stock units.

In addition to the aggregate limit in the awards de-
scribed above, the 2006 Plan imposes various sub-limits
on the number of shares of CH Energy Group’s Common
Stock that may be issued or transferred under the 2006
Plan. The aggregate number of shares of Common Stock
actually issued or transferred by CH Energy Group upon
the exercise of incentive stock options shall not exceed
300,000 shares. No participant shall be granted stock op-
tion rights and stock appreciation rights, in aggregate, for
more than 15,000 shares of Common Stock during any
calendar year. No participant in any calendar year shall
receive an award of performance shares or restricted
shares that specify management objectives, in the aggre-
gate, for more than 20,000 shares of Common Stock, or
performance units having an aggregate maximum value
as of their respective date of grant in excess of $1 mil-
lion. The number of shares of Common Stock issued as
stock appreciation rights, restricted shares, and restricted
stock units (after taking forfeitures into account) shall
not exceed, in the aggregate, 100,000 shares of common
stock.

CH Energy Group adopted SFAS 123(R) effective
January 1, 2006, using the modified prospective applica-
tion with no significant impact on its financial condition,
results of operations, or cash flows. Under this applica-
tion, all new awards issued and any outstanding awards
that may be modified, repurchased, or cancelled after
January 1, 2006 have been accounted for under SFAS
123(R).
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The following table summarizes information concerning stock options granted through December 31, 2008:

Weighted
Number of Number of Average Number of
Exercise Options Options Remaining Options
Date of Grant Price Granted Outstanding Life in Years Exercisable

January 1, 2000 $ 3194 30,300 320 1.00 320
January 1, 2001 $ 44.06 59,900 21,560 2.00 21,560
January 1, 2003 $ 48.62 36,900 18,420 4.00 18,420
127,100 40,300 291 40,300

All options were fully vested as of December 31, 2007. The fair market values per option of CH Energy Group
stock options granted in 2003, 2001, and 2000 are $6.51, $4.41, and $4.46, respectively. These fair market values were
estimated as of the date of grant using the Black-Scholes option pricing model with the following weighted average

assumptions:

2003 2001 2000
Risk-free interest rate .................... 440 % 4.78 % 6.36 %
Expected life - in years ................ 10 5 5
Expected stock volatility . e 17.50 % 20.06 % 15.59 %
Dividend yield .......cccoeeueirrnueucnnnn. 44 % 54 % 54 %

A summary of the status of stock options awarded to executives and non-employee Directors of CH Energy Group

and its subsidiaries under the 2000 Plan is as follows:

Weighted
Weighted Average
Stock Option Average Remaining Life
Shares Exercise Price in Years
Outstanding at  12/31/07 40,300 $ 46.05 391
Granted - -
Exercised - -
Expired / Forfeited - -
Outstanding at  12/31/08 40,300 $ 46.05 291
Total Shares Outstanding 15,783,083

Potential Dilution

0.3 %

There was no compensation expense related to stock options for the year ended December 31, 2008 and the
compensation expense was not material for the years ended December 31, 2007 and December 31, 2006. The balance
accrued for and the intrinsic value of outstanding options was not material as of December 31, 2008 and 2007. No non-
qualified stock options were exercised during the year ended December 31, 2008.

A summary of the status of performance shares granted to executives under the 2006 Plan is as follows:

Performance Shares

Performance Shares
Outstanding at

Grant Date Granted December 31, 2008
April 25, 2006 20,710 18,290
January 25, 2007 21,330 20,240
January 24, 2008 33,440 33,440

The ultimate number of shares earned under the
awards is based on metrics established by the Compen-
sation Committee at the beginning of the award cycle.
Compensation expense is recorded as performance
shares are earned over the relevant three-year life of the
performance share grant prior to its award. The portion
of the compensation expense related to an employee
who retires during the performance period is the amount
recognized up to the date of retirement.

On May 1, 2008, performance shares earned as of
December 31, 2007 for the award cycle with a grant date
of March 24, 2005 were issued to participants. Those
recipients electing not to defer this compensation under
the CH Energy Group Directors and Executives Deferred
Compensation Plan received shares issued from CH
Energy Group’s treasury stock. Additionally, on July 2,
2008, a pro-rated number of shares under the April 25,

2006 and January 25, 2007 performance share grants
were paid to a retired officer in accordance with the plan
in the form of shares issued from CH Energy Group’s
treasury stock. A total of 8,983 shares were issued from
CH Energy Group’s treasury stock in satisfaction of these
awards and are presented in the Consolidated Balance
Sheet as an increase in common shares outstanding and
as a reduction in treasury stock as of December 31,
2008. The carrying amount of treasury shares exceeded
the quoted market value on these dates of issuance,
therefore, the difference has been reflected as additional
paid in capital in the Consolidated Balance Sheet as of
December 31, 2008. These shares were also included

in the calculation of the average number of common
shares outstanding used in the basic EPS calculation in
the Consolidated Statement of Income for the year ended
December 31, 2008.



The determination of compensation expense for
performance shares is based on the use of the binomial
method, which reflects the following assumptions:

For the year ended December 31,

2008 2007 2006
Stock price $51.39 $4454  $52.80
Dividend yield 4.2 % 4.8 % 4.2%
Performance period
(in years) 3 3 3
Risk-free rates
of return:
One year 0.37 % 334 % 5.00 %
Two year 0.76 % 3.05% 4.82 %
Three year 1.00 % 3.07 % 4.74 %

Other considerations in the determination of com-
pensation expense for performance shares include the
grant price for each individual grant, estimated forfei-
tures, and historical percentile performance rank.

Effective January 2, 2008, 12,100 restricted shares,
with a fair value upon issuance of $536,000, were grant-
ed under the 2006 Plan to certain officers and key em-
ployees of Griffith and an officer of CHEC. These shares
were issued at fair market value on the date of grant, and
for Griffith, are subject to a three-year vesting period
contingent upon continued employment of each indi-
vidual. Shares granted to the officer of CHEC vest rat-
ably over the three-year vesting period contingent upon
continued employment. Dividends paid on restricted
shares held by Griffith officers and key employees will
be automatically deferred and re-invested in additional
restricted shares. The shares granted were issued from
CH Energy Group’s treasury stock on January 2, 2008
and are presented in the Consolidated Balance Sheet
as an increase in common shares outstanding and as a
reduction in treasury stock as of December 31, 2008. The
carrying amount of treasury shares exceeded the quoted
market value on these dates of issuance, therefore, the
difference has been reflected as additional paid in capital
in the Consolidated Balance Sheet as of December 31,
2008. However, in accordance with SFAS 123(R), this
issuance does not impact the number of common shares
outstanding used in the basic EPS calculation in the Con-
solidated Statement of Income until 2009, when vesting
begins. The total compensation cost and total recognized
tax benefits related to these restricted stock awards was
immaterial for the year ended December 31, 2008.

CH Energy Group has equity compensation for non-
employee Directors. The equity component of annual
compensation for each non-employee Director is fixed
at a number of phantom shares of CH Energy Group
Common Stock. These phantom shares are deferred until
the Director’s termination of service. Effective January
1, 2008, CH Energy Group adopted new director stock
ownership guidelines, which require each Director to
accumulate within 5 years, and to hold during his or her
service on the Board, at least 6,000 shares of CH Energy
Group’s Common Stock (in phantom shares and/or Com-
mon Stock). This amendment to the plan provides that if
a Director satisfies this required level of stock ownership,
he or she will receive the cash value of equity compen-
sation in lieu of additional phantom shares. This value
will either be paid in cash or deferred under CH Energy
Group’s Directors and Executives Deferred Compensa-
tion Plan at the election of the Director.

Through June 30, 2008, the annual equity com-
pensation for each non-employee Director was the
equivalent of $55,000. Effective July 1, 2008, this
compensation was increased to $65,000 per year. The
compensation expense recognized by CH Energy Group
for total equity compensation to non-employee Directors
was $0.4 million in 2008, 2007 and 2006.

For additional discussion regarding the dilutive ef-
fects of equity-based compensation, see Note 1 - “Sum-
mary of Significant Accounting Policies” under the
caption “Earnings Per Share.”

NOTE 12 COMMITMENTS AND
CONTINGENCIES

Electricity Purchase Commitments

Notwithstanding the sale of Roseton Electric Gener-
ating Plant, Danskammer Point Steam Electric Gen-
erating Station, and Unit No. 2 of the Nine Mile Point
Nuclear Generating Station (“Major Generating Assets”),
Central Hudson remains obligated to supply electricity to
its retail electric customers. Under the Settlement Agree-
ment, Central Hudson’s retail customers may elect to
procure electricity from third-party suppliers or may con-
tinue to rely on Central Hudson. As part of its efforts to
supply customers who continue to rely on Central Hud-
son for their energy supply, Central Hudson entered into
an agreement with Constellation to purchase capacity
and energy, comprising approximately 8% of the output
of Unit No. 2 of the Nine Mile Point Nuclear Generating
Station (“Nine Mile 2 Plant”) at negotiated prices dur-
ing the ten-year period beginning on the sale of Central
Hudson’s interest in the Nine Mile 2 Plant on November
7, 2001, and ending November 30, 2011. The agreement
is “unit-contingent’’ in that Constellation is only required
to supply electricity if the Nine Mile 2 Plant is operating.
Following the expiration of this purchase agreement, a
revenue sharing agreement with Constellation will begin,
which will provide Central Hudson with a hedge against
electricity price increases and could provide additional
future revenue for Central Hudson through 2021. In the
Constellation agreements, electricity is purchased at
defined prices that escalate over the life of the contract.
The capacity and energy supplied under the agreement
with Constellation in 2008 was sufficient to supply
approximately 12% of Central Hudson’s total system
requirements and cost approximately $25.2 million. For
the years 2007 and 2006, the energy supplied under this
agreement cost approximately $25.0 million and $24.9
million, respectively.

On November 12, 2002, Central Hudson entered
into an agreement with Entergy Nuclear Indian Point 2,
LLC and Entergy Nuclear Indian Point 3, LLC to pur-
chase energy (but not capacity) on a unit-contingent basis
at defined prices from January 1, 2005 to and including
December 31, 2007. On March 6, 2007, Central Hudson
entered into an agreement with Entergy Nuclear Power
Marketing, LLC to purchase electricity (but not capacity)
on a unit-contingent basis at defined prices from January
1, 2008 through December 31, 2010. On an annual basis,
the electricity purchased through the Entergy contracts
represents approximately 21% of Central Hudson’s full-
service customer requirements and cost approximately
$57.5 million. For the years 2007 and 2006, the energy
supplied under this agreement cost approximately $29.9
million and $30.4 million, respectively.
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Purchases under these contracts are supplemented
by shorter-term contracts, such as the Dynegy contract
discussed below, contracts for differences, and by pur-
chases from the NYISO, which oversees the bulk elec-
tricity transmission system, and the capacity market in
New York State, and other parties. On January 30, 2008,
Central Hudson entered into an 11-month agreement
with Dynegy Power Marketing, Inc. to purchase 589,200
MWh of electricity on a unit-contingent basis at defined
prices from February 1, 2008 to December 31, 2008.
The electricity purchased through the Dynegy contracts
represented approximately 15% of Central Hudson’s
full-service customer requirements for the eleven-month
period and cost approximately $50.0 million.

In the event the above noted counterparties are
unable to fulfill their commitments to deliver under the
terms of the agreements, Central Hudson would obtain
the supply from the NYISO market and recover the full
cost from customers. As such, there would be no impact
on earnings.

Central Hudson must also acquire sufficient peak
load capacity to meet the peak load requirements of its
full service customers. This capacity is made up of its
own generating capacity, contracts with capacity provid-
ers, and purchases from the NYISO capacity market.

Operating Leases

CH Energy Group and its subsidiaries have entered
into agreements with various companies which provide
products and services to be used in their normal opera-

Other Commitments

tions. These agreements include operating leases for the
use of data processing and office equipment, vehicles,
office space, and bulk petroleum storage locations. The
provisions of these leases generally provide for renewal
options and some contain escalation clauses.

Operating lease rental payment amounts charged to
expense by CH Energy Group and its subsidiaries were
$3.4 million in 2008, $3.5 million in 2007, and $3.1 mil-
lion in 2006. Included in these amounts are payments for
contingent rentals, which amounted to $563,000 in 2008,
$555,000 in 2007, and $541,000 in 2006. Contingent
rentals are those operating lease agreements that contain
provisions for a change in lease payments subsequent to
the inception of the lease.

Operating lease rental payment amounts charged to
expense by Central Hudson were $2.1 million in 2008,
$2.4 million in 2007, and $2.2 million in 2006. Included
in these amounts are payments for contingent rentals,
which amounted to $0.6 million in 2008, $0.6 million in
2007, and $0.5 million in 2006.

Future minimum lease payments excluding execu-
tory costs, such as property taxes and insurance, are
included in the following table of Other Commitments.
All leases are non-cancelable, recognizing payments on
a straight-line basis over the minimum lease term. Con-
tingent rental payments are adjusted incrementally based
on the Consumer Price Index, as specified in the terms of
each lease agreement, and are considered when calculat-
ing the future minimum payments.

The following is a summary of commitments for CH Energy Group and its affiliates as of December 31, 2008:

Projected Payments Due By Period (In Thousands)

Year Year Year Year
Less than Ending Ending Ending Ending
1 year 2010 2011 2012 2013 Total
Operating Leases $ 3,193 § 2,852 $ 2594 $ 2,190 $ 1,980 $ 12,809
Construction/Maintenance
& Other Projects V 37,099 9,887 4,827 2,738 1,927 56,478
Purchased Electric Contracts ® 112,961 99,055 35,931 4,030 4,030 256,007
Purchased Natural Gas Contracts ® 66,796 39,751 24,481 13,618 7,669 152,315
Purchased Fixed Liquid
Petroleum Contracts @ 16,200 - - - - 16,200
Total $236,249 $ 151,545 $ 67,333 $ 22,576 $ 15,606 $ 493,809

™ Including Specific, Term, and Service Contracts, briefly defined as follows: Specific Contracts consist of work orders for
construction; Term Contracts consist of maintenance contracts; and Service Contracts include consulting, educational, and
professional service contracts. The operations and maintenance contract for Lyonsdale (which includes a base management fee
included in these totals for the year 2009) also contains provisions for additional performance-based compensation that are not

included in the amounts shown.

@ Purchased electric and purchased natural gas costs for Central Hudson are fully recovered via their respective regulatory cost

adjustment mechanisms.
®  Estimated based on pricing on December 31, 2008.

The following is a summary of commitments for Central Hudson as of December 31, 2008:

Projected Payments Due By Period (In Thousands)

Year Year Year Year
Less than Ending Ending Ending Ending
1 year 2010 2011 2012 2013 Total

Operating Leases $ 1,677 $ 1478 $ 1473 § 1452 $ 1430 $ 7,510
Construction/Maintenance

& Other Projectst” 36,437 9,710 4,819 2,730 1,919 55,615
Purchased Electric Contracts® 112,961 99,055 35,931 4,030 4,030 256,007
Purchased Natural Gas Contracts® 66,796 39,751 24,481 13,618 7,669 152,315

Total $217,871  $149,994 $ 66,704 $ 21,830 $ 15,048 $ 471,447

™" TIncluding Specific, Term, and Service Contracts, as defined in footnote (1) of the preceding chart.
@ Purchased electric and purchased natural gas costs for Central Hudson are fully recovered via their respective regulatory cost

adjustment mechanisms.



Contingencies

City of Poughkeepsie

On January 1, 2001, a fire destroyed a multi-family
residence on Taylor Avenue in the City of Poughkeepsie,
New York resulting in several deaths and damage to
nearby residences. Eight separate lawsuits arising out
of this incident have been commenced against Central
Hudson and other defendants. The basis for the claimed
liability of Central Hudson in these actions is that it was
allegedly negligent in the supply of natural gas. The
suits seek an aggregate of $528 million in compensa-
tory damages. Central Hudson has notified its insurance
carrier, denied liability, and defended the lawsuits. On
December 10, 2008, Central Hudson entered into a
settlement agreement with the plaintiffs and one remain-
ing defendant. Under the settlement agreement, Central
Hudson has agreed to make payments to the plaintiffs
that will not be material in the aggregate. The settlement
agreement is subject to final approval by the Court.

Environmental Matters

Central Hudson:
Air

In October 1999, Central Hudson was informed
by the New York State Attorney General (“Attorney
General”) that the Danskammer Point Steam Electric
Generating Station (“Danskammer Plant”) was included
in an investigation by the Attorney General’s Office into
the compliance of eight older New York State coal-
fired power plants with federal and state air emissions
rules. Specifically, the Attorney General alleged that
Central Hudson “may have constructed, and continues
to operate, major modifications to the Danskammer
Plant without obtaining certain requisite preconstruction
permits.” In March 2000, the Environmental Protection

SITE

Agency (“EPA”) assumed responsibility for the investi-
gation. Central Hudson has completed its production of
documents requested by the Attorney General, the New
York State Department of Environmental Conservation
(“DEC”), and the EPA, and believes any permits required
for these projects were obtained in a timely manner.
Notwithstanding Central Hudson’s sale of the Danskam-
mer Plant on January 30, 2001, Central Hudson could
retain liability depending on the type of remedy, if any,
imposed in connection with this matter. Central Hudson
presently has insufficient information with which to
predict the outcome of this matter.

Former Manufactured Gas Plant Facilities

Like most late 19th and early 20th century utilities
in the northeastern United States, Central Hudson and
its predecessors owned and operated manufactured gas
plants (“MGPs”) to serve their customers’ heating and
lighting needs. MGPs manufactured gas from coal and
oil. This process produced certain by-products that may
pose risks to human health and the environment.

The DEC, which regulates the timing and extent
of remediation of MGP sites in New York State, has
notified Central Hudson that it believes Central Hudson
or its predecessors at one time owned and/or operated
MGPs at eight sites in Central Hudson’s franchise terri-
tory. The DEC has further requested that Central Hudson
investigate and, if necessary, remediate these sites under
a Consent Order, Voluntary Cleanup Agreement, or
Brownfield Cleanup Agreement. The DEC has placed
five of these sites on the New York State Environmental
Site Remediation Database. A number of the eight sites
are now owned by third parties and have been redevel-
oped for other uses. The current status of the eight sites
is as follows:

STATUS

#1 Beacon, NY Remediation complete. Final Report Approved by the DEC. Preparing ongoing Site

Management Plan.

#2 Newburgh, NY Remediation complete in one area under the terms of the DEC-approved plan. The final
Construction Completion Report on this area was filed with the DEC on 11/14/08.
Remedial Design/Remedial Action Work Plan and Schedule was submitted to the DEC on
3/10/08 for two additional areas under a DEC-approved consent agreement. As work
continues to resolve all technical issues associated with the remedial design and with the
work plan, Central Hudson has formally requested an extension for submission of the
draft Remedial Design of 3/2/09 and the final Remedial Design of 6/1/09. On 1/9/09, the
DEC indicated that they have agreed to this request under the stipulation that no further

extensions will be granted.

#3 Laurel Street Remediation work is complete. Preparing Final Report and ongoing Site Management Plan.

Poughkeepsie, NY

#4 North Water Street Supplemental site investigations completed in June 2008. A draft report of these
Poughkeepsie, NY investigations was completed in January and will be filed with the DEC in the first quarter

of 2009.

#5 Kingston, NY Brownfield Cleanup Agreement was executed on 9/25/08. Citizen Participation Plan (CPP)
was submitted to the DEC on 10/6/08. Central Hudson is working with the DEC to define
requirements of the Remedial Investigation Work Plan.

#6 Catskill, NY Site investigation completed under the DEC-approved Brownfield Cleanup Agreement.
Investigation report to be filed with the DEC in the first quarter of 2009.

#7 Saugerties, NY Central Hudson does not believe it has any liability for this site and is working with the

DEC to confirm this.

#8 Bayeaux Street Central Hudson does not believe it has any further liability for this site.

Poughkeepsie, NY
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In the second quarter of 2008, Central Hudson
updated the estimate of potential remediation and future
operating, maintenance and monitoring costs for sites
#2,3,4,5 and 6 indicating that the total cost for the
five sites could exceed $165 million over the next 30
years. The updated estimate for sites 2 and 3 was based
on completed remedial investigations and feasibility
studies. As such, the estimate is subject to change based
on the current investigations, final remedial design (and
associated engineering estimates), DEC and New York
State Department of Health (“NYSDOH”) comments
and requests, remedial design changes/negotiations and
changed or unforeseen conditions during remediation.
The updated estimate for sites 4, 5 and 6 was based on
partially completed remedial investigations and current
DEC and NYSDOH preferences related to site remedia-
tion and is considered conceptual and preliminary. The
updated estimate reflects updated cost information along
with the latest information from the investigation and
remediation work being done on MGP sites # 2, 3 and
4 and to include site # 6. The cost estimate involves as-
sumptions relating to investigation expenses, remediation
costs, potential future liabilities, and post-remedial op-
erating, maintenance and monitoring costs, and is based
on a variety of factors including projections regarding
the amount and extent of contamination, the location,
size and use of the sites, proximity to sensitive resources,
status of regulatory investigations, and information re-
garding remediation activities at other MGP sites in New
York State. This cost estimate also assumes that proposed
or anticipated remediation techniques are technically fea-
sible and that proposed remediation plans receive DEC
and NYSDOH approval. Further, the updated estimate
could change materially based on changes to technology
relating to remedial alternatives and changes to current
laws and regulations.

Prior to 2008, Central Hudson recorded a $21.2
million estimated liability for sites # 2 and 3 based on
estimates of remediation costs for the proposed clean-up
plans. Based on the updated cost study, the estimated
liability for sites #2 and #3 has been increased to $33.2
million. As of December 31, 2008, $24.7 million of this
recorded estimated liability has not been spent; $4.4 mil-
lion of this recorded estimated liability is expected to be
spent over the next twelve months.

No amounts have been recorded in connection with
the physical remediation of sites # 4, 5 and 6, for which
Central Hudson has developed estimated future costs
based on conceptual and preliminary plans. Absent DEC-
approved remediation plans, management cannot reason-
ably estimate what cost, if any, will actually be incurred.
The portion of the $165 million referenced above that is
related to these three sites is approximately $121 million.
Central Hudson had recorded a $1.4 million estimated li-
ability in connection with estimated costs for preliminary
investigations, site testing and development of remedia-
tion plans for sites # 4, 5 and 6 through 2010. Based on
the updated cost study, this estimated liability has been
increased to $2.0 million. As of December 31, 2008, $1.5
million of this recorded estimated liability has not been
spent; $1.2 million of this recorded estimated liability is
expected to be spent over the next twelve months. This
estimated amount may change in the future as additional
information is obtained regarding the results of site-
testing, the scope of site investigation plans approved by
the DEC and NYSDOH, and the evolving development
of new technologies. Central Hudson cannot predict the
results of site testing, or the nature, timing or extent of
comments from the DEC and NYSDOH, or changes

in technology. The impact of these uncertainties on the
estimate cannot be determined.

With regard to sites # 7 and 8, Central Hudson does
not have sufficient information to estimate its potential
remediation cost if any; as previously stated, Central
Hudson believes that it has no liability for these sites.

Central Hudson spent approximately $4.4 million in
the year ended December 31, 2008 related to site inves-
tigation and remediation. Based on the 2006 Rate Order,
on July 1, 2007, Central Hudson started the recovery of
a rate allowance for MGP Site Investigation & Reme-
diation Costs. This recovery totaled $2.5 million as of
December 31, 2008 with $1.7 million recovered in 2008.

Central Hudson has put its insurers on notice and
intends to seek reimbursement from its insurers for the
costs of any liabilities. Certain of these insurers have de-
nied coverage. Pursuant to the 2006 Rate Order, Central
Hudson is permitted to defer for future recovery the dif-
ferences between actual costs for MGP site investigation
and remediation and the associated rate allowances, with
carrying charges to be accrued on the deferred balances
at the authorized pre-tax rate of return.

Future remediation activities, including operat-
ing, maintenance and monitoring and related costs may
vary significantly from the assumptions used in Central
Hudson’s current cost estimates, and these costs could
have a material adverse effect (the extent of which can-
not be reasonably determined) on the financial condition,
results of operations and cash flows of CH Energy Group
and Central Hudson if Central Hudson were unable to
recover all or a substantial portion of these costs via col-
lection in rates from customers and/or through insurance.

Little Britain Road

In December 1977, Central Hudson purchased prop-
erty at 610 Little Britain Road, New Windsor, New York.
In 1992, the DEC informed Central Hudson that the DEC
was preparing to conduct a Preliminary Site Assess-
ment (“PSA”) of the site and in 1995, the DEC issued
an Order of Consent in which Central Hudson agreed
to conduct the PSA. In 2000, following completion of
the PSA, Central Hudson and the DEC entered into a
Voluntary Cleanup Agreement (“VCA”) whereby Central
Hudson removed approximately 3,100 tons of soil and
has conducted a routine groundwater sampling program
since that time. Groundwater sampling results show the
presence of certain contaminants at levels exceeding
DEC criteria. Deep groundwater wells were installed in
2005 and 2006, which also show contaminants exceed-
ing DEC criteria. The DEC responded with a request for
a plan to address the contamination. Central Hudson has
submitted a proposal to the DEC for limited additional
site work, including an assessment of vapor intrusion
into a building on the site, and closure of the VCA. Ne-
gotiations between DEC and Central Hudson regarding
additional site work and closure of the VCA are ongoing.
Central Hudson completed a soil vapor intrusion study
and results indicated that indoor air met Occupational
Safety and Health Administration (“OSHA”) and NY-
SDOH standards, however, concentrations beneath the
building’s concrete slab warranted installation of a miti-
gation system. This mitigation system was installed in
2008 at a cost of $104,000. At this time Central Hudson
does not have sufficient information to estimate potential
ground water remediation costs. Central Hudson has put
its insurers on notice regarding this matter and intends to
seek reimbursement from its insurers for amounts, if any,
for which it may become liable. Central Hudson cannot
predict the outcome of this matter.



Newburgh Consolidated Iron Works

By letter from the EPA dated November 28, 2001,
Central Hudson, among others, was served with a
Request For Information pursuant to the Comprehensive
Environmental Response, Compensation and Liability
Act (“CERCLA”) regarding any shipments of scrap or
waste materials that Central Hudson may have made to
Consolidated Iron and Metal Co., Inc. (“Consolidated
Iron”), a Superfund site located in Newburgh, New York.
Sampling by the EPA indicated that lead and polychlori-
nated biphenyls (or “PCBs”) are present at the site, and
the EPA subsequently commenced a remedial investiga-
tion and feasibility study at the site. No records were
found which indicate that the material shipped by Central
Hudson to Consolidated Iron contained or was a hazard-
ous substance. In April 2008 Central Hudson received a
letter from the Consolidated Iron Joint Defense Group
(“JDG”), a group of potentially responsible parties
asserting a contribution claim against Central Hudson.
The JDG had reached an agreement in principle with
the EPA to resolve claims at the Consolidated Iron site
under a consent decree to be filed with the court. In June
2008, counsel for the JDG informed Central Hudson that
the EPA plans to pursue certain parties who may have
shipped automotive batteries to the site that it believes
fall outside of the recycling exemption at CERCLA
Section 127. The JDG provided Central Hudson with an
EPA database on which Central Hudson is identified as
a party who shipped batteries to the site. In July 2008,
counsel for the JDG recommended continuing settlement
negotiations between the JDG and Central Hudson after
the consent decree is lodged. In December 2008, Central
Hudson entered into a settlement agreement with the
JDG. Central Hudson expects to be added to the consent
decree and anticipates no further liability for the site,
in which case Management does not expect a material
impact on earnings. Central Hudson cannot predict the
outcome of this matter at the present time.

Asbestos Litigation

Since 1987, Central Hudson, along with many
other parties, has been joined as a defendant or third-
party defendant in 3,312 asbestos lawsuits commenced
in New York State and federal courts. The plaintiffs in
these lawsuits have each sought millions of dollars in
compensatory and punitive damages from all defendants.
The cases were brought by or on behalf of individuals
who have allegedly suffered injury from exposure to
asbestos, including exposure which allegedly occurred at
the Roseton Electric Generating Plant and the Danskam-
mer Plant.

As of January 15, 2009 of the 3,312 asbestos cases
brought against Central Hudson, 1,183 remain pending.
Of the cases no longer pending against Central Hudson,
1,978 have been dismissed or discontinued without pay-
ment by Central Hudson, and Central Hudson has settled
151 cases. Central Hudson is presently unable to assess
the validity of the remaining asbestos lawsuits; accord-
ingly, it cannot determine the ultimate liability relating
to these cases. Based on information known to Central
Hudson at this time, including Central Hudson’s experi-
ence in settling asbestos cases and in obtaining dismiss-
als of asbestos cases, Central Hudson believes that the
costs which may be incurred in connection with the
remaining lawsuits will not have a material adverse ef-
fect on either of CH Energy Group’s or Central Hudson’s
financial position, results of operations, or cash flows.

CHEC:

During the year ended December 31, 2008, Griffith
spent $0.2 million on remediation efforts in Maryland,
Virginia, West Virginia and Connecticut. Griffith is to be
reimbursed $0.3 million from the State of Connecticut
under an environmental agreement and has recorded this
amount as a receivable.

Griffith has a reserve for environmental remediation
which is $1.4 million as of December 31, 2008, of which
approximately $0.2 million is expected to be spent in the
next twelve months.

Other Matters

Central Hudson and Griffith are involved in various
other legal and administrative proceedings incidental to
their businesses, which are in various stages. While these
matters collectively could involve substantial amounts, it
is the opinion of management that their ultimate resolu-
tion will not have a material adverse effect on either of
CH Energy Group’s or the individual segment’s financial
positions, results of operations, or cash flows.

NOTE 13 SEGMENTS AND
RELATED INFORMATION

CH Energy Group’s reportable operating segments
are the regulated electric utility business and regulated
natural gas utility business of Central Hudson and the
unregulated fuel distribution business of Griffith. The
investments and business development activities of CH
Energy Group and the renewable energy and investment
activities of CHEC, including its ownership interests in
ethanol, wind, and biomass energy projects, are reported
under the heading “Other Businesses and Investments.”

Central Hudson purchases, sells at wholesale, and
distributes electricity and natural gas at retail in New
York State’s Mid-Hudson River Valley. Electric service is
available throughout the territory and natural gas service
is provided in and about the cities of Poughkeepsie,
Beacon, Newburgh, and Kingston, New York and certain
outlying and intervening territories. Central Hudson also
generates a small portion of its electricity requirements.

Griffith is engaged in fuel distribution including
heating oil, gasoline, diesel fuel, kerosene, and propane,
and the installation and maintenance of heating, ventilat-
ing, and air conditioning equipment in Virginia, West
Virginia, Maryland, Delaware, New Jersey, Pennsylvania,
Rhode Island, Washington, D.C., Connecticut, Massa-
chusetts, and New York. Management regularly reviews
Griffith’s operating results as a standalone component
of CH Energy Group and assesses its performance as a
basis for allocating resources.

Certain additional information regarding these
segments is set forth in the following tables. General
corporate expenses, Central Hudson property common to
both electric and natural gas segments, and the deprecia-
tion of Central Hudson’s common property have been
allocated in accordance with practices established for
regulatory purposes.

Central Hudson’s and Griffith’s operations are
seasonal in nature and weather-sensitive. Demand for
electricity typically peaks during the summer, while
demand for natural gas and heating oil typically peaks
during the winter.
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CH Energy Group, Inc. Segment Disclosure
(In Thousands, except Earnings Per Share)

Other
Central Hudson Businesses and
Electric Natural Gas Griffith Investments Eliminations Total

Year Ended December 31, 2008

Revenues from external customers........ $ 608,161 $ 189,546 $ 523,854 $ 11,290 $ $ 1,332,851

(339)

Intersegment revenues ...........cocceceveennene 16 323 - - -

Total reVenues .........cceevveeveeeeereeennnns 608,177 189,869 523,854 11,290 (339) 1,332,851
Depreciation and amortization 23,592 6,220 7,649 837 - 38,298
Interest and investment income ............. 1,605 1,566 82 5,929 4,515) ® 4,667
Interest eXpense .........ccceeveereenenne. 19,975 5,451 4,584 491 4,515) © 25,986
Income before income taxes .................. 35,311 10,230 7,198 4,171 - 56,910
Income tax eXpense ........ccccceeveervvereennne. 14,334 4,939 3,030 474) - 21,829
Net INCOME ..o 20,977 5,291 4,169 4,644 - 35,081
Segment assets at Dec 31 .......ccccevenene 1,106,505 385,691 190,464 47,494 29 ® 1,730,183
Goodwill .....coeeeiiiiiiieiie, - - 67,455 - - 67,455
Capital expenditures ..........cccoeeeeeereenennne 58,827 19,503 2,706 2,562 - 83,598

(" This represents the elimination of inter-company interest income (expense) generated from temporary lending activities between
CH Energy Group (the holding company), and its subsidiaries (CHEC and Griffith).

@ The amount of EPS attributable to CHEC’s other businesses and investments was $0.15 per share, with the balance of $0.14 per share
resulting primarily from interest income.

@ Includes minority owner’s interest of $1,449 related to Lyonsdale.

Year Ended December 31, 2007

Revenues from external customers........ $ 616,839 $ 165,449 $ 405,753 $ 8,716 $ $ 1,196,757

(316)

Intersegment revenues .................... 15 301 - - -

Total revenues .........c.ccueeeeene.. 616,854 165,750 405,753 8,716 (316) 1,196,757
Depreciation and amortization ..... 22,251 6,148 6,715 809 - 35,923
Interest and investment income ............. 3,770 1,973 115 7,082 (4,534) © 8,406
Interest EXPEense ......cooveveveeerereereerereenennas 17,535 5,372 4,091 443 (4,534) © 22,907
Income before income taxes ..... 42,159 10,633 5,171 6,571 - 64,534
Income tax expense...... 16,018 4,308 2,005 (433) - 21,898
Net Income.........coveeeneeene. 26,141 6,325 3,166 7,004 - 42,636
Segment assets at Dec 31.....ccccoeuiiennnnn. 926,223 326,471 197,425 44,655 26)® 1,494,748
GOOAWIL ..o - - 63,433 - - 63,433
Capital expenditures...........coevereereereenene 65,548 17,215 2,253 1,060 - 86,076

(" This represents the elimination of inter-company interest income (expense) generated from temporary lending activities between
CH Energy Group (the holding company), and its subsidiaries (CHEC and Griffith).

@ The amount of EPS attributable to CHEC’s other businesses and investments was $0.16 per share, with the balance of $0.28 per share resulting primarily
from interest income.

®  Includes minority owner’s interest of $1,345 related to Lyonsdale.

Year Ended December 31, 2006

Revenues from external customers........ $ 503908 $ 155272 $ 327,825 $ 6,428 $ - $ 993,433
Intersegment revenues ..........cceeeveeevennee. 14 319 - - (333) -

Total revenues.........cecevvevverrerenennene 503,922 155,591 327,825 6,428 (333) 993,433
Depreciation and amortization................ 22,363 6,639 6,139 560 - 35,701
Interest and investment income ............. 4,634 1,882 105 6,726 (3,480) 9,867
Interest EXPense.......covveeeververereereerereenennes 15,478 4,934 3,150 330 (3,480) M 20,412
Income before income taxes ................... 42,425 13,004 2,407 9,017 - 66,853
Income tax eXpense........ccceevveeveerveneennne. 16,027 5,501 799 1,442 - 23,769
Net Income.......coeveieieieieienieeseeeee 26,398 7,503 1,608 7,575 - 43,084
Segment assets at Dec 31... 899,982 315,841 148,249 95,948 512 @ 1,460,532
GoodWill ...cooovieiiiiiiiene - - 52,828 - - 52,828
Capital expenditures..........cooeevveerveeeennne. 57,340 14,071 3,659 - - 75,070

(" This represents the elimination of inter-company interest income (expense) generated from temporary lending activities between
CH Energy Group (the holding company), and its subsidiaries (CHEC and Griffith).

@ The amount of EPS attributable to CHEC’s other businesses and investments was $0.23 per share, with the balance of $0.25 per share resulting primarily
from interest income

@ Includes minority interest of $1,481 related to Lyonsdale.



Central Hudson Gas & Electric Corporation Segment Disclosure
(In Thousands)

Electric Natural Gas Eliminations Total

Year Ended December 31, 2008
Revenues from external CUSLOMETS ........ccoevvveeueeevveeeneenen. $ 608,161 $ 189,546 - 797,707
Intersegment TeVENUES .......cc.eeueeueeieieienienienienienieeeeieeeenene 16 323 (339) -

TOtal TEVENUES ....ooovviiiiiieeiiieeiie e 608,177 189,869 (339) 797,707
Depreciation and amortization .............ccceeeverererereeneennens 23,592 6,220 - 29,812
INtEreSt INCOMIE ...cvvvveiiiieiiee e 1,605 1,566 - 3,171
INLEIeSt EXPENSE ..eveemveeerienieeiiieiienreee ettt 19,975 5,451 - 25,426
INCOME taAX EXPEISE ...evuvenvinriiiniieiieiieieeteie et 14,334 4,939 - 19,273
Income available for common stock ............cccoeevveeeiieennen. 20,977 5,291 - 26,268
Segment assets at Dec 31 ....ooeoiiiiieniiiininieeeeeeee 1,106,505 385,691 - 1,492,196
Capital expenditures ..........cc.cecene.e. 58,827 19,503 - 78,330
Year Ended December 31, 2007
Revenues from external customers $ 616,839 165,449 - 782,288
Intersegment revenues ..........c..ce.ee..e... 15 301 (316) -

Total revenues 616,854 165,750 (316) 782,288
Depreciation and amortization .........c..ceceeeeeeeeevienienenienenne 22,251 6,148 - 28,399
INtEreSt INCOME ...ooovveiiiiciiiieeeeeeee e e 3,770 1,973 - 5,743
INEETESt EXPENSE ..ttt 17,535 5,372 - 22,907
INCOME taX EXPEINSE ....vevvemrenrenieienierieeteeiieitetetete e 16,018 4,308 - 20,326
Income available for common Stock .........ccccccovvvuvieeivennnnnnn. 26,141 6,325 - 32,466
Segment assets at Dec 31 ..o 926,223 326,471 - 1,252,694
Capital eXpenditures .......c..cocceerereeeeieieieierienenesenenenne 65,548 17,215 - 82,763
Year Ended December 31, 2006
Revenues from external CUStOMETS ..........ccccvveeeeeivveeeeeinnnnnn. $ 503,908 155,272 - 659,180
INtersegment TEVENUES ....c..covevueruereemeeuieieieieienrenerie e 14 319 (333) -

TOtal TEVENUES....vveveeererieieieereeteeeeeeeestesteeessessesreereeeeenas 503,922 155,591 (333) 659,180
Depreciation and amortization...........c..eceeeveeverenererenenene 22,363 6,639 - 29,002
INtEreSt INCOME.....uvvviiieieiiee e 4,634 1,882 - 6,516
INTETESt EXPEIISE....c.veuvinvirieiieiieietenteere ettt ettt 15,478 4,934 - 20,412
INCOME taX EXPENSE...c..eeueeuiiuriierinrinieeieeieeireresee e 16,027 5,501 - 21,528
Income available for common StocK.......ccccooeevvcuveiiieiinnneenns 26,398 7,503 - 33,901
Segment assets at Dec 31 ......cccoiniriiiiiiiiiininnnneeee 899,982 315,841 - 1,215,823
Capital eXpenditures...........coevueeerererieierenieneneneneeeeeens 57,340 14,071 - 71,411
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NOTE 14 AccounTING For
DERIVATIVE INSTRUMENTS AND
HEDGING ACTIVITIES

SFAS No. 133, Accounting for Derivative Instru-
ments and Hedging Activities (“SFAS 133”), as amend-
ed, established accounting and reporting requirements
for derivative instruments and hedging activities. SFAS
133 requires that an entity recognize the fair value of
all derivative instruments as either assets or liabilities
on the balance sheet with the corresponding unrealized
gains or losses recognized in earnings. SFAS 133 permits
the deferral of unrealized hedge gains and losses, under
stringent hedge accounting provisions.

CH Energy Group and its subsidiaries do not enter
into derivative instruments for speculative purposes.

Central Hudson uses derivative instruments to
hedge exposure to variability in the prices of natural
gas and electricity and to hedge exposure to variabil-
ity in interest rates for its variable rate long-term debt.
The types of derivative instruments typically used by
Central Hudson are natural gas futures and swaps to
hedge natural gas purchases, contracts for differences
to hedge electricity purchases, and interest rate caps to
hedge interest payments on variable rate debt. These
derivatives are not designated as hedges under the provi-
sions of SFAS 133, and the related gains and losses are
included as part of Central Hudson’s commodity cost
and/or price-reconciled in its natural gas and electricity
cost adjustment charge clauses. On April 1, 2006, Central
Hudson replaced its interest rate cap agreement with a
new two-year agreement through April 1, 2008, with
similar terms as the expired agreement. This rate cap
agreement hedges the variability in interest rates related
to Central Hudson’s bonds issued by the NYSERDA. If
market interest rates increase above the cap, a payment
is received from the counterparty which is expected
to offset Central Hudson’s increased interest expense.
The premium related to interest rate hedges, as well
as any related actual gains, is also subject to a true-up
mechanism authorized by the PSC for Central Hudson’s
variable rate long-term debt. The earnings impacts from
these derivatives are therefore deferred for refund to or
recovery from customers under their respective regula-
tory adjustment mechanisms.

At December 31, 2008, Central Hudson had open
derivative contracts to hedge natural gas prices during
the periods of January - March 2009, May - September
2009, and November 2009 - March 2010, covering ap-
proximately 60.7% of Central Hudson’s projected total
natural gas supply requirements during these periods. In
2008, derivative transactions were used to economically
hedge 34.6% of Central Hudson’s total natural gas sup-
ply requirements as compared to 15.1% in 2007. In its
electric operations, Central Hudson had open derivative
contracts to economically hedge the price of approxi-
mately 21.5% of its projected electricity requirements
for calendar year 2009 at December 31, 2008. In 2008,
Central Hudson economically hedged approximately
8.1% of its total electricity supply requirements with
OTC derivative contracts as compared to 18.0% in 2007.
Central Hudson also economically hedged approximately
4.7% of its Summer 2008 Unforced Capacity (“UCAP”)
capability period requirement. In addition, Central
Hudson has in place a number of agreements of varying
terms to purchase electricity produced by certain of its
former major generating assets and other generating

facilities at fixed prices. The notional amounts currently
economically hedged by the electricity purchase agree-
ments for 2009 and 2010 represent approximately 41.7%
and 43.6%, respectively, of its total anticipated electricity
supply requirements in each year.

The total fair value (net unrealized loss) of Central
Hudson’s derivatives at December 31, 2008, was ($15.8)
million as compared to a fair value (net unrealized loss)
of ($1.2) million at December 31, 2007. Central Hudson
estimates that, as of December 31, 2008, if the commod-
ity price increased/decreased by 10% the fair value of
the derivatives would change by $7.3 million. Central
Hudson expects that any such change in fair value would
be largely offset by directionally opposite changes in the
cost of electricity and natural gas purchased. Fair value is
determined based on market quotes for exchange traded
derivatives and broker quotes for OTC derivatives. Ac-
tual net losses of ($13.1) million were recorded in 2008,
which increased amounts recovered through Central
Hudson’s electric and natural gas cost adjustment clauses
for the overall cost of electricity and natural gas. This
compares to a total net loss of ($14.6) million recorded
in 2007, which increased the overall cost of electricity
and natural gas.

Griffith uses derivative instruments to hedge vari-
ability in the price of heating oil purchased for delivery
to its customers. In 2008, Griffith purchased call option
contracts to establish ceiling prices to hedge fore-
casted heating oil supply requirements for capped price
programs not hedged by firm purchase commitments
as it did in 2007. The options hedge commodity price
changes. These derivatives are designated as cash flow
hedges under the provisions of SFAS 133 and are ac-
counted for under the deferral method with actual gains
and losses from the hedging activity included in the
cost of sales as the hedged transaction occurs. The call
options entered into have been effective with no gains
or losses from ineffectiveness recorded in 2008 or 2007.
The assessment of hedge effectiveness for these hedges
excludes the change in the fair value of the premium
paid for these derivative instruments. The total amount
of premiums expensed in 2008, 2007 and 2006 was $1.3
million, $0.5 million and $0.5 million, respectively.
These net premiums are expensed based on the change
in their respective fair value. The total fair value of open
derivative instruments at December 31, 2008, was zero.
The total fair value at December 31, 2007, was a net
unrealized gain of $1.2 million. Griffith estimates that, as
of December 31, 2008, if the commodity price increased/
decreased by 10% the fair value of the derivatives would
not change by a material amount. Griffith expects that
any change in fair value would be largely offset by a
directionally opposite change in the cost of purchased
heating oil. Including premium costs, a net actual gain
of $0.7 million was recorded in 2008, and net losses of
($0.7) million and ($0.8) million were recorded in 2007
and 2006, respectively. These amounts were recorded
in each year as part of the cost or price of the related
commodity transactions. The fair values of put and call
options are determined based on the market value of the
underlying commodity.

At December 31, 2008, Griffith had open OTC call
option positions covering approximately 4.3% of its
anticipated fuel oil supply requirements for the period
January 2009 through June 2009. The percentage hedged
at December 31, 2007, for the period January 2008 to
June 2008 was 6.2%. In 2008, derivative instruments
were used to hedge 5.2% of total fuel oil requirements as
compared to 7.3% in 2007.



In addition to the above, Central Hudson and Griffith use
weather derivative contracts to hedge the effect on earnings of
significant variances in weather conditions from normal patterns if
such contracts can be obtained on reasonable terms. Weather deriva-
tive contracts are generally entered into for the periods November
through December and January through March, which covers the
bulk of the heating season. Central Hudson also has entered into
similar contracts for the cooling season, which runs from June
through August. Weather derivative contracts are not subject to the
provisions of SFAS 133 and are accounted for in accordance with
Emerging Issues Task Force (“EITF”) Statement 99-2, Accounting
for Weather Derivatives. In 2008, Central Hudson made a total pay-
ment to counter-parties of $0.2 million. In 2007, a total payment of
$0.2 million, including premiums, was made to counter-parties. The
2008 payment was a premium payment for an option related to the
January - March period that settled out of the money since weather
was colder than the contractual strike point. The 2007 payment was
a premium payment for an option related to the February - March
period that settled out of the money since weather was colder than
the contractual strike point. In 2008, Griffith made total payments
of $29,000, including premiums paid. The 2008 payment was a
premium payment for an option related to the January - March
period that settled out of the money since weather was colder than
the contractual strike point. In 2007, Griffith made payments of
$0.9 million, including premiums paid. The amounts recorded in
2007 partially offset variations in revenues experienced due to the
actual weather patterns that occurred in the period. Central Hudson
and Griffith have each entered into weather derivative contracts for
January through March 2009. Central Hudson and Griffith estimate
that for the weather derivatives currently in place, a change of 10%
in degree days from normal weather will not result in any payment
to/from the counterparty.

CH ENERGY GROUP / CENTRAL HUDSON
Long-term Debt Maturities and Fair Value

NOTE 15 FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate
the fair value of each class of financial instruments for which it is
practicable to estimate that value:

Cash, Cash Equivalents and Short-term
Investments

The carrying amount approximates fair value because of the
short maturity of those instruments.

Long-term Debt

The fair value is estimated based on the quoted market prices
for the same or similar issues or to current rates offered to Central
Hudson for debt of the same remaining maturities and credit quality.

Notes Payable
The carrying amount approximates fair value because of the
short maturity of those instruments.

Notes Receivable

The carrying value approximates fair value based on current
market rates for notes issued by companies with comparable credit
risk.

Short-term Investments

CH Energy Group’s investments include tax-exempt ARS and
VRDN with interest rates that are reset anywhere from 7 to 35 days.
These investments are available to fund current operations or to
provide funding in accordance with CH Energy Group’s strategy
to redeploy equity into its subsidiaries. Due to the nature of these
securities with regard to their interest reset periods, the aggregate
carrying value approximates their fair value, thereby not impacting
shareholders equity with regard to unrealized gains and losses. The
aggregate fair value of these short-term investments was zero at
December 31, 2008 and $3.5 million at December 31, 2007. Cash 109
flows from the purchases and liquidation of these investments are
reported separately as investing activities in CH Energy Group’s
Consolidated Statement of Cash Flows.

Expected Maturity Date (Dollars In Thousands)

2009 2010 2011 2012 2013 Thereafter Total Fair Value
December 31, 2008
Fixed Rate: $ 20,000 $ 24,000 $ - $ 36,000 $ 30,000 $ 208,044 $ 318,044 $ 296,086
Estimated Effective
Interest Rate 6.06% 4.38% - % 6.71% 6.92% 5.79% 5.91%
Variable Rate: $ - $ - $ - - $ - $ 115850 $ 115,850 $ 115,850
Estimated Effective
Interest Rate 4.10% 4.10%
Total Debt OUtStANAING .......cecveverierierierierieeeeeeteeeee e $ 433,894 $ 411,936
Estimated Effective Interest Rate ...........ccoeeevveiiiiiiiiieeeiiiceeeeeeee, 5.43%
2008 2009 2010 2011 2012 Thereafter Total Fair Value
December 31, 2007
Fixed Rate: $ - $ 20,000 $24,000 $ - $ 36,000 $ 208,042 $ 288,042 $ 287,308
Estimated Effective
Interest Rate - % 6.07% 4.38 % - % 6.64 % 5.48% 6.30%
Variable Rate: $ - $ - $ - - $ - $ 115850 $ 115850 $ 115,850
Estimated Effective
Interest Rate 3.69 % 3.69%
Total Debt OUtStaANAiNg ........ccceerierirveieriieiereiereeeeeeese e eeeereenens $ 403,892 $ 403,158

Estimated Effective Interest Rate ..........ccccoeevieiieiiiiieiieciecieieeiens

5.49%
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED) - CH ENERGY GROUP

Selected financial data for each quarterly period within 2008 and 2007 are presented below:

Earnings Per
Average Share

Operating Operating of Common Stock
Revenues Income Net Income (Diluted) Outstanding
Quarter Ended: (In Thousands) (Dollars)
2008
MArCh 31 oo $ 409,792 $ 35,958 $ 19,301 $ 1.22
313,652 7,954 1,670 0.11
September 30 300,787 9,378 2,885 0.18
December 31 308,620 25,416 11,225 0.71
2007
MATCh 31 oo $ 343,378 $ 37,405 $ 21,698 $ 137
June 30 .............. 270,983 10,065 5,189 0.33
September 30 260,116 10,640 4,329 0.27
December 31 322,280 21,158 11,420 0.73

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED) - CENTRAL HUDSON

Selected financial data for each quarterly period within 2008 and 2007 are presented below:

Operating
Income

Income
Available for
Common Stock

Operating
Revenues
Quarter Ended:
2008
MaArCh 31 .o $ 220,033
June 30 .............. 190,119
September 30..... 200,774
DeCemMDET 31 ..o 186,781
2007
MaArCh 31 .o $ 215,866
190,687
September 30.......ccoeviiiiininireeeee e 189,571

DeCemMDET 31 ... 186,164

(In Thousands)

$ 24,710
11,680
15,691
15,263

$ 26,035
11,799
15,201
18,371

$ 11,505
3,949
5,885
4,929

$ 13,129
5,020
5,863
8,454



ScHEDULE I - CONDENSED FINANCIAL INFORMATION - CH ENERGY GROUP -

(PArReNT CoOmpPANY ONLY)

STATEMENT OF INCOME
(In Thousands, except per share amounts)

Business develOpPmMEeNt COSES.........c.emitriiririirieieicniee ettt
TNEEIEST INCOMIE ...ttt ettt ettt et
Other income (dedUCtIONS)......ccuviiiiiieiieeciie et ee ettt ettt eae e eeaeeeeane s
Income before equity in earnings of subsidiaries and income taxes
Equity in earnings of SUDSIAIATIEs ........coeverueiieiiiiniiiiieeetcceccrccse e
Income before INCOME tAXES .....eeueruieuieiiiiiiiiiiieeeeeeeee e
Income taxes ......ccoceeveevveeieniennenne.
Net Income

Common Stock:
Average shares outstanding

STATEMENT OF CASH FLOWS
(In Thousands)

Operating Activities:
INEEINCOME ...ttt
Equity in earnings of subsidiary cCOmpanies ..........c..ceceeeeeeiererienenienienenne
Changes in current assets and liabilities:
Cash dividends received from subsidiaries....
AcCrued taXes....ooeerrerieenieeieeieeeereee e
OLhET = MET ..ttt ettt sbe e eae
Net cash flows provided by operating aCtivities ..........ccceererereeierienierenenennens

Investing Activities:
Investment in SUDSIAIATICS . ......cc.uieriieiiieeiie ettt
Purchase of short-term inveStments.............cooveeeivieeeieeeveeeieee e e eeree s
Proceeds from sale of short-term investments ............cccccceeveevvieeieeeineeenns
Other investment activity
Net cash flows provided by/(used in) investing activities .........ccceeueveererereennene

Financing Activities:
Cash dividends on common shares.........
Net cash flows used in financing activities

Net change in cash and cash equivalents ..........ccccceeveninvininiieiieneneiencncnene
Cash and cash equivalents - beginning of the year...
Cash and cash equivalents - end of the year ...........ccccceveininninennineiiceee

For the Year ended December 31,

2008 2007 2006
$ (1,589) $ (1,451) $  (904)
4,543 6,045 5,895
(185) (93) 410
2,769 4,501 5,401
32,859 38,275 39,064
35,628 42,776 44,465
547 140 1,381
$ 35,081 $ 42,636 $ 43,084
15,768 15,762 15,762
15,805 15,779 15,779
$ 2.22 $ 2.70 $ 273
$ 2.22 $ 2.70 $ 273
$ 2.16 $ 2.16 $ 216
For the Year ended December 31,
2008 2007 2006
$ 35,081 $ 42,636 $ 43,084
(32,859) (38,275) (39,064)
3,250 18,500 10,850
3,001 (2,999) 1,301
453 539 (1,158)
8,926 20,401 15,013
29,854 (40,060) (4,206)
- (69,293) (36,206)
3,545 108,359 35,696
(75) - 765
33,324 (994) (3,951)
(34,081) (34,046) (34,046)
(34,081) (34,046) (34,046)
8,169 (14,639) (22,984)
3,160 17,799 40,783
$ 11,329 $ 3,160 $ 17,799

ST



ScHEDULE T - CONDENSED FINANCIAL INFORMATION - CH ENERGY GROUP -
(PARENT ComPANY ONLY)

BALANCE SHEET

(In Thousands) December 31, 2008 December 31, 2007
ASSETS
Current Assets
Cash and cash equivalents ...........coceeieiieieiieee e $ 11,329 $ 3,160
Short-term investments - available-for-sale securities .............cccccveeeuveennne - 3,545
Prepayments .......ccocoveereinieieenieinicenencce e et 266 108
Accounts receivable from subsidiaries..........ooovvviiviiveeeeiiiieeeeieee e, 775 4,162
ORI ..ttt et ettt teeteeteeaae s e enneeaeens 13 18
Total CUITENt ASSELS...vvviieeiiieeeeeieieeeeiieeeeeere e eeetree e eeereeeeeeerreeeeenannes 12,383 10,993
Other Assets
Investments in SUDSIAIAIIES ........cccuveieeeeieiee e et 520,150 521,519
Total Other Assets............. 520,150 521,519
TOLAL ASSEES . veveeeeeeeeeeeeeee et eeee et eeeeeeeeeeeeeeeeeeeeeseseeeeseseeaen $ 532,533 $ 532,512
CAPITALIZATION AND LIABILITIES
Capitalization
COMMON STOCK ......eiiiuriietieectie et ettt et e e et et e eae e et e eeareeereeeaeeen $ 1,686 $ 1,686
Paid-in capital.......cccooiiiiiiiiiiini e 350,873 351,230
Retained arnings ........cccecuevverierinininiiieieieicteeteeeee et 216,634 215,639
TTEASUTY SLOCK ..eviiiiiiieiiieiteett ettt (45,386) (46,252)
Accumulated other comprehensive iNCOME.........coeeueeueeeeieierienerenenenne 55 1,173
Capital SLOCK EXPEINSE ....evvemiiriiiiriiriiiiieiieitetetenteete ettt (328) (328)
Total CapitaliZation .........cc.eeuieuieieieieieieneeieeeeeee et 523,534 523,148
Current Liabilities
Dividends payable ..........cceoerinininiiiiiiie e 8,523 8,518
Accounts payable..........ccciiiiiiiiiiiiii e 36 12
Accrued taxes ......cccoeeveeeveeennn. 440 834
Total Current Liabilities 8,999 9,364
Total Capitalization and Liabilities ...........cccceeveverererenenene $ 532,533 $ 532,512

NOTES TO CONDENSED FINANCIAL STATEMENTS
NOTE 1 Basis Of Presentation

CH Energy Group (Parent Company only) has accounted for wholly owned subsidiaries using the equity method. These financial statements
are presented on a condensed basis. Additional disclosures relating to the parent company financial statements are included under the combined
notes to our financial statements under Part II, Item 8, of this report.

ScuepULE IT - Reserves - CH ENErRGY GROUP
(In Thousands)

Payments
Balance at Charged and Other
Beginning to Cost Charged to Reductions Balance at
Description of Period and Expenses ~ Other Accounts  to Reserves  End of Period

YEAR ENDED DECEMBER 31, 2008

Operating Reserves $ 5212 $ 1,834 $ 165 $ 2,056 $ 5,155

Reserve for Uncollectible Accounts $ 4,829 $ 12,470 $ - $ 8,433 $ 83l6
YEAR ENDED DECEMBER 31, 2007

Operating Reserves $ 4,906 $ 1,879 $ 65 $ 1,638 $ 5212

Reserve for Uncollectible Accounts $ 5,761 $ 5853 $ - $ 6,785 $ 4,829
YEAR ENDED DECEMBER 31, 2006

Operating Reserves $ 6216 $ 45 $ 32 $ 1,387 $ 4,906

Reserve for Uncollectible Accounts $ 4,588 $ 5,675 $ - $ 4,502 $ 5,761
ScHEDULE II - RESERVES - CENTRAL HUDSON
(In Thousands)
YEAR ENDED DECEMBER 31, 2008

Operating Reserves $ 4,243 $ 921 $ 165 $ 1,431 $ 3,898

Reserve for Uncollectible Accounts $ 2,761 $ 7,892 $ - $ 6,653 $ 4,000
YEAR ENDED DECEMBER 31, 2007

Operating Reserves $ 3,936 $ 991 $ 65 $ 749 $ 4,243

Reserve for Uncollectible Accounts $ 3,800 $ 4,850 $ - $ 5,889 $ 2,761
YEAR ENDED DECEMBER 31, 2006

Operating Reserves $ 5,137 $ (475 $ 32 $ 758 $ 3,936

Reserve for Uncollectible Accounts $ 3,400 $ 4435 $ - $ 4,035 $ 3,800




ITEM 9 CHANGES IN AND
DisAGREEMENTS WITH
ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

ITEM 9A CoNTROLS AND
PROCEDURES

The Chief Executive Officer and Chief Finan-
cial Officer of CH Energy Group and Central Hudson
evaluated the effectiveness of the disclosure controls
and procedures (as defined in Rule 13a-15(e) under the
Securities Exchange Act of 1934, as amended) as of the
end of the period covered by this Annual Report on Form
10-K and based on the evaluation, concluded that, as of
the end of the period covered by this Annual Report on
Form 10-K, the Corporations’ controls and procedures
are effective.

There was one significant change to the Regis-
trants’ internal control over financial reporting that
occurred during the Registrants’ last fiscal quarter. In
October 2008, Griffith completed the implementation of
a new general ledger software application. The general
computer controls and business controls related to this
application were tested and determined to be designed
and operating effectively.

For additional discussion, see the Report of Inde-
pendent Registered Public Accounting Firm and the Re-
port of Management on Internal Control Over Financial
Reporting included in this 10-K Annual Report.

ITEM 9B OTHER INFORMATION

None.

PART II1

ITEM 10 DIRECTORS AND
ExecuTive OFFICERS OF
CH EnerGcY GRrROUP

Other information required hereunder for Directors
and executive officers of CH Energy Group is incorpo-
rated by reference to the CH Energy Group’s definitive
proxy statement (‘“Proxy Statement”), which will be filed
with the SEC.

The information on those Directors of CH Energy
Group standing for election by shareholders at the An-
nual Meeting of Shareholders to be held on April 28,
2009, is incorporated by reference to the caption “Elec-
tion of Directors” in the Proxy Statement.

The information on the executive officers of CH
Energy Group required hereunder is incorporated by ref-
erence to Item 1 - “Business” of this 10-K Annual Report
under the caption “Executive Officers.”

CH Energy Group has adopted a Code of Business
Conduct and Ethics (“Code”). Section II of the Code, in
accordance with Section 406 of the Sarbanes-Oxley Act
and Item 406 of Regulation S-K, constitutes CH Energy
Group’s Code of Ethics for Senior Financial Officers.
This section, in conjunction with the remainder of the
Code, is intended to promote honest and ethical conduct,
full and accurate reporting, and compliance with laws as
well as other matters. A copy of the Code is available on
CH Energy Group’s Internet website at www.CHEnergy-
Group.com.

If CH Energy Group’s Board of Directors materially
amends or grants any waivers to Section II of the Code
relating to issues concerning the need to resolve ethically
any actual or apparent conflicts of interest, and to comply
with all generally accepted accounting principles, laws
and regulations designed to produce full, fair, accurate,
timely, and understandable disclosure in CH Energy
Group’s periodic reports filed with the SEC, CH Energy
Group will post such information on its Internet website
at www.CHEnergyGroup.com.

CH Energy Group’s governance guidelines, Code,
and the charters of its Audit, Compensation, Governance
and Nominating, and Strategy and Finance Committees
are available on CH Energy Group’s Internet website at
www.CHEnergyGroup.com.

The governance guidelines, the Code, and the char-
ters may also be obtained by writing to the Corporate
Secretary, CH Energy Group, Inc., 284 South Avenue,
Poughkeepsie, New York 12601-4839.

ITEM 11 Executivi COMPEN-
SATION

The information required hereunder for Directors
and executive officers of CH Energy Group is incorpo-
rated by reference to the section captioned “Executive
Compensation” of the Proxy Statement.

e
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ITEM 12 Security OWNERSHIP OF CERTAIN BENEFICIAL OWNERS
AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

Equity-Based Compensation Plan Information

The following table sets forth information concerning CH Energy Group’s compensation plans (including indi-
vidual compensation arrangements) as of December 31, 2008, under which equity securities of CH Energy Group are
authorized for issuance: Number of securities remaining

available for future issuance
Number of securities to  Weighted average exer- ~ under equity-based compensa-
be issued upon exercise  cise price of outstand-  tion plans (excluding securities

of outstanding options,  ing options, warrants reflected in column (a))
Plan Category warrants and rights (a) and rights (b) (©)
Equity compensation plans
approved by security holders 40,300 $ 46.05 212,420@

Equity compensation plans
not approved by security holders - - -

Total 40,300 $ 46.05 212,420

(' This includes only stock options granted under the 2000 Plan.
@ Pertains to the 2006 Plan only, and excludes 75,480 performance shares and 12,100 restricted shares granted under the 2006 Plan
through December 31, 2008. Effective April 25, 2006, securities can no longer be issued under the 2000 Plan.

The information required hereunder regarding equity ownership in CH Energy Group by its Directors and execu-
tive officers is incorporated by reference to the section captioned “Beneficial Ownership” of the Proxy Statement.

ITEM 13 CErRTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND
DIRECTOR INDEPENDENCE
See Note 1 - “Summary of Significant Accounting Policies” under the caption “Related Party Transactions.” The

information required hereunder regarding Director independence is incorporated by reference to the section captioned
“Director Independence” of the Proxy Statement.

ITEM 14 PrINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item regarding CH Energy Group’s Audit Committee’s policies and procedures
and annual fees rendered to CH Energy Group’s principal accountants is incorporated by reference to the Report of the
Audit Committee and to the caption “Principal Accountant Fees and Services,” both of which are included in the Proxy
Statement.

The following information is provided for Central Hudson:

PRINCIPAL ACCOUNTANT FEES AND SERVICES

PricewaterhouseCoopers LLP

2008 2007
Audit Fees $ 758,441 $ 735,138
Tax Fees
Includes review of federal and state income tax returns and tax research 14,200 11,800
All Other Fees
Includes software licensing fee for accounting research tool 750 1,500
TOTAL $ 773,391 $ 748,438

PART IV

ITEM 15 Exnaisrts AND FINANCIAL
STATEMENTS SCHEDULES Supplementary Data” of this 10-K Annual Report and

(a) Documents filed as part of this 10-K Annual reference is made thereto.

Report 3. Exhibits

1. and 2. All Financial Statements and Financial
Statement Schedules filed as part of this 10-K Annual
Report are included in Item 8 - “Financial Statements and

Incorporated herein by reference to the Exhibit Index
for this 10-K Annual Report, which is located immedi-
ately after the signature pages to this report.



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, CH Energy Group, Inc. and Central Hudson
Gas & Electric Corporation have duly caused this 10-K Annual Report to be signed on its behalf by the undersigned, thereunto duly autho-
rized.

CH ENERGY GROUP, INC. CENTRAL HUDSON
GAS & ELECTRIC CORPORATION

vy e U Tt~ br_ T U Toit

Steven V. Lant Steven V. Lant
Chairman of the Board, President and Chairman of the Board and Chief Executive Officer
Chief Executive Officer

Dated: February 10, 2009 Dated: February 10, 2009

Pursuant to the requirements of the Securities Exchange Act of 1934, this 10-K Annual Report has been signed below by the following
persons on behalf of CH Energy Group, Inc. and Central Hudson Gas & Electric Corporation and in the capacities and on the date indicated:

Signature Title Date

(a) Principal Executive Officer or Officers: Chairman of the Board, President and Chief Executive Officer of
CH Energy Group, Inc. and Chairman of the Board and Chief

%‘e« [/ %,d“ Executive Officer of Central Hudson Gas & Electric Corporation February 10, 2009

(S}éven V. Lant) 4
(b) Principal Accounting Officer: Vice President - Accounting and Controller of CH Energy Group, Inc.;
Controller of Central Hudson Gas & Electric Corporation February 10, 2009
\{\\/ NN ()?\*
(Kimberly J. Wright)
(c) Principal Financial Officer: Executive Vice President and Chief Financial Officer of CH Energy
Group, Inc. and Central Hudson Gas & Electric Corporation February 10, 2009

QOWJ WM H '(Zd,ﬂmgi

(Christopher M. Capone)

(d) A majority of Directors of CH Energy Group, Inc.:

Steven V. Lant*, Margarita K. Dilley*, Steven M. Fetter*, Stanley J. Grubel*, Manuel J. Iraola*, E. Michel Kruse*,
Jeffrey D. Tranen*, and Ernest R. Verebelyi*, Directors

A U Lot

(§‘{even V. Lant) v February 10, 2009

(e) A majority of Directors of Central Hudson Gas & Electric Corporation:

Steven V. Lant*, Christopher M. Capone*, Joseph J. DeVirgilio, Jr.*, and Carl E. Meyer*, Directors

e V. Lot

(St\éven V. Lant) February 10, 2009

*  Steven V. Lant, by signing his name hereto, does thereby sign this document for himself and on behalf of the persons named above after whose printed name
an asterisk appears, pursuant to powers of attorney duly executed by such persons and filed with the United States Securities and Exchange Commission as
Exhibit 24 hereof.
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CERTIFICATIONS

Exhibit 31.1
I, Steven V. Lant, certify that:

1. I have reviewed this annual report on Form 10-K of CH Energy Group, Inc. and Central Hudson Gas & Electric
Corporation (collectively the “Registrants”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the Registrants as of, and
for, the periods presented in this report;

4. The Registrants’ other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrants and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the Registrants, including their
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial report-
ing to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢) Evaluated the effectiveness of the Registrants’ disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d) Disclosed in this report any change in the Registrants’ internal control over financial reporting that occurred
during the Registrants’ most recent fiscal quarter (the Registrants’ fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the Registrants’ internal control
over financial reporting; and

5. The Registrants’ other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Registrants’ auditors and the audit committee of the Registrants’ boards of direc-
tors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Registrants’ ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the Registrants’ internal control over financial reporting.

e V. Foit-

Steven V. Lant

Chairman of the Board, President and
Chief Executive Officer

of CH Energy Group, Inc.

e V. Fni~

Steven V. Lant
Chairman of the Board and Chief Executive Officer
of Central Hudson Gas & Electric Corporation

Date: February 10, 2009




CERTIFICATIONS

Exhibit 31.2
I, Christopher M. Capone, certify that:

1. I have reviewed this annual report on Form 10-K of CH Energy Group, Inc. and Central Hudson Gas & Electric
Corporation (collectively the “Registrants”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the Registrants as of, and
for, the periods presented in this report;

4. The Registrants’ other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrants and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the Registrants, including their
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial report-
ing to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally ac-
cepted accounting principles;

c¢) Evaluated the effectiveness of the Registrants’ disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d) Disclosed in this report any change in the Registrants’ internal control over financial reporting that occurred
during the Registrants’ most recent fiscal quarter (the Registrants’ fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the Registrants’ internal control
over financial reporting; and

5. The Registrants’ other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Registrants’ auditors and the audit committee of the Registrants’ boards of direc-
tors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Registrants’ ability to record, process,

summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the Registrants’ internal control over financial reporting.

Date: February 10, 2009

0 OL(,Q {ZP(M 3 (ld‘,,ﬂ ML

Christopher M. Capone
Executive Vice President and Chief Financial Officer
of CH Energy Group, Inc.

QOWJ W/(‘W u 'ai/ﬁma,

Christopher M. Capone
Executive Vice President and Chief Financial Officer
of Central Hudson Gas & Electric Corporation
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CERTIFICATIONS

Exhibit 32.1

I, Steven V. Lant, do hereby certify in accordance with 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

1. The Annual Report on Form 10-K of CH Energy Group, Inc. and Central Hudson Gas & Electric Corporation
(the “Companies”) for the period ended December 31, 2008 (the “Annual Report”) fully complies with the require-
ments of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 780(d)); and

2. The information contained in the Annual Report fairly presents, in all material respects, the financial condi-
tion and results of operations of the Companies.

Date: February 10, 2009

e V. Gt

Steven V. Lant

Chairman of the Board, President and
Chief Executive Officer

of CH Energy Group, Inc.

e V. it

Steven V. Lant
Chairman of the Board and Chief Executive Officer
of Central Hudson Gas & Electric Corporation




CERTIFICATIONS

Exhibit 32.2

1, Christopher M. Capone, do hereby certify in accordance with 18 U.S.C. 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that:

1. The Annual Report on Form 10-K of CH Energy Group, Inc. and Central Hudson Gas & Electric Corporation
(the “Companies”) for the period ended December 31, 2008 (the “Annual Report”) fully complies with the require-
ments of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 780(d)); and

2. The information contained in the Annual Report fairly presents, in all material respects, the financial condi-

tion and results of operations of the Companies.

Date: February 10, 2009

CO&.(,L\) W(Qf/i M 'Cd/ﬂWLL_

Christopher M. Capone
Executive Vice President and Chief Financial Officer
of CH Energy Group, Inc.

COWJ JW(W u (Z dﬂ ('

Christopher M. Capone
Executive Vice President and Chief Financial Officer
of Central Hudson Gas & Electric Corporation

o



OFFICERS OF THE CORPORATION

Steven V. Lant Donna S. Doyle
Chairman of the Board, President & Chief Executive Vice President (retired on December 31, 2008)
Officer, Director

Denise Doring VanBuren
Carl E. Meyer Vice President - Public Affairs & Energy Efficiency
Executive Vice President

Stacey A. Renner

Joseph J. DeVirgilio, Jr. Treasurer

Executive Vice President - Corporate Services

& Administration John E. Gould
Secretary

Christopher M. Capone
Executive Vice President & Chief Financial Officer Joseph B. Koczko

Assistant Secretary
Kimberly J. Wright
Vice President - Accounting & Controller

CORPORATE QFFICERS AND DIRECTORS

OF THE SUBSIDIARIES OF CH ENERGY GROUP

Central Hudson Gas & Electric Corporation

Steven V. Lant Denise Doring VanBuren
Chairman of the Board & Chief Executive Officer, Director Vice President - Public Affairs & Energy Efficiency
Carl E. Meyer Thomas C. Brocks
President & Chief Operating Officer, Director Vice President - Human Resources
120 Christopher M. Capone Paul E. Haering
Executive Vice President & Chief Financial Officer, Director Vice President - Engineering & Environmental Affairs
Joseph J. DeV|rg|I|O, Jr. Stacey A. Renner
Executive Vice President - Corporate Services Treasurer

& Administration, Director
. Kimberly J. Wright
Charles A. Freni Controller
Senior Vice President - Customer Services
John E. Gould

Donna S. Doyle Secretary
Vice President - Accounting (retired on December 31, 2008)

. Joseph B. Koczko
Michael L. Mosher Assistant Secretary
Vice President - Regulatory Affairs

Central Hudson Enterprises Corporation

Steven V. Lant Arthur R. Upright
Chairman of the Board, President & Chief Executive Director
Officer, Director

Stacey A. Renner
Christopher M. Capone Treasurer
Chief Financial Officer, Director

Ron H. Flax-Davidson
Donna S. Doyle Vice President - Business Development
Director (retired on December 31, 2008)

John E. Gould
Joseph J. DeVirgilio, Jr. Secretary & Assistant Treasurer
Executive Vice President, Director

Joseph B. Koczko
W. Randolph Groft Assistant Secretary
Executive Vice President, Director



Standing: Steven M. Fetter, Stanley J. Grubel, Ernest R. Verebelyi, Jeffrey D. Tranen, Manuel J. Iraola,
Seated: Margarita K. Dilley, Steven V. Lant and E. Michel Kruse.

Steven V. Lant Poughkeepsie, NY
Chairman of the Board, President and C.E.O.; Member
of the Strategy & Finance Committee; Joined Board in
2002.

Margarita K. Dilley Washington, DC
Former Vice President & C.F.O., Astrolink International
LLC; Chair of the Audit Committee and member of the
Compensation Committee; Joined Board in 2004.

Steven M. Fetter Henderson, NV
President, Regulation UnFettered; Former Chairman,
Michigan Public Service Commission; Lead
Independent Director; Chair of the Governance &
Nominating Committee and member of the Audit
Committee; Joined Board in 2002.

Stanley J. Grubel Irvington, NY
Former C.E.O., MiCRUS; Chair of the Compensation
Committee and member of the Governance and
Nominating Committee; Joined Board in 1999.

Manuel J. Iraola Coral Gables, FL
Chairman, President and C.E.O., The Aloaris Group;
Former President, Phelps Dodge Industries; Member
of the Strategy and Finance Committee and the
Compensation Committee; Joined Board in 2006.

E. Michel Kruse Amelia Island, FL
Former Vice Chairman & C.F.O., The Chase Manhattan
Corp.; Chair of the Strategy & Finance Committee and

member of the Audit Committee; Joined Board in 2002.

Jeffrey D. Tranen New York City, NY
Senior Vice President, Compass Lexecon; Former
President of New England Power Company and former
President and C.E.O. of California 1.S.0; Member of
the Audit Committee and the Strategy & Finance
Committee; Joined Board in 2004.

Ernest R. Verebelyi Ponte Vedra Beach, FL
Non-Executive Chairman, Columbus McKinnon Corp;
Former President - Americas, Terex Corp.; Member of
the Governance and Nominating and the Compensation
Committees; Joined Board in 2006.
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