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I ndependent Auditors Report

Board of Directorsand
Members of ISO New England Lnc:

We have audited the Statements of Financial Position of ISO New England Inc. (the Company) as of
December 31,2006, and the related Statements of Activitiesand Cash Flowsfor the year then ended.
Thesefinancial statementsare the responsibility of the Company's management. Our responsibilityisto
express an opinion on thesefinancial statements based on our audit. The accompanyingfinancial
statements of the Company as of and for the year ended December 31,2005 were audited by other auditors
whosereport thereon, dated March 16,2006, expressed an unqualified opinion on those statements.

We conducted our audit in accordancewith auditing standards generally acceptablein the United States of
America. Those standards requirethat we plan and perform the audit to obtai n reasonabl e assurance about
whether thefinancia statementsare free from material misstatement. An audit includes consideration of
internal control over financial reporting as a basisfor designing audit proceduresthat are appropriatein the
circumstances but not for the purpose of expressing an opinion on the effectivenessof the Company's
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on atest basis, evidence supporting the amounts and disclosuresin thefinancial statements,
assessing the accounting principlesused and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believethat our audit provides a reasonable
basisfor our opinion.

In our opinion, the 2006 financial statement referred to above present fairly, in al material respects, the

financia position of ISO New England Inc. as of December 31,2006, and the resultsof its operationsand
cash flowsfor the year then ended, in conformity with U.S. generally accepted accounting principles.

KPMe LLP

March 15,2007

KPMG LLP, a U S. limited liability partnership, 1s the U.S.
member firm of KPMG International, a Swiss cooperative



ISO New England Inc.
Statements of Financial Position
For Years Ended December 31,2006 and 2005

2006 2005
(I'n thousands)
Assets
Current assets:
Cash and cash equivalents $ 6,705 § 138,927
Security deposits 194,474 144,281
Unbilledreceivable, net 18,488 21,486
Prepaid expenses 895 636
Restricted cash on deposit 26,416 91,699
Noncurrent assets:
Property and equipment in-service, net (Note 3) 76,193 33,088
Work in process(Note 3) 17,491 45,586
Deferred charges(Note 1) 151 297
Swap asset (Note 4) - 53
Regulatory asset (Note 1) 1,309 1,956
Total assets $ 342,122 § 478,009
Liabilitiesand Net Assets
Current liabilities:
Accounts payable:
Settlement, net $ 2999 $ 133,114
Administration 10,827 9,335
Deposits payable 196,177 145,134
Interest payable 1,143 1,081
Revolving credit (Note 4) 7,182 1,968
Accrued compensation 9,813 9,022
Minimum pension liability (Note5) 1,956
Regulatory liability (Note 1) - 53
Deferredincome - current 5,305 4,547
Restricted cash on deposit payable 21,553 67,176
Term |oan payable-current (Note 4) 3,988 13,833
Long-termliabilities:
Deferred income, net of current portion - 3,667
Term loan, net of current portion (Note 4) 83,135 87,123
Total liabilities 342,122 478,009
Unrestricted net assets - -
Total liabilitiesand net assets $ 342,122 $ 478,009

The accompanying notes are anintegral part of thesefinancial statements.



ISO New England Inc.
Statements of Activities

For Years Ended December 31,2006 and 2005

2006 2005
(In thousands)

Changesin unrestricted net assets:

Revenues(Note 1):
ISO tariff revenues $ 112485 $ 122,327
I nterest income 2,231 1,567
Feesand services 222 527
Total unrestricted revenues 114,938 124,421
Expenses:
Generad and administrative:
Salaries and benefits 54,057 50,947
Professional and consultants 14,660 17,400
Rentsand leases 1,071 1,077
Computer services 4,379 4,064
Degpreciation and amortization expense 24,012 38,921
Lossonimpaired asset (Note 3) 3,530 -
Communication expense 1,693 1,578
Insurance expense 1,759 1,785
NPCC Dues 1,427 1,399
Interest expense 3,029 2,458
Other 5,321 4,792
Total expenses 114,938 124,421

Changein unrestricted net assets
Unrestrictednet assets, beginning of year - :

Unrestricted net assets, end of year $ - $ -

The accompanying notes are an integral part of thesefinancial statements.
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ISO New England Inc.
Statements of Cash Flows
For Years Ended December 31,2006 and 2005

Cash flowsfrom operating activities:
Increasein unrestricted net assets
Adjustmentsto reconcilechange in unrestricted net assetsto
net cash provided by operating activities:
Depreciation and amortization expense
Lossonimpaired asset
Decrease/(increase) in accountsreceivable
(Increase) in prepaid expense
Decrease/(increase) in regul atory asset
Decreasein swap asset
(Decrease)/increase in accounts payable:
Settlement
Administration
(Decrease)/increase in minimum pension liability
(Decrease) regulatory liability
Increasein accrued compensation
Increasein interest payable
(Decrease) in deferred income

Net cash (used in)/provided by operatingactivities

Cash flowsfrominvesting activities:
Capital expenditures

Net cash used in investing activities

Cash flows from financingactivities:
(Increase) in security deposits
Decrease/(increase) in restricted cash on deposit
(Decrease)/increase in restricted cash on deposit payable
Increasein deposits payable
Repayment on termloan
Proceedsfrom tax-exempt bond financing
Net borrowingson working capital line

Net cash provided by financing activities
Net (decrease)/increase in cash and cash equivalents
Cash and cash equiva ents, beginning of year
Cash and cash equivalents, end of year

Supplemental data:
Aniountsincludedin Accounts Payable - Administration
related to work in process

Cash paid during the year for interest, net of interest capitalized

2006 2005
(In thousands)
$ - $ -
24,012 38,917
3,530 -
2,998 (339)
(259) (30)
647 (452)
53 103
(130,115) 106,963
1,000 (13)
(1,956) 452
(53) (103)
791 1,240
62 194
(2,909) (8,138)
(102,199) 138,794
(41,914) (41,223)
(41,914) (41,223)
(50,193) (76,638)
65,283 (73,925)
(45,623) 49,402
51,043 76,885
(13,833) (22,398)
- 45,500
5,214 1,968
11,891 794
(132,222) 98,365
138,927 40,562
$ 6,705 $ 138,927
$ 5,567 $ 5075
$ 3,612 $ 2,731

The accompanying notes are an integral part of these financial statements.
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ISO New England Inc.
Notes to Financial Statements

Summary of Significant AccountingPolicies

Description of Business

ISO New England Inc. (the"Company"” or "I SO") commenced operations on July 1, 1997 asthe
New England e ectric transmission independent system operator for the New England Power Pool
("NEPOOL") in compliancewith the requirementsof the Federal Energy Regul atory Commission
("FERC"). OnMay 1, 1999, the competitive market place openedin the ISO New England Inc.
control area. During the period from July 1997 through January 31,2005, the Company was
operating under the Interim ISO Agreement and administered NEPOOL's tariff.

On February 1,2005, the ISO becamethe Regional Transmission Organization (" RTO) for New
England, with enhanced responsibilities as the transmission provider for New England and new
governing documents (Transmission Operating Agreement, Partici pantsAgreement, Market
Participants Service Agreement, ISO New England Transmission, Marketsand ServicesTariff) in
place of the existing governing documents (the Interim ISO Agreement, NEPOOL Tariff).

Cash Equivalents

The Company considers cash on hand and short-termmarketable securitieswith original
maturitiesof three monthsor lessto be cash equivalents. The cash equivalentsat December 31,
2006 and 2005 were held in overnight repurchaseagreementsand also in direct and indirect
obligationsof the United States, with maturitiesof three monthsor less.

AccountsReceivableand AccountsPayable

In the course of bulk power transactions administered by the Company on behalf of the NEPOOL
Participants, amountsfor energy purchased and sold among Partici pantsbecome payable to and
receivable from such Participants. The Company summarizesand pricesthe energy transactions
each week and provides an invoice or remittanceadvice to each Participant that summarizesthe
amount either receivablefrom or payableto each Participant.

Accounts payable on the balance sheet are segregated between the amountsowed for energy
transactionsand transmission, for which the ISO functions as paying agent, which areincludedin
accounts payabl e settlement, net and for the administrative expensesincurred by the Company in
the course of operations. Thereferenceto ' settlement, net™ is used due to the nature of billing
and payment for the amounts owed for energy transactions and transmission markets, which
representsthe customer’s net amount due, |ess any amounts which may have been owed to them.

The net unbilled receivables, which have been determined asaresult of the settlement process,
include those amountsthat will be billed and included in the invoice or remittanceadviceto
Participantsin the next weekly invoiceissued. The net payablesand receivablesfor those energy
transactionsstated above are settled with the Participantsin the subsequent week.

Restricted Cash on Deposit

The balance of $26,400,000 and $91,700,000 at December 31,2006 and 2005, respectively,
recorded as Restricted Cash on Deposit representsthe Congestion Revenue Fund and Net
proceedsfrom tax-exempt bond financing. The balanceisoffset by liabilitieson the Statements
of Financial Position. Therestricted cash on deposit at December 31,2006 and 2005 were held in
overnight repurchase agreementsand asoin direct and indirect obligationsof the United States.
Additionaly, the net proceedsfrom the tax-exempt bond financing are held at cost. Thefair
market value as of December 31,2006 and 2005 was $26,400,000 and $91,700,000, respectively.



ISO New England Inc.
Notes to Financial Statements

Property and Equipmentin Serviceand Work in Process
Property and equipmentisstated at cost, net of accumulated depreciation.

The Company appliesthe provisions of Statement of Financial Accounting Standards No. 34,

" Capitaization of Interest Costs” ("FAS 34") and Statement of Financial Accounting Standards
No. 62, "' Capitalization of Interest Costsin situationsinvolving certain tax-exempt borrowings
and certain giftsand grants (""FAS 62”), an amendment of FASB Statement No. 34”, which
requiresthe Company to capitalize theinterest and fees associated with the borrowingsthat the
Company has entered into for the acquisition of assetsrelated to a project that has a material
effect on the Company's financial position.

In addition, the Company follows the provisionsof the Statement of Position 98-1, ** Accounting
for the Costsof Computer Service Software Development™ (*SOP 98-1") in capitalizing interna
software devel opment costs.

Depreciation

Depreciation is generally computed using straight-line methods over an estimated useful life
ranging from three yearsto twenty-fiveyears (computer hardware, softwareand accessories— 3
to 5 years, softwaredevelopment costs - 3 to 5 years, furniture and fixturesand machinery and
equipment — 7 years, building and leasehold/building improvements— 10 yearsor remaining life
of thelease, vehicles— 3 years; building - 25 years). Capitalizedinterest and feesisamortized
over the same useful life of the asset that it pertainsto. No depreciation isrecorded for assets
classified as work in process until the assetsare placed into service (Note 3).

DerivativePolicy

The Company followsthe provisionsof Statement of Financial Accounting StandardsNo. 133,

" Accounting for Derivative Instrumentsand Hedging Activities” ("FAS 133”), asamended by
FAS 138, in establishingits derivative policy. The policy statesthat the Company's Management
will make the determination with the approval of the Company's Audit and Finance Committeeto
enter into fixed interest rate swaps when the fixed interest rate offered at the timewill outweigh
therisk of leaving the borrowingsto fluctuationsin the market, taking into consideration the
length of the borrowing, the state of the economy and the direction in which the Management
team believesthe economy is moving.

Deferred Chargesand Regulatory Assetsand Liabilities

The Company appliesthe provisions of Statement of Financial Accounting StandardsNo. 71,

" Accounting for the Effects of Certain Typesof Regulation™ ("FAS 71°), whichrequires
regulated entities, in appropriate circumstances, to establishregulatory assetsor liabilities, and
thereby defer theincome statement impact of certain chargesor revenuesbecauseit i s probableto
be collected or refunded through future customer billings. The Company incurred pension cost
and the purchase of land located at Sullivan Road, which werenot includedin the 2003 and 2004
ISO Tariff rates, respectively. A portion of these costs, which were deferred, have been included
in the current year's ISO Tariff filing and therefore amortized. The remaining cost, also deferred,
will be collected in future tariff filings.



ISO New England Inc.
Notes to Financial Statements

Thefollowingtableisadetail of the deferred charges, regulatory assets and regulatory liability
balancesas presented in the Statements of Financial Position:

Deferred Charges 2006 2005
ITSPilot Program $ - $ 4,000
Pension costs - 142,000
Land located on Sullivan Road 151,000 151,000

$ 151,000 $ 297,000
Regulatory Assets 2006 2005
Projected 2006 over collection true-up $1,309,000 $

1,056,000

Minimum pension liability -
$ 1,309,000 $1,956,000

Regulatory Liability 2006 2005
Swap asset $ - $ 53,000

$ - $ 53,000
Income Taxes

The Company isan entity organized as a non-stock corporation under the General Corporation
Law, asamended, of the State of Delaware. In aletter dated November 10,2004 (the
"DeterminationLetter"), the Internal Revenue Service(the "IRS") determined (i) that the
Company is generally exempt from Federal incometax under Internal Revenue Code ("IRC")
Section 501(c)(3), and (ii) that contributionsto the Company are deductibleunder IRC Section
170. The Company isin itsadvance ruling period with respect to its status as a private
foundation or apublic charity. The Company'sadvanceruling period ends on December 31,
2008. Inthe IRS Determination L etter, the IRS stated that during the advance ruling period, the
Company will betreated asa public charity, and not as a private foundation. The Company must
submit IRS Form 8734 to the IRS by March 31,2009, so that the IRS can determinewhether the
Company has met the requirements of the applicablepublic charity support test during its
advance ruling period. If the Company does not meet the public support requirements, the IRS
will classify the Company as a private foundation for futuretax periods.

Security Deposits

The NEPOOL Participantsare required to comply with the Financial AssurancePolicy under
ISO’s Transmission, Markets & Services Tariff. Inthe case of non-investment grade rated
Participantsthat meet certain criteria, the Company's Financial Assurance Policy requiresthese
Participantsto put in place alternate formsof financial assurance. There are severa options
allowed under the Company's Financial AssurancePolicy for compliance, one of whichisto post
cash as collateral. The cash collateral depositsat December 31,2006 and 2005 were
approximately $194,474,000 and $144,281,000, respectively, and are recorded in deposits

payable.

Revenue Recognition

The Company recoversits operating and debt servicecosts pursuant to the ISO’s Transmission,
Markets & Services Tariff, which providesfor recovery of expensesthrough three schedules.
Scheduling, System Control and Dispatch Service (Schedulel), Energy AdministrationService
(Schedule 2) and Reliability Administration Service(Schedule 3) recover related coststhrough a
pre-approvedrate applied to each month's activity. Schedulesl, 2, and 3 are subject to true-up
through subsequent years' rates, and any over or under collectionis recorded as deferred charges
or deferred incomeand will be recovered under future Tariff filings.



ISO New England Inc.
Notes to Financial Statements

Deferred Income

Deferred income representsthe amount of the ISO Tariff for Schedules1, 2, and 3 that was
over/under collected from 2004 through 2006 and offsetsto the net fixed assets of the Company
that were purchased and placed in servicein 1997 and 1998. The over/under collection amount
of theISO Tariff will bereturnedto the Participantsthrough the true-up mechanism provided for
withinthe ISO Tariff. The pre-funded fixed asset deferred incomeis being amortizedto income
over thelife of the assetsat the rate depreciationisrecognized. The amortization of these assets
was complete at December 31,2005.

Concentrations
The Company's top 10 participantsrepresented approximately 52% or $55,900,000 and 54% or
$61,800,000in tariff revenuesfor the years ended 2006 and 2005, respectively.

Fair Valuesof Financial I nstruments
The carrying amountsreported in the Statementsof Financial Position for assetsand liabilities
approximate their fair values.

Useof Estimates

Generally accepted accounting principlesrequire management to make estimates and assumptions
that affect assetsand liabilities, contingent assets and liabilities, and revenues and expenses.
Actual resultscould differ from those estiniates.

Liquidity Information

In order to provide information about liquidity, assetshave been sequenced accordingto their
nearnessto conversionto cash, and liabilitieshave been sequenced accordingto the nearness of
thelr resulting use of cash.



ISO New England Inc.
Notes to Financial Statements

2.

Commitmentsand Contingencies

Capital Funding Tariff

The FERC accepted ISO's "capital funding tariff" ("CFT") filing for 2006 and 2005. These
filings support the ISO’s loan arrangementswith various banks and note holdersto fund the
capital and working capital requirementsof the Company.

L egal Proceedings

The Company is party to various|egal actionsincident to its business; however, management
believesthat no material awards against the Company will result from such proceedings.

Property and Equipment I n-Service, net and Work in Process

December 31,
2006 2005

Computer hardware, software and accessories $ 139,342,000  $ 108,692,000
Software development costs 30,354,000 24,938,000
Furnitureand fixtures 2,002,000 888,000
Machinery and equipment 59,000 59,000
Building and leasehold/building improvements 32,218,000 4,101,000
Capitalizedinterest and fees 6,000,000 4,325,000
Vehicles 10,000 85,000

209,985,000 143,088,000
Less: accumulated depreciationand amortization (133,792,000)  (110,000,000)
Property and equipment in-service, net $76,193,000 $ 33,088,000
Work in process(WIP) $17,491,000 $ 45,586,000

Cost representedin WIP includes phaseII of the building construction at the Main Control Center
which began in 2005 and anumber of new projectswhich began in 2006 such as Forward
Capacity Market, Information Retrieval, Oracle 10G Upgrade, EM S Upgrade and various other
market enhancement projectsthat have not been placed in serviceas of December 31,2006. In
accordancewith “FAS 34” and "FAS 62”, the associated interest cost, which was capitalized as
work in processat December 31,2006 and 2005 was $178,000 and $949,000, respectively. Of
the capitalizedinterestincluded in WIP for 2006, $13,000 has been carried over from 2005 and
$10,000 representsthe net of interest incomeand interest expense earned or paid, on the building
construction, which has been recorded in its entirety on the Statementsof Financial Position.

In 2006, the Company reached a settlement agreement with FERC and the Participantsin
NEPOOL to abandon Locational |nstalled Capacity Market (“LICAP”) in place of a Forward
Capacity Market. Theresult of this settlement necessitated the Company's disposal of assets
related to LICAP. Thisasset disposal resultedin aloss of $3,530,000 in 2006, and isreflectedin
"lossof impaired asset™ on the accompanying Statementsof Activities.



ISO New England Inc.
Notes to Financial Statements

4.

Credit Facilities

Revolving Credit Arrangement

In June 2004, the Company entered into a $15,000,000 revolving credit arrangement, of which
the outstanding balances at December 31,2006 and 2005 were $7,182,000 and $1,968,000,
respectively. Interest accrueson the revolving credit at aLondon Inter-bank Offering Rate
("LIBOR") of which the Company has the option of selecting the 30, 60, 90, or 180-day rate, plus
a.60% spread. Interest ispaid at the earlier of the selected LIBOR term or 30 days. The
arrangement expires July 1,2009 and any outstanding balance must be paid by this date. The
Company is charged an annual fee of .15% on the entire line of credit. For the years ended
December 31,2006 and 2005, the weighted average interest rate is approximately 5.83% and
4.50% respectively.

In June 2004, the Company also entered into a $4,000,000 revolving credit arrangement, which
was requested as aresult of the change in the billing policy under ISO’s Transmission, Markets &
Services Tariff to go from monthly billing to weekly billing. The outstanding balance at
December 31,2006 and 2005 was $0 for both years. This arrangement serves asaline of credit
to cover any potential payment defaults by a Participant. Interest accrues on the revolving credit
at aLondon Inter-bank Offering Rate ("LIBOR") of which the Company has the option of
selecting the 30, 60, 90, or 180-day rate, plusa.60% spread. Interestis paid at the earlier of the
selected LIBOR term or 30 days. The arrangement expires July 1,2009 and any unpaid balances
must be paid as of thisdate. The Company is charged an annual fee of .15% on the entire line of
credit. For the year ended December 31,2006 the weighted average interest rate is approximately
8.25%. There were no borrowings for the year ended December 31,2005.

Term Loan

The Company entered into a $20,000,000 term loan in 2003. Principal is payable monthly with
thefina repayment due in January 2007. Interest accrues on the $20,000,000 term loan at
LIBOR of which the Company has the option of selecting the 30, 60, 90, or 180-day rate, plusa
1.375% spread. The Company entered into a $43,000,000 term loan in 2001 and a $24,500,000
term |oan in 2003, of which both have been paid off as of December 31,2006. For the years
ended December 31,2006 and 2005, the weighted average floating interest rate is approximately
4.44% and 3.85%, respectively.

The Company has entered into interest rate exchange agreements (Swaps) to mitigate the interest
rate risks associated with its floating-rate term loans. On March 17,2003, the Company entered
into three interest rate exchange agreements, two of which were terminated in 2004, whereby the
Company pays at afixed interest rate for predetermined notional amounts as scheduled at the
time of execution of the agreements. On June 1,2006 the last interest rate Swap ended as a result
of the Company paying off the related term loan.

Swap
Notional Amount at time of execution $43,000,000
Notional Amount at December 31,2006 $0
Termination Date June 1,2006
Rate Paid 3.3750%
Rate Received LIBOR plus 1.375%

Thefair market value of the interest rate swap as of December 31,2006 and 2005 was $0 and
$53,000, respectively. Thefair market values are derived from proprietary models. The offset is
recorded asa liability on the Statements of Financial Position.



ISO New England Inc.
Notes to Financial Statements

Private Placement Debt Arrangement

In September 2004, the Company entered into a $39,000,000 private placement loan, which is
made up of ten year 5.60% senior notes. Payment is duein full on September 2,2014 with no
mandatory prepayments. Thisloan isincluded in termloan on the Statementsof Financial
Position.

Tax-Exempt Bond Financing

In February of 2005, the Company entered into tax exempt financing of $45,500,000in the form
of Multi-ModeV ariable Rate Civic Facility Revenue Bonds, which were issued by the

M assachusetts Development Finance Agency. The proceedsof the Bondswereloaned to the
Company, to assist in financing and refinancinga project located at the Main Control Center.
Principal payments are scheduled to begin May 2007 with the final repayment due on February 1,
2032. Interest accrueson the $45,500,000 tax exempt bonds, at a weekly variablerate based
upon the Bond Market Association'BMA™ Swap Index plus an average spread of 2 basis points.
For the yearsended December 31,2006 and 2005, the weighted averagefloatinginterest rateis
approximately 3.46% and 2.59%, respectively.

Thetotal outstanding debt at December 31,2006 and 2005 was $87,100,000 and $101,000,000,
respectively. Principal payments on the term loan, private placement debt, and tax-exempt bonds
are due annually asfollows:

2007 $ 3,988,000
2008 1,820,000
2009 1,820,000
2010 1,820,000
2011 1,820,000
Thereafter 75,855,000

$ 87,123,000

These credit agreementscontain both affirmative and negative covenants, the most restrictiveof
whichisthe maintenance of afinancial ratio related to revenue and expense plus debt service.
The Company wasin compliance with theseratiosat December 31,2006 and 2005.

Interest incurred on therevolvingcredit, the term loans, private placement debt, and tax-exempt
bonds for the years ended December 31,2006 and 2005 was approximately $3,834,000 and
$3,252,000, respectively. Interest capitalized from the term loansand private placement debt for
the yearsended December 31,2006 and 2005 was approximately $805,000 and $794,000,
respectively.



ISO New England Inc.
Notes to Financial Statements

5. Pension and Other EmployeeBenefits

The Company sponsorsdefined benefit pension and postretirement plans, which cover
substantially all union and nonunion employeesand provide retirement income, medical, dental
and lifeinsurance benefits.

The Company sponsorstwo defined benefit pension plans, which are funded solely by Company
contributions. Benefitsare determined based on yearsof service and average compensation.

The Company sponsorstwo defined benefit postretirement plans which provide medical, dental
and lifeinsurance benefitsfor union and nonunion eligible employeesand their beneficiaries.
The medical benefitsare contributory with participants’ contributions adjusted annually and
participants are responsiblefor deductibleand coinsurance amounts. Denta benefits are non-
contributory but participantsare responsiblefor deductible and coinsuranceamounts. Thelife
insurance benefits are noncontributory. The measurement date used to determine pension and
other postretirement benefit obligationsfor the pension plans and the postretirement benefit plan
is December 31.

Thefollowingtable setsforth the plans benefit obligations, fair value of the plans assets, and the
plans funded status:

Pension Benefits Other Postretirement Benefits
Y earsEnded December 31, Years Ended December 31,
2006 2005 2006 2005

Changein benefit obligation:

Benefit obligation at beginning of year $47,544,000 $40,336,000 $3,985,000 $3,337,000

Servicecost 3,329,000 2,910,000 577,000 498,000

Interest cost 2,618,000 2,338,000 226,000 186,000

Benefits paid (923,000) (696,000) (144,000) (73,000)

Plan participants contributions 19,000 8,000

Actuarial (gain) loss (565,000) 2,656,000 434,000 29,000

Benefit obligation at end of year 52,003,000 47,544,000 5,097,000 3,985,000
Changein plan assts:

Fair vaue of plan assetsat beginning

of year 35,247,000 29,847,000 4,075,000 3,359,000

Actua returnon plan assets 4,675,000 2,680,000 551,000 313,000

Employer contributions 3,764,000 3,416,000 565,000 468,000

Plan participants contributions 19,000 8,000

Benefits paid (923,000) (696,000 (144,000) (73,000)

Fair valueof plan assetsat end of year 42,763,000 35,247,000 5,066,000 4,075,000
Funded status (9,241,000) (12,297,000) (32,000 90,000
Unrecognizedtransition obligation 937,000 1,062,000 586,000 642,000
Unrecognizednet actuarial (gain) loss 8,275,000 11,204,000 (638,000) (865,000)
Unrecognizedprior service cost 29,000 31,000 84,000 133,000

Prepaid (accrued) benefit cost $ $ $ $



ISO New England Inc.
Notes to Financial Statements

Amountsrecognized in the Statements of Financial Position consist of:

Pension Benefits Other Benefits
12/31/2006 12/31/2005 12/31/2006 12/31/2005
(Accrued) benefit cost $ $(1,956,000)
Regulatory Assets - 1,956,000 - -

Net amount recognized - - -

The accumulated benefit obligation for all defined benefit pension planswas:

December 31,
2006 2005
Projected benefit obligation $52,003,000 $47,544,000
Accumulated benefit obligation $41,271,000 $37,210,000
Fair value of plan assets $42,763,000 $35,247,000

The Company was required to record an additional minimum pension liability for the year ended
December 31,2005 of $1,956,000 since the accumul ated benefit obligation exceeded the fair
value of the plan assetsa that date. The Company determined that the minimum pension liability
wasprobable of recovery through the ISO Tariff and recorded aregulatory asset in that amount as
of December 31,2005.

Asof December 31,2006, sincethe fair value of the plan assets exceeded the accumul ated benefit
obligation no minimum pension liability isrequired. Asaresult, the Company recognizeda
reductionin both the minimum pensionliability and the related regul atory asset.

The Company has not yet adopted the provision of Statement of Financia Accounting Standards
No. 158, Employers Accountingfor Defined Benefit Pension and Other Postretirement Plans
("FASB 158”). FASB 158 requiresthe booking of an asset, if the planisover funded or a
liability, if the plan is under funded, rather than disclosing the funded statusin anote to the
financia statements. The amount recorded i sthe differencebetween thefair value of plan assets
and the benefit obligation. FASB 158 is effectivefor the Company at the end of thefiscal year
ending after June 15,2007. The Company plans to adopt the provisionfor the year ended
December 31,2007.

Pension Benefits Other Postretirement Benefits
Y ear sended December 31, Y earsended December 31,
2006 2005 2006 2005
Componentsof net periodic benefit cost:
Servicecost $ 3,329,000 $ 2,910,000 $ 577,000 $ 498,000
Interest cost 2,618,000 2,338,000 225,000 185,000
Expected return on plan assets (2,756,000) (2,347,000 (320,000) (265,000)
Amortizationof transition obligation 125,000 125,000 56,000 56,000
Amortizationof net actuarial loss 445,000 388,000 - -
Amortizationof unrecognizedPrior Service Cost 2,000 2,000 51,000 51,000
Amortizationof unrecognized(gain)/loss (24,000) (57,000)
Net periodic benefit cost $ 3,763,000 $ 3,416,000 $ 565,000 $ 468,000

The primary economic assumptions used to valuetheseliabilitiesare summarized in the
following chart. These assumptions are selected as the measurement data based on prevailing
economic conditions.



ISO New England Inc.
Notes to Financial Statements

Weighted-average assumptions used to determine net periodic benefit cost for the following years

ended:
Pension Benefits Other Benefits
12/31/2006 12/31/2005 12/31/2006 12/31/2005

Discount rate 5.50% 5.75% 5.50% 5.75%
Expected long-term rate of return on plan assets 7.50% 7.50% 7.50% 7.50%
Rate of compensation increase 3.50% 3.50% 3.50% 3.50%
Health Care cost trend rates - initial 5.00% 7.00%
Health Care cost trend rates - ultimate 4.00% 4.00%
Ultimateyear 2007 2007

Weighted-average assumptionsused to determine benefit obligation for the following years

ended:
Pension Benefits Other Benefits
12/31/2006 12/31/2005 12/31/2006 12/31/2005
Discount Rate 5.75% 5.50% 5.75% 5.50%
Rate of compensation increase 3.50% 3.50% 3.50% 3.50%

A one percentagepoint changein the assumed health care cost trend rates would increasethe
Accumulated Post Retirement Benefit (APBO) as of December 31,2006 by approximately
$237,000 or decreasethe APBO by approximately $216,000. Additionally, a one percentage
point change in the assumed health care cost trend rates would increase or decrease the net post
retirement cost for 2006 by approximately $47,000 and $42,000, respectively.

ISO’s pension plan and postretirement benefit plan weighted-averageasset all ocationsand
expected returnsby asset category are asfollows:

Pension and Postr etirement Plan Assets

Target Per centageof Plan Weighted Average
Allocation Assetsat December 31 Expected Long-Term
2007 2006 2005 Rateof Return - 2007
Equity Securities 60% 60% 62% 5.20%
Debt Securities 40% 40% 38% 2.30%
Totd 100% 100% 100% 7.50%

The forward-looking estimatesof total return are generated through combined assessment of
current val uation measures, income, economic growth and inflation forecasts, and historical risk
premiums. The long-term bond forecast is derived from the expected long-termreturn of a
portfolioof corporate, government and highyield debt instruments. The equity forecastsare
based on thelong-termreal returnsof a portfolioof USlargecap, US small cap, international
developed markets and emerging marketsequity securities.

The Plan's investment portfolioisto beinvestedto provide benefitsfor qualified employees of
ISO New England Inc. Investmentsare to be compatiblewith theliquidity requirements
determined by the plan’s actuary. An optimal target alocation of 60140 between equitiesand
fixed incomeinvestmentsis to be kept with an allowance of fifteen percent (15%) over/under
deviation from the optimal allocationtarget.

The Company expectsto contribute $3,707,000 to its pension plan and $732,000 to its
postretirement benefit planin 2007.
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Thefollowing benefit payments, which reflect expected future service, as appropriate, are

expectedto be paid:
Pension Other
Benefits Benefits
2007 $ 897,000 $ 176,000
2008 1,004,000 190,000
2009 1,146,000 220,000
2010 1,329,000 305,000
2011 1,513,000 391,000
Y ears 2013-2016 11,767,000 3,346,000
Tota $17,656,000 $4,628,000

6. 401(k) Savings Plan:

The Company hasa 401(k) Retirement and Savings Plan open to substantially all employees.
This savingsplan providesfor employee contributions up to specified limits. The Company
matches employeecontributionsup to 3% of eligible compensation and providesa 50% match on
the next 2% of eligible compensation. The matching contributions for the Company were
$1,427,000 and $1,344,000for 2006 and 2005, respectively.

7. Leases

Thefollowingisascheduleby year of future minimum rental paymentsfor all noncancelable-
operating leases:

2007 $580,000
2008 42,000
Tota minimum lease payments $622,000

The Company currently housesits back-up facilitiesat a separatelocation for anomina annual
payment.

Additionally, the Company |eases office space in one other building. The additiona office space
isleased with an initial term of six yearswith an automatic month-to-month renewal option
ending on July 31,2007.

For fiscal years 2006 and 2005, actual rental paymentsfor operating |easeswere $944,000 and
$958,000, respectively.



