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Name of Respondent ;I't;is Report Is: | (Date of Rep)ort Year/Period of Report
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End of 2006/Q4
IS0 New England Inc. (2) []A Resubmission 12/31/2006 —

STATEMENT OF INCOME FOR THE YEAR (Continued)
9. Use page 122 for important notes regarding the statement of income for any account thereof.
10. Give concise explanations concerning unsettled rate proceedings where a contingency exists such that refunds of a material amount may need to be
made to the utility's customers or which may result in material refund to the utility with respect to power or gas purchases. State for each year effected
the gross revenues or costs to which the contingency relates and the tax effects together with an explanation of the major factors which affect the rights

and expense accounts.

this schedule.

of the utility to retain such revenues or recover amounts paid with respect to power or gas purchases.
11 Give concise explanations concerning significant amounts of any refunds made or received during the year resulting from settlement of any rate
proceeding affecting revenues received or costs incurred for power or gas purches, and a summary of the adjustments made to balance sheet, income,

12. If any notes appearing in the report to stokholders are applicable to the Statement of Income, such notes may be included at page 122.

13. Enter on page 122 a concise explanation of only those changes in accounting methods made during the year which had an effect on net income,
including the basis of allocations and apportionments from those used in the preceding year. Also, give the appropriate dollar effect of such changes.
14. Explain in a footnote if the previous year's/quarter's figures are different from that reported in prior reports.
15. If the columns are insufficient for reporting additional utility departments, supply the appropriate account titles report the information in a footnote to

ELECTRIC UTILITY

GAS UTILITY

OTHER UTILITY

Current Year to Date
(in dollars)

(9

82,542,213

Previous Year to Date
(in dollars)

(h)

81,580,742

Current Year to Date
(in dollars)

@)

Previous Year to Date
(in dollars)

0

(in dollars)

(k)

Current Year to Date

Line
No.

Previous Year to Date
(in dollars)

o

1,403,165

1,109,546

23,791,329

38,850,138

221,273

70,991

T
2
3
4
5
6
7
8
9

10

11

12

13

14

15

16

17

18

19

20

3,529,573

21

22

23

24

111,487,553

121,611,417

25

3,450,305

2,809,611

26
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DA Resubmission

STATEMENT OF INCOME FOR THE YEAR (continued)

Line
No.

Title of Account

(G

(Ref.)
Page No.

(b)

TOTAL

Current Year

©

Previous Year

)

Current 3 Months
Ended
Quarterly Only
No 4th Quarter
()

Prior 3 Months
Ended
Quarterly Only
No 4th Quarter
()

27

Net Utility Operating Income (Carried forward from page 114)

3,450,305

28

Other Income and Deductions

29

Other Income

30

Nonutilty Operating Income

31

Revenues From Merchandising, Jobbing and Contract Work (415)

2,809,611

32

(Less) Costs and Exp. of Merchandising, Job. & Contract Work (416)

33

Revenues From Nonutility Operations (417)

34

(Less) Expenses of Nonutility Operations (417.1)

35

Nonoperating Rental Income (418)

36

Equity in Earnings of Subsidiary Companies (418.1)

119

37

Interest and Dividend Income (419)

38

Allowance for Other Funds Used During Construction (419.1)

39

Miscellaneous Nonoperating Income (421)

40

Gain on Disposition of Property (421.1)

41

TOTAL Other Income (Enter Total of lines 31 thru 40)

42

Other Income Deductions

43

Loss on Disposition of Property (421.2)

‘

44

Miscellaneous Amortization (425)

340

45

Donations (426.1)

340

46

Life Insurance (426.2)

47

Penalties (426.3)

48

Exp. for Certain Civic, Political & Related Activities (426.4)

11,073

49

Other Deductions (426.5)

50

TOTAL Other Income Deductions (Total of lines 43 thru 49)

11,073

51

Taxes Applic. to Other Income and Deductions

52

Taxes Other Than Income Taxes (408.2)

262-263

‘

53

Income Taxes-Federal (409.2)

262-263

54

Income Taxes-Other (409.2)

262-263

55

Provision for Deferred Inc. Taxes (410.2)

234, 272-277

56

(Less) Provision for Deferred Income Taxes-Cr. (411.2)

234, 272-277

57

Investment Tax Credit Adj.-Net (411.5)

58

(Less) Investment Tax Credits (420)

59

TOTAL Taxes on Other Income and Deductions (Total of lines 52-58)

60

Net Other Income and Deductions (Total of lines 41, 50, 59)

-11,073

61

Interest Charges

62

Interest on Long-Term Debt (427)

2,871,134

2,615,660

‘

63

Amort. of Debt Disc. and Expense (428)

53,259

128,285

64

Amortization of Loss on Reaquired Debt (428.1)

65

(Less) Amort. of Premium on Debt-Credit (429)

66

(Less) Amortization of Gain on Reaquired Debt-Credit (429.1)

67

Interest on Debt to Assoc. Companies (430)

340

68

Other Interest Expense (431)

340

514,839

65,666

69

(Less) Allowance for Borrowed Funds Used During Construction-Cr. (432)

70

Net Interest Charges (Total of lines 62 thru 69)

3,439,232

2,809,611

71

Income Before Extraordinary Items (Total of lines 27, 60 and 70)

72

Extraordinary Items

73

Extraordinary Income (434)

‘

74

(Less) Extraordinary Deductions (435)

75

Net Extraordinary Items (Total of line 73 less line 74)

76

Income Taxes-Federal and Other (409.3)

262-263

7

Extraordinary ltems After Taxes (line 75 less line 76)

78

Net Income (Total of line 71 and 77)
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STATEMENT OF CASH FLOWS

(1) Codes to be used:(a) Net Proceeds or Payments;(b)Bonds, debentures and other long-term debt; (c) Include commercial paper; and (d) Identify separately such items as

investments, fixed assets, intangibles, etc.

(2) Information about noncash investing and financing activities must be provided in the Notes to the Financial statements. Also provide a reconciliation between "Cash and Cash

Equivalents at End of Period" with related amounts on the Balance Sheet.

(3) Operating Activities - Other: Include gains and losses pertaining to operating activities only. Gains and losses pertaining to investing and financing activities should be reported

in those activities. Show in the Notes to the Financials the amounts of interest paid (net of amount capitalized) and income taxes paid.

(4) Investing Activities: Include at Other (line 31) net cash outflow to acquire other companies. Provide a reconciliation of assets acquired with liabilities assumed in the Notes to
the Financial Statements. Do not include on this statement the dollar amount of leases capitalized per the USofA General Instruction 20; instead provide a reconciliation of the

dollar amount of leases capitalized with the plant cost.

Line
No.

Description (See Instruction No. 1 for Explanation of Codes)

@)

Current Year to Date

Quarter/Year

(b)

Net Cash Flow from Operating Activities:

Net Income (Line 78(c) on page 117)

Noncash Charges (Credits) to Income:

Previous Year to Date
Quarter/Year

(©)

Depreciation and Depletion

23,866,679

38,850,138

Accumulated Depreciation of Disposed Plant

-75,350

Deferred Income Taxes (Net)

Olo|N|lo|lO|r~|lW|N]|F

Investment Tax Credit Adjustment (Net)

[y
o

Net (Increase) Decrease in Receivables

17,894,637

-172,680,611

[N
[N

Net (Increase) Decrease in Inventory

[y
N

Net (Increase) Decrease in Allowances Inventory

-
w

Net Increase (Decrease) in Payables and Accrued Expenses

-119,907,284

250,976,591

[N
N

Net (Increase) Decrease in Other Regulatory Assets

645,979

-294,987

[y
6]

Net Increase (Decrease) in Other Regulatory Liabilities

-1,955,744

294,987

[y
o

(Less) Allowance for Other Funds Used During Construction

[N
~

(Less) Undistributed Earnings from Subsidiary Companies

-
[ee]

Net (Increase) Decrease in Derivitive Asset Instruments

52,617

-52,617

[y
©

Net (Increase) Decrease in Accum Other Compr Income

-52,617

52,617

N
o

N
ey

I\
N

Net Cash Provided by (Used in) Operating Activities (Total 2 thru 21)

-79,531,083

117,146,118

N
w

N
N

Cash Flows from Investment Activities:

N
a1

Construction and Acquisition of Plant (including land):

N
o

Gross Additions to Utility Plant (less nuclear fuel)

-38,857,611

41,882,462

N
<

Gross Additions to Nuclear Fuel

N
[e¢]

Gross Additions to Common Utility Plant

N
©

Gross Additions to Nonutility Plant

w
o

(Less) Allowance for Other Funds Used During Construction

w
hary

Other (provide details in footnote):

w
N

w
w

w
N

Cash Outflows for Plant (Total of lines 26 thru 33)

-38,857,611

w
[45]

w
o

Acquisition of Other Noncurrent Assets (d)

41,882,462

w
J

Proceeds from Disposal of Noncurrent Assets (d)

w
[e¢]

w
©

Investments in and Advances to Assoc. and Subsidiary Companies

N
o

Contributions and Advances from Assoc. and Subsidiary Companies

i
[y

Disposition of Investments in (and Advances to)

N
N

Associated and Subsidiary Companies

N
w

D
N

Purchase of Investment Securities (a)

N
a1

Proceeds from Sales of Investment Securities (a)
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NOTES TO FINANCIAL STATEMENTS (Continued)

Thefollowing tableis adetail of the deferred charges, regulatory assets and regulatory liability balances as
presented in the Statements of Financial Position:

Deferred Charges 2006 2005
ITS Filot 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 -
Minimum pension liability - 1,956,000

$1,309,000 $1,956,000
Regulatory Liability 2006 2005
Swap asset - 53,000

$ - $ 53,000
Income Taxes

The Company is an entity organized as a non-stock corporation under the General Corporation Law, as amended,
of the State of Delaware. In aletter dated November 10, 2004 (the "Determination Letter"), the Internal Revenue
Service (the "IRS") determined (i) that the Company is generally exempt from Federal income tax under Internal
Revenue Code ("IRC") Section 501(c)(3), and (ii) that contributions to the Company are deductible under IRC
Section 170. The Company isin itsadvance ruling period with respect to its status as a private foundation or a
public charity. The Company's advance ruling period ends on December 31, 2008. In the IRS Determination
Letter, the IRS stated that during the advance ruling period, the Company will be treated as a 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 determine whether the Company has met the requirements of the applicable public 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 future tax periods.

Security Deposits

The NEPOOL Participants are required to comply with the Financial Assurance Policy under 1SO’s
Transmission, Markets & Services Tariff. Inthe case of non-investment grade rated Participants that meet
certain criteria, the Company’s Financial Assurance Policy requires these Participants to put in place alternate
forms of financial assurance. There are severa options allowed under the Company’ s Financial Assurance
Policy for compliance, one of which isto post cash as collateral. The cash collateral deposits at 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 service costs pursuant to the ISO’s Transmission, Markets &
Services Tariff, which provides for recovery of expenses through three schedules. Scheduling, System Control
and Dispatch Service (Schedule 1), Energy Administration Service (Schedule 2) and Reliability Administration
Service (Schedule 3) recover related costs through a pre-approved rate applied to each month’s activity.
Schedules 1, 2, and 3 are subject to true-up through subsequent years' rates, and any over or under collection is

[FERC FORM NO. 1 (ED. 12-88) Page 123.4
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NOTES TO FINANCIAL STATEMENTS (Continued)

recorded as deferred charges or deferred income and will be recovered under future Tariff filings.
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NOTES TO FINANCIAL STATEMENTS (Continued)

Deferred Income

Deferred income represents the amount of the 1SO Tariff for Schedules 1, 2, and 3 that was over/under collected
from 2004 through 2006 and offsets to the net fixed assets of the Company that were purchased and placed in
servicein 1997 and 1998. The over/under collection amount of the ISO Tariff will be returned to the Participants
through the true-up mechanism provided for within the ISO Tariff. The pre-funded fixed asset deferred incomeis
being amortized to income over the life of the assets at the rate depreciation isrecognized. The amortization of
these assets was compl ete at December 31, 2005.

Concentrations
The Company’ s top 10 participants represented approximately 52% or $55,900,000 and 54% or $61,800,000 in
tariff revenues for the years ended 2006 and 2005, respectively.

Fair Values of Financial Instruments
The carrying amounts reported in the Statements of Financial Position for assets and liabilities approximate their
fair values.

Use of Estimates

Generally accepted accounting principles require management to make estimates and assumptions that affect
assets and liabilities, contingent assets and liabilities, and revenues and expenses. Actual results could differ
from those estimates.

Liquidity Information
In order to provide information about liquidity, assets have been sequenced according to their nearness to
conversion to cash, and liabilities have been sequenced according to the nearness of their resulting use of cash.

Commitments and Contingencies

Capital Funding Tariff

The FERC accepted |1SO's "capital funding tariff" ("CFT") filing for 2006 and 2005. These filings support the
SO’ s loan arrangements with various banks and note holders to fund the capital and working capital
requirements of the Company.

Legal Proceedings
The Company is party to various legal actions incident to its business; however, management believes that no
material awards against the Company will result from such proceedings.

[FERC FORM NO. 1 (ED. 12-88) Page 123.6
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NOTES TO FINANCIAL STATEMENTS (Continued)

3.

Property and Equipment In-Service, net and Work in Process

December 31,
2006 2005

Computer hardware, software and accessories $ 139,342,000  $ 108,692,000 $ 91,31
Software devel opment costs 30,354,000 24,938,000 21,52
Furniture and fixtures 2,002,000 888,000 85
Machinery and equipment 59,000 59,000
Building and leasehold/building improvements 32,218,000 4,101,000 6,16
Capitalized interest and fees 6,000,000 4,325,000 3,88
Vehicles 10,000 85,000 7

209,985,000 143,088,000
Less: accumulated depreciation and amortization (133,792,000)  (110,000,000) (71,15
Property and equipment in-service, net $76,193,000 $ 33,088,000
Work in process (WIP) $ 17,491,000 $ 45,586,000 4,83

Cost represented in WIP includes phase 11 of the building construction at the Main Control Center which beganin
2005 and anumber of new projects which began in 2006 such as Forward Capacity Market, Information
Retrieval, Oracle 10G Upgrade, EM S Upgrade and various other market enhancement projects that have not been
placed in service as of December 31, 2006. In accordance with “FAS 34” and “FAS 62", the associated interest
cost, which was capitalized as work in process at December 31, 2006 and 2005 was $178,000 and $949,000,
respectively. Of the capitalized interest included in WIP for 2006, $13,000 has been carried over from 2005 and
$10,000 represents the net of interest income and interest expense earned or paid, on the building construction,

which has been recorded in its entirety on the Statements of Financial Position.

In 2006, the Company reached a settlement agreement with FERC and the Participants in NEPOOL to abandon
Locational Installed Capacity Market (“LICAP”) in place of a Forward Capacity Market. The result of this
settlement necessitated the Company’ s disposal of assetsrelated to LICAP. This asset disposal resulted in aloss
of $3,530,000 in 2006, and isreflected in “loss of impaired asset” on the accompanying Statements of Activities.

[FERC FORM NO. 1 (ED. 12-88) Page 123.7
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NOTES TO FINANCIAL STATEMENTS (Continued)

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 accrues on the
revolving credit at a London 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 1SO’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. Thisarrangement serves as aline of credit to cover any potential payment defaults by a Participant.
Interest accrues on the revolving credit at a London 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 is 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 the final
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, plus a 1.375% spread. The Company entered into a
$43,000,000 term loan in 2001 and a $24,500,000 term loan 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 aresult 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 plusl.375%

The fair market value of the interest rate swap as of December 31, 2006 and 2005 was $0 and $53,000,
respectively. The fair market values are derived from proprietary models. The offset isrecorded as aliability on
the Statements of Financial Position.
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NOTES TO FINANCIAL STATEMENTS (Continued)

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 isduein full on September 2, 2014 with no mandatory prepayments. This
loan isincluded in term loan on the Statements of Financia Position.

Tax-Exempt Bond Financing

In February of 2005, the Company entered into tax exempt financing of $45,500,000 in the form of Multi-Mode
Variable Rate Civic Facility Revenue Bonds, which were issued by the Massachusetts Devel opment Finance
Agency. The proceeds of the Bonds were loaned to the Company, to assist in financing and refinancing a 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 accrues on the $45,500,000 tax exempt bonds, at a weekly variable
rate based upon the Bond Market Association “BMA” Swap Index plus an average spread of 2 basis points. For
the years ended December 31, 2006 and 2005, the weighted average floating interest rate is approximately 3.46%
and 2.59%, respectively.

The total 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 as follows:

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

_$ 87,123000

These credit agreements contain both affirmative and negative covenants, the most restrictive of which isthe
maintenance of afinancial ratio related to revenue and expense plus debt service. The Company wasin
compliance with these ratios at December 31, 2006 and 2005.

Interest incurred on the revolving credit, 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 loans and private placement debt for the years ended December 31, 2006 and 2005 was
approximately $805,000 and $794,000, respectively.

5. Pension and Other Employee Benefits

The Company sponsors defined benefit pension and postretirement plans, which cover substantially all union and
nonunion employees and provide retirement income, medical, dental and life insurance benefits.

The Company sponsors two defined benefit pension plans, which are funded solely by Company contributions.
Benefits are determined based on years of service and average compensation.

The Company sponsors two defined benefit postretirement plans which provide medical, dental and life
insurance benefits for union and nonunion eligible employees and their beneficiaries. The medical benefits are
contributory with participants’ contributions adjusted annually and participants are responsible for deductible and
coinsurance amounts. Dental benefits are non-contributory but participants are responsible for deductible and
coinsurance amounts. The life insurance benefits are noncontributory. The measurement date used to determine

[FERC FORM NO. 1 (ED. 12-88) Page 123.9
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NOTES TO FINANCIAL STATEMENTS (Continued)

pension and other postretirement benefit obligations for the pension plans and the postretirement benefit planis
December 31.

The following table sets forth the plans’ benefit obligations, fair value of the plans’ assets, and the plans’ funded

status:
Pension Benefits Other Podretirement Benefits
Y ears Ended December 31, Y earsEnded December 31,
2006 2005 2006 2006

Change in berefit dbligation:

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

Service cost 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)

Flan partidpants contributions - - 19,000 8,000

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

Benefit abligation at end of year 52,003,000 47,544,000 5,097,000 3,985,000
Change in plan assets.

Fair value of plan assetsat beginning

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

Adual return on plan assets 4,675,000 2,680,000 551,000 313,000

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

Pan partidpants contributions - - 19,000 8,000

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

Fair value of 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
Unrecognized transition obligation 937,000 1,062,000 586,000 642,000
Unrecognized net actuarial (gain) loss 8,275,000 11,204,000 (638,000) (865,000)
Unrecognized prior service cost 29,000 31,000 84,000 133,000
Prepaid (accrued) benefit cost $ - $ - $ - $ -
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NOTES TO FINANCIAL STATEMENTS (Continued)

Amounts recognized in the Statements of Financial Position consist of:

Pension Benefits Other Bendfits
12/31/2006 12/31/2006 12/31/2006 12/31/2006
(Accrued) berefit cost $ - $(1,956,000) - -

Regulatory Assets - 1,956,000 - -
Net amount recogni zed - - -

The accumulated benefit obligation for al defined benefit pension plans was:

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 assets at that
date. The Company determined that the minimum pension liability was probable of recovery through the ISO
Tariff and recorded a regulatory asset in that amount as of December 31, 2005.

As of December 31, 2006, since the fair value of the plan assets exceeded the accumul ated benefit obligation no
minimum pension liability isrequired. Asaresult, the Company recognized areduction in both the minimum
pension liability and the related regulatory asset.

The Company has not yet adopted the provision of Statement of Financial Accounting Standards No. 158,
Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans (“FASB 158"). FASB 158
requires the booking of an asset, if the plan is over funded or aliahility, if the plan is under funded, rather than
disclosing the funded status in a note to the financial statements. The amount recorded is the difference between
thefair value of plan assets and the benefit obligation. FASB 158 is effective for the Company at the end of the
fiscal year ending after June 15, 2007. The Company plans to adopt the provision for the year ended December

31, 2007.
Pension Benefits Other Postretirement Benefits
Y ear s ended December 31, Y ear s ended December 31,
2006 2005 2006 2005
Comporentsof net period c benefit cogt:
Service cost $ 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
Amortization of transition obligation 125,000 125,000 56,000 56,000
Amortization of net actuaria loss 445,000 388,000 - -
Amortization of unrecognized Prior Service Cost 2,000 2,000 51,000 51,000
Amortization of unrecognized (gain)/loss - - (24,000 (57,000
Net periodi ¢ benefit cost $ 3,763,000 $ 3,416,000 $ 565,000 $ 468,000
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The primary economic assumptions used to value these liabilities are summarized in the following chart. These
assumptions are selected as the measurement data based on prevailing economic conditions.

Wei ghted-average assumptions used to determine net periodic benefit cost for the following years ended:

Pension Benefits

12/31/2006

12/31/2005

Discount rate

Expected long-term rate of return on plan assets
Rate of compensation increase

Health Care cost trend rates- initial

Health Care cost trend rates - ultimate

Ultimate year

5.50%
7.50%
3.50%

5.75%
7.50%
3.50%

12/31/2006

Other Benefits
12/31/2005

5.50%
7.50%
3.50%

5.75%
7.50%
3.50%
5.00% 7.00%
4.00% 4.00%
2007 2007

Wei ghted-average assumptions used to determine benefit obligation for the following years ended:

Pension Benefits Other Benefits
12/31/2006 12/31/2006 12/31/2006 12/31/2005
Discount Rate 5.75%% 5.50% 5.75% 550
Rate of compensation increase 350% 3.50% 3.50% 350%

A one percentage point change in the assumed health care cost trend rates would increase the Accumulated Post
Retirement Benefit (APBO) as of December 31, 2006 by approximately $237,000 or decrease the 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-average asset allocations and expected returns by

asset category are as follows:

Pension and Postr etirement Plan Assets

Target Pe centage of Plan Weghted Average
Allocation Assets at December 31 Expected Long-Term
2007 2006 2005 Rate of 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 estimates of total return are generated through combined assessment of current valuation
measures, income, economic growth and inflation forecasts, and historical risk premiums. The long-term bond

forecast is derived from the expected long-term return of a portfolio of corporate, government and high yield debt
instruments. The equity forecasts are based on the long-term real returns of a portfolio of US large cap, US small
cap, international developed markets and emerging markets equity securities.

The Plan’sinvestment portfolio is to be invested to provide benefits for qualified employees of SO New England
Inc. Investments are to be compatible with the liquidity requirements determined by the plan’s actuary. An
optimal target allocation of 60/40 between equities and fixed income investmentsis to be kept with an allowance
of fifteen percent (15%) over/under deviation from the optimal allocation target.

The Company expects to contribute $3,707,000 to its pension plan and $732,000 to its postretirement benefit plan
in 2007.
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The following benefit payments, which reflect expected future service, as appropriate, are expected to 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 eas2013-2016 11,767,000 3,346,000
Total $17,656,000 $4,628,000

6. 401(k) Savings Plan:
The Company has a401(k) Retirement and Savings Plan open to substantially all employees. This savings plan
provides for employee contributions up to specified limits. The Company matches employee contributions up to
3% of eligible compensation and provides a 50% match on the next 2% of eligible compensation. The matching
contributions for the Company were $1,427,000 and $1,344,000 for 2006 and 2005, respectively.

7. L eases

Thefollowing is a schedule by year of future minimum rental payments for all noncancel able-operating leases:

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

The Company currently houses its back-up facilities at a separate location for a nominal annual payment.

Additionally, the Company leases office space in one other building. The additional office spaceisleased with
an initial term of six years with an automatic month-to-month renewal option ending on July 31, 2007.

For fiscal years 2006 and 2005, actual rental payments for operating leases were $944,000 and $958,000,
respectively.

8. Other

The financial statements are prepared in accordance with the accounting requirements of the Federal Energy
Regulatory Commission as set forth within its applicable Uniform System of Accounts and published accounting
releases. Thisisacomprehensive basis of accounting consistent with accounting principles generally accepted
within the United States of America ("US GAAP"), except for the following:
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» The gross presentation of accounts receivable and accounts payable

* The segregation of unamortized debt expenses from property and equipment

» Thelack of disclosure of the current portion of the long-term debt

» The presentation of late fees due participants and employer liability of employee benefits as Miscellaneous
Current and Accrued Liabilities on the Form 1 balance sheet instead of Accounts Payable

* The presentation of term loan fees as Other Interest Expense on the Form 1 Statement of Income instead of

Other Expense

» The presentation of the change in Special Deposits and Customer Deposits as a financing activity on the
statement of cash flows as required by US GAAP

* The presentation of the borrowing on the revolving credit arrangement as a financing activity on the
statement of cash flows as required by US GAAP
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New England Governors
and Utility Regulatory
and Related Agencies

Connecticut

The Honorable M. Jodi Rell
State Capitol

210 Capitol Ave.

Hartford, CT 06106

Maine

The Honorable John E. Baldacci
One State House Station

Rm. 236

Augusta, ME 04333-0001

Massachusetts

The Honorable Deval Patrick
Office of the Governor

Rm. 360 State House
Boston, MA 02133

New Hampshire

The Honorable John H. Lynch
State House

25 Capitol Street

Concord, NH 03301

Rhode Island

The Honorable Donald L. Carcieri

State House Room 115
Providence, RI 02903

Vermont
The Honorable James H. Douglas

109 State Street, Pavilion
Montpelier, VT 05609

October 26, 2007

Connecticut Department of Public Utility Control

10 Franklin Square
New Britain, CT 06051-2605

Maine Public Utilities Commission
State House, Station 18

242 State Street

Augusta, ME 04333-0018

Massachusetts Department of Public Utilities
One South Station
Boston, MA 02110

New Hampshire Public Utilities Commission
21 South Fruit Street

Suite 10

Concord, NH 03301-2429

Rhode Island Public Utilities Commission

89 Jefferson Boulevard
Warwick, RI 02888

Vermont Public Service Board
112 State Street, Drawer 20
Montpelier, VT 05620-2701



New England Governors
and Utility Regulatory
and Related Agencies

John D. Burke, President-Elect
New England Conference of

Public Utilities Commissioners, Inc.
c¢/o Vermont Public Service Board
112 State Street
Drawer 20
Montpelier, VT 05620-2701

William M. Nugent
Executive Director
New England Conference of

Public Utilities Commissioners, Inc.
500 U.S. Route 1, Suite 21C
Yarmouth, ME 04096

Harvey L. Reiter, Esq.

Counsel for New England Conference
of Public Utilities Commissioners, Inc.

c/o Stinson Morrison Hecker LLP

1150 18th Street, NW, Suite 800

Washington, DC 20036-3816

Power Planning Committee

New England Governors’ Conference, Inc.

76 Summer Street, 2nd Floor
Boston, MA 02110-1226

October 26, 2007




Non-Market Participant Transmission Customers

October 26, 2007
Miller Hydro Group Town of Wolfeboro Municipal Electric
P.O. Box 97 Department
Lisbon Falls, ME 04252-0097 84 S. Main St.

Wolfeboro, NH 03894

41164940.1 066227-10120
October 26, 2007 5:50 PM





