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This Settlement Agreement, submitted for approval by the Federal Energy
Regulatory Commission (“Commission”) pursuant to the provisions of Section 205 of the
Federal Power Act and the Commission’s regulations thereunder promulgated and
Section 385.602 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. §
385.602, is sponsored by, and entered into among and between the Parties identified
below. If approved by the Commission, this Settlement Agreement will resolve all
disputes and controversies as between the Parties regarding NCPC Charges for
LSCPR including the “out-of-merit” dispatch of the Canal Units in the SEMA area and
the classification by ISO-NE of such costs, for the period January 1, 2006 through May
31, 2010, subject to the Municipals’ exercise of their rights as set forth herein.

Section 1 — Definitions:

“Basic Service Contracts” means wholesale service contracts between one of the
Transmission Owners and an LSE in order to satisfy state-mandated provider of last
resort requirements for load in SEMA during 2006 and the Moratorium Period
established in this Settlement Agreement.

“Canal” means the Canal Electric Generating Units 1 and/or 2.

“Canal Out-of-Merit Charges” means the charges incurred due to the out-of-merit

operation of the Canal Units for reliability purposes. Canal Out-of-Merit Charges shall
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not include (i) VAR NCPC Charges, (ii) SCR NCPC Charges resulting from Resources
that provide Special Constraint Resource Service under Schedule 19 of Section Il of the
ISO-NE Tariff, (iii) the monthly fixed-cost charges paid to Resources pursuant to
Reliability Agreements negotiated under Section Ill.A.6 of the ISO-NE Tariff or
successor provisions, and (iv) Economic NCPC Charges, except to the extent that the
definition of Economic NCPC charges is changed during the Moratorium Period to
include out-of-merit charges for reliability purposes other than those charges already
excluded in (i) through (iii) above.

“Commission” means the Federal Energy Regulatory Commission.

“FPA” means the Federal Power Act.

“ISO-NE” means ISO New England Inc., an entity that serves as the regional
transmission organization or “RTO” for most of New England.

“LSCPR” means Local Second Contingency Protection Resource as described
more fully in Section 111.6.1 of the ISO-NE Tariff.

“LSE” or “LSEs” means the following load serving entities: Constellation Energy
Commodities Group, Inc., Constellation NewEnergy, Inc., Consolidated Edison
Solutions, Inc., SUEZ Energy Resources NA, Inc., Direct Energy Services, Inc.,

Dominion Energy Marketing, Inc., Dominion Retail, Inc., PSEG Energy Resources &
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Trade LLC, Select Energy, Inc., Strategic Energy, TransCanada Power Marketing, Ltd.,
Integrys Energy Services, Inc., and Sempra Energy Solutions.

“Mirant” means Mirant Canal, LLC, the owner and operator of Canal.

“MDTE” means the Massachusetts Department of Telecommunications and
Energy and any successor thereto.

‘“MMWEC Systems” means the Hull Municipal Lighting Plant, Mansfield Municipal
Electric Department, Middleborough Gas & Electric Department, and North Attleborough
Electric Department.

“Moratorium Period” means the period from January 1, 2007 through May 31,
2010.

“Municipals” means MMWEC Systems and the Towns, collectively.

“NCPC” means Net Commitment Period Compensation.

“NERC” means North American Electric Reliability Council.

“NPCC” means Northeast Power Coordinating Council.

“NCPC Charges for LSCPR” means Local Second Contingency Protection

Resource NCPC Charges under Section 111.6.4 of the ISO-NE Tariff.
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“National Grid” means Granite State Electric Company, Massachusetts Electric
Company, New England Power Company, Nantucket Electric Company, and The
Narragansett Electric Company.

“‘NSTAR” means NSTAR Electric Company

“Parties” means ISO-NE, the LSEs, MMWEC Systems, NSTAR, National Grid,
and the Towns.

“Proceeding” means the informal mediation proceeding conducted at the
Commission before Deputy Chief Judge Lawrence Brenner concerning SEMA NCPC
Charges for LSCPR arising from the out-of-merit operation of the Canal Units.

“Requested Billing Adjustment” or “RBA” means requests for adjustments to
invoices made pursuant to the provisions of Section 6 of the ISO-NE Billing Policy,
Attachment D to Section | of the ISO-NE Tariff.

“SEMA” means an ISO-NE Reliability Region consisting of Southeastern
Massachusetts and Newport, Rhode Island.

“SEMA NCPC Charges for LSCPR” means the out-of-merit charges incurred in

the Real-Time and Day-Ahead Markets due to the operation of Canal flagged by ISO-

NE as LSCPR.
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“2006 SEMA NCPC Charges for LSCPR” are those SEMA NCPC Charges for
LSCPR incurred with respect to service during calendar year 2006.

“Settlement” or “Settlement Agreement” means this Settlement Agreement.

“Towns” means the Braintree Electric Light Department, Hingham Municipal
Lighting Plant, and Taunton Municipal Lighting Plant.

“Transmission Owners” means NSTAR and National Grid.

Capitalized terms in this Settlement Agreement not otherwise defined shall have
the meanings set forth in ISO-NE’s Transmission, Markets and Services Tariff.

Section 2 —Rate Schedule Status:

It is a condition of this Settlement that it be filed with and approved or accepted
by the Commission pursuant to Section 205 of the FPA. The Commission’s approval or
acceptance of this Settlement Agreement gives this Settlement Agreement the status of
a Commission approved rate schedule that confers rights and obligations on the Parties
both as a contract and also pursuant to the provisions of the FPA.

Section 3 — Reimbursement of Allocated 2006 SEMA NCPC Charges for LSCPR:

3.1 NSTAR and National Grid, as allocated between them pursuant to Section
3.4, shall reimburse the LSEs and Municipals for 2006 SEMA NCPC Charges for

LSCPR in the aggregate amounts shown in Table A:
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TABLE A
Parties Reimbursement
LSEs $ 20.50 million
Municipals $ 3.77 million

3.2 The Table A reimbursements set forth above shall be final and shall not be
trued-up based on any difference between the estimates used for developing those
reimbursements and actual 2006 SEMA NCPC Charges for LSCPR.

3.3  The Section 3.1 reimbursements shall be shared among the LSEs solely
with respect to service for which an LSE is not entitled to reimbursement by NSTAR or
National Grid for 2006 SEMA NCPC Charges for LSCPR pursuant to passthrough
provisions of Basic Service Contracts. Subject to the sharing limitation set forth in the
preceding sentence, the percentage rights of reimbursement of each LSE and each
Municipal have been calculated by ISO-NE pursuant to directions from the LSEs and
Municipals and are set forth in a confidential document prepared by ISO-NE and

submitted by ISO-NE as a confidential attachment (Appendix A) to the Settlement

Agreement.
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3.4  The allocation of the Section 3.1 reimbursement obligation between
National Grid and NSTAR for ISO-NE billing purposes will be determined between
National Grid and NSTAR, in consultation with the MDTE, taking into account the
amounts that already have been or will be assessed and passed through retail rates.
National Grid and NSTAR have jointly provided the billing allocation to ISO-NE based
on billings through December 2006 and the allocation is included as a confidential
attachment (Appendix B) to this Settlement Agreement. Consistent with the said
allocation determination, NSTAR and National Grid reimbursements for all amounts
paid or to be paid for 2006 SEMA NCPC Charges for LSCPR shall be treated as
Commission approved rate schedule provisions and shall be recovered fully under
existing provisions of their respective state jurisdictional transmission and/or retail tariffs
that recover federally approved ISO-NE and transmission charges.

3.5 On the next succeeding non-hourly services bills rendered not less than
ten days after approval or acceptance by the Commission of the Settlement Agreement,
ISO-NE will charge or credit each Party to implement the agreements reflected in this
Section 3. The charges to the Transmission Owners and credits to the LSEs and
Municipals will be shown as single line items on each bill as appropriate. Upon

approval or acceptance of the Settlement Agreement by the Commission without
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modification or condition and the satisfaction of all conditions required to complete
performance of the Settlement, including the making of the billing adjustments
described herein and subject to Section 10.7, all Requested Billing Adjustments
submitted by an LSE, a Municipal or a Transmission Owner prior to the date of approval
or acceptance of this Settlement Agreement related to SEMA NCPC Charges shall be
deemed to be resolved. No further actions or notices will be required to address any
claims set forth in any such Requested Billing Adjustments.

3.6 In addition to reimbursements in accordance with Table A, (i) NSTAR and
National Grid will honor their passthrough obligations under Basic Service Contracts
with those LSEs with whom they have such contracts, and (ii) the LSEs will honor their
obligations under Basic Service Contracts with NSTAR and National Grid, and will seek
no adjustments of any kind attributable to Canal Out-of-Merit Charges under those
contracts.

3.7  (a) (i) Upon approval of this Settlement, each LSE shall calculate the sum
of “(x)” its reimbursement pursuant to Section 3 of this Settlement Agreement and “(y)”
the amount of 2006 SEMA NCPC Charges for LSCPR passed through in any way or by
any means to its retail customers through its contracts (including, but not limited, to

negotiated settlements of contractual disputes) with such retail customers (“Contractual

Issued by: ~ Kathleen A. Carrigan, Senior VP and General Counsel Effective: July 1, 2007
Issued on:  July 23, 2007 Filed to comply with order of the Federal Energy Regulatory

Commission, Docket No. ER07-921-000, issued June 21, 2007
DMEAST #9838562 v1



ISO New England Inc. Original Sheet No. 9909
FERC Electric Tariff No. 3
Attachment H - SEMA Settlement Agreement

Passthrough”) or otherwise through the overall price charged to the retail customers
(“Price Passthrough”). If the sum of (x) and (y) results in that LSE recovering in excess
of 100 percent of its 2006 SEMA NCPC Charges for LSCPR with respect to that LSE’s
total 2006 service to its retail customers, in aggregate, that LSE will credit such retalil
customers, pro-rata based on MWh served, for such excess.

(ii) The following rules shall apply to the implementation of subparagraph
(a)(i) above. Each LSE will be deemed to have fully recovered 2006 SEMA NCPC
Charges for LSCPR under any contract to serve retail load in SEMA that such LSE
entered into or amended on or after June 1, 2006 with respect to retail service provided
under such contract or amended contract from July 1, 2006 through the earlier of the
termination date of such service or December 31, 2006. For purposes of calculating
Price Passthroughs for this period, the amount determined to be recovered shall be the
full amount billed by ISO-NE to the LSE and shall not be reduced or prorated down
based on any difference, due to transmission and/or distribution system losses,
between the MWhs billed by the ISO-NE to the LSE and the MWhs billed by the LSE to
its customers. For purposes of calculating Contractual Passthroughs, each LSE will use

all actual dollar amounts of Contractual Passthroughs of 2006 SEMA NCPC Charges
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for LSCPR under any contract to serve retail load in SEMA in 2006, regardless of the
date of execution or amendment of the retail service contract.

(b) This subsection (b) applies in the event that an LSE, through Contractual
Passthrough and/or Price Passthrough, passes through or otherwise charges the
aggregate of its retail customers 2006 SEMA NCPC Charges for LSCPR for more
MWhs of service than the total number of MWhs of Contractual Passthroughs and Price
Passthroughs of such 2006 SEMA NCPC charges for LSCPR supplied by the LSE to
the Settlement Judge at the conclusion of the settlement negotiations and included in
confidential Appendix C to the Settlement. For purposes of determining whether such a
passthrough or such charges have occurred, each LSE will use the same basis for the
MWh figures (i.e., with or without losses) to calculate the amount of service provided to
retail customers that was used to calculate MWhs in confidential Appendix C. Each
LSE shall inform ISO-NE whether it included losses in the MWh figures supplied for
Appendix C. For purposes of determining the reimbursement, the affected LSE will pay
to the Transmission Owners (subject to allocation between the Transmission Owners as
they deem appropriate) forty percent of the dollar amount of the recoveries of 2006
SEMA NCPC Charges for LSCPR the LSE receives from its retail customers for MWhs

of service greater than the number of MWhs of service supplied by the LSE to the
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Settlement Judge and included in Appendix C. For purposes of determining

the dollar amount of the recoveries in the preceding sentence, the amount determined
to be recovered shall be the full amount billed by ISO-NE to the LSE and shall not be
reduced or prorated down based on any difference, due to transmission and/or
distribution system losses, between the MWhs billed by the ISO-NE to the LSE and the
MWhs billed by the LSE to its customers.

(c) Except as provided in parts (a) and (b) hereof, the LSEs shall retain all their
contract rights under third party contracts, including the right, as applicable, to pass
through 2006 SEMA NCPC Charges for LSCPR and/or post-2006 SEMA NCPC
Charges for LSCPR. Except for the prohibition on double recovery set forth above, this
Settlement Agreement shall not be construed to expand or reduce any right under any
such third party contracts that an LSE may have to pass through 2006 SEMA NCPC
Charges for LSCPR or post-2006 SEMA NCPC Charges for LSCPR. A *“third party
contract” as used herein is a contract between an LSE and a person who is not a Party
to this Settlement.

3.8  Subject to Section 9.3, the final responsibility among the Parties for 2006
SEMA NCPC Charges for LSCPR shall be in accordance with Sections 3.1 through 3.7

of this Settlement Agreement, and no Party shall have the right to seek any other
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recovery or allocation of 2006 SEMA NCPC Charges for LSCPR. This Section 3.8 does
not affect the distribution of litigation proceeds as established pursuant to Section 10.7.

Section 4 — Allocation of Post 2006 NCPC Charges for LSCPR:

41  Subject to Sections 4.2(a), 5.1, 5.2, 5.4 and 7, during the Moratorium
Period, all NCPC Charges for LSCPR for all reliability regions and for both the Day-
Ahead and Real-Time Markets, including the SEMA NCPC Charges for LSCPR, shall
be allocated (i) on the same basis that NCPC Charges for LSCPR are allocated
pursuant to the allocation mechanisms in Section Il of the ISO-NE Tariff in effect on the
date of this Settlement, and (ii) on the basis of those provisions as amended pursuant to
Section 5 of this Settlement, if and as of the date those amended provisions become
effective. Subject to the exceptions in the preceding sentence, no Party shall seek or
support a different allocation mechanism prior to the end of the Moratorium Period, or
seek or support reclassification of ISO-NE’s designation of Canal as an LSCPR for
service during the Moratorium Period.

4.2  (a) Section 4.1 shall not prevent the submission or support of proposed
Market Rule amendments, in addition to those contemplated by Section 5, affecting
NCPC Charges for LSCPR that (1) do not increase the allocation of NCPC Charges for

LSCPR to any Party, including but not limited to Network Load customers of the
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Transmission Owners, or (2) propose to exclude only the Real-Time Load Obligation
associated with Dispatchable Asset Related Demand pumps of pumped-storage
generating resources from the Real-Time Load Obligations for the purpose of allocating
Real-Time NCPC Charges for LSCPR.

(b) Any Party that intends to introduce a NEPOOL resolution or to request
that the Commission initiate a proceeding as contemplated by Section 4.2 (a) shall
inform the other Parties of the substance of the resolution or request as soon as
reasonably possible and, if asked by another Party or Parties, shall confer with such
Party or Parties prior to submitting the resolution or request. In the event a person who
is not a Party submits a NEPOOL resolution or seeks Commission action with respect to
the Section 4.1 and 5 allocation mechanisms, in response to such resolution or request
for Commission action, this provision does not prevent a Party from taking a position
that is otherwise permitted by this Settlement, but does not authorize a Party to take a
position that is prohibited by the Settlement.

(c) Section 4.2 (b) does not relieve any Party of any obligation that may
exist to utilize the ISO-NE Stakeholder process prior to submitting a request for

Commission action.
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Section 5 — Prospective Mechanism for Allocating Real-Time NCPC Charges for

LSCPR:

5.1 The Parties shall support and vote for amendments to the Market Rules
which provide that (1) those entities responsible for paying Real-Time NCPC Charges
for LSCPR in a Reliability Region will be reimbursed a portion of such Real-Time NCPC
Charges if and to the extent the amounts for the month exceed both of the two triggers
set forth below, and that (2) the reimbursement will be equal to the amount of Real-Time
NCPC Charges for LSCPR for the Reliability Region for the month above the level equal
to the higher of the two triggers:

i. The total Real-Time NCPC Charges for LSCPR in a Reliability Region
(expressed in $/MWh) for the month exceed 6% of the Load Weighted
Real-Time LMP in that Reliability Region (also expressed in $/MWh) for
the month (Trigger #1); and

ii. The total Real-Time NCPC Charges for LSCPR in a Reliability Region (in
$/MWh) for the month, expressed as a percent of the Load Weighted
Real-Time LMP in the Reliability Region (also in $/MWh) for the month,
exceed 200% of the average total Real-Time NCPC Charges for LSCPR
in that Reliability Region (in $/MWh) for the immediate prior twelve
months(again expressed as a percent of the Load Weighted Real-Time
LMP (in $/MWh)) (Trigger #2).

5.2  Any reimbursement required by Section 5.1 shall be allocated to Network

Load in the affected Reliability Region.
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5.3 Proposed Market Rule revisions to reflect the understandings in Section
5.1 and 5.2 are set forth in Appendix D hereto. All Parties commit to support the
proposed Market Rule changes reflected in Appendix D, together with any non-
substantive changes thereto that are approved by the Chair and Vice-Chair of the
Markets Committee within the Participant Processes and before the Commission. The
Transmission Owners and LSEs shall support such Market Rule changes before any
other affected regulatory agencies that may consider same, and the Municipals shall not
oppose such Market Rule changes before any such agencies.

5.4  ISO-NE shall retain its authority to file under Section 205 of the FPA
modifications of the provisions of the Market Rules that implement the understandings
in Sections 4.1, 5.1, and 5.2. For the entire Moratorium Period, ISO-NE acknowledges
that, in order to make such filing, it must demonstrate to the Commission that failure to
implement the proposed change in the Market Rule would have a negative effect on (1)
system reliability or security, or (2) the competitiveness or efficiency of the market. At
the time of its execution of this Settlement, ISO-NE is aware of no such negative effects.
If ISO-NE makes such a filing, the other Parties shall retain all rights to challenge or

support such a filing before the Commission, provided that the position of a particular
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Party is consistent with its obligations under the provisions of this Settlement other than
this Section 5.4.

Section 6 — Consultation and Reporting:

6.1  Lower SEMA Upgrades: The Parties recognize that the NCPC costs
associated with the requirement to operate Canal as an LSCPR are substantial and that
prompt efforts are required to attempt to identify and implement reliable solutions, if any
exist, that can reduce or eliminate such NCPC costs. Accordingly, the Parties agree as
follows:

(a) (i) Appendix E contains a description, estimated completion schedule and

process for stakeholder review, for inclusion in the project list of the Regional

System Plan, of the “Short Term Package” of transmission enhancements

prepared by the Transmission Owners and submitted to the Planning Advisory

Committee and intended by them to reduce the frequency of reliance on the

Canal Units for LSCPR purposes.

(i) The Appendix E schedules are provided to illustrate the Transmission

Owners’ estimate, made as of the date of the Settlement, of the time required to

complete the projects. The estimate does not constitute a guarantee of

completion or of a completion date. The actual completion and the date by which
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completion can be achieved are subject to regulatory actions, actions by ISO-NE,
actions by the Transmission Owners, permitting decisions and actions by state
and local governments, and unknown contingencies that develop during the
course of project construction.

(iii) To the extent not previously approved for inclusion in the project list of
the Regional System Plan, nothing in this Settlement is intended to establish that
the remaining items in Appendix E Short Term Package will automatically be
included in the project list of the Regional System Plan. The Parties
acknowledge that, regardless of the conclusions in subpart (b) of this section, the
Transmission Owners are to proceed with seeking inclusion of the balance of the
items in the Short Term Package in the project list of the Regional System Plan,
and the Parties agree to support such inclusion.

(b)  Within 60 days of the execution of the Settlement, ISO-NE will submit a
report (the “Short Term Report”) to the Parties and the Planning Advisory Committee.
In the Short Term Report, ISO-NE, consistent with NPCC/NERC criteria and applicable
ISO-NE planning criteria and/or operating procedures (collectively, “Applicable
Criteria”), shall evaluate and shall state its determinations and recommendations as to

whether in accordance with the aforesaid Applicable Criteria the transmission system in

Issued by: ~ Kathleen A. Carrigan, Senior VP and General Counsel Effective: July 1, 2007
Issued on:  July 23, 2007 Filed to comply with order of the Federal Energy Regulatory

Commission, Docket No. ER07-921-000, issued June 21, 2007
DMEAST #9838562 v1



ISO New England Inc. Original Sheet No. 9918
FERC Electric Tariff No. 3
Attachment H - SEMA Settlement Agreement

the Lower SEMA sub-area (i) can be and (ii) should be operated through either (A)
installation of a Special Protection System (“SPS”), or, (B) implementation of Post-First-
Contingency Switching (the opening of various circuit breakers following the occurrence
of the first contingency), both of which can entail load shedding upon the occurrence of
a second contingency.

The ISO-NE analysis in the Short Term Report described in the preceding
paragraph will include a list of the potential alternatives considered, the technical
feasibility, estimated budgets, the estimated time period required to implement each
potential alternative, the degree to which an alternative is expected to reduce the need
to run either one or both Canal units out of economic merit order prior to the first
contingency, the extent and duration of customer outages that an SPS or Post First-
Contingency Switching arrangement would entail, and the anticipated frequency of any
such customer outages.

The Short Term Report shall also assess whether the transmission system in the
Lower SEMA sub-area can be operated in compliance with Applicable Criteria, but with
less need to operate either one or both Canal units out of economic merit order prior to
the first contingency, through the use of other generating facilities, including the

possible use of mobile generating facilities, and will include an assessment of the
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degree to which an alternative is expected to reduce the need to run either one or both
Canal units out of economic merit order prior to the first contingency. In this regard, the
Short Term Report shall, at minimum, specify the capacity and characteristics of new or
existing generating facilities that could decrease reliance upon the Canal units to meet
Applicable Criteria.

(c) Within 18 months of the completion of the Short Term Report, ISO-NE will
submit a second report (“the Long Term Report”) to the Parties and the Planning
Advisory Committee evaluating and identifying and providing a cost estimate for
technically feasible projects that constitute “Long Term Packages” that are deemed to
achieve or maintain the reliability of the Lower SEMA sub-area in compliance with
Applicable Criteria without a need to operate either one or both Canal units out of
economic merit order and with or without the need to rely on the aforesaid load
shedding arrangements. ISO-NE will estimate the cost effectiveness of such Long
Term Packages based on a reasonable range of economic assumptions. The Long
Term Report will separately identify the Long-Term Packages considered, the economic
assumptions used in the assessment, the technical feasibility, estimated budgets,

estimated time period required to implement each Long Term Package, and the degree
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