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Niégaf,aMoha v k Pover Corp.

|| Major Ratmg Factors

; Strengths B . : - ' ' ' Corporate Cre llt Rat I l
|'e Stable distribution operations; . A-/Stable/A-2 .

|le Operating, market, and regulatory diversity; and

‘e Supportive regulatory environments.

| Weaknesses:

| o Requirement for distribution companies to operate as providers of last resort, albeit with full recovery of incurred

I - costs;

‘o Moderately aggressive financial profile;

| @ Challenges of integrating electricity and gas utility company KeySpan Corp. into the group; and a
|ie- Revision of NG's dividend policy, which reduces financial flexibility.

|Rationale

} %The ratings on Niagara Mohawk Power Corp. reflect the consolidated credit profile of its parent, National Grid

' {USA, which in turn is an indirect, wholly owned subsidiary of U.X.-based National Grid PLC (NG), and its

| !U.S.—based regulated operating unit, the August 2007 acquisition of KeySpan Corp., and its subsidiaries. The

| iwcorporate credit ratings of the two New York distribution companies KEDNY and KEDLI are rated one notch -

‘ %higher ‘than 'the'co_nsolidat'ed corporate credit rating to reflect the presence of strong regulatory insulation and their

: stand-alone financial profiles.

‘* jThe ratings on NG and its subsidiaries continue to reflect the strong, predictable cash flows generated by the group's-
| low—operatmg—rlsk electricity and gas network operations in the U.K. and the U.S. National Grid USA's operations

‘ benefnt from a generally supportive regulatory regime. Furthermore, NG has a proven track record in managing

: Jarge lacquisitions, delivering identified cost savings, and successfully managing geographically remote subsidiaries:
%NG's‘ moderately aggressive financial profile, potential future reductions in regulatory revenue at the U.K.
‘operations, and the challenges of integrating KeySpan offset those strengths. National Grid USA's operations serve
|:about 8 million electric and gas customers in New York, Massachusetts, Rhode Island, and New Hampshire. Also,

: the acquisition of KeySparl added about 4,200 MW of generation capacity in Long Island, N.Y. but has committed
|to sell the 2,500 MW Ravenswood facility in Queens, N.Y. to TransCanada for $2.9 billion. The sale of this plant

i was a condition of the regulatory approval. Natlonal Grid USA's excellent business position is characterized by:

il
|lo A focus on lOW-l‘lSk electric and natural gas transmission and distribution operations;

|® Supportive and long-term regulatory agreements reached with the regulators in Massachusetts, Rhode Island,
| New Hampshire, and New York;

! 0 Some regulatory and operating diversification; and ,

1 ‘0 Robust economic conditions, which provide for modest customer and load growth on a total basrs

jNatlo'nal Grid USA's consolidated business risk proflle is excellent, although slightly weaker with the acquisition of
| KeySpan due to its significant riskier nonregulated generation operations.
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Niagara Mobaivk Power Corp.

- Niagara Mohawk distributes :lectricity to about 1.6 mi lion customers and natural gas to about 569,000 customers.
. Niagara Mohawk has a stron:; business position charac erized by a supportive regulatory environment, low

" operating risk electricity and natural gas distribution opcrations, and a largely residential and commercial customer
base (80% of revenues), without any significant custom :r concentration. These strengths are mostly offset by a
below-average service territory in upstate New York that lags the national averages based on most economic

petformance measures, resulting in very modest sales and load growth throughout the service territory. Niagara

Mohawk's business risk profile is excellent.

Standard & Poor's considers the regulatory agreement reached between the New York Public Service Commission

| and Niagara Mohawk as generally supportive of credit quality, because it allows for the recovery of stranded costs
|"and all power costs incurred in the company's provider-of-last-resort obligation. The agreement, which ends in

| December 2011, provides for a 10-year delivery rate frecze and a 10.6% ROE after which earnings are shared with
|. customers. The agreement permits recovery of Niagara Mohawk's regulatory assets over 10 years (with larger

- amortizations occurring in later years) and a 10.6% return on these assets.

The Massachusetts, New York, and Rhode Island regulatory environments generally. support credit quality, as the

j restructuring framework has allowed for full recovery of stranded costs and the elimination of exposure to

; commodity prices, while allowing a reasonable ROE. In Massachusetts and Rhode Island, restructuring laws allow
utilities to recaver through surcharge mechanisms all purchased-power costs that they incur as providers of last

|/ resort, although with some lag. In New York, utilities pass power costs through to retail ratepayers, removing any
commodity exposdre-. Strong cash flows from NG's regulated electricity and natural gas utilities in the U.K. and U.S.

|| support credit quality, with the U.S. utilities expected to contribute about 55% of consolidated cash flow. Offsetting
the business's strong cash flow is a moderately aggressive financial risk profile, potential future reductions in
| regulatory revenue at the UK. operations, and the challenges of integrating KeySpan into the group. Debt-associated

|| with the KeySpan acquisition and ongoing large capital-expenditure programs will likely weaken NG's credit ratios.

Standard & Poor's expects FFO interest coverage to remain above 3.0x and FFO to total debt of at least 13%

| following the KeySpan acquisition, despite the increase in debt. Partly due to NG's strategy of issuing debt at the
| holding company level, National Grid USA's credit measures remain stronger than those of its parent, with FFO
| interest coverage, FFO to total debt, and debt to capital of 6x, 27%, and 42%, respectively.

: anuxdlty/short-term factors
5 ‘The short-term rating on NG and its subsidiaries is 'A-2'. National Grid USA's liquidity is managed by NG.
i Expectatlons of continued strong cash flow generation over the near term, benefits from the collection of stranded
] %costs, and favorable regulatory treatment of power cost deferrals in Massachusetts and New York support the
§ short-term rating.

|ING has adequate liquidity in the form of committed backup lines, which enable it to repay any commercial paper it. .
mlght issue and fund maturing bond issues during the next 12 months. NG has completed its funding for the

il KeySpan acquisition, and the group's funding requirements for the remainder of the year are covered by NG's

? ilcomr‘nitted bac.kup facilities of £2.4 billion. We expect, however, that virtually all of NG's remaining funding

| requirements will be met through additional debt issuance from its medium-term note programs and through CP,
‘and that the backup facilities will remain undrawn - ' h

: i‘The group's debt-maturity profile is relatively long, with more than 50% of debt maturing after March 2011.
Furthermore, annual maturities are manageable, with about 5% of debt maturing through fiscal year-end March 31,
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Niagara Mohbaivk Power Corp.

112008.

' Outlook

‘The stable outlook reflects our expectations of continued solid operational and financial performance. In addition,
‘Standard & Poor's expects NG to maintain its strategy of focusing on regulated networks businesses in the U.K. and
| iU.S., while at the same time producing consolidated FFO interest coverage of about 3.0x and FFO to total debt of
|iabout 13%. Higher ratings would be possible over time if NG materially improves its financial profile. Downward

| rating pressure could develop if NG's financial pérformance deviated significantly from expectations, or if its

| business risk profile were to increase, for example, through further diversification into nonregulated activities.

%Tgble 1

: 3 National Grid PLC -- Peer Comparison*

| _Industry Sector: Electric Utility ‘ . el
‘ ' --Average of past three fiscal yeéré;- . :
1 _ National Grid PLCY Consolidated Edison Inc. Vectren Corp. NSTAR
| Rating as of June 25; 2008 ' A-/Stable/A-2 A-/Stable/A-2 A-/Stable/-- A+/Stable/A-1
| (Mil. mix curr) : £ $ $ $
; Revenues S 9,849.7 12,299.3 21172 3,184.1
: 'Net income from cont. oper. 1,404.3 798.3 129.6 208.1
Funds from operatiohs {FFO) 24341 1,443.9 295.9 584.0
* Capital expenditures: 2,076.6 1,884.3 2823 398.5
; Cash and short-term investments L 0.0 139.3 246 220
Debt”  ~ B 15,719.1 ' 9,835.8 1,716.7 25159
| Prefemed stock 00 1065 00 358
| Equity 41242 73824 1,1763 15144
Debt and equity ) 198433 172181 28930 4,030.3
|, Adjusted ratios
. EBIT interest coverage (x} 30 2.9 28 35
il FFO int. cov. (x) ° 34 34 39 5.1
FFO/debt (%) 15.5 14.7 17.2 23.2
Discretionary cash flow/debt (%) (7.5) {10.8) {5.0) (12.1)
Net cash flow / capex (%) 492 48.0 718 1137
|| Total debt/debt plus equity (%) 792 57.1 59.3 62.4
! Return on commen equity {%) 349 10.0 10.8 13.0
| Common dividend payout ratio (un-adj.} (%} - 55.0 69.9 72.0 63.8

*Fully adjusted (including postretirement obligations). Excess cash anﬂ investments netted against debt.
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Niagar.1 Mobawk Power Corp.

Table 2

| National Grid PLC -- Financial Summary* ’ — -

: Industry Sector: Electric Utility

--Fiscal year ended Mar. 31--

2008 2007 2006 2005 2004
‘| Rating history A-/Stable/A-2 A/Watch Neg/A-1 A/Watch Neg/A-1 A/Stable/A-1 A/Stable/A-1
| (mil.g) -
* Revenues 11,498.0 8,778.0 9,273.0 7,452.0 9,033.0
" Net income from continuing operations 1,578.0 1,308.0 1,327.0 1,1200- 1,103.0
| Funds from operations (FFO) 2,703.4 21413 2457.7 25912 2,338.1
. Capital expenditures 2,720.2 1,967.0 1,542.5 1,642.9 1,389.2
| Cash and short-term investments - - : 0.0 0.0 0.0 96.0 616.0
Debt T e 19,882 .. -136152 13,7000  16,627.4 15,146.4
Preferred stock ’ 00 0.0 0.0 0.0 0.0
Equity 4,786.4 4,038 34825 20916  (3834)
‘ Debt and equity 24,628.5 17.119.0 17,1825 18,719.0 14,763.0
Adjusted ratios
EBIT interest coverage {x) 29 29 33 31 23
| FFOint cov. (¥ 32 32 40 41 32
| FFO/debt (%) 136 15 17.9 156 15.4
. Discretionary cash flow/debt (%) {4.8) {4.1) {14.6) 13 19
' Net Cash Flow / Capex (%) 707 704 (15.8) 1195 128.0
Debt/debt and equity (%) 80.6 76.8 79.7 88.8 102.6
Return on common equity (%) 308 325 453 63.6 90.1
Common dividend payout ratio {un-adj.) (%) 52.7 59.5 53.4 65.3 55.2

| *Fully adjusted {including postretirement obligations). Excess cash and investments netted against debt.

| Table 3
i
i

ili Reconciliation Of National Grid PLC Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. £)*
--Fiscal year ended Mar. 31, 2008--

: National Grid PLC reported amounts

Operating Operating Operating

income income income Cash flow Cash flow

Shareholders’ {before {before {after Interest from from Capital
¥ Debt equity D&A) D&A) D&A) expense operations operations expenditures
i Reported 21,003.0 5,362.0 3.958.0 3,958.0 2,964.0 933.0 3,165.0 3,165.0 2,832.0
3 ‘ Standard & Poor's adjustments
|| Operating leases 531.1 - 815 331 331 331 484 48.4 12
. Postretirement 466.0 {593.6) 88.0 88.0 88.0 - 291.2 291.2
¢ benefit '
. obligations

Surplus cashand  {2,158.0)

|; near cash
. investments
Capitalized - - - - - 119.0 {119.0) {119.0) {(119.0)
| interest
‘ 5www.standardandpoors.comlratingsdirect 5
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Niagara Mohawk Power Corp.

| Table 3

Reconciliation Of Natiofial Gri ;' 8 Poor’s Adjusted mounts (Mil. £)*(cont.)

| Share-based - ' - - 18.0 - - - - -
|+ compensation
' BXpense

|1 Reclassification - - - - 215.0 - - - -
| of nonoperating

income

! (expenses)

| Reclassification - - - - - -- (694.0) {694.0) -
| of interest,

- dividend, and tax

| cash flows

‘ Reclassification - - - - - - - 155.0 -
| of

“ working-capital
 cash flow

changes

- Minority interests - . 18.0 - - .- - - o -
Other: - - - - - - (143.3) (143.3) -

Total {1,160.9) {575.6) 169.5 139.1 336.1 152.1 {616.6) (461.6) (111.8)
adjustments :

| Standard & Poof’s adjusted amounts

Operating
income Cash flow
(before Interest from Funds from Capital
o Debt Equity D&A) . EBITDA EBIT expense operations operations expenditures
| Adjusted 19,8421 4,786.4 41215 40971 3,300 11451 2,548.4 2,7034 2,720.2

i|; *Please note that two reported amounts {operating income before D&A and cash flow from operations) are used to derive more than one Standard & Poor's-adjusted
| amount loperating income before D&A and EBITDA, and cash flow from operations and funds from operations, respectively). Consequently, the first section in some
| tables may feature duplicate descriptions and amounts.

Ratings Detail {As Of August 26, 2008)"
N iagara Mohawk Power Corp. : : o , '
. Corporate Credit Rating : . l‘ S AStable/A:2

 Preferred Stock (3 Issues) o BBB
‘3‘S:enio[rSecured{stsues) B S AA/Negative
Seniot Unsecured§13 Issues) ' o © AA/Negative

- Senior Unsecured {1 lssue) BBB+

“;Qorpnﬁime Creditgnatings History e ‘
| 20-Aug-2007 . AJStable/A2

Bdun2007 - ,’ -~ A/Watch Neg/A-1
| 24-Feb-2006 ¢ ©o Lo A/Watch Neg/--
; ' Debt Maturities \

| National Grid PLC}

1. As of March 31,2!2_08:

 2009: £1.2 bil.
[.2010: £710 mil.
+2011:£0

1 2012: £215 mil,
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)):(c

3 Of August 26, 2008

Related Entities

; -KeySpan Corp.
Issuer Credit Rating- -
 Commercial Paper
j - Local Currency
Senior Unsecured‘(1 Issue)
11" 1 Senior Unsecured {7 Issues)
. .KeySpan Energy Delivery Long Island
 Issuer Credit Rating
| KeySpan Energy Delivery New York

Issuer Credit Rating

! “Senior Secured (3 Issues)
|1 Senior Unsecured:(6 Issues) -
j ‘Senior Unsecure(j(1 Issue)
| KeySpan G'enerinion LLC
' Issuer Credit Hatiflg
.~ Senior Unsecured_-ﬂ Issue)
 Lattice Group PLC
| Issuer Credit Hatiilg

‘_Mns;sachuselts;.l}?__ileetric Co.

il %‘ljssueir Credit'Rat'rihg
|| Preferred Stock (1 Issue)
|1 Senidr Secured (tIssue)
‘ 3Seniér Unsecured;(4 Issues}
|" Senior Unsecured {1 Issue)
~ Narragansett Electric Co.

Issuer Credit Haﬂilg
‘ fjil’refeired Stock (1 Issue)
lSehidr Secured l]y_"f Issue)
‘fla’ti(:mal Grid. E;i,hctricity‘ Transmission PLC

Issuer Credit Rating

. Commercial Paper

|1+ Foreign Currency

| Senior Unsecured (21 Issues)

|1 Senidr Unsecuredi" {2 Issues)

i $enidr Unsecured (1 Issue)

| National Grid Gas Holdings PLC
| Issuer Credit Rating

' National Grid Gas PLC

" fssuef Credit Rating
! Senior Unsecured (41 Issues)
i National Grid Hbldings One PLC

|| Issuer Credit Rating
| Senior Unsecured;(1 Issue)

‘www.standardandpoors.com/ratingsdirect

- Niagara Mobhawk ow:r Corp.

DN NI S I ]

Lo — ' A-/Stable/A-2

A2
A
A-

,A/Stable/-- '
A/Stable/NR
AA/N‘egative
AAA

A-/Stable/--
AA/Negative

A-/Stable/--

A-/Stable/A-2.

BBB

AA/N,egatiw)e

A-/A-2
NR/NR -

- A/Stable/A-2
BEB

| A/Negative

A-/Stable/A-2

g AA/I\‘I\eg'ati‘ve\ ‘

A-/Stable/-

A-/Stable/A-2
BBB+
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Niagara Mohawk Power Corp.

Bl | N I

{As Of August 26, 2008)*(cont.)

|
| National Grid PLC ,
11 tssudr Credit Rating A-/Stable/A2
‘ Cominercial Paper :
|1 Forign Currency : A2
: ‘:Seniér Unsecured {15 issues) - BBB+
" National Grid USA - L
 -Issuér Credit Rating : - A-/Stable/A-2
:f ”Comr;nercial Paper ‘
Local Currency - ‘ A2
‘ ‘Senior Unsecured (3 Issues) ‘ : . ‘BBB+~
|| New England Power Co. o IR
" Issuer Credit Rating ) , T A-/Stable/A-2
. Preferred Stock 1 Isse) . : BBB
j ;Senibr Unsecured ({_l-lééues) A/A2
:"Prov;idenco Gas Co.; ' S
ik i‘Seniér Secured (2 lssmiés) A

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard
& Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.

iStandard & Poor’s RatingsDirect | August 26, 2008 8

: Standard & Poar's. Al rights reserved. No reprint or dissemination without S&P’s pemission. See Terms of Use/Disclaimer on the last page. 667396 | 300120760




: 1l)opyright © 2008 Standard & Poor's, a division of The McGraw-Hill Companies, Inc. (S&P). S&P and/or its third party licensors have exclusive-proprietary rights in the data or

linformation provided herein. This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.

Vl)lssemmatlon distribution or reproduction of this data/information in any form is strictly prohlblted except with the prior written permission of S&P. Because of the

pOSslblllty of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy, -

; adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P

GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED T0, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
:OR USE. In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or conseguential damages in connection with subscriber's or
others use of the data/information contained herein. Access to the data or information contained herein is subject to termination in the event any agreement with a third-
party of information or software is terminated.

Analytic:services providéd by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity

i| uf ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or
;| sell any securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion

' contalned herein in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have

; mformatlon that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information

'| received during the ratings process.

hatings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

: Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned. No sharing of
| passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint, translate, or use the data or information other than as provided
.| herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)212.438.9823 or by e-mail to: research_request@standardandpoors.com.

; Qopyright © 1994-2008 Standard & Poor's, a division of The McGraw-Hill Companies. All Rights Reserved. The McGraw-Hill Companies

| www.standardandpoors.com/ratingsdirect 9

667396 | 300120760



1‘

Ratings

Category
Outlook

ssuer Rating
Senjor Secured

enior Unsecured

re#erred Stock

It|Parent: National Grid Plc

Kevi m G. Rose/New York

Kext?ndicators

|
1
|
|

gara Mohawk Power Corporation

Syracuse, New York, United States

itliam L. Hess/New York

11
#&ia ara Mohawk Power Corporation

6CFO Pre-W/C + Interest) / Interest Expense
CFO Pre-W/C) / Debt :
\CFO Pre-W/C - D|v1dends) / Debt -
CFO Pre-W/C - Dividends) / Capex
ebt / Book Capitalization
BITA Margin %

leon ‘
#o‘ ypany Profile
|

gara Mohawk Power Corporation (NiMo), is a wholly-owned subsidiary of National Grid USA, which is the

i ¢d States-based intermediate level holding company for the U.S. regulated utility businesses ultimately owned
ational Grid plc, a holding company headquartered in the United Kingdom (LK) for a range of largely regulated
hesses |n the U. S and the UK.

Credit Opinion: Niagara Mohawk Povser >orporation

Moody's:Rating

Negative
A3

A2

A3

- Baa2

Negative
" Baa1l
Baa1

P P-2
P-2

Negative

‘Phone
212.553.0389
212.553.3837

FY 2Q 08
4.9

27%

- 27%

244%

36%
23%

Gl bal Cre¢-it Research

FY 2007
5.5

31%
3%
-306%
37%
24%

Cr:.:dit Opinion
1 FEB 2008

FY 2006 FY 2005

44 4.5
21% 22%
21% 22%
316% 361%
42% 46%
24% 25%

] /\II ratios calculated in accordance with the Global Regulated Electric Utilities Rating Methodology using
oody's standard adjustments ;




Ao provides electric transmission and distribution (T&D) service to about 1.6 million customers in 669

o mUnities in upstate New York and delivers natural gas to about 569,000 customers in 197 communities in
astern, northern, and central New York. For the fiscal year ended March 31, 2007, NiMo accounted for about /1%
f National Grid USA's revenues, 57% of its operating income and 57% of its total assets. NiMo's retail rates arc
ubject to the jurisdiction of the New York Public Service Commission (NYPSC).

(! ernt Events

\

‘¢live January 31, 2008, Moody's affirmed all of the ratings of National Grid plc and its rated subsidiaries but
ha ‘ged the rating outlooks for all the companies to negative from stable. The change in rating outlooks was in
‘esponse to the announcement by National Grid plc that it will increase its dividend for the 2007/08 financial year

Y | 5% over the 2006/07 dividend. Moody's had previously indicated that following the completion of the KeySpan
' cq lisition: in August 2007, the anticipated financial profile would leave the National Grid family with limited
nancial flexibility. Moody's believes that National Grid's decision to significantly step up its dividend increases the
. rrsk that the group fails to achieve the minimum credit metrics seen as consistent with the current ratings
(\co solidated ratio of RCF to Net Debt of 9% and FFO Interest Cover of 3.0x).

ue to the significant financial and operational |nterdependenc|es that exist within the National Grid family of
ompanies, the negative rating outlook has been incorporated for all the rated subsidiaries within the group.

oady's view also takes into account the timing of the dividend increase which is only a few months following the
ompletion of a major acquisition (KeySpan Corporation) which left ratings weakly positioned anng with potential .
xecution risk at a time when the group intends to undertake large capital expenditure and debt raising programs.
oady's believes that the decision to adopt a more shareholder-friendly measure at the expense of financial
:Texibility may signal a shift towards more aggressive financial policies.

B I#at ng Rationale S .
i :

iM ]“s ratings reflect Moody s collective assessment of several key factors, including its favorable business and

perating risk profile which we consider typical of some A-rated T&D utilities; the strong degree of supportiveness
Rroj ided by the NYPSC which has allowed NiMo to institute a performance-based rate (PBR) plan that provides a
medns for the utility to receive cash recovery of its significant regulatory assets; consistent key financial metrics
tbat are also typical .of A-rated electric T&D utility peers; and a liquidity position that is viewed as sufficient but

ore.consistent with the Baa category as NiMo has hlstorrCaIIy supplemented its internally generated cash flow by

eing an active borrower under the National Grid USA money pool. The quality of alternate liquidity could be
improved upon, in our opinion, by arranging for more substantial committed standalone multi-year bank credit
facilities not burdened by a material adverse change clause -

Jsif ¢ the Moody's Rating Methodology for Global Regulated Electric Utilities in concert to some degree with the
g Methodology for European Complex Holding Company Structures as a framework, the key drivers
i ‘

iencing NiMo's rating and outlook are:

I+|M 's:business activities are entirely focused on the transmission and distribution of electricity and delivery of
nlat ral gas, which contributes to its generally low business risk profile. Since divesting its generation assets, NiMo
has been recovering the significant regulatory assets created by the sales under the terms provided by the ten-
ea rnerger rate plan. In particular, the rate plan has provided for accelerated amortization of the regulatory assets
ﬁ recent years, which is apparent in the favorable trend noted for key credit metrics.(see Financial Metrics below -
for more specifi cs) Also, NiMo is able to retain a portion of excess earnlngs above the allowed 10.6% return on--

equity as defined in: the agreement.

I\/‘Iea‘nwhlle NrMo retains the provider of last resort (POLR) role for its electric customers and has been comfortably

rJreeJ:ing this responsibility by purchasing power under long-term purchase power agreements (PPAs) and other '

n market purchases through the New York Independent System Operator. The arrangements with the NYPSC

h‘ave been providing for generally timely and vrrtuaIIy full recovery of the costs associated with serving as the

POLR. This is a heavily weighted consideration in our overall assessment of the supportiveness of the regulatory

environment (SRE)in New York, leading to the current SRE 2 ranking on a scale of 1 through 4, with 1 being most

supportive and so on down with 4 being least supportive. Since commodity prices can tend to be volatile at times,-
hift by the NYPSC to restrict timely and full recovery of these costs could contribute to weaker financial

resu t3 and: downward rating pressure. :

Ith ugh revenues generated by delivery of natural gas comprised only 15% of NiMo's consolidated revenues for
the {2-months ended March 31, 2007, it is still important for NiMo to maintain sufficient access to the lowest
possible cost supplies in fulfilling its responsibility to meet gas demands of retail customers in its franchise service
territory. The company has done reasonably well in this regard, thanks in part to the multiple points of direct
connections with interstate pipelines, including 19 with Dominion Transmission, Inc., two with lroquois Gas
Transmrssron, and one each with Tennessee Gas Pipeline and Empire State Prpelrne (intrastate).

FrN ‘ NCIAL METRICS




Thanks to profitable utility operations and cash recovery through accelerated ariortization of regulatory assets
t‘mder the ten-year rate plan, a healthy level of positive free cash flow has been the norm for NiMo for te past
hrge years. NiMo has used this cash to achieve srgmt’ icant reduction in the utility's gross debt level, which has
}ontnbuted to corresponding favorable improvements in key credit metrics such as the extent to which cash flow
rom operations (exclusive of changes in working capital) covers interest and debt, and the level of adjusted debt
s a percentage of total capitalization. For the 12 months ended September 30, 2007, NiMo's cash flow from
perations (exclusive of changes in working capital) covered its interest and debt by 4.9x and 26.8%, respectively.
Iso, as of September 30, 2007, NiMo's adjusted debt to adjusted capitalization, calculated in accordance with
l‘\nnn jy's Global Rating Methodology for Regulated Electric Utilities (i.e., including non-current deferred income
%ax s as part of total capitalization) was 36.4%. These levels are typical of some utility companies carrying at least
n

.3 senror unsecured debt ratlng and were among the key factors we considered in the decision to upgrade

Mo clys believes that NiMo has adequate lquIdlty to meet its short-term cash needs over the next four quarters..

. rﬂl 6. maintains sufficient liquidity by supplementing its cash on hand and internally generated cash flow from
perating activities with-borrowings from other NG USA companies through the inter-company money pool. Cash
‘management in the NG USA system is conducted threugh an inter-company pool, which serves as an investment -
vehicle for the participants' excess cash as well as a reIatlver |nexpensive short-term liquidity reserve. The quality
f alternate liquidity could, however, be.improved.upon, in our opinion, by arranging for more substantial committed -

tandalone multi-year bank credit facilities not burdened by a material adverse change clause. Participating

eo Iated utility subsidiary companies contribute their excess cash to the pool. The surplus cash invested in the
00| iis first used to meet the short-term borrowing needs of eligible subsidiaries. Companies borrowing from the
00| pay rates approximately equal to their. market rates for short-term debt. Any remaining cash is typically

invested into securities rated Aa3 or better with an average duration of 30.days.:As a measure of additional
ecurity, NG USA's parent, the UK-based National Grid plc, has the ability to increase the amount of cash in the
ool through direct loans to NG USA. Alternatively, NG USA can also issue commercial paper and medium term
otes in lieu of or to supplement direct loans from the UK parent.

NiMo has historically been a borrower under the money pool and we expect that trend to continue as the company
‘jes ahead with its T&D utility strategies. At this stage, NiMo has no standalone bank credit facility. It does,
ever, have $100 million of sub-limit availability for letters of credit under a joint arrangement among NG USA _
nd $evera| other affiliates in the US, which expires November 29, 2009. The joint arrangement has a traditional - -
mat rial adverse change clause that does not apply beyond closing and does not contain any ratrng triggers that
d result in any acceleration or put of obligations. The arrangement also contains a 65% maximum allowable
g,ebl level (as defined) that applies to NiMo. As of September 30, 2007 there was significant headroom versus the
65% level aIIowed for N|Mo and we expect that to remaln the norm for the foreseeable future. .
|
A‘\s af September 30, 2007 NiMo had about $14.8 million of unrestrlcted cash on hand, while owing about $512.6
iion to affiliates under the money pool and reporting no CPLTD. With regard to CPLTD, we.nate that NiMo has
historically been repaying debt with positive free cash flow or otherwise refinancing with inter-company instead of

" third party debt. The next material long term debt maturity for-NiMo is a $600 million debt issue, which is due

an from the ultimate parent or a standalone debt issue at the operating company level. In considering NiMo's

ear term calls on cash, we also note that the company has embarked on a Reliability Enhancement Program
(RE ‘) aimed at improving the utility's overall performance and reliability to enhance opportunities to achieve
financial benefits under performance based regulation in place. Settlng aside the impending maturity of long term
deb 'but taking into account spending for the REP, which could resuilt in NiMo making capital expenditures near
$400 million over the next four quarters, and anticipated dividends to be paid to National Grid USA, we anticipate
that NiMo will still be cash flow positive, leaving it well positioned to further reduce its overall debt level. '

, ?ctober 1, 2008. We expect that NiMo will considera variety of options to address this maturity, including either a
|

Rating Outlook

‘I{he negative rating outlook for NiMo mirrors the negative rating outlook for its ultimate parent National Grid plc and
all the other rated entities in the group, largely reflecting the recently announced plans by National Grid pl¢ to.
rrtcr‘ ase-its dividend for the 2007/08 financial year by 15% over the 2006/07 dividend. Although we expect that

iMo will continue to generate stable and predictable cash flow, the significant interdependencies that exist among
the National Grid group of companies raises the specter that NiMo could be expected to contribute an even larger
than originally anticipated dividend payout when compared to historical levels as management moves ahead with
utte ration plans following the completion of the KeySpan acquisition and copes with the need to service the
significant acquisition related debt at the ultimate parent, National Grid plc.

Wh t Could Change the Rating - Up

Agat 15t the: backdrop of a negative outlook and assuming some guidance under the Moody's Rating Methodology
far omplex European Holding Company Structures, it is unlikely that the ratings for NiMo will go up in the near




uture; unless there is a change in view of the overall group rating for the National Grid plc family. However, the
utlook far the ratings could stabilize if the financial pressures associated with the recent increase in dividends to
e paid by the ultimate parent are less than our expectations, and the future financial profile of NiMo becomes
xtremely robust, similar to what has been exhibited historically by some of its affiliated utilities in the New England
egion. In addition, if further regulatory ring fencing is introduced that affords additional insulation from the potential
geed for cash elsewhere within the family, then there could be upward pressure on NiMo's ratings, albeit to the

robable detnment of creditworthiness elsewhere within the National Grid family.

YVh it Could Change the Ratmg - Down
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