CASE 06-M -0878 - Joint Petition of National Grid PLC and KeySpan Cor poration for
Approval of Stock Acquisition and other Regulatory Authorizations.

CASE 06-G-1185 - Proceeding on Motion of the Commission asto the Rates, Char ges,
Rules and Regulations of The Brooklyn Union Gas Company d/b/a
KeySpan Energy Delivery New York for Gas Service.

CASE 06-G-1186 - Proceeding on Motion of the Commission asto the Rates, Char ges,
Rules and Regulations of KeySpan Gas East Corporation d/b/a
KeySpan Energy Delivery Long Island for Gas Service.

Summary of Terms of
Merger and Gas Revenue Requirement
Joint Proposal (“Merger JP”)

Comparison of Stand-Alone Ratesand Merger Ratesfor Delivery Service

The merger rate plans provide for significant rate benefits for customers of KeySpan's
New Y ork utilities (The Brooklyn Union Gas Company d/b/a KeySpan Energy Delivery New
York (“KEDNY”) and KeySpan Gas East Corporation d/b/a KeySpan Energy Delivery Long
Island (“KEDLI") compared to KEDNY’sand KEDLI’ srates if there were no merger. For
KEDNY, delivery rates will remain unchanged from the levels set in 1993, extending the current
delivery rate freeze to 19 years. For KEDLI, which has not had a delivery rate increase since
1995, there will be a one-time increase of $60 million reflecting approximately 4.9% of total
revenue.

A. Stand-Alone Rates for Delivery Service

A number of the active parties reached an agreement in principle on the gas revenue
requirements and various incentive mechanisms in the KEDNY and KEDLI rate proceedings that
assume they remain as stand-alone companies.

The agreement in principle for stand-alone ratesif adopted by the Commission, would
provide for three-year rate plans with the following revenue requirementsfor gas delivery
service.

KEDNY’s gasdelivery revenue requirement would increase by:

$30.3 million in Rate Year One
$12.8 million in Rate Year Two
$12.4 million in Rate Year Three

KEDLI’s gas delivery revenue requirement would increase by:

$88.3 million in Rate Year One
$26.1 million in Rate Year Two
$13.3 million in Rate Year Three

The KEDLI increases would be larger because of a greater disparity between current
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revenues received for delivery service and the current cost of providing suchservice.

B. Merger Ratesfor Delivery Service

TheMerger JP if adopted by the Commission, would provide for five-year rate plans for
KEDNY and KEDLI, with the following revenue requirementsfor delivery service:

KEDNY:

No increasein gasdelivery revenue requirement in each of the five years of
KEDNY'’s merger rate plan.

KEDLI:

Anincrease of $60 million in gas delivery revenue requirement in the first year of the
merger rate plan and no further increase in years two through five.

C. Merger Ratesfor Delivery Service vs. Stand-Alone Rates for Delivery Service

If KEDNY and KEDLI’s stand-alone delivery rates are extended for an additional two
years, the comparison of delivery rates under the stand-alone and the merger rate plans is
summarized as follows:

Annual Delivery Revenue Increases

($ Millions)
Stand-Alone Rate Plan (Ddlivery)

Y ear 1 2 3 4 5
KEDNY 30.3 12.8 124 12.4 12.4
KEDLI 88.3 26.1 13.3 13.3 13.3

Totd 118.6 38.9 25.7 25.7 25.7

Merger Rate Plan

KEDNY 0 0 0 0 0
KEDLI 60 0 0 0 0

Totd 60 0 0 0 0

Cumulative Incremental Revenue

($ Millions)
Stand-Alone Rate Plan (Ddlivery)
Y ear 1 2 3 4 5
KEDNY 30.3 43.1 55.5 67.9 80.3

KEDLI 88.3 114.4 127.7 141.0 154.3
Total 118.6 157.5 183.2 208.9 234.6 902.8
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Merger Rate Plan(Delivery)

KEDNY 0 0 0 0 0
KEDLI 60 60 60 60 60
Total 60 60 60 60 60 300

Delivery service revenue increases avoided as aresult of merger: $602.8

D. Gas Adjustment and Transportation Adjustment Clause Changes

Under both the stand-alone and the merger rate plans, certain commodity-related costs
will be removed from KEDNY’s and KEDLI’s delivery rates and will be reflected in the Gas
Adjustment Clause (“GAC”) and the Transportation Adjustment Clause (“TAC”) at the levels
projected for the first year ($26 million for KEDNY and $12.5 million for KEDLI, based on
estimated gas costs) However, delivery rates would not be adjusted down by these amounts. In
subsequent years, fixed cost factors for these items will be reconciled to actual gas costs. These
commaodity-related costs are offset to some extent by other costs/revenues being transferred from
the GAC/TAC to delivery rates.

E. Rate changes associated with the one-time $60 million annual increase in
KEDLI’s delivery service revenue requirement and the $26 and $12.5 million GAC/TAC annual
increases for KEDNY and KEDLI would go into effect onJanuary 1, 2008. Other revenue
increases may also be allowed at that time depending on the outcome of a small number of other
issues pending in orntgoing KEDNY and KEDLI rate cases.

. Other Provisions Of Merger Rate Plan

A. Merger Synergy Savings and Cost to Achieve

KEDNY’sand KEDLI’s delivery rates under the merger rate plan reflect 50% of
KEDNY’sand KEDLI’s allocated shares of $156 million in estimated net synergy savings for
each of the five years of the merger rate plan The $156 million figure excludes efficiency gains
that could have occurred without the merger (which were applied directly to KEDNY’s and
KEDLI's cost of delivery service) and gas commodity savings (which will flow directly to
customers through the GAC). In any rate proceeding following the fifth year of the merger rate
plan, KEDNY’s and KEDLI’ s revenue requirement would reflect 100% of their share of net
synergy savings.

KEDNY’sand KEDLI’ s delivery rates under the merger rate plan also reflect their share
of the $398 million cost to achieve the merger synergy savings, which would be amortized over a
tenyear period. Cost to achieve excludes executive benefits and capitalized information
technology costs. 1n any rate proceeding occurring in years six through ten KEDNY and
KEDLI are authorized to include the annual level of the cost to achieve in their revenue
requirement.
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B. Earning-Sharing Provisions

The computation of KEDNY’sand KEDLI’ s earnings subject to sharing will assume a
capital structure with an equity component of 45% and will be subject to the following, anong
other, qualifications:

All goodwill associated with the merger will be excluded:*
Any discrete incentives will be excluded;

Operating expenses will include an alowance equal to 50% of synergy
savings and cost to achieve.

KEDNY and KEDLI will be entitled to retain al earnings up to a return on equity of
10.5%.

Equity earnings greater than 10.5% and less thanor equal to 12.5% will be shared
between customers and the Company on a 50-50 basis; the customer’ share would be deferred.

Of equity earnings greater than 12.5% and less than or equal to 13.5%, 65% will be
deferred for the benefit of customers and 35% will be retained by the company.

All equity earningsin excess of 13.5% will be deferred for the benefit of customers.

Each of the above earning-sharing thresholds would be subject to a 10 basis point adder
(i.e., t0 10.6%, 12.6%, and 13.6%0) if the companies meet energy efficiency performance
benchmarks expected to be established as a result of future Commission action in Cases 06-G-
1185 and 06-G-1186.

C. Property Taxes, SIR Costs, Capital Cost Deferralsand Pensions

i Property Taxes

KEDNY and KEDLI will be authorized to defer 90% of the difference between their
actual and forecast real property and special franchise tax expense.

ii. Environmental (SIR) Costs

KEDNY’sand KEDLI’s merger plan delivery rates reflect amortizatiors of outstanding
deferrals for the cost of site investigation and remediation of former manufactured gas plants
(“*SIR") and provides a sharing mechanism for sums recovered from insurance carriers and/or
other potentially responsible parties. Other SIR issues are reserved for resolution in Cases 06-G-
1185 and 06-G-1186.

! Goodwill is National Grid's total acquisition price, together with transaction costs, in excess of
the fair market value assigned to the assets and liabilities of KeySpan Corporation and its
subsidiaries.
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i, Capital Costs
KEDNY’sand KEDLI's merger rate plars authorize the deferral of revenue requirements

associated with certain variances from forecast of nongrowth related capital costs such as costs
associated with pipe replacement necessitated by city or state construction projects.

iv. Pensions and Other Post-Employment Benefits

KEDNY’s merger delivery rates reflect a payment to return to the Commission’s Policy
Statement on Pensions and Other Post-Employment Benefits. KEDNY will also provide $60
million in funding to its plans that will directly benefit customers.

V. Deferrals

Numerous cost items reflected in base rates would be subject to reconciliation and the
differences would be deferred for rate disposition after five years

[Il.  ProvisionsPreserving Financial Integrity of KEDNY and KEDLI

The Merger JP includes provisions that protect the financial integrity of KEDNY and
KEDLI and insulate customers from any degradation of their financia position.

A. Goodwill

No goodwill from the merger will be reflected in the regulatory accounts of KEDNY and
KEDLI.

B. Dividend Restrictions

KEDNY/KEDLI will not be permitted to pay dividends without the Commission’s prior
consent if any of the following occurs:

KEDNY’sor KEDLI’s bond rating falls to the lowest investment grade rating and there
are negative watch/review downgrade notices from two nationally recognized rating
agencies;

National Grid plc’s credit rating falls below investment grade;

KEDNY’sor KEDLI’s debt to total capital ratio exceeds limits set forth in the Merger JP.

C. Bond Rating and Cost of Debt

If the bond rating of KEDNY or KEDLI falls below A- or A3, any long-term debt issued
by either company will be priced for all ratemaking purposes as if it had been issued by an A-/A3
utility at the same issue date.

D. Merger Debt

No debt associated with the merger will be reflected as an obligation of either KEDNY or
KEDLI.
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E. Money Pools

National Grid USA will establish separate money pools for regulated and unregulated
companies. While KEDNY and KEDLI and their service companies will participate in the
regulated money pool as borrowers and lenders, National Grid USA will participate as a lender
only.

IV.  Provisions Concerning Generation and Transmission Assets

A. Ravenswood Station

Nationa Grid agrees to the goal of divesting the Ravenswood Station in the manner
described in the Merger JP and, until such divestiture, agrees to sales of the output of the
Ravenswood Station in a manner that makes it indifferent to the price of the output of the
Ravenswood Station

i Divestiture or Sale of Output

The Merger JP provides for steps to be taken to accomplish the objectives of divestiture
or, in the alternative, sales of the output. These steps include, among others:

By January 1, 2008, National Grid will enter a forward contract for the energy
output of the Ravenswood Stationfor up to a three-year term;

No less than fourteen months before the expiration of the forward contract,
National Grid will issue offering documents for the purchase of the Ravenswood
Station and, at National Grid’s option, a simultaneous offering for a backstop,
long-term contract for the sale of the output.

ii. Commission Approval

No less than six months before the expiration of the forward contract, National Grid will
file with the Commission (i) a petition for approval of the sale of the Ravenswood Station; or (ii)
apetition for approval of the sale of the output of the Ravenswood Station under a long-term
contract; or (iii) a statement by National Grid that it has not entered a contract either for the sale
of the Ravenswood Stationor for the long-term sale of the output and a commitment that all
prospective revenue from sales of the output that exceeds a cost-of-service rate including a fair
return, which will be established by the Commission, will be applied for the benefit of Zone J
electric customers in a manner determined by the Commission

Provision is made for a second offering process in the event that National Grid's initia
petition is not approved.

ii. Transmission Assets

National Grid will plan and operate its transmission system without regard to the impacts
on the profitability of the Ravenswood Stationand will support market rules that promote the
interest of its electric transmission and distribution customers.
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V. Corporate Structure and Affiliate Rules

The Merger JP provides for rules governing the service companies in the National Grid
system that will provide servicesto KEDNY and KEDLI and for rules and safeguards governing
affiliate transactions.

VI.  Customer Service Quality and Safety Performance

Incentive mechanisms designed to assure no degradation in customer service quality or
safety performance for KEDNY and KEDLI have been agreed upon and will be addressed in
Cases 06-G-1185 and 06-G-1186.

VIl. Provisions Affecting Niagara M ohawk

A. Synergy Savings

In a separate filing to the Commission, National Grid will credit Niagara Mohawk with
the follow-on synergy savings they are entitled to under the Niagara Mohawk rate plan

B. Staffing Commitments

Niagara Mohawk agrees to maintain and increase transmission, distribution and Article
VIl compliance staffing in upstate New Y ork.

NOTE: This summary was filed by the Petitioners on July 6, 2007, and modified slightly by
Judge Lynch on July 9, 2007. To the extent errors and material omissions are discovered over
time, this summary will be revised and reposted on the DPS website.

July 9, 2007



