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| Financial and Operating Highlights

2002 2001 :

_ 2003

' Financial Data |

 OPBIAtNG TBVENUBS . .\ttt e e e e $280,470,000 $274,608,000 $283,464,000 ‘

©OPerating BXPENSES . . .. o\t $265,164,000 $259,528,000 $267,005,000

- Netincome (loss), continuing operations .............. .. i $ 10,325,000 $ 11,299,000 $ 10,860,000

. Net income (loss), discontinued operations ................. .. ... .. ....... $ 79,000 $ 99,000 ($ 182,000)

- Netincome {loss) applicable to commonstock. .. ................ . ... ... $ 10,401,000 $ 11,302,000 $ 10,678,000

CoTotalutility plant. ... $324,901,000 $311,543,000 $302,489,000

" Common Share Data

. Weighted average sharesouistanding. . .............. ... o i . 4,980,000 5,592,000 5,630,000
Year-end sharesoutstanding ......... ... 5,033,000 4,955,000 5,685,000 !

- Diluted earnings (loss) per average share, continuing operations ................ $2.01 $1.96 $ 1.88
Diluted earnings (loss) per average share, discontinued operations. . ............. $ 0.01 $0.02 ($0.03) |
Diluted earnings (loss) peraverageshare ...t $ 2.02 $ 1.98 $18

i Dividends paid pershare ....... ... .o i $ 0.76 $ 060 $055
Year-end book valuepershare . ... L $19.85 $18.51 $17.81 |
Dividend yield onending marketvalue ... .. ... ... .. .o, 2.55% 2.87% 2.95% |
Return on average COmmONBqUtY . ... ..o oot 10.80% 11.03% 11.02%
Operating Data
Electric customers—year-8nd ... ... ... . 89,000 88,000 87,000

- Retail and requirements sales (MWH) . . ... ..o 1,934,000 1,952,000 1,956,000

- Othersalesforresale (MWH) ... .. . 2,287,000 2,104,000 2,365,000
Average revenue per KWh (Cents) . .. ... i 10.22 10.09 10.44
Number of Employees—Year-End

Green Mountain POWer . ... ..ot 196 194 193
SUDSIIANiES ... 0 0 0
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It is the policy of Gresn Mountain Power ;
to provide equal employment opportunities :
to all qualified employees and applicants. . _ . ‘
Through its affirmative action plan and
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BALANCE

i Achieving a stable rate plan
requires striking a balance
among many interests.
Our rate agreement provides
customers with rates that
remain essentially fiat over six
years, helping individual
customers as well as the
health of Vermant's economy.
It also offers the Company
the security of predictable rate
recovery and the prospect of
steady earnings, which will
assist us in attracting capital
to invest in eleclrical system

improvements for our l
cuslomers. |

Dear

Green Mountain |
Power
shareholder:

It is a pleasure to report
the accomplishments in 2003
of the men and women who
devote large portions of their
lives to Green Mountain Power.
Their efforts have resulted in an
outstanding year for our
shareholders and customers.
Together, we have achieved
ambitious goals.




Higher Earnings anticipate that our dividend will seconds 82 percent of the time, we
For the third straight year, grow at a double-digit average eliminated busy signals, bills were
Green Mountain Power hit its through this ”’ﬁ,},j’,’,‘;‘,ﬁé@n of 5 Year * B rcndered on
We allowed return on common equity | period. The Cumulative Total Return time and
zg 1 - . ) . R * $100 invested on 12/31/98 in stock or
Uy w for core operations. Eamnings per | increase inthe |- index-inciuding reinvestment of dividends. accurately,
e"viable pas h ; h 202 dividend will Fiscal year ending December 31. d official
share for the year were $2.02, ividend wi Py Ws&Ps0o and officia
FINANCIAL STR 8 above the $1.98 we posted in benefit oUr CUS- | £ investor-owned Etectrics customer
The Vi 2002. tomers by mini- om0 complaints to
Public Service'i Green Mountain Power share- | mizing our cost - the regulators
in December 2003 app holders benefited from a steady of capital. - were only one
a long-term arrange upward movement in the price of R 160 for every
on electric Delivering
] Company stock from $20.97 per s 120 2,000 cus-
designed to et Superior <
: share at the end of 2002 to $23.60 . 80 tomers.
our prospecis of e Service
a 10.5 percent re . per share at the end of 2003, an 40 Perhaps most
equity in each: increase of 12.5 percent. When We believe o . | importantly,
next three’ added to the $0.76 per share divi- | the most impor- 1% #9100 201 1@ @R[ e hrovided
We are grey dend that Green Mountain Power tant way to accomplish our goals reliable power. On average, our
the u.nexpecte.d St paid out during 2003, the total for shareholders is to have a laser customers experienced fewer than
inherent in Z return for the year exceeded 16 focus on delivering superior ener- two outages last year, and those
mar

NN " - nings per share/Dividends paid

gy services to

outages were about two hours

' five-year our cus- each. We are proud to report that
AND SATISFA . Eamings per share {ll Dividends paid
, ; period, Green tomers. 94 percent of our customers
We enjoy the confi , $2.50 , o
of the vast majoy Mountain During 2003 expressed satisfaction with our
our custom Power’s total 2.00 we met or reliability.
MOTIVATED. return of 180.9 | 150 exceeded all Customers notice good serv-
We have builf ; : percent ranked 1.00 of our ice, as evidenced by what they tell
that eagerly third in the Vermont us in independent surveys. Every
new-pia, nation among o Public Service | quarter we survey customers who
stimulated sa ¥ all utilities, Board have interacted with us. in the
customers and emb according to approved fourth quarter of 2003, 92 percent
the constant

and opportunity we no
in

the Edison Electric Institute index.

in February 2004, your Board
of Directors approved a 16 percent
increase in the dividend payment
to an indicated annual rate of

$0.88 per share. We intend to 2001 2002 2003
. Percent 91 Q. Q@ Q3 o4 Qt @ @ 4
grow our dividend payout over the w0 ! ! ! ! ! ! bt
next five years, so long as our £y
financial health seems assured. We 80
70
60

50
40
30

service quality standards. We
answered our phones within 20

of our customers indicated that
they were satisfied with our

National: conducted by RKS Research & Consuiting Nationa! Residential Survey 2003.
GMP: quarters 3 & 4, 2003 conducted by RKS Research & Consutting,
alf others by ORC Macro.




AGILITY

Agility means having
' ready ability to mave with
I quick and easy grace,

being mentally quick and
resourceful. It takes great

agility to serve customers

both well and efficiently.
response to their We have achieved the Power as an
contact, com- distinction of being orie of example of
pared to a recent ”’?‘e’e?”ﬁw Ilty lnduslrys “companies

) _most efficient companies.

national survey Green Mountain Power . (that) have
reporting a 74 serves 460 customers per fared far better
percent satisfac- employee, compared to a than the over-
tion level for the : AGHIERaHAVIAGEGE TRy all industry.”
industry as a Green

whole.
National Recognition

While customers recognized
our good service, the national
press began reporting on the
remarkable recovery Green
Mountain Power has achieved over
the past few years. Business Week
ranked us 25th among “The Small-
Cap Top 50" in its national index of
small-cap companies, while
Forbes.com used Green Mountain

Mountain Power president Chris
Dutton was featured in interviews
in “The Deal” and on other nation-
ally-broadcast web interviews, as
well as several New York City
financial radio station programs. [n
February 2004, senior vice presi-
dent and chief operating officer
Mary Powell was featured as one
of Fast Company magazing’s “Fast
50,” which highlights, according to
its website, “passionate people
around the world with big ideas

and strong convictions who are
determined to make a difference.”

Stable Rate
Plan

One of the most
significant develop-
ments of the year
was the three-year
rate stability plan
that we negotiated
with the Vermont
Department of
Public Service,
which received the
Pubic Service
Board’s approval in
December 2003.

Nuclear:

Vermont Yankee 37.4%

Hydro:

Hydro-Québec 28.1

GMP owned 4.5

32.

Market Purchases: 19.2

Qualifying Facilities:

Hydro 2.8

Ryegate (wood) 25
5.3

Qil:

Wyman 0.5

GT&D 0.5

MMWEC 1.7
2.7

Natural Gas:

MMWEC 13

Wood:

McNeil 1.0

Wind:

Searsburg 0.5

TOTAL 100.00 %

This rate plan benefits both cus-

tomers and shareholders, as it pro-

vides customers
with a very stable
rate path through
2006 and offers
the Company the
security of pre-
dictable rate
recovery. We have
agreed not to
increase rates in
2004, to raise
rates 1.9 percent




in January 2005 and 0.9 percent in
January 2006. Green Mountain
Power last increased its rates in
January 2001, so our customers

will enjoy a six-
year period during
which rates are
essentially flat.
The rate settle-
ment also provid-
ed that our return
on equity be
reduced from
11.25 percent to
10.50 percent,
retroactive to
January 2008.

Central Vermont Public Service

HEEi ESTOr-0 i

4 al gt

2002 Average Revenue per kWh (in cents)*

B Vermont utilities

Cambridge Electric

Western Mass. Electric
Cancord Electric

Exeter & Hampton Electric
Narragansett Electric
Massachusetts Electric
Connecticut Light & Power
Granite State Electric
Burtington Electric
Citizens Utilities

Green Mountain Power [
Boston Edison

Public Service of New Hamp.
United [lluminating

Maine Public Service
Commonwealth Electric
Fitchburg Gas & Electric
Bangor Hydro-Electric

Vermont Electric Co-op

securing stable power supply
sources. Two-thirds of our power
comes from fundamentally fixed-
price contracts with Hydro-Québec

fi
f

Wl vew England Investor-owned Utitities

This steady earn-
ings path, based

Washington Eilectric Co-op

6¢ 9c 12¢

Source: Edison Electric Institute, FERC Form 1 and Vlermont Department of Public Service
* Most recent data available

tem condition remained stable,
although guarded, throughout the
blackout.

The outage highlighted the
need for
Vermont to
upgrade the
fransmission
system serving
the northwestern
part of the state,
which has been
identified as the
second most
transmission-
stressed in New
England. The
156 Vermont Electric

15.69

Power Company

on an attractive
and fair, albeit lower, allowed
return, will assist the Company in
attracting capital to help finance
electrical system investments to
ensure customer reliability.

Central to our efforts to keep
rates level has been our success in

“Power Supply Costs by Source |

Source 2003
Cents per kWh

] Average all sources 5.97
GMP hydro 3.05
Nuclear 4.31
Market purchases 6.14
Hydro-Québec 6.98
Wind 7.00
Qil and gas 8.47
Qualifying facilities 12.18

and the Vermont Yankee nuclear
power plant. We have smaller con-
tracts for power from several fossil

insulated ourselves
through 2006 from sub-
stantial fluctuations in
fossil fuel prices through

08
our contract with Morgan | 0e
Stanley. We retain our 02

" own hydro and peaking

(VELCO),
Vermont’s statewide transmission
organization of which Green
Mountain Power is a 30 percent

B coa

% 12 month average

2
1.8
1.6
1.4
1.2

1

[ ) 1 ] ! | | 1 ! ' |
1/02 3/02 5/02 7/02 9/02 11/02 1/03 3/03 503 7/03 9/03 11/03

2007, then costs will be shared by
other customers throughout New
England. Vermont's share of the
$130 million in capital costs will be
about $12 million.

VELCO intends to finance the
cost of constructing the Northwest
Reliability Project in part through
increased equity investment. Green
Mountain Power plans to invest
approximately $20 million in
VELCO to support this and other
transmission projects through
2007. Transmission capacity is
vital to continued economic growth
and development in the state, as
well as assuring the reliability of
the system for current customers.
Growth in transmission investment
is consistent with our business
maodel, which focuses on increased
investment in regulated operations.
Overall, we believe that, barring

fuel plants (but no coal-fired gen- owner, has proposed a major 75- adverse circumstances, our earn-
eration), and we have I e L ‘ ings will grow by four

to six percent for the
next several years.

Poised for
Growth

Last year we began

marketing our utility

to be very valuable in

periods of high demand. 8
2.5

units, which have proven sy wesrmgery; prepm—

M Goal

= 12month average

Reliability 1 z_
Investment ‘

1

We escaped the o0

o,

massive blackout that |

102 302 50

! |

1 1 t 1 t i | 1 [
2 7/02 9402 11/02 1/03 3/03 503 7/403 93 11/3

services to other utilities
across the state and in
the Northeast region.
We exceeded our goal
of $2.5 million in addi-
tional sales through our
business development

activities, more than

much of the Midwest and
Northeast experienced last August.
Some Green Mountain Power cus-
tomers experienced a brief “bump”
in power, but only a few large
industrial customers experienced
any significant problems. Qur sys-

mile upgrade from West Rutland to
South Burlington, called the
Northwest Reliability Project. This

| project is the most cost effective
| way to solve the reliability prob-

lem. If the project is approved and
construction is completed by

doubling 2002 sales.
Gov. James H. Douglas has
made job creation “Job Number

- One” for his new administration,
| and he has supported our new sta-

ble rate agreement. Vermont is one
of the few state governments in




the country operating with a bal-
anced budget. State and private
gconomists in Vermont are fore-
casting a strong year for 2004 with
continued steady job and income
growth. Your Company is well
positioned to capitalize on the
Vermont economy’s vitality, as its
service areas are located in the
highest growth regions of Vermont.
The Douglas administration
has begun a new initiative to make
state government more effective.
Recognizing the success Green
Mountain Power achieved in this
area, Governor Douglas asked
David Coates, a member of Green

Mountain Power’s Board of
Directors, to chair the Institute on
Governmental Effectiveness. Mary
Powell, Green Mountain Power’s
senior vice president and chief
operating officer, who led our
restructuring effort, was asked to
g serve as vice chair and secretary.
We are pleased to be able to play

(.

STRENGTH

A rider must be strong and in
| peak condition to compete successfully.
‘ Our financial strength depends ultimately
| on how well we serve our customers —
and our customer service performance |
is strong. We have met or exceeded
each of the 17 service gualily standards
established by the Vermont Public Service
Board in areas such as answering the
phone quickly, rendering bills on time
and accuralely, and defivering -
reliable electric service.




such a strong role in helping state
government reach. new levels.of
effectiveness.

Productivity
Gains

We work hard at
continuing the pro-
ductivity improve-

500

450

ments that played
such an important
role in our recent

(=

(=]

o

1997

compared to a

Maintaining this edge requires up-
to-date information technology,

and in 2003, we replaced our older
financial programs with Oracle’s

Investor-owned utilities only. Source: Edison Electric Institute.

B evp B us

461 460

400 429 i

350

300

290
success. We remain 250 pe 248 268
242

among the most effi- | 20
cient electric utilities 150
in the country, with 100 ‘
460 customers 5
served per employee, 5 N.A. NA.

1998 1999 2000 2001 2002

TEAMWORK

ciencies and internal controls.
Late in 2003 we signed a new
four-year union contract. The con-
tract provides for wage increases
and benefit improve-
ments for our
employees, while
achieving constraints
on the Company’s
exposure to future
health care cost infla-
tion. The new contract
also establishes safe
guidelines for one-
person work to
improve operations
and to respond better

to customer needs.
2003

Upon announcing the

nationwide utility average of 337
customers per employee in 2001.

new integrated financial system,
which improves our operating effi-

agreement, George Clain, president
and assistant business manager of

the wind blows, the highly
skilled and motivated team
of Green Mountain Power
employees works hard to
harness resources 1o move
quickly and efficiently.
Our strong results have been
making news across the
couniry, from Business Week
to Forbes.com lo
Fast Company.

\
; ‘ No matter how hard

‘8

the IBEW Local 300, said, “We
were able to solve issues miuch
more effectively working in a coop-
erative process. The end resuit is
an agreement that helps to protect
the quality of life for retired and
active employees at Green
Mountain Power and provides for
streamlining the operations of the
Company.”

Several years ago, as a way to
reward employees and increase
their interest in the success of the
Company, we began awarding
stock options to all employees. In
2003, we continued our compen-
sation philosophy of sharing the
success of the corporation by issu-
ing common stock awards to every
employee.

Green Mountain Power has




also embraced a new technology
that benefits the environment with
its purchase of hybrid vehicles.
The vehicles combine a gas engine
and electric motor to produce the
optimum mix to power the car.
Using hybrid vehicles reduces
emissions and helps us evaluate
the potential for expanded use of
this technology in the future.

Corporate Governance

The national changes in corpo-
rate governance and financial
reporting impose a heavy burden
on small public companies, but in
2004 we enthusiastically reaf-
firmed our long-standing commit-
ment to the principles of corporate
integrity, ethical behavior and good
corporate governance. As you
would expect, your Company com-
plies with the new governance
standards for New York Stock
Exchange listed companies. Our
Board of Directors in 2003 adopted
corporate governance guidelines,
director independence standards
as well as new and revised char-
ters for our audit, governance and
compensation committees. All of
these are now posted on our web-
site, along with our revised code of
ethics. The Board also adopted
new bylaws that returned to an
annual election of all directors,
rather than the staggered three-
year terms under which directors
had previously served.

We Pledge To Do
Our Best

We celebrated the success
outlined in this letter on February
13, 2004. We rang the closing bell
at the New York Stock Exchange. A
small delegation of employees

accompanied president and chief
executive officer Christopher L.
Dutton, chief operating officer
Mary G. Powell and senior vice
president Stephen C. Terry to the
NYSE to celebrate our excellent
customer service and strong
shareholder results. As Chris rang
the bell, to-the cheers of the stock
exchange and our employees on
the floor, and with the eyes of the
world on us, Green Mountain
Power stock traded at its highest
point in seven years.

As satisfying as it is to report
our strong results for 2003, we are
realistic. The electric utility industry
is still in a transition stage. That
means we continue to confront
associated market risks, including
a volatile wholesale power market;
and there are often just plain sur-
prises because of unusual Vermont
weather conditions, broader eco-
nomic developments, such as fluc-
tuations in interest rates, as well as
things we just cannot foresee.

All we can pledge to you, our
owners, is that we are prepared
and very focused on our business
plan. We will do our level best in
2004 to continue to give you confi-
dence in your investment.

Norgahl L. Brue
Chalrman

Christopher L. Dutton

President and
Chief Executive Officer

February 27, 2004

Quarterly Stock Market Price Data

$25

~
]

41 2 3

1

41 2 3

41 2 3 41 2 3 4

2003 ending stock price was $23.60.

Green Mountain Power Corporation common stock is traded on the New
York Stock Exchange (NYSE symbol: GMP). This chart shows the high
and low closing prices for the Company’s common stock for each quarter
from 1999 through 2003, as reported by the New York Stock Exchange.
The number of registered shareholders of common stock as of December
31, 2003 was 5,172.

Stock Price Dividend

High Low Declared

2003 FirstQuarter ... ... $21.19 $19.02 19.00¢
Second Quarter .. 2178 20.00 19.00
Third Quarter .. .. 2272 20.06 18.00
Fourth Quarter ... ... 23.84 21.98 19.00

2002 FirstQuarter ... $12.00 $17.00 13.76¢
Second Quarter .. . 19.80 17.54 13.75

Third Quarter ... ... 1824 1575 13.75
FourthQuarter ... 21.08 15.89 19.00

J-_(




" GMP Service Territories

B GMP Service Territory
(O District Service Centers
/\ Major Generating Source
<> Hydro-Québec Connection
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" Board of Directors, Board of Directors Committees, Officers

Board of Directors

Nordahl L. Brue, 59, elected 1992, Chair, Green Mountain Power; Chairman,
Frankiin Foods Inc.; Chairman, PKC Corporation; Burlington, Vermont.

Elizabeih A, Bankowski, 56, elected 2002, business consultant in
corporate social responsibility; Brattieboro, Vermont.

William H. Bruett, 60, elected 1986, Senior Vice President, The ESOP Advisory
Group, UBS Financial Services, inc.; Weehawken, New Jersey.

Merrill 0. Burns, 57, elected 1988, President and CEO of The Simpata Group;
San Francisco, California.

Lorraine E. Chickering, 53, elected 1994, former President of Public
Communications of Belt Atlantic Corporation; Silver Springs, Maryland.

John V. Cleary, 75, elected 1980, retired President and Chisf Executive Officer,
GMP; Boynton Beach, Florida.

David R. Coates, 66, elected 1999, Executive Vice President, New England
Culinary Institute; retired Partner, KPMG Peat Marwick; Burlington, Vermont.
Christopher L. Dutton, 55, elected 1997, President, Chief Executive Officer and
Chairman of the Executive Committee of GMP; Colchester, Vermant.

Euclid A. frving, 51, elected 1993, Partner, Paul, Hastings, Janofsky & Walker, LLP,
Attorneys; New York, New York.

Board of Directors
Committees

Audit Committee
Euclid A. Irving, Chair
William H. Bruett
Merrill 0. Burns
John V. Cleary

David R. Coates

Compensation Committee
Merrill 0. Burns, Chair
Elizabeth A. Bankowski
Lorraine E. Chickering
Euclid A. Irving

Executive Committee
Christopher L. Dutton, Chair
Nordah! L. Brue

William H. Bruett

David R. Coates

Gavernance Committee
William H. Bruett, Chair
Elizabeth A. Bankowski
Nordahl L. Brue
Lorraine E. Chickering
John V. Cleary

Strategic Issues Commitiee
Nordahl L. Brue, Chair

" Lorraine E. Chickering
David-R. Coates
Euchid A. Irving

Officers

Christopher L. Dutton
President and Chief Executive Officer

Robert J. Griffin
Vice Fresident, Chief Financial Officer
and Treasurer

Walter S. Oakes
Vice President, Field Operations

Mary G. Powell
Senior Vice President
and Chief Operating Officer

Donald J. Rendall, Jr.
Vice President, General Counsel
and Corporate Secretary

Stephen C. Terry
Senior Vice President,
Corporate and Legal Affairs

John V. Cleary and Lorraine E. Chickering
retire from Board

We mark the end of an era with the retirement of John V.

" Cleary from the Board of Directors. Mr. Cleary has chosen not to

run for re-election, ending 24 years of service on the Board. As

. President and Chief Executive Officer from 1983 until his

retirement in 1993, he guided the Company through a difficult
period, restoring regulatory confidence. We benefited significantly
from his wisdom, leadership and friendship.

Lorraine E. Chickering, who completes ten years of service this
year, has also decided not to run for re-election. Ms. Chickering
brought us valuable insight from her distinguished career in
telecommunications, another regulated industry in transition, and
we are grateful for her years of service.

Kathleen G. Hoyt and
Dr. Marc A. vanderHeyden nominated to
Green Mountain Power Board

Kathleen C. Hoyt, 61 and Dr. Marc A. vanderHeyden, 65, have
been nominated for election to Green Mountain Power’s Board of
Directors at the May 2004 Annual Meeting. Ms. Hoyt was the top
cabinet official for Vermont Governor Howard Dean, having
previously served in multiple leadership positions in state
government. In 1998, she received the National Governors
Association Award for Distinguished Service to State Government.

Dr. Marc A. vanderHeyden is the president of Saint Michael's
College in Coichester, Vermont. Dr. vanderHeyden is a nationally
recognized leader in higher education, directing Saint Michael’s
College’s program to prepare students for life-long learning in a
global society.




Green Mountain Power
celebrated excellent customer
service and strong shareholder
results when president

Chris Dution rang the closing
bell at the New York Stock
Exchange February 13, 2004.
He was joined on the platform
by senior vice president of
corporate and legal affairs
Steve Terry, NYSE executive

vice president Noreen
Cuthane, and senior vice
president and chief operating
officer Mary Powell, while a
group of Green Mounfain
Power employees watched
from the floor.

GREEN MOUNTAIN

POWER

On. Every Day.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Executive Overview

Green Mountain Power Corporation (the “Company”) generates virtual-
ly all of its earnings from retail electricity sales. Our retail electricity sales
grow at an average annual rate of between one and two percent, about
average for most electric utility companies in New England. While whole-
sale revenues are significant, they have relatively minor impact on our
operating results and financial condition. The Company is regulated and
cannot adjust prices of retail electricity sales without regulatory approval
from the Vermont Public Service Board (“VPSB”).

The Gompany increased its dividend in February 2004 from an annual
rate of $0.76 per share to $0.88 per share. The Gompany’s dividend payout
ratio remains comparatively low, at less than 45 percent of 2003 earnings.
We expect to grow our dividend payout ratio to between 50 and 70 percent
over the next five years, in line with other electric utilities having similar risk
profiles, so long as financial and operating results permit.

Fair regufatory treatment is fundamental to maintaining the Company’s
financial stability. Rates must be set at levels to recover costs, including a
market rate of return to equity and debt holders. In December 2003, the
Company received approval from the VPSB of a new rate plan covering the
period 2003 through 2006, which sets rates at levels the Company believes
will provide an improved opportunity to recover our costs, and to earn our
ailowed rate of return.

Power supply expenses are equivalent to approximately 70 percent of
total revenues. The Company’s need to seek rate increases from its cus-
tomers freguently moves in tandem with increases in our power supply
costs. We have entered into fong-term power supply contracts for most of
our energy needs. All of our power supply contract costs are currently
being recognized in the rates we charge our customers. The risks associ-
ated with our power supply resources, including outage, curtailment, and
other delivery risks, the timing of contract expirations, the volatility of
wholesale prices, and other factors impacting our power supply resources
and how they relate to customer demand are discussed below under
“Quantitative and Quaiitative Disclosures About Market Risk, and Other
Risk Factors.”

We also discuss other risks, including load risk related to our largest
customer, International Business Machines Corporation (“{BM™), and con-
tingencies that could have a significant impact on future operating resuits
and our financial condition.

Growth opportunities beyond the Company’s normal investment in its
infrastructure are also discussed, and include a planned increase in our
equity investment in Vermont Electric Power Company, Inc. (“VELCO”) and
a planned increase in sales of utility services.

In this section, we explain the general financial condition and the results
of operations for the Company and its subsidiaries. This explanation
includes:

« factors that affect our business;

« our earnings and costs in the periods presented and why they

changed between periods;

s the source of our earnings,

» our expenditures for capital projects and what we expect they will be

in the future;

» where we expect to get cash for future capital expenditures; and

« how all of the above affect our overall financial condition.

Qur critical accounting policies are discussed below under “Quantitative
and Qualitative Disclosures About Market Risk, and Other Factors,” under
“Liguidity and Capital Resources — Pension,” in Note A, “Significant
Accounting Policies,” and in Note H, “Pension and Retirement Plans.”
Management believes the most critical accounting policies include the tim-
ing of expense and revenue recognition under the regulatory accounting
framework within which we operate; the manner in which we account for

certain power supply arrangements that qualify as derivatives; the assump-
tions that we make regarding defined benefit plans; and revenue recogni-
tion, particularly as it relates to unbilled and deferred revenues. These
accounting policies, among others, affect the Company’s significant judg-
ments and estimates used in the preparation of its consolidated financial
statements.

There are statements in this section that contain projections or esti-
mates that are considered to be “forward-looking” as defined by the
Securities and Exchange Commission (the “SEC”). In these statements,
you may find words such as believes, expects, plans, or similar words.
These statements are not guarantees of our future performance. There are
risks, uncertainties and other factors that could cause actual results to be
different from those projected. Some of the reasons the resuits may be dif-
ferent include:

« regulatory and judicial decisions or legislation

» changes in regional market and transmission rules

» energy supply and demand and pricing

« contractual commitments

« availability, terms, and use of capital

* general economic and business environment

» changes in technology

« nuclear and environmental issues

« industry restructuring and cost recovery (including stranded costs)

* weather

We address these items in more detail below.

These forward-looking statements represent our estimates and
assumptions only as of the date of this report.

Earnings Summary

2003 2002 2001
Consolidated earnings per share
of commonstock .................. $2.02 $1.98 $1.85
Consolidated return on
average common equity ............. 10.76%  11.03% 11.02%

- The Company reported consolidated earnings of $2.02 per share of
common stock, diluted, in 2003 compared to consolidated earnings of
$1.98 per share, diluted, in 2002. The improvement in earnings per share
reflected reduced power supply expenses to serve retail sales, an increase
in sales to residential customers and a reduction in the number of common
stock shares outstanding. These favorable developments more than offset
increased administrative and general costs, a reduction in the Company’s
allowed rate of return, increased interest expense in 2003, and a decrease
in the recognition of deferred revenues, compared with 2002.

Our financial health improved during 2001 and 2002. As a result, we
were able to reduce significantly our cost of capital in the fourth quarter of
2002 by issuing new long-term debt and using a portion of the proceeds to
acquire approximately 812,000 shares of our commaon stock. Our 2003
earnings per share improved by approximately $0.09 per share as a resuit
of the stock buyback.

In December 2003, the VPSB approved a rate plan for the period 2003
through 2006 (the “2003 Rate Plan"), jointly proposed by the Company and
the Vermont Department of Public Service (the “Department” or the
“DPS”). The 2003 Rate Plan provides the Company with a stable, pre-
dictable rate path through 2006, a plan for full recovery of the Company’s
principal regulatory assets, and an improved opportunity for the Company
to earn its allowed rate of return through 2006. The 2003 Rate Plan calls
for no retail rate increases in 2003 or 2004, then scheduled increases of 1.9
percent effective January 1, 2005, and 0.9 percent effective January 1,
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2006. The 2003 Rate Plan sets the Company’s allowed return on equity
from core utility operations at 10.5 percent, effective with 2003, and pro-
vides for an earnings cap at that level through 2006. The 2003 Rate Plan is
summarized in more detail below under “Rates.”

The VPSB's January 2001 rate order (the “2001 Settlement Order”)
allowed the Company to defer revenues of approximately $8.5 million, gen-
grated by leveling winter/summer rates during 2001, to help offset costs
and realize our allowed rate of return during the 2001-2003 period. We rec-
ognized approximately $1.1 million of these deferred revenues to achieve
our aflowed rate of return during 2003, compared with approximately $4.4
million recognized in 2002. The VPSB has permitted the Company to carry
over unused deferred revenues totaling approximately $3.0 million to 2004
as part of the 2003 Rate Plan.

The improvement in earnings from continuing operations in 2002, com-
pared with 2001, resulted primarily from lower capital costs and other
operating expenses, including:

+ $0.9 million reduction in interest expense, refiecting lower interest

rates and average debt levels;

* $0.8 million reduction in preferred stock dividends, reflecting the

Company's redemption of outstanding preferred stock; and
* Recognition of $4.4 million in revenue deferred from 2001 under the
2001 Settlement Order.

These favorable results were partially offset by increased maintenance
expense, transmission expense and power supply expense to serve retail
customers, compared to 2001.

Quantitative and Qualitative Disclosures About Market
Risk, and Other Risk Factors

We consider our principal risks to include power supply risks, our reg-
ulatory environment (particularly as it relates to the Company’s periodic
need for rate relief), risks associated with our principal customer, IBM, pen-
sion and postretirement healthcare costs and weather. Discussion of these
and other risks, as well as factors contributing to mitigation of these risks,
follows.

Power Supply Risk—The Company’s most significant power supply
contracts are the Hydro-Québec Vermont Joint Qwners (“VJ0”) Contract
(the “VJO Contract”) and the Vermont Yankee Nuclear Power Corporation

A{"VY” or “Vermont Yankee”) contract (the “Vermont Yankee Contract®) -

- which-are summarized in the following table, - - :

Contract
2003 2003 2002 2603 Period
MWH $/MWH MWH $/MWH Ends
VvJo
Contract .... 664,225 $69.81 724708  $66.11 2015
Vermont
Yankee ..... 884,585  $43.08 771,782  $44.55 2012

All of the Company's power supply contract costs are currently being
recovered through rates approved by the VPSB.

We expect approximately 90 percent of our estimated customer
demand (“load”) requirements through 2006 to be met by these contracts
and by our generation and other power supply resources. These contracts
and resources significantly reduce the Company’s exposure to volatility in
wholesale energy market prices. The Company’s power supply contracts
are described in more detail below under the heading “Power Contract
Commitments.”

A primary factor affecting future operating results is the volatility of the
wholesale electricity market. Implementation of New England’s wholesale
market for electricity has increased volatility of wholesale power prices.
Periods frequently occur when weather, availability of power supply

resources and other factors cause significant differences between cus-
tomer demand and electricity supply. Because electricity cannot be stored,
in these situations the Company must buy or sell the difference into a mar-
ketplace that has experienced volatile energy prices. Volatility and market
price trends also make it more difficult to extend or enter into new power
supply contracts at prices that avoid the need for rate relief.

During 2002, we estimate that the Company paid an additional $1.0 mil-
fion for replacement power as the result of an unscheduled outage at the
Vermont Yankee nuclear power plant. While the Vermont Yankee plant has
had an excellent operating record, future unscheduled outages could occur
at times when replacement energy costs are above Vermont Yankee
Contract costs.

We sometimes experience energy delivery deficiencies under the VIO
Contract as a result of outages or other problems with the transmission
interconnection facilities over which we schedule deliveries. When such
deficiencies occur, we purchase replacement energy on the wholesale mar-
ket, usually at prices that are higher than VJO Contract costs.

Under the VJO Contract, Hydro-Québec has the right to reduce the foad
factor from 75 percent to 65 percent a total three times over the life of the
contract. Hydro-Québec exercised the first of these load reduction options,
effective for the year 2003, The net cost of Hydro-Québec’s exercise of this
option increased power supply expense during 2003 by approximately $1.2
million. During 2003, Hydro-Québec exercised its second option to reduce
the load factor for 2004, which we estimate will increase power supply
expense by approximately $1.0 million. We expect Hydro-Québec to exer-
cise its third option in 2004 for deliveries occurring principally during 2005,
at an estimated cost of $1.0 million to $1.2 million, based on current
wholesale market prices for 2005.

Hydro-Québec also retains the right under the VJO Contract to curtail
annual energy deliveries by 10 percent up to five times, over the 2001 to
2015 period, if documented drought conditions exist in Québec. Hydro-
Québec has not exercised this right and has not communicated to the
Company any present intention to do so.

Under the VJO Contract, the VJ0, including the Company, have two
options to adjust deliveries by a five percent load factor. These options can-
not be used to offset Hydro-Québec’s reductions through 2005, but may be
used after 2005 to manage power supply costs.

The Company has established a risk management program designed to

stabilize cash flow and .earnings by minimizing power supply risks.

Transactions permitted by the risk management program inciude futures,
forward contracts, option contracts, swaps and transmission congestion’
rights. These transactions are used to hedge the risk of fossil fuel and spot |
market electricity price increases. Some of these transactions present the
risk of potential losses from adverse changes in commodity prices. Our
risk management policy specifies risk measures, the amount of tolerable
risk exposure, and authorization fimits for transactions. Our principal
power supply contract counter-parties and generators, Hydro-Québec,
Entergy Nuclear Vermont Yankee, LLC (“ENVY™) and Morgan Stanley
Capital Group, Inc. (“Morgan Stanley”), all currently have investment grade
credit ratings.

The Company has a contract with Morgan Stanley (the “Morgan Stanley
Contract”) that is used to hedge our power supply costs against increases
in fossil fuel prices. Morgan Stanley purchases the majority of the
Company’s power supply resources at index prices for fossil fuel resources
and specified prices for contracted resources and then sells power fo the
Company at a fixed rate to serve pre-established load requirements. This
contract, along with other power supply commitments, allows us to fix the
cost of most of our power supply requirements, subject to power resource
availability and other risks. The Morgan Stanley Contract is described in
more detail below under the heading “Power Contract Commitments.” The
Morgan Stanley Contract is a derivative under Statement of Financial
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Option Value Risk Free Average
Model Interest Rate Price Volatility Forward Price Contract Expires
Morgan Stanley Contract ........ .. ... .. ..... Deterministic 3.4% 32%—29% $42 2006
9701 Arrangement .. ... Black-Scholes 4.6% 48%—-27% $60 2015

Accounting Standards No. 133 (*SFAS 133") and is effective through
December 31, 2006. Management has estimated the fair value of the future
net benefit of this arrangement at December 31, 2003, is approximately
$4.0 million.

We currently have an arrangement that grants Hydro-Québec an option
{the “9701 arrangement”) to call power at prices that are expected to be
below estimated future market rates. The 9701 arrangement is described in
more detail below under the heading “Power Supply Expenses.” This
arrangement is a derivative and is effective through 2015. Management’s
estimate of the fair value of the future net cost for this arrangement at
December 31, 2003, is approximately $23.7 million. We sometimes use
forward contracts to hedge forecasted calls by Hydro-Québec under the
9701 arrangement.

The table above presents assumptions used to estimate the fair value of
the Morgan Stanley Contract and the 9701 arrangement. The forward
prices for electricity used in this analysis are consistent with the Company’s
current long-term wholesale energy price forecast.

The table below presents the Company’s market risk of the Morgan
Stanley and Hydro-Québec derivatives, estimated as the potential loss in fair
value resulting from a hypothetical ten percent adverse change in wholesale
energy prices, which nets to approximately $1.2 miflion. Actual resuits may
differ materially from the table illustration. Under an accounting order issued
by the VPSB, changes in the fair value of derivatives are deferred.

costs and revenues that are expected to be realized in future rates.

Regulatory assets represent incurred costs that have been deferred
because the Company has concluded that they are probable of future
recovery in customer rates. Regulatory liabilities generally represent obli-
gations to make refunds to customers for previous collections of costs.
The Company filed its last retail rate case during 1998. Since that time we
have deferred a material amount of expenditures as regulatory assets.
These regulatory assets have been judged as probable of recovery by man-
agement. As of December 31, 2003, the most significant regulatory assets
not being recovered in current rates are the following:

Regulatory Assets At December 31,
2003 2002
(In thousands)
Pine Street Barge Canal ..................... $12,954 $13,019
Demand-Side Management . ................. 6,713 6,434
Unscheduled VY Qutage Costs ... ............. 2,178 2,002
Total .o $21,845 $21,455

Commaodity Price Risk At December 31, 2003
Fair Value (Cost) Market Risk

(In thousands)

Morgan Stanley Contract . .......... $ 3,990 $ 2,160
9701 Arrangement .. ........... ... (23,724) (3,342)
($19,734) ($1,182)

Regulatory Risk — Management believes that fair regulatory treatment
is crucial to maintaining its financial stability, including its ability to attract
capital.

Vermont is the only state in the New England region that has not adopt-
ed some farm of electric industry restructuring. The Gompany, like alt other
electric utilities in Vermont, accordingly operates as a vertically integrated
glectric utility, with the obligation to serve ail customers in our service ter-
ritory with electrical transmission, distribution and energy supplies suffi-
cient to satisfy customer load requirements.

Vermont does not have a fuel or purchased-power adjustment clause
that would allow increases in power supply costs to be recovered immedi-
ately in the rates we charge customers. Historically, however, the VPSB has
allowed electric utilities to defer material unexpected increases in power
supply costs to future periods to permit recavery in future rates. Vermont
law also allows electric utilities to seek temporary rate increases if deemed
necessary by the VPSB to provide adequate and efficient service or to pre-
serve the viability of the utility.

Electric utility rates in Vermont are set based on the utility’s cost of
service. As a result, Vermont electric utilities are subject to certain account-
ing standards that apply only to regulated businesses. Statement of
Financial Accounting Standards No. 71 (“SFAS 71”), Accounting for the
| Effects of Certain Types of Regulation, allows regulated entities, including
the Company, in appropriate circumstances, to establish regulatory assets
and liabilities, and thereby defer the income statement impact of certain

The 2003 Rate Plan, approved by the VPSB in December 2003, pro-
vides for amortization and recovery of ail of the regulatory assets listed
above, beginning January 1, 2005, The Pine Street Barge Canal regulatory
asset will be amortized over a period of 20 years without a return on the
remaining balance of the asset. The remaining assets will be amortized
over a five-year period. Both the demand-side management and the
unscheduled VY outage costs accrue a return defined by the Federal Energy
Regulatory Commission {“FERC") based on the capital structure of the util-
ity (“AFUDC rate™). The AFUDC rate for 2003 for the Company was approx-
imately 8.5 percent.

The Company currently complies with the provisions of SFAS 71. if we
had determined that the Company no longer met the criteria for following
SFAS 71, at December 31, 2003, the accounting impact would have been
an extraordinary non-cash charge to operations of $55.5 million. Factors
that could give rise to the discontinuance of SFAS 71 include:

« deregulation;

« a change in the regulators’ approach to setting rates from cost-

based regulation to another form of regulation;

« competition that limited our ability to sell utility services or products

at rates that will recover costs; or

« regulatory actions that limit rate relief to a level insufficient to recov-

er costs.

There are currently no regulatory proceedings, court actions or pend-
ing legislative proposals to adopt electric industry restructuring in
Vermont. Legislation has been introduced in the Vermont legislature that
would permit (but not require) the Company to negotiate with individual
customers to permit such customers to procure their own electric power
supply requirements, subject to VPSB approval. We cannot predict whether
this legisiation will be enacted. If enacted, the Company would not negoti-
ate any such arrangement unless, in our estimation, the arrangement
assured the Company of full recovery of any resulting stranded costs and
that the Company’s financial condition would not otherwise be adversely
affected.

The largest category of our potential stranded costs is future costs
under long-term power purchase contracts, which, based on current fore-
casts, are above market. The magnitude of our Stranded costs is largely

_ 1

13




dependent upon the future wholesale market price of power. We have dis-
cussed various market price scenarios with interested parties for the pur-
pose of identifying stranded costs. Based on preliminary market price
assumptions, which are likely to change, we estimate the Company’s
stranded costs to be between $206 million and $252 million over the life of
the Company’s current contracts.

If Vermont adopted retail competition or some other form of electric
industry restructuring or if the VPSB issued a reguiatory order containing
provisions that did not allow the Company to recover above-market power
costs, the Company could be required to estimate and record f0sses imme-
diately, on an undiscounted basis, for any above-market power purchase
contracts and other costs which are probable of not being recoverable from
customers, to the extent that those costs are estimable.

Customer Concentration Risk— IBM, the Company's largest customer,
operates a manufacturing facility in Essex Junction, Vermont. IBM’s elec-
tricity requirements for its facility accounted for approximately 24.1, 25.7,
| and 26.8 percent of the Company’s retail MWh sales in 2003, 2002, and
- 2001, respectively, and 16.8, 17:3; and 19:2 percent of the Company’s retail
operating revenues in 2003, 2002, and 2001, respectively. No other retail
customer accounted for more than one percent of the Company's revenug
fn any year. '

Since 1995, the Company has had agreements with [BM with respect to
electricity sales above agreed-upon base-load levels. On December 22,
2003, the VPSB approved a new three-year agreement between the
Company and IBM, ending December 31, 2006. The price of power under
the agreement is above our marginal costs of providing incrementat serv-
ice to IBM. The VPSB approval provides that the agreement automatically
terminates if 1BM’s full-time-equivalent employment level at its Vermont
facility served by the agreement drops by more than 5 percent from the
level on the date of VPSB approval.

IBM has reduced its Vermont workforce by approximately 2,500 since
2001, to a level of approximately 6,000 employees. Company revenue from
sales of electricity to IBM declined $1.8 million in 2003 compared with
2002. Qur operating results were not adversely impacted by the reduction
in sales to IBM due to continued revenue growth in other customer class-
es and because the gross margin on sales to IBM is relatively low. If we
experienced a material reduction in earnings as a result of significantly
lower retail sales, we would seek a retail rate increase from the VPSB. The
Company is permitied to seek such a rate increase request under our
approved 2003 Rate Plan. We are not aware of any plans by IBM to further
reduce production at its Vermont facility. We currently estimate, based on
a number of projected variables, that a hypothetical shutdown of the [BM
facility would require a retail rate increase for all our remaining customers
in the range of five to eight percent.

Pension and Postretirement Health Care Risk— Other critical account-
ing policies involve the Company’s defined benefit pension and postretire-
ment health care benefit plans. The reported costs of these plans depend
upon numerous factors relating to actual plan experience and assumptions
of future experience.

Pension and postretirement health care costs are affected by actual
employee demographics, Company contributions to the plans, earnings on
plan assets, and, for our postretirement health care plan, health care cost
trends. The Company contributed $1.0 million and $3.5 million to its pen-
sion plan during 2002 and 2003, respectively, and we expect to contribute
between $2.0 and $3.0 mitlion during 2004,

Qur pension and postretirement health care benefit ptan assets consist
of equity and fixed income investments. Fluctuations in actual equity mar-
ket returns, as well as changes in general interest rates, may increase or
decrease costs in future periods. Changes in assumptions regarding cur-
rent discount rates and expected rates of return on plan assets could also
increase or decrease recorded defined benefit plan costs.

On December 17, 2003, the Company's employees ratified a four-year
labor agreement that provides annual wage increases of between 3.5 and 4
percent and improved 401(k) and pension benefits for employees. The new
labor agreement caps future postretirement healthcare employee benefits
provided by the Company for the majority of the present workforce. The
cap on postretirement healthcare benefits is set approximately 13 percent
above 2003 costs and grows at a 3 percent annual rate. This cap should
reduce the rate at which postretirement healthcare expense grows in the
future.

As a result of our plan asset experience, at December 31, 2002, the
Company was required to recognize an additional minimum liability of $2.4
million, net of applicable income taxes. The liability was recorded as a reduc-
tion to common equity through a charge to Other Comprehensive Income
(“0Ct"). Favorable pension plan investment returns during 2003 reduced the
0OC! charge and related net liahility by $587,000 million. The 2002 OCI charge
and the 2003 QCI benefit had no effect on net income for either year.

Weather—The Company now uses weather insurance to mitigate -

some of the risk of lost electricity sales caused by unfavorable weather. .| .

conditions. The Company has purchased weather insurance coverage for
2004. Coverage is based on cumulative variations from normat weather,
measured in net heating and cooling degree-days.

Results of Operations

Operating Revenues and MWh Sales— QOperating revenues,
megawatthour (“MWh”) sales and number of customers for the years
ended 2003, 2002 and 2001 were as follows:

Years ended December 31,

2003 2002 2001
(Dollars in thousands)

Operating Revenues:

Retail* . ....................... $198,717 $201,052 $195,093
Sales forResale. ................ 78,901 70,646 83,304
Other......................... 2,852 2,910 4,567
Total Operating Revenues. .. ........ $280,470 $274,608 $283,464
MWH Sales—Retail ............... 1,934,340 1,948,190 1,953,154
MWH Sales for Resale ............. 2,287,039 2107,941 2,368,887
Total MWH Sales . ................ 4,221,379 4,056,131 4,322,041

*Retail revenues include $1.1 million, $4.4 mifion and $0.0 million of deferred revenue recognized
for 2003, 2002 and 2001, respectively.

Average Number of Customers

Years ended December 31,

2003 2002 2001
Residential ...................... 74,693 73,861 73,249
Commercial and Industrial .. ........ 13,369 13,194 13,006
Other ... . 65 85 65
Total Number of Customers ......... 88,127 87,120 86,320

Comparative changes in operating revenues are summarized below:

Change in Operating Revenues 2002 2001
to to
2003 2002
(In thousands})

RetailRates ............ccovieeiiiinn.. ($ 912) $ 6,471
Retail Sales Volume ........................ (1,423) (512)
Resales and Other Revenues ................. 8,197 (14,815)
Increase (Decrease) in Operating Revenues . ... .. $ 5,862 ($ 8,856)
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In 2003, total electricity sales increased 4.1 percent compared with
2002, due to increased wholesale sales and sales to residential and com-
mercial customers, partially offset by decreased sales to industrial cus-
tomers. Total operating revenues increased $5.9 million, or 2.1 percent,
compared with 2002 as a result of the following:

» Increased wholesale revenues of $8.3 million, primarily due to
increased system sales during peak demand periods and increased
sales to Hydro-Québec under the 9701 arrangement;

« Increased retail residential revenues of $3.2 million, or 4.5 percent,
arising from increased sales of electricity; and

* Increased retail small commercial and industrial (“C&1”) revenues of
$900,000, or 1.3 percent, arising from increased sales of electricity.

These increases were partially offset for the following reasons:

+ The Company recognized $1.1 million in deferred revenues under . .
the 2001 Settlement Order, reduced from $4.4 million recognized in
2002.

» Decreased retail large C&I revenues of $2.6 million, or 1.7 percent,
when compared with 2002, resulting from a decline in sales of elec-
tricity to this customer class.

In 2002, total electricity sales decreased 6.2 percent compared with
2001, due to reduced sales for resale under the 9701 arrangement with
Hydro-Québec and our Morgan Stanley Contract, described in more detail
below under the headings “Power Supply Expenses” and “Power Contract
Commitments.” Total operating revenues decreased $8.9 million, or 3.1
percent, in 2002 compared with 2001, due to decreases in sales for resale,
partially offset by increased retail operating revenues. Retail operating rev-
enues increased $6.0 million, or 3.1 percent, in 2002 compared with 2001
due to the recognition of $4.4 miltion of revenue deferred under the 2001
Settiement Order. Increased sales to residential and commercial customers
also contributed to higher retail revenues, partially offset by a decline in
revenues from |BM.

Power Supply Expenses—Power supply expenses constituted 74.4,
74.5 and 75.3 percent of total operating expenses for the years 2003, 2002,
and 2001, respectively.

Power supply expenses increased by $3.9 million, or 2.0 percent, in
2003 when compared with 2002, and resulted from the following:

= an $8.3 million increase in the cost of power purchased for resale;

+a $2.7 million increase in power supply expenses under agreements
with Hydro-Québec;

« higher costs of electricity supplied by independent power producers;
and

« higher wholesale prices for electricity.

These increases were partially offset by an $8.9 million decrease in the
cost of power under our contract with Morgan Stanley and lower unit
prices from Vermont Yankee.

Power supply expenses decreased by $7.6 million, or 3.8 percent, in
2002 when compared with 2001, and resulted from the following:

+a $13.2 million decrease in power purchased for resale, primarily
under the 9701 arrangement with Hydro-Québec and our Morgan
Stanley Contract;

* a $3.5 million decrease in the net cost of the 9701 arrangement with
Hydro-Québec; and

< a $2.1 million increase in the value of additional generation at the
Company’s hydroelectric plants, that allowed the Company to pur-
chase less power during 2002.

These decreases were partially offset by:

+ 2 $6.2 million increase in the cost of power purchased from Morgan
Stanley;

» a $3.7 million net increase in the cost of power purchased from
Vermont Yankee, including an offset of $1.4 million for the increase
in value of additional generation purchased from the plant; and

+ 2 $2.9 million increase in power purchased from independent power

producers.

Power Contract Commitmenis — On February 11, 1999, the Company
entered into a contract with- Morgan Stanley (the “Morgan Stanley
Contract”) designed to manage price risks associated with changing fossil
tuel prices. In August 2002, the Morgan Stanley Contract was modified and
extended to December 31, 2006.

Under the Morgan Stanley Contract, on a daily basis, and at Morgan
Stanley’s discretion, we sell power to Morgan Stanley from either (i) ail or
part of our portfolio of power resources at predefined operating and pric-
ing parameters or (ii) any power resources available to us, provided that
sales of power from sources other than Company-owned generation com-
ply with the predefined operating and pricing parameters. Morgan Stanley
sells to the Company, at a predefined price, power sufficient to serve pre-
established load requirements. Morgan Stanley is also responsible for
scheduling supply resources. We remain responsible for resource per-
formance and availability. Morgan Stanley provides no coverage against
major unscheduied power supply outages. Beginning January 1, 2004, the
Company wilt reduce the power that it sells to Morgan Stanley. Some of our
power-supply resources, including purchases pursuant to our Hydro-
Québec and Vermant Yankee contracts, that were sold to Morgan Stanley
through 2003, will no longer be included in the Morgan Stanley Contract.
This reduction in sales to Morgan Stanley is expected to reduce wholesale
revenues by approximately $64 million and correspondingly to reduce
power supply expense by a similar amount. We do not expect this change
to adversely affect the Company’s opportunity to earn its allowed rate of
return during 2004.

The Company’s current purchases under the VJO Contract with Hydro-
Québec are as follows: (1) Schedule B—68 megawatts of firm capacity and
associated energy to be delivered at the Highgate interconnection for twen-
ty years beginning in September 1995; and (2) Schedule C3—46
megawatts of firm capacity and associated energy to be delivered at inter-
connections to be determined: at any time: for 20 years, beginning -in
November 1995.

Our contracts with Hydro-Québec contain cross default provisions that
allow Hydro-Québec to invoke “step-up” provisions under which the other
Vermont utilities that are also parties to the contract would be required to
purchase their proportionate share of the power supply entitlement of any
defaulting utility. The Company is not aware of any instance where this pro-
vision has been invoked by Hydro-Québec.

Under the Company’s 9701 arrangement, Hydro-Québec paid $8.0 mil-
lion to the Company in 1997. In return for this payment, we provided
Hydro-Québec options for the purchase of power. Commencing April 1,
1998, and effective through the term of the VJO Gontract, which ends in
2015, Hydro-Québec may purchase up to 52,500 MWh on an annual basis
(“option A”) at the VJO Contract energy price, which is substantially below
current market prices. The cumulative amount of energy that may be pur-
chased under option A may not exceed 950,000 MWh (52,500 MWh in
each contract year.)

Over the same period, Hydro-Québec may exercise an option to pur-
chase up to 200,000 MWh on an annual basis at the VJO Contract energy
price (“option B”). The cumulative amount of energy that may be pur-
chased under option B may not exceed 600,000 MWh. As of December 31,
2003, Hydro-Québec had purchased 513,000 MWh under option B. The
Company expects Hydro-Québec to call its remaining entitlements under
option B during 2004 and 2005.

In 2003, Hydro-Québec exercised option A and option B, and called for
delivery to third parties at a net expense to the Company of approximately
$4.5 million, including capacity charges.

In 2002, Hydro-Québec exercised option A and called for deliveries to
third parties at a net expense to the Company of approximately $3.0 mil-
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lion, including capacity charges.

In 2001, Hydro-Québec exercised option A and option B, and called for
deliveries to third parties at a net expense to the Company of approximate-
ly $6.5 million, including capacity charges.

We believe that it is probable that Hydro-Québec will call options A and

B for 2004, and the Company has purchased replacement power at an

incremental cost of $3.2 million. The Company has also covered 54 percent
of expected calls during 2005 at an incremental cost of $1.1 million.

Vermont Yankee Nuclear Power Corporation

On July 31, 2002, Vermont Yankee completed the sale of its nuclear
power plant to ENVY. As part of the sale transaction, Vermont Yankee
entered into a Power Purchase Agreement (“PPA”) with ENVY pursuant to
which ENVY is obligated to provide 20 percent of the plant output to the
Company through 2012, which represents approximately 35 percent of our
energy requirements. Prices under the PPA range from $39 to $45 per
MWh for the period beginning January 2003, substantially lower than our
forecasted cost if Vermont Yankee had continued to own and operate the
plant facilities. In 2002, contract prices ranged from $49 to $55 under the
PPA, higher than the forecasted cost of continued ownership. The PPA con-
tains a provision known as the “low market adjuster,” which calls for a
downward adjustment in the price if market prices for electricity fall by
|~ defined amounts beginning in November 2005. if market prices rise, how-
ever, PPA prices are not adjusted upward. The Company remains respon-
sible for procuring replacement energy at market prices during periods of
scheduled or unscheduled outages at the ENVY plant.

The Company received $8.2 million in October 2003, representing its
share of the Vermont Yankee power plant sale proceeds, and used the pro-
ceeds to retire debt.

The Vermont Yankee sale required various regulatory approvals, all of
which were granted on terms acceptable to the parties to the transaction.
Certain intervenor parties to the VPSB approval proceeding appealed the
VPSB approval to the Vermont Supreme Court. The Court rejected the
appeal and affirmed the VPSB approval during 2003.

Other Operating Expenses —Qther operating expenses increased $3.5
million, or 24.5 percent, in 2003 compared with 2002 primarily due to
increased employee benefit expenses and expenses related to corporate
governance. A cap on post-retirement heaithcare benefits, improved mar-
ket returns and benefit plan funding should reduce growth in administra-
tive and general expenses in 2004.

Other operating expenses decreased $1.7 million, or 10.9 percent, in
2002 compared with 2001. The decrease was primarily due to reduced
consulting expenses of approximately $1.0 million and reduced distribution
expenses of $0.6 million.

Transmission  Expenses—Transmission expenses decreased
$438,000, or 2.9 percent, in 2003 compared with 2002, due to decreased
congestion costs allocated by 1SO New England to Vermont utilities in con-
junction with transition to a new standard market design (“SMD”). See dis-
cussion below.

Transmission expenses increased $1.1 million, or 7.7 percent, in 2002
compared with 2001. The Company's relative share of transmission
expenses varies with the peak demand recorded on Vermont’s transmis-
sion system. The Company’s share of those expenses increased due fo its
increased load growth, relative to other Vermont utilities, and also because
of increased transmission investment by VELCO.

The Independent System Operator of New England (“ISO-NE” or “ISO
New England”} was created to manage the operations of the New England
Power Pool (“NEPOOL™), effective May 1, 1999. ISO-NE operates a market
for all New England states for purchasers and sellers of electricity in the
deregulated wholesale energy markets. Sellers place bids for the sale of
their generation or purchased power resources and if demand is high
enough the output from those resources is sold.

During 2002, the FERC accepted ISO-NE’s request to implement a SMD
governing wholesale energy sales in New England. ISO-NE implemented its
SMD plan on March 1, 2003. SMD includes a system of locational margin-
al pricing of energy, under which prices are determined by zone, and based
in part on transmission congestion experienced in each zone. Currently, the
State of Vermont constitutes a single zone under the pian, although pricing
may eventually be determined on a more localized (“nodal”} basis. ISO-NE
and NEPOOL have committed to facilitation of a stakeholder process to
examine alternative pricing options, including alternatives to nodal pricing,
and to file their report with FERC in July 2004. We believe that nodal pric-
ing could result in a material adverse impact on our power supply and/or
transmission costs, if adopted.

On October 31, 2003, 1SO-NE, together with New England’s principal
transmission system owners including VELCO, filed a request for approval
of a regional transmission organization for New England (“RTO-NE™). The
proposed RTO-NE would become the provider of regional transmission
service in New England, with operational control of the bulk power system
and responsibility for administering markets currently operated and admin-
istered by ISO-NE. If the RTO is approved by FERC, the current 1SO-NE
agreement with the New England Power Pool (“NEPOOL™), the Restated
NEPOCL Agreement, the NEPOOL Open Access Transmission Tariff and

- individual local tariffs. currently maintained by New England transmission

owners would terminate and be superseded by new RTO-NE agreements.
Also on October 31, 2003, certain transmission owners in New England,
including the Company, reached an agreement to submit a tariff, agree-
ments and other documents to FERC to include costs associated with cer-
tain transmission facilities, known as the Highgate Facilities, of which the
Company is a part owner, in region-wide rates as set forth in the RTO-NE
proposal. The Company cannot predict whether or when FERC will approve
the RTO-NE proposal, or what modifications may be made to the proposal
while pending before FERC.

VELCO, the owner and operator of Vermont's principal electric trans-
mission system assets, has proposed a project to substantially upgrade
Vermont's transmission system (the “Northwest Reliability Project”), prin-
cipally to support reliability and eliminate transmission constraints in
northwestern Vermont, including most of the Company's service territory.
We own approximately 29 percent of VELCO. The proposed Northwest
Reliability Project must be approved by the VPSB. Several Vermont munic-
ipalities, citizen groups and individuals have intervened in the VPSB pro-
ceedings to oppose or request modifications to the project. If approved, the
project is estimated to cost approximately $130 million through 2007.
VELCO intends to finance the costs of constructing the Northwest
Reliability Project in part through increased equity investment. The
Company plans to invest approximately $20 million in VELCO to support
this and other transmission projects through 2007. Under current NEPOOL
and ISO-NE rules, which require qualifying large transmission project costs
to be shared among all New England utilities, most of the costs of the
Northwest Reliability Project will be allocated throughout the New England
region, with Vermont utilities responsible for approximately five percent of
allocated costs.

In August 2003, a coalition of New England public utility commissions
and other parties challenged the NEPOOL and {SO-NE transmission cost
allocation rules. On December 18, 2003, FERC rejected this challenge.
FERC’s order is subject to pending requests for rehearing and has been
appealed to the US Court of Appeals for the D.C. Circuit. If the current
transmission cost allocation rules are modified or eliminated, Vermont util-
ities, including the Company, could be required to bear a greater propor-
tion, and potentially all, of the cost of the Northwest Reliability Project.

Maintenance Expenses —Maintenance expenses increased $211,000,
or 2.4 percent, in 2003 compared with 2002, due to increased expenditures
related to hydroelectric generation and transmission facilities.
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Maintenance expenses increased $1.7 million, or 24.6 percent, in 2002
compared with 2001 due to increased expenditures related to storm dam-
age and right-of-way maintenance programs.

Depreciation and Amortization —Depreciation and amortization
expense decreased $348,000, or 2.5 percent, in 2003 compared with 2002
due to reductions in amortization of conservation and software programs,
partially offset by increased depreciation of utility plant in service.

Depreciation and amortization expense decreased $143,000, or 1.0 per-
cent, in 2002 compared with 2001 due to reductions in depreciation of util-
ity plant in service partially offset by increased amortization of software
costs.

Taxes Other than Income —Taxes other than income taxes decreased
$201,000, or 2.6 percent, in 2003 compared with 2002 due to reductions
in property taxes.

Taxes other than income taxes increased $87,000, or 1.2 percent, in
2002 compared with 2001 due to an increase in property taxes.

Income Taxes —Income tax expense decreased $923,000, or 15.2 per-
cent, in 2003 compared with 2002 due to a decrease in the Company’s tax-
able income, an increase in non-taxable income and the use of tax credits.
Income tax expense decreased $905,000 in 2002 comparsd with 2001 due
to a decrease in the Company’s taxable income.

Other income — Other income decreased $406,000, or 16.4 percent, in
2003 compared with 2002 due primarily to reduced earnings on invest-
ment in Vermont Yankee as a result of the sale of the Vermont Yankee plant
in 2002.

Other income increased $112,000, or 4.7 percent, in 2002 compared
with 2001 due primarily to Vermont Yankee recognition of deferred tax
assets arising in conjunction with the sale of the Vermont Yankee plant, off-
set in part by payments made to Vermont Yankee owners located outside
of Vermont necessary to close the sale of the Vermont Yankee plant.

Interest Expense — Interest expense increased $887,000, or 14.4 per-
cent, in 2003 compared with 2002 primarily due to a $42 million long-term
debt issuance in December 2002.

Interest expense decreased $869,000, or 12.3 percent, in 2002 com-
pared with 2001 primarily due to scheduled and early redemptions of long-
term debt and reduced short-term borrowing rates offset in part by higher
average balances for short-term borrowings.

Dividends on Preferred Stock—Dividends on preferred stock
decreased $93,000, or 96.9 percent, in 2003 compared with 2002, due to
the repurchase of all outstanding preferred stock during 2003. Dividends
on preferred stock decreased $837,000, or 90 percent, in 2002 compared
with 2001 due to the repurchase of all outstanding preferred stock other
than the 4.75 percent Class B shares.

Environmental Matters

The electric industry typically uses or generates a range of potentially
hazardous products in its operations. We must meet various land, water,
air and aesthetic requirements as administered by local, state and federal
regulatory agencies. We believe that we are in substantial compliance with
these requirements, and that there are no outstanding material complaints
about our compliance with present environmentai protection reguilations.

Pine Street Barge Canal Superfund Site—In 1999, the Company
entered into a United States District Court Consent Decree constituting a
final settlement with the United States Environmental Protection Agency
("EPA™), the State of Vermont and numerous other parties of claims relat-
ing to a federal Superfund site in Burlington, Vermont, known as the “Pine
Street Barge Canal.” The consent decree resolves claims by the EPA for
past site costs, natural resource damage claims and claims for past and
future remediation costs. The consent decree also provides for the design
and implementation of response actions at the site. In 2003, the Company
expended $2.6 million to cover its obligations under the consent decree

and we have estimated total future costs of the Company’s future cbliga-
tions under the consent decree to be $8.5 mitlion. The estimated liability is
not discounted, and it is possible that our estimate of future costs could
change by a material amount. We have recorded a regulatory asset of $13.0
million to reflect unrecovered past and future Pine Street costs. Pursuant
to the Company’s 2003 Rate Plan, as approved by the VPSB, the Company
will begin to amortize past unrecovered costs in 2005. The Company will
amortize the full amount of incurred costs over 20 years without a return.
The amortization will be allowed in future rates, without disallowance or
adjustment, until fully amortized.

Rates

Retail Rate Cases —(Qn December 22, 2003, the VPSB approved our
2003 Rate Plan, jointly proposed earlier in the year by the Company and the
Vermont Department of Public Service. The 2003 Rate Plan covers the peri-
od from 2003 through 2006 and includes the foliowing principal elements:

» The Company’s rates will remain unchanged through 2004. The
2003 Rate Plan allows the Company to raise rates 1.9 percent, effec-
tive January 1, 2005, and an additional 0.9 percent, effective January
1, 2006, if the increases are supported by cost of service schedules
submitted 60 days prior to the effective dates. If the Company’s cost
of service filings in 2005 or 2006 establish that a lesser rate increase
is required for the Company to meet its revenue requirements, the
Company will implement the lesser rate increase.

« The Company may seek additional rate increases in extraordinary
circumstances, such as severe storm repair costs, natural disasters,
extended unanticipated unit outages, or significant losses of cus-
tomer load.

* The Company’s allowed return on equity is reduced from 11.25 per-
cent to 10.5 percent, for the period January 1, 2003 through
December 31, 2006. During the same period, the Company’s earn-
ings on core utility operations are capped at 10.5 percent. Any
excess earnings in 2004 will be applied to reduce regulatory assets.
Excess earnings in 2005 or 2006 wilt be refunded to customers as a
credit on customer bills or applied to reduce regulatory assets, as
the Department directs.

» The Company will carry forward into 2004 $3.0 million in deferred
revenue remaining at December 31, 2003, from the Company’s 2001
Settlement Order (summarized below). These revenues will be
applied in 2004 to offset increased costs or, if applicable, reduce
regulatory assets as determined by the DPS.

* The Gompany will amortize (recover) certain regulatory assets,
including Pine Street Barge Canal environmental site costs and past
demand-side management program costs, beginning in January
2005, with those amortizations to be allowed in future rates. Pine
Street costs will be recovered over a twenty-year period without a
return,

* The Company will file with the VPSB in early 2004 a new fully-allo-
cated cost of service study and rate re-design, which will allocate the
Company’s revenue requirement among all customer classes on the
basis of current costs. The new rate design will be subject to VPSB
approval and is not expected to adversely affect operating results.

« The Company and the Department have agreed to work cooperative-
ly to develop and propose an alternative regulation plan as author-
ized hy legislation enacted in Vermont in 2003. If the Company and
Department agree on such a plan, and it is approved by the VPSB,
the alternative regulation plan would supersede the 2003 Rate Plan.

In January 2001, the VPSB issued the 2001 Settlement Order, which
included the following:

« The Company received a rate increase of 3.42 percent above existing

rates and prior temporary rate increases became permanent;
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* Rates were set at levels that recover the Company’s VJ0 Contract
costs, effectively ending the regulatory disallowances experienced by
the Company from 1998 through 2000;

« Seasonal rates were eliminated in April 2001, which generated
approximately $8.5 million in additional cash flow in 2001, which
was deferred and available to be used to offset increased costs dur-
ing 2002 and 2003; and

* The Company agreed to an earnings cap on core utility operations of
11.25 percent return on equity, with amounts earned over the limit
being used to write off regulatory assets.

The 2001 Settlement Order also imposed two additional conditions;

* The Company and customers shall share equally any premium above
book value realized by the Company in any future merger, acquisition
or asset sale, subject to an $8.0 million fimit on the customers’
share, adjusted for inflation; and

» The Company’s further investment in non-utility operations is
restricted until new rates go into effect, which will occur in January
2005.

Liquidity and Capital Resources

Construction and Investments—QOur capital requirements result from
the need to construct facilities or to invest in programs to meet anticipated
customer demand for electric service. The Company plans to invest up to
$20 million in VELCO through 2007, subject to regulatory approval of the
Northwest Reliability Project. See detailed discussion under “Transmission
Expenses.”

The Company offers utility services, primarily line construction and
electrical services, principally to municipal and business customers. Sales
of these services have grown from approximately $700,000 in 2001 to
approximately $2.5 miilion in 2003. Sales of these services have allowed
the Company to serve its customers more efficiently and have improved
cash flow.

Future capital expenditures are expected to approximate $20 million
annually. Expected reductions in Pine Street remediation costs should be
offset by increased generation expenditures. Gapital expenditures, net of
customer advances for construction, over the past three years and fore-
casted for 2004 are as shown below.

Dividend Policy—The annual dividend was $0.60 per share for the
year ended December 31, 2002. The annual dividend rate was increased by
the Company’s Board of Directors from $0.55 per share to $0.76 per share
beginning with the $0.19 quarterly dividend declared in December 2002.
On February 9, 2004, the annual dividend rate was increased from $0.76
per share to $0.88 per share, a payout ratio of approximately 44 percent
based on 2003 earnings. The Company expects to increase the dividend in
the first quarter of each year until the payout ratio falls between 50 percent
and 70 percent of anticipated earnings. We believe this payout ratio to be
consistent with that of other electric utilities having similar risk profiles.

Financing and Capitalization

At December 31, 2003, our capitalization consisted of approximately 51
percent common equity and 49 percent debt, inclusive of the Company’s
capital lease obligations.

During June 2003, the Company negotiated a 364-day revolving credit
agreement (the “Fleet-Sovereign Agreement”) with Fleet Financial Services
(“Fleet”) joined by Sovereign Bank. The Fleet-Sovereign Agreement is for
$20.0 million, unsecured, and allows the Company to choose any blend of
a daily variable prime rate and a fixed term LIBOR-based rate. There was
$500,000 outstanding with a weighted average rate of 4.0 percent on the
Fleet-Sovereign Agreement at December 31, 2003. There was no non-util-
ity short-term debt outstanding at December 31, 2003 or 2002. The
Company anticipates that it will secure financing that replaces some or all
of its expiring facilities during 2004.

During 2002, we redeemed $5.1 million of 10.0 percent first mortgage
bonds and $12.5 million of outstanding preferred stock. We also complet-
ed a “Dutch Auction” self-tender offer and repurchased 811,783 shares, or
approximately 14 percent, of the Company's common stock outstanding
for approximately $16.3 million in November 2002.

The Company negotiated a $12.0 million, two-year, unsecured loan
agreement with Fleet, joined by KeyBank, on August 24, 2001. The $12.0
million loan was repaid on December 16, 2002.

The credit ratings of the Company’s first mortgage bonds at December
31, 2003 were:

Standard
Fitch Moody’s & Poor's
First mortgage bonds ... ........... BBB+ Baat BBB

During August 2003, our rating agencies reviewed the Company’s
financial position and concluded the following:

» Moody’s affirmed the Company’s senior secured debt rating at Baat,

with a stable outlook;

« Fitch Ratings affirmed the ratings of the Company’s first mortgage

bonds at BBB+ with a stable outlook; and

» Standard and Poor’s Ratings Services affirmed its BBB rating of the

Company’s senior secured debt, with a stable outlook.

In the event of a change in the Company’s first mortgage bond credit
rating to below investment grade, scheduled payments under the
Company's first mortgage bonds would not be affected. Such a change
would require the Company to post what would currently amount to a $4.3
million bond under our remediation agreement with the EPA regarding the
Pine Street Barge Canal site. The Morgan Stanley Contract requires credit
assurances if the Company’s first mortgage bond credit ratings are lowered
to below investment grade by any two of the three credit rating agencies
listed above.

Capita! Expenditures

Generation Transmission
Actual;
2001 $2,323 $1,219
2002 3,258 1,827
2003 2,629 1,496
Forecasted:
2004 $4,122 $4.280

Distribution Other* Total
(In thousands)
$8,567 $3,529 $15,638
9173 7,267 21,525
7,760 7,064 18,949
$6,036 $7,162 $21,600

*QOther includes $1.5millign in 2001, $1.8 miltion in 2002, $2.5 millicn in 2003, and an estimated $1.1 million in 2004 for the Pine Street Barge Canal site.




The following table presents a summary of certain material contractual
obligations existing as of December 31, 2003.

Payments Due by Period
2005 2007
and and After
Total 2004 2006 2008 2008
(In thousands)
Long-term
debt. ... ... $ 93000 $ — § 14,000 $ — $ 78,000
Interest on long-
termdebt . . .. 76,055 6534 13,068 11,068 45385
Capital lsase
obligations . . . 4,963 519 958 774 2,712
Hydro-Québec
pOwer supply
contracts . . . . 623,463 49419 101,239 101,847 370,958
Morgan Stanley
Contract . . . . . 38664 13,602 25,062 — —
Stony Brook
Contract. . . .. 46,081 3,509 5,754 6,328 30,490
Vermont
Yankee PPA .. 288410 35808 67672 67,767 117,163
Total...... $1170,636 $109,391 $227,753 §$187,784 $645,708

Off-Balance Sheet Arrangements —The Company does not use off-
balance sheet financing arrangements, such as securitization of receivables
or obtaining access to assets through special purpose entities. We have
material power supply commitments that are discussed in detail under the
captions “Power Contract Commitments” and “Power Supply Expenses.”
We also own an equity interest in VELCO, which requires the Gompany to
contribute capital when required and to pay a portion of VELCO’s operating
costs, including its debt service costs.

Other Risks—In March 2002, voters in the Town of Rockingham,
Vermont (“Rockingham”) approved an article authorizing Rockingham to
create a municipal utility and to acquire the electric distribution systems of
the Company and/or Central Vermont Public Service Corporation located
within the town. In November 2003, Rockingham notified the Company
that the town intended to initiate proceedings before the town selectboard
to condemn the Company’s distribution and associated property located
within the town. The Company sought and obtained in December 2003 a
preliminary injunction from the State Superior Court prohibiting the town
from proceeding with condemnation before the selectboard. The Company
successfully argued that Vermont law required Rockingham to pursue any
such municipalization effort by petition to the VPSB, which is required to
determine both the fair value of any assets subject to municipalization and
the amount of damages to the utility caused by severance of the property
subject to municipalization. The preliminary injunction remains in effect
and Rockingham has not filed any petition with the VPSB seeking to munic-
ipalize assets. The Company receives annual revenues of approximately
$4.0 million from its customers in Rockingham. Should Rockingham cre-
ate a municipal system, the Company would vigorously pursue its right to
receive just compensation from Rockingham. Such compensation would
include full reimbursement for Company assets, if acquired, and full reim-
bursement of any other costs associated with the loss of customers in
Rockingham, to assure that neither our remaining customers nor our
shareholders effectively subsidize a Rockingham municipal utility.

In 2002, the owners of property along the shoreline of Joe’s Pond, an
impoundment located in Danville, Vermont, created by the Comipany’s West
Danville hydroelectric generating facility, filed an inquiry with the VPSB
seeking review of certain dam improvements made by the Company in
1995, alleging that the Company did not obtain all necessary regulatory
approvals for the 1995 improvements and that the Company’s improve-

ments and subsequent operation of the dam have caused flooding of the
shoreline and property damage. The Company has petitioned the VPSB to
make additional dam improvements at the facility at an estimated cost of
$350,000. The VPSB must approve the Company’s petition before the pro-
posed improvements can be implemented. This regulatory proceeding is
pending and the Company is unable to predict whether the Company’s peti-
tion will be approved or whether the VPSB will impose regulatory condi-
tions or penalties in connection with this proceeding.

Governange — During 2003, the Securities and Exchange Commission
(“SEC”) issued a number of rules amending disclosure requirements for
public company annual reports. In order to comply with such rules, the
Company makes the following disclosures:

The Company’s Board of Directors has determined that David Coates,
who serves on the Company’s Audit Committee, qualifies as an independ-
ent financial expert under SEC rules.

The Company has adopted a Code of Ethics and Conduct that applies to
all Company directors and employees, including the Company’s principal
executive officer, principal financial officer, principal accounting officer and
persons performing similar functions. The Company’s code of ethics is
maintained on its website at “www.greenmountainpower.biz,” Who We Are,
Investors, Corporate Governance. Upon request, the Company will provide
a copy of its code of ethics to any person without charge. Please send your
inquiries to attention of investor relations for the Company, 163 Acorn
Lang, Colchester, Vermont 05446.

Management believes the Company to be in compliance with ail gover-
nance and disclosure requirements of the New York Stock Exchange, the
SEC, and applicable federal and state laws, including the “Sarbanes-Oxley”
Act.

Nuclear Decommissioning —The staff of the SEC has questioned cer-
tain current accounting practices of the electric utility industry regarding
the recognition, measurement and classification of decommissioning costs
for nuclear generating units in financial statements. In response to these
questions, the Financial Accounting Standards Board (“FASB”) had agreed
to review the accounting for closure and removal costs, including decom-
missioning. The FASB issued a new statement in August 2001 for
“Accounting for Asset Retirement Obligations,” which provides guidance
on accounting for nuclear plant decommissioning costs, as well as other
asset retirement costs. The Company does not believe that changes in such
accounting, if required, would have an adverse effect on the results of our
operations due to our current and future ability to recover decommission-
ing costs through rates.

Effects of Inflation —Financial statements are prepared in accordance
with generally accepted accounting principles and report operating results
in terms of historic costs. This accounting provides reasonable financial
statements but does not always take inflation into consideration. As rate
recovery is based on these historical costs and known and measurable
changes, the Company is able to receive some rate refief for inflation. It
does not receive immediate rate recovery relating to fixed costs associated
with Company assets. Such fixed costs are recovered based on historic
figures. Any effects of inflation on plant costs are generally offset by the
fact that these assets are financed through long-term debt.
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GConsolidated Statements of Income  crReen MOUNTAIN POWER CORPORATION « For the Years Ended December 31

2003 2002 2001
(In thousands, except per share data)

Retall TBVEMUES . . . . oottt e $201,569 $203,962 $199,660
~WholesaleTevenues ........ .. . 0 R R, R LU I8 e T T T 0846 T T T 783,804
" Opetating Revenes ... ... T T I R ... $280,470 $274608 $283464 |

Operating Expenses

Power Supply
Purchases fromothers . ... i 189,450 188,381 196,323
Company-owned generation . ...... ... . . e 7,856 5,067 4,742
Otheroperating. .. .. ... . . . 17,665 14,188 15,924
TrANSMISSION . . oo 14,783 : 15,221 14,130
Maintenance . . . ... o e 9,065 8,854 7,108
Depreciation and amortization . . . . ... .. 13,803 14,151 14,294
Taxes other than InCOme . L 7,422 7623 7,536
MCOMEB EAXES .« . oot 5,120 6,043 6,948
Total operating eXpenses . ... ...ttt 265,164 259,528 267,005
Operatingineome........ ... ... ... ... ............... ... 15,306 15,080 16,459
Other Income
Equity in earnings of affiliates and non-utility operations .. ........................ 1,493 2,777 2,253
Allowance for equity funds used during construction. ............ ... ... ... .... 387 233 210
Other income (deductions), net. . ... .. . 199 (525) (90)
Totaiotherincome . ... . e 2,079 2,485 2,373
interest Charges

Long-termdebt. ..o o 7,021 5,214 6,073
10 {7 303 1,059 1,154
Allowance for borrowed funds used during construction . . ............... ... ... .. (267) (103) (188)
Total interestcharges .. ... .. 7,057 6,170 7,039

Income before preferred dividends and discontinued operations .. .............. . .... 10,328 ' 11,395 11,793

Dividends on preferred SIOCK .. ... ..o 3 96 933

Income from continving operations. . .. ......... ... .. ... 10,325 11,299 10,360

Income (Loss) from discontinued operations, net. ............ ... il 79 99 (182)

Net Income (Loss) Applicable o Common Stoek. .. ............ ... ... ....... ... $ 10,404 $ 11,398 $ 10,678

Earnings per Share

Basic earnings per share from continuing operations ............... .. ... .. .. ... $ 208 $ 202 $§ 193
Basic earnings (loss) per share from discontinued operations . ..................... 0.01 0.02 (0.03)
Basic earnings Per Share . ... .. o $ 209 $ 204 § 190
Diluted earnings per share from continuing operations .. .................... ..... $ 201 $ 196 $ 188
Diluted earnings (loss) per share from discontinued operations. . ................... 0.01 0.02 {0.03)
Diluted eamings PEr Share .. ... oot $ 202 $ 198 $ 18
Weighted average shares outstanding-basic.. .............. .. . e, 4,980 5,592 5,630
Weighted average equivalent shares outstanding—difuted .. ........... ... ......... 5,140 5,756 5,789

" Consolidated Statements of Comprehensive Income

NEE I COME . et e e e $ 10,404 $ 11,398 $ 10,678
Minimum pension liability adjustment, net of applicable income taxes

of $400,000 expense and $1.6 million benefit, respectively ......................... 587 (2,374 —

Other comprehensive income, netoftax . ............. ... ... .. ... ... ... $ 10,991 $ 9,024 $ 10,678

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash FIOWS GREen MOUNTAIN POWER CORPORATION « For the Twelve Months Ended December 31

2003
Operating Activities:
Income from continuing operations before preferred dividends .. ................... $ 10,328
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization . ... ... 13,803
Dividends from associated companies less equity income ................ ... .. 884
Aliowance for funds used during construction ... ... .o (654)
Amortization of deferred purchased powercosts ... ... i 318
Deferred iNCOMEIaXES. . ... ..o 1,478
Bensfit plan contributions . ....... ... ... .. (3,500)
Deferred purchased power COSIS ... ... ..ot e (570)
Accrued purchased power contract optioncall . ....... .. ... .. .. L —
Arbitration costs recovered (deferred) ... ... ... —
Rate fevelization fiability . . . .. ... .. (1,121)
Environmental and conservation deferrals, net. . ........... ... ..ol (1,890)
Changes in:
Accounts receivable and accrued utility revenues . ... ... . Ll (189)
Prepayments, fuel and other currentassets .. .......... ... ... ... .. ..., (1,188)
Accounts payable and other current liabilities . . . .......... ... ... .. ..., (676)
Accrued income taxes payableand receivable ......... ... oL (3,950)
Deferred tax liability . .. ......... .. 5,776
0 2,141
Net cash provided by continuing operations . ........ ... .. ... ... ... L. 20,991
Net change in discontinued Segment. . .. .. ... .. e 79
Net cash provided by operating activities. . .. ... .. ... ... 21,070
Investing Activities:
Construction expenditlures . . . ... oo e (16,617)
Investment in associated companies ......... ... .. (108)
Return in capital from associated companies .. .. ........ ... 7,615
Investment in non-utility property ......... ... (198)
Net cash used in investing activities ............ ... . . . ... (9,308)
Financing Activities:
Proceeds from issuance of long-termdebt ... ... ... ... ... L —_
Payments to acquire treasury stock . .. ... .. ..o (3)
(Reduction in) Proceeds fromtermloan ....... .. ... ... ... i i —
Repurchase of preferred stock. . . ... ... (85)
Issuance of common stock . ... ... 995
Praceeds (Purchases) of certificate of deposit . .. ............. ... ... .. ... —
Power supply option obligation ... ....... . ... .. —
Reductioninlong-termdebt ......... .. ... . .. ... {8,000)
Short-termdebt, net ... .. . (2,000)
Cash diVIdends ... ... oo (3,792)
Net cash used in financing activities .. ... ... o i (12,885)
Net increase (decrease) in cash and cash equivalents ............................ (1,123)
Cash and cash equivalents at beginning of period . . ......... ... ... L 1,909
Cash and Cash EquivalentsatEnd of Period .. .............. ... .. ... ......... .. $ 786
Supplemental Disclosure of Cash Flow Information:
Cash paid year-to-date for:
Interest (net of amounts capitalized) ............... . ... i $§ 7,120
MCOMIE AXES . . .o 2,915
Suppiemental Disclosure of Non-Cash Information:
Minimum pension liability adjustment,net ... ... ... ... . . ... $ (587)

The accompanying notes are an integral part of these consolidated financial statements.

2002
(In thousands)

$ 11,39

14,151
45
(335)
3,236
3,577
(1,000)
(2,003)

(4,483)
(2,194)

2001

$ 11,793

14,294
(19
(398)
3,767
345
1,126
(8,276)
3,229
8,527
(3,380)

6,483
300

128
1187
(2,512)
_(3218)
33,376
__(189)
33194

(12,963)
299

__(212)
(12,876)

12,000
(235)
1,655
16,173
(16,012)
(9,700)
(15,500)
__(4,084)
(15,653)

4,665
__ 34
$ 5,006

$ 6,936
9,622
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onsolidated Balance Sheels rzen MoUNTAIN POWER CORPORATION » December 31

ASSETS 2003 2002
(In thousands)
Utility Plant
Utility plant, at original cost. . . ... o $324,900 $311,543
Less accumulated depreciation . . ... 110,111 102,250
Net Uty plant .. .o e 214,789 209,293
Property under capital [8aSe .. ... o i 5,047 5,287
ConStrUCtiON WOK IN PrOgreSS .. ..t 9,026 8,896
Total utility plant, net ... oo 223,862 223476
Other Investments
Associated companies, at eqUItY . ... .. .. 5,896 14,101
OHhBr INVES MBS . . o 7,810 7,451
Total other investments .. ... ... 13,706 21,652
Current Assets
Cash and cash 8QUIVAIBIES . .. .. ettt e e 786 1,909
Accounts receivable,
less allowance for doubtful accounts of $690and $547 . ... ... ... 17,331 17,253
AcCrued UHTY TBVBNUES . ..o i e 6,729 6,618
Fuel, materials and supplies, at average cost . . . ... .. o 4,498 3,349
RIS . . e 1,922 1,901
L0/ o PP 422 402
TOtal CUITENE ASSETS .o e as 31,688 31,432

Deferred Charges

Demand side Management DrOGramS . .. oo oot e 6,713 6,434
PUrChased POWEr COSES . L ..o e 2,574 2,323
Pine Street Barge Canal. . ... e 12,954 13,019
Net power supply deferral . .. ... e 19,734 18,405
Power supply derivative asset . . ... ..o e 3,990 8,796
Otherdeferred Charges . ... ... o 9,625 11,413
Total deferred Charges ... ... o v i 95,590 60,390

Non-Utility
Other CUITBME S8BT .« . o oo e 217 8
Property and eqQUipment . ... 248 249
Other assets 640 738
: Total non-utility assets ... . e e e e e U, 1,105 995
Total ASSBlS . . . . $330,951 $337,845

The accompanying notes are an integral part of these consolidated financial statements.
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CAPITALIZATION AND LIABILITIES 2003 2002
(In thousands, except share data)
Capitalization
Common stock, $3.33%4 par value, authorized 10,000,000 shares
(issued 5,860,854 and 5,782,496) . . .. ... ... $ 19,536 $ 19,276
Additional paid-incapital . .. ... .. 76,081 75,347
Retained eamings . . ... o e 22,786 16,171
Accumulated other COmMpPrehensive iNCOME . .. ..o e (1,787) (2,374
Treasury stock, at cost (827,639 and 827,639shares) . . ....... ... i (16,701) _{16,698)
Total common stockequity . .. ... ... 99,915 91,722
Redeemable cumulative preferred sTock ... ... o — 55
Long-term debt, less current maturities. . . ... .. 93,000 93,000
Total capitalization . ... . . e 192,915 184,777
Capital Lease Obligation . . ... ... .. .. . . . . 4,963 5287

Current Liabilities

Current maturities of preferred SI0CK. . . ... ... . — 30
Current maturities of long-term debt . . . ... — 8,000
Short-term debt .. . 500 2,500
Accounts payable, trade, and accrued liabilities . .. ... .. .. 8,493 7,431
Accounts payable t0 associated COMPAMIES . . .. ...t 6,821 8,940
Rate levelization Bability .. ... ... 2,970 4,091
ACCTUBT MM BXES .« v o vttt ettt e 633 4,583
CUStOMEr depositS . ... 968 898
INEBreSt aCCTUBH . . ... 1,152 1,081
11 1,178 837

Total curtent liabilities . .. .o 22,715 38.491

Deferred Credits

Power supply derivative liability . ... ... . e 23,724 27,201
Accumulated deferred INCOMETAXES . .. .. i 34,009 26,471
Unamortized investmenttax credits .. ... 2,848 3,130
Pine Street Barge Canal cleanup liability ........ ... .. . ... . . . . 7,356 8,833
Accumulated cost Of TEMOVaAl .. ... 21,238 19,947
Other deferred Habiliies .. ... . 19,683 21,767

Total deferred credits .. ... ... 108,868 -107,349

COMMITMENTS AND CONTINGENCIES

Non-Utility
Net liabilities of discontinued SBEMENT ... ... 1,490 1,941
Total non-utility liabilities .. ... . 1,490 1,941
Total Capitalization and Liabilities .. ........ ... .. ... .. .. . . . . e $330,951 $337,845

The accompanying notes are an integral part of these consolidated financial statements.
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GREEN MOUNTAIN POWER CORPORATION  For the Twelve Months Ended December 31

Accumulated Total
Commaon Stock Paid-in Retained Comprehensive Treasury Common
Shares Amount Capital Earnings Other Income Stock Equity
(Dollars in thousands)

BALANCE, December 31,2000 ............. 5,566,696 $18.608 $73,321 $ 493 $ — ($ 378) $ 92,044
Common Stock Isstance:

DRIPandBSIP ... ... ... ... ..., 105,767 352 1,218 1,570

Compensation Program.................. 12,691 44 42 86
Net Income before Dividends ............... 11,611 11,611
Common Stock Dividends ................. (3,101) (3,101)
Preferred Stock Dividends ................. (933) (933)
BALANCE, December 31,2001 . ......... .. 5,685,154 19,004 74,581 8,070 — (378) 101,277
Common Stock issuance:

DRIPandESIP ........................ 28,682 95 424 519

Common Stock Repurchase .............. (811,783) (16,320) (16,320)

Compensation Programs . . ............... 52,804 177 342 519
Net Income before Dividends . .............. 11,494 11,494
Other Comprehensive income (Loss) ......... {2,374) (2,374)
Common Stock Dividends . ................ (3,297) (3,297)
Preferred Stock Dividends . ................ (96) (96)
BALANCE, December 31,2002 ........... .. 4,954,857 19,276 75,347 16,171 (2,374) (16,698) 91,722
Common Stock Issuance:. . ................

Compensation Programs .. ............... 78,358 260 734 994

Commman Stock Repurchase . ............ (3) (3)
Net Income before Dividends . .............. 10,407 10,407
Other Comprehensive Income (Loss) . ........ 587 587
Common Stock Dividends ................. {3,789) (3,789)
Preferred Stock Dividends ................. 3 (3)
BALANCE, December 31,2003 . ... .. ... ... 5,033,215 $19,536 $76,081 $22.,786 ($1,787) {$16,701)  $ 99,915

The accompanying notes are an integral part of these consolidated financial statements.
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Shares
Issued and Quistanding
COMMON STOCK Authorized 2003 2002 2003 2002
(In thousands)
Common Stock,
$3.33%parvalue........................ 10,000,000 5,033,215 4,954,857 $19,536 $19,276

Ouistanding Shares
Authorized Issued 2003 2002 2003 2002

(In thousands)

Redeemable Cumulative Preferred Stock,

$100 par value
4.75%, Class B,
redeemable at $101 pershare ............. 15,000 15,000 — 850 § $85
7%, ClassC ... ..o 15,000 15,000 —_ — — —
9.375%, Class D, Series ................... 40,000 40,000 — — - —
7.32%, ClassE, Series .................... 200,000 120,000 — — - =
Total Preferred Stock. . . ..................... $— $85
LONG-TERM DEBT 2003 _ 2002
{In thousands)
First Mortgage Bond
B.41% Series QUE 2003 . . . ... $8 — $ 3,000
7.05% Series dUE 2006 . . . ..ot 4,000 4,000
78% S AUE 2000 . . . ot 10,000 10,000
B.7% SerES QUB 2018, .. e e 15,000 15,000
0.84% Series dUE 2020, . . ..o 9,000 9,000
8.65% Series due 2022—~Cash sinking fund, commences 2012 .. .. ... .. 13,000 13,000
6.04% Series due 2017—Cash sinking fund commences 2011 .. ... ... ... o 42,000 42,000
Total Long-term Debt Outstanding . ... ...t 93,000 $101,000
Less Current Maturities (due within oneyear) . ... i i e e — 8,000
Total Long-term Debt, Less Current Maturities . ... ... ... .. ... ... ... ... . ... ... ... $93,000 $ 93,000

The accompanying notes are an integral part of these consolidated financial statements.
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A. Significant Accounting Policies

1. Organization and Basis of Presentation

Green Mountain Power Corporation (the “Company”) is an investor-
owned electric services company located in Vermont with a principal serv-
ice territory that includes approximately one-quarter of Vermont’s poputa-
tion. Nearly all of the Company’s net income is generated from retail sales
in its regulated electric utility operation, which purchases and generates
electric power and distributes it to approximately 89,000 customer
accounts. The Company’s subsidiary, Green Mountain Power Investment
Company (“GMPIC”), was created in December 2002 to hold the
Company’s investment in Vermont Yankee Nuclear Power Corporation
(“Vermont Yankee” or “VY”).

The Company’s remaining active wholly-owned subsidiary, which is not
regulated by the Vermont Public Service Board (“VPSB” or the “Board”), is
GMP Real Estate Corporation. The results of GMP Real Estate Corporation
and the Gompany’s unregufated rental water heater program are included
in earnings of affiliates and non-utility operations in the Other Income
(Deductions) section of the Consolidated Statements of Income.
Summarized financial information for these wholly-owned subsidiaries,
and the Company's unregulated water heater program, which earned
approximately $386,000 in 2003 is as follows:

Notes to Lonsolidated Financial Statements

SFAS 71 Deferred Charges At December 31,
2003 2002
(In thousands)

Regulatory Commission Costs ................ $ 2,181 $ 1,774
Restructuring Costs . ....................... 943 2,216
Preliminary Survey . ................ oL 1,423 1,202
StormDamages . .............. L 1,129 1,905
Tree THMMIRG . .. oo e 799 905
Other ... o 3,150 341
Other Deferred Charges . .................... 9,625 11,413
PowerSupply. ... 2,574 2,323
Net Power Supply Deferral ................... 19,734 18,405
Pine StreetBarge Canal ..................... 12,954 13,019
Power Supply Derivative Asset . ............... 3,990 8,796
Demand Side Management. .................. 6,713 6,434
Total Deferred Charges. ..................... - $55,590 $60,330

Years ended December 31,

2003 2002 2001
(In thousands)
RBVBNUES . ..\ oo e e $1,087 $997 $1,012
Expenses .................. ..., 704 144 749
Netincome...................... $ 383 $253 $ 263

|

The Company accounts for its investments in VY, Vermont Electric
Power Company, Inc. (“VELCO”), New England Hydro-Transmission
Corporation, and New England Hydro-Transmission Electric Company
using the equity method of accounting. The Company’s share of the net
earnings or losses of these companies is also included in the Other Income
section of the Consolidated Statements of Income. See Note B and Note L
for additional information.

2. Regulatory Accounting

The Company’s utility operations, including accounting records, rates,
operations and certain other practices of its electric utility business, are
subject to the requlatory authority of the Federal Energy Regulatory
Commission (“FERC") and the VPSB.

The accompanying consolidated financial statements conform to
accounting principles generally accepted in the United States of America
applicable to rate-regulated enterprises in accordance with Statement of
Financial Accounting Standards No. (“SFAS”) 71 (“SFAS 717), “Accounting
for Certain Types of Regulation”. Under SFAS 71, the Company accounts
for certain transactions in accordance with permitted regulatory treatment.
As such, regulators may permit incurred costs, typically treated as expens-
es by unregulated entities, to be deferred and expensed in future periods
when recovered in future revenues. Gonditions that could give rise to the
discontinuance of SFAS 71 include increasing competition that restricts the
Company’s ability to recover specific costs, and a change in the manner in

which rates are-set-by regulators from cost-based regulation to-another {—
~ form of regulation. in the-event that the- Company no longer-meets the cri- -~

teria under SFAS 71, the Company would be required to write off related
regulatory assets as summarized in the following table:

Prior to the sale of the Vermont Yankee (*VY”) nuclear generating plant
(See Note B), the Company deferred and amortized certain replacement
power, maintenance and other costs associated with outages at the VY gen-
erating plant. In addition, the Company accrued and amortized other replace-
ment power expenses to reflect more accurately its cost of service to better
match revenues and expenses consistent with regulatory treatment. The
Company also defers and amortizes costs associated with its investment in
its demand side management program and other regulatory assets, in a
manner consistent with authorized or expected ratemaking treatment.

Other deferred charges totaled $9.6 million and $11.4 million at
December 31, 2003 and 2002, respectively, consisting of regutatory defer-
rals of storm damages, rights-of-way maintenance, other employee bene-
fits, preliminary survey and investigation charges, transmission intercon-
nection charges, regulatory tax assets and various other projects and
deferrals.

In addition, the Company has reguiatory liabilities of $25.1 miltion and
$24.0 million at December 31, 2003 and 2002, respectively, consisting of
accumulated removal costs, deferred revenue and insurance proceeds
relating to VY.

The Company continues to believe, based on current regulatory cir-
cumstances, that the use of regulatory accounting under SFAS 71 remains
appropriate and that its regulatory assets are probable of recovery.
Regulatory entities that influence the Company include the VPSB, the
Vermant Department of Public Service (“DPS” or the “Department”), and
the FERC, among other federal, state and local regulatory agencies.

3. Impairment

The Company is required to evaluate long-lived assets, including regu-
latory assets, for potential impairment. Assets that are no longer probable
of recovery through future revenues would be revalued based upon future
cash flows. Regulatory assets are charged to expense in the period in
which they are no longer probable of future recovery. As of December 31,
2003, based upon management’s analysis of the regulatory environment
within which the Company currently operates, the Company does not
believe that an impairment loss should be recorded. Competitive influences
or regulatory developments may impact this status in the future.

4. Utility Plant
B 7Tﬂhe cost of plant additions includes ail construction-related direct labor
and materials, as well as indirect construction casts, including the cost of

money (“Allowance for Funds Used During Construction” or “AFUDC"). As
part of a rate agreement with the DPS, the Company discontinued capital-
izing AFUDC on construction work in progress in January 2001, The costs
of renewals and improvements of property units are capitalized. The costs
of maintenance, repairs and replacements of minor property items are
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charged to maintenance expense. The costs of units of property removed
from service are charged to accumulated depreciation. The following table
summarizes the Company’s investments in utility plant.

as if the Company accounted for all past employee and director stock
options under the fair value method of that statement.

Property Summary At December 31,
2003 2002
(In thousands)
Property, Plant and Equipment:
Intangible ...... ... ... ... $ 14,091 $ 12,580
Generation. . .......... . 68,532 66,913
Transmission . ............ ... ........ 37,093 36,846
Distribution . ......... ... ... ...... 178,292 170,655
General, including Transportation .. ........ 26,892 24,549
Total Plant in Service .................. 324,900 311,543
Accumulated Depreciation and Amortization. ... (110,111) (102,250)
Net Plantin Service ...................... 214,789 209,293
Capitallease .............. . .. . it 5,047 5,287
Construction Work in Progress. ............. 9,026 8,896
Total Net UtilityPlant ..................... $ 228,862 $ 223,476

Pro-forma net income For the years ended December 31,

2003 2002 2001
{In thousands, except per share amounts)
Net income reported .............. $10,404  $11,398  $10,678
Pro-forma netincome ............. $10,242 $11,114 $10,376
Net income per share
As reported-basic . .............. $2.09 $2.04 $1.90
Pro-formabasic ................ $2.06 $1.99 $1.84
As reported—diluted . . ............ $2.02 $1.98 $1.85
Pro-formadiluted ........... .. .. $1.99 $1.93 $1.79

5. Depreciation o :

The Company provides for depreciation using the straight-line method
based on the cost and estimated remaining service life of the depreciable
property outstanding at the beginning of the year and adjusted for salvage
value and cost of removal of the property. Other accumulated removal
costs related to utility plant, estimated at approximately $21.2 million and
$19.9 million for 2003 and 2002, respectively, are included in Deferred
Credits.

The annual depreciation provision was approximately 3.3 percent dur-
ing 2003, 3.2 percent during 2002, and 3.5 percent of total depreciable
preperty during 2001.

6. Cash and Cash Equivalents
Cash and cash equivalents include short-term investments with original
maturities less than ninety days.

7. Operating Revenues

Operating revenues consist principally of retail sales of electricity at
requlated rates. Revenue is recognized when electricity is delivered. The
Company accrues utility revenues, based on estimates of electric service
rendered and not billed at the end of an accounting period, in order {o
match revenues with related costs. Wholesale revenues represent sales of
electricity to other utilities, typically for resale, and to the Independent
System Operator of New England (“ISO New England”) for amounts by
which our power supply resources exceed customer loads. The Company
also recognizes deferred revenues, when required to achieve its allowed
rate of return, under a VPSB order issued in 2001, and extended through
2004 under a subsequent VPSB order. The Company recognized $1.1 mil-
lion and $4.4 million in deferred revenues during 2003 and 2002, respec-
tively. No deferred revenues were recognized in 2001. See Note [(4) for
additional information.

8. Earnings Per Share

Eamnings per share are based on the weighted average number of com-
mon and common stock equivalent shares outstanding during each year.
During the year ended December 31, 2000, the Gompany established a
stock incentive plan for all employees, and granted 335,300 options exer-
cisable over vesting schedules of between one and four years. During
2003, 2002 and 2001, the Company granted additional options of 4,000,
80,300 and 56,450, respectively. See Note C for additional information.
SFAS 123 requires disclosure of pro-forma information regarding net
income and earnings per share. The Company adopted the prospective
method of accounting for stock-based compensation under SFAS 148
beginning January 1, 2003. The following information has been determined

9. Major Customers

The Company had one major retail customer, International Business
Machines Corporation {“IBM™), that accounted for 24.1 percent, 25.7 per-
cent, and 26.6 percent of retail MWh sales, and 16.6 percent, 17.3 percent,
and 19.2 percent of the Company’s retail operating revenues in 2003, 2002
and 2001, respectively.

10. Fair Value of Financial Instruments
The carrying value and fair value of the Company’s first mortgage
bonds and derivative contracts are summarized in the following table:

As of December 31

2003 2002
Fair Carrying Fair Carrying
Value Value Value Value
{In thousands)
Long-Term Debt, net ... $91,725 $92 113 $96,215 $99.942
Derivatives ........... 19,773 19,773 18,405 18,405

The book value of accounts receivable, accrued utility revenues, other
investments, cash surrender value of life insurance, short-term debt,
accounts payable, customer deposits and accrued interest approximate fair
vaiue due to their short-term, highly liquid nature.

11.Environmental Liabilities

The Company is subject to federal, state and local regulations address-
ing air and water quality, hazardous and solid waste management and other
environmental matters. Only those site investigation, characterization and
remediation ¢osts currently known and determinable can be considered
“probable and reasonably estimable” under SFAS 5, “Accounting for
Contingencies”. As costs become probable and reasonably estimable,
reserves are adjusted as appropriate. As reserves are recorded, requlatory
assets are recorded to the extent environmental expenditures are expected
to be recovered in rates. Estimates are based on studies provided by third
parties.

12.Purchased Power
The Company records the annual cost of power obtained under long-
term contracts as operating expenses.

13.Derivative Instruments

SFAS 133, as amended, establishes accounting and reporting standards
requiring that every derivative instrument (including certain derivative
instruments embedded in other contracts) be recorded on the balance
sheet as either-an-asset or lability measured at its fair value. SFAS 133
requires that changes in the derivative’s fair value be recognized currently
in earnings unless specific hedge accounting criteria are met. SFAS 133, as
amended, was effective for the Company beginning 2001.

On April 11, 2001, the VPSB issued an accounting order that requires
the Company to defer recognition of any earnings or other comprehensive
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income effects relating to future periods caused by the application of SFAS
133 to power supply arrangements that qualify as derivatives. We current-
fy have an arrangement (“9701”) that grants Hydro-Québec an option to
call power at prices below current and estimated future market rates. This
arrangement is effective through 2015. From time to time, we use forward
contracts to hedge the 9701 call option. At December 31, 2003, the
Company had a liability of $23.7 million reflecting the fair value of the 9701
arrangement, and an asset of $4.0 million, reflecting the fair value of a con-
tract with Morgan Stanley Capital Group, Inc. (the “Morgan Stanley
Contract”). A corresponding net regulatory asset of $19.7 million is also
recorded. At December 31, 2002, the Company had a liability of $27.2 mil-
lion reflecting the fair value of the 9701 arrangement, and an asset of $8.8
million, reflecting the fair value of the Morgan Stanley Contract. A corre-
sponding net regulatory asset of $18.4 million was also recorded. The
Company believes that the net regulatory asset is probable of recovery in
future rates. The net regulatory asset is based on current estimates of
future market prices that are likely to change by material amounts.

The Morgan Staniey Contract is used to hedge against increases in fos-
sil fuel prices. Morgan Stanley purchases the majority of the Company’s
power supply resources at index (fossil fuel resources) or specified (i.e.,
contracted resources) prices and then sells to us at a fixed rate to serve
pre-established load requirements. This contract allows management to fix

the cost of much of its power supply requirements, subject to power
| resource availability and other risks. ’

14. Use of Estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires the
use of estimates and assumptions that affect assets and liabilities, the dis-
closure of contingent assets and liabilities, and revenues and expenses.
Actual results could differ from those estimates.

15.Reclassifications
| Certain items on the prior year’s consolidated financial statements have
. heen reclassified to be consistent with the current year presentation.
" 16.0ther Comprehensive Income

Other comprehensive loss of $2.4 million, net of a $1.6 million income
tax benefit, was recegnized during 2002 as a result of a minimum pension
funding liability. During 2003, an increase in the market value of pension
plan assets allowed a reduction in the minimum pension liability of approx-
imately $587,000, net of $400,000 income tax expense.

17.New Accounting Standards

In August 2001, the FASB issued Statement of Financial Accounting
Standards No. 143, “Accounting for Asset Retirement Obligations” (“SFAS
143"}, effective for fiscal years beginning after June 15, 2002, which pro-
vides guidance on accounting for nuclear plant decommissioning and other
asset retirement costs. SFAS 143 prescribes fair value accounting for asset
retirement liabilities, including nuclear decommissioning obligations, and
requires recognition of such liabilities at the time incurred. The Company
has recognized, as a liability, an asset retirement obligation for accumutat-
ed costs of removal, which totaled approximately $21.2 million and $19.9
mitlion at December 31, 2003 and 2002, respectively, and increased plant
and equipment balances by the same amount as a result of this accounting
pronouncement.

In June 2002, the FASB issued Statement of Financial Accounting
Standards No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities” (“SFAS 146"). SFAS 146 specifies accounting and reporting for
costs associated with exit or disposal activities. The application of this
accounting standard, which is effective for us during 2003, did not materi-
ally impact the Company’s financial position or results of operations.

In December 2002, the FASB issued Statement of Financial Accounting
Standards No. 148, “Accounting for Stock-based Compensation-Transition

and Disclosure” (“SFAS 1487). SFAS 148 amends Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-Based
Compensation”, to provide alternative methods of transition for a voluntary
change to the fair value based method of accounting and reporting for
stock-based employee compensation. The Company adopted the prospec-
tive method of accounting for stock-based compensation under SFAS 148
beginning January 1, 2003. The application of this accounting standard did
not materially impact the Company'’s financial position or results of opera-
tion during 2003.

In May 2003, the FASB issued Statement of Financial Accounting
Standards No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity”(*SFAS 1507). SFAS 150
establishes standards for classifying and measuring financial instruments
with characteristics of both liabilities and equity. The guidance is effective
for financial instruments entered into or modified after May 31, 2008. This
statement had no effect on our financial position or results of operations
during 2003. ) ‘

In December 2003, the FASB issued Statement of Financial Accounting
Standards No. 132 (revised 2003), “Employers” Disclosures about
Pensions and Other Postretirement Benefits (“SFAS 1327). In an effort to
provide the public with better and more complete.information, the standard
requires that companies provide more details about their plan assets, ben-
efit obligations, cash flows, benefit costs and other relevant information.
The guidance fs effective for fiscal years ending December 15, 2003 and for |
quarters beginning after December 15, 2003. We have adopted all of the
disclosures required by the standard.

In January 2003, the FASB issued FASB Interpretation No. (“FIN”) 46,
“Consolidation of Variable interest Entities.” FIN 46 requires a company to
consolidate a variable interest entity if it is designated as the primary ben-
eficiary of that entity even if the company does not have a majority of vot-
ing interests. The adoption of FIN 46 did not require the Company to con-
solidate any variable interest entities.

* in January 2003, the FASB issued FIN 45, “Guarantor's Accounting and
Disclosure Requirements for Guarantees, Inciuding Indirect Guarantees of |
Indebtedness of Others.” FIN 45 requires a company to recognize a liabili-
ty for the obligations it has undertaken in issuing a guarantee. This lability
would be recorded at the inception of a guarantee and would be measured
at fair value. The Company adopted the measurement provisions of this
statement in the first quarter of 2003 and it did not have an effect on the
financial statements during 2003.

The Company provides health care, life insurance, prescription drug
and other benefits, to retired employees who meet certain age and years of
service requirements. Under certain circumstances, eligible retirees are
required to make contributions for postretirement benefits.

In December 2003, the FASB issued Staff Position (“FSP”) 106-1,
“Accounting and Disclosure Requirements related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003” (the
“Act”). The Act provides for drug benefits for certain retirees under a new
Medicare Part D program. For employers like the Company there are sub-
sidies available which are inherent in the Act. The FASB allowed, and the

- Company elected, a one-time deferral of the recognition of the impact of the

Act in the employer's accounting until formal guidance is issued. As a
resuit, the provisions of the Act are not reflected in the other postretirement
benefits disclosure (See Note H). The issuance of formal accounting guid-
ance may require a change to previously reported information,
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B. Investments in Associated Companies

The Company accounts for investments in the following associated
companies by the equity method:

Percent Ownership Investment in Equity

at December 31, at December 31,
2003 2002 2003 2002
(in thousands}
VELCO-Common ... ... 28.41% 28.41% $2.469 $ 2,309
—Preferred . ... .. 30.00% 30.00% 246 305
Total VELCO. . ..... ... 2,715 2,614
Vermont Yankee—
Common........... 33.60% 18.99% 1,605 9,721
New England Hydro-
Transmission—
Common........... 3.18% 3.18% 592 660
New England Hydro-
Transmission Electric—
Common........... 3.18% 3.18% 984 1,106

Total investment in as-

sociated companies . . . $5,896 $14,101

on August 2, 2002, allowing it to defer the additional costs related to the
outage, and believes that such amounts are probable of future recovery.
The Company received a credit from VY and has requested permission
from the VPSB to apply the credit to reduce the $2.0 million regulatory
asset.

The Company’s ownership share of VY has increased from approxi-
mately 19.0 percent in 2002 to approximately 33.6 percent currently, due
to VY’s purchase of certain minority shareholders’ interests. The
Company’s entitlement to energy produced by the ENVY nuclear plant
remains at approximately 20 percent of plant production.

The 2003 decrease in equity in net assets of VY resulted from a distri-
bution of proceeds, in the form of dividends to VY owners, from the sale of
the VY nuclear power plant.

Summarized unaudited financial information for Vermont Yankee is as
follows:

VELCO

VELCO is a corporation engaged in the transmission of electric power
within the State of Vermont. VELCO has entered into transmission agree-
ments with the State of Vermont and other electric utilities, and under these
agreements, VELCO bills all costs, including interest on debt and a fixed
return on equity, to the State and others using VELCO's transmission sys-
tem. The Company’s purchases of transmission services from VELCO were
$12.0 million, $12.7 million, and $11.5 million for the years 2003, 2002
and 2001, respectively. Pursuant to VELCO's Amended Articles of
Association, the Company is entitled to approximately 28 percent of the
dividends distributed by VELCO. The Company has recorded its equity in
garnings on this basis and also is obligated to provide its proportionate
share of the equity capital requirements of VELCO through continuing pur-
chases of its common stock, if necessary. The Company plans to make
capital investments of up to $20 million in VELCO through 2007 in support
of various transmission projects.

Summarized unaudited financial information for VELCO is as follows:

At and for the years ended
December 31,

2003 2002 2001
{In thousands)
Earnings;
Operating revenues .............. $187,123 $175,722 $178,840
Net income applicable
tocommonstock . ............. $ 2536 $ 9454 $ 6,119
GCompany’s equity innetincome .... § 498 $ 1745 § 1,131
Totalassets . ...l $150,720 $201,426 $723,815
Less:
Liabilities and long-term debt. ... 145946 150,413 669,640
Netassets . .................... $ 4774 $ 51203 §$ 54,175
Company’s equity in netassets ...... $ 1605 $§ 9721 $ 9725

At and for the years ended

December 31,
2003 2002 2001
(In thousands)
Netincome. ..................... $ 1270 $ 1,094 $ 1,118
Company'’s equity in net income . . . . .. $ M8 $ 319 § 308
Totalassets ..................... $128793 $106,613  $89,322
Less:
Liabilities and long-term debt .. .. .. 119,402 97,417 81,335
Netassets ...................... $ 9391 § 9196 § 7987
Company’s equity in net assets . ... .. $ 27115 § 2614 § 2352

Vermont Yankee

On July 31, 2002, Vermont Yankee Nuclear Power Corporation ("VY”or
“Vermont Yankee”) announced that the sale of its nuclear power plant to
Entergy Nuclear Vermont Yankee (“ENVY”) had been completed. See Note
K for further information concerning our long-term power contract with VY.

During May 2002, prior to the sale of the plant to ENVY, the VY plant
had fuel rods that required repair, a maintenance requirement that is not
unique to VY. VY closed the plant for a twelve-day period, beginning on
May 11, 2002, to repair the rods. The Company’s share of the cost for the
repair, including incremental replacement energy costs, was approximate-
ly $2.0 miliion. The Company received an accounting order from the VPSB

C. Common Stock Equity

The Company maintains a Dividend Reinvestment and Stock Purchase
Plan (“DRIP”) under which 416,328 shares were reserved and unissued at
December 31, 2003. The Company also funds an Employee Savings and
Investment Plan (“ESIP™).

During 2000, the Company's Board of Directors, with subsequent
approval of the Company’s common shareholders, established a stock
incentive plan. Under this plan, options for a total of 500,000 sharss may
be granted to any employee, officer, consultant, contractor or director pro-
viding services to the Company, or its subsidiaries. Outstanding options
become exercisable at between one and four years after the grant date and
remain exercisable until 10 years from the grant date.

Prior to 2003, as permitted by Statement of Financial Accounting
Standards No. 123, "Accounting for Stock-Based Compensation (“SFAS
123”), the Company had elected to follow Accounting Principles Board
Opinion No. 25 ("APB 25") “Accounting for Stock Issued to Employees”,
and related interpretations in accounting for its employee stock options
issued through 2002. Under APB 25, because the exercise price equals the

" market price of the underlying stock on the date of grant, no compensation

expense was recorded. Effective January 1, 2003, the Company elected fo
expense the fair value of options granted beyond that date. The amount of
expense recorded during 2003 was immaterial. Options have been issued
only to employees and directors.

The fair values of the options granted in 2003, 2002, and 2001 are $1.33,
$2.27, and $4.16 per share, respectively. They were estimated at the grant
date using the Black-Scholes option-pricing model. The following table
presents information about the assumptions that were used for each plan
year, and a summary of the options outstanding at December 31, 2003:
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Assumptions used in option pricing modei

Options granted are not exercisable until one year after the date of
grant.

The following table presents a reconciliation of net income to net
income available to common shareholders, and the average common
shares to average common equivalent shares outstanding:

Reconciliation of net income available for
commeon shareholders and average shares

Plan Weighted Average Outstanding Remaining Risk Free Expected Life Expecied Stock Dividend
Year Exercise Price Options Contractual Life Interest Rate in Years Volatility Yield
2000 $ 790 192,200 6.6 years 6.05% 5 30.58 4.5%
2001 16.72 35,150 7.6 years 5.25% 6 32.69 4.0%
2002 17.84 69,500 8.6 years 4.50% 6.5 16.89 45%
2003 20.55 4,000 9.3 years 2.48% 6 13.68 4.5%
Total $11.39 300,850

mately 14 percent, of its common stock outstanding for approximately

Weighted Flange: of Options $16.3 million.
Total Average Exercise Exer-
Options __ Price Prices cisable | Dividend Restrictions

Qutstanding at 12/31/00.. 331,900 $7.90 $§ 7.90-7.90 0 Certain restrictions on the payment of cash dividends on common
Granted ............. 55450 1667  14.50-16.78 stock are contained in the Company’s indentures relating to long-term debt
Granted ............. 1000 1228 1228-12.28 and in the Restated Articles of Association. Under the most restrictive of
Exerplsed """""" 17,400 7.90 7.90-7.90 such provisions, approximately $19.9 million of retained earnings were free
Forfeited .. ........... 6,800 10.61 7.90-16.78 -
Outstanding at 123101 .. 364150 § 920 5 7.00-1678 95350 | Of restrictions at December 31, 2003.
Granted ............. 80,300 $17.82  §16.78-18.67
Exercised ............ 53250 812 7.90-16.78 D. Preferred Stock
Owsirdngs 13105 G800 ST §7o0-ire Torzs |  0uing 2002 the Company repurchased al §120 millon of the 732
Granted ... . 4000 $2055  $20.02-2262 percent Class £ preferred stock outstanding. On May 1, 2002, the Company
Exercised ... ... .. 64,550 10.63 7.90-18.67 redeemed $0.3 million of the 7.0 percent Glass C preferred stock outstand-
Forfeited ............. 4,400 17.36 16.78-18.12 ing. During November 2002, the Gompany repurchased the remaining $0.2
Qutstanding at 12/31/03 .. 300,850  $1133 § 7.90-22.62 193,700 | million of the 9.375 percent Class D preferred stock outstanding. All

remaining preferred stock was repurchased during 2003.

E. Short-Term Debt

The Company has a $20.0 million 364-day revolving credit agreement
with Fleet Financial Services (“Fleet”) joined by Sovereign Bank
(“Sovereign”), expiring Juneg 2004 (the “Fleet-Sovereign Agreement”). The
Fleet-Sovereign Agreement is unsecured, and ailows the Company to
choose any blend of a daily variable prime rate and a fixed term LIBOR-

' based rate. There was $500,000 outstanding at a weighted average rate of |

2003 2002 2001
{In thousands)

Net income (loss)

before preferred dividends . ... ... .. §10,407 $11,494 $11,611
Preferred stock

dividend requirement. . ........... 3 96 933
Net income (loss)

applicable to common stock ... .. .. $10,404  $11398  $10,678
Average number of

common shares-basic ........... 4,980 5,592 5,630
Dilutive effect of stock aptions .. ... .. 160 164 159
Average number of

common shares—diluted .......... 5140 5,756 5,789

_ .. Forthe y—ears_endedMDe'cember‘Bl , V

As part of our long-term stock incentive program, 13,300 shares of unre-
stricted common stock were granted to employees other than the Company’s
executives during December 2003, resulting in compensation expense of
approximately $300,000. Directors were granted 8,800 deferred stock units
during 2003, resulting in compensation expense of approximately $196,000.
The Company also granted 35,200 deferred stock units to senior manage-
ment on February 9, 2004. Each deferred stock unit is convertible into one
share of common stock. The total market value of the shares will be charged
to compensation expense over a two-year vesting period.

On November 19, 2002, the Company completed a “Dutch Auction”
self-tender offer and repurchased 811,783 common shares, or approxi-

4_percent_under_the Fleet-Sovereign Agreement at December 31,-2003 .
There was no non-utility short-term debt outstanding at December 31, -
2003 or 2002.

The Fleet-Sovereign Agreement requires the Company to certify on a
quarterly basis that it has not suffered a “material adverse change”. The
agreement also requires the Company to comply with certain covenants.
The Company was in compliance with all covenants at December 31, 2003.

F. Long-Term Debt

On December 16, 2002, the Company issued through private placement
$42 million principal amount of first mortgage bonds bearing interest at 6.04
percent per year and maturing on December 1, 2017. The average duration
of the bond issuance is twelve years and the bonds are subject to seven equal
annual principal payments beginning on December 1, 2011. Proceeds were
used to retire all of the Company’s short and intermediate term debt, and to
repurchase 811,783 shares of the Company’s common stock,

Substantially all of the property and franchises of the Company are sub-
ject to the lien of the indenture under which first mortgage bonds have
been issued. The weighted average rate on long-term borrowings out-
standing was 7.0 percent for both December 31, 2003 and 2002. The annu-
al sinking fund requirements (excluding amounts that may be satisfied by
property additions) and long-term deht maturities for the next five years, as
of December 31, 2003, are:
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Sinking Fund and Maturities
(in thousands)

2004 .. —
2005 .. —
2006 ... ... 14,000
2007 ... —
2008 .. —
Thereafter .......................... 79,000

Totallong-termdebt ................. $93,000

The following table reconciles the ‘change in the net accumulated
deferred income tax liability to the deferred income tax expense included in
the income statement for the periods presented:

G. Income Taxes

Utility

The Company accounts for income taxes using the lability method.
This method accounts for deferred income taxes by applying statutory
rates to the differences between the book and tax bases of assets and lia-
bilities.

The regulatory tax assets and liabilities represent taxes that will be col-
lected from or returned to customers through rates in future periods. As of
December 31, 2003 and 2002, the net regulatory assets were $924,000 and
$1,042,000, respectively, and included in Other Deferred Charges on the
Company’s consolidated balance sheets.

The temporary differences which gave rise to the net deferred tax lia-
bility at December 31, 2003 and December 31, 2002, were as follows:

Years ended December 31,

2003 2002 2001
(In thousands)

Net change in deferred

income tax fiability . .. ............... $7539 §$2712 ($1,885)
Change in income tax related

regulatory assets and liabilities . ... .. .. (6,175) 2,759 (1,149)
Change in tax effect of accumulated

other comprehensive income. . ........ 398 (1,612) —
Deferred income tax expense (benefit) .... $1,761 §$ 3859 ($3,034)

The components of the provision for income taxes are as follows:

At December 31,
2003 2002
{In thousands)
Deferred Tax Assets
Contributions in aid of construction . .......... $11,841 $11,130
Deferred compensation
and postretirement benefits ........... ..., 5,205 4,570
Self-insurance and other reserves ............ 365 1,369
Other......... .. .. . . . . . . 1,277 3,032
18,689 20,101
Deferred Tax Liabilities
Property-related ............... ... ..... 43,924 41,967
Demand side management . ................ 1,746 1,870
Deferred purchased powercosts .. ........... 809 943
Pine Streetreserve ....................... 2,425 1,792
Other. ... ... ... . 3,794 —
52,698 46,572
Net accumulated deferred
income tax liability .. ... $34,009 $26,471

Years ended December 31,

2003 2002 2001
(In thousands)
Current federal income taxes ........ $2,434 $1.873 $ 7,846
Current state income taxes .......... 1,207 593 2418
Total currentincometaxes .......... 3,641 2,466 10,264
Deferred federal income taxes .. ... .. 1,307 2,920 (2,296)
Deferred state income taxes . ........ 454 939 (738)
Total deferred income taxes......... 1,761 3,859 (3,034)
Investment tax credits—net ... .. .. .. (282) (282) (282)
Income tax expense ............... $5,120 $6,043 $ 6,948

Total income taxes differ from the amounts computed by applying the
federal statutory tax rate to income before taxes. The reasons for the dif-
ferences are as follows:

Years ended December 31,

2003 2002 2001
(Dollars in thousands)
Income before income taxes $15,527 $17,537 $18,559
and preferred dividends . ..........
Federal statutoryrate . ............. 34.0% 34.0% 35.0%
Computed “expected”
federal incometaxes ............. 5,279 5,963 6,496
Increase (decrease) in taxes
resulting from:
Tax versus book depreciation . . . .. 41 41 45
Dividends received
andpaideredit............... (465) (575) (440)
AFUDC-equity funds............ (129) (80) (72)
Amortizationof ITC............. (282) (282) (282)
Statetax..................... 797 1,011 1,705
Excess deferredtaxes . .......... (60) (60) (60)
Taxes attributable
to subsidiaries ............... (25) (31) 63
Other ....................... (36) 56 (507)
Total federal and state income tax. . . .. § 5120 $ 6043 3 6948
Effective combined federal
and state income taxrate. . ........ 33.0% 34.5% 37.4%

Non-Utility

The Company’s non-utility subsidiaries, excluding Northern Water
Resources, Inc. (“NWR”), had accumulated deferred income taxes of
approximately $2,000 on their balance sheets at December 31, 2003,
attributable to depreciation timing differences.
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Change in projected benefit obligation:
Projected benefit obligation as of prior year end
Service cost
Interest cost
Participant contributions
Plan change
Change in actuarial assumptions
Actuarial (gain) loss
Benefits paid
Administrative expense
Projected benefit obligation as of year end

Change in plan assets:
Fair value of plan assets as of prior year end
Administrative expenses paid
Participant contributions
Employer contributions
Actual return on plan assets
Benefits paid

Fair vaiue of plan assets as of year end

Funded status as of year end
Unrecognized transition obligation (asset)
Unrecognized prior service cost
Unrecognized net actuarial loss
Prepaid (Accrued) benefits at year end

At and for the years ended December 31,

Other
Pension Benefits Postretirement Benefits
2003 2002 2003 2002
(In thousands)

$29,937 $25,895 $ 20,707 $ 16,491
755 668 496 296
1,900 1,849 1,316 1,119
— — 136 147
— - (1,812) —
292 — 2,095 —
2,789 3,230 (25) 3,619
(1,629) (1,650) (1,007) (965)
(64) (55) — —
$33,980 $29,937 $ 21,906 $ 20,707
$21,104 $24 341 $ 8,760 $ 10,016
{64) (55) — -
— — 136 147
3,500 1,000 782 819
4,956 (2,532) 1,558 (1,257)
(1,629) (1,650) (1,007) (965)
$27,867 $21,104 $ 10,229 $ 8,760
($6,113) ($8,833) ($11,677) ($11,948)
— (77) 2,952 3,280
384 839 (2,216) (462)
6,372 6,982 9,250 8,379
$ 1,243 ($ 1,089) $ 1,691) (§ 751)

The components of the provision for the income tax expense (benefit)
for the non-utility operations were not significant.

The effective combined federal and state income tax rate for the con-
tinuing non-utility operations was approximately 40 percent for each of the
years ended December 31, 2003, 2002 and 2001. See Note L for income
tax information on the discontinued operations of NWR.

H. Pension and Retirement Plans

The Company has a defined benefit pension plan covering substantial-
ly all of its employees. The retirement benefits are based on the employees’
level of compensation and length of service. The Company’s policy Is to
fund all accrued pension costs. The Company records annual expense and
accounts for its pension plan in accordance with Statement of Financial
Accounting Standards No. 87, Employers” Accounting for Pensions. The
Company provides certain health care benefits for retired employees and
their dependents. Employees become eligible for these benefits if they
reach retirement age while working for the Company. The Company
accrues the cost of these benefits during the service life of covered employ-
ees. The pension plan assets consist primarily of equity securities, fixed
income securities, hedge funds and cash equivalent funds.

Due to sharp declines in the equity markets during 2001 and 2002, the
value of assets held in trusts to satisfy the Company’s pension plan obliga-
tions has decreased. Fluctuations in actual equity market returns as well as
changes in general interest rates may result in increased or decreased pen-
sion costs in future periods.

The Company's funding policy is to make voluntary contributions to its
defined benefit plans to meet or exceed the minimum funding requirements
of ERISA or Pension Benefit Guaranty Corporation, and so long as the
Company's liquidity needs do not preclude such investments. The
Company made voluntary pension plan contributions totaling $1.0 million

during 2002 and made voluntary contributions totaling $3.5 million during
2003. The Company currently plans to contribute betwsen $2.0 and $3.0
million of additional funds during 2004. The Company’s pension costs and
cash funding requirements could increase in future years in the absence of
further recovery in the equity markets.

During 2002, the Company’s retirement plan asset return experience
required the Company to recognize a minimum pension liability of $4.0 mil-
fion, and $1.6 million tax benefit, as prescribed by generally accepted
accounting principles. Common equity was reduced in the amount of $2.4
million through a charge to other comprehensive income.

During 2003, market value appreciation of pension plan investments
resuited in the reduction of the previously recognized minimum pension
liability to $3.0 million. Common equity increased approximately $587,000,
net of applicable income tax, through a credit to other comprehensive
income.

Accrued postretirement health care expenses are recovered in rates. [n
order to maximize the tax-deductible contributions that are allowed under
IRS regulations, the Company amended its postretirement health care plan
to establish a 401-h sub-account and separate VEBA trusts for its union
and non-union employees. The VEBA plan assets consist primarily of cash
equivalent funds, fixed income securities and equity securities. The follow-
ing provides a reconciliation of benefit obligations, plan assets, and fund-
ed status of the plans as of December 31, 2003 and 2002.

The Company also has a supplemental pension plan for certain employ-
ees. Pension costs for the years ended December 31, 2003, 2002, and
2001 were $392,000, $408,000, and $340,000, respectively, under this
plan. This plan is funded in part through insurance contracts.

Net periodic pension expense and other postretirement benefit costs
include the following components:
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For the years ended December 31,

Other
Pension Benefits Postretirement Benefits
2003 2002 2001 2003 2002 2001
(In thousands)

ServiCe COSt . . $§ 755 $ 668 $§ 537 $ 496 § 296 $ 241
INterest COSt . . . 1,900 1,849 1,737 1,316 1,119 1,043
Expected returnonplanassets . ... L (1,851) (2,112) (2,379) (740) (851) (892)
Amortization of transitionasset ........ ... ... . L. (77) (164) (164) — — —
Amortization of priorservice cost . ... ... 147 147 147 (58) (58) (58)
Amortization of the transition obligation ... ............ ... ... — — — 328 328 328
Recognized netactuarialgain .. .......... .. ... .. ... . . .. ... 294 — (237) 381 60 —
Net periodic benefit cost (income) .......... .. ...l $ 1,168 $ 388 ($ 359 $1.723 $ 894 $ 662

Assumptions used to determine pension and postretirement henefit
costs and the related benefit obligations were:
Assumptions used in benefit obligation measurement Faor the years ended December 31,

Other
Pension Benefits Pastretirement Benefits
2003 2002 2003 2002

Weighted average assumptions as of year end:

Discountrate ... . .. 6.00% 6.50% 6.00% 7.00%

Expected returnon planassets . . ... .. i 8.50% 9.00% 8.50% 8.50%

Rate of compensationincrease . ... 4.25% 4.25% 4.25% 4.25%

Medical inflation .. ........ ... ... ... .. . ... — — 9.25% 10.00%
Assumptions used in periodic cost measurement Far the years ended December 31,

Other
Pension Benefits Postretirement Benefits
2003 2002 2003 2002

Weighted average assumptions as of year end:

Discountrate ... 6.50% 7.00% 6.50% 7.00%

Expected returnonplanassets ............ o .t 8.50% 9.00% 8.50% 8.50%

Rate of compensationincrease . ............. ol 4.25% 4.25% 4.25% 4.25%

Medicalinflation .. ...... ... ... ... . — — 10.00% 7.50%

For measurement purposes, a 9.25 percent annual rate of increase in
the per capita cost of covered medical benefits was assumed for 2003. This
rate of increase gradually declines to 5.5 percent in 2009. The medical
trend rate assumption has a significant effect on the amounts reported. For
example, increasing the assumed health care cost trend rate by one per-
centage point for all future years would increase the accumulated postre-
tirement benefit obligation as of December 31, 2003 by $4.8 million and the
total of the service and interest cost components of net periodic postre-
tirement cost for the year ended December 31, 2003 by $434,000.
Decreasing the trend rate by one percentage point for all future years would
decrease the accumulated postretirement benefit obligation at December
31,2003 by $3.8 miltion, and the total of the service and interest cost com-

Pension Assets
For the years ended December 31,

Weighted Average Asset Allocation

Target
2004 2003 2002
{Dollars in thousands)
Asset category:
Equity securities ............... 65.00% 63.10% 59.61%
Debt securities . ............... 30.00% 24.92% 31.65%
Realestate ................... 0.00% 0.00% 0.00%
Other. ... ... ... ... 0.00% 6.60% 8.74%
Alternative investments . ......... 5.00% 5.38% 0.00%
Total ... ... 100.00%  100.00%  100.00%

ponents of net periodic postretirement cost for 2003 by $339,000.

The Company’s defined benefit plan investment policy seeks to achieve
sufficient growth to enable the pension plan to meet its future obligations
and to maintain certain funded ratios and minimize near-term cost volatili-
ty. Current guidelines specify generally that 65 percent of plan assets be
invested in equity securities, 30 percent of plan assets be invested in debt
securities and the remainder be invested in aiternative investments.

The Company expects an annual long-term return for the defined ben-
efit plan asset portfolios of 8.25 percent, based on a representative alloca-
tion within the target asset allocation described above. In formulating the
assumed rate of return, the Company considered historical returns by asset
category and expectations for future returns by asset category based, in
part, on expected capital market performance of the next ten years.

I. Commitments and Contingencies

1. Industry Restructuring

The electric utility business is being subjected to rapidly increasing com-
petitive pressures stemming from a combination of trends. Certain states,
including all the New England states except Vermont, have enacted legisla-
tion to allow retail customers to choose their electric suppliers, with incum-
bent utilities required to deliver that electricity over their transmission and
distribution systems. Recent power supply management difficulties in some
regulatory jurisdictions, such as California, have dampened any immediate
push towards deregulation in Vermont. Legislation has been introduced in
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the Vermont legislature that would permit (but not require) the Company to
negotiate with individual customers to permit such customers to procure
their own electric power supply requirements, subject to VPSB approval. We
cannot predict whether this legisfation will be enacted. If enacted, the

Company would not negotiate any such arrangement unless in the |
Company’s estimation, the arrangement assured the Company of full recov- |

ery of any resufting stranded costs and that the Company's financial condi-
tion would not otherwise be adversely affected. Alternative forms of per-
formance-based regulation currently appear as possible intermediate steps
towards deregulation. There can be no assurance that any potential future
restructuring plan ordered by the VPSB, the courts, or through fegisfation
will include a mechanism that would allow for full recovery of our stranded
costs and include a fair return on those costs as they are heing recovered.

2. Environmental Matters

The electric industry typically uses or generates a range of potentially
hazardous products in its operations. We must meet various land, water,
air and aesthetic requirements as administered by local, state and federal
regulatory agencies. We beligve that we are i substantial compliance with
these requirements, and that there are no outstanding material complaints
about our compliance with present enviranmental protection regulations.

Pine Street Barge Canal Superfund Site

In 1999 the Company entered into a United States District Court
Cansent Decree constituting a final settlement with the United States
Environmental Protection Agency (“EPA"), the State of Vermont and
numerous other parties of claims relating to a federal superfund site in
Burlington, Vermont, known as the Pine Street Barge Canal. The consent
decree resolves claims by the EPA for past site costs, natural resource
damage claims and claims for past and future remediation costs. The con-
sent decree also provides for the design and implementation of response
actions at the site. In 2003, the Company expended $2.6 million to cover
its obligations under the consent decree and we have estimated total future
costs of the Company’s net future obligations through 2033 under the con-
sent decree to be $8.5 million. The estimated liability is not discounted, and
it is possible that our estimate of future costs could change by a material
amount. We have also recorded a regulatory asset of $13.0 million to
reflect future recovery of these costs, as well as past unrecovered costs.
Pursuant to the Company’s 2003 Rate Plan, as approved by the VPSB, the
Company will begin to amortize past unrecovered costs in 2005. The
Company will amortize the full amount of these costs, as they are incurred,
over 20 years without a return. The amartization will be allowed in future
rates, without disallowance or adjustment, until fully amortized.

Clean Air Act

The Company purchases most of its power supply from other utilities
and does not anticipate that it will incur any material direct costs as a result
of the Federal Clean Air Act or proposals to make more stringent regula-
tions under that Act.

3. Jointly-Owned Facilities
The Company has joint-ownership interests in electric generating and
transmission facilities at December 31, 2003, as follows:

Share  Shareof  Share of
Ownership of Utility  Accumulated
Interest  Capacity _Plant  Depreciation
{In %) {In MW} (In thousands)
Highgate ............ 338 67.6 $10,296 $4,926
McNeil ... ... ... 11.0 5.9 8,989 5,379
Stony Brook (No. 1) .. .. 8.8 31.0 10,377 8,965
Wyman (No. 4) ....... 1.1 6.8 1,980 1,380
Metallic Neutral
Return............. 59.4 — 1,563 806

Metalfic Neutral Return is a neutral conductor for NEPOOU/Hydro-Québec Interconnection.

The Company’s share of expenses for these facilities is reflected in the
Consolidated Statements of Income. Each participant in these facilities
must provide its ewn financing.

4, Rate Matters

Retail Rate Cases

On December 22, 2003, the VPSB approved a three-year rate plan (the
“2003 Rate Plan™) jointly proposed earlier in the year by the Company and
the Department. The 2003 Rate Plan, as approved, covers the period
through 2006 and includes the following principal elements.

 The Company’s rates will remain unchanged through 2004. The
2003 Rate Plan allows the Company to raise rates 1.9 percent, effec-
tive January 1, 20095, and an additional 0.9 percent, effective January
1, 2006, if the increases are supported by cost of service schedules
submitted 60 days prior to the effective dates. If the Company’s cost
of service filings in 2005 or 2006 establish that a lesser rate increase
in required for the Company to meet its revenue requirements, the
Company will implement the lesser rate increase.

« The Company may seek additional rate increases in exiraordinary
circumstances, such as severe storm repair costs, natural disasters,
extended unanticipated unit outages, or significant losses of cus-
tomer load.

« The Company'’s allowed return on equity is reduced from 11.25 per-
cent to 10.5 percent, for the period January 1, 2003 through
December 31, 2006. During the same period, the Company’s earn-
ings on core utility operations are capped at 10.5 percent. If excess
earnings result in 2004, they will be applied to reduce regulatory
assets. Excess earnings in 2005 or 2006 will be refunded to cus-
tomers as a credit on customer bills or applied to reduce regulatory
assets, as the Department directs.

« The Company will carry forward into 2004 $3.0 million in deferred
revenue remaining at December 31, 2003 from the Company’s 2001
rate case settlement summarized betow. The Company will amortize
(recover) certain regulatory assets, including Pine Street Barge Canal
environmental site costs and past demand-side management pro-
gram costs, beginning in January 2005, with those amortizations to
be allowed in future rates. Pine Street costs will be recovered over a
twenty-year period without a return,

* The Company will file with the VPSB in early 2004 a new fully-allo-
cated cost of service study and rate re-design, which will allocate the
Company's revenue requirement among all customer classes on the
hasis of current costs. The new rate design will be subject to VPSB
approval.

» The Company and the Department have agreed to work cooperative-
ly to develop and propose an alternative regulation plan as author-
ized by legislation enacted in Vermont in 2003. The target for filing
such a plan is Aprit 2004. If the Company and Department agree on
such a plan, and it is approved by the VPSB, the alternative reguia-
tion plan would supersede the 2003 Rate Plan.
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in January 2001, the VPSB approved a rate case settlement between the
Company and the Department (the “2001 Settlement Order”). The final set-
tlement, as approved, included the foliowing:

* The Company received a rate increase of 3.42 percent above existing
rates, beginning with bills rendered January 23, 2001, and prior
temporary rate increases became permanent;

« Rates were set at levels that recover the Company's Hydro-Québec
Vermont Joini Owners (“VJO7) contract costs, effectively ending the
requlatory disallowances experienced by the Company from 1998
through 2000;

* The Company agreed not to seek any further increase in electric
rates prior to April 2002 (effective in bills rendered January 2003)
unless certain substantially adverse conditions arise, including a pro-
vision allowing a request for additional rate relief if power supply
costs increase in excess of $3.75 million over forecasted levels;

« The Company agreed to write off in 2000 approximately $3.2 million
in unrecovered rate case litigation costs, and to freeze its dividend
rate until it successfully replaces short-term credit facilities with
long-term debt or equity financing;

« Seasonal rates were eliminated in April 2001, which generated
approximately $8.5 miltion in additional cash flow in 2001 that can
be utilized to offset increased costs during 2002 and 2003;

= The Company agreed to consult extensively with the Department
regarding capital spending commitments for upgrading our electric
distribution system and to adopt customer care and reliability per-
formance standards, in a first step toward possible development of
performance-based rate-making;

*» The Company agreed to withdraw its Vermont Supreme Court appeal
of the VPSB's Order in the 1997 rate case; and

* The Company agreed to an earnings limitation for its electric opera-
tions in an amount equal to its allowed rate of return of 11.25 per-
cent, with amounts earned over the limit being used to write off reg-
ulatory assets.

On January 23, 2001, the VPSB approved the Company’s settlement

with the Department, with two additional conditions:

* The Company and customers shall share equally any premium above
book value realized by the Company in any future merger, acquisition
or asset sale, subject to an $8.0 million limit on the customers’
share, adjusted for inflation; and

» The Company’s further investment in non-utility operations is
restricted.

The Company eamned approximately $30,000 in excess of its allowed
rate of return during 2001 before writing off regulatory assets in the same
amount.

The Company earned approximately $4.4 million less than its allowed
rate of return during 2002 before recognition of deferred revenues in the
same amount.

5. Deferred Charges Not Included in Rate Base

The Company has incurred and deferred approximately $11.1 miltion
in costs for Pine Street, tree trimming, storm damage, and regulatory
commission work, of which approximately $408,000 is being amortized on
an annual basis. Currently, the Company amortizes such costs based on
amounts heing recovered and does not receive a return on amounts
deferred. Management expects to recover these costs over periods ranging
from five to twenty years beginning January 1, 2005, pursuant fo the 2003
Rate Plan. The 2001 Settlement Crder requires the remaining balance and
future expenditures of deferred regulatory commission charges be amor-
tized over seven years.

6. Competition
During 2001, the Town of Rockingham (Rockingham), Vermont initiat-
ed inguiries and legal procedures to establish its own electric utility, seek-

ing to purchase the Bellows Falls hydroelectric facility from a third party,
and the associated distribution plant owned by the Company within the
town. tn March 2002, voters in Rockingham approved an article authoriz-
ing Rockingham to create a municipal utility by acting to acquire a munic-
ipal plant, which would include the electric distribution systems of the
Company and/or Central Vermont Public Service Corporation.

in November 2003, Rockingham notified the Company that the town
intended to initiate proceedings before the town selectboard to condemn
the Company’s distribution and associated property located within the
town. The Company sotight and obtained in December 2003 a preliminary
injunction from the State Superior Court prohibiting the town from pro-
ceeding with condemnation before the.selectboard. The Company suc-
cessfully argued that Vermont law required Rockingham to pursue any
such municipalization effort by petition to the VPSB, which is required to
determine both the fair value of any assets subject to municipalization and
the amount of damages to the utility caused by severance of the property
subject to municipalization. The preliminary injunction remains in effect
and Rockingham has not filed any petition with the VPSB seeking to munic-
ipalize assets. The Company receives annual revenues of approximately
$4.0 million from its customers in Rockingham. Should Rockingham cre-
ate a municipal system, the Company would vigorously pursue its right to
receive just compensation from Rockingham. Such compensation would
inciude full reimbursement for Company assets, if acquired, and full reim-
bursement of any other costs associated with the loss of customers in
Rockingham, to assure that neither our remaining customers nor. our
shareholders effectively subsidize a Rockingham municipal utility.

7. Other Legal Matters

In 2002, the owners of property along the shoreline of Joe’s Pond, an
impoundment located in Danville, Vermont, created by the Company’s West
Danville hydroelectric generating facility, filed an inquiry with the VPSB
seeking review of certain dam improvements made by the Company in
1995, complaining that the Company did not obtain all necessary regulato-
ry approvals for the 1995 improvements and that the Company’s improve-
ments and subsequent operation of the dam have caused flooding of the
shoreline and property damage. The Company has petitioned the VPSB to
make additional dam improvements at the facility at an estimated cost of
$350,000. The VPSB must approve the Company’s petition before the pro-
posed improvements can be implemented. This regulatory proceeding is
pending and the Company is unable to predict whether the Company's peti-
tion will be approved or whether the VPSB will impose regulatory condi-
tions or penalties in connection with this proceeding.

The Company is involved in other legal and administrative proceedings
in the normal course of business and does not beligve that the uftimate out-
come of these proceedings will have a material effect on the financial posi-
tion or the results of operations of the Company.

J. Obligations Under Transmission
Interconnection Support Agreement

Agresments executed in 1985 among the Company, VELCO and other
NEPOOL members and Hydro-Québec provided for the construction of the
second phase (Phase 1) of the interconnection between the New England
electric systems and that of Hydro-Québec. Phase Il expands the Phase |
facilities from 690 megawatts to 2,000 megawatts and provides for trans-
mission of Hydro-Québec power from the Phase | terminal in northern New
Hampshire to Sandy Pond, Massachusetts. Construction of Phase Il com-
menced in 1988 and was completed in late 1990. The Company is entitled
to 3.2 percent of the Phase Il power-supply benefits. Total construction
costs for Phase 1l were approximately $487 million. The New England par-
ficipants, including the Company, have contracted to pay monthly their pro-
portionate share of the total cost of constructing, owning and operating the
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Phase Il facilities, including capital costs. As a supporting participant, the
Company must make support payments under thirty-year agreements.
These support agreements meet the capital lease accounting requirements.
At December 31, 2003, the present value of the Company’s obligation is
approximately $4.6 mitlion.

Projected future minimum payments under the Phase [l support
agreements are as follows:

through its power contract with VY, to provide 20 percent of the plant out-
put to the Company through 2012, which represents approximately 35 per-
cent of the Company'’s energy requirements.

A summary of the Purchase Power Agreement, including projected
charges for the years indicated, follows:

Years ending December 31,

{In thousands}

2004 .. $ 387
2005 ... 387
2006 ... 387
2007 ... 387
2008 ... 387
Total for 2009-2015................... 2,712

Total ... $4,647

Vermont Yankee Conlract
(Dollars in thousands except per KWH)

Capacity acquired .. .. ................. 106 MW
Contract period expires: ................ 2012
Company’s share of output. . ............ - 20%
Annual energy charge 2003 ............. $37,288
Estimated 2004-2015..... ... ... ... ... $32,377
Average cost per KWH 2003 . ............ $0.042
Estimated 2004-2015 ................ $0.042

The Phase Il portion of the project is owned by New Engiand Hydro-
Transmission Electric Company and New England Hydro-Transmission
Corporation, subsidiaries of National Grid USA. Certain of the Phase Il par-
ticipating utilities, including the Company, own equity interests in such
comparnies. The Company holds approximately 3.2 percent of the equity of
the corporations owning the Phase Il facilities and accounts for its owner-
ship under the equity method of accounting.

K. Long-Term Power Purchases

1. Unit Purchases

Under long-term contracts with various electric utilities in the region,
the Company is purchasing certain percentages of the electrical output of
production plants constructed and financed by those utilities. Such con-
tracts obligate the Company to pay certain minimum annual amounts rep-
resenting the Company’s proportionate share of fixed costs, including debt
service requirements, whether or not the production plants are operating.
The cost of power obtained under such long-term contracts, including pay-
ments required when a production plant is not operating, is reflected as
“Power Supply Expenses” in the accompanying Consolidated Statements
of income.

Information (including estimates for the Company’s portion of certain
minimum costs and ascribed long-term debt) with regard to significant
purchased power contracts of this type in effect during 2003 foliows:

Stany Brook

(Dollars in thousands)

Plantcapacity. ........... ... ... ... 352.0 MW
Company’s share of output. .. ......... .. 4.40%
Contract period expires: ................ 2006
Company’s annual share of:
Interest.......................... $ 128
Other debtservice ................. 444
Othercapacity .................... 535
Total annual capacity . ................. $1,107
Company’s share of long-term debt ... .. .. $1,817

2. Vermont Yankee
The Company has a long-term power purchase contract with VY,
which sold its nuclear power plant to ENVY on July 31, 2002. The Company
is no longer required to pay its proportionate share of fixed costs associat-
ed with the ENVY plant, including when the plant is not operating, though
the Company is responsible for finding replacement power at such times.
The VY sale of its nuclear power plant to ENVY also calls for ENVY,

Payments totaling $0.5 miilion were made in 2002 to VY’s non-Vermont
sponsors in return for guarantees those sponsors made to ENVY to final-
ize the VY sale.

The Company received its share of the VY power plant sale proceeds,
approximately $8.2 million, during October 2003, and used the proceeds to
retire debt.

3. Hydre-Québec

Under various contracts, summarized in the table below, the Company
purchases capacity and associated energy produced by the Hydro-Québec
system. Such contracts obligate the Company to pay certain fixed capacity
costs whether or not energy purchases above a minimum level set forth in
the contracts are made. Such minimum energy purchases must be made
whether or not other, less expensive energy sources might be available.
These contracts are intended to complement the other components in the
Company’s power supply to achieve the most economic power supply mix
available. The Company’s current purchases pursuant to the contract with
Hydro-Québec entered into in December 1987 (the “1987 Contract”) are as
follows: (1) Schedule B—68 megawatts of firm capacity and associated
energy to be delivered at the Highgate interconnection for twenty years
beginning in September 1995; and (2) Schedule C3—46 megawatts of firm
capacity and associated energy to be delivered at interconnections to be
determined at any time for 20 years, which began in November 1995. There
are specific step-up provisions that provide that in the event any 1987
Contract participant fails to meet its obligation under the 1987 Contract
with Hydro-Québec, the remaining contract participants, including the
Company, will step-up to the defaulting participant’s share on a prorated
basis. )

Hydro-Québec also has the right to reduce the load factor from 75 per-
cent to 65 percent under the 1987 Contract a total of three times over the
life of the contract. The Company can delay such reduction by one year
under the 1987 Contract. During 2001, Hydro-Québec exercised the first of
these options for 2002, and the Company delayed the effective date of this
exercise until 2003. The Company estimates that the net cost of Hydro-
Québec's exercise of its option increased power supply expense during
2003 by approximately $1.2 million.

During 2003, Hydro-Québec exercised its second option to reduce the
load factor for 2004, and we expect Hydro-Québec to exercise its third
option in 2004 for deliveries occurring principally during 2005. Hydro-
Québec also retains the right to curtail annual energy deliveries by 10 per-
cent up to five times, over the 2001 to 2015 period, if documented drought
conditions exist in Québec. Under the 1987 Contract, Vermont joint own-
ers, including the Company, have two remaining options to adjust deliver-
ies by a five percent load factor. These cannot be used to offset Hydro-
Québec’s reductions through 2005, but may be used after 2005 to manage
power supply costs.

All of the Company’s contracts with Hydro-Québec call for the delivery
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of system power and are not related to any particular facilities in the Hydro-
Québec system. Consegquently, there are no identifiable debt-service
charges associated with any particufar Hydro-Québec facility that can be
distinguished from the overall charges paid under the contracts.

A summary of the Hydro-Québec contracts, including historic and pro-
jected charges far the years indicated, follows:

The 1987 Contract
Schedule B Schedufe C3
(Dolfars in thousands except per KWH})
Capacity Acquired ................... 68 MW 46 MW
Contract Period ..................... 1995-2015 1995-2015

Minimum Energy Purchase

(annual load factor) 65%-75% 65%~75%

Annual Energy Charge 2003 $10,565 $ 7219
~ Estimated 2004~2015 . .......... $13,756 (1) $ 9,400 (1)

Annual Capacity Charge 2003 . .......... $16,857 $11,519
Estimated 2004-2015 ......... $17,122 (1) $11,699 (1)

Average Cost per KWH2003 ........... $ 0.071 $ 0.07M
Estimated 2004-2015 .......... $ 0.064 (2) $ 0.064 (2)

(1) Estimated average includes load factor reduction to 65 percent in 2004,
(2} Estimated average in nominal daliars levelized over the period indicated includes
amortization of payments to Hydro-Québec.

Under a separate arrangement established in December 1997 {the “9701
arrangement”), Hydro-Québec provided a payment of $8.0 million to the
Company in 1997. In return for this payment, the Company provided Hydro-
Québec an option for the purchase of power. Commencing April 1, 1998, and
effective through October 2015, Hydro-Québec can exercise an option to pur-
chase up to 52,500 MWh (“option A") on an annual basis, at energy prices
established in accordance with the 1987 Contract. The cumulative amount of
energy purchased under the 9701 arrangement shall not exceed 950,000
MWh. Hydro-Québec’s option to curtail energy deliveries pursuant to the
1987 Contract may be exercised in addition to these purchase options.

‘Over the same period, Hydro-Québec can exercise an option on an
annual basis to purchase a total of 600,000 MWh (“option B”) at the 1987
Contract energy price. Hydro-Québec can purchase no more than 200,000
MWh in any given contract year ending October 31. As of December 31,
2003, Hydro-Québec had purchased or cafled to purchase 513,000 MWh
under option 8.

In 2003, Hydro-Québec exercised option A and option B, and calied for
defivery to third parties at a net expense to the Company of approximately
$4.5 million, including capacity charges.

In 2002, Hydro-Québec exercised option A and called for deliveries to
third parties at a net expense to the Company of approximately $3.0 mil-
lion, including capacity charges.

In 2001, Hydro-Québec exercised option A and option B, and called for
deliveries to third parties at a net expense to the Company of approximate-
ly $6.5 million, including capacity charges.

The Company believes that it is probable that Hydro-Québec wilt call
options A and B for 2004, and has purchased replacement power at an
incremental cost of $3.2 million. The Company has also covered 54 percent
of expected calls during 2005 at an incremental cost of $1.1 million.

4. Morgan Stanley Contract

In February 1999, the Company entered into a contract with MS. In
August 2002, the MS contract was modified and extended to December 31,
2006. The contract provides the Company a means of managing price risks
associated with changing fossil fuel prices. On a daily basis, and at MS'’s
discretion, the Company will sell pawer to MS from either (i} all or part of

our portfolio of power resources at predefined operating and pricing
parameters or {ii) any power resources available to the Company, provided
that sales of power from sources other than Company-owned generation
comply with the predefined operating and pricing parameters. MS then
sells to us, at a predefined price, power sufficient ta serve pre-established
load requirements. MS is also responsible for scheduling supply resources.
The Company remains responsible for resource performance and avaifabil-
ity. MS provides no coverage against major unscheduled outages.

Beginning January 1, 2004, the Company will reduce the power that it
sells to MS. The reduction in sales is expected to reduce wholesale rev-
enues by approximately $64 milfion, and power supply expense by a simi-
lar amount. The Company does not expect the change to adversely affect
its opportunity to earn its allowed rate of return during 2004.

The Company and MS have agreed to the protocols that are used to
schedule power sales and purchases and to secure necessary transmis-
sion. The MS contract is a derivative that includes a risk premium above
expected future costs of electricity.

L. Discontinued Operations

The Company has sold or otherwise disposed of a significant portion of
the operations and assets of NWR, which owned and invested in energy
generation, energy efficiency, and wastewater treatment projects. The net
reserve for loss from discantinued operations reflects management's cur-
rent estimate. The residual operations earned $0.01 per share in 2003 and
$0.02 per share in 2002, primarily as a result of adjustments to a reserve
for warranty claims. At December 31, 2003, assets remaining include &
wind power partnership investment, a note receivable from a regional
hydro-power project, and notes receivable and equity investments with two
wastewater treatment projects, one of which has risk factors that include
the outcome of warranty litigation, and future cash requirements necessary
to minimize costs of winding down wastewater operations. Several munic-
ipalities using wastewater treatment equipment have commenced. or
threatened litigation against NWR. The ultimate loss remains subject to the
disposition of remaining assets and liabilities, and could exceed the
amounts recorded. The following illustrates the results and financial state-
ment impact of discontinued operations during and at the periods shown:

2003 2002 2001
(In thousands except per share)
Revenues . ..............coovn... $ — $ 88 $ 156
Gain (loss) ondisposal . ............ 79 99 (182)
Netincome (foss) .. ............... $ 79 $ 9 ($ 182)
Net income (loss) per share-basic . ... $ 0.01 $ 0.02 ($0.03)
Proceeds from assetsales . ... ...... $ — $§ — § —
Totalassets ..................... $1,488 $1,622 $2,700
State incometaxes . ............... $ 12 $ 19 ($ 175)
Federal incomefaxes .............. 39 52 (550)
investment tax credits ............. — — —
Income tax expense (benefit) .. ... .. $§ 5t § 7 {$ 725)

M. Quarterly Financial Information
(Unaudited)

The following quarterly financial informatian, in the opinion of manage-
ment, includes all adjustments necessary to a fair statement of results of
operations for such periods. Variations between quarters reflect the sea-
sonal nature of the Company’s business and the timing of rate changes.
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Operating revenues
Operating income
Net Income-~continuing operations . .
Net income~discontinued operations
Net income applicable
to common stock
Basic earnings per share from:
Continuing operations
Discontinued operations
Basic earnings per share
Weighted average common
shares outstanding .. .........
Diluted earnings per share from:
Continuing operations
Discontinued operations
Diluted earnings per share
Waighted avarage comimon
and common equivalent
shares outstanding

Operating revenues
Operating income . .............
Net income-~continuing operations . .
Net income—discontinued cperations
Net income applicable
to common stack
Basic earnings per share from:
Continuing operations
Discantinued operations
Basic earmings per share
Weighted average common
shares outstanding
Diluted earnings per share from;
Continuing operations
Discontinued operations
Diluted earnings per share
Weighted average common
and common equivalent
shares outstanding

Operating revenues
Operating income
Net income-continuing operations . .
Net loss—discontinued operations . . .
Net income applicable

to cammon stock
Basic earnings (loss) per share from:

Continuing cperations

Discontinued operations
Basic earmings per share
Weightad average common

shares qutstanding
Diluted earnings (loss) per share from:

Continuing operations .........

Discontinued operations
Diluted eamings (loss) per share.. . . .
Weighted average common

and common equivalent

shares outstanding

2003 Quarter Ended
March _June Sepl. _ Dec. Tolal
(Amounts in thousands, except per share data)
$72,945 $64,455 $71,975 $71,095 $280,470
5231 2425 4302 3348 15306
$ 4084 1,320 § 3,034 § 2,087 $ 10,325
(13) (8) 6 94 79

$ 4071 § 1112 $ 3040 § 2,181

$ 10404

$ 082 % 0228 061§ 0438
0.01
044 §

2.08
0.01
2.09

$ 082§ 0223 0618

4959 4963 4982 5009 _ 4930

$ 080 % 022 % 059 % 040§
0.01
041 §

2.01
0.01
2.02

$ 0808 0228 059 %

5118 5128 5141 5165
2002 Quarter Ended
June  Sepl.  Dec. Total
{(Amounts in thousands, except per share data)
$68,866 $65,135 $73,477
4441 2814 3745
$ 3354 3 1,875 § 3,042

5,140

March

4080 15080
$ 3,028 § 11,299
93 99

$3354 81875 § 3042 § 3,127 § 11,398

§ 059§ 0338 0538 057§
0.02

$ 0598

2.02
0.02
2.04

§ 053

$ 0593 033

5691 5711 5723 5333 5,756

$ 057 § 032

$ 052

$ 035§
0.02
§ 057§ 032§ 052§ 057 §

1.96
0.02
1.98

5870 5877 5879 5497
2001 Quanter Ended
March  June  Septi. Dec. Total

(Amounts in thousands, except per share data)

$74,796 $67.471 $76,051 $65,146 $283,464

5,756

4575 4275 4573 3036 16459
§ 2914 § 2884 § 3387 $ 1,675 $ 10,860
— __(150) — {32) (182)

$ 3387 § 1643 § 10678

A4 A SRR, ST LALA A SFELL.4 LA

§2914 8§ 2734

$67,130 $274,608 |

$ 052 3% 052 % 060 § 02905 193
— _ {0.03) — — (009

$ 052§ 049§ 0608 029 $ 190
5588 5615 5644 5672 5630
$ 051§ 0508 058 % 029 % 188
— _ (0.03) — — _{0.08)

$§ 0518 0478 0588 0298 185
5741 5777 5814 5848 5816
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 Independent Auditors’ Reports

To the Board of Directors of
Green Mountain Power Corporation:

We have audited the accompanying consolidated balance sheets and
consolidated statements of capitalization of Green Mountain Power
Corporation and subsidiaries (the Company) as of December 31, 2003,
and 2002, and the related consolidated statements of income, compre-
hensive income, changes in stockholders equity and cash flows for each
of the two years in the period ended December 31, 2003. The financial
statements of Green Mountain Power Corporation and subsidiaries as of
December 31, 2001 and for the year then ended were audited by other
auditors who have ceased operations. Those auditors expressed an
unqualified opinion which included an emphasis of matter paragraph on
those financial statements in their report dated March 12, 2002. These

financial statements are the responsibility of the Company’s management.

Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audits in accordance with auditing standards gen-
erally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial
statement presentation. We belisve that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Green Mountain
Power Corporation and subsidiaries as of December 31, 2003 and 2002
and the results of their operations and their cash flows for each of the
two years then ended in conformity with accounting principles generally
accepted in the United‘ States.

— x
Delsgt € Toneke Lie
1

Deloitte & Touche, LLP

Boston, Massachusetts
February 25, 2004

To the Board of Directors of
Green Mountain Power Corporation:

We have audited the accompanying consolidated balance sheets and
consolidated capitalization data of Green Mountain Power Corporation (a
Vermont corporation) and its subsidiaries as of December 31, 2001 and
2000, and the related consolidated statements of income, retained sam-
ings, and cash flows for each of the three years in the period ended
December 31, 2001,

These financial statements are the responsibility of the company’s man-
agement. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards gen-
erally accepted in the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial position of
Green Mountain Power Corporation and its subsidiaries as of December
31, 2001 and 2000, and the consolidated results of its operations and
cash flows for each of the three years in the period ended December 31,
2001, in conformity with accounting principles generally accepted in the
United States.

As discussed in Note A to the financial statements, effective January
1, 2001, the company adopted Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging
Activities,” as amended.

Octlee Oty P

Boston, Massachusetts
March 12, 2002

The above report of Arthur Andersen LLP is a copy of the previously
issued report, and the report has not been reissued by
Arthur Andersen LLP.
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Consolidated Statements of InCome  GReen MOUNTAIN POWER CORPORATION « For the Years Ended December 31

2003 2002 2001
In thousands, except per share amounts
Operating Revenues
Residential .. ... ... . . .. . e $ 75,404 $ 73,541 $ 69,727
LB L . e — — —
Totalresidential and lease . ........... . e 75,404 73,541 69,727
Commercial and industrial-small ........ ... ... 74,070 74,613 71,589
Commercial and industrial=arge . .. ... ... e e 47,937 50,932 53,777
Salesforresale .. ... 78,901 72,312 83,805
07121 4,157 3,210 4,566
Total operating revenUeS . ... ... ..o 280,470 274,608 283,464
Operating Expenses
Power Supply
Vermont Yankee Nuclear Power Corporation ................ ... ... .. ...... 38,090 35,252 30,114
Company-owned generation .. ...ttt 7,856 5,067 4,742
Purchases from others ... ... . v 151,360 153,129 166,209
Otheroperating. . .. ..ot 17,665 14,188 15,924
TN IS 0N . oottt 14,783 15,221 14,130
MaIMEBNANCE . . . o e 9,065 8,854 7,108
Depreciationand amortization. .. ... .. ... .. 13,803 14,151 14,294
Taxes other than income. .. .. .. e J 7,422 7,623 7,536
IMCOME XS . oottt 5,120 6,043 6,948
Total operating eXpenses . ... ... i 265,164 259,528 267,005
Operatinginceme............ . it i . 15,306 15,080 16,459
Other Income
Equity in earnings of affiliates and non-utility operations . .......... ... ... .. .. 1,493 2,777 2,253
Allowance for equity funds used during construction. .. ................ ... ... ... 387 233 210
Other income and deductions, Ret. ... ... 199 (525) (80)
Totalotherincome . ... ... .. 2,079 2,485 2,373
Income before interestcharges ............ ... ... ... .. .. ... 17,385 17,565 18,832
Interest Charges
Long=term debt. . ... .. 7,021 5,214 6,073
107137 P 303 1,059 1,154
Allowance for borrowed funds used during construction. . ............... ... ... .. (267) {103} (188)
Total interest Charges . ... ..ot 7,057 6,170 7,039
income (loss) before preferred dividends and discontinued operations . ........... . ... 10,328 11,395 11,793
Dividends on preferred stock .. ... ... 3 96 933
Ingome (loss) from continuing operations. . .. ............. ... ... ... . ... ... 10,325 11,299 10,860
Net income (loss) from discontinued segment operations. .................... . ... .. — — —
income (Loss) on disposal, including provisions for operating losses
during phasequt period .. ... ... . . . . 79 99 (182)
Net income (Loss) Applicable to Common Stock. . ........... ... ... ... ......... $ 10,404 $ 11,398 $ 10,678
Common Stock Data
Basic earnings (loss) per share from discontinued operations. . .............. ... ... ... $ 0.0t $ 002 ($ 0.03)
Basic earnings (loss) per share from continuing operations . ............ ... . ... ..., 2.08 2.02 1.93
Basic earnings {loss) pershare. . ... .. $ 209 § 204 $§ 190
Diluted earnings per share from discontinued operations . ............. ... ... ... ... $ 0.0 $ 002 ($ 0.03)
Diluted earnings per share from continuing operations .. ................. ... ... ... 2.01 1.96 1.88
Diluted 8ariNgS PErShAIe .. ... .. et $ 202 § 198 $ 185
Cash dividends declared Pershare . ........ouerieir e i $ 0.76 $ 060 $ 055
Weighted average shares outstanding-basic............. ... ... ... ... ... ... ..... 4,980 5,592 5,630
Weighted average shares outstanding—diluted ............. ... ... .. ... . ...... .. 5,140 5,756 5,789
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168,947
17,644
14,237

6,633
15,304
7,402
(691)
272,066
5,260

2,495
284

7
2,706
7,966

g

6,499
986
22

7,257
708

1

014

(305)

.

1999

$ 67,061
67,061
68,004
43,518
68,305

4,160

251,048

34,987
5,682
142,699
17,582
10,800
6,728
16,187

1998

$ 61,697
61,697
61,816
40,201
16,529

4,061
184,304

32,910
6,412
81,706
21,291
9,389
5,190
16,058
7,242

(1,367)
178,832

5

—_
Eat]
(=)
(e
(o]
=

1997

$ 61423
61,423
58,700
37,841
17,847

3512

179,323

32,817
5,327
62,222
16,780
11,122
4,785
16,358
7,205
7,191
163,808
15,515

2.2

0.27
1.95

AEd
NN

£z

1S
n
D
N3

212
4,933
4,933

€5

$ 55,434
55,434
91,245
32,616
17,541

4,708
161,544

30,222
3,786
53,915
18,120
9,874
4,210
14,118
6,428

e ———

1994

$ 50,966
50,966
48,374
31,381
13,521

3,955
148,197

30,300

3113
45,777
17,298

€
Por
N
w

4,588

$ 002
218
§ 220

$ 21
4,457
4,457
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Consolidated Balance Sheets Green MOUNTAIN POWER CORPORATION » At December 31

2003 2002 2001
Dollars in thousands
Assets
Utifity plant, at original CoSt. ... ... .. . $324,901 $311,543 $302,489
Less accumulated depreciation . . ... ... ... e 110,112 102,250 119,054
Net UHY DIANE . . e e 214,789 208,293 183,435
Property under capital I6aSE . .. ... o\ttt 5,047 5287 ' 5,959
CONStruCtion WOrk i ProgreSs .. ... ....vn et et 9,026 8,896 7,464
Total utility plant, net ... ... ... .. .. . . 228,862 223,476 196,858
Associated companies, at equity . .. ... .. ... 5,896 14,101 14,093
R INMVEStMEIES . . o 7,810 7,451 6,852
CUITBN ASSBS . . ..t 31,688 31,432 36,183
Deferred Charges ... ... .. 55,590 60,390 72,468
Non-Utility
CUITBNE ASSES . . vttt e 217 8 8
Property and equipmemnt . .. ... L 248 249 250
Business segment held fordisposal . ........ ... .. — — —
OHNBE ASSBS . .. oo 640 738 817
Total non-utility assetS . .. ......... .. 1,105 995 1,075
T ASSBES . . o ettt $330,951 $337,845 $327,529
Capitalization and Liabilities
Capitalization
Common stock equity -
COMMON STOCK ..ottt $ 19,536 $ 19,276 $ 19,004
Additional paid-in CapIAl .. ... ... 76,081 75,347 74,581
Accumulated other comprehensiveincome ........ ... ... ... 22,786 16,171 —
REIAINED BAMINGS .. ettt e (1,787) {2,374) 8,070
Treasury ST0CK, a1 COSt. .. oottt {16,701) 16,698) (378)
Total common stockequity .. ... e 99,915 91,722 101,277
Redeemable cumulative preferred stock . ... .. ... oo — 85 12,560
Long-term debt, less current maturities . . ...t 93,000 93,000 74,400
Total capitalization . ... ... ... ... ... 192,915 184,807 188,237
Capital lease obfigation ... .. ... ... 4,963 5,287 5,959
Current liabilities 22,7115 38,461 38,841
Accumulated deferred iNCOMEBIAXES .. .. ... vt e 34,009 26,471 23,759
Unamortized investmenttax credits ............. . . ... e 2,848 3,130 3,413
Pine Street Barge Canal site cleanup .. ... 7,356 8,833 10,059
- Deferred credits and other. . ... ..ot e e e 64,655 68,915 55,560
Non-Utility : . . A
“Currentliabilities . .. ... ST — — —
Other abIlHIES . ... .ottt 1,490 1,941 1,701
Totaf non-utility fiabilities .......... ... .. ... .. .. . ..l 1,490 1,941 1,701
Total capitalization and liabilities ......... ... ... . ... ... .... $330,951 $337,845 $327,529
Consolidated Statements of Retained Earnings GcrReen MouNTAIN POWER CORPORATION « For the Years Ended December 31
2003 2002 2001
Doflars in thousands )
Balance atbeginning of year . . . ... ... .. L $16,171 $ 8,070 $ 493
NetINCOME (J0SS) . . oot e 10,407 11,494 11,611
26,578 19,564 12,104
Deduct cash dividends declared
Redeemable cumutative preferredstock ...... ... ... . 3 96 33
“Commonstock LT eI . - 3,788 3,297 3101 .
Total . ... .. .. 0L T SUURP 3,792 = 3,393 4.034
Balance at yBar BN0 . ... ..o $22,786 $16,171 $ 8,070
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2000 1999 1998 1997 1996 1995 1994 1993

$291,107 $283,917 $276,853 $265,441 $248,135 $239,291 $227,991 $214,977
110,273 102,854 94,604 87,689 81,286 75,797 69,246 64,226
180,834 181,063 182,249 177,752 166,849 163,494 158,745 150,751
6,449 7,038 7,696 8,342 9,006 9,778 10,278 11,029
7,389 4,795 5,611 10,626 13,998 8,727 6,964 9,631
194,672 192,896 195,556 196,720 189,853 181,999 175,987 171,411
14,373 14,545 15,048 15,860 15,769 16,024 16,684 16,886
6,357 6,120 5,630 6,137 4,865 4,224 4,067 5,642
53,652 33,238 35,700 29,125 30,901 30,216 28,798 26,215
46,036 43,296 35,576 35,831 43,224 42,951 35,659 33,893

8 48 7,974 11,654 4,490 4,131 6,295 3,656

252 253 1213 10,784 11,226 11,478 11,329 11,331

— 9.477 — - — — - —

1,258 1,321 18,127 19,622 24211 22,259 15,792 _ 13,639
1518 11,099 27,314 42,060 39,927 37,868 33,416 78626
$316,608 $301,194 $314,824 $325,733 $324,539 $313,262 $294 611 $282,673
$ 18,608 $ 18,085 $ 17,711 $ 17,318 $ 16,790 $ 16,168 $ 15,592 $ 15,120
73.321 72,594 71,914 70,720 68,226 64,206 60,378 57,178
493 10,344 17,508 26,717 26,916 26,412 25727 25229
(378) (378) (378) (378) (378) (378) (378) _ (378)
92,044 100,645 106,755 114,377 111,554 106,408 101,319 97,149
12,795 14,435 16,085 17,735 19,310 8,930 9,135 9,385
72,100 81,800 88,500 93,200 94,900 91,134 74,967 79,800
176,939 196,880 211,340 225,312 225,764 206,472 185,421 186,334
6,449 7,038 7,696 8,342 9,006 9,778 10,278 11,029
68,109 38,150 28,825 25,086 21,037 32,629 40,441 37,925
25,644 25,201 23,389 23,501 26,726 25,292 22,082 21,001
3695 3978 4,260 4542 4,825 5,107 5,390 5,672
11,554 8,815 11,220 — — — — —
20,901 21,132 21,020 25,680 23417 21,642 21,962 13,541
— — 720 1,119 1,752 1124 918 666

3,31 — 6,354 11,951 12,012 11,238 8,119 6505
3317 — 7,074 13,070 13,764 12,362 9,037 T
$316,608 $301,194 $314,824 $325,733 $324,539 $313.282 $294.611 $282,673
2000 1999 1998 1997 1996 1995 1994 1993
$10,344 $17,508 $26,717 $26,916 $26,412 $25,727 $25,229 $24,801
(5.840) (3,063) (2,878) 9,438 11,959 11,503 11,002 10,631
4,504 14,445 23,839 36,354 38,371 37,230 36,231 35432
1,014 1,155 1,205 1433 1,010 771 79 811
2,997 2,946 5,035 8,204 10,445 10,047 9,710 9,392
4,011 4101 6,331 9,637 11,455 10,818 10,504 10,203

$ 493 $10,344 $17.508 $26,717 $26,916 $26,412 $25,727 $25,229
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Consolidated Statements of Cash FIOWS  Green MOUNTAIN POWER CORPORATION « For the Years Ended December 31 1

2003 2002 2001
(In thousands)
Operating Activities:
Income (Loss) from continuing operations before preferred dividends ............... $ 10,328 $ 11,395 $ 11,793
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization . ... ... ... .. 13,803 14,151 14,294
Dividends from associated companies less equity income ...................... 884 45 (19)
Allowance for funds used during construction . ........ ... ... . ... ... (654) (335) (398)
Amortization of purchased powercostS . . .. ... ... i 318 3,236 3,767
Deferred INCOME tAXES . . ..ot e 1,479 3,577 345
Accrued purchase power optioncall . ......... .. . . . i — — (8,276)
Deferred purchased power costS .. ... .. . i (570) (2,003) 1,126
Rate levelization liability . . .. .. ... ... (1,121) (4,483) 8,527
Environmental proceedings and conservation expenditures . .................... (1,890) (2,194) (3,380)
Changes in current assets and current liabilities. .. ................. . ... ... (6,004) 4,909 8,097
L0137 4,418 3N (2,500)
Net cash provided by continuing operations . ........... ... . ... L 20,991 28,609 33,376
Net cash provided (used) by discontinued segment. . ............... ... ... ..., 79 99 (182)
Net cash provided by operating activities. . . ......... ... ... ... .. L 21,070 28,708 33,194
investing Activities: ‘
* Construction expenditures . ... ......... ..o oo RO _(16,617) (19,543) . (12,963) |
““Investment in non-ufifity property ... ... .. (198) (206) (212)
Proceeds from sale of subsidiaries . ...... . ... — — =
Investment in associated companies . .......... ... (108) (392) —
Return of capital from associated companies. .......... ... oL 7,615 370 299
Net cash used in investing activities ........... ... ... . (9,308) (19,771) (12,876)
Financing Activities:
(Investment in) Maturity of certificate of deposit . .......... ... ... ... .. ... ... —_ — 16,173
Payments to acquire treasury stock . . ... (3) (16,320) —
Issuance of preferredstock . .. ... — —_ —
Repurchase of preferred stock. . ... ... . (85) (12,536) {235)
Power supply option obligation .......... .. ... . — — (16,012)
Issuance of commOn SIocK . ... .t i 995 1,037 1,655
Short-termdebt, net ... .. . (2,000) 2,500 (15,500)
Issuance of long-termdebt . ... ... ... . — 42,000 12,000
Reductionintong-termdebt .. ... ... . {8,000) (25,322) {9,700)
Cashdividends .. ... i (3,792) (3,393) {4,034)
Net cash provided by (used in) financing activities ............. ... ... ... ..... (12,885) 12,034) 15,653)
Net increase (decrease) in cash and cash equivalents ............................ (1,123) (3,097) 4,665
Cash and cash equivalents at beginning ofyear. ............ ... ... . oL 1,909 5,006 341
Cash and Cash EquivalentsatEndofYear ............ .. ... ... ... .. .. ... ..., $ 786 $ 1,909 $ 5,006
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2000 1999 1998 1997 1996 1995 1994 1993
$ 709 $ 3613 ($ 2,878) $ 9438 $ 11,959 $ 11,503 $ 11,002 $ 10,631
15,304 16,187 16,059 16,359 16,280 14,116 10,683 8,572
(26) 169 812 (90) 254 660 202 254
(512) (224) (235) (672) (643) (574) (803) (630)
5,575 5,725 6,405 5,212 5,187 6,036 4178 3,723
161 1530 (394) (2,997) 1,655 3,432 1,302 4,897
8,276 — — — — — — —
(6,692) (6,590) (7,830) (331) (5.917) (12,935) (536) (6,432)
(2,073) (8,048) 1177 (4,534) (4,927) (5,311) 715 (10,608)
(9,628) 4,751 (3,822) (2,517) 781 (595) (4,220) 1,221
(135) (2,008) 645 6,230 1738 (95) 2,383 _(2,537)
10,959 15,105 9,939 26,098 26,367 16,237 24,906 9,091
245 (138) — — — — — —
11,204 14,967 9,939 26,008 26,367 16,237 24,906 9,091
(13,853) (9,174) (10,900) (16,409) (17,541) (15,314) (13,536) (15,949)
(187) (190) (1,442) 218 (2,203) (6,121) (1,220) (5,950)
6,000 — 11,500 — — — — —
(8,039) (9,364) (842) (16,191) (19.744) (21,435) (14,756) (21,899)
(15,438) — — — — — — —
— — — — 12,000 — — —
(1,640) (1,650) (1,650) (1,575) (1,620) (205) (250) (190)
15,419 — — — — — — —
1,250 1,054 1,587 3,428 4,642 4,404 3,671 4,077
7,600 900 4,384 1,600 (7,400) (11,799) 1,198 7,402
— — — — 14,000 25,917 — 20,000
(6,700) (1,700) (6,767) (4,201) (16,201) (4,833) (1,800) (8,530)
(4,011) (4,101) (6,332) (9,637) (11,455) (10,818) (10,504) (10,204)
3,520) (5,497) (8,778) 10,385) 6,034) 2,666 7,685) 12555
(355) 106 319 (478) 589 (2,532) 2,465 (253)
696 590 271 749 160 2,692 227 480
T $ 696 $ 590 s on s 749 $ 160 $ 2692 $ 227
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Gommon Stock Data and Stock Ratios  creen mounTAN POWER CORPORATION « At and for the Years Ended December 31 |
© 2003 ’ 2002 2001
Common Stock Data
Net income (loss) applicable to common stock (in thousands) ............... ($) 10,404 11,398 10,678
Shares outstanding (in thousands and net of treasury shares)
YA BN0 . . o 5,033 4,955 5,685
Weighted average ... ... o 4,980 5,592 5,630
Per share of common stock
Earnings (loss) per average share (Note 1) . .. ... o it ($) 2.08 2.04 1.80
Dividendspaid ... ... o ($) 0.76 0.60 0.55
Payoutratio (NOte 5) ... ..o e (%) 36.4 29.6 28.9
Netbookvalue ...... ... ... i (%) 19.85 18.51 17.81
Price range N.Y.S.E.
HION ($) 23.84 21.08 19.50
LW e (%) 19.02 15.75 11.06
Yearend . ... ... e 6] 23.60 2097 18.65
Price Earnings Ratio (price at year-end) (Note 5) . . ........ ... ... ... ...... 113 10.3 9.8
Capitalization (in thousands)
Commonstockequity . . ... ($) 91,915 91,722 101,277
Redeemable cumulative preferred stock ...... ... L ($) ] 85 12,560
Long-term debt (including current maturities) . . ............ ... .. L (%) 93,000 101,000 84,100
Total. .. ($) 192,915 192,807 197,937
Capitalization Ratios
Commonstockequily ... (%) 51.8 47.6 51.2
Redeemable cumulative preferred stock . .......... . ... .. L. (%) 0.0 0.0 6.3
Long-term debt (including current maturities) . ............ .. ... oLl (%) 48.2 524 425
oAl e {%) 100.9 100.0 100.0
Other Financial Ratios
Long-term debt weighted average annual interestrate. . ................... (%) 7.0 7.0 71
Preferred stock weighted average annual dividendrate . ................ ... (%) — 48 7.3
income before interest and income taxes to long-term debtinterest . ............ 3.2 45 42
Income before interest and after income taxes to long-term debt interest .. ... .. .. 2.5 34 3.1
Income before interest and after income taxes
to total interest charges and preferred dividends. .. ................ ... ..., 2.5 2.8 2.3
Operating revenues as a % of net utility property (vear-end) (Note 2) ......... (%) 119.5 115.6 134.4
Operating expenses {excluding income taxes) as a % )
of operating revenuesS . ... ..o o (%) 92.7 923 9.7
Annual depreciation expense as a % of depreciable property .. .......... ..., (%) 3.2 3.2 35
Accumulated depreciation as a % of depreciable property .................. (%) 33.9 328 394
Return on average common equity (Note3) ............. ... L. (%) 10.8 11.0 11.0
Internally generated funds as a % of capital requirements,
sinking fund obligations and other requirements (Noted) . ................ (%) - 76.2 S T R 919
AFUDC as a % of net income (loss) applicable to commeon stock. .. .......... (%) 6.3 29 3.7
NOTES; -
(1) Based on weighted average number of shares outstanding during each year, excluding number of shares held in treasury.
(2} Includes investment in assaciated companies.
{3) Average common equity is computed using a thirteen-month average. -
(4) Presented as a three-year average, net of dividend payments.
(5) Measure is not meaningful for years with net loss.
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2000

(6,854)

5,567
5,491

(1.25)
0.55

16.53

12-13/16
6-7/8
12-1/72

92,044
12,795
81,800
186,639

1999

(4,218)

5410
5,361

(0.79)
0.55

18.60

14
7-1/8
7-7116

100,645
14,435
88,500

203,580

96.3
33

36.2
(4.0)

89.0
{5.3)

1998

(4,173)

5,297
5,243

(0.80)
0.9625

2015

20-1/16
10-1/16
10-1/2

106,755
16,085
90,200

213,040

97.8
34

36.2
(3.8)

64.6
(5.6)

1997

8,005

5,180
5,112

1.57
1.61
102.5
22.08

26-1/4
17-5/8
18-3/8

12.0

114,377
17,735
94,800

227,012

87.3
3.2
34.9
7.1

1294
8.4

1996

10,949

5,021
4,933

2.22
2.12
95.5
22.22

29-1/8
22-3/4
23-7/8

11.0

111,554
19,310
97,934

228,798

48.8
8.4
42.8
100.0

8.8
3.8
2.8

2.3
78.9

87.4

33
345
10.0

38.8
59

1995

10,732

4,835
4,747

2.26
2.12
93.8
22.00

28-5/8
23-7/8
27-3/4

12.0

106,408
8,930
98,967
214,305

87.1

3.3
33.8
10.3

58.0
53

1994

10,208

4,662
4,588

2.23
212
951
21.73

31-1/4
23-3/8
27-7/8

13.0

101,319
9,135
79,800
190,254

86.6

32
324
10.3

83.7
7.9

1993

9,820

4,520
4,457

2.20
2.1
95.8
21.49

36-5/8
30-3/4
31
14.0

97,149
9,385
81600
188,134

516
5.0
434
100.0

9.4
8.5
3.6
2.7

23
714

85.7

3.2
31.8
10.3

46.2
6.4
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.- GREEN-MOUNTAIN POWER CORPORATION « For the Years Ended December 31

2003 2002 2001
Dollars in thousands
Number of Active Employees full and part time, at December 31,
—Green Mountain Power .. ... ... e 196 194 193
—OUDSIIANIES . oo e ] 0 0
Utility Plant Investment (year-end)
Intangible . ... $ 14,091 $ 12,580 $ 14,214
SEeam ProdUCHON . . .. e e 10,649 10,649 10,609
Hydro production . ... ... 31,736 31,518 30,581
Other produCtion ... 26,147 24,746 21,924
TranSITISSION . 37,093 36,846 35,734
DSt DULON . . o e 178,292 170,655 163,930
GBIl . . . 26,893 24,549 25,496
Total utility plantinvestment .. .......... ... ... ... . .. 324,901 311,543 302,488
Less accumulated depreciation . . ... . . i 110,112 102,250 119,053
Netutilityplant . ... .. .. o 214,789 209,293 183,435
Property under capital [83Se . ... ... . e 5,047 5,287 5,959
Construction work In progress .. ... o i 9,026 8,896 7,464
Total utility plantinvestment,net. . ............. .. ... ... ... .. ..... $228,862 $223,476 $196,858
Beginning balance—utility plant . . ... .. $311,543 $302,488 $291,107
Transfers to utility plant from CWIP ... ... . o 16,314 17,701 13,927
Retirements fromutility plant . ... ... (2,956) (8,646) (2,546)
Ending balance—utilityplant .......... ... ... .. $324,901 $311,543 $302,488
Beginning balance—construction work in progress . ... . i $ 8,896 $ 7464 $ 7389
Construction expenditures, net of customeradvances............................ 16,444 19,133 14,002
Transfersto utilityplant ... e {(16,314) {(17,701) o..(13,927)..L
- Ending balance—construction work in progress . .. .. ............ wevn $.9026. .5 889 .. ....$ 7464 -
Sales of Securities (gross proceeds)
Long-termdebt. . ... ... $ — $ 42,000 $ 12,000
Common stock (excludes DRIP, ESIP,
PAYSOP, restricted shares and stock grants) . ............. ... ... . . ..o ... —_ — —
Redeemable cumulative preferred stock . ... — —_— —
Total sales of SECUMEBS . . ... ..ot $ — $ 42,00 $ 12,000
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2000

197

$ 11,726
10,525
29,728
21,833
35,100

157,959
24,236
291,107

$ 4,794
13,853

{11,258)
7,389

il

l

I

|

1999

196

$ 11,276
10,460
29,667
22,141
34,793

151,873
23,707
283,917

€A
l

»
I

1998

288

$ 10,206
10,782
29,435
22,217
34,924

145,694
23,595
276,853

94,604
182,249

7,696
5,611
$195,556

$265,441
15,927

{4,515)
$276,853

I

I
1

1997

321
48

$ 9168
10,702
29,200
22,862
33,678

136,825
22,806
265,441

87,689
177,752

(20,222)
$ 10,626

©»
I

P
I

1996

344
45

$ 6330
10,702
28,771
18,239
30,356

131,626

22,111

248,135

81,286
166,849

1995

350
50

$ 7451
10,799
26,315
18,393
29,837

124,330
22,166
239,291

75,797
163,494

9,778
8,727
$181,999

$227,991
13,403
(2,103)

$239,291

$ 6964
15,166
13,403)

1994

373
59

$ 6415
10,752
25,757
18,427
29,344

116,325
20,971
227 991

69,246
158,745

10,278
6,964
$175,987

$214,977
16,204

(3,190
$227,991

$ 9,631
13,637

{16,204)
6.964

5

k54
I

I

el
|

|

1993

387
58

$ 4571
10,748
24,930
18,402
28,698

107,489
20,139
214977

64,226
150,751

11,029
9,631
$171.,411
$201,643
15,223
__(1.889)
§214.977

§ 9646
15,208

(15,223)
§ 9631

$ 20,000

§ 20,000

49




Power Supply Statistics, Electric Sales  creen MoUNTAIN POWER CORPORATION « For the Years Ended December 31

2003 2002 2001
Net System Capability During Peak Month (MW*)
Total capability (MW) 393.9 406.9 408.0
NEt SYSIeM PBAK. . .. 330.2 342.0 341.2
Reserve (MW) Lo 63.7 - 649 66.8
Reserve % Of PBAK . . ...t 19.3% 19.0% 19.6%
Net Production (MWH**)
HYOI0 838,855 901,998 951,146
LS TN M NS . . . L -— — —
NUCIEAT . e e 884,585 771,781 736,420
Conventional steam . ... ... .. . .. . . . 2,524,233 2,431,115 2,670,249
Internal combustion ... . 12,603 4,090 18,291
Combined CyCle ... ... o 68,488 81,362 72,653
Wind o 10,828 11,458 12,135
Total production . .................. e 4,339,592 4,201,804 4,460,894
Less nonrequirements sales to other ufilities . ... .. . ... L B 2,284,003 ‘ 2,104,172 2,365,809
Production for requirements sales .. ...... ...t 2,055,589 2,097,632 2,095,085
Less requirements sales and{ease transmissions {(MWH) ... ...« . o L. i 1,937,376 1,961,969 1,956,232
Losses and Company use (MWH)Y ... .. . i i 118,213 145,673 138,853
Losses asa % of total production. .. ... o e 2.712% 3.47% 311%
System 0ad faCtor (*™ ) ... 71.1% 70.0% 701%
Sales and Lease Transmissions (MWH**)
Residential—GMP .. ... .. . 581,047 553,294 549,151
Lease MWH transmitted . ... ... ... ... . ... ... — — —
Total residential . . . ... .. . 581,047 553,294 549,151
Commercial & industrial~small . ....... .. .. ... . 703,036 695,418 691,027
Commercial & industrial=large . ... ... 645,271 689,704 710,944
Other L 4,986 9,773 2,030
Total retail sales and lease transmissions ... ... 1,934,340 1,948,189 1,953,154
Sales to Municipals & Cooperatives (Rate W) . ... ... . oo 3,036 3,770 3,078
Total Requirements Sales . . .. ... .o i 1,937,376 1,951,959 1,956,232
OtherSalesfor Resale ....... ... ... i e 2,284,003 2,104,172 2,365,809
Total sales and lease transmissions . ......... .. i e 4,221,379 4,056,131 4,322,041
Average Number of Electric Customers
Residential ... ..o 74,693 73,861 73,249
Commercial & industrial-small . .. ... .. . ... .. 13,340 13,173 12,984
Commercial & industrial-large ..... ... ... .. 23 21 22
OHNer . 65 65 65
TOtal . 88,127 87,120 86,320
Average Revenue Per KWH (Cents)
Residential including 16ase reVeNUBS . .. ..ot e e e 12.90 12.96 13.33
LeaSe ChargeS . . o et — — —
Totatresidential . . ... .. .. . 12.90 12.96 13.33
Commercial & industrial-small .. ....... .. .. ... . . . 10.46 10.44 10.90
Commercial & industrial-farge . ... ... ... 7.41 7.31 7.70
Total retail including 18aSe reVENUES ...\ o v e e e e e e r e anen s P 10.22 10.09 10.44
Average Use and Revenue Per Residential Customer
KWH including lease transmissions ........... ... i i 7,779 7,491 7,497
Revenues including 18ase reVenUES . ... ...t eit e $1,003 $971 $999
“MW—Megawatt is one thousand kilowatts. **MWH-—Megawatthour is one thousand kilowatthours.
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2000 1999 1998 1997 1996 1995 1994 1993
4111 393.2 396.9 416.9 4258 396.1 438.2 4747
3235 3179 3125 3115 313.0 2971 308.3 3073

87.6 753 84.4 1054 112.8 99.0 128.9 1674
27.1% 23.7% 27.0% 33.8% 36.0% 33.3% 42.1% 54.5%
1,063,223 1,095,738 972,723 1,073,246 1,192,881 1,043,617 742,088 751,078
— — — — — — — 15,425
803,303 731,431 607,708 772,030 680,613 682,814 763,690 598,245
2,704,427 2,328,267 750,602 560,504 705,331 673,982 651,105 748,626
35,699 12,312 40,148 4,827 2,674 6,646 3,532 2,849
73,433 98,962 118,322 104,836 51,162 92,723 37,808 40,966
12,246 7,956 — — — — — —
4,682,331 4,275,666 2,489,503 2,515,443 2,632,661 2,499,782 2,198,223 2,157.189
2,573,576 2,152,781 499,409 524,192 663,175 582,942 328,794 271,224
2,108,755 2,122,885 1,990,094 1,991,251 1,969,486 1,916,840 1,869,429 1,885,965
1,054,898 1,920,257 1,883,959 1,870,913 1,814,371 1,760,330 1,730,497 1,749,454
153,857 202,628 106,134 120,338 155,115 156,010 138,932 136,511
3.29% 4.74% 4.26% 4.78% 5.89% 6.24% 6.32% 6.33%
74.2% 76.2% 72.7% 73.0% 71.6% 73.7% 69.2% 70.1%
558,682 544,447 533,904 549,259 557,726 549,296 564,635 541,579
— — — — — — — 15,425
558,682 544,447 533,904 549,259 557,726 549,296 564,635 557,004
704,126 688,493 665,707 645,331 630,839 608,688 604,686 593,560
683,296 664,110 636,436 608,051 584,249 556,278 521,400 529,372
6,713 3,138 3,476 3,939 2,898 8,855 1,146 8,868
1,952,817 1,900,188 1,839,522 1,806,580 1,775,712 1,723,117 1,691,867 1,688,304
2,081 20,069 44 437 64,333 38,659 37,713 38,630 60,650
1,954,898 1,920,257 1,883,959 1,870,913 1,814,371 1,760,830 1,730,497 1,749,454
2,573,576 2,152,781 499,409 524,192 663,175 582,942 328,794 271,224
4,528,474 4,073,038 2,383,368 2,395,105 2,477,546 2,343,772 2,059,291 2,020,678
72,424 71,515 71,301 70,671 70,198 69,659 68,811 67,994
12,746 12,438 12,170 11,989 11,828 11,712 11,611 11,447
23 23 23 23 25 24 24 25
65 66 70 75 75 76 76 74

85,258 84,042 83,564 82,758 82,126 81,471 80,522 79,540

12.50 12.32 11.56 11.18 10.87 10.09 9.03 8.94

— — — — — — — _06

12.50 12.32 11.56 11.18 10.87 10.09 9.03 9.00
10.00 9.88 9.29 8.10 8.96 8.42 8.00 7.97
6.51 6.55 6.32 6.22 6.28 5.86 6.02 5.96

9.52 9.47 8.96 8.79 8.72 8.36 7.96 7.86
7,717 7,617 7,488 7772 7,945 7,885 8,206 8,192
3965 $938 $865 $869 $863 $796 741 $733

***Load factor is based on net system peak and firm MWH production less off-system losses.
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Shareholder Infarmatia

CONTACTS: © " Green-Mountain Power Corparation
163 Acorn Lane
Golchester, VT 05446

(802)864-5731

Donald J. Rendall, Jr.

Vice President, General Counsel
and Corporate Secretary

(802)655-8420

rendall@greenmountainpower.biz

Robert J. Griffin

Vice President, Chief Financial Officer
and Treasurer

(802)655-8452

griffin@greenmountainpower.biz

Carporate Secretary:

Investor Relations:

Stephen C. Terry

Senior Vice President,

" Corporate and Legal Affairs
(802)655-8408
terry@greenmountainpower.biz

News Media Inquiries: Dorothy A. Schnure
Manager, Corporate Communications
{802)655-8418

schnure@greenmountainpower.biz

Internet: www.greenmountainpoveer.biz

SHAREHOLDER SERVICES:

Transfer Agent
and Registrar: Mellon Investor Services, L.L.C.
g-mail: www.melioninvestor.com

(888)921-5537

Shareholder services over the weh:

You may access your GMP shareholder account online by visiting the
Transfer Agent’s website at www.melloninvestor.com. Click on “Investor
ServiceDirect.” You will be able to:

» Obtain duplicate 1099 tax form
» View payment history for dividends « View certificate history

» \Miake address changes * \iew book-entry information
Click on “Investor” to receive information on:

« Transier ownership of stock

« Dividend reinvestment plan information

= Obtain varicus forms for stock powers and dividend order forms

For Technical Assistance please call 1-877-978-7778
between 9 a.m. - 7 p.m. Monday-Friday EST.

 View account status

Shareholder services involving stock transfers, lost certificates,

dividend problems, address changes or

dividend reinvestment: Mellon Investor Services, L.L.C.
85 Challenger Road
Ridgefield Park, NJ 07660
{888)921-5537

Annual Report on Form 10-K

A copy of the 2003 Annual Report on Form 10-K filed with the
Securities and Exchange Commission is available upon request
to the Corporate Secretary.

Common Stock Listing:
New York Stock Exchange
Symbol: GMP

* Dividend Scheduie for 2004 {approximate)

Record Dates Payment Dates

Mid-March March 31
Mid-June June 30
Mid-September September 30
Mid-December December 31

Bond Ratings as of Decemher 31, 2003 (See page 18 for details)

Fitch Moody's S&P
First Mortgage Bonds BBB+ Baai BBB

- Dividend Reinvestment and Stock Purchase Plan

GMP offers.a Dividend Reinvestment and Stock Purchase Plan that
provides a low-cost way for shareholders of record and Vermont residents to

purchase additional shares of common stock directly from the Company
" through optional investments and reinvested dividends. Participants in the
- Plan may make optional cash investments of not less than $50 per

investment, not to exceed $40,000 per year. The transfer agent must receive

¢ the investment at least five business days prior to month-end, since optional

cash investments are made the last business day of each month. The plan

. also offers safekeeping of certificate shares. Prospectuses and authorization
- forms may be obtained from the transfer agent.

- Transferring Stock

A stock transfer is required whenever there is a change in the name or

* names in which the stock certificate is registered. This can happen when you

sell the stock, make a gift of stock, or add or delete owners of the certificate.

. To transfer your stock, fill in the name, address and taxpayer identification

number on the back of your certificate and sign your name exactly as it
appears on the front. Your signature must be guaranteed by a commercial
bank, or a brokerage firm that is a member of a major stock exchange. Your
certificate, fully endorsed, should be sent to the transfer agent by registered
or certified mail.

Replacement of Dividend Checks
If you do not recsive your dividend check within 10 business days after

© the dividend payment date, or if your check becomes lost or destroyed, you

should notify the transfer agent so payment may be stopped and a
replacement check issued.

* Lost or Stolen Certificates

Stock certificates are valuabie pieces of paper that should be keptin a

. safe place, If your stock certificate is fost, destroyed or stolen, please notify
© the transfer agent immediately so that a “stop transfer” can be placed on the

missing certificate. The transfer agent will send you the necessary

. documents to obtain a replacement certificate. There is a charge for
- certificate replacements.

. Duplicate Mailings and Multiple Dividend Checks

Some shareholders maintain several accounts with slight variation in the
registered ownership (John A. Smith, J.A. Smith, or John A. Smith and Mary

- K. Smith). Even though the mailing address is identical, we are required by
- law to create a separate account for each name and to mail separate

dividend checks, annual reports and proxy material to each account.
If you want to maintain separate accounts but eliminate duplicate
mailings of annual reports, simply write to the transfer agent and list the

. account(s) for which mailings should continue or be discontinued. Dividend
checks and proxy materials will still be sent to each account.

If you would like to consolidate your accounts, write to the transfer agent
stating which account you want to remain open and which ones you want
consolidated. It may be necessary to reissue stock cerificates.

. 2004 Annual Shareholders Meeting

Ali shareholders are invited to attend GMP’s Annual Meeting

- on Thursday, May 20, 2004 at Green Mountain Power, 163 Acorn Lane,
. Colchester, Vermont. The meeting will begin at 1 p.m.
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