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CENTRAL VERMONT PUBLIC SERVICE CORPORATION

Cautionary Statement Regarding Forward-Looking Information

Statements contained in this report that are not historical fact are forward-looking statements within the meaning of the 'safe-
harbot’ provisions of the Private Securities Litigation Reform Act of 1995. Whenever used in this report, the words
"estimate," "expect,” "believe," or similar expressions are intended to identify such forward-looking statements. Forward-
looking statements involve estimates, assumptions, risks and uncertainties that could cause actual results or outcomes to
differ materially from those expressed in the forward-looking statements. Actual results will depend upon, among other
things:

® the actions of regulatory bodies with respect to allowed rates of return, continued recovery of regulatory assets and

proposed alternative reguiations;

® performance and continued operation of the Vermont Yankee nuclear power plant;

" effects of and changes in weather and economic conditions;

" volatility in wholesale power markets;

® ability to maintain or improve our current credit ratings;

® the operations of ISO-New England,;

® changes in the cost or availability of capital;

® changes in financia! or regulatory accounting principles or policies imposed by governing bodies;

" capital market conditions, including price risk due to marketable securities held as investments in trust for nuclear

decommissioning, pension and postretirement medical plans;

® changes in the levels and timing of capital expenditures, including our discretionary future investments in Transco,

*® our ability to replace or renegotiate our long-term power supply contracts;

" our ability to replace a mature workforce and retain qualified, skilled and experienced personnel;

® and other presently unknown or unforeseen factors.
We cannot predict the outcome of any of these matters; accordingly, there can be no assurance as to actual results. We
undertake no obligation to publicly update any forward-looking statements, whether as a result of new information, future
events or otherwise,

PARTII
Item 1. Business

{(a) General Description of Business

Central Vermont Pubtic Service Corporation (the "company” or "we" or "our" or "us"), incorporated under the laws of
Vermont on August 20, 1929, is engaged in the purchase, production, transmission, distribution and sale of electricity. We
are the largest electric utility in Vermont, serving about 158,000 retail customers in nearly two-thirds of the towns, villages
and cities in Vermont. Our wholly owned subsidiaries include:

* Custom Investment Corporation ("Custom™}, which was formed for the purpose of helding passive investments,
including the steck of our subsidiaries that invest in regulated business opportunities. On October 13, 2003, we
transferred our shares of Vermont Yankee Nuclear Power Corporation ("VYNPC") to Custom, The transfer to Custom
does not affect our rights and obligations related to VYNPC.

® C.V. Realty, Inc,, a real estate company that owns, buys, sells and leases real and personal property and interests therein
related to the utility business.

®* CVPSC - East Bamet Hydroelectric, Inc. was created for the purpose of financing and constructing a hydroelectric
facility in Vermont, and became operational September |, 1984. We have leased and operated it since the in-service
date.

* Catamount Resources Corporation ("CRC") formed for the purpose of holding cur subsidiaries that invest in unregulated
business opportunities. CRC has a wholly owned subsidiary, Eversant Corporation, which engages in the sale or rental
of electric water heaters in Vermont and New Hampshire through a wholly owned subsidiary, SmartEnergy Water
Heating Services, Inc. CRC had a wholly owned subsidiary, Catamount Energy Corporation (*Catamount™), which
invested primarily in wind energy in the United States and the United Kingdom. In December 2005, CRC completed the
sale of all of its interest in Catamount to CEC Wind Acquisition, LLC, a Delaware limited liability company established
by Diamond Castle Holdings.
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® In 2007, we dissolved our wholly owned subsidiary Connecticut Valley Electric Company, Inc. ("Connecticut Valley™),
which had been incorporated under the laws of New Hampshire on December 9, 1948. Connecticut Valley distributed
and sold electricity in parts of New Hampshire bordering the Connecticut River, until January 1, 2004 when it completed
the sale of substantially all of its plant assets and its franchise to Public Service Company of New Hampshire.

®  Qur equity ownership interests as of December 31, 2007 are summarized below. These are also described in more detail
in Part I1, Item 8, Note 3 - Investments in Affiliates.

® We own 58.85 percent of the common stock of VYNPC, which was initially formed by a group of New England utilities
to build and operate a nuclear-powered generating plant in Vernon, Vermont. On July 31, 2002, VYNPC sold the plant
to Entergy Nuclear Vermont Yankee, LLC ("ENVY™). The sale agreement included a purchased power contract
{"PPA"} between VYNPC and ENVY. Under the PPA, VYNPC pays ENVY for generation at fixed rates, and in turn,
bills the PPA charges from ENVY with certain residual costs of service through a FERC tariff to us and the other
VYNPC sponsors.

®  We own 47.05 percent of the common stock and 48,03 percent of the preferred stock of Vermont Electric Power
Company, Inc, ("VELCO"), which owned the high-voltage transmission system in Vermont. In June 2006, VELCO
transferred substantially all of its business operations and assets to Vermont Transco LLC ("Transco"). VELCO has a
12.52 percent equity interest in Transco and manages the operations of Transco under a Management Services
Agreement. VELCO's wholly owned subsidiary, Vermont Electric Transmission Company, Inc. was formed 1o finance,
construct and operate the Vermont portion of the 450 kV DC transmission line connecting the Province of Quebec with
Vermont and New England.

" We own 39.79 percent of Class A Units of Transce, which was formed by VELCO and its owners in June 2006, Transco
owns and operates the high-voltage transmission system in Vermont. Our total direct and indirect interest in Transco is
45,68 percent. '

"  We own 2 percent of the outstanding common stock of Maine Yankee Atomic Power Company ("Maine Yankee"), 2
percent of the outstanding common stock of Connecticut Yankee Atomic Power Company ("Connecticut Yankee") and
3.5 percent of the outstanding common stock of Yankee Atomic Electric Company ("Yankee Atomic"). All of the plants
have been permanently shut down and have completed decommissioning,

We also own small generating facilities and have joint ownership interests in certain generating facilities. These are
described in Sources and Availability of Power Supply below.

(b) Financial Information about Industry Segments
Our two principal operating segments are the regulated utility business and the aggregate of the other companies. See Part 11
[tem 8§, Note 17 - Segment Reporting for financial information regarding those operating segments.

(¢) Narrative Description of Business

Principal Products and Services

Our operating revenues consist primarily of retail and resale sales. Retail sales are comprised of sales to a diversified
customer mix including residential, commercial and industrial customers. Sales to the five largest retail customers receiving
electric service accounted for about 6 percent of our annual retail electric revenues for 2007, 2006 and 2005. Resale sales are
comprised of long-term sales to third parties in New England, sales in the energy markets administered by [SO-New England
and short-term system capacity sales. Our operating revenues and energy sales as of December 31 consisted of the following:

Revenue mWh Sales
2007 2006 2005 2007 2006 20035
Retail Sales:
Residential ' 41% 38% 41% 33% 29% 33%
Commercial 33% 32% 33% 29% 27% 31%
Industrial and other 11% 12% 12% 14% 13% 14%
Resale Sales 12% 16% 13% 24% 31% 22%
Customer refund - - (2%) - - -
Other operating revenue 3% 2% 3% - - -

Retail Rates Our retail rates are set by the Vermont Public Service Board ("PSB") after considering the recommendations of
Vermont's consumer advocate, the Vermont Department of Public Service ("DPS"). While our retail rates do not include fuel
or power cost adjustment mechanisms, the PSB has previously approved the deferral of extraordinary costs incurred that
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might normally be expensed by unregulated businesses in order to match these expenses with future revenues. Fair
regulatory treatment is fundamental to maintaining our financial stability. Rates must be set at levels to recover costs,
including a market rate of return to equity and debt holders, in order to attract capital.

Our retail rates at December 31, 2007 were based on a December 7, 2006 PSB Order that provided for, among other things, a
4.07 percent rate increase effective January 1, 2007, and an allowed rate of retum on common equity of 10.75 percent capped
until our next rate proceeding.

On May 135, 2007, we filed a request for a retail rate increase of 4.46 percent, or $12.4 million in annual revenues, based on
the 2006 calendar year, On November 21, 2007, we reached a settlement with the DPS in the case, agreeing to a 2.3 percent
rate increase, or additienal revenue of $6.4 million on an annual basis, effective with bills rendered on or after February 1,
2008. The agreement allows us a rate of retum on common equity of 10.71 percent, capped until our next rate proceeding or
approval of an alternative reguiation plan. On January 31, 2008, the PSB issued an Order approving the settlement
agreement with the rate increase effective February 1, 2008,

Wholesale Rates We provide wholesale transmission service to nine network customers and six point-to-point customers
under 1SO-New England FERC Electric Tariff No. 3, Section II - Open Access Transmission Tariff (Schedules 21-CV and
20A-CV). We also provide wholesale transmission service to one network customer under a FERC rate schedule. We
maintain an OASIS site for transmissicn on the ISO-New England web page.

Sources and Availability of Power Supply

For the year ended December 31, 2007 our energy generation and purchased power required to serve retail and firm
wholesale cusiomers was 2,487,279 mWh. The maximum one-hour integrated demand during that period was 420.6 MW
and occurred on August 3, 2007. For 2006, our energy generation and purchased power required to serve retail and firm
wholesale customers was 2,461,444 mWh. The maximum one-hour integrated demand was 437.6 MW and occurred on
August 2, 2006. The sources of energy and capacity available to us for the year ended December 31, 2007 are as follows:

Net Effective Capability

12 Month Average Generated and Purchased
MW mWh Percent

Wholly Owned Plants:

Hydro 41.1 181,360 5.8

Diesel and Gas Turbine 259 637 -
Jointly Owned Plants:

Millstone #3 19.9 150,525 4.8

Wyman #4 10.7 5,470 0.2

McNeil 10.7 56,597 1.8
Long-Term Purchases:

VYNPC 179.6 1,361,754 432

Hydro-Quebec 143.2 998 411 3.7

Independent power producers 346 176,169 5.5
Other Purchases:

System and other purchases 0.4 128,269 4.1

NEPCOL (ISO-New England) - 90,917 _29
Total 466.1 3,150,109 1000

Wholly Owned Plamis: Our wholly owned plants are located in Vermont, and have a combined nameplate capacity of about
742 MW. We operate all of these plants, which include: 1} 20 hydroelectric generating facilities with nameplate capacities
ranging from a low of 0.3 MW to a high of 7.5 MW, for an aggregate nameplate capacity of 45.3 MW, 2) two oil-fired gas
turbines with a combined nameplate capacity of 26.5 MW; and 3} one diesel peaking unit with a nameplate capacity of 2.4
MW. At December 31, 2007 the diesel plant was in deactivated status though its capacity is included in the above totals.
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Jointly Owned Plants: We have joint-ownership interests in generating and transmission facilities, We are responsible for our share
of the operating expenses of these facilities. Our interests in these facilities for the year ended December 31 follows (dollars in
thousands);

December 31

Fuel Type Ownership In-Service Date MW Entitlement 2007 2006

Wyman #4 0il 1.7769% 1978 10.8 $3,504 $3.422
Joseph C. McNeil Various 20.0000% 1984 10.8 15,587 15,555
Millstone Unit #3 Nuclear 1.7303% 1986 20.0 77,349 77,162
Highgate Transmission Facility 47.5200% 1985 N/A 14,390 14,357
110,830 110,496

Less accumulated depreciation 62,233 60.986
348,507  $49,510

As shown in the sources and availability of power supply table above, we receive our share of output and capacity from these
facilities. Millstone Unit #3 is a 1,155-MW nuclear generating facility, Wyman #4 is a 609-MW generating facility and
Joseph C. McNeil is a 54-MW generating facility. The Highgate Converter, a 225-MW facility, is directly connected to the
Hydro-Quebec System 1o the north and to the Transco system for delivery of power to Vermont utilities. This facility can
deliver power in either direction, but predominantly delivers power from Hydro-Quebec to Vermont,

Major Long-Term Purchases

Vermont Yankee: We purchase our entitlement share of Vermont Yankee plant output from VYNPC under the PPA between
VYNPC and ENVY. The PPA extends through the plant's current license life, which expires in 2012. On June 8, 2006, the
plant received a new output rating of approximately 620 MW, a 20 percent increase in plant capacity. Qur entitlement of
total plant output was reduced from 35 percent to 29 percent in September 2006 due to the uprate, but our share of plant
output is similar to the amount received before the uprate process began. Prices under the PPA range from $39 to $45 per
mWh. The PPA contains a provision known as the "low market adjuster” that calls for a downward adjustment in the
contract price if market prices for electricity fall by defined amounts. If market prices rise, however, PPA prices are not
adjusted upward in excess of the PPA price.

ENVY has no obligation to supply energy to VYNPC over the amount the plant is producing, so we receive reduced amounts
when the plant is operating at a reduced level, and no energy when the plant is not operating. We are responsible for
purchasing replacement energy at these times. The next refucling outage is scheduled for late 2008. We have entered into a
forward purchase contract for replacement energy during the scheduled outage. We also purchased forced outage insurance
to cover additional costs, if any, of obtaining replacement power from other sources if Vermont Yankee experiences
unplanned outages between January | and December 31, 2008.

If the Vermont Yankee plant is shut down for any reason prior to the end of its operating license, we would lose about 50
percent of our committed energy supply and wouid have to acquire replacement power resources for approximately 40
percent of our estimated power supply needs. We are not able to predict whether there will be an early shutdown of the
Vermont Yankee plant or whether the PSB will allow timely and full recovery of increased costs related to any such
shutdown. An early shutdown could materially impact our financial position and future results of operations if the costs are
not recovered in retail rates in a timely fashion,

Hydro-Quebec: We are purchasing power from Hydro-Quebec under the Vermont Joint Owners {("VJO") Power Contract.
The VIO is a group of Vermont electric companies, municipal utilities and cooperatives of which we are a member. The
VJO Power Contract has been in place since 1987 and purchases under the contract began in 1990. Subsequently, we
negotiated related contracts with Hydro-Quebec that altered the terms and conditions contained in the original contract by
reducing the overall power requirements and related costs. The VJO contract runs through 2020, but our purchases under the
contract end in 2016. As of December 31, 2007, our obligation was about 47 percent of the total VJO Power Contract
through 2016. The average annual amount of capacity that we will purchase from January 1, 2008 through October 31, 2012
is about 144.8 MW, with lesser amounts purchased through October 31, 2016.

In the early phase of the VJO Power Contract, two sellback contracts were negotiated, the first delaying the purchase of 25
MW of capacity and associated energy, the second reducing the net purchase of Hydro-Quebec power through 1996. In 1994,
we negotiated a third seliback arrangement whereby we received a reduction in capacity costs from 1995 to 1999, Iy
exchange, Hydro-Quebec obtained two options. The first gives Hydro-Quebec the right, upon four years' written notice, to
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reduce capacity deliveries by 50 MW, including the use of a like amount of our Phase I/1] transmission facility rights. The
second gives Hydro-Quebec the right, upon one year's written notice, to curtail energy deliveries in a contract year (12
months beginning November 1) from an annual capacity factor of 75 to 50 percent due to adverse hydraulic conditions as
measured at certain metering stations on unregulated rivers in Quebec. This second option can be exercised five times
through October 2015. Hydro-Quebec has not yet exercised these options.

Under the VJO Power Contract, the VJO had elections to change the annual load factor from 75 percent to between 70 and 80
percent five times through 2020, while Hydro-Quebec had elections to reduce the load factor to not less than 65 percent three
times during the same period. Hydro-Quebec and the VJO have used all of their elections. Based on elections made by the
VJO in 2005 and 2006, purchases under the VJO Power Contract were at an 80 percent load factor for the contract years
beginning November 1, 2005 and 2006. As of November |, 2007, the annual load factor is 75 percent for the remainder of
the contract, unless the contract is changed or there is a reduction due to the adverse hydraulic conditions described above.
We, Green Mountain Power, the Vermont Public Power Supply Authority and HQ-Production are using a steering committee
structure to develop background materials, terms and supporting actions needed in negotiations for future power purchases
from Hydro-Quebec. We believe there is a high probability that we will have a new contract with Hydro-Quebec, and we
have agreed to target completion of proposed draft terms by the end of 2008, with a proposed contract for review by the PSB
in 2009. We cannot predict whether a contract will ultimately be approved cor, if approved, the quantities of power to be
purchased or the price terms of any purchases.

Independent Power Producers: We purchase power from several Independent Power Producers ("IPPs"} who own qualifying
facilities under the Public Utilities Regulatory Policies Act of 1978, These facilities primarily use water and biomass as fuel.
Most of the power comes through a state-appointed purchasing agent that assigns power to all Vermont utilities under PSB
rules.

Other Purchases

System and Other Purchases, including ISO-New England: We participate in the New England regional wholesale electric
power markets operated by ISO-New England Inc., the regional bulk power transmission organization established to assure
reliable and economical power supply in New England, which is governed by the Federat Energy Regulatory Commission
("FERC"). We also engage in short-term purchases with other third parties, primarily in New England, to minimize net
power costs and risks to our customers. We enter into forward purchase contracts when additional supply is needed and enter
into forward sale contracts when we forecast excess supply. On an hourly basis, power is sold or bought through [SO-New
England's settlemem process to balance our resource cutput and load requirements,

See Part [, ltem 7, Power Supply Matters and ltem 8, Note 16 - Commitments and Contingencies for additional information
related to our power supply and related long-term power contracts.

Franchise

Pursuant to Vermont statute (30 V.S, A. Section 249), the PSB has established the service arca in which we currently operate.
Under 30 V.8.A. Section 251(b) no other company is legally entitled to serve any retail customers in our established service
area except as described below,

An amendment to 30 V.5.A. Section 212(a) enacted May 28, 1987 authorizes the DPS to purchase and distribute power at
retail to all consumers of electricity in Vermont, subject to certain preconditions specified in new sections 212(b) and 212(c).
Section 212(b) provides that a review board, consisting of the governor and certain other designated legislative officers,
review and approve any retail proposal by the DPS if the review board is satisfied that the benefits outweigh any potential
risk to the state. However, the DPS may proceed to file the retail proposal with the PSB either upon approval by the review
board or failure of the review board to act within 60 days of the submission. Section 212(c) provides that the DPS shall not
enter into any retail sales arrangement before the PSB determines that it is appropriate. The PSB assesses the foilowing
factors in reaching its conclusion: 1) the need for the sale; 2} the rates are just and reasonable; 3) the sale will result in
economic benefit; 4) the sale will not adversely affect system stability and reliability; and 5) the sale will be in the best
interest of ratepayers.

Section 212(d) provides that upon PSB approval of a DPS retail sales request, Vermont utilities shall make arrangements for
distributing such electricity on terms and conditions that are negotiated. Failing such negotiation, the PSB is directed to
determine such terms as will compensate the utility for all costs reasonably and necessarily incurred to provide such
arrangements. Such sales have not been made in our service area since 1993,
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In addition, Chapter 79 of Title 30 authorizes municipalities to acquire the electric distribution facilities located within their
boundaries. The exercise of such authority is conditioned upon an affirmative three-fifihs vote of the legal voters in an
election and upon payment of just compensation including severance damages. Just compensation is determined either by
negotiation between the municipality and the utility or by the PSB after a hearing, if the parties fail to reach an agreement. If
either party is dissatisfied, the statute allows them to appeal the PSB’s determination to the Vermont Supreme Court. Once
the price is determined, whether by agreement of the parties or by the PSB, a second affirmative three-fifths vote of the legal
voters is required.

There have been two instances where Chapter 79 of Title 30 has been invoked. In one instance, the Town of Springfield
acted to acquire our distribution facilities in that community pursuant to a vote in 1977; that action was discontinued in 1983,
The other instance, which occurred in 2002, involved the Town of Rockingham, which voted to pursue purchase of our
distribution facilities, Green Mountain Power's distribution facilities, and another party’s hydroelectric facility located in
Bellows Falls. We refused to voluntarily sell our distribution facilities. In November 2003, we were notified that
Rockingham intended to obtain our facilities by eminent domain under Title 24 V.S.A. Section 2805. We opposed this action
as being contrary to Title 30, and in December 2003 obtained a permanent injunction from the Superior Court prohibiting
Rockingham from pursuing this course of action. If Rockinghamn decides to continue this action in the future, it must proceed
with the PSB under Title 30. After its option to purchase the Bellows Falls hydroelectric facility expired in 2005,
Rockingham discontinued its efforts to acquire our distribution facilities.

Regulation

State Commissions: As described above we are subject to the regulatory authority of the PSB with respect to rates and terms
of service. Along with VELCO and Transco, we are subject to PSB jurisdiction related to securities issuances, planning and
construction of major generation and transmission facilities and various other matters. Additionally, the Maine Public
Utilities Commission exercises limited jurisdiction over us based on our joint-ownership interest as a tenant-in-common of
Wyman #4, and the Connecticut Department of Public Utility Control has similar jurisdiction based on our interest in
Milistone Unit #3.

Federal Power Act: Certain phases of our business and that of Transco, including certain rates, are subject to the FERC. We
are a licensee of hydroelectric developments under Part | of the Federal Power Act, and along with Transco, we are interstate
public utilities under Parts IT and II, as amended and supplemented by the National Energy Act. We are in the process of
licensing two separate hydro-projects under the Federal Power Act. These projects represent about 4,1 MW, or 9 percent of
our hydroelectric nameplate capacity. We obtained exemptions from licensing for the Bradford and East Barnet projects.

Federal Energy Policy Act of 2005 The Federal Energy Policy Act of 2005 includes numerous provisions meant to increase
domestic gas and oil supplies, improve energy system reliability, build new nuclear power plants, and expand renewable
energy sources. It also repealed the Public Utility Holding Company Act of 19335, effective February 2006. By reason of our
ownership of utility subsidiaries, we are a holding company, as defined in this act. We have received a blanket exemption
from the FERC to acquire securities of Transco, which previously required FERC approval.

Nuclear Regulatory Commission ("NRC"): The nuclear generating facilities in which we have an interest are subject to
extensive regulation by the NRC. The NRC is empowered to regulate siting, construction and operation of nuclear reactors
with respect to public health, safety, environmental and antitrust matters. Under its continuing jurisdiction, the NRC may
require modification of units for which operating licenses have already been issued, or impose new conditions on such
licenses, or require that the operation of a unit cease or that the level of operation of a unit be temporarily or permanently
reduced.

Competitive Conditions -

Competition currently takes several forms. At the wholesale level, New England has implemented its version of FERC's
"standard market design” ("SMD"), which is a detailed competitive market framework that has resulted in bid-based
competition of power suppliers rather than prices set under cost-of-service regulation. Similar versions of SMD have been
implemented in New York and a large abutting muiti-state region referred to as PIM. At the retail level, customers have long
had energy options. Another competitive threat is the potential for customers to form municipally owned utilities in our
service territory.

Competition in the energy services market exists between electricity and fossil fuels. In the residential and small commercial
sectors, this competition is primarily for electric space and water heating from propane and oil dealers. Competitive issues

are price, service, convenience, cleanliness, automatic delivery and safety.
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In the large commercial and industrial sectors, cogeneration and self-generation are the major competitive threats to network
electric sales. Competitive risks in these market segments are primarily related to seasonal, one-shift milling operations that
can tolerate periodic power cutages common to such forms of cogeneration or self-generation, and for industrial or
institutional customers with steady heat loads where the generator's waste heat can be used in their manufacturing or space
conditioning processes. Competitive advantages for electricity in those segments are: cost stability; convenience; cost of
back-up power sources or alternatively, reliability; space requirements; noise problems; air emission and site permit issues;
and maintenance requirements, However, there may be some circumstances where cogeneration could provide benefits to us
in constrained areas of our system,

Environmental Matters

We are subject to environmental regulations in the licensing and operation of the generation, fransmission, and distribution
facilities in which we have an interest, as well as the licensing and operation of the facilities in which we are a co-licensee.
These environmental regulations are administered by local, state and federal regulatory authorities and may impact our
generation, transmission, distribution, transpaortation and waste handling facilities on air, water, land and aesthetic qualities.

We cannot presently forecast the costs or other effects that environmental regulation may ultimately have on our existing and
proposed facilities and operations. We believe that any such prudently incurred costs related to our utility operations would
be recoverable through the ratemaking process. For additional information see Part [I, Item 8, Note 16 - Commitments and
Contingencies.

Seasonal Nature of Business

Our kilowatt-hour sales and revenues are typically higher in the winter and summer than in the spring and fall, as sales tend
to vary with weather. Ski area and other winter-related recreational activities along with associated lodging, longer hours of
darkness and heating loads from cold weather contribute to higher sales in the winter, while air conditioning generates higher
sales in the summer. Consumption is least in the spring and fall, when there is decreased heating or cooling load,

Capital Expenditures

Our business is capital-intensive and requires annual construction expenditures to maintain the distribution system. Capital
expenditures for the next five years are expected to range from $31.0 million to $56.0 million annually. These are subject to
continuing review and adjustment and actual capital expenditures and timing may vary. Also see Part Il, Item 7, Liquidity,
Capital Resources and Commitments.

Number of Employees

Local Union No. 300, affiliated with the International Brotherhood of Electrical Workers, represent our operating and
maintenance employees. On December 31, 2007 we had 552 employees, of which 220 are represented by the union. On
December 29, 2004, we agreed with cur employees represented by the union to a new four-year contract, which expires on
December 31, 2008.

Executive Officers of Registrant
The following sets forth the executive officers. There are no family relationships among the executive officers. The term of
each officer is for one year or until a successor is elected. Officers are normally elected annually.

Name and Age Office - Officer Since
Robert H. Young, 60 President and chief executive officer 1687
William J. Deehan, 55 Vice president - power planning and regulatory affairs 1991
Brian P, Keefe, 50 Vice president - government and public affairs 2006
Pamela J. Keefe, 42 Vice president, chief financial officer, and treasurer 2006
Joan F. Gamble, 50 Vice president - strategic change and business services 1998
Joseph M. Kraus, 52 Senior vice president - operations, engineering and customer service 1987
Dale A. Rocheleau, 49 Senior vice president, general counsel and corporate secretary 2003
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Mr. Young joined the company in 1987 and was elected to his present position in 1995. Mr. Young also serves as president,
CEQ, and chair of our subsidiaries; CVPSC - East Barnet Hydroelectric, Inc.; C.V. Realty, Inc.; Custom; CRC; Eversant
Corporation; and, SmartEnergy Water Heating Services, Inc. He serves as chair of the board of directors of our affiliates:
VYNPC and The Home Service Store, Inc. He is also director of our affiliates: VELCO, and Vermont Electric Transmission
Company, Inc, Mr. Young is director of the Edison Electric Institute, Inc., Chittenden Trust Company, University of
Vermont, Vermont Business Roundtable, Associated Industries of Vermont, and the Weston Playhouse Theatre Company,

Mr. Deehan jeined the company in 1985 with nine years of utility regulation and related research experience. Mr. Dechan
was elected to his present position in May 2001,

Ms. Gamble joined the company in 1989 with 10 years of electric utility and related consulting experience. Ms. Gamble was
elected to her present position in August 200]1. Ms. Gamble also serves as vice president - strategic change and business
services for our subsidiary: Eversant Corporation. She serves as a director for our subsidiaries: Eversant Corporation and
SmartEnergy Water Heating Services, Inc.

Mr. Keefe joined the company in December 2006. Prior to being elected to his present position he served as vice president
for governmental affairs from December 2006 to September 2007. Prior to joining the company, from 2000 to 2006, he
served as a senior aide to U.S. Senator James M. Jeffords, focusing on energy, environment and economic development
issues, and serving as liaison between Vermont constituents and Washington, D.C, policymakers.

Ms. Keefe joined the company in June 2006. Prior to joining the company, from 2003 to 2006, she served as senior director

of financial strategy and assistant treasurer of IDX Systems Corporation ("[DX"); from 1999 to 2003 she served as director of
financial planning and analysis and assistant treasurer at IDX. Ms. Keefe serves as director, vice president, chief financial :
officer, and treasurer of our subsidiaries: CVPSC - East Barnet Hydroelectric, Inc.; C.V. Realty, Inc.; Custom; CRC; :
Eversant Corporation; and, SmartEnergy Water Heating Services, Inc. She also serves as a director of our affiliate, VYNPC.

Mr. Kraus joined the company in 1981. Prior to being elected to his present position he served as senior vice president
engineering and operations, general counsel, and secretary from May 2003 until November 2003. Mr. Kraus serves as
director of our subsidiaries: CVPSC - East Barnet Hydroelectric, Inc.; C.V. Realty, Inc.; Custom; CRC; Eversant
Corporation; and, SmartEnergy Water Heating Services, Inc.

Mr. Rochelean joined the company in November 2003. Prior to being elected to his present position he served as senior vice
president for legal and public affairs, and corporate secretary from November 2003 to September 2007. Prior to joining the
company, he served as director and attorney at law from 1992 to 2003 with Downs Rachlin Martin, PLLC. Mr. Rocheleau
serves as director, senior vice president, general counsel and corporate secretary of our subsidiaries: CYPSC - East Barnet
Hydroelectric, Inc.; C.V. Realty, Inc.; Custom; CRC; Eversant Corporation; and SmartEnergy Water Heating Services, Inc.

Energy Conservation and Load Management

The primary purpose of Conservation and Load Management programs is to offset need for long-term power supply and

delivery resources that are more expensive to purchase or develop than customer-efficiency programs, including unpriced ‘
external factors such as emissions and economic risk. The Vermont Energy Efficiency Utility ("EEU™), created by the state i
of Vermont, began operation in January 2000. We have a continuing obligation to provide customer information and |
referrals, and coordination of customer service, power guality, and any other distribution utility functions, which may '
intersect with the EEU's activities.

We have retained the obligation to provide demand side management programs targeted at deferral of our transmission and
distribution projects, as identified in Distributed Utility Planning ("DUP"). DUP is designed to ensure that safe, reliable
delivery services are provided at least cost. The PSB recently approved a similar process for the bulk transmission lines and
Transco. The PSB appointed three members of the public, along with representatives of the state's utilities, including us, to
the newly created Vermont State Planning Committee to oversee that process, The Vermont Legislature, in 2006, also gave
Efficiency Vermont authority to target the delivery of energy efficiency to specific geographic areas to defer transmission and
distribution upgrades. This process began for the first time in 2007.

Unregulated Businesses

CRC's wholly owned subsidiary, Eversant Corporation, engages in the sale or rental of electric water heaters through a
wholiy owned subsidiary, SmartEnergy Water Heating Services, Inc. to customers in Vermont and New Hampshire.
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Recent Energy Policy Initiatives

Several laws have been passed since 2003 that impact electric utilities in Vermont. While provisions of recently passed laws
are now being implemented, there is continued interest in new policies designed to reduce electricity consumption, promote
renewable energy and reduce greenhouse gas emissions. We continue to monitor regional and federal proposals that may
have an impact on our operations. See Part I, Item 7 - Recent Energy Policy Initiatives.

(d) Financial Information about Geographic Areas
We and our subsidiaries do not have any foreign operations or export sales.

(e) Available Information

We make available free of charge through the Internet Website, www. cvps.com, the annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports as soon as reasonably practicable after
electronically filing with the Securities and Exchange Commission ("SEC"). Access to the reports is available from the main
page of the Internet Website through "Investor Relations.” Our Corporate Ethics and Conflict of Interest Policy, Corporate
Governance Guidelines, and Charters of the Audit, Compensation and Corperate Governance Committees are also available
on the Internet Website, Access to these documents is available from the main page of our Internet Website under "About
us" and then "Corporate Governance." Printed copies of these documents are also available upon written request to the
Assistant Corporate Secretary at our principal executive offices. Our reports, proxy, information statements and other
information are also available by accessing the SEC's Internet Website, www.sec.gov, or at the SEC's Public Reference Room
at 100 F Street N.E., Washington, D.C. 20549, Information regarding operation of the Public Reference Room is available
by calling the SEC at 1-800-SEC-0330,

Item 1A. Risk Factors

We operate in a market and regulatory environment that invotves significant risks, many of which are beyond our control,
cannot be limited cost-effectively or may occur despite our risk-mitigation strategies. Each of the following risks could have
a material effect on our performance.

Changes in regulatory or legisiative policy could jeopardize our full recovery of costs: Under state law, we are entitled to
charge rates that are sufficient to allow us an opportunity to recover reasonable operation and capital costs and a return on
investment to attract needed capital and maintain our financial integrity, while also protecting relevant public interests. We
prepare and submit periodic filings with the DPS for review and with the PSB for review and approval. The PSB may not
approve the recovery of all costs incurred for the operation, maintenance, and construction of our regulated assets, as well as
a return on investment. Increases in these costs, coupled with increases in energy prices, could lead to consumer or
regulatory resistance Lo the timely recovery of such incurred costs, thereby adversely affecting our business and results of
operations.

Risks refated 1o liguidity: We have a six-month unsecured term note in the principal amount of $33.0 million with a major
lending institution. The loan is payable June 30, 2008 and currently carries an adjustable borrowing rate. Pursuantto a
commitment from the lending institution dated February 11, 2008, we have the sole option to extend the maturity of the term
note to March 31, 2009. We used the proceeds from this note to acquire additional equity membership interests in Transco.
There is a possibility that available capital may be too expensive te pursue further investments in Transco, in which we hope
to maintain an equity ownership approximately equal to our load share. We may issue both debt and equity in 2008. There is
a risk that the resulting cost of capital may negatively affect our results of operations. Further liquidity risk exists with our
$46.0 million capital expenditure program budgeted for 2008. We currently have a $25.0 million credit facility to provide
liquidity for general corporate purposes, including working capital needs and power contract performance assurance
requirements in the form of funds borrowed and letters of credit. 1f we are unable to secure the necessary funding, we will
need to review our corporate goals in response to this financial limitation. Other material risks to cash flow from operations
include: loss of retail sales revenue from unusual weather; slower-than-anticipated load growth and unfavorable economic
conditions; increases in net power costs largely due to lower-than-anticipated margins on sales revenue from excess power or
ah unexpected power source interruption; required prepayments for power purchases; and increases in performance assurance
reguirements described above, primarily as a result of high power market prices.

Qur ability 1o access capital markets at attractive interest rates is important: We rely on access to capital markets as a
significant source of liquidity for capital requirements not satisfied by operating cash flows. Cur business is capital intensive
and we are dependent on our ability to access capital at rates and on terms we determine to be attractive. Heightened
concerns about the energy industry, the level of borrowing by other energy companies and the market as a whole coutd limit
our access to capital markets. If our ability to access capital becomes significantly constrained, our interest costs will likely
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increase and our financial condition could be harmed, and future results of operations could be adversely affected.

Risks related to owr power supply and wholesale power market prices: Our material power supply contracts are principally
with Hydro-Quebec and VYNPC. The power supply contracts with VYNPC and Hydro-Quebec comprise the majority of our
total annual energy (mWh) purchases. If one or both of these sources become unavailable for a period of time, there could be
exposure to high wholesale power prices and that amount could be material. Additionally, this could significantly impact
liquidity due to the potentially high cost of replacement power and performance assurance collateral requirements arising
from purchases through ISO-New England or third parties. We could seek emergency rate relief from our regulators if this
WETE to occur.

Our contract for power purchases from VYNPC ends in 2012, but there is a risk that the plant could be shut down earlier than
expected if ENVY determines that it is not economical to continue operating the plant. Deliveries under the contract with
Hydro-Quebec end in 2016, but the level of deliveries begin to decrease after 2012, There is a risk that future sources
available to replace these contracts may not be as reliable and the price of such replacement power could be significantly
higher than what we have in place today.

An inability to return our corporate credit rating to investment grade: In June 2003, Standard & Poor's Ratings Services
("S&P") lowered our corporate credit rating to below investment grade. We believe that restoration of our credit rating is
critical to our long-term success. While our credit rating remains below investment grade, the cost of capital, which is
ultimately passed on to our customers, will be greater than it otherwise would be, That, combined with other collateral
requirements from creditors and for power purchases and sales, makes restoration of our credit rating critical. Looking
ahead, as long-term power contracts with Hydro-Quebec and VYNPC begin to expire four to five years from now, these
ratings become even more important, Access to needed capital is also more of a concern as a non-investment grade
company, particularly in the current U.S. credit environment.

Active employee and retiree healthcare and pension costs are a significant part of our cost structure. The costs associated
with healthcare or pension obligations could escalate at rates higher than anticipated, which could adversely affect our results
of operations and cash flows.

Risk of adverse weather events: We serve a largely rural, rugged service territory with dense forestation that is subject to
extreme weather. Our results of operations can be affected by changes in weather. Severe weather such as ice and snow
storms, high winds and other natural disasters may cause outages and property damage that may require us to incur additional
costs that are generally not insured and that may not be recoverable from customers. The effect of the failure of our facilities |
to operate as planned under these conditions would be particularly burdensome during a peak demand period. We typically

receive the five-year average of storm restoration costs in our rates, but unexpected storms or extracrdinarily severe weather

can dramatically increase costs, with a significant lag before recovery begins. Given the small size of the company, these

weather events could have a matertal impact on our financial condition. Weather conditions directly influence the demand

for electricity.

Risks related to the regional and national economic conditions can have an unfavorable impact on us. Our business follows
the economic cycles of the customers we serve. An economic downturn and increased cost of energy supply could adversely
affect energy consumption and therefore impact our results of operations. Economic downturns or periods of high energy
supply costs typically lead to reductions in energy consumption and increased conservation measures. These conditions
could adversely impact the level of energy sales and result in less demand for energy delivery. Economic conditions in our
service territory also impact our collections of accounts receivable and financial results.

The loss of key personnel or the inability to hire and retain qualified employees could have an adverse effect on our business,
Sfinancial condition and results of operations. Our operations depend on the continued efforts of our employees. Retaining
key employees and maintaining the ability to attract new employees are important to both our operational and financial
performance. A significant portion of our workforce, including many workers with specialized skills maintaining and
servicing the electrical infrastructure, will be eligible to retire over the next five to 10 years. Also, members of our
management or key employees may leave the company unexpectedly. Such highly skilled individuals and institutional
knowledge cannot be quickly replaced due to the technically complex work they perform.

Cash flow risk and capital distributions from our affiliates. Transco's ability to pay distributions will be subject to its
financial condition and financial covenants in the various loan documents to which it is subject. Although Transco is a
regulated business, Transco may not always have the resources needed to pay distributions with respect to the units in the
same manner as VELCO has paid in the past.
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Item 1B. Unresolved Staff Comments
None

Item 2. Properties
Our properties are operated as a single system that is interconnected by the transmission lines of Transco, New England

Power and Public Service Company of New Hampshire. We own and operate 23 small generating stations in Vermont with a
total current nameplate capability of 74.2 MW. Our joint ownership interests include: a 1.7769 percent interest in an oil-
generating plant in Maine; a 20 percent interest in a wood-, gas- and oil-fired generating plant in Vermont; a 1.7303 percent
interest in a nuclear generating plant in Connecticut; and a 47.52 percent interest in a transmission interconnection facility in
Vermont. Additional information with respect to our properties is set forth under Part I, Item 1, Sources and Availability of
Power Supply and is incorporated herein by reference.

Our electric transmission and distribution systems include about 617 miles of overhead transmission lines, about 8,367 miles
of overhead distribution lines and about 439 miles of underground distribution lines, afl of which are located in Vermont
except for about 23 miles in New Hampshire and about 2 miles in New York.

We held in fee all of our principal plants and important units, including those of our consolidated subsidiaries. Transmission
and distribution facilities that are not located in or over public highways are, with minor excepticns, focated on land owned in
fee or pursuant to easements, most of which are perpetual. Transmission and distribution lines located in or over public
highways are so located pursuant to authority conferred on public utilities by statute, subject to regulation of state or
municipal authorities.

Substantially all of our utility property and plant is subject to liens under the First Mortgage Indenture.

Transco's properties consist of about 610 miles of high-voltage overhead and underground transmission lines and associated
substations. The lines connect on the west with the lines of Niagara Mohawk Power Corporation at the Vermont-New York
state line near Whitehall, New York, and Bennington, Vermont, and with the submarine cable of NYPA near Plattsburgh,
New York; on the south and east with the lines of New England Power Company and PSNH; on the south with the facilities
of Vermont Yankee; and on the northern border of Vermont with the lines of Hydro-Quebec near Derby, Vermont and
through the Highgate converter station and tie line that we jointly own with several other Vermont utilities.

VELCO's wholly owned subsidiary, Vermeont Electric Transmission Company, Inc. has about 52 miles of high-voltage DC
transmission }ine connecting with the transmission line of Hydro-Quebec at the Quebec-Vermont border in the Town of
Norton, Vermont; and connecting with the transmission line of New England Electric Transmission Corporation, a subsidiary
of National Grid USA, at the Vermont-New Hampshire border near New England Power Company's Moore hydroelectric
generating station.

ltem 3. Legal Proceedings
We are involved in legal and administrative proceedings in the normal course of business and do not believe that the ultimate

outcome of these proceedings will have a material adverse effect on our financial position, results of operations or cash flows.

Item 4. Submission of Matters to a Vote of Security Holders .
There were no matters submitted to security holders during the fourth quarter of 2007,
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PARTI1

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

{a) Our common stock is listed on the New York Stock Exchange ("NYSE") under the trading symbol CV,

The table below shows the high and low sales price of cur Common Stock, as reported on the NYSE composite tape by The
Wall Street Journal, for each quarterly period during the last two years as follows:

Market Price

2007 High Low
FirstQuarter . . ... . .. . . e, $29.19 $22.53
SecondQuarter . ........... ... ... .. ... ... ... ... $38.24 $29.10
ThirdQuarter . ....... ... ... i $41.05 $32.38
FourthQuarter. ...... ... coivi i $38.40 $25.95
2006

FirstQuarter . . ... ... ... . . . . $21.95 $17.89
SecondQuarter . . ... .. .. .. . e 521.90 $l6.11
ThirdQuarter ... ...... ... ... .. ... .. i $23.00 §518.0t
FourthQuarter.......... ... ... . .. 0t $23.92 $20.94

(b) As of December 31, 2007, there were 6,535 holders of our Common Stock, $6 par value.

(c) Commen Stock dividends have been declared quarterly. Cash dividends of $0.23 per share were paid for all quarters of
2007 and 2006.

So long as any Senior Preferred Stock is outstanding, except as otherwise authorized by vote of two-thirds of such class, if
the Common Stock Equity (as defined) is, or by the declaration of any dividend will be, less than 20 percent of Total
Capitalization (as defined), dividends on Common Stock (including all distributions thereon and acquisitions thereof), other
than dividends payable in Common Stock, during the year ending on the date of such dividend declaration, shall be limited to
50 percent of the Net Income Available for Dividends on Common Stock (as defined) for that year; and if the Common Stock
Equity is, or by the deciaration of any dividend will be, from 20 percent to 25 percent of Total Capitalization, such dividends
on Common Stock during the year ending on the date of such dividend deciaration shall be limited to 75 percent of the Net
Income Available for Dividends on Common Stock for that year. The defined terms identified above are used herein in the
sense as defined in subdivision 8A of our Articles of Association; such definitions are based upon our unconsolidated
financial statements, As of December 31, 2007, the Commen Stock Equity of our unconsolidated company was 57.7 percent
of Total Capitalization.

Our First Mortgage Bond indenture contains certain restrictions on the payment of cash dividends on capital stock and other
Restricted Payments (as defined}. This covenant limits the payment of cash dividends and other Restricted Payments to our
Net [ncome (as defined) for the period commencing on January 1, 2001 up to and including the month next preceding the
month in which such Restricted Payment is to be declared or made, plus approximately $77.6 million. The defined terms
identified above are used herein in the sense as defined in Section 5.09 of the Forty-Fourth Supplemental Indenture dated
June 15, 2004; such definitions are based upon our unconsolidated financial statements. As of December 31, 2007, $62.9
miltion was available for such dividends and other Restricted Payments.

(d) The information required by this item is included in Part 1, Item 12, Security Ownership of Certain Beneficial Owners
and Management and Related Stockholder Matters, herein.

(e) The performance graph showing our five-year total shareholder return required by this item is included in our Annual
Report to Shareholders and is hereby incorporated by reference.
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Item 6. Selected Financial Data
(dollars in thousands, except per share amounts)

2007 2006 2005 2004 2003
Income Statement
Operating revenues $329,107 $325,738 $311,359 $302,286 $306,098
Income from continuing operations (a) 315,804  §13,101 $1.410 $7.493  $17,148
Income from discontinued operations (b) - 251. 4936 16,262 2,653
Net income $15804 £18.352  $6,346 $23,755 §12.801
Per Common Share Data
Basic earnings from continuing operations $1.52 3165 $0.09 $0.59 $1.35
Basic earnings from discontinued operations - 02 0.40 1.34 0.22
Basic earmnings per share $1.52 $1.67 $0.49 $1.93 £1.57
Diluted earnings from continuing operations $1.49 $1.64 $0.08 $0.58 $1.32
Diluted earnings from discontinued operations - .02 0.40 1.32 0.21
Diluted earnings per share $1.49 $1.66 $0.48 $1.90 $1.53
Cash dividends declared per share of common stock $0.92 $0.69 $1.15 $0.92 $0.88
Balance Sheet
Long-term debt (c) S112,950 $115950 3115950 $115,950 §115,950
Capital lease obligations (c) $5,889 $6,612 56,153 $7,094 $8,115
Redeemable preferred stock (c) $2,000 $3,000 $4,000 $6,000 £8,000
Total capitalization (c) $317,700 $312,968 $351,527 §361,751 $350,560
Total assets S540,314 $£500,938 $551,433  $563,380 $534,635

(a) For 2005 includes a $21.8 million pre-tax charge to earnings ($11.2 million after-tax) related to a 2005 Rate Order.
' For 2004 includes a $14.4 million pre-tax charge to earnings ($8.4 million after-tax) related to termination of a long-term
| power contract with Connecticut Valley as a result of the January 1, 2004 sale of substantially all of its assets and
franchise.
(b) For 2006 and 2005 includes Catamount, which was sold in the fourth quarter of 2005. For 2004 and 2003 includes
Catamount and Connecticut Valley.
(c) Amounts exclude current portions.
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CENTRAL VERMONT PUBLIC SERVICE CORPORATION

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Qperations

In this section we discuss our general financial condition and results of operations. Certain factors that may impact future
operations are also discussed. Qur discussion and analysis is based on, and should be read in conjunction with, the
accompanying Consolidated Financial Statements. Alsoe, please refer to our "Cautionary Statement Regarding Forward-
Looking Information” section preceding Item 1 - Business of this Form 10-K.

COMPANY OVERVIEW

Our core business is the Vermont electric utility business. We typically generate most of our eamings through retail
electricity sales. We also sell excess power, if any, to third parties in New England and to ISO-New England. The resale
revenue generated from these sales helps to mitigate our power suppty costs.

We are regulated by the Vermont Public Service Board ("PSB"), the Connecticut Department of Public Utility Control and
the Federai Energy Regulatory Commission ("FERC"), with respect to rates charged for service, accounting, financing and
other matters pertaining to regulated operations. Our non-regulated wholly owned subsidiary Catamount Resources
Corporation ("CRC") owns Eversant Corporation ("Eversant"}, which operates a rental water heater business through its
wholly owned subsidiary, SmartEnergy Water Heating Services, Inc, This is not a significant business activity for us,

As a regulated electric utility, we have an exclusive right to serve customers in our service territory, which can generally be
expected to result in relatively stable revenue streams. The ability to increase our customer base is limited to acquisitions or
growth within our service territory. Due to the nature of our customer base, weather and economic conditions are factors that
can significantly affect retail sales revenue. Retail sales volume over the last 10 years has grown at an average rate of less
than 1 percent per year ranging from slight decreases in some years to increases of 2 percent in others. We currently have
sufficient power resources to meet our forecasted load requirements through 2011.

EXECUTIVE SUMMARY

Our consolidated 2007 earnings were $15.8 million, or $1.49 per diluted share of common stock. This compares to
consolidated 2006 earnings of $18.4 million, or $1.66 per diluted share of common stock and consolidated 2005 eamnings of
$6.3 million, or 48 cents per diluted share of common stock. The primary drivers of earnings variances for the three years are
described in Results of Operations below,

Restoring our corporate credit rating to investment grade is a top priority for us. During 2007, we made progress on several
key strategic financial initiatives including:

® We filed a request for a 4.46 percent rate increase in May 2007 to ensure our retail rates are set at levels to recover our
cost of service. In November 2007, we reached an agreement with the Vermont Department of Public Service ("DPS")
that, among other things, decreased the rate increase request to 2.30 percent and provided for a 10.71 percent allowed
rate of return on common equity, capped until our next rate proceeding or approval of an aiternative regulation plan. In
January 2008, the PSB approved the settlement agreement. See Retail Rates and Alternative Regulation,

® We filed an alternative regulation plan proposal in August 2007 that would allow an automatic quarterly review of our
power costs and related rates and would annually adjust rates to reflect changes within predetermined limits from our
allowed earnings level, replacing the traditional ratemaking process. The plan requires PSB approval. If approved,
alternative regulation could help improve our credit ratings. Standard and Poor's, a national rating agency, has listed the
lack of a power cost adjustment mechanism as one of the key factors negatively affecting our credit rating. See Retail
Rates and Alternative Regulation.

* We made a $53.0 million investment in Vermont Transco LLC ("Transco"), the Vermont company that owns and
operates the high-voltage transmission system in Vermont, in December 2007. This increased our direct ownership
interest in Transco from 29.86 percent to 39.79 percent for a total investment of $78.8 million at December 31, 2007,
We funded this investment by entering into a six-month unsecured Term Note in the principal amount of $53.0 million.
Pursuant to a commitment from the lending institution dated February 11, 2008, we have the sole option to extend the
maturity of the term note to March 31, 2009. See Liquidity, Capital Resources and Commitments,

Other financial initiatives that we continue to focus on include maintaining sufficient liquidity to support ongoing operations,

investing in our electric utility infrastructure, planning for replacement power when our long-term power contracts expire,
and evaluating opportunities to further invest in Transco.
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Continued focus on these financial initiatives is critical to restoring our corporate credit rating to investment grade. We
discuss these financial initiatives and the risks facing our business in more detail below.

RETAIL RATES AND ALTERNATIVE REGULATION

Our retail rates are set by the PSB afier considering recommendations of Vermont's consumer advocate, the DPS. While our
retail rates do not have fuel or power cost adjustment mechanisms, the PSB may approve the deferral of extraordinary costs
incurred that might normally be expensed by unregulated businesses in order to match these expenses with future revenues.
Fair regulatory treatment is fundamental to maintaining our financial stability. Rates must be set at levels to recover costs,
including a market rate of return to equity and debt holders, in order to attract capital.

Our retail rates at December 31, 2007 were based on a December 7, 2006 PSB Order, which provided for a 4.07 percent rate
increase effective January 1, 2007 and an allowed rate of return on common equity of 10.75 percent capped until our next rate
proceeding. The return on common equity of our regulated business did not exceed the allowed return for 2007. Our retail
rates at December 31, 2006 and 2005 were based on a March 29, 2005 PSB Order that provided for a 2.75 percent rate
decrease and an allowed rate of return on common equity capped at 10.0 percent. That Order also resulted in a $21.8 million
pre-tax charge to earnings in 2005.

On November 29, 2007, we reached a settlement agreement with the DPS for a 2.3 percent retail rate increase (additional
revenue of $6.4 million on an annual basis) effective February 1, 2008, We had filed a request for a 4.46 percent retail rate
increase (additional revenue of $12.4 million on an annual basis). By working with the DPS, we were able to reduce our
initial request while maintaining our commitment to make substantial additional investments in tree trimming and system
upgrades. The settlement agreement provided for a 10.71 percent rate of return on common equity, capped until our next rate
proceeding or approval of an alternative regulation plan. We also agreed to conduct an independent business process review
to assure our cost controls are sufficiently challenging and that our regulated business is operating efficiently. On January
31, 2008, the PSB issued an Order approving the settlement agreement with the rate increase effective February 1, 2008. The
independent business process review will take place during 2008.

In 2007, we implemented a PSB-approved retail rate design that results in a modest reallocation of annual revenues by
customer class with greater emphasis on energy charges in reaction to wholesale market energy costs. The retail rate design
also provides for a comprehensive study of the need for new service offerings and further rate redesign. This is based on
fundamental changes in how costs are incurred to serve load based on availability of advanced metering and communications
and structural changes in the New England wholesale power market. The study is due to the PSB in April 2008.

On August 31, 2007, we submitted an alternative regulation plan proposal for PSB approval. If approved, the plan would
allow for quarterly rate adjustments to reflect power supply cost changes and annual rate adjustments to reflect changes,
within predetermined limits, from the allowed eamings level. The plan is designed to encourage efficiency in operations, and
would replace the traditional ratemaking process, which is costly und time-consuming. The plan is currently under review
and a PSB decision is expected in the third quarter of 2008. We cannot predict the outcome of that review at this time.

LIQUIDITY, CAPITAL RESOURCES AND COMMITMENTS

Cash Flows At December 31, 2007, we had cash and cash equivalents of $3.8 million and at December 31, 2006, we had
cash and cash equivalents of $2.8 million. The primary components of cash flows from operating, investing and financing
activities for both periods are discussed in more detail below,

Operating Activities: Operating activities provided $34.1 million in 2007. Net income, when adjusted for depreciation,
amortization, deferred income tax and other non-cash income and expense items, provided $38.8 million, This amount was
offset by operating activities related to working capital and other items that used $4.7 million. These items primarily
included employee benefit funding of $7.9 millien, of which $6.7 million was used for pension and postretirement medical
trust fund contributions. This was offset by a $3.5 million decrease in special deposits and restricted cash used to meet
performance assurance requirements for certain power contracts because we replaced cash deposited to meet collateral
requirements with $1.5 million of additienal letters of credit.

During 2006, operating activities provided $26.2 million. Net income, when adjusted for depreciation, amortization, deferred
income tax and other non-cash income and expense items, provided $45.5 million. Additionally, speciai deposits and
restricted cash used to meet performance assurance requirements for certain power contracts decreased by $15.5 million
because the required amounts were lower and because we issued a $4.5 million letter of credit to meet a portion of the
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obligations. We also made $20.8 million in pension trust contributions, $5.2 million in postretirement benefit trust
contributions, and $2.4 million in net postretirement medical and other benefit-related payments. Changes in working capital
and other items used $6.4 million.

Investing Activities. Investing activities used $76.6 million in 2007, including $23.7 million for construction and plant
expenditures and $53.0 million for our investment in Transco, partially offset by $0.1 million from other investments. The
majority of the construction and plant expenditures were for system reliability, performance improvements and customer
service enhancements.

During 2006, investing activities provided $32.1 million. We received $78.0 million in proceeds from net sales and
maturities of available-for-sale securities. These proceeds included $50.0 million of available-for-sale securities that were
used for the purchase of shares of our common stock through a tender offer that concluded in April 2006 using cash proceeds
from the Catamount sale, and miscellaneous items contributed $1.2 million. We used $19.5 million for construction
expenditures, $23.3 million for investments in Transco and $4.3 million for the acquisition of utility property.

Financing Activities: Financing activities provided $43.5 million in 2007. This was comprised of a $53.0 million short-term
bridge loan and $2.1 million of stock issuance proceeds resulting from exercised stock options and the dividend reinvestment
program. These items were partially offset by $9.7 million for dividends paid on common and preferred stock, $1.0 million
preferred stock sinking fund payments, and $0.9 million for capital lease payments. Also, see Financing below.

During 2006, financing activities used $62.1 million, including $51.2 million for the tender offer, $10.2 million for dividends
paid on common and preferred stock, $2.0 million for preferred stock sinking fund payments, and $1.0 million for capital
lease payments. These items were partially offset by $1.3 million from stock issuance proceeds resulting from stock option
exercises and $1.0 million from a decrease in preferred stock sinking fund payments.

Transco In October 2007, Transco received PSB approval to issue up to approximately $113.8 million of equity. I[n
December 2007, we invested $53.0 million in Transco, increasing our direct equity interest in Transco from 29.86 percent to
39.79 percent. Our total direct and indirect interest in Transco increased from 44.34 percent to 45.68 percent.

Based on current projections, Transco expects to need additional capital in 2008 and 2009, but its projections are subject to
change based on a number of factors, including revised construction estimates, timing of project approvals from regulators,
and desired changes in its equity-to-debt ratio. While we have no obligation to make additional investments in Transco, we
continue to evaluate investment opportunities on a case-by-case basis. Based on Transco's current projections, we could have
an opportunity to make additional investments up to $2.0 million in 2008 and $20.0 million to $25.0 million in 2009, but the
timing and amount depend on the factors discussed above and the amounts invested by other owners.

We are currently evaluating debt and equity issuance alternatives to fund these investments, but any investments that we
make in Transco are voluntary, and subject to available capital and appropriate regulatory approvals.

Dividends Our dividend level is reviewed by our Board of Directors on a quarterly basis. 1t is our goal to ensure earnings in
future years are sufficient to maintain our current dividend level.

Dividend Reinvestment Plan Our Dividend Reinvestment Plan was reinstated in April 2007. At that time, we elected to
change the source of common shares to meet reinvestment needs under the Plan from open market purchases to Original
Issue shares. In July 2007, we began using Treasury shares (o meet reinvestment needs under the Plan. These elections are
expected to result in additional cash flow of $1.0 million to $2.0 million annually.

Cash Flow Risks Based on our current cash forecasts, we will require outside capital in addition to cash flow from
operations and our $25.0 million unsecured revolving credit facility in order to fund our business over the next year.
Continued upheaval in the capital markets as described below could negatively impact our ability to obtain outside capital on
reasonable terms. In addition, an extended unplanned Vermont Yankee plant outage or similar event could significantly
impact our liquidity due to the potentially high cost of replacement power and performance assurance requirements arising
from purchases through ISO-New England or third parties. In the event of an extended Vermont Yankee plant outage, we
could seek emergency rate relief from our regulators. Other material risks to cash flow from operations include: loss of retail
sales revenue from unusual weather; slower-than-anticipated load growth and unfavorable economic conditions; increases in
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net power costs largely due to lower-than-anticipated margins on sales revenue from excess power or an unexpected power
source interruption; required prepayments for power purchases; and increases in performance assurance requirements.

Subprime Credit Crisis Due to recent market developments, including a series of rating agency downgrades of subprime
U.S. mortgage-backed securities, the fair values of subprime-related investments have declined. This decline in fair value has
become especially problematic for certain farge financial institutions, We performed an assessment of our ability to obtain
financing and currently expect to have access to liquidity in the capital markets at reasonable rates. We also have access to
our unsecured revolving credit facility, which is not affected by general market conditions, However, sustained turbulence in
the U.S. credit markets could limit or delay our access to capital.

We have also performed an assessment of the subprime exposure in our money market, benefit and nuclear decommissioning
trust funds and have determined that a decline, if any, in fund fair value from subprime-related investments is not expected to
be material.

Financing

Long-Term Debt: Substantially all utility property and plant ar¢ subject to liens under the First Mortgage Bonds. Associated
scheduled sinking fund payments for the next five years are: $3.0 million in 2008, $5.5 million in 2009, zero in 2010, $20.0
million in 2011 and zero in 2012. Currently, we are not in default under the terms of any of our debt financing documents,

Credit Facility: We have a 364-day, $25.0 million unsecured revolving credit facility with a major Jending institution
pursuant to a Credit Agreement dated December 28, 2007, This replaces the previous credit facility, which was 10 expire in
October 2008. Pursuant to a commitment from the credit facility bank dated February 11, 2008, we have the sole option to
extend the maturity of the credit facility to March 31, 2009. Our obligation under the Credit Agreement is guaranteed by our
wholly owned, unregulated subsidiaries, C.V. Realty and CRC. The purpose of the facility is to provide liquidity for general
corporate purposes, including working capital needs and power contract performance assurance requirements, in the form of
funds borrowed and letters of credit. Financing terms and costs include an annual commitment fee of 0.225 percent on the
unused balance, plus interest on the outstanding balance of amounts borrowed at various interest options and a commission of
0.9 percent on the average daily amount of letters of credit outstanding. All interest, commission and fee rates are based on
our unsecured long-term debt rating. The facility contains a material adverse effect clause, exercisable when our credit rating
falls below investment grade, which permits the lender to deny a transaction at the point of request. Our credit rating is
currently categorized as below investment grade. We are also required to collateralize any outstanding letter of credit in the
event of a default under the credit facility. At December 31, 2007, there were ne borrowings outstanding under the new
credit facility, but $6.0 million of letters of credit were outstanding in support of performance assurance requirements
associated with our power transactions. Under the old credit facility, a $5.0 million letter of credit, formerly in suppert of
performance assurance requirements with a power counterparty, was outstanding until earty January 2008.

Short-Term Note: We have a six-month unsecured term note in the principal amount of $53.0 million with a major lending
institution. The loan is payable June 30, 2008 and currently carries an adjustable borrowing rate tied to overnight LIBOR
plus a fixed spread that decreases as our credit rating improves. Other variable interest rate options are available to us, such
as prime or federal funds rate plus a fixed spread. Fixed rate options are also available based on LIBOR for a time period of
one, two or three months plus a fixed spread that decreases as our credit rating improves. There are no caps on these interest
rate options. Pursuant to a commitment from the lending institution dated February 11, 2008, we have the sole option to

_ extend the maturity of the term note to March 31, 2009. Our obligation under the term note is guaranteed by our wholly
owned, unregulated subsidiaries, C.V. Realty and CRC. We used the proceeds from this note to acquire additional equity
membership interesis in Transco,

Refinancing Plans: Currently, we plan to issue first mortgage bonds to repay the $53.0 million short-term note described
above. We are also reviewing options to support working capital needs resulting from investments in our distribution and
transmission system.

Letters of Credit: In addition to the letiers of credit we issued under the credit facility, we have three outstanding secured
letters of credit issued by one bank, totaling $16.9 million in suppoert of three separate issues of industrial development
revenue bonds totaling $16.3 million. We pay an annual fee of 0.9 percent on the letters of credit, based on our secured long-
term debt rating. [n 2007, these letters of credit were extended by the bank to November 30, 2008. Pursuant to a bank
commitment dated March 10, 2008, we have the sole option to extend the maturity of these letters of credit to November 30,
2009. The letters of credit are secured under our first mortgage indenture. At December 31, 2007, there were no amounts
drawn under these letters of credit.
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Covenants: At December 31, 2007, we were in compliance with all financial and non-financial covenants related to our
various debt agreements, articles of association, letters of credit and credit facility.

Capital Commitments Our business is capital-intensive because annual construction expenditures are required to maintain
the distribution system. Capital expenditures in 2007 amounted to $23.7 million. Capital expenditures for the next five years
are expected to range from $31.0 million to $56.0 million annually. The increased spending levels reflect our continued
commitment to invest in system upgrades. These estimates are subject to continuing review and adjustment, and actual
capital expenditures and timing may vary,

Contractual Obligations Significant contractual obligations as of December 31, 2007 are summarized below,

Payments Due by Period (dollars in millions)

Contractual Cbligations Total Lessthan lyear 1-3years 3-35 years After 5 years

Long-term debt $116.0 $3.0 $5.5 $20.0 $87.5
Interest on long-term debt (a) 91.4 7.1 13.6 11.8 58.9
Notes payable 63.8 63.8 - - -
Interest on notes payable 39 1.8 0.7 0.7 0.7
Redeemable preferred stock 30 1.0 2.0 . -
Capital lease (¢) 9.1 1.4 2.7 23 2.7
Operating leases - vehicle and other (b} 12.1 2.7 4.4 3.0 2.0
Purchased power contracts (d) ‘ 890.5 145.1 296.7 256.5 192.2
Nuctear decommissioning and other closure costs {e} 11.5 23 34 26 3.6
Total Contractual Obligations §1,201.7 $228.2 $329.0 $296.9 $347.6

(a) Based on interest rates shown in Note 12 - Long-Term Debt.

(b) Includes interest payments on floating rate issues based on interest rates as of December 31, 2007,

(c) Includes interest payments based on imputed fixed interest rates at inception of the related leases.

{d) Forecasted power purchases under long-term contracts with Hydro-Quebec, VYNPC and various independent power producers.
Our current retail rates include a provision for recovery of these costs from customers. The forecasted amounts in this table are
based on certain assumptions including plant operations, weather conditions and availability of the transmission system,
therefore actual results may differ. See Power Supply Matters for more information.

(e) Estimated decommissioning and all other closure costs related to our equity ownership interests in Maine Yankee, Connecticut
Yankee and Yankee Atomic. Qur current retail rates include a provision for recovery of these costs from customers. See Power
Supply Matters for more information.

Pension and Postretirement Medical Benefit Obligations: The contraciual obligation table above excludes estimated funding
for pension and postretirement medical benefit obligations reflected in our consolidated balance sheet. These payments may
vary based on changes in the fair value of plan assets (for pension obligations} and actuarial assumptions. In 2008, we expect
to contribute a total of $4.9 million to our pension and postretirement medical trust funds: however, there is no minimum
funding requirement for our pension plan. Based on our current funding level, we do not expect the provisions of the Pension
Protection Act of 2006, passed into law in August 2006, to have a significant impact on our minimum required contributions
in the near future. We expect that pension and postretirement medical contributions will not significantly exceed current
funding levels for 2009 through 2012. Additional obligations related to our nonqualified pension plans are approximately
$0.3 million per year.

Income Taxes: FIN 48, Accounting for Uncertainty in Income Taxes ("FIN 48") unrecognized tax benefits are excluded from
the table. At December 31, 2007, unrecognized state tax benefits of $0.6 million were recorded as FIN 48 liabilities, We are
unable to make reasonable estimates of the period of cash settlement, if any, and the statute of limitations might expire
without examination by the respective state taxing authority. These amounts are not currently subject to an examination by
the state taxing authority. Also, at December 31, 2007, unrecognized federal tax benefits of $1.2 million were recorded as a
reduction to the refund claims tax receivable. These unrecognized tax benefits relate to taxes receivable for which the refunds
relating to the unrecognized tax benefits have not been received. Consequently, if the claim is denied there will be no refund
forthcoming, and therefore no future cash inflow.
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Capitalization Our capitalization for the past two years follows:

(dollars in millions} Percent
2007 2006 2007 2006
Commeon stock equity $189 2179 59% 57%
Preferred stock®* 11 12 3% 4%
Long-term debt* 116 116 36% 3%
Capital lease obligations* _1 7 2% _2%

$323 $314 100% 100%

* includes current portion

Credit Ratings On December 19, 2007, Standard and Poer's Ratings Services ("S&P") reaffirmed our BB+ corporate credit
rating, our BBB+ senior secured bond rating and stable outlook. In September 2007, S&P modified its criteria related to
assigning ratings on first mortgage bonds that are higher than a company's corporate credit rating, S&P clarified the number
of notches that bonds with a recovery rating of "1” or "1+" can be assigned above a company's corporate credit rating for a
given rating category and reduced the collateral coverage required to achievea "1+" rating. Our senior secured bond rating
was raised from BBB to BBB+ at that time. In addition S&P maintained our business risk profile score of "5". S&P ranks
utilities on a scale of "1" or "excellent” to "10" or "vulnerable", Qur current credit ratings from S&P are shown in the table
below. Credit ratings should not be considered a recommendation to purchase or sell stock.

Corporate Credit Rating BB+
First Mortgage Bonds BBB+
Preferred Stock B+
QOutlook Stable

Performance Assurance At December 31, 2007, we had posted $6.4 million of collateral under performance assurance
requirements for certain of our power contracts, of which $6.0 million was in the form of letters of credit, $0.3 million was
cash and $0.1 million was represented by restricted cash. We are subject to performance assurance requirements through
[SO-New England under the Financial Assurance Policy for NEPOOL members. We are required to post collateral for all net
purchased power transactions since our credit limit with ISO-New England is zero. Additionally, we are currently selling
power in the wholesale market pursuant to contracts with third parties, and are required to post collateral under certain
conditions defined in the contracts.

We are also subject to performance assurance requirements under our Vermont Yankee power purchase contract {the 2001
Amendatory Agreement). If Entergy Nuclear Vermont Yankee, LLC {("ENVY™"), the seller, has commercially reasonable
grounds to question our ability to pay for monthly power purchases, ENVY may ask VYNPC and VYNPC may then ask us
to provide adequate financial assurance of payment. We have not had to post collateral under this contract.

Off-balance-sheet arrangements We do not use off-balance-sheet financing arrangements, such as securitization of
receivables, nor obtain access to assets through special purpose entities. We have letters of credit that are described in
Financing above. Additionally, we lease our vehicles and related equipment under one operating lease agreement. The
individual leases are mutually cancelable one year from lease inception. Under the terms of the vehicle operating lease, we
have guaranteed a residual value to the lessor in the event the leased items are sold. The guarantee provides for
reimbursement of up to 87 percent of the unamortized value of the lease portfolio. Under the guarantee, if the entire lease
portfolio had a fair value of zero at December 31, 2007, we would have been responsible for a maximum reimbursement of
$8.6 million.

Commitments and Contingencies We have material power supply commitments for the purchase of power from VYNPC
and Hydro-Quebec. These are described in Power Supply Matters below.

We own an equity interest in VELCO and Transco, which requires us to pay a portion of their operating costs. We own an
equity interest in VYNPC and are obligated to pay a portion of VYNPC's operating costs. We also own equity interests in
three nuclear plants that are permanently shut down and have completed decommissioning activities. We are responsible for
paying our share of the costs associated with these plants. Qur equity ownership interests are described in Note 3 -
Investments in Affiliates.

Under the terms of the agreements with Catamount and Diamond Castle, we agreed to indemnify them, and certain of their
respective affiliates as described in Note 16 - Commitments and Contingencies.
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OTHER BUSINESS RISKS
In addition to the risks described above, we are also subject to regulatory risk and wholesale power market risk related to our
Vermont electric utility business.

Regularory Risk: Historically, electric utility rates in Vermont have been based on a utility's costs of service. As such, we
are entitled to charge rates that are sufficient to allow us an opportunity to recover reasonable operation and capital costs and
a reasonable return on investment to attract needed capital and maintain our financial integrity, while also protecting relevant
public interests. We are subject to certain accounting standards that allow regulated entities, in appropriate circumstances, to
establish regulatory assets and liabilities, and thereby defer the income statement impact of certain costs and revenues that are
expected to be realized in future rates. There is no assurance that the PSB will approve the recovery of all costs incurred for
the operation, maintenance, and construction of our regulated assets, as well as a retum on investment. Adverse regulatory
changes could have a significant impact on future results of operations and financial condition. See Critical Accounting
Policies and Estimates.

The State of Vermont has passed several laws since 2005 that impact our regulated business and will continue to impact it in
the future. Some changes include requirements for renewable energy supplies, and opportunities for alternative regulation
plans. See Recent Energy Initiatives.

Wholesale Power Market Price Risk: Our material power supply contracts are with Hydro-Quebec and VYNPC. These
contracts comprise the majority of our total annual energy (mWh) purchases. If one or both of these sources becomes
unavailable for a period of time, there could be exposure to high wholesale power prices and that amount could be material.

We are responsible for procuring replacement energy during periods of scheduled or unscheduled outages of our power
sources. Average market prices at the times when we purchase replacement energy might be higher than amounts included
for recovery in our retail rates. If the amounts are material, we can request regulatory treatment of the costs for recovery
from customers in future rates. Additionally, we had forced outage insurance in place during 2007 to cover additional costs,
if any, of obtaining replacement power from other sources if the Vermont Yankee plant experienced unplanned outages
during 2007. We have purchased similar coverage for 2008. See Power Supply Matters.

Power Supply Risk: Our contract for power purchases from VYNPC ends in 2012, but there is a risk that the plant could be
shut down earlier than expected if ENVY determines that it is not economical to continue operating the plant. Hydro-Quebec
contract deliveries end in 2016, but the average level of deliveries decreases by approximately 20 percent to 30 percent after
2012, and by approximately 85 percent after 2015, Therg is a risk that future sources available to replace these contracts may
not be as reliable and the price of such replacement power could be significantly higher than what we have in place today.

ENVY has submitted a renewal application with the Nuclear Regulatory Commission ("NRC") for a 20-year extension of the
Vermont Yankee plant operating license. ENVY also needs PSB approval to continue to operate beyond 2012, At this time,
ENVY has not received approvals for the license extension, but in 2007 it initiated a 30-day exclusive negotiation period
required by the original 2002 Vermont Yankee Memorandum of Understanding with the State of Vermont, for potential
power purchases by the VYNPC sponsor companies, including us, in the plant's post-March 2012 life extension period.
While the 30-day exclusive negotiation period has ended, we are continuing to participate in negotiations for a power contract
beyend 2012 and cannot predict the outcome at this time,

There is also a risk that the Vermont Yankee plant could be shutdown earlier than expected if ENVY determines that it is not
economical to continue operating the plant. An early shutdown would cause us to lose the economic benefit of an energy
volume equal to close to 50 percent of our total committed supply and we would have to acquire replacement power
resources for approximately 40 percent of our estimated power supply needs. Based on projected market prices as of
December 31, 2007, the incremental replacement cost of lost power, including capacity, is estimated to average $57.7 million
annually. We are not able to predict whether there will be an early shutdown of the Vermont Yankee plant or whether the
PSB would allow timely and full recovery of increased costs related to any such shutdown. However, an early shutdown
could materially impact our financial position and future results of operations if the costs are not recovered in retail rales in a
timely fashion,
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We, Green Mountain Power, the Vermont Public Power Supply Authority and HQ-Production are using a steering committee
structure to develop background materials, terms and supporting actions needed in negotiations for future power purchases
from Hydro-Quebec. We believe there is a high probability that we will have a new contract with Hydro-Quebec, and we
have agreed to target completion of proposed draft terms by the end of 2008, with a proposed contract for review by the PSB
in 2009. We cannot predict whether a contract will ultimately be approved or, if approved, the quantities of power to be
purchased or the price terms of any purchases.

Market Risk: See Item 7A - Quantitative and Qualitative Disclosures About Market Risk.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
judgments that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the
date of the financial statements, and reported amounts of revenues and expenses during the reporting period. We believe that
the areas described below require significant judgment in the application of accounting policy or in making estimates and
assumptions in matters that are inherently uncertain and that may change in subsequent periods.

Regulatory Accounting We prepare our financial statements in accordance with SFAS No. 71, Accounting for the Effects of
Certain Types of Regulation ("SFAS No. 71"} for our regulated business. Regulatory assets or liabilities arise as a result of a
difference between accounting principles generally accepted in the U.S. and the accounting principles imposed by the
regulatory agencies. Generally, regulatory assets represent incurred costs that have been deferred as they are probable of
recovery in future rates. We record regulatory assets before approval for recovery has been received from the regulatory
commission. We must use judgment to conclude that costs deferred as regulatory assets are probable of future recovery. We
base our conclusions on a number of factors such as, but not limited to, changes in the regulatory environment, recent rate
orders issued and the status of any potential new legislation. Regulatory liabilities represent obligations to make refunds to
customers or amounts collected in rates for which the costs have not yet been incurred.

The assumptions and judgments used by regulatory authorities may have an impact on the recovery of costs, the rate of return
on invested capital and the timing and amount of assets to be recovered by rates. A change in these assumptions may have a
material impact on our results of operations. In the event that we determine our regulated business no longer meets the
criteria under SFAS No. 71 and there is not a rate mechanism 1o recover these costs, the impact would, among other things,
result in an extraordinary charge to operations of $16.9 million pre-tax at December 31, 2007. We believe our regulated
operations will be subject to SFAS No. 71 for the foreseeable future.

Revenues Revenues from the sale of electricity to retail customers are based on PSB-approved rates. Our revenues are
recorded when service is rendered or when energy is delivered to customers. We accrue revenue based on estimates of
electric service rendered and unbilled revenue at the end of each accounting period. This unbilled revenue is estimated each
month based on daily generation volumes (territory load), estimated line losses and applicable customer rates. We estimate
line losses at 5 percent. A 1 percent change in line losses would result in a $0.3 million change in revenues. Factors that
could affect the estimate of unbilled revenues are seasonal weather conditions, changes in meter reading schedules, the
number and type of customers scheduled for each meter reading date, estimated customer usage by class, applicable customer
rates and estimated losses of energy during transmission and delivery. Unbilled revenues totaled $17.7 million at December
31, 2007 and $16.7 million at December 31, 2006.

Pension and Postretirement Medical Benefits We adopted FASB Statement No. 158, Employers' Accounting for Defined
Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88. 106, and 132(R} ("SFAS
No. 158") as of December 31, 2006 as required. SFAS No. 158 requires an employer with a defined benefit plan or other
posiretirement plan to recognize an asset or liability on its balance sheet for the overfunded or underfunded status of the plan.

SFAS No. 158 also requires companies with early benefit measurement dates to change their measurement date in 2008 to
correspond with their fiscal year-end and (o record the financial statement impact of the change as an adjustment to retained
earnings. We estimate that changing the annual benefit measurement date from September 30 to December 31 will result in a
pre-tax charge of $1.4 million, of which $0.1 million will be recorded to retained earnings. In our most recent retail rate
proceeding we received approval for recovery of the regulated utility portion of the impact resulting from the change in
measurement date. Accordingly, we will record a regulatory asset of approximately $1.3 million in the first quarter of 2008
that will be amortized over five years, beginning in February 2008.
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We use the fair value method to value all asset classes included in our pension and postretirement medical benefit trust funds.
Assumptions are made regarding the valuation of benefit obligations and performance of plan assets. Delayed recognition of
differences between actual results and those assumed is a required principle of these standards. This approach allows for
systematic recognition of changes in benefit obligations and plan performance over the working lives of the employees who
benefit under the plans. The following assumptions are reviewed annually, with a September 30 measurement date:

Discount Rate: The discount rate is used to record the value of benefits, which are based on future projections, in terms of
today's dollars. The selection methodology used in determining the discount rate includes portfolios of "Aa" bonds; all are
United States issues and non-callable (or callable with make-whole features) and each issue is at least $50.0 million in par
value. As of September 30, 2007, the pension discount rate changed from 5.95 percent to 6.30 percent and the postretirement
medical discount rate changed from 5.80 percent to 6.15 percent.

Expected Return on Plan Assets ("ROA"}: We project the future ROA based principally on historical returns by asset category
and expectations for future returns, based in part on simulated capital market performance over the next 10 years, The
projected future value of assets reduces the benefit obligation a company will record. The expected ROA as of September
30, 2006 and 2007 was 8.25 percent. This rate was used to determine the annual expense for 2007 and will also be used to
determine the 2008 expense,

Rate of Compensation Increase: We project employees’ compensation increases, including annual increases, promotions and
other pay adjustments, based on our expectations for future long-term experience reflecting general trends. This projection is
used to estimate employees' pension benefits at retirement. The projected rate of compensation increase was 4.25 percent as
of September 30, 2006 and 2007.

Health Care Cost Trend: We project expected increases in the cost of health care. For measurement purposes, we assumed a
9.5 percent annual rate of increase in the per capita cost of covered health care benefits for fiscal 2007, for pre-65 and post-63
claims costs. The rate is assumed to decrease 0.5 percent cach year until 2010, and to decrease one percent in each of the
subsequent years until an ultimate trend rate of 5.0 percent is reached in 2013,

Amortization of Gains/(Losses): The assets and liabilities of the pension and postretirement medical benefit plans are affected
by changing market conditions as well as differences between assumed and actual plan experience. Such events result in
gains and losses. Investment gains and losses are deferred and recognized in pension and postretirement medical benefit
costs over a period of years. If, as of the annual measurement date, the plan's unrecognized net gain or loss exceeds 10
percent of the greater of the projected benefit obligation or the market-related value of plan assets, the excess is amortized
over the average remaining service period of active plan participants. This 10-percent corridor method helps to mitigate
volatility of net periodic benefit costs from year to year. Asset gains and losses related to certain asset classes such as equity,
emerging-markets equity, high-yield debt and emerging-markets debt are recognized in the calculation of the market-related
value of assets over a five-year period. The fixed income assets are invested in longer-duration bonds 10 match changes in
plan liabilities. The gains and losses related to this asset class are recognized in the market-related value of assets
immediately. Also see Note 14 - Pension and Postretirement Medical Benefits.

Pension and Postretirement Medical Assumption Sensitivity Analysis Fluctuations in market returns may result in .
increased or decreased pension costs in future periods. The table below shows how, hypothetically, a 235-basis-point change
in discount rate and expected retumn on assets would affect pension costs {dellars in thousands):

15 Basis-point 25 Basis-point
25 Basis-point 15 Basis-point Increase in Decrease in
Increase in Decrease in Expected Return Expected Return
Discount Rate Discount Rate on Assets on Assets
Pension Plan
Effect on projected benefit obligation
as of October 1, 2007 $(1,743) $1,620 - -
Effect on 2007 net period benefit cost $(202) $210 $(204) $204
Other Postretirement Medical Benefit Plans
Effect on accumulated postretirement i
benefit obligation as of October 1, 2007 $(655) $671 - -
Effect on 2007 net periodic benefit cost 3(69) $73 $(28) 528
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Derivative Financial Instruments We account for various power contracts as derivatives under the provisions of SFAS No.
133, Accounting for Derivative Instruments and Hedging Activities, as amended and interpreted and SFAS No. 149,
Amendment of Statement 133 Derivative Instruments and Hedging Activities, (collectively "SFAS No. 133"). These
statements require that derivatives be recorded on the balance sheet at fair value. We estimate the fair value based on the best
market information available including valuation models that estimate future energy prices based on existing market and
broker quotes, supply and market data and other assumptions. Fair value estimates involve uncertainties and matters of
significant judgment. These uncertainties include projections of macroeconomic trends and future energy prices, including
supply and demand levels and future price volatility. Based on a PSB-approved Accounting Order, we record the change in
fair value of power contract derivatives as deferred charges or deferred credits on the balance sheet, depending on whether
the fair value is an unrealized loss or gain. The corresponding offsets are recorded as current and long-term assets or
liabilities depending on the duration.

During 2007, we entered into several forward power contracts that are derivatives. At December 31, 2007, the estimated fair
value of all power contract derivatives was a net unrealized loss of $7.1 million ($7.8 million unrealized loss and $0.7 million
unrealized gain). At December 31, 2006, the estimated fair value of power contract derivatives was an unrealized loss of
$8.0 million. We estimate that a 10 percent increase in market prices would increase the net unrealized loss by $7.2 million,
and a 10 percent decrease would decrease it by $5.4 million. Also see Item 7A - Quantitative and Qualitative Disclosures
About Market Risk.

We are able to economically hedge our exposure to congestion charges that result from constraints on the transmission
systemn with Financial Transmission Rights ("FTRs"). FTRs are awarded to the successful bidders in periodic auctions
administered by ISO-New England, in which we participate. We have determined that FTRs are derivatives. The estimated
fair value of FTRs that we held at December 31, 2007 and December 31, 2006 was zero since their auction clearing prices
approximated fair value. We account for FTRs in the month that they settle in ISO-New England; these are included in
Purchased Power on the Consolidated Statements of Income.

Environmental Reserves Environmental reserves are estimated and accrued using a probabilistic model when assessments
indicate that it is probable that a liability has been incurred and an amount can be reasonably estimated. Our environmental
reserve is for three sites in various stages of remediation. Qur cost estimates for two of the sites are based on engineering
evaluations of possible remediation scenarios and a Monte Carlo simulation. The liability estimate includes costs for
remediation, monitoring and other future activities. At December 31, 2007, our reserve for the three sites was $1.9 million,
It was $2.1 million at December 31, 2006. These estimates are based on currently available information from presently
enacted state and federal environmental laws and regulations. The estimates are subject to revisions in future periods based
on actual costs or new information concerning either the level of contamination at the site or newly enacted laws and
regulations.

Reserve for Loss on Power Contract At December 31, 2007, we had a $9.6 million ($10.8 million at December 31, 2006)
reserve for loss on a power contract, which relates to a terminated power contract resulting from the 2005 sale of a
subsidiary's franchise. The loss represents our best estimate of the future sales revenue, in the wholesale market, and the cost
of purchased power obligations. We base our calculation on assumptions about future power prices, the reallocation of
power from the state-appointed purchasing agent and future load growth. We assess the carrying value of the liability
regularly and continue to amortize the amount reserved on a straight line basis.

Income Taxes We adopted FIN 48 on January 1, 2007 as required. 1t did not have a material impact on our results of
operations or statement of financial position. FIN 48 clarifies the methodology to be used in estimating and reporting
amounts associated with uncertain tax positions, including interest and penalties. The application of income tax law is
complex and we are required to make many subjective assumptions and judgments regarding our income tax exposures.
Changes in our subjective assumptions and judgments can materially affect amounts recognized on the income statement,
balance sheet and statement of cash flows.
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RESULTS OF OPERATIONS
The following is a detailed discussion of the results of operations for the past three years. This should be read in conjunction
with the consolidated financial statements and accompanying notes included in this report.

Consolidated Summary Consolidated net income for the past three years follows (dollars in thousands, except earnings
per share):

2007 2006 2005
Income from continuing operations $15,804 $18,101 1,410
Income from discontinued operations - 25] 4,936
Net Income $15804  $183%2 $6,346
Earnings per share - basic:
Eamings from continuing operations 51.52 $1.65 $0.09
Earnings from discontinued operations - _0.02 _0.40
Eamnings per share 8152 $1.67 $0.49
Earnings per share - diluted:
Earnings from continuing operations $1.49 $1.04 $0.08
Earnings from discontinued operations - _0.02 _0.40
Earnings per share $1.49 $1.66 $0.48

The tables that follow provide a reconciliation of the primary year-over-year variances in diluted earnings per share for 2007
versus 2006 and 2006 versus 20035.

2007 vs. 2006

2006 Earnings per diluted share $1.66

Year-over-Year Effects on Earnings (a):
Higher retail revenues - 4,07 percent rate increase Jan. 1, 2007 62
Higher retail revenues - primarily volume 34
Lower purchased power expense 49
Higher equity in eamings 19
Lower resale sales revenue (8D
Higher maintenance costs - primarily 2007 major storms (.33)
Higher transmission costs (:37)
2006 decrease in environmental reserves (.09
Other (21)

2007 Earnings per diluted share 3149

(a) The favorable impact of the April 2006 stock buyback is included in the individual EPS
variances and not shown separately in the table above.
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2006 vs, 2005

2005 Earnings per diluted share 5.48

Year-over-Year Effects on Earnings:
Higher resale sales revenue .60
Higher equity in earnings - primarily Transco 10
Decrease in environmental reserves .09
Higher CRC earnings .06
Other variances (a) (.03)
Lower retail sales {(a) (17
Higher employee-retated costs (22)
Discontinued operations (.38)
Net impact of first-quarter 2005 Rate Order charges 91
Impact of 2006 stock buyback (b) _.22

2006 Earnings per diluted share $1.66

(a) Excluding 2005 Rate Order charges listed separately.
(b) Reflects the impact of the April 2006 stock buyback, which decreased common shares
outstanding by about 18 percent.

Consolidated Income Statement Discussion The following includes a more detailed discussion of the components
of our Consoclidated Statements of income and related year-over-year variances.

Operating Revenues The majority of operating revenues is generated through retail electric sales. Retail sales are affected
by weather and economic conditions since these factors influence customer use. Resale sales represent the sale of power into
the wholesale market normally sourced from owned and purchased power supply that is in excess of that needed by our retail
customers. The amount of resale revenue is affected by the availability of excess power for resale, the types of sales we enter
into and the contract price for those sales. Operating revenues and related mWh sales are summarized below.

Revenue ( dollars in thousands) mWh Sales
2007 2006 2005 2007 2006 2005
Residential $136,359 $124,520 5127138 1,003,055 959,455 978,164
Commercial 107,556 103,432 105,363 885,713 888,537 902,062
Industrial 36,064 35,052 33,873 425,356 430,348 414,341
Other 1,840 1,768 1618 6,250 6,125 5.535
Retail sales 281,819 264,772 267,992 2,320,374 2,284,465 2,300,102
Resale sales 38,935 53149 41,457 697,749 1.031.171 662.570
Retail customer refund - - (6,194) - - -
Provision for rate refund (747) - - - - -
Other operating revenues 9,100 7.817 8.104 - - -
Total operating revenues $329,107, $325,738 $311,359 3,018,123 2,962,672

The average number of retail customers is summarized below:

2007 2006 2005

Residential 135,591 131,483 129,943
Commercial 22,106 21,506 21,034
Industrial 37 35 36
Other 175 173 171
Total 157,909 153,197 151,184
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Comparative changes in operating revenues are summarized betow (dollars in thousands}:

2007 vs, 2006 2006 vs. 2005

Retail sales:
Volume (mWh) $4,960 $(2,530)
Average price due to customer sales mix 1,124 1,164
Average price due to rate increase - Januvary 1, 2007 10,963 -
Average price due 10 rate reduction - April 1, 2005 - (1,854}
Subtotal 17,047 (3,220}
Resale sales (14,214) 11,692
Retail customer refund - 6,194
Provision for rate refund (747) -
Other operating revenues 1,283 (287)
Increase in operating revenues 53360 514379

2007 vs. 2006
Operating revenues increased $3.4 million, or 1.0 percent, due to the following factors:

Retail sales increased $17.0 million resulting from a 4.07 percent rate increase as of January 1, 2007 and higher
residential sales volume. Retail sales volume increased during 2007 largely due to an increase in the number of
residential customers resulting from small service territory acquisitions in the second half of 2006 and customer growth
in our service territory. Colder weather in the winter months in 2007 also contributed to increased retail sales volume.
Customer sales mix increased average prices on retail sales because the unit price for residential sales is higher than
those of other customer classes.

Resale sales decreased $14.2 million resulting from less excess power available for resale. The decrease in excess power
available for resale resulted from second quarter 2007 scheduled refueling outages at Vermont Yankee and Millstone
Unit #3, decreased Vermont Yankee purchases due to a derate and unplanned outage during the third quarter of 2607,
and lower output from our hydro facilities and from Independent Power Producers due to less rainfall compared to 2006.
The increase in retail sales volume also reduced the power available for resale, Additionally, 2006 included
approximately $8.4 million of Vermont Yankee uprate energy that was resold as described in Purchased Power below.
This power was resold at the same prices that we paid for it.

The provision for rate refund decreased revenue by $0.7 million. This amount was included in the 4.07 percent rate
increase and is to be refunded to customers because the PSB disallowed our request to recover $1.5 million over two
years for Vermont Yankee 20035 incremental refueling costs.

Other operating revenues increased $1.3 million largely from the sale of additional transmission capacity on our share of
Phase I/l transmission facility rights, offset by revenue for storm restoration performed for other utilities in 2006.

2006 vs. 2005
Operating revenues increased $14.4 million, or 4.6 percent, due o the fellowing factors:

Retail sales decreased $3.2 million due to lower customer use and a 2.75 percent rate reduction that began in April 2005,
partly offset by higher average prices resulting from customer sales mix. Retail customers used less power due to milder
winter and summer weather compared to 2005.

Resale sales increased $11.7 million due to an increased volume of power that was not needed to serve retail customers.
The largest increase in available energy for resale resulted from additional Vermont Yankee plant uprate power that we
were required to purchasé at market rates. We also had more available for resale due to the following factors: 1) more
deliveries under the long-term contract with Hydro-Quebec; 2) increased output from the Vermont Yankee plant
(excluding additional uprate power); 3) increased output from our hydro facilities and from Independent Power
Producers due to heavy rainfall in 2006 compared to prior years; and 4) increased output from our jointly owned
generating units largely due to Millstone Unit #3, which operated at close to 100 percent capacity in 2006 while it was
idle for over a month in 2005 due primarily to a refueling outage in the fourth quarter of 2003, As described in
Purchased Power below, revenue associated with resale sales was largely offset by the cost of the power.

A $6.2 million customer refund in 2005 resulted in a favorable variance when comparing 2006 versus 2005.

Other operating revenues decreased $0.3 million due to lower transmission revenue, partly offset by third-party billings
associated with storm restoration performed for other utilities and lower reserves for pole attachments based on the
fourth-quarter 2006 settlement of a tariff dispute.
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Operating Expenses The variances in income statement line items that comprise operating expenses on the Consolidated
Statements of Income are described below (dollars in thousands).

2007 over/(under) 2006 2006 over/(under) 2005
Total Variance Percent Total Variance  Percent

Purchased power - affiliates and other $(8,726) (5.1) $(2,195) (1.3)
Production 1,972 20.1 (844) (8.0)
Transmission - affiliates 3,970 * (1,518) (56.4)
Transmission - other 2,605 18.7 674 5.1
Other operation 4,715 9.8 (7,909) (14.0)
Maintenance 5,898 26.8 2,014 10.1
Depreciation (1,281) {7.8) 123 0.8
Taxes other than income 782 5.4 446 3.2
Income tax expense (benefit) (3,278 (38.3) 10,833 *
Total operating expenses 36,717 22 $1.624 0.5

* variance exceeds 100 percent

Purchased Power - affiliates and other: Power purchases make up approximately 50 percent of total operating expenses.
Most of these purchases are made under long-term contracts. These contracts and other power supply matters are discussed
in more detail in Power Supply Matters below. Purchased power expense and velume are summarized below:

Purchases (dotlars in thousands) mWh Purchases
2007 2006 2005 2007 2006 2005
VYNPFC (a) ] $56,283 $70,592 $57,266 1,361,754 1,689,390 1,430,155
Hydro-Quebec 64,869 64,297 58,377 998,411 998,365 832,357
Independent Power Producers 22,796 23,998 19.676 176,169 198,735 160,396
Subtotal long-term contracts 143,948 158,887 135,319 2,536,334 2,886,490 2,422,908
Other purchases 16,018 5,525 31,296 219,186 90,440 264,330
SFAS No. 5 loss amortizations (1,196) (1,196} (1,196) - - -
Maine Yankee, Connecticut
Yankee and Yankee Atomic (a) 2,588 5,412 5,003 - - -
2005 Rate Order - - 2,441 - - -
QOther (636) 820 (1,220) - - -
Total purchased power 8160,722.  $169448  $171.643 2,755,520 2,976,930 2,687,238

(a) Purchased power transactions with affiliates. Amounts shown in the table above are shown net of regulatory amortizations
and deferrals including eur share of VYNPC nuclear insurance settlements that we defer per a PSB Order.

Comparative changes in purchased power expense are summarized below (dollars in thousands):

2007 vs. 2006 2006 vs. 2005

VYNPC $(14,309) £13,326
Hydro-Quebec 572 5,920
Independent Power Producers (1,202) 4,322
Subtotal long-term contracts (14,939 23,568
Other purchases 10,493 {25,771)
Nuclear decommissioning costs (2,824) 409
2005 Rate Order - (2,441)
Other (1,456} 2.040
{Decrease) Increase in purchased power 3(8,726) $(2,195)

2007 vs. 2006
Purchased power expense decreased $8.7 million, or 5.1 percent, due to the following factors:
®  Purchased power costs under long-term contracts decreased $14.9 million in 2007 largely resulting from decreased
Vermont Yankee plant output we purchase under the long-term power contract ("PPA") with Vermont Yankee Nuclear
Power Corporation ("VYNPC"). The Verment Yankee plant produced less power in 2007 due to a second-quarter
scheduled refueling outage and a third quarter derate and unplanned outage. Also in 2006 we were required to
purchase additional Vermont Yankee uprate power at market prices. That power was resold in the wholesale energy

Page 28 of 104




markets as described in Revenue above. Purchases from Independent Power Producers, most of which are hydro
facilities, decreased resulting from less rainfall, partly offset by an increase in average rates. Purchases from Hydro-
Quebec increased during 2007 resulting from an increase in the average energy price.

®  Qther purchases increased $10.5 million in 2007 resulting from replacement energy purchased during the Vermont
Yankee outages and derate described above.

®  Nuclear decommissioning costs are associated with our ownership interests in Maine Yankee, Connecticut Yankee and
Yankee Atamic, These costs decreased $2.8 million in 2007 due to lower collection schedules for Connecticut Yankee
and Yankee Atomic. Decommissioning activities were completed at both plants during 2007. Maine Yankee
decommissioning activity was completed in 2006.

®  Other costs decreased $1.5 million principally due to a net accounting deferral in 2007 versus amortizations in 2006
for Millstone Unit #3 scheduled refueling outages. Based on approved regulatory accounting treatment, we defer the
cost of incremental replacement energy costs of scheduled refueling outages, and amortize those costs through the next
scheduled refueling outage, which typically spans an 18-month period. The last refueling outage at Millstone Unit #3
occurred in April and May 2007.

2006 vs. 2003
Purchased power expense decreased $2.2 million, or 1 percent, due to the following factors:

®  Long-term contract purchases increased $23.6 mitlion resulting from: 1) increased purchases under the PPA due to
higher plant cutput including $8.4 million for additional plant uprate power that we were required to purchase at
market prices and $4.9 million for higher plant output because the plant operated all year in 2006 but had a three-week
refueling outage in the fourth quarter of 2005; 2) more deliveries under the VJO contract with Hydro-Quebec resulting
from a change in the capacity factor from 65 percent to 80 percent for the contract year beginning November 1, 2005;
and 3) more rainfall in 2006 versus 2005, which increased output from Independent Power Producers.

®  Other purchases decreased $25.7 million because more power was available from long-term contract sources as
described above and our owned sources. While there was no Vermont Yankee plant outage during 2006, we
purchased high-cost replacement energy during the fourth quarter 2005 scheduled refueling outage.

®*  Nuclear decommissioning costs increased $0.4 million as a result of updated forecasts of decommissioning and other
costs associated with these plants.

"  Accounting entries associated with the 2005 Rate Order increased power costs by $2.5 million in 2005 with no
comparable charges in 2006.

®  QOther power costs increased $2.0 million principally due to regulatory amortizations for Millstone Unit #3's scheduled
refueling outages versus a net deferral in 20035,

Production: These costs represent the cost of fuel, operation and maintenance, property insurance, and property tax for our
wholly and jointly owned production units.

The incrense of $2.0 million for 2007 versus 2006 resulted primarily from premium expense of $1.3 million for Vermont
Yankee outage insurance. This amount was amortized over 12 months beginning January 1, 2007. Fuel costs also increased
$0.5 million. The variance for 2006 versus 2005 was not significant.

Transmission - affiliates: These expenses represent our share of the net cost of service of Transco as well as some direct
charges for facilities that we rent. Transco allocates its monthly cost of service through the Vermont Transmission
Agreement ("VTA"), net of NEPOOL Open Access Transmission Tariff ("NOATT") reimbursements and certain direct
charges. The NOATT is the mechanism through which the costs of New England's high-voltage (so-called PTF)
transmission facilities are collected from load-serving entities using the system and redistributed to the owners of the
facilities, including Transco.

The increase of $4.0 million for 2007 versus 2006 is mostly due to higher rates, and lower reimbursements under NOATT.
In 2006 transmission expenses from Transco decreased $1.5 million. This decrease was primarily due to third quarter 2006
NOATT reimbursements to Transco that were higher than its cost of service, partly due to the inclusion of the Northwest
Reliability Project in reimbursements. Our share amounted to a $2.0 million reimbursement, which was recorded as a
reduction in transmission expense for the third quarter of 2006.
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Transmission - other: The majority of these expenses are for purchases of regional transmission service under the NOATT
and charges for the Phase | and II transmission facilities. The increase of $2.6 million for 2007 versus 2006 primarily
resulted from higher rates and overall transmission expansion in New England, partially offset by lower depreciation expense
because the Phase | facility was fully depreciated in 2006. Other transmission expenses increased $0.7 million in 2006
versus 2005 due to a large increase in the NOATT rate starting in July 2006.

Other operation: These expenses are related to operating activities such as custemer accounting, customer service,
administrative and general activities, regulatory deferrals and amortizations, and other operating costs incurred to support our
core business. The increase of $4.8 million for 2007 versus 2006 resulted from: 1) a third-quarter 2006 reduction in
environmental reserves based on revised cost estimates; 2) higher bad debt expense related to a customer bankruptcy and, in
2006, recovery of a previous charge-off; and 3) higher other costs, including professional services. These were partially
offset by lower pension and postretirement medical costs primarily due to additional contributions to the trust funds in March
2006, and lower external audit fees.

The $7.9 million decrease in 2006 versus 2005 primarily resulted from: 1) a $4.3 million increase in employee-related costs
including pension, active and retiree medical, incentive compensation and the expected medical costs of long-term disability
claims; 2} a $1.0 million increase in fees for professional services including external audit fees driven by Sarbanes-Oxley
compliance and other contractor fees, partially offset by bondhelder consent fees in 2005; and 3) a $0.7 million increase in
customer accounting due principally to a customer bankruptey; partially oftset by 4) a $1.6 million third-quarter 20086
reduction in environmental reserves based on revised cost estimates; 5} a $10.7 million charge due to the March 2005 Rate
Order from a revised calculation of overearnings for 2001 - 2003 and the 2004 gain resulting from termination of the power
contract with Connecticut Valley; and 6) a $1.6 million decrease in net regulatory amortizations beginning in April 2005 per
the March 2005 Rate Order, including deferrals of $0.7 million to match tree trimming and pole treating expenses with
amounts currently recovered in rates.

Maintenance: These expenses are associated with maintaining our electric distribution system and include costs of our
jointly owned generating and transmission facilities. The increase of $5.9 million for 2007 versus 2006 was primarily related
to storm restoration costs from a major storm in April 2007 and storms in August 2007,

The increase of $2.0 millien for 2006 versus 2005 resulted primarily from a $1.0 million increase in contractor costs for tree
trimming, a $0.4 million increase in storm restoration costs, and a $0.6 million increase in other maintenance costs including
stockroom maintenance and minor inventory items. Pursuant to the March 2005 Rate Order, beginning April 1, 2005, any
differences between actual tree trimming costs and amounts included for recovery in retail rates are being deferred until our
next rate proceeding. Therefore, the higher tree-trimming costs in 2006 were partially offset by the favorable impact of
regulatory amortizations included in other operation above,

Depreciation: We use the straight-line remaining-life method of depreciation. The $1.3 million decrease for 2007 versus
2006 was due to lower rates resulting from a depreciation study, and the license extension of our joinily owned nuclear plant,
Millstone Unit #3. There was no significant variance for 2006 versus 2005.

Taxes other than income: This is related primarily to property taxes and payroil taxes. There was no significant variance for
2007 versus 2006 or for 2006 versus 2005.

{ncome tax expense (benefit); Federal and state income taxes fluctuate with the level of pre-tax earnings in relation to
permanent differences, tax credits, tax settlements and changes in valuation allowances for the periods. The effective
combined federal and state income tax rate was 29.9 percent for 2007, 35.6 percent for 2006 and 309.8 percent for 2005. The
effective tax rate increased significantly in 2005 because we had a pre-tax loss of $0.7 million from continuing operations.
On June 7, 2004, the State of Vermont enacted legislation that reduced the state income tax rate from 9.75 percent to 8.9
percent effective January 1, 2006, and from 8.9 percent to 8.5 percent effective January 1, 2007.
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Other Income and Other Deductions These items are related to the non-operating activities of our utility business and the
operaling and non-operating activities of our non-regulated businesses through CRC. CRC's eamnings were $0.5 million in
2007, $0.8 million in 2006 and $0.1 million in 2005. The variances in income statement line items that comprise other
income and other deductions on the Consolidated Statements of Income are shown in the table below (dollars in thousands).

2007 over/(under) 2006 2006 over/(under) 2005
Total Variance Percent Total Variance  Percent

Equity in earnings of affiliates $3,190 98.5 $1,371 73.4
Allowance for equity funds during construction (X))} (60.8) 4] 51.9
Other income {1,674) (30.5) 1,366 332
Other deductions (80) 33 1,151 (32.4)
Income tax expense (21) 1.5 (1,255) *
Total other income and deductions 31,342 268 $2.674 *

* variance exceeds 100 percent

Equity in earnings of affiliates: These eamings are related to our equity investments including VELCO, Transco and
VYNPC. The increase of $3.2 million for 2007 versus 2006 results principally frem our 2006 investment in Transco. The
$1.4 million increase for 2006 versus 2005 also resulted principally from investments that we made in Transco in 2006.

Other income: The decrease of $1.7 million for 2007 versus 2006 resulted primarily from a $1.3 million decrease in interest
on temporary investments due to a lower portfolio balance resulting from the stock-buyback in 2006, and a $0.3 million gain
on the sale of non-utility property in 2006.

The increase of $1.4 million for 2006 versus 2003 is primarily due to a $0.6 million increase in interest income from interest
earned on the Catamount sale proceeds and a $0.3 million increase in gain on sales of non-utility property, partially offset by
a $0.3 million decrease in interest on temporary investments resulting from lower cash balances.

Other Deductions: These items include supplemental retirement benefits and insurance, including changes in the cash
surrender value of life insurance policies, non-utility expenses relating to rental water heaters, and miscellaneous other
deductions. There were no significant variances for 2007 versus 2006.

Other deductions decreased $1.2 million for 2006 versus 2005 primarily due to a $0.4 million increase in 2005 impaimments
and realized losses asseciated with certain available-for-sale debt securities that were sold earlier than planned.

Benefit (expense) for income taxes: Federal and state income taxes fluctuate with the level of pre-tax earnings in relation to
permanent differences, tax credits, tax settlements and changes in valuation allowances for the periods.

Interest Expense Interest expense includes interest on long-term debt, dividends associated with preferred stock subject to
mandatory redemption, and interest on notes payable and the credit facility. The variances in income statement line items

that comprise interest expense on the Consolidated Statements of Income are shown in the table below (dollars in thousands).

2007 over/(under) 2006 2006 over/(under) 2005

Total Variance Percent Total Variance Percent
Interest on long-term debt 51 0.0 - 0.0
Other interest 270 25.1 (1,249) (53.8)
Allowance for borrowed funds during construction _20 (51.3) (13 50.0
Total interest expense ' $291_ 35 $(1,262) (13.3)

Other interest expense: The increase of $0.3 million for 2007 versus 2006 was principally due to regulatory carrying costs
associated with an environmental reserve. The decrease of $1.2 million for 2006 versus 2005 included first-quarter 2005
charges of $1.2 million for carrying costs associated with the recalculation of overearnings for 2001 - 2003 per the March
2005 Rate Order.

Discontinued Operations Discontinued operations are associated with the December 20035 sale of Catamount Energy.
Income from discontinued operations was zero in 2007, $0.3 million in 2006 and $4.9 million in 2005. Income in 2005
included a $5.6 million after-tax gain from the sale.
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POWER SUPPLY MATTERS

Securces of Energy Our power supply portfolio includes a mix of base load and dispatchable resources. These sources are
used to serve our retail clectric load requirements plus any wholesale obligations into which we enter. We manage our power
supply portfolio by attempting to optimize the use of these resources, and through wholesale sales and purchases o create a
balance between our power supplies and Joad obligations.

Our current power forecast shows energy purchase and production amounts in excess of load obligations through 2011. Due
to the forecasted excess, we enier into fixed-price forward sale transactions to reduce price {revenue) volatility in order to
help stabilize our net power costs. We have entered into several forward sale contracts since January 1, 2007. The contracts
vary from one to eight months with volumes from 10 MW to 65 MW depending upon our forecast energy excesses in the on-
peak and off-peak periods of each month. Some of the contracts are contingent on Vermont Yankee plant output, eliminating
the risks related to sourcing the sale if Vermont Yankee is not operating. Others are firm, thus potentially exposing us to the
risk of market price volatility if we are not able to source the contracts with existing resources, Our main supply risk is with
Vermoat Yankee, and we have outage insurance through December 2008 to mitigate the market price risk during an
unplanned outage through that time. In June 2007, we also entered into a forward contract for the purchase of replacement
power during the scheduled Vermont Yankee plant outage in late 2008.

A breakdown of energy sources during the past three years follows.

2007 2006 2005
Nuclear 48% 54% 51%
Hydro 39% 38% 35%
Qil and wood 6% 5% 5%
Other 7% _3% _ 9%
Total 100% 100% 100%

The following is a discussion of our primary sources of energy.

Vermont Yankee: We are purchasing our entitlement share of Vermont Yankee plant output under the terms of the PPA
between ENVY and VYNPC. One remaining secondary purchaser continues to receive a small percentage (less than 0.2
percent) of our entitlement. An uprate in 2006 increased the plant's operating capacity by approximately 20 percent. The
plant shuts down for about one month every 18 months for maintenance and to insert new fuel into the reactor. We normally
purchase replacement energy in the wholesale markets in New England during the scheduled outages.

Prices under the PPA increase $1 per megawatt-hour each calendar year, from $41 in 2008 to $45 in 2012. The PPA contains
a provision known as the "low market adjuster”, which calls for a downward adjustment in the contract price if market prices
for electricity fall by defined amounts. If market prices rise, however, PPA prices are not adjusted upward in excess of the
PPA price. Estimated annual purchases are expected to range from $39.3 million to $69.1 million for 2008 through 2011,
and $17.5 million for 2012 when the contract expires. These estimates are based on projected mWh purchase volumes at
PPA rates, plus estimates of VYNPC costs, primarily net interest expense and the cost of capital. Actual amounts may differ,

While the Vermont Yankee plant has an excellent operating record, future unscheduied outages or reduced output could
occur at times when replacement energy costs are above the PPA rates. We have forced outage insurance to cover additional
costs, if any, of obtaining replacement power if the plant experiences unplanned outages between January 1 and December
31, 2008. The coverage applies to unplanned outages of up to 30 consecutive calendar days per outage event. The total
maximum coverage is $12.0 million, with a $1.2 million deductible, We had similar coverage in place for 2007 (total
maximum coverage of $10.0 million with a $1.0 million deductible). There was a two-day unplanned outage at the plant in
the third quarter of 2007 but no claims were made under the insurance contract because the incremental replacement power
cost was below the deductibie.

The PPA between ENVY and VYNPC contains a formula for detenmining the VYNPC power entitlement following the
uprate. VYNPC and ENVY are seeking to resolve certain differences in the interpretation of the formula, At issue is how
much capacity and energy VYNPC Sponsors receive under the PPA following the uprate, Based on VYNPC's calculations
the VYNPC Sponsors should be entitled to slightly more capacity and energy than they are currently receiving under the
PPA. We cannot predict the outcome of this matter at this time.
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Hydro Quebec: We are purchasing power from Hydro-Quebec under the Vermont Joint Owners ("VJQO"} Power Contract.
The VIO is a group of Vermont electric companies, municipal utilities and cooperatives, including us. There are specific
contractual provisions that provide that in the event any VJO member fails to meet its obligation under the contract, the
remaining VJO participants will "step-up" to the defaulting party's share on a pro-rata basis. We are not aware of any
instance where this provision has been invoked by Hydro-Quebec.

Based on sellback contracts that were negotiated in the early phase of the VIO Power Contract, Hydro-Quebec obtained two
options. The first gives Hydro-Quebec the right, upon four years' written notice, to reduce capacity deliveries by 50 MW,
including the use of a like amount of our Phase I/II transmission facility rights. The second gives Hydro-Quebec the right,
upon one year's written notice, to curtail energy deliveries in a contract year (12 months beginning November 1) from an
annual capacity factor of 75 to 50 percent due to adverse hydraulic conditions as measured at certain metering stations on
unregulated rivers in Quebec. This second option can be exercised five times through October 2015. Hydro-Quebec has not
yet exercised these options.

Under the VJO Power Contract, the VJO and Hydro-Quebec had elections to change the annual load factor. Hydro-Quebec
and the VJO have used all of their elections. Based on elections made by the VJO in 2006 and 2005, the toad factor was at
80 percent for the contract years beginning November 1, 2006 and 2005. As of November 1, 2007, the annual load factor is
75 percent for the remainder of the contract, unless the contract is changed or there is a reduction due to the adverse hydraulic
conditions described above, Estimated annual purchases are expected to range from $62.6 million to $67.5 million for 2008
through 2012. These estimates are based on certain assumptions including availability of the transmission system and
scheduled deliveries, so actual amounts may differ.

Independent Power Producers: We purchase power from a number of Independent Power Producers that own qualifying
facilities under the Public Utility Regulatory Policies Act of 1978. These qualifying facilities produce energy primarily using
hydroelectric and biomass generation. Most of the power comes through a state-appointed purchasing agent that allocates
power to all Vermont utilities under PSB rules. Estimated annual purchases are expected to range from $21.7 million to
$22.5 million for the years 2008 through 2012. These estimates are based on assumptions regarding average weather
conditions and other factors affecting generating unit cutput, so actual amounts may differ,

Wholly owned hydro and thermal: Our wholly owned plants are located in Vermont, and have a combined nameplate
capacity of about 74.2 MW. We operate all of these plants, which include: 1) 20 hydroelectric generating facilities with
nameplate capacities ranging from a low of 0.3 MW to a high of 7.5 MW, for an aggregate nameplate capacity of 45.3 MW,
2) two oil-fired gas turbines with a combined nameplate capacity of 26.5 MW, and 3) one diesel peaking unit with a
nameplate capacity of 2.4 MW, which is currently in a deactivated status.

Jointly owned units: Our jointly owned units include: 1) a 1.7303 percent interest in Unit #3 of the Millstone Nuclear Power
Staiion, a 1,155 MW nuclear gencrating facility; 2) a 20 percent interest in Joseph C. McNeil, a 54 MW wood-, gas- and oil-
tired unit; and 3} a 1.7769 pereent joint-ownership in Wyman #4, a 609 MW oil-fired unit, We account for these units on a
proportionate consolidated basis using our ownership interest in each facility. Therefore, our share of the assets, liabilities
and operating expenses of each facility are included in the corresponding accounts in our consotidated financial statements.

Dominion Nuclear Connecticut ("DNC") is the lead owner of Millstone Unit #3 with about 93.4707 percent of the plant joint-
ownetship. The plant's operating license has been extended from November 2025 to November 2045, We have an external
trust dedicated to funding our share of future decommissioning costs, but we have suspended contributions to the Millstone
Unit #3 Trust Fund because the minimum NRC funding requirements are being met or exceeded. 1f a need for additional
decommissioning funding is necessary, we will be obligated to resume centributions te the Trust Fund.

In October 2007, DNC filed an application with the NRC for a 7 percent uprate at Millstone Unit #3. If approved, we will be
responsible for our share of the costs for the uprate and will receive our share of additional power from the uprate. The

plant’s next refueling outage is scheduled for the fall of 2008. During that outage, DNC plans to repair cracks that have been
identified in the high-pressure turbines. Based on DNC's estimated repair costs, we do not expect our share of the costs to be .
material.
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In January 2004, DNC filed, on behalf of itself and the two minority owners, including us, a lawsuit against the Department
of Energy ("DOE"} seeking recovery of costs related 1o storage of spent nuclear fuel arising from the failure of the DOE to
comply with its obligations to commence accepting such fuel in 1998. A trial is expected to be held in August 2008. We
continue to pay our share of the DOE Spent Fuel assessment expenses levied on actual generation and will share in recovery
from the tawsuit, if any, in proportion to our ownership interest.

Other: Other sources of energy are largely related to short-term purchases from third parties in New England and the
wholesale markets in 1SO-New England. On an hourly basis, power is sold or bought through ISO-New England to balance
our resource output and load requirements through the normal settlement process. On a monthly basis, we aggregate hourly
sales and purchases and record them as operating revenues or purchased power, respectively. We are also charged for a
number of ancillary services through [SO-New England, including costs for congestion, line losses, reserves and regulation
that vary in part due to changes in the price of energy. The method for settling the cost of congestion and other ancillary
services is administered by ISO-New England and is subject to change. Congestion and loss charges represent the cost of
delivering energy to customers and reflect energy prices, customer demand, and the demands on transmission and generation
resources.

In December 2006, [SO-New England implemented a new market mechanism referred to as the Forward Capacity Market
("FCM") to compensate owners of new and existing generation capacity, including demand reduction. 1SO-New England
believes that higher capacity payments in constrained areas will encourage the development of new generation where needed.
Capacity requirements for load-serving entities, including us, are based on each entity's proportionate share of [SO-New
England's prior year coincident peak demand. Based on specified rates through May 2010, we expect net FCM charges of
approximately $1.5 million or more in 2008 and 2009,

We continue to monitor potential changes to the rules in the wholesale energy markets in New England. Such changes could
have a material impact on power supply costs.

Decommissioned Nuclear Plants We own, through equity investments, 2 percent of Maine Yankee, 2 percent of
Connecticut Yankee and 3.5 percent of Yankee Atomic. As of December 31, 2007, all three have completed
decommissioning activities and their operating licenses have been amended to operation of Independent Spent Fuel Storage
Installation. They remain separately responsible for safe storage of each plant's spent nuclear fuel and waste at the sites until
the DOE meets its obligation to remove the material from the site or until some other suitable storage arrangement can be
developed. All three collect decommissioning and closure costs through FERC-approved wholesale rates charged under
power purchase agreements with several New England utilities, including us. We belicve, based on historical rate recovery,
our share of decommissioning and closure costs for each plant will continue to be recovered through the regulatory process.
However, if the FERC disallows recovery of any of their costs, there is a risk that the PSB would disallow recovery of our
share in retail rates.

Based on estimates from Maine Yankee, Connecticut Yankee and Yankee Atomic as of December 31, 2007, the total
rernaining approximate cost for decommissioning and other costs of each plant is as follows: $100.5 million for Maine
Yankee, $350.1 million for Connecticut Yankee and $82.3 million for Yankee Atomic. Our share of the remaining
obligations amounts to $2.0 million for Maine Yankee, $7.0 million for Connecticut Yankee and $2.9 million for Yankee
Atomic. These estimates may be revised from time to time based on information available regarding future costs.

On Qctober 4, 2006, the U.S. Court of Federal Claims issued a judgment in a spent nuclear fuel litigation, in the amounts of
$34.2 million, $32.9 mitlion and $75.8 million for Maine Yankee, Connecticut Yankee and Yankee Atomic, respectively, for
years prior to 2002 for Maine Yankee, and 2001 for Connecticut Yankee and Yankee Atomic. This judgment in favor of
these companies relates to the alleged failure of the DOE to provide for a permanent facility to store spent nuclear fuel. On
December 4, 2006, the DOE filed its notice of appeal of the trial court's decision, As a result, none of the companies have
recognized the damage awards on their books. On December 14, 2007, all three companies filed complaints against the DOE
seeking damages starting from 2002 for Maine Yankee, and 2001 for Connecticut Yankee and Yankee Atomic, through a
future trial date. We cannot predict the ultimate outcome of this decision on appeal or the subsequent complaints.
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TRANSMISSION MATTERS

As a load-serving entity, we are required to share the costs related to the region's high-voltage transmission system through
payments made under the NEPOOL Open Access Transmission Tariff ("NOATT"). Our allocation of NOATT costs, based
on our percentage of network load, is a small fraction of New England’s obligation. While this regional cost-sharing approach
reduces our costs related to qualifying Verment transmission upgrades, we pay a share of the costs for new and existing
NOATT-qualifying facilities located elsewhere in New England.

There are a number of major transmission projects in Vermont being undertaken by Transco, some of which are already in
service. Many of these projects, including most of the so-called Northwest Reliability Project, have been approved by
NEPOOCL for NOATT cost-sharing treatment. However, certain future Vermont transmission facilities may not qualify for
such cost sharing, and those costs will be charged locally (within Vermont) rather than regionally. Our share of such costs
will be determined by the classification of each project; some will be charged directly to specific utilities and some will be
shared by all Vermont utilities.

Transco has been working with us on a project to solve load serving and reliability issues related to a 46-kV transmission line
extending from Bennington to Brattleboro, Vermont, which we refer to as the Southern Loop. 1t serves about 25 percent of
our load. We initiated a public invoivement process in late 2005 to gain input on how best to improve and ¢nsure reliable
electric service in southern Vermont. Based on input from this process, in the fourth quarter of 2006 we filed a petition with
the PSB for approval to purchase and install two synchrenous condensers along the Southern Loop. The condensers are
rotating machines similar to motors used to control power flow on electric power transmission systems without buming fuel.
The project is expected to cost approximately $11.0 million and, subject to PSB approval, we plan to begin construction in
2008. The condensers will improve the reliability in the Stratto