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VWhat Vermont Values
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We provide superior value to customers.
Business and residential customers
depend on our first-class customer service
and reliability more than ever before, and
we are delivering on their expectations. The
2006 JD Power Electric Utility Residential
Customer Satisfaction Survey ranked CVPS
first in customer service for the East Region.
And JD Power ranked the company first
among similarly sized utilities in the East
for company image, price and value, and
billing. With the lowest rates of any major
utility in New England, the value of our
service is further underscored.

Improving our financial strength is
valuable for our company, our state and
our shareholders. Restoring our credit
rating to investment grade is a primary
focus for management. Our 2006 rate case
settlement and subsequent 4.07 percent
rate increase demonstrate that our financial
pasition is improving. Accelerated capital
investments and service territory acquisi-
tions show our commitment to increasing
our core business strength and improving
earnings for shareholders.

Vermont values are directing plans for
Vermont’s electric future. CVPS aiready has
one of the cleanest energy portfolios in the
nation, and CVPS .Cow Power™, one of the

These natural surroundgings are the core of what Vermont values.
Vermonters take pride in their independence, self-reliance, honesty
and ingenuity, all of which have helped them adapt to the challenging
climate-and appreciate its bounty,

CVPS has also been shaped by these values, which are the basis
for our employees’ dedication to superior customer service,

our conservative approach toward managing our business, and
our collaborative approach in planning for the future.

Our progress in 20086 further illustrates that Vermont values and
CVPS values aren’t just interdependent, they are one and the same.

most innovative renewable choice programs
in the country. Our state’s focus on protecting
the environment will ensure that renewable
resources and energy conservation will be
key parts of future power planning solutions,
CVPS will continue to collaborate with other .
utilities, regulators, stakeholders and the
public so resulting plans for future energy
supplies appropriately balance environmental
preservation, aesthetics, cost and reliability.

As CVPS has evolved throughout its 77-year
history, it has honored what Vermont values,
because our company is a true reflection of
our state. Our goal is to provide high-quality
service, reliability and value to customers,
to preserve and protect the environment in
which we live and work, and to be a respon-
sible partner in shaping Vermont’s electric
future for generations to come.

Thank you for your continued confidence
and support,

Sincerely,

pss

Robert H. Young

P
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results showed: CVPS continued. to shine, from. customer. - - -serving as frefghters and EMTs, coaches, town planners !
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- Rate comparisons among all classes show that CVPS
has the lowest rates of any major electric utility in Their work inspired CVPS to direct its corporate giving
New England. to causes in which our employees are actively involved.
In 2006, 46 organizations in Vermont received funding
. We have met or exceeded the 17 service quality standards  from CVPS thanks to employee sponsors. Hundreds more

monitored monthly by Vermont regulators for the 1ast benefited from the hard work of CVPS employees who
two years, demonstrating the consistency of our superior  quietly devoted their free time to support causes ranging
service in all areas, including customer service, meter from health and safety to the environment, community
reading, billing and service reliability. development, education and the arts.

- In the 2006 JD Power Electric Utility Residential Customer ~ CVPS$ also conducts annual signature events involving

Satisfaction Survey, CVPS was ranked first among East dozens of employee volunteers. The record-breaking Gift
Region utilities for customer service, We ranked first of Life Marathon blood drive, Fill the Cupboard Challenge
among similarly sized utilities in the East for price and for Rutland's community food shelf, and the Paul Sweeney
value, billing, and company image, and placed in the top Memorial Coat Drive, named in honor of a deceased
third in the East Region, amang all utilities, in overall employee, showcase our close ties to the communities
customer satisfaction. we serve.

- The Pacific Economics Group, a recognized analyst of Together, employees and the company embody Vermonters'

utility operations, concluded that CVPS's total distribution ~ unique character. Through the generations, we have changed
cost efficiency was in the top 20 percent of the 68 electric with the times, but retained an extraordinary commitment
utilities it studied between 2002 and 2004. to serve that continues to distinguish us from our peers.
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Power in August and the southern Vermont
territories of Vermont Electric Cooperative
in December. These acquisitions added
approximately 3,600 customers to CVPS
and support the state's philosophy toward
consolidation of Vermont utilities.

l
!

We decided to shift course and focus

our long-term strategy on the core distri-
bution and transmission business. This is
a natural course of action, at a time when
investments in system infrastructure are
critically important to ensure reliability.

With over $80 million in liquid assets
following the sale of Catamount Energy
in 2005, we returned $51 million to
shareholders by conducting a stock buy-
back in 2006. The tender offer reduced
outstanding shares of common stock by
18.3 percent.

Most importantly, we have made progress
in improving relations with state regulators.
We collaborated with the Department of
Public Service and Vermont Emergency
Management to improve responses for
all utilities during major storms. In May,
we filed a 6.15 percent rate increase
request and settled the case with the
Department of Public Service in the fall
for a rate increase of 4.07 percent, and
an increase in our allowed return on
equity to 10.75 percent. In December,
the Public Service Board approved the
settlement, and rates became effective
Jan. 1, 2007.

Meanwhile, CVPS increased capital spending
to $19.5 million to enhance distribution
system reliability and customer service,
and invested $23.3 million in Vermont's
high-voltage transmission system upgrades.

CVPS also expanded its service territory,
purchasing Rochester Electric Light &

r
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With an emphasis on ensuring system
reliability, CVPS has put a new portable
substation on the road, which is enhancing
our substation maintenance program.
CVPS has enacted an aggressive and
comprehensive maintenance schedule

for the 157 substation transformers
throughout our rural service territory, since
78 percent of them are 30 years or older.

The new 20-MVA portable substation is
the largest of the four CVPS portable
substations. It was designed specifically
to address the unique capacity and site

New Portable Substation Designed to Improve Reliability

-y

The increase in capital spending and our
improving revenue position are positive
signs that our financial position is
improving. However, returning our credit
rating to investment grade requires
continued diligence and productive work
with regulators to establish financial
metrics that are sufficient to earn an
investment-grade credit rating.

In 2007, we will continue this effort

by filing for another small rate increase
by mid-year. We may also file an alter-
native regulation pian, which is likely
to include a proposal for a power cost
adjustment clause.

We believe that with our regulators we can
develop a shared vision of what Vermont
values and create an appropriate balance
between the needs of Vermont ratepayers,
our customers, and shareholders.

requirements of CVPS substations, which
are often in wooded areas and locations
that are difficult to access. Now with

two portable substations to support the
largest substation transformers on the
system, we can dispatch a unit in any
substation emergency.

The equipment has been well worth the
$800,000 initial investment. in service
for the past year, the portable substation
has already become a critical resource
that is ensuring CVPS continues to

provide safe, reliable electric service. /
it
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Since our formation, CVPS has been a steward of Vermont’s majeic landscape}

building, expanding and maint.aining our system to serve customers in the

far-thestcorners of the state, whi

R

CVPS is alreadydprotectmg Vérmont's most precious ‘assets.
We have among the lowest-emitting power portfolios in the
nation. This is confirmed by the Center for Climate Strategies,
which attributes just 1 percent of the state's greenhouse
gas emissions to the electricity sold in Vermont.

For decades, we have operated 20 hydro stations, using
renewable resources to generate a company-record 236,000
megawatt-hours in 2006. These stations also stabilize our
distribution system in strategic areas, particularly the
transmission-constrained northwest corner of Vermont.

CVPS Cow Power™ has fast become the company’s most
well-known and well-regarded program, due to its focus on
the environment and Vermont dairy farming, an industry
that is struggling for survival.

Meanwhile, we are also planning for Vermont's electric
future to ensure that Vermonters will have a reliable,
affordable and environmentally responsible power supply.
By 2012, two-thirds of the state's energy supply must be

-
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replaced as Iong—term contracts with Vermont Yankee Nuclear
Power Station and Hydro-Quebec begin to expire. We have
begun contract discussions and are analyzing other options.

CVPS has also responded to Vermonters™ desire to be
more involved in power planning opportunities. In 2006,
we implemented the Southern Loop Public Engagement
Process, inviting local residents, business people and
community leaders to study and recommend solutions for
transmission problems in southern Vermont. The group’s
proposal included strategic transmission upgrades, new
generation, instalfation of voltage-support equipment and
efficiency measures that CVPS will implement. The Southern
Loop outreach process stands as a successful example
to follow for public engagement on broader state energy
planning initiatives. o

As demand for electricity continues to grow, we believe that
only by balancing the needs and interests of Vermonters will
we achieve a power plan for the future that represents what
Vermont values.

CVPS Cow Power™ is the nation's

first and only direct farm-to-consumer
renewable energy choice program. In
just two years, Cow Power has garnered
acclaim for its innovative approach that
connects customers with renewable
generation, while supporting Vermont's
agricultural heritage.

The two farms currently on-line produce
a combined 4,700 megawatt-hours
annually, and greenhouse gas emissions
are reduced by the equivalent of removing
1,910 cars from Vermont roads. There
are multiple benefits for farmers. new
revenue streams, reduced operating

CVPS Cow Power™ Supports
Vermont’s Agricultural Heritage

costs, improved air and water guality,
and virtual elimination of manure
odors. Based on these benefits, the
program won the 2005-2006 Governor's
Award for Environmental Excellence.

About 3,800 CVPS customers — over
2 percent — choose to pay a 4-cent
per kWh premium on a portion or all

of their electricity usage, putting CVPS
Cow Power™ in the top 25 percent of
renewable choice programs nationwide,

In 2007, four additional farms are
expected to begin producing CVPS
Cow Power™.
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PART I
Jtem 1. ‘Business

(a) General Description of Business
Central Vermont Public Service Corporation (the "Company" or "we" or "our"), incorporated under the laws of
Vermont on August 20,1929, is engaged in the purchase, production, transmission, distribution and sale of
electricity. The Company is the largest electric utility in Vermont, serving about 155,000 retail customers in nearly
three-quarters of the towns, villages and cities in Vermont. The Company's wholly owned subsidiaries include:
" ®  Custom Investment Corporation ("Custom™), which was formed for the purpose of holding passive investments,
including the stock of the Company's subsidiaries that invest in regulated business opportunities. On October
13, 2003, the Company transferred its shares of Vermont Yankee Nuclear Power Corporation ("VYNPC") to.
Custom. The transfer to Custom does not affect the Company's rights and obligations related to VYNPC.
= C.V. Realty, Inc., a real estate company whose purpose is to own, acquire, buy, sell and lease real and personal
property and interests therein related to the utility business.
* Central Vermont Public Service Corporation - East Barnet Hydroelectnc Inc. which was created for the
purpose of financing and constructing a hydroelectric facnhty in Vermont, which became operational September
1, 1984 and has been leased and operated by the Company since its in-service date. :
®* Connecticut Valley Electric Company Inc. ("Connecticut Valley"), incorporated under the laws of New
Hampshire on December 9, 1948, distributed and sold electricity in parts of New Hampshire bordering the
Connecticut River. On January 1, 2004, Connecticut Valley completed the sale of substantially all of its plant
"assets and its franchise to Public Service Company of New Harnpshne Connectlcut Valley no longer conducts
business as an electric utility in New Hampshire.
®  Catamount Resources Corporation ("CRC") formed for the purpose of hold1ng the Company s subsidiaries that
invest in unregulated business opportunities. CRC's wholly owned subsidiary, Eversant Corporation, engages
in the sale or rental of electric water heaters through a wholly owned substdiary, SmartEnergy Water Heating
Services, Inc. to customers in Vermont and New Hampshire. CRC had a wholly owned subsidiary, Catamount
Energy Corporation ("Catamount™) that 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 ("Diamond
~ Castle").

The Company's equity ownership interests as of December 31, 2006 are summarized below. These are also
described in more detail in Part IT, Item 8, Note 4 - Investments in Affiliates. :
. % The Company owns 58.85 percent of the common stock of VYNPC, which was initially formed by a group of
New England utilities for the purpose of constructing and operating 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 the Company and the other VYNPC
Sponsors. N e
®  The Company owns 47.05 percent of the common stock and 48.03 percent of the preferred stock of Vermont
Electric Power Company, Inc. ("VELCQO"), which owned the high-voltage transmission system in Vermont. In
- June 2006, VELCO transferred substantially all of its business operations to Vermont Transco LLC
("Transco"). VELCO has a 30.8 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. ("VETCO™), was formed to finance, construct and operate the Vermont portion of the 450 kV
DC transmission line connecting the Province of Quebec with Vermont and New England.

® The Company owns 29.86 percent of Class A Units of Transco, which was formed by VELCO and its owners in
the second quarter of 2006. Transco now owns and operates the high-voltage transmission system in Vermont.
VELCO and its employees now manage the operations of Transco under a Management Services Agreement
between VELCO and Transco. The Company's total direct and indirect interest in Transce'is 44.34 percent.

* The Company owns 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 or are nearing
completion of decommissioning.

"Page 3 of 103 o :
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The Company also owns small generatmg facilities and has joint ownershlp interests in certain geénerating facﬂltles :

These are described in Sources and Availability of Power Supply below.

oo,

W 1

(b) Financial Information about lndustry Segments

The Company's principal operating segments are the regulatéd utility business and its non-regulated businesses. See
Part II Item 8, Note 18 Segment Repomng for ﬁnancml mformatlon regardmg the Company ] opcratmg segments.
{c) Narratwe Descrlptlon of- Busmess — . e . . .
Prmupal Products and Services © - Ve A EL e b N o s .

- The Company's.operating revenues consist primarily of retanl and resale sales, Retall sales are comprlsed ofa«’ .
diversifiéd customer mix mcludmg residential, commercial and mdusmal customers: Sales to ‘the five largest retatl
customers receiving electric service from: the Company accounted for. about 6 percent of the Company s annual retail
electric revenues for 2006, 2005 and 2004. - Resale sales are related to long-term sales to third parties in New
England, sales in the energy markets administered by 1SO-New England and short-term system capacity sales. The
Company's operating revenues and energy sales as of December 31 consisted of the following: .

Révenue’ : mWh Sales
2006 2005 . 2004 2006 2005 2004

Retail Sales:

Residential 38% 41% 42% 29% 33%: 34%

Commercial 32% 33% 34% 27% 3% 3%

Industrial and other 12% 12% 12% 13% 14% . 15%
Resale Sales - - 16% 13% 9% - 3% 22% 20%
Customer refund ' - (2%) - - - -
Other operating revenue . 2% - 3% 3% - - -

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

The Company's retail rates at December 31, 2006 are based on a March 29, 2005 PSB Order that included, among
other things: 1) a 2.75 percent rate reduction beginning April 1, 2005; 2) a $6.5 million pre-tax refund to customers;
3) a 10 percent return on equity (reduced from 11 percent); and 4) a requirement that the gain related to the 2004
Connecticut Valley sale be applied to the benefit of ratepayers to compensate for increased costs. This resulted in a
$21.8 million pre-tax charge to utility earnings in the first quarter of 2005. On June 22, 2005, the Company filed an
appeal of portions of the PSB's Order with the Vermont Supreme Court. The issues that were raised on appeal
primarily focused on whether the 2005 Rate Order set rates retroactively without statutory authorization. On July
18, 2006, the Court issued its decision rejecting the Company's appeal. The Court's decision had no effect on the
Company's financial condition or results of operations for 2006.

On May 15, 2006, the Company-filed a request for a 6.15 percent rate increase (additional revenue of $16.4 million
on an annual basis), to be effective February 1, 2007: On September 11, 2006, the Company and the DPS reached a
settlement in the case, agreeing to a 3.73 percent increase effective January 1,2007. The agreement reduced the :
Company s proposed allowed rate of return on ‘common equity from 12 percent to 10.75 percent. On November 6;
2006, the Company and DPS filed amended testimony with the PSB to settle the Company's Accounting Order
request related to recovery of fourth quarter 2005 replacement energy costs associated with a Vermont Yankee
scheduled refueling outage. The agreement included recovery of incremental replacement energy costs of $1.5
million over a two-year period and added 0.34 percent to the Company's rate increase request, resulting in a
combined rate increase request of 4.07 percent effective January 1, 2007, ‘
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On December 7, 2006, the PSB issued an Order ("2006 Rate Order”) approving the 4.07 percent rate increase
effective Jamuary 1, 2007, The 2006 Rate Order provided, among other things, an allowed rate of return on common
equity of 10.75 percent capped until the Company's next rate proceeding. The January 1, 2007 rate increase, net of
amounts to be returned to customers as described below, will add revenue of approximately $9.9 million annually.
The Company's-Accounting Order request for recovery of $1.5 million of incremental replacement power costs
described above was subject to PSB approval. The 2006 Rate Order requires the Company to record a regulatory
asset or liability for any difference between the replacement power cost amortization included in-the 4.07 percent -
rate increase and the amount approved by the PSB. On January 12, 2007, the PSB issued an'Order denying the .-
Companys Accounting Order request. This had no 2006 income statement impact since the mcremental s et
replacement power costs were previously expensed in 2005, and it did not change the 4.07 percent rate increase . .
effective January 1, 2007. Instead, the Company will defer the $1.5 million of revenue over two years and continue
such deferral until its next rate proceeding, at which time the total amount deferred will be returned to customers.

Wholesale Rates The Company provides wholesale transmission service to nine network-customers and six point-to-
point customers under ISO-New England FERC Electric Tariff No. 3, Section II - Open Access Transmission Tariff
(Schedules 21-CV and 20A-CV). The Company also provides wholesale transmission service to one network
customer under one FERC rate schedule. The Company maintains an QASIS site for transmission on the ISO-New
England web page. The Company also provides wholesale power service to Woodsville Fire District Water and,
Light Department under FERC Electr_ic,Tariff', Original Volume No. 5.

Sources and Availability of Power Suppl\

The Company's energy generation and purchased power required to serve retail and firm wholesale customers was _
2,461,444 mWh for the year ended Decermber 31, 2006. The maximum one-hour integrated demand during that )
period was 437.6 MW and occurred on August 2, 2006. For 2005, the Company's energy generation and purchased
power required to serve retail and firm wholesale customers was 2,488,790 mWh. The maximum one-hour
integrated demand was 412.0 MW and occurred on July 19, 2005, The sources of energy and capacny avallable to.
the Company for the year ended December 31, 2006 follows:

Net Effective Capability . Generated and
' 12 Month Average - " Purchased
- MW’ < __mWh %

Whelly Owned Plants: . . T ‘ x
Hydro . : 41.2 235,464 6.8 -
Diesel and Gas Turbine 273 615

Jointly Owned Plants: ‘ .

Millstone #3 . : 20.0 174,540 5.1
Wyman #4 . ) , 10.7 905 -
McNeil ‘ ‘ . 107 52,908 1.5

Long -Term Purchases: ' )

VYNPC ' 179.6 1,689,390 49.1
Hydro-Quebec 1429 998,365 200
Independent power produccrs 13s 198,735 “58

Other Puschases: : ] to
System and other purchases ‘ 0.4 22,961 0.7
NEPOOL {ISO- New England) - 67,479 2.0

Total , ) 466.3 - . 3441,362 - 100.0

Whotly Owned Plants: The Company's wholly owned plants are located in Vermont, and have a combined
nameplate capacity of about 74.2 MW. The Company operates 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,
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Jointly Owned Plants: The Company's joint-ownership interests in generatin;g and transmission plants ar¢ shown in the table
below. - The Company, is respon51ble for lts share of the operating experises of these facilities:(dollars in thousands).

-«' .o v

In Service MW December 31

_ Fuel Type Ownership Date Entitlement 2006 2005~
~ Wyman #4 . 0l ©1.7769% 1978 10.8 $3,422 $3.419
Joseph C. McNeil Various *20.0000% 1984 108 15,555 = 15,575
Millstone Unit #3 Nuclear 1.7303% 1986 20.0 77,162 - 77, 105
Highgate Transmission Facility ; 47.5200% 1985 N/A 14,357 " 14302
- : ’ . 110,49 110,401

s Less accumulated depreciation . "L S S T T a0t 60, 986 58,1410 -

The Company receives 1ts share of output and capamty of Mlllstone Unlt #3 al,155 MW nuclear generatmg
facility; Wyman #4, a 609 MW generating facility and Joseph C. McNeil, a 54 MW generating fac1]|ty, as shown in
the sources and availability of power supply table above

The H1ghgate Converter a225 MW facility, is dlrectly connected to the Hydro-Quebec System to 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-Tem Purchases: <
Vermont-Yankee: The Company purchases its entltlement share of Vermont- Yankee plant output from VYNPC
under a purchased power contract ("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. The Company's ‘entitlement of total plant output was reduced-from
35 percent to 29 percent in September 2006 due to the uprate, but its 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 megawatt hour. 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 prlce P R

ENVY has no obhganon to Supply energy to VYNPC over the amount the p]ant is producmg, so the Company
receives reduced amounts when the plant is operating at a reduced level, and no energy when the plant.is not - 1
operating. -The Company is responsible for purchasing replacement energy.at these times. The next refueling

" outage is scheduled to begin in May 2007. The Company has entered into a forward purchase contract for the
purchase of replacement energy during the scheduled outage. - The Company also purchased.forced outage insurance.
to cover additional costs, if any, of obtaining replacément power from other sources if Vermont Yankee experiences
unplanned outages between January | and December 31, 2007.

. If the Vermont Yankee plant is shut down for any reason prior to the end of its operating license, the Company...
would lose about 50 percent of its committed energy supply and would have to acquire replacement power resources
for approximately 40 percent of its estimated power supply needs. The Company is 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. However, an early shutdown could materially impact the C(;mpany's
financial position and future results of operations if-the costs are not recovered in retail rates in a timely fashion.

. T . . e Coq . R
Hydro-Quebec: The Company is 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, including
" the Company. The VIO Power Contract has been-in place since 1987 and purchases began in 1990. Related -
contracts were subsequently negotiated between the Company and Hydro -Quebec, which altered the terms and
conditions contained in the original contract by reducing the overall power requirements and related costs. The VIO
contract runs.through 2020, but the Company's purchases under the contract end in 2016. As of December 31, 2006,
the Company's obligation is about 47 percent of the total VIO Power Contract through 2016. The average annual
amount of capacity that the Company will purchase from January 1, 2007 through October,31, 2012 is about 145.3
MW, with lesser amounts purchased through October 31, 2016. :
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In 1994, the Company negotiated a sellback arrangement whereby it received a reduction in ¢apacity costs from
1995 to 1999. In exchange, Hydro-Quebec obtained two options. The first gives Hydro-Quebec the right upon four
years' written notice, to reduce capacity deliveries by 50 MW beginning as early as 2010, including the use of a like
amount of our Phase /Il transmission facility rights. The second gives Hydro-Quebec the right, upon one year's
writtén notice, to curtail energy deliveries in a contract year (12 months begmmng November 1) from an annual load
factor of 75 to 50 percent due to adverse hydraulic conditions as measured at certain agreed upon metering stations
on regulated and 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 VIO Power Contract the VJO had ele'ctions to change the annual load factor from:75 percent to between
70 and 80 percent five times through 2020, and Hydro-Quebec had elections to réduce the load-factor to not less
than 65 percent three times during the same period of time. Hydro-Quebec has used all of its elections, resulting in a
65 percent load factor obligation from November 1, 2002 to October 31,:2005. The VJO elected to purchase at an
80 percent load factor for the contract year beginning November 1, 2005, and made a similar election for the
contract year beginning November 1, 2006. The VJO have now used all of their load factor elections. After the
contract year ending October 31, 2007, the annual load factor will be at 75 percent for the remainder of the contract,
unless all partles agree to change it or there is a reduction due to'the hydrauhc condmons descnbed above.

Independent Power Producers The Company purchases powet 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, which assigns
power to all Vermont utilities under PSB rules. In 2006, power purchases from IPPs amounted to 6.7 percent of

" total mWh purchased and 19 2 percent of purchased power expense.

See Part I1, Item 7, Power Supply Matters and Item 8, Note 17 Commitments and Contmgenc1es for add1t1onal
1nformat10n . :

Other Purchases

System and Other Purchases, mcludmg ISO-New England: The Company partrcrpates 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 s'upply in New England, which is governed by the
Federal Energy Regulatory Commission ("FERC"). The Company also engages in'short-term purchases with other
third parties, primarily in New England, to minimize net power costs and risks to its customers: The Company
enters into forward purchase contracts when additional supply is needed and enters inito forward sale contracts when
it forecasts excess supply. On an hourly basis, power is sold or bought through ISO-New England's settlement
process to balance the Company's resource output and load requirements. On a monthly basis, the Company
aggregates the hourly sales and purchases through [SO-New England and records them as operatlng revenue or
purchased power, respectively. . , : .

See Part I1, Item 7, Power Supply Matters and Wholesale Market and Transmission Matters, for additional
information related to sources and availability of power supply.

Franchise

Pursuant to Vermont statute (30 V.5.A. Section 249) the PSB has established the service area for the Company in
which it currently operates. Under 30 V.S.A. Section 251(b) no other company is legally entitled to serve any retail
customers in the Company s established service area except as descrlbed below.

An amendment to 30 V.S5.A. Section 212(3) enacted May 28, 1987 authorizes the Vermont Department of Public
Service ("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 they are 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 sixty (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 following 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.
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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 the Company's service area since 1993.

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-fifths vote of the
legal voters in an election and upon payment of just compensation including severance damages. - Just compensation
is detérmined either by.negotiation between the mumc1pa11ty and the utility or by the PSB after a hearing; if the
parties fail to reach an‘agreement.: [f either. party is dlssatlsﬁed the statute allows them to appeal the PSB's -
determination to thé Vermont Supreme Court:-Once the price is determined, whether by agreement of the partles or
by the PSB, a second affirmative three-fifths vote of the legal voters is requ1red

—_ T
There have been two instances where Chapter 79 of Tltle 30 has been mvoked In one instance, the Town of
Springfield acted to acquire the Company s distribution facilities in that community pursuant to a vote in 1977; that
action was discontinued in 1985. The other instance, which occurred in 2002, involved the Town of Rockingham,
which voted to pursue purchase of the Company s distribution facilities, Green Mountain Power's ("GMP")
distribution facilities, and another party's hydroelectric facility located in Bellows Falls. The Company and GMP
refused to voluntarily sell their distribution facilities. In Novémber 2003, the Company was notified that -
Rockingham intended to obtain their facilities by eminent domain under Title 24 V.S.A. Section 2805. The
Company opposed this action as being contrary to Title 30, and in'December 2003 obtained a permianent injunction
from the Superior Court prohibiting Rockingham from pursuing this course of action.” If Rockingham décides 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 fac1hty expired in 2005 Rockingham dlscontmued its efforts to acqulre the Company s
distribution facilities. . .
Ultility Acquisitions: In 2006, the Company purchased the plant assets and franchises of Rochester-Electric Light
and Power Company and the southern Vermont franchise territory and related plant assets of Vermont Electric
. Cooperative. These purchases added approximately 3,600 to the Company's customer base.

Regulatlo ' Lo
. State Commissions: As descnbed above.the Company is subject to the regulatory authorlty of the PSB with’ respect

to rates and terms of service. The Company, VELCO and Transco are subject to PSB jurisdiction related to

- securities issuances, planning and construction of major generation and transmission facilities.and various other
matters. Additionally; the Public Utilities Commission of Maine and the Connecticut Department of Public Utility
Control exercise limited jurisdiction over the Company based on its joint-ownership interest as a tenant-in-common
of Wyman #4 and Mlllstone Unit #3, respectwely
Fe ederal Power Act: Certain phases of the businesses of the Company and Transco, including certain rates, are
subject to the jurisdiction of the Federal Energy Regulatory Commission ("FERC") as follows: the Company.as a
licensee of hydroelectric developments under Part [ of the Federal Power Act, and the Company and Transco as
interstate public utilities under Parts 11 and I11, as amended and supplemented by the National Energy. Act. The
Company is in the process of relicensing or preparing 1o relicense six separate hydro-projects under the Federal
Power Act. These projects, some of which are grouped together under a single license, represent about 24.5 MW, or
54.8 percent, of the Company's hydroelectric nameplate capacity. The Company has obtamed an exemptton from -

hcensmg for the Bradford and East Barnet projects. :

Federal Energy Poltcy Act of 2005 The Federal Energy Policy Act of 2005 includes numerous provisions meant to
increase domestic gas and oil suppl:es 1mprove energy system reliability, build new nuclear power plants; and
expand renewable energy sources. It also repealed the Public Utility Holding Company Act of 1935, effective
February 2006. The Company, by reason of its ownership of utlllty subsnd:anes is'a holding company, as deﬁned in
the Public Utility Holding Company Act of 2005. - -
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Nuclear Regulatory Commission ("NRC"): The nuclear generating facilities in which the Company has 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 1mplemented 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 State and a large abutting multi-state region referred to as PYM. At the
retail level, customers have long had energy options such as propane, natural gas or oil for heating, cooling and
water heating, and self-generation. Another competitive threat is the potential for customers to form municipally
owned utilities in the Company's 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.

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 outages 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.

Environmental Matters

The Company is subject to environmental regulations in the llcensmg and operation of the generation, transmtss:on
and distribution facilities in which it has an interest, as well as the licensing and operation of the facilities in-which it
is a co-licensee. These environmental regulations are administered by local, state and federal regulatory authorities -
and may impact the Company's generation, transmission, distribution, transportation and waste handling facilities on
air, water, land and aesthetic qualities. , . ) ,

The Company cannot presently forecast the costs or other effects that environmental regulation may ultimately have
on its existing and proposed facilities and operations. The Company believes that any such prudently incurred costs
related to its utility operations would be recoverable through the ratemaking process. For additional information see
Part I1, Item 8, Note 17 - Commitments and Contingencies, herein for disclosures relating to environmental
contingencies, hazardous substance releases and the control measures related thereto.

Seasonal Nature of Business

The Company's kilowatt-hour sales and revenues are typlcally 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 little heating or cooling load.

Capital Expenditures
The Company's business is capltal intensive and requires annual construction expenditures to maintain the

distribution system. The Company's capital expenditures for the next five years are estimated to be $33.0 million in
2007, $27.5 million in 2008, $22.5 million in 2009, $35.0 million in 2010 and $40.6 million in 2011. These are
subject to continuing review and adjustment and actual capital expenditures may vary. Also see Part II, Item 7,
Liquidity, Capital Resources and Commitments.

Page 9 of 103




-

Number of Emplovees S : S

Local Union No. 300, affiliated with the International Brotherhood of Electncal Workers represents operatmg and
maintenance employees of the Company.- On December 31, 2006 the Company had 535 employees, of which 222
are represented by the union. On December 29, 2004, the Company and its employees represented by the union’
agreed to a new four-year contract, which expires on December 31, 2008. The new contract provided for a net
general wage increase of 3.5 percent effective January 2, 2005, January 1, 2006, December 31, 2006 and December
30, 2007..

B Executne Officers of Registrant . S . < :
‘The following sets: forth the present Executive Ofﬁcers of the Company - There are no family relatlonshlps 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, 59 President and Chief Executlve Officer . , S . 198‘7
William J .'Deeha'n, 54 "VICC PreSIdent - Power Planmng and chulatory Affamrs; . , 1991
Brian P. Keefe, 49. . o Vice Presndent - Govemmental Affalrs . . 2006
Parnela J. Keefe, 41 - Vice President, Chief Financiol Officer, and Treasurer 20;)6
Joan F. Gamble, 49 . Vice Presndent - Strateglc Change and Busmess Services . | 1998
Joseph M 'Krau‘s; 5]F Senior Vice i’reSIdent Operauons Engméormg .and ‘ . 1987 ,

Customer Service -

Dale A. Rocheleau, 48 Senior Vice Prcsndent for Legal and Pubhc Affairs, and ‘ 2003
Corporate Secretary ) M e

Mr. Young joined the Company in 1987 He was elected SenionVicc President - Finance and Administration in

1988. He served as Executivé Vice Prestdent and Chief Operating Officer (COQO) commencing in 1993 and was

elected Director, President and Chief Executive Officer (CEQ) commencing in 1995.-Mr. Young also serves as .

. President, CEQ, and Chair of the following CVPS subsidiaries: Connecticut Valley Electric Company Inc.; CVPSC.

- East Barnet Hydroelectric, Inc.; CV Realty, Inc.; Custom Investment Corporation; Catamount Resources
Corporation; Eversant Corporation; and, SmartEnergy Water Heating Services, Inc. He is also Director of the
following CVPS affiliates: Vermont Electric Power Company, Inc., Vermont Yankee Nuclear Power Corporation;
Vermont Electric Transmission Company, Inc.; and, The'Home Serwce Store, Inc

Mr. Dechan _|omed the Company in 1985 w:th nine years of utlhty regulatlon and related research expenence PI'ICH’
to being elected to his present position in May 2001, he served as Vice President - Regulatory Affairs and Strategic
Analysis. He previously served as Assistant Vice President - Rates and Economic Analysis from April 1991 to May
1996. :From 1988 to 1991 he served as Director of Rate Administration and Forecastmg for the Company. .

C- M . 1

‘M. Gamble Jomed the Company in 1989 w:th 10 years of electric mlllty and re]ated consultmg experience. Smce

joining the Company, she has held a variety of positions with increasing responsibility. ‘Ms. Gamble was elected to:.
her present position in-August 2001. Ms. Gamble also serves as-Vice, President - Strategic Change'and Business
Services for the following CVPS subsidiary: Eversant Corporation. She serves as a Director for the following CVPS

subsidiaries: Eversant Corporauon and SmartEnergy Water Heatmg Services, Inc.

Mr. Keefe joined the Company in December 2006 Pnor to Jolmng 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. In 1998 and 1999, he
served as a policy-coordinator for the Vermont Electricity Consumers Coalition, an association of Vermont

I
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businesses, business organizations and residential groups working to mitigate high electricity costs, Mr. Keefe |
worked for Sen. Jeffords in Washington, D.C., from 1988 to 1992, where he managed such legislation as the Clean
Air Amendments of 1991, the Oil Spill Prevention Act and the Intermodal Surface Transportation Act. From 1993
to 1998, he served on Sen. Jeffords' Vermont staff, with pnmary responsibilities in the areas of energy, environment
and namral resources.

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 ("IDX"); 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 the following CVPS subsidiaries: Connecticut -
Valley Electric Company Inc.; CVPSC - East Barnet Hydroelectric, Inc.; CV Realty, Inc.; and, Catamount -
Resources Corporation. She also serves as a Director of Vermont Yankee Nuclear Power Corporation, a CVPS
affiliate.

Mr. Kraus joined the Company in 1981. Prior to being elected to his present position of Senior Vice President
Operations, Engineering and Customer Service, he served as Senior Vice President Engineering and Operations,
General Counsel, and Secretary from May 2003 until November 2003. He previously served as Senior Vice
President Customer Service, Secretary, and General Counsel from May 2001 to May 2003. Mr. Kraus serves as
Director of the following CVPS subsidiaries: Connecticut Valley Electric Company Inc.; CVPSC - East Barnet
Hydroelectric, Inc.; CV Realty, Inc.; Custom Investment Corporation; Catamount Resources Corporation; Eversant
Corporation; and, SmartEnergy Water Heating Services, lnc.

Mr. Rocheleau joined the Company in November 2003 as Senior Vice President for Legal and Public Affalrs and
Corporate Secretary. 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 for Legal and Public
Affairs and Corporate Secretary of the following CVPS subsidiaries: Connecticut Valley Electric Company Inc.;
CVPSC - East Barnet Hydroelectric, Inc.; CV Realty, Inc.; Custom Investment Corporation; Catamount Resources
Corporation; Eversant Corporation; and, SmartEnergy Water Heating Services, Inc.

Energy Conservatien 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 of Vermont, began operation in Jaruary 2000. The Company has a continuing obligation to

-provide customer information and referrals, coordination of customer service, power quality, and any other

distribution utility functions, which may intersect with the EEU's utility activities.

The Company has retained the obligation to deliver demand side management programs targeted at deferral of its
transmission and distribution projects, known as Distributed Utility Planning ("DUP"). DUP is designed to ensure
that delivery services are provided at least cost and to create the most efficient transmission and distribution system
possible. The PSB is currentky considering-a similar DUP process for the bulk transmission lines and Transco.

Nuclear Decommissiening Obligations

~ The Company has a 1.7303 joint-ownership percentage in Mlllstone Unit # 3. As a joint owner, in which Dominion

Nuclear Corporation ("DNC") is the lead owner with about 93.4707 percent of the plant joint-ownership, the
Company is responsible for its share of nuclear decommissioning costs. The Company has an external trust
dedicated to funding its joint-ownership share of future decommissioning costs. DNC has suspended contributions
to the Millstone Unit #3 Trust Fund because the minimum NRC funding requirements are being met or exceeded.
The Company has also suspended contributions to the Trust Fund, but could choose to renew funding at its own -
discretion as long as the minimum requirement is met or exceeded. If a need for additional decommissioning
funding is necessary, the Company will be obligated to resume contributions to the Trust Fund.

The Company owns, through equity investments, 2 percent of Maine Yankee, 2 percent of Connecticut Yankee and
3.5 percent of Yankee Atomic, and is responsible for paying its equity ownership percentage of decommissioning
costs and all other costs for these plants. As of December 31, 2006, based on the most recent estimates provided, the
Company's share of remaining costs to decommission these three nuclear units is $3.4 million for Maine Yankee,
$8.2 million for Connecticut Yankee and $3.3 million for Yankee Atomic.
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See Part Il Item 7, Nuclear Generating Compames and Item 8 Note 4- lnvestments in Affiliates for addmonal
information. :

" Unregulated Businesses P :

CRC's- wholly owned subsidiary, Eversant Corporatlon engages in the sale or rental of electrlc water heaters through
a wholly owned subsidiary, SmartEnergy Water Heating Services, Inc. to customers in Vermont and New , -

. Hampshire. - On December 20,:2005,:CRC sold all of its interest in Catamount to Diamond Castle. Cash proceeds
from the sale amounted to $59.25 million, resulting in an after-tax gain of $5.6 million. See Part II, Item 8, Note 5 -
Discontinued Operations. -

Repurchase of Common Stock

On February 7, 2006, the Company's Board of Directors authonzed the repurchase of 2 ,250,000 shares of the
Company's common stock in a reverse Dutch-tender offer using proceeds from the December 20, 2005 sale of -~

" Catamount. Under the procedures of the tender offer, shareholders could.offer to sell:some or all of their stock to ,;
the Company-at a target price in a range from $20.50 to $22.50 per share. The tender offer commenced on February
14, 2006 and ended on April 5, 2006. Upon conclusmn of the tender offer, the Company. purchased 2,249,975 ..:
shares, about 18.3 percent of its common shares outstanding, at $22 SO0 per share. Cash pald for the common shares
including transaction costs, amounted to $51.2 million. -

€

Recent Energy Initiatives . i .
, . The State of Vermont continues to ¢xamine changes.to the prowsmn of electrlc service absent introduction of retail

choice. Several laws have been passed since 2005 that impact electric utilities in Vermont.” These include: 1) Act .

*. 61 - Renewable Energy, Efficiéncy, Transmission, and Vermont's Energy Future; 2) Act 208 - Vermont Energy

Security and Reliability Act; and 3) Act 123 - Regional Greenhouse Gas Initiative. Whlle provisions of recently
passed laws are now. being implemented, the 2007. Legislature continues to deliberate new policies designed to
reduce electricity consumption, promote renewable energy and reduce greenhouse gas emissions. See Part [I,
Itern 7, Recent Energy Initiatives for more detail. s

(d) Financial Infnrmation about Geographic Areas

The Corﬁpany and its subsidiaries do not have any foreign operations or export sales.

(e) Available Infermation .

The Company makes available free of charge through its Internet Websrte WWW.CVps.com its 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.? The Company's
Corporate Ethics' and Conflict of Interest Policy, Corporate Governance Guidelines, and Charters of-the Audit,-
Compensatlon and. Corporate Governance Commlttees are also available on its Internet Website. Access to these :

‘ , documents is available from the main page of the Intemet Website through "Corporate Governance and Ethics.”

" Printed copies of these documents are also available upon written request to-the’Assistant Corporate Secretary at its.
principal executlve offices. The Company's 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 regardmg operatlon of the Public Reference Room is available
by callmg the SEC at 1-800- SEC 0330. . .

Itemn 1A. Risk Factors . . .
We regularly identify, monitor and assess our exposure to risk and seek to mmgate the risks inherent in our energy
business. However, there are risks,that are beyond our control or that cannot be limited cost-effectively or that may
occur,despite our risk mitigation strategies: The risk factors dlscussed below could have a materlal effect on our
ﬁnancml posmon results ofeoperatlons or,cash flows.

i x r
R:sks related to ttmmg and adequacy of rate relief:- We are regulated by the PSB the- Connectlcut Departmem of
Public Utrllty Control and FERC; with. -respect to rates charged for service, accounting, financing and other matters
pertaining to regulated operations. Eleciric utilities.are subject to-certain accounting standards that-apply only to
regulated businesses. We prepare our financial statements in accordance with Statement of Financial Accounting
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Standards No. 71, Accounting for the Effects of Certain Types of Regulation ("SFAS No. 71"), for our regulated
Vermont service territory and FERC-regulated wholesale business. If we determine that we no longer meet the -
criteria under SFAS No. 71, the accounting impact would be an extraordinary charge to operations of about $19.9
million on a pre-tax basis as of-December 31, 2006, assuming no stranded cost recovery would be allowed through a
rate mechanism. We would also be required to record pension and postretirement costs of $31.7 million on a pre-tax
basis to Accumnulated Other Comprehensive Loss as a reduction in stockholder's equity, and would be required to
determine any potential impairment to the carrying costs of deregulated plant. The financial statement impact
resulting from discontinuance of SFAS No. 71 might also trigger certain defaults under our current financial
covenants. :

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 do not
have fuel or power cost adjustment mechanisms that would allow increases in power supply costs to be recovered -
immediately in.the rates we charge customers. Obtaining a change in retail rates generally requires a rate
proceeding that could last up to nine months. In December 2006, the PSB approved a rate increase effective January
t, 2007, and we are planning to request an additional rate increase later in 2007.

Vermont law also allows electric utilities to seek temporary rate increases if deemed necessary by the PSB to
provide adequate and efficient service or to preserve the viability of the utility. Additionally, Vermont law permits
alternative regulation that could potentially provide mechanisms to adjust rates for changes in power supply
expense, if approved by the PSB. Recently the PSB approved an alternative regulation plan proposed by another
Vermont utility. We are evaluating that plan to determine whether to seek approval of an acceptable alternatlve ¢
regulatlon plan for our business. : .

Risks related to our current credit ratmg, which is below investment grade: In June 2005, Standard & Poor s
Ratings Services ("S&P"} lowered our corporate credit rating to betow investment grade. We believe that
restoration of our credit rating is critical to the long-term success of the Company. 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 five to six 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, but we don't anticipate any: -
constraints on access to capltal in the near term.

Risks related to-our power supply and wholesale power market prices: Our material power supply contracts are
principally with Hydm—Quebee 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 potential high cost of replacement power
and performance assurance collateral requirements arising from purchases through ISO-New England or thlrd
parties. We could seek emergency rate rellef from our regulators if this occurred -

* r

Our contract for power purchases fmm 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 will be reduced in 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 SIgmﬁcantly higher than what we have in place today.

R:sks related to liguidity: We belleve that cash on hand, cash flow from operations and our $25. 0 mllhon credit
facility will be sufficient to fund-our business. Based on our current cash forecasts, we believe the borrowing
capacity under the credit facility will provide sufficient liquidity at least until the end of 2007, and possibly longer.
However, an extended 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
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retail sales revenue from unusual weather; slower-than-anticipated load growth and unfavorable economic o
conditions; increases in 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 described below, primarily as a result of high power market prices.

Risks related to the economic condition of our custoniers: An economic downturn and increased cost of energy
supply could adversely affect energy consumption and therefore impact our results of operations. Energy,
consumption is significantly impacted by the general level of economic activity and cost of energy supply.
Economic downturns or penods of high energy supply costs typically lead to reductions in energy consumption and
" increased conservation measires.” These conditions could adversely impact the level of energy sales and result in
less demand for energy delivery. A recession or prolonged lag of a subsequent recovery could have an adverse
- effect on our results of operations cash flows or financial position.

- . af,

Item 1B.- Unresolved Staff Comments

None
Item 2. Properties ) A

The Company's properties are operated as a single system that is interconnected by the transmission lines of
VELCO, New England Power and Public Service-Company of New Hampshire, The Company owns and operates
23 smiall generaung stations with a total current nameplate capability of 73.6 MW. The Company's 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 transmussion interconnection facility in Vermont.

The electric transmission'and distribution systems of the Company include about 616 miles of overhead
transmission lines, about 8,333 miles of overhead distribution lines and about 418 miles of underground distribution
lines, all of which are located in Vermont except for about 23 miles in New Hampshire and about 2 miles in New
York, >
All of the principal plants and important units of the Company and its subsidiaries are held in fee. Transmission and
distribution facilities that are not located in or over public highways are,-with minor exceptions, lo¢ated on land
owned in fee or pursuant to easements, most of which are perpetual.  Transmission and distribution lines located in
or over public h:ghways are so located pursuant to authonty conferred on public utllmes by statute, subject to

regulatlon of state or mun1c1pa1 authortttcs . oot e .

N

- . . - ' - . . . . . T
e EECL . S . . '-. H H Ie ' 4 ¢ *

Additional information’ ‘with respect to the Company § properttes is set forth under. Part [, Item l Sources and
Avallabthty of Power Supply and i5 incorporated herein by. reference | :

-

0 T N

Substantially all of the Company's ut11|ty property, and plant is subject to llens under the Company s First Mortgage
Indenture.. - : . o : . . ’

Transco's properties consist 6f about 614 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 Whitehalt; 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 and through the Highgate converter station and t1e line jointly owned by the Company
and several other Vermont utllltleS

. VETCO has about 52 miles of high voltage DC transmission line 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 hydro -electric generating station. '

Item 3. Legal Proceedings
The Company is involved in legal and administrative proceedings in the normal course of business and does not

believe that the ultimate outcome of these proceedings will have a material adverse effect on its financial position or
results of operations.
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Item 4. Submission of Matters to a Vote of Security Holders
There were no matters submitted to secunty holders during the fourth quarter of 2006.

PART H

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

(a) The Company's common stock is listed on the New York Stor:k.Exchange ("NYSE") under the trading symbol
CV. Newspaper listings of stock transactions use the abbreviation CVtPS or CentlVtPS and the Internet trading
symbol is CV.

The table below shows the high and low sales price of the Company's 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
High Low
. . .2006 . . . -

FIrst Quarter . .. voo et $21.95 . $17.89
SecondQuarter. .. ...t 21.90 16.11
Third Quarter . ... it e i - 23.00 18.01
FourthQuarter.............0oiiii i, 23.92 20.94
First Quarter. ...ttt $23.69 $21.80
SecondQuarter. . ... ... .. ... e 22.75 18.02
Third Quarter . . . ... PP 19.76 17.23
Fourth Quarter . ................. e 21.68 1527 °

{(b) As of December 31, 2006, there were 6,960 holders of the Company's Commeon Stock, $6 par value,

(c) Common Stock dividends have been declared quarterly. Cash dividends of $0.23 per sharc were paid for all
quarters of 2006 and 2005 .

So long as any Semor Preferred Stock is outstanding, except as otherw:se authorlzed 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 Commeon 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 declaration 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 declaration 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
the Company's Articles of Association; such definitions are based upon the unconsolidated financial statements of.
the Company. As of December 31, 2006, the Common Stock Equity of the unconsolidated Company was 56.1
percent of total capitalization.

The Company's 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 Net Income of the Company (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 the
unconsolidated financial statements of the Company. As of December 31, 2006, $49.1 million was available for
such dividends and other Restricted Payments. -

{(d) The information required by this item is included in Part 111, Item 12, Secunty Ownership of Certain Beneﬁc:a]
Owners and Management and Related Stockholder Matters, herein.
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Item 6. Selected Financial Data
(in thousands, except per share amounts)

2003

2006 2005 2004 2002
Income Statement ) -
Operating revenues $325,738 $311,359 $302,286 $306,098 $294,390
* R ’ : oL « HE S oot *
Income from continuing operations (a) - - - $18,101 ... $1,410 = 37,493 .3517,148 . 517,414

‘~.Income from discontinued operauons (b) Cow T o end25170 . 4,936 < 216,262 2,653 + _-1:543 .
Net income . . e » 07 818352 - 86,346 .- §23,755 .$19.801 " §18,957
Per Common Share Data . R . ' ;
Basic earnings from continuing operations $1.65 $0.09. 50.59 $1.35 $1.49
Basic earnings from discontinued operations . 02 0.40 1.34 0.22 0.13
" Basic earnings per share ) $1.67. $0.49 $193 - $1.57 31.62
Diluted earnings from continuing operations . $1.64 . 30.08 $0.58 31.32 $1.46
‘Diluted earnings from discontinued operations .02 0.40 . _1.32 . _021 0.13
- Diluted earmngs per share -+ 8L.66 $0.48 $1.50 . §1.33 3159

" " Cash d1v1dends declared per share of common stock 50.69 $1.15 $092 . %0.88 $0.88
o Balance Sheet- . 7 . . ‘

. Long-tenn debt (c) $115,950 $115950 S$115950 $115950 $127,108
‘Capital lease obligations (c) ‘ $6,612 56,153 §7,094 ~ S$&115 811,762
Redeemable preferred stock (¢) . - .- $3,000 - 34,000 56,000 . $8,000  $10,000
Total capitalization {c) ' . $312,968 . $351,527  $361,751 $350,560 $354,532
Total assets . o - : $500,938 $551,433 $563 389 ,$534,635 $546,685

(a) For 2005 includes a $21.8 million pre-tax charge to eamings ($11.2 m1111on after—tax) refated to the 2005 Rate
Order.described in Part IL, [tem &, Note:8 - Retail Rates and Regulatory Accounting.: For 2004 includes-a $14.4
million pre-tax'charge to carings ($8.9 mllhon after-tax) related to.termination of the 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, 2003 and 2002

includes Catamount and Connecticut Valley SeePart I, Item 8, Note 5 - Dlscommued Operations.

{c) Amounts exclude current portions.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

In this section we discuss the general ﬁnancial condition and results of operations for Central Vermont Public
Service Corporation (the "Company" or "we" or "our" or "us") and its subsidiaries. Certain factors that may impact
future operations are also discussed. Qur discussion and analysis is based on, and should be read in conjunctlon
w1th the accompanymg Consohdated Financial Statements

-
’

Forward lookmg statements Statements contained in this report that are not historical fact are forward-looking
-statements within the meamng of the 'safe-harbor' provisions of the Private Securities Litigation Reform Act.of
:1995. Whenever used in.this report,'the words "éstimate," "expect," "believe,” or similar expressions-are intended to

'-1dentify such forward- lookmg statements. Forward- lookmg 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;

performance ‘of the Vermont Yankee nucfear 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; and

other considerations such as the operations of [ISO-New England, changes in the cost or availability of capital,

authoritative accountmg guidance and the effect of the volatility in the equity markets on pension benefit’ and

other costs.

We cannot predict the outcome of any of these matters; accordingly, there can be no assurance. that such indicated

* results will be realized. We undertake no obligation to publicly update any forward-looking statements, whether as

a result of new information, future events or otherwise. -

Y

YV ¥V ¥V ¥V V¥

EXECUTIVE SUMMARY S

Our consolidated 2006 eammgs were $18 4 million, or $1.66 per diluted share of common stock, compared to 2005
earnings of $6.3 million, or 48 cents per diluted sHare of common stock, and 2004 eamings of $23.8 million, or
$1.90 per diluted share of common stock. The primary drivers of consolidated earnings for the past three years are
discussed in detail in Results of Operations.

Our primary focus i 2006 has been on continuing to restore the Company s financial strength following an adverse
rate order in 2005 and a downgrade of our corporate credit rating to below investment grade. In December 2006, the
PSB approved a retail rate.increase effective January 1, 2007.as described in Retail Rates below. We are planning to
. request an additional rate increase in 2007.

We made significant cash investments, in addition to our own capital improvements, during 2006 including:

" ® In March, we made additional contributions of $12.2 million to our pension fund and $4.1 million to our
postretirement medical fund.’ We used cash on hand and available-for-sale securities to fund these
coniributions.

® In April, we purchased approximately 2. 25 million shares of our common stock for $22.50 per.share using
approximately $51.2 million of cash proceeds from the 2005 sale of Catamount Energy Corporation
("Catamount"). The stock buyback decreased common shares outstanding by approximately 18 percent.

® In June, we invested $8.9 million in Vermont Transco LLC ("Transco™), a Vermont limited liability company
formed by Vermont Electric Power Company, Inc. ("VELCO") and its owners, including us. We invested an
additional $14.4 million in the third quarter, for a total investment in Transco of $23.3 million. Our direct
interest is currently at 29.86 percent and earns an allowed rate of return of 11.5 percent. We also have a 14.48
percent indirect interest in Transco through our ownershlp interest in VELCO. In total our direct and indirect
interest in Transco is 44.34 percent. We used cash on hand and available-for-sale securities to fund our
investments in Transco. See Liquidity and Capital Resources for additional information.

COMPANY OVERVIEW ' :

We are a Vermont-based electric utility that transmits, distributes and sel]s elecmmty "We are regulated by the

Vermont Public Service Board ("PSB"), the Connecticut Department of Public Utility Control and the FERC, with

respect to rates charged for service, accounting, financing and other matters pertaining to regulated operations. The

Vermont utility operation is our core business. We had previously owned a small regulated electric utility in New

Hampshire, Connecticut Valley Electric Company ("Connecticut Valley™), but it sold substantially all of its plant

assets and franchise on January 1, 2004.
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Our non-regulated wholly owned subsxdtary 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 does not represent a significant business activity for us. CRC had a wholly
owned subsidiary, Catamount Energy Corporation ("Catamount"), which invested primarily in wind energy in the
United States and the United Kingdom, but that business was sold on December 20, 2005.

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 small acquisitions or growth within the service territory. In 2006, we: added approxtmately 3,600 -
customers to our service territory through two small acquisitions.. Given the nature of our.customer base, weather
and economic conditions are factors that can significantly affect our 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, mostly through power supply contracts with VYNPC and Hydro-Quebec. We sell our
excess power, if any, in the wholesale markets administered by 1SO- New England or to. third parties primarily in .,
New England. Such sales help to mitigate overall power costs; but price volatility in the wholesale power market
can affect results of these mitigation efforts. See Power Supply Matters.

*
1

Our retail rates are set by the PSB after conside‘ring recommendations of Vermont's consumer advocate, the
Vermont Department of Public Service ("DPS"). While our retail rates do not have fuel or power cost adjustment
mechanisms, the PSB has previously approved 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 retum to equity and debt holders, in order to attract capttal See Retail Rates

v
-

Our current credit rating continues to-affect ]quIdlty We are requtred to post co]lateral under performance
assurance requireriients for certain of our power contracts. At December 31, 2006, we had posted $8.6 mlllton of
collateral including issuance of a $4.5 million letter of credit under our $25.0 million revolving credit facility. We
have also started to borrow under the credit facility to manage our working-capital requirements, but no amounts
were outstanding under this credit facility at December 31, 2006, Although we have taken steps to help ensure
adequate liquidity is maintained over the next two years, an unscheduled and prolonged outage of one of our
significant power sources, Vermont Yankee or Hydro-Quebec, could have'a material detrimental effect on our -
liquidity without rapid rate relief from our regulators, or supplemental credlt facilities.-See Liquidity and Capttal
Resources. :

Our primary power supply contracts are with VYNPC and Hydro-Quebec. Combined these contracts make up
nearly 80 percent of our committed resources. The contract for power purchases from VYNPC ends in2012,and
deliveries under the contract with Hydro-Quebec end in 2016 with the level of deliveries decreasing starting in 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. Planning for future power
supplies with other Vermont utilities and our regulators is a key-initiative for us. See Recent Energy Policy
[nitiatives.

RETAIL RATES

Our retail rates in 2006 were based on.a March 29 2005 PSB Order ("2005 Rate Order") that included, among other
things: 1} a 2.75 percent rate reduction beginning April 1, 2005; 2) 2 $6.5 million pre-tax refund to customers; 3) a
10 percent return on equity (reduced from 11 percent); and 4) a requirement that the gain resulting from the 2004
Connecticut Valley sale be applied to the benefit of ratepayers to compensate for increased costs. The rate order
resulted in a $21.8 million pre-tax charge to utility eamnings in the first quarter of 2005. In'mid-2005, we filed an
appeal of portions of the rate order with the Vermont Supreme Court, but the Court issued its decision in mid-2006
rejecting our appeal. The Court's decision had no effect on our financial condition or results of operations for 2006.

On May 15, 2006, we filed a request for PSB approval ofa 6.15 percent rate increase {additional revenue of $16.4
million on an annual basis), to be effective February 1, 2007, Later we reached an agreement with the DPS to
reduce our rate increase request to 3.73 percent effective January 1, 2007, by reducing our proposed allowed rate of
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retum on common equity from 12 percent to 10.75 percent, which was still higher than the 10 percent allowed in
2006. In November 2006, we reached an agreement with the DPS on our Accounting Order request for recovery of
fourth quarter 2005 replacement energy costs associated with a Vermont Yankee scheduled refueling outage. The
agreement included recovery of $1.5 million of replacement energy costs over a two-year period and added 0.34
percent to our rate increase request, resulting in a combined rate increase request of 4,07 percent effective January 1,
2007. -

On December 7, 2006, the PSB issued an Order ("2006 Rate Order") approving the 4.07 percent rate increase
effective January -1, 2007. The-2006 Rate Order provided, among other things,-an allowed rate of return on common

_equity of 10.75 percent capped until our next rate proceeding.. The January 1, 2007 rate increase, net of amounts to

be returned to customers as described below, will add revenue of approx1mately $9.9 million annually.

Our Accounting Order request for recovery of the $1.5 million of incremental replacement power costs described
above was subject to PSB approval. .The 2006 Rate Order requires us to record a regulatory asset or liability for any
difference between the replacement power cost amortization included in the 4,07 percent rate increase and the
amount approved by the PSB. On January 12, 2007, the PSB issued an Order denying our Accounting Order
request. This had no 2006 income statement impact since the incremental replacement power costs were previously
expensed in 2005, and it did not change the 4.07 percent rate increase effective January 1, 2007. Instead, we will
defer the $1.5 million of revenue over two years and continue such déferral until our next rate proceeding, at which
time the total amount deferred will be returned to customers.

Also see Recent Energy Policy Initiatives for a dlscussmn of allematlve regulation plans and our proposed rate
design.

LIQUIDITY, CAPITAL RESOURCES AND COMMITMENTS

Liquidity At December 31, 2006, we had cash and cash equivalents of $2.8 million included in total working capital
of $13.7 million. At December 31, 2005, we had cash and cash equivalents of $6.6 million included in total working
capital of $91.3 million. The primary components of cash from operating, investing and financing activities for both
periods are discussed in more detail below,

4

Operating Activities of Continuing Operations.: Operating activities provided $26.2 million in 2006. Net income,
when adjusted for depreciation, amortization, deferred income tax and other non-cash income and expense items
provided $45.5 million. Additionally, special 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 part of the obligations. We also made $20.8 million in
pension trust contributions, $5.2 million in postretirement benefit trust contributions, and $2.4 million in
postretirement medical benefit and other benefit-related payments, net of $0.7 million of contributions received
from postretirement medical benefit plan part1c1pams Changes in working capital and other items used $6.4
million. : . \

During 2005, operating activities provided $5.3 million. Net income, when adjusted for depreciation,
amortization, deferred income tax and other non-cash income and expense items, provided $37.8 million,
including a $21.8 million charge, net of $6.5 million of customer refunds, related to the 2005 Rate Order.
Additionally, $19.1 million was used to meet performance assurance requirements under power transaction
agreements, $4.5 million was contributed to pension and postretirement medical benefit trust funds, $2.5 million
was paid for postretirement medical plan out-of-pocket expenses, offset by $0.5 million of contributions received
from plan participants and $6.4 million used by working capital and other iterns.

Investing Activities of Continuing Operations: Investing activities provided $32.1 million in 2006, including $78.0
million in proceeds from net sales and maturities of available-for-sale securities. We sold $50.0 million of
available-for-sale securities for the purchase of shares of our common stock through the tender offer that
concluded in April 2006 using cash proceeds from the Catamount sale. We used $19.5 million for construction
expenditures, $23.3 million for investments in Transco and $4.3 million for the acqulsmon of utility property.
Miscellaneous items contributed $1.2 million,
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During 2005, investing activities provided $6.1 million, including $59.25 million of proceeds from the sale of
Catamount, less transaction costs of-$1.4 million, and $11.0 million from-repayment of a note receivable from
Catamount. Offsemng these items were $17.6 million for construction expenditures, $38.9 million for net
investments in available-for-sale securities, $5.9 million invested in Catamount durmg the first half of 2005 and
$0.4 million for other investing activities.- Investments in available-for-sale securities increased primarily because’
- we invested the cash proceeds from the Catamount sale prior.to the April 2006 stock buyback. These investments
were partially offset by the sale of securities, in part to make collateral payments under the performance assurance

+

requirements described below. ‘ . '

.Financing Activities of Continuing Operations: Financing activities used $62.1 million in 2006, 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
decrease in preferred stock smkmg fund payments :

During 2005, financing activities used $14.0 ml“l()n including $12. 1 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, partially offset by $1.1 million-from stock issuance proceeds. -

Discontinued Operations: Discontinued operations are related to Catamount, which was sold in the fourth quarter
of 2005. Catamount used $2.5 million during 2005, including a decrease in cash resulting from deconsolidation of
Catamount and proceeds received from an October 20035 stock issuance. Operating activities provided $3.8
million, financing activities provided $22.0 million and investing activities used $12.0 million. ‘

Transco: In June 2006, VELCO's Board of Directors, the PSB and the FERC approved a plan to transfer
substantially all of. VELCO's assets and business operations to Transco. Transco now owns and operates an
integrated transmission system in Vermont over which bulk power is delivered to all electric utilities in the state.

. We invested a total of $23.3 million in Transco in 2006, including $8:9 million on June 30, $0.4 million on July 31
and $14.0 miltion on September 29. QOur investments in Transco will earn an allowed return of 11.5 percent. Based
on current projections, Transco expects to need additional capital in the 2007 to 2010 timeframe, but their
projections are subject to change based on a number of factors, including revised construction project estimates,
timing of regulatory project approvals, and changes in its approved equity to debt ratio. While we have no
obligation to invest in Transco's future projects, we will evaluate those investment opportunities on a case-by-case
basis and currently. intend to make additional investments subject to available liquidity.

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

. . .
Retail Rates: Our reta11 rates were reduced by 2.75 percent ($7. 2 miltion pre-tax on an annual basis) on April 1,
2005.- The rate reduction combined with the 10 percent allowed return on equity (reduced from 11 percent)
negatively impacted our cash flow from operations in 2005 and 2006. As described in Retail Rates above, the rate
increase-effective January 1, 2007 will add approxlmately $9.9 million to annual retail revenue.-We continue to
review our costs to serve customers and will request rate increases when warranted. At this time, we are planning to
request an additional rate increase in 2007.

Utility Acquisitions: On September 1, 2006, we completed the purchase of substantially all of the plant assets and
franchise of Rochester Electric Light and Power Company ("Rochester”) for net book value. Rochester was a
privately owned electric utility located in Rochester, Vermont. The purchase price of $0.3 million included $0.2
million for net book value of utility plant. The purchase added 900 customers 1o our customer base.

On December 8, 2006, we completed the purchase of the southern Vermont franchise tetritory and related plant
" assets of Vermont Electric Cooperative, a Vermont corporation and electric cooperative, which serves 37,000
customers primarily in central and northern Vermont. The purchase price was approximately $4.3 million and
primarily included net utility plant assets at 80 percent of their net book value. The purchase of the southern
Vermont service territory added 2,700 customers to our custorner base.
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While these purchases are not expected to significantly increase eamings we expect that the consolidation into our -
existing service territory will prowde synergies that enhance service responsweness and reliability for the combmed

+

territories. Voo . . .

- . B '
: e . - . [

v Tender Offer:.In April 2006, we purchased 2.25 million shares of our common stock through a reverse Dutch
‘auction tender offer that commenced in February 2006. Under the procedures of the tender offer, shareholders could

offer to sell some or all of their stock to us at a target price in a range from $20.50 to $22.50 per share. We paida
total of $51.2 million including transactions costs, and the transaction has decreased common shares outstanding by
18.3 percent.

Cash Flow Risks: We believe that cash on hand, cash flow from operations and our $25.0 million credit facility will
be sufficient to fund our business. Based on our current cash forecasts, we believe the borrowing capacity under the
credit facility will provide sufficient liquidity-at least until the end of 2007, and possibly longer. However, an
extended 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 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.described below, primarily as a result of high power market prices. - :

Financing '

Long-Term Debt: Substantially all Utlllty property and plant are subjeet to liens under the First Mortgage Bonds.
Associated scheduled sinking fund paymeits for the next five years are 30 in 2007, $3.0 million in 2008, $5.5
million in 2009, $0.in 2010 and $20.0 million in 2011. Currently, we are not in default under the terms of any of our
debt financing documents : : ‘ - .

Credit Facility: We have a lhree-year $25.0 million unsecured revolving-credit facility with a lending institution
pursuant to a Credit Agreement dated October 21, 2005. We expect to make periodic short-term borrowings under
the revolving credit facility to manage our workmg capital requirements. At December 31, 2006 no amounts were
outstanding under this facility. On September 26, 2006, a $4.5 million letter of credit was issued under this facility
to support certain power-related performance assurance requirements. It expires on September 25, 2008. Currently

. no amounts have been drawn under the letter of credit.

Lerters of Credit: In addition to the letter 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 support of three separate issues of industrial
development revenue bonds totaling $16.3 million, These letters of credit are secured under our first mortgage
indenture as required by the bank. At December 31, 2006 there Wwere 1o amounts outstandmg under these letters of
credit. - '
Covenants At December 31, 2006 we were in comphance wnh all f'mancnal and non-fi nancral covenants related to
our various debt agreements, letters of credit and credit facility.
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Cap:ta] Commltments and Contractual Obllgatmns QOur, busmess 1s a capltal 1ntensrve because annual
construction expend1tures are requ1red to’maintain the distribution system.? - Our capltal expendltures for the next five

"7 years are estimated to be $33.0 million in 2007, $27.5 million in 2008, $22.5 million in 2009, $35.0 million in 2010

and $40.6 million in 2011. These are subject to continuing review and adjustment and actual capital expenditures
may vary. Our significant contractual obligations as of December 31, 2006 are summarized in the table below.

) o * Payments Due by Periad (in millions)
Contractual Obligations ) Total Less than | year 1-3 years 315 years After 5 years

Long-term debt AR $116.0 - $8.5 . $200 " $87.5
Interest on:long-term debt (a) i b, e 985 a0 T 140. - 128 4w - 640

i ’Notes payable, (b)_r wil Do Ay S s 1390 e 04, .08 v o 084 . & 1197
" Redecmable preferred stock . .40 e, . 2200, 0 e
Capital lease . 10.3 .- 1.5 2.7 24 3.7
Operating leases - vehicle and other (b) 81 - 2.1, . 32 22 0.6
Purchased power contracts (¢) . 1,064.7 1445 291.8 2883, © 3400t
Nuciear decommtsstonmg and other closure costs (d)_ ~ 149 ' 2.7 41 3.1 5,0
Total Contractual Obligations : ” s ,;;g;sct © 815937 - $327.1 ¢ $330.6 §5134

Ea

(a) Based on interest rates per smkmg fund payment schedule shown in Note'l3 - Long-Term Debt and. Cred1t Facility.
(b} Includes interést payments based on interest rates as of December 31, 2006.
- (¢} Forecasted power purchases under-long-term contracts with Hydro -Quebec, VYNPC and various mdependent power producers.
Our current retail rates mclude 4 provision for recovery of these costs from customers. See Power Supply Matters for more
. information. . _ L
(d) Estimated decomm1sstonmg and all other closure Costs related to our equtty ownershtp interests in Mame Yankee, Conncctlcut
. Yankee and Yankee Atomic. Our current retail rates include a prov1510n for recovery of these costs from customers. See Power
Supply Matters for more mformatlon
‘ . ST - N .
The contractual obllganon table above excludes ‘éstimated funding for 1 pensron and postretirement medical beneﬁt
obligations reflected in our consolidated balance sheet: The timing of these _payments may vary based on changés in
the fa:r value of plan assets (for pension obhgauons) and actuarial assumpttons In 2007 we expect to contribute
$6 5 m1lhon to our pensmn and postretirement médical trust ﬁmds however there i$ ho mmtmum ﬁmdmg

requlrement for .our pens1on plan. Based on our,current fundmg Ievel we do not expect the’ provmons of the

_Pension Protéction Act of: 2006, passed into law in August 2006 ‘tor have a srgmﬁcant impact on our minimim

requtred contributions in' the rear future We expect that pension ‘and’ postreurement medical contributicns will not’
slgmﬁcantly exceed current fundmg Ievels for 2008 through 201 1. Additional obhgauons related o our

_nonquallﬁed pens1on plans are approxtmately $0.5 mllhon per year

Capitalizatio‘n Our capitalization for the past two years follows:

(in millions) * Percent

SR Lot T 2006% 2005 (2006- - 2005
.~ Common stock equity ~ - 8179 - 85217 57% 61%
. Preferred stock* . . ] ¥ . 14 4 4 o
‘ -Long-term debt . . 116 116 37 v 330
Capital lease obligations* 7 ~_ 1 2, ._2

Mi&ilﬂﬂ.ﬁlﬂﬂ[u

* mcludes current portlon . -

. 1 . . - .

Crcdlt Ratings On August 1, 2006, Standard-and Poor's Ratmgs Servrces ("S&P") reafﬁrmed our BB+ corporate -
credlt rating and our BBB senior secured bond rating. ; ;Our preferred stock rating was lowered to B+ from BB-. In_
their press release S&P explamed ‘that ! "The lowenng ‘of the preferred stock ratmg reﬂects Standard and Poor's_ ..
notchmg criteria for. preferred stock of speculatwe grade compames The criteria requlres preferred stock to be rated
three notches below the corporate credit rating.” In addition; S&P rev1sed our,business risk proﬁle score to reflect a
less risky rating of "5" from our previous score of "6". S&P ranks utilities on a scale of *1" or "excellent” to "10" or
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"vulnerable”. The revision was in response to the 2005 Catamount sale, the major portion of our unregulated
businesses. Our current credit ratings from S&P are shown in the table below. Credit ratings should not be
consrdered a recommendation to purchase or sell stock.

Corporate Credit Rating ' BB+ -

First Mortgage Bonds BBB
Preferred Stock o B+
Outlook Stable

Performance Assurance At December 31, 2006, we had'posted $8.6 million 'of collateral under performance
assurance requirements for certain of our power contracts, including a $4.5 million letter of credit 1ssued under our-
$25.0 million revolving credlt facility. ' : . ’ 8

We are subject to performance assurance requirements associated with our power purchasé and sale transactions
through [SO-New England under the Financial Assurance Policy for NEPOOL members. At our current credit
rating of '‘BB+', our credit limit with ISO-New England is zero and we are required to post collateral for all net
purchase transactions. [SO-New England reviews collateral requirements on a daily basis. As of December 31,
2006, we had posted $3.5 million of collateral. :

We are currently selling power in the wholesale market pursuant to two third-party contracts. One contract extends
through mid-2007 and the other through late 2008. We are required to post collateral with these counterparties
under certain conditions defined in the contracts. As of December 31, 2006 we had posted $4.5 million in the form
of a letter of credit, and $0 5 million in cash. - :

We are subject to performance assurance requirements associated with power purchase and sale transactions through
ISO-New York. Activity in this market has been limited. At December 31, 2006, we had posted $0.1 million of
collateral.

We are also subject to performance assurance requlrements under our Vermont Yankee power purehase contract (the
2001 Amendatory Agreement). If 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 ﬁnancmg arrangements such as securltlzatron of

receivables, or obtain access to assets through special purpose entities. We have letters of credit that are described
in Financing above. A

Commitments and Contmgencres

Catamount Indemnifications: On December 20, 2005 CRC completed the sale of Catamount to CEC Wmd
Acquisition, LLC, a Delaware limited liability company established by Diamond Castle Holdings, a New York-
based private equity investment firm ("Diamond Castle"). Under the terms of the Catamount sale agreement, we
agreed to indemnify Catamount and Diamond Castle, and certain of their respective affiliates, in respect of a breach
of certain representations, warranties and covenants, most of which survive until June 30; 2007, except certain items
that customarily survive indeﬁnitely We indemnified the parties against all losses related to taxes for periods prior
to the initial closing, subject to a "true up" post-closing. Indemnification is net of insurance and taxes, and :
materiality is disregarded from all representations and warranties.

Indemnification is subject toa $1.5 million deductible and a $15.0 million cap, excluding certam customary items,
Environmental representations are subjéct to the deductible and the cap, and such environmental representatrons for
two of Catamount's underlying energy projects survivé béyond June 30, 2007. Our estimated "maximum potential”
amount of future payments related to these .inden'miﬁcation's is limited to $15.0 million. )

Power Supply Commitments: We have material power supply commitments for the purchase of power from
VYNPC and Hydro-Quebec. These contracts are described in more detail in Power Supply Matters.
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OTHER BUSINESS RISKS - -

In addition to the risks described in Liquidity and Capital Resources above, we are also sub_]ect to regulatory risk
and wholesale power market risk related to our Vermont electric utility business. These are described in more detail
below. . - : . ‘ : :

Regulatory Rrsk Historically, electric utility rates in Vermont have been based on a utility's costs of service.
Electric utilities are subject to certain accounting standards that allow regulated entities, in appropriate
circumstances, to establish regulamry assets and‘liabilities, and. thereby defer thé income statement impact of certain
costs and T revenues that are expected to be realized-in future rates. Adverse regulatory.changes could have a
significant impact on furure results of operations and financial' condmon ‘See Cnncal Accountmg Pohc1es and -
'Esumates A R PR e T SO W e
. . T o L . PRI I . '
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. We:are actively part1c1pat1ng in planining for and implementing the provisions of these
laws. See Recent Energy Initiatives, )

“'i

Power supp!y and wholesa!e power market prices: Our material power supply contracts are principally with Hydro-
Quebec and VYNPC. These relatively low-priced 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 pnces and that amount could be material.

We are respon51ble for procuring replacement energy durmg periods of scheduled or unschedulcd outages of our
power sources.. As described in' Power Supply Matters below, we purchased forced outage insurance to cover
additional costs,if any,.of obtaining replacement power from other sources if the Vermont Yankee plant expenences
unplannecl outages during 2007. 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. . :

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 the plant's owner, Entergy, determines that it is not economical to continue operating the
plant, Deliveries under the power contract with Hydro- -Quebec end in 2016, but the leve! of deliveries will be
reduced starting in 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.

Market Risk: See ltem 7A. Quantita.tive and Qualitative Disclosures About Market Risk for a discussion of
Wholesale Power Market Price Risk.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of financial condition, results of operations and cash flows are based upon the
accompanying Consolidated Financial Statements, which have been prepared in accordance with GAAP. The
preparation of these Consolidated Financial Statements required management to make estimates and judgments that
affect the reported amount of assets and labilities, revenues and expenses, and related disclosures of contingent
assets and liabilities at the date of the Consolidated Financial Statements. Actual results may differ from these
esnmates under different assumptions or conditions.

1

Critical accounting policies and estimates are defined as those that require significant judgment and uncertainties,
and potentially may result in materially different outcomes-under different assumptions and conditions.
Management believes that the accounting policies and estimates that are most critical to reported results of
operations, cash flows and financial positions are described below. . ‘

Regulatory Accounting We prepare our financial statements in accordance with Statement of Financial Accountmg

Standards No. 71 ("SFAS No. 71") for our regulated Vermont service tertitory and FERC-regulated wholesale
business. The application of SFAS No. 71 results in differences in the timing and recognition of certain revenues
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and expenses from those of other businesses and industries. The ratemaking process results in the recording of
regulatory assets and other deferred charges based on the probability of current and future cash inflows. They
represent-incurred or accrued costs that have been deferred because future recovery of these items from customers is
probable. The ratemaking process can also result in the recording of regulatory liabilities or deferred credits, which
represent amounts collected from customers in retail rates for which the costs have not or are not expected to be
incurred. : '

We continuously review regulatory assets and other deferred chargés to assess ultimate recoverability through retail
rates. Based on a current evaluation of the factors and conditions expected to influence future cost recovery, we
believe future recovery of our regulatory assets in the State of Vermont for our Tetail and wholesale businesses is
probable. In the event that we determine our regulated operations no longer meet the criteria under SFAS No. 71 * .
and there is not a rate mechanism to recover these costs, we would be required to write off $20.5 million of
regulatory assets, $12.1 million of other deferred charges and $12.7 million of other deferred credits, for a total
extraordinary charge to operations of $19.9 million pre-tax as of December 31, 2006. We would also be required to
record pension and postretirement costs of $31.7 million on a pre-tax basis to Accumulated Other Comprehensive
Loss as a reduction in stockholder's equity, and would be required to determine any potential impairment to the
carrying costs of deregulated plant. Risks associated with recovery of regulatory assets relate to potentiaily adverse

- legislation, and judicial or regulatory actions in the future.

Revenues Revenues from the sale of electricity to retail customers are based on PSB-approved rates. Our revenues
from retail, resale and other operating activities are generally recorded when service is rendered or when.energy is
delivered 10 customers. However, the determination of the energy sales to retail customers is based on monthly
meter readings, and estimates are made to accrue unbilied revenue at the end of each accounting period. In order to
determine unbilled revenues, we make various estimates including: 1) energy generated, purchased and resold; 2)
losses of energy over-transmission and distribution lines; 3) kilowatt-hour usage by retail customer mix - residential,
commercial and industrial; and 4) average retail customer pricing rates. We use these estimated amounts to
calculate the amount of revenue that has been eamed or delivered, but not billed, due to the timing of billing cycles
used for retail customers, Unbilled revenues totaled $16.7 million at December 31, 2006 and $16.9 million at
December 31, 2005,

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 cther postretirement plan 1o recognize an asset or liability on its balance sheet for the overfunded or
underfunded status of the plan. The adoption of SFAS No. 158 did not impact our Consolidated Statement of
Income or Consolidated Statement of Cash Flows, but it did impact our Consolidated Balance Sheet. Upon adoption
of SFAS No. 158 we recorded accrued pension and benefit obligations of $31.0 million. Based on historical
recovery of pension and other posiretirement medical costs through rates we charge our customers, we recognized a
regulatory asset of $31.7 million for certain of our pension and postretirement medical costs versus recording a
charge to accumulated other comprehensive income. There were other impacts on the Consolidated Balance Sheet
as shown in Note 15 - Pension and Postretirement Medical Benefits.

SFAS No. 158 also requires companies with early benefit measurement dates to change their measurement date by
2008 to correspond with their fiscal year-end and to record the financial statement impact as an adjustment to
retained earnings. We estimate that changing our annual benefit measurement date from September 30 to December
31 will result in a pre-tax charge to retained earnings of $1.6 million. We are evaluating whether to seek regulatory
accounting treatment for this change related to our regulated operations. [f regulatory accounting treatment is not
received, the total after-tax charge to retained earnings would be approximately $1.0 million.

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

- *
»
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standards. This.approach allows for systematic recognition of changes in benefit obligations and plan performarice’

over the working lives of the employees who benefit under the plans The following assumptions are rev1ewed

annually, with a September 30 measurement date: .

'™ Discount Rate - The discount rate is used to record the value of benefits, whtch are based on future
+.prajections, 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 léast $50.0 million in par value: As’of September 30, 2006, the pension
discount rate changed from 5.65 percent to 5.95 percent and the postretirement medical discount rate
changed from 5.65 percent to 5.80 percent.
®  FExpected Return on Pldn Assets ("ROA") - We project the future ROA based principally on hlstortcal
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. At September 30, 2005, the ROA was 8.25 percent. This rate was used to determine
the annual expense for 2006 and wilt also be used to determine the 2007 expensé.
Rate of Compensation Increase - We pl’O_}eC[ employees compensatton increases, including annual
increases, promotions and other pay adjustments, based on our expectations for future long- -term expertcnce
reflecting general trends. This projection is used to esumate employees' pension benefits at rétirement. As
of September 30, 2006 the rate of compensation increase changed from 4 percent to 4.25 percent,

_ Health Care Cost Trend - We pI‘O_}CCt expected increases in the cost of health care. For mieasurement
purposes we assumed a 10.5 percent annual rate of increase in the pér capita cost of covered health care
benefits for fiscal 2006, for pre-635 and post-65 claims costs. The rate is assumed to decrease | percent in
each of tlte subsequent years until an ultimate trend rate of 5.5 percent is reached
v Amortization of Gams/(Losses) The assets and liabilities of the pension and postrettrement medlcal

‘ benefit plans are affected by changmg market condtttons 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 unrecegnized net gain or loss exceeds 10 percent of the greater of the
projected benefit obltgatton 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 10
mmgate volatility-of net perlodtc benefit costs from year to.year. Asset gains and losses related to certain
asset classes such as equity, émerging markets equity, high yield debt and emerging markets debt are
recogmzed 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 to match changes in plan liabilities, The gains and
losses related to this asset class are recognized in the market-related value of assets immediately.

Pension and Postretlrement Medical Assumption Sensmwty Analysts Fluctuatlons in market réturns may result
in increased or decreased pension costs in future periods. The table below shows how hypothettca]ly, a 25-basis-
point change in discount rate and expected return on assets would affect pension COSIS. Any ‘additional. decreases in |
the discount rate would i 1ncrease the regulatory asset by the same amount as the projected benefit obltgatton

25 Basis-point , 25 Basis-point *
. 25 Basis- pomt 25 Basm-pomt " 'Increase in o ‘Decrease in
. " Increasein” - Decrease in Expecte’d Return Expected Return

(in thousands) ' ' : Discount Rate Discount Rate on Assets’ - on Assets
Pension Plan - : Lo ’ -
Effect on projected benefit obligation . -

as of October 1, 2006 $(1,915) $2,002 .- -
Effect on 2006 net period benefit cost $(204) $203 5(174) $174
Other Postretirement Medical Benefit Plans
Effect on accunulated postretirement - _

benefit obligation as of October 1, 2006 ) " $(673) $705 -~ ' - -
Effect on 2006 net periodic benefit cost $(80) $81 $(22) $22
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Environmental Liabilities Our regulated electric business is engaged in various operations and activities that
subject it to inspection and supervision by both federal and state regulatory authorities including the United States
Environmental Protection Agency. Our policy is to accrue a liability for those sites where costs for environmental
remediation, monitoring and other future activities are probable and can be reasonably estimated. At December 31,
2006, we had a reserve of $2.1 million for three sites that are in various stages of remediation. This compares to a
reserve of $5.4 million.as of December 31, 2005. To our knowledge, there is no pending or threatened litigation
regarding any other site with the potential to cause material expense. No government agency has sought funds from
us for any other study or remediation.

In 2006 we updated the cost estimates for two of the sites, one located in Rutland, Vermont and the other located in
Brattleboro, Vermont. The reserve for the third site is less than $0.1 million. The revised cost estimates for the two
sites were finalized in the third quarter of 2006, and we now expect our liability related to remediation efforts at
these sites to range from a high of $3.6 niillion to a low of §1.0 million. Management believes that the most likely
cost of the remediation effort for the two sites is $2.1 million, which is 3$3.2 million less than the accrual at
December 31, 2005. The revised cost estimates were based on engineering evaluations of possible remediation
scenarios at the sites and Monte Carlo simulations, which are complex mathematical models using a broad range of
possible outcomes and statistical information in determining the outcome with the highest likelihood of occurrence.
The assumptions used in the Monte Carlo simulations required considerable judgment by Management. The
decrease from the previous cost estimate for one of the sites reflects updated information, the availability of
advanced remediation technology and our intent to voluntarily clean up the site rather than await a state or federal
mandate to complete cleanup. The decrease from the previous cost estimate for the other site reflects the use and
specific remediation-related costs for the scenario with the highest likelihood of occurrence. See Note 17 -
Commitments and Contingencies for additional information. As with any environmental site, unknown conditions
or changes in known conditions that were not reasonably predictable at the time that the cost estimates were revised,
could rhaterially affect the estimates and actual site remediation costs. '

We reached an agreement with the DPS that a portion of the reduction in estimated remediation costs should be
attributed to ratepayers and agreed to request PSB approval of an Accounting Order to defer the ratepayer portion.
We plan to submit our request in the near future. As a result, we determined that regulatory treatment for the
ratepayer portion was probable and therefore recorded $1.6 million of the $3.2 million reduction in environmental
reserves as a deferred credit on the Consolidated Balance Sheet. The remammg $1.6 million was recorded as a
reduction in operating costs on the Consolidated Statement of Income. ’

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. Based on a
PSB-approved Accounting Order, we record the change in fair value of powercontract 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.

Our power contracts that are derivatives include: 1) one long-term purchased power contract that allows the seller to
repurchase specified amounts of power with advance notice (Hydro-Quebec Sellback #3); 2) one long-term forward
sale contract; and 3) one short-term forward purchase contract. We enter into forward sale contracts to reduce price
volatility in net power costs, since our long-term power forecasts show energy purchases and production in excess of
load requirements. We enter into forward purchase contracts for replacement energy during Vermont Yankee
scheduled refueling outages.

The estimated fair values of power contract derivatives are based on over-the-counter quotations or broker quotes at
the end of the reporting period, with the exception of Hydro-Quebec Sellback #3 that is valued using a binomial tree
model, and quoted market data when available, along with appropriate valuation methodologies. The estimated fair
value of power contract derivatives was an unrealized loss of $8.0 million at December 31, 2006 and $17.9 million
at December 31, 2005,
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Reserve for Loss.on Power. Contract I’ accordance with the. requtrements of SFAS No: 5 Accoummg for
Contingencies, ("SFAS No. 5") in the first quarter of 2004 we recorded a $14.4 million pre-tax loss’accrual related -
to termination of our long-term power contract with Connecticut Valley. The contract was terminated as a condition
of the January 1, 2004 sale of Connecticut Valley's plant assets and franchise. The loss accrual represented
Management's best estimate of the difference between expected future sales revenue, in the wholesale market, for
the purchased power that was formerly sold to Connecticut Valley and the cost of purchased power obligations. The -
estimated life of the power contracts.that were in place to supply power to C0nnectlcut Valley extends through 20135.

The loss accrual was estimated based on assumptlons about future power prtces the reallocation of power from the
state appomted purchasmg agent ("VEPPI") and future load growth. ‘Management reviews this estimate at the end
of each reportmg penod and will'i 'increase the reserve if the revised estimate exceeds the recorded 16ss accrual The
iloss accrual is bemg amomzed on-a stralght lme basrs through 201 5. Co :

o [ 1 °
Income Taxes In accordance wrth SFAS No. 109, Accoummg for Income Taxes (“SFAS No 109"), we recogmze
tax assets and liabilities for the cumulative effect of all temporary differences between financial statement carrying
amounts and the tax basis of assets and liabilities. Investment tax credits associated with utility plant are deferred
and amortized ratably to incorhe over the lives of the related properties.: A valuation allowance is recorded to reduce
the carrying amounts of deferred tax assets if management determmes it is more likely than not such tax assets will
not be realized.

RESULTS OF OPERATIONS s -
The following is a detailed discussion of the results of operauons 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
Consotidated earnings for the past three years included earnings from continuing and discontinued operations as
follows (in thousands, except earnings per share):

2006 2005 " 2004

Earnings from continuing operations - 818,101 ™ $1,410 - $7.,493
Earnings from discontinued operations _ 251 . _4.936 . 16,262

Net Income . $18.,352 $6,346 - $23.755

Earnings per share - basic: _ : -
Earnings from continuing operations $1.65 $0.09 $0.59

Earnings from discontinued operations - _0.02 _0.40 U134
_ Earnings per share $§1L.67 *+  $0.49 $1.93
Diluted: _ , :
Earnings from continuing operations $1.64 o008 $0.58
, Earnings from discontinued operatlons : _0.02 . 0.40 132
"Eamnings per share $1.66 $0.48 $1.90
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The table that follows provides a reconcnhatmn of the primary year-over-year variances in diluted earnings per share
for 2006 versus 2005 .

- 2005 earnings per diluted share $.48

Year-over-Year Effects on Earnings:
"Higher resale revenue .60
Higher equity in earnings from Transco 10
Decrease in environmental reserves 09
Higher CRC earnings o o .06 - : . ’
. Other variances (a) - s SRR 1 %) R 2
Lower retail sales (a) - o v ey o e L :
Higher employee-related costs (22) ' '
Discontinued operations - - {38) .
* Net impact of first-quarter 2005 Rate Order charge 91
Impact of 2006 stock buyback (b) 22
2006 Earnings per diluted share oo © $1.66

(a) Exc[udes 2005 Rate Order charges listed separately.
(b} Reflects the impact of the Apnl 2006 stock buyback which
decreased common shares outstanding by about 18 percent.

The table that follows provides a reconciliation of the primary year-over- year variances in dlluted eamings per share
for 2005 versus 2004.

2004 Earnings per diluted share 51.90

Continuing Operations:
Higher resale sales . .70
SFAS No. 5 loss accrual - termination ofpower contract in 2004 . .69
Vermont utility 11 percent allowed rate of return in 2004 .18
Higher retail and firm sales (excluding Rate Order refund) - 04
IRS tax settlement received in 2004 . (.09)
Higher transmission and distribution costs 17
Higher purchased power costs (excluding Rate Order charge) ' (.85)
Higher other costs (excluding Rate Order charges and SFAS No. 5 loss accrua]) .09 .
Sub-total . A1
Net impact of March 29, 2005 Rate Order recorded in the first quarter of 2005 (9D
Discontinued Operations:
Gain on December 20, 2005 Catamount sale  * .45
Gain on January 1, 2004 CVEC sale ' ' (1.00)
Results of discontinued operations ‘ - 37 -
Sub-total 5 . . ' (.92)
2065 Earnings per diluted share 548

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

Operating Revenues The majority of our operating revenues are generated through retail electric sales. Retail sales

revenue is 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
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.. and related mWh sales are summarized below.

that is'excess to 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

. .
oaT .

R -, . Revenue (in thousands) _ . mWh Sales
: ' .. 2006 2005 2004 2006 2005 2004
Residential $124,520 $127,138 $126,680 959,455 978,164 955,261 -
Commermal 103,432 105,363 104,161 888,537 902,062 861,916 \
) lndustrlal vl 35082 - 33,873 134,755 430,348 414,341 419,090
Other e 3 {?’ _#'1,768 1,618 - 1,606 *. ~ 6,125 - - 5,535 - 5410 )

. Retail sales . B ‘$264 772 #£267,992 '+ ) 267,202 2,284:465° - -~ 2,300:102 T .2.241.677 - T
. 'Resale’ sales I e 53 149 0. o (041,457 e 0 B 26,766. .. . 1L,031171 ! T 662,570"’. ‘1552,885 f .. ,:?;_'; .
Relall customer refund S e s (6,190 s e Fooe e L et e e S e T a
- Other operating revenues __ 1817 <8104 . . 8318 ) o :

MMMMM%&&

Total operating revenues

The average number of retail customers is summarized below:

2006 - 2005 2004

Residential 131,483 129,943 128,665
Commercial " 21,506 21,034 20,551
Industrial 35 - 36 37
Other e 173 171 171
Total number of retail customers 153,197 151,184 149,424

Comparative changes in operating revenues are summarized below (in thousands):

2006 vs. 2005 - 2005 vg, 2004

Retail sales:

Volume (mWh) $(2,530) $7,531
Average price due to customer sales mix - 1,164 (1,451)
-Average price due to rate reduction . 11,8541 (5.290)
Subtotal . -, (3,220) 790
Resale salqs ’ 11,692 14,691
Retail customer refund 6,194 (6,194)
Other operating revenues (287 (214)
Increase in operating revenues $14,379 59,073

2006 vs. 2005

. E3

Operating revenues increased $14.4 million, or 4.6 percent, m 2006 compared to 2005; due to the fo]lowmg 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 resultmg from customer sales mix. Retall clistbmets uséd less
power due to milder winter and summer weather compared to 2005. .
= Resale sales increased $11.7 mitlion due to an increased volume of power that was not needed to serve retail - -

. customers. The largest increase in available energy for’ rcsale resulted from additional Vermont Yankee plant
uprate power that we were required to purchase at markét rates. We also had more available for resale due o

more deliveries under the lorig-term contract with Hydro-Quebec, increased output from the Vermont Yankeé _

plant (excluding additional uprate power), increased output from our owned and jointly owned generating units,
and increased output from Independent Power Producers ("IPP"). As described in Purchased Power below,

revenue associated with resale sales was largely offset by the cost of the power that was resold.
®* The $6.2 million customer refund in 2005 resulted in a favorable variance when comparing 2006 versus 20035.

® 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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2005.vs. 2004 :
Operating revenues increased $9.1 mlll10n or 3.0 percent, in 2005 compared to 2004 due to the followmg factors -

® Retail sales revenue increased $0.8 million resulting from a 2.6 percent increase in sales volume, partially

- offset by a 2.75 percent rate reduction beginning in April 2005 and lower average unit prices due to customer
sales mix. Average residential and commercial customer usage increaséd primarily due to warmer summer
weather in 2005 and a slight i increase in the average number of customers, while industrial customer usage

" decreased slightly.

® Resale sales increased $14.7 million due pnmarlly to more mWh available for resale and higher average rates
in 2005 versus the same perlod in 2004, including the sale of excess replacement power for the fourth-quarter '
2005 Vermont Yankee scheduled refueling outage, wh1ch was shorter than expected In 2005, we sold most of
our excess power supply through forward sale contracts and the remainder to 1SO-New- England. In 2004, we
sold our excess power supply to ISO-New England and other third parties, but theré were fewer mWh
available for resale due in large part to an unscheduled Vermont Yankee plant outage in 2004. In total, higher
average prices contributed $9.0 million to the favorable variance, increased resale sales volume contributed -
$5.2 million and higher capacity-related revenues contributed $0.5 million,

® The 2005 Rate Order required a refund to customers for amounts determined by the PSB to be over- collecuons
during the period April 7, 2004 through March 31, 2005. Of the $6. 2 million refund, $1.7 million was
attributed to 2005 and $4.5 million was attributed to 2004,

® QOther operating revenue decreased $0.2 million largely due to higher revenue in 2004 from mutual aid work in
Florida and increased reserves in 2005 resulting from negotiations related to a pole attachment tariff
settlement. These unfavorable items were partially offset by higher transmission revenue and third-party
billings including mutual aid work in Massachusetts and maintenance work for Vermont Yankee plant outages
in the third and fourth quarters of 2005.

Purchased Power Our power purchases make up almost 58 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 volume are summarized below:

Purchases (in thousands) : mWh Purchases
- VYNPC (a) $70,592 $£57,266 £58,704 1,689,390 1,430,155 1,343,629
Hydro-Quebec - 64,297 58,377 56,943 998,365 832,357 790,017
Independent Power Producers 23.998 19,676 20,252 198,735 160,396 172,21¢
Subtotal long-term contracts 158,887 135,319 135,899 2,886,490 2,422 908 2,305,856
Other purchases " 5,525 31,296 15,675 90,440 264,330 231,182
SFAS No. 5 loss amortizations (1,196) (1,196} 13,155 . - - -
Maine Yankee, Connecticut
Yankee and Yankee Atomic (a) - 5412 5,003 2,142 - - \ -
2005 Rate Order . - 2,441 - - -
Other ‘ 820 (1.220) (1, 220)
Total purchased power' . -~ SI69.448  SI71643  SI65651 ;,mm M ;,mgg

(a) Purchased power transactions with affiliates. Amounts shown in the table above are shown net of regulatory amortizations
and deferrals including our share of VYNPC nuclear insurance settlements that we defer per a PSB Order, and deferral of
Yankee Atomic incremental dlsmanthng costs pnor to Apnl 1, 2005, when they were eliminated in accordance with the 2005
Rate Order. . ) ) . N . -
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Comparative changes in purchased power are summarized below (in thousands):

: o 2006vs.2005 2005 vs. 2004

VYNPC $13,326 C8(1,438)
Hydro-Quebec . 5,920 1,434
Independent Power Producers ' 4,322 (576)
Subtotal long-term contracts o ' 23,568 {580) -
Other purchases (25,771) h 15,621
SFAS No. 5 loss accrual (net of amortizations) - (14,351)
Nuclear decommissioning costs - « 409. - 2,861
2005 Rate Order . | . (2.441) : 2,441
Other . o _2.040 -
(Decrease) Increase in purchased power $(2.195) $5,992

2006 vs. 2005

Purchased power expense decreased $22 mrllron or 1 percent in 2006 compared to 2005 due to the following

factors: : \

*  Long- -term contract purchases increased $23.6 mllhon resultmg from: 1) increased purchases under our long-
term contract with. VYNPC due to higher plant output including $8.4 million for additional plant uprate
power that we were requtred 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 IPPs, the majority of which are hydro facilities. :

®  Short-term purchases decreased $25.7 million because more power was avarlab]e 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:

®  Power costs associated with our ownership interests in Maine Yankee Connecticut Yankee and Yankee .
Atomic increased as a result of updated forecasts of decommissioning and other costs associated with these
plants. See discussion of Nuclear Generating Companies below.

. Accountmg entries associated with the 2005 Rate Order increased power costs by $2.5 million in 2005 with
no comparable charges in 2006. : 4

" " Other power costs increased principally due to regulatory amomzanons for Millstone Unit #3's scheduled
refueling outages versus a net deferral in 2005. Based on approved regulatory accounting treatment, we defer

* the cost of incremental replacement energy and maintenance costs of scheduled refuehng outages, and |
amortize those costs through the next scheduled refueling outage which typically spans an 18- month perlod
Millstone Unit #3's last scheduled refueling outage occurred in October 2005,

2005 vs. 2004 :
Purchased power expense increased $6 0 mllllon or 3.6 percent, in 2005 compared to 2004 due to the followmg
factors: :

" Long- term purchases decreased $0.6 million related pnmarrly to: 1) lower-priced energy under the power
contract with VYNPC, pamally offset by more purchases resultmg from higher plant output, and 2) lower
output from IPPs, offset by 3) more deliveries under our contract with Hydro Quebec due to a load factor
change from 65 percent to 80 percent beginning November 1,-2005. Additionally, deferrals for lower
Vermont Yankee output due o uprate -related work were $0. 4 million hlgher than 2004, These deferra]s are |
mcluded in' Other in the tables above.

.. Short- term purchases mcreased $15 6 mrl]ron related prrmanly to replacement energy purchases for the N
, fourth -quarter 2005 Vermont Yankee plant scheduled refuelmg outage. The hrgh level of replacement power
cosis was due in part to h:gh wholesale power “market prices driven by the extraordmary effects of humcanes
_ Katrina and Rita on the price of natural gas These costs were partlally offset by 1'ncreased resale sales as a
result of the shoner—than-annc:pated outage. Addrtronally, replacement energy deferrals for Millstone Unit
#3 refueling outages were $0.4 million higher than 2004 and we deferred $0.8 million in 2004 related. to a
Vermont Yankee plant outage with no comparable deferral in 2005 The net mcrease of $0.5 mrllron 15,
) included in Other in the tables above. :
. A $14.4 million loss accrual recorded 1 in the ﬁrst-quarter of 2004 due to temnnatlon of the long-term power
. contract with Connecncut Valley as descrrbed below. -
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®  Nuclear decommissioning costs are comprised of our share of Maine Yankee, Connecticut Yankee and
Yankee Atomic decommissioning costs. These costs increased by $2.9 million due to higher Connecticut
Yankee rates under FERC-approved tariffs and elimination of accounting deferrals for incremental Yankee
Atomic dismantling costs per the Rate Order.

®  Accounting entries related to the first-quarter 2005 Rate Order increased purchased power expense by §2.5
million primarily from Yankee Atomic incremental dismantling costs and replacement energy costs from an
unscheduled 2004 Vermont Yankee plant outage. .

Operating Expenses Operating expenses represent costs incurred to support our core business. Excluding
purchased power expense which is described in more detail above, operating expenses increased $3.8 million for
2006 versus 2005 and $7.2 million for 2005 versus 2004, The variances in income statement line items that
comprise operating expenses on the Consolidated Statements of Income are shown in the table below.

2006 over/(under) 2005 2005 over/(under) 2004
Total ' Total

Variance Percent Variance Percent

Purchased power (explained above) $(2,195) (1.3) $5,992 S 36
Production (B44) (8.0) ) 933 9.7
Transmission - affiliates (1,518) (56.4) ' 38 1.4
Transmission - other ) ' 674 5.1 147 1.1
Other operation (7,909) (14.0) 5,353 10.5
Maintenance : ‘ 2,014 0.1 3,180 18.9
Depreciation ‘ 123 0.8 330 2.1
Taxes other than income . 446 3.2 217 - 2.0
Income tax expense (benefit) 10,833 : * - _(3.098) *
" Total operating expenses. $1.624 0.5 $13,154 4.5

- * variance exceeds 100 percent

Production: Production operation costs represent the cost of fuel, operation and maintenance, property insurance,
and property tax for our wholly and jointly owned production units. The variances for 2006 versus 2005 and for
2005 versus 2004 were not significant. These generating units produced 11 percent more energy in 2006 than in
2005, primarily due to higher output from our hydro facilitics and Millstone Unit #3, both of which are low-cost
units to operate. Millstone Unit #3 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 2005. Output from our units in 2005 was
5 percent higher than 2004 primarily due to increased output from our hydro facilities.

Transmission - affiliates: These expenses represent our share of the net cost of service of Transco (previously
VELCQO) as well as some direct charges for facilities that we rent. We refer to Transco and VELCO as the same
entity as VELCO is the operating arm of Transco, which was created in the second quarter of 2006 and now owns
the transmission network formerly owned by VELCO. In 2006 transmission expenses from Transco and VELCO
decreased $1.5 million from 2005. There was no significant variance for 2005 versus 2004. A more detailed
discussion of transmission billings from affiliates follows.

The primary piece of transmission-affiliate expenses is the Vermont Transmission Agreement {("VTA"), which
represents Transco's cost of service net of NEPOOL Open Access Transmission Tariff ("NOATT") reimbursements
and certain direct charges. The NOATT is the mechanism through which the costs of New Engiland'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. Transco allocates its monthly cost of service, reduced for NOATT
reimbursements and other direct charges, to the Vermont utilities under the VTA. These allocations are based on a
formula representmg each uuhty s Vermont load share and other factors, which for us amounts, to approxlmate!y 42
percent. ' .
In 2006, Transco's cost of service increased significantly (86 million), due primarily to project additions toward the
end of 2003, a significant addition of (pre-tax) equity, and a change in its depreciation methodology. More than
offsetting the cost increase was an increase in NOATT reimbursements that Transco received for the cost of its PTF
facilities. Starting in July 2006, the NOATT was modified so that collections (and therefore reimbursements) are
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made not just for facilities placed in service through the pnor year, but also for facilities projected to be placed in
service in the current year. In.large part because Transco expected to place in service a portion of its Northwest
Reliability Project in 2006, its NOATT reimbursement increased approximately 50 percent, from 320 million in
2005 to $30 million in 2006. The net impact of the Transco cost increase and NOATT reimbursement increase was a
decrease inour V.TA cost of $1.5 million. The NOATT modification includes a provision to true-up the estimate of
current year costs by comparing the projected annual cost of service to the actual cost of service, with the difference
plus interest reflected in the reimbursement rate for the next tariff year.

Transmission - other: These expenses are associated with the cost of purchased transmission service excluding
Transmission-affiliates, discussed above, and our transmission operating and maintenance expenses. The bulk of
these expenses are our purchase of regional transmission service under the NOATT and charges for the so-called
Phase I and Il transmission facilities. The variance for 2006 versus 2005 was due to a large increase in the NOATT
rate starting in July 2006. There was no significant variance for 2005 versus 2004.

. St ST ] - T . .
Qther operation: These expenses are related to operating activities such as customer accounting, customer service,
administrative and general activities, regulatory deferrals and amortizations, and other operating costs incurred to
support our core business. Other operation expenses in 2005 included first-quarter 2005 Rate Order charges of
$10.7 million thaf resulted from the revised calculation of overeamnings for 2001 - 2003 and the 2004 gain resulting
from termination of the power contract with Connecticut Valley. Excluding the effect of 2005 Rate Order charges,
other operatlon expenses increased $2.8 million for 2006 versus 2005 and decreased $5.4 million for 2005 versus
2004. The primary drivers of the year-over-year variances are as follows. ‘

The $2.8 million increase in 2006 resulted primarily from: 1) higher employce-rclated costs (34.3 million increase)
including pension, active and retiree medical, incentive compensation and the expected medical costs of long-term
disability claims; 2) higher fees for professional services ($1.0 million increase) including external audit fees driven
by Sarbanes-Oxley compliance and other contractor. fees, partially offset by bondholder consent fees in 2005; 3)
higher.costs for customer accounting ($0.7 million increase) due principally to a customer bankruptcy; partially
-offset by 4) a third-quarter 2006 reduction in environmental reserves ($1.6 million decrease) based on revised cost
estimates and 5) net regulatory amortizations ($1!6 million decrease) beginning in April 2005 per the 2005 Rate
Order including deferrals of $0.8 million to match tree trimming and pole treating expenses with amounts currently
recovered in rates. : ‘

The $5.4 million decrease in 2005 resulted principatly from: 1) $3.8 million of deferred earnings in 2004 to achieve
an 11 percent return on equity; 2) lower employee-related costs including incentive compensation, medical costs and
long-term disability; 3) consulting expenses in 2004 for an IRS tax settlement; partially offset by 4) higher pension
costs, and 5) the favorable impact of an environmental insurance settlement in 2004 with no Comparable item in
2005, o ‘ o :

. Maintenance: These expenses are related to costs associated with maintaining our electric distribution system and .
include costs from our jointly owned generating and transmission facilities. The increase in 2006 from 2005
resulted primarily from higher contractor costs for tree trimming ($1.0 million increase), higher storm restoration
costs ($0.4 million increase), and higher other maintenance costs ($0.6 million increase) including stockroom -
maintenance and minor inventory items. Pursuant to the 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 are partially offset by the favorable impact of
regulatory amomzatlons included in other operation above . . - . ‘
The increase in 2005 from 2004 was retated primarily to higher storm restoration-costs dueto a major storm in
October. 2005, and higher contractor costs for an annual maintenance outage at McNell one of our jointly owned

generating units.

Depreciation: We use the straight-line remaining-life method of deprecxatlon Thcrc was no significant variance for
2006 versus 2005 or for 2005 versus 2004, : “ :
Taxes other rhan income: This is related primarily to property taxes and payroll taxes. There was no sngmﬁcant
variance for 2006 versus 2005 or for 2005 versus 2004.
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Income 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 36.52 percent for 2006, 309.8 percent for 2005 and 21.6
percent for 2004. The effective tax rate increased significantly in 2005 because we had a pre-tax loss of $0.7 million
on continuing operations. When the tax benefits of permanent differences and income tax credits are combined with
the tax benefit based on the pre-tax loss, the result is an effective tax rate of 309.8 percent

The American Jobs Creation Act of 2004 ("Act"} amended Section 45 of the IRS Code to allow a renewable
electricity production credit for the production of electricity by certain closed-loop facilities. Our McNeil wood chip
plant qualifies for this tax credit, which amounted to $0.2 million in 2006 and 2005. This tax credit, which is based
upon the megawatt hours of electricity produced, is expected to be about the same amount for each of the next four
years.

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 percenl effective January 1, 2007.

See Note 16 - lncome Taxes for acldmonal mformauon

Other Income and Other Deductions These items are related to the non-operating activities of our utility business
and the operating and non-operating activities of our non-regulated businesses through CRC. CRC's earnings were
$0.8 million in 2006, $0.1 million in 2005 and $0.1 million in 2004. The variances in income statement line items
that comprise other i income and other deductions on the Consolidated Statements of Income are shown in the table
below. : -

2006 over/(under) 2005 2005 over/(under) 2004

Total . - Total

' Variance Percent  Variance Percent
Equity in eamnings of affiliates $1,371 73.4 $644 526
Allowance for equity funds during construction 41 51.9 (70 (47.0) -
Other income ¢ 1,366 332 - (2,227) (35.1)
Other deductions 1,151 (32.9) (1,590) 81.0
Provision for income taxes - (1,258) * 1.052 (85.3)
Total other income and deductions $2.674 * $2.191 (48.4)

* variance exceeds 100 percent

Equiry in earnings of affiliates: These are related to our equity investments including VELCO, Transco and
VYNPC. The increase for 2006 versus 2005 resulted primarily from investments that we made in Transco in 2006,
The increase in 2005 was related principally to an additional equtty investment that we made in VELCO in the
fourth quarter of 2004.

Al!owance for equity funds during construction: This is the cost of equity financing during construction projects. It
is capitalized as part of major utility ptant projects when costs applicable to such construction work in progress have
not been included in rate base through ratemaking proceedings.

Other income. These items include non-operating rental income principally from rental water heaters, interest and
dividend income, interest on temporary investments and miscellaneous other income items. Other income in 2005
included first-quarter 2005 Rate Order charges of $0.8 million for adjustments to carrying charges for certain
deferred Vermont Yankee costs. Excluding the effect of 2005 Rate Order charges, other income increased $0.6
mitlion for 2006 versus 2005 and decreased $1.4 miltion for 2005 versus 2004,

Other income increased in 2006 due prlman}y to interest income on the Catamount sale procéeds ($0.6 million
increase} and the gain on sales of non-utility property (30.3 million increase), partially offset by lower interest on
temporary investments ($0.4 million decrease) resulting from lower cash balances. Other income decreased in 2005
due primarily to regulatory carrying charges in 2004 ($0.4 million decrease) that were eliminated as a result of the
2005 Rate Order, and interest received in 2004 ($1.0 million decrease) related to a favorable IRS tax settlement.
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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. Other deductions in 2005 included a-first-quarter 2005 Rate Order charge of $0.4.
million resulting from the disallowance of a portion of Vermont Yankee fuel rod costs. Excluding the effect of the
2005 Rate Order charge, other deductions decreased $0.7 million for 2006 versus 2005 and increased $1.2 million
for 2005 versus 2004.

Other deductions decreased in 2006 due primarily to the 2005 impairment and realized losses ($0.6 million increase)
associated with certain available-for-sale debt securities that were sold earlier than planned. Other deductions
increased in 2005 due to the investment impairment and realized losses, and higher insurance expense (30.5 million

increase) related to death benefits received in 2004.

Benefit (provision) 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; interest on notes payable and on 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.

2006 over/{under) 2005 2005 over/(undpr) 2004

Total Total
Variance Percent Variance Percent
Interest on long-term debt - : $- .00 $(1,454) (16.8)
. Other interest - A (1,249} (53.8) 1,234 - *
Allowance for borrowed funds during construction {13) 50.0 31 (54.4)
- Total interest expense $(1,262) (13.3) 50189 (2.0

)
* variance exceeds 100 percent

Interest on long-term debt: There was no significant variance for 2006 versus 2005. The decreases in 2005 from
2004 resulted from lower interest rates in efféct following a 2004 bond refinancing. On July 30, 2004, we issued *
$20 million of 5 percent First Mortgage Bonds, due in 2011, and $55 million of.5.72 percent First Mortgage Bonds,
due in 2019. The proceeds were used to repay in full our $75 million Second Mortgage Bonds, at a rate of 8,125
percent that matured on August 1, 2004. The refinancing and lower interest rates have reduced annual interest
expense by approximately $2.0 million on a pre-tax basis.

Other interest expense: In 2005 other interest expense included first-quarter 2005 Rate Order charges of §1.2
million related primarily to carrying costs associated with the recalculation of overeammgs for 2001 - 2003.
Excluding the effect of the 2005 Rate Order charges, there was no 51gmf cant variance between 2006 and 2005, nor
bctween 2005 and 2004. :

Allowance for borrowed funds during construction: This is the cost of debt financing dﬁring construction projects
that we capitalize as part of the cost of major utility plant projects when costs applicable to such construction work \
in progress have not been included in rate base through the ratemaking process.

I3
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Discontinued Operations : -
Catamount: A fourth quarter 2006 true-up of federa] income taxes related to the 2005 gam on the sale of Catamounl
- resulted in income from discontinued operations of $0.3 million. Catamount's operating ¢xpenses shown in the table
below include $0.5 million in 20035 and 2004 of costs reallocated to continuing operations. Income from -
discontinued operations related.to Catamount as of December 31 are summarized below (in thousands).
2006 2005 2004
. Operating revenues o . $- - 3-
Operating expenses L - {315) ‘ (315)
Operating Income - 315 315
Other income and (deductions): .
Equity in earnings of non-utility investments - 1,591 4,220
Gain on sale of non-utility investments - - .. 2518
Other income . - 2,093 1,895
Other deductions - {(4,951) (6,674)
Benefit for income taxes \ _251 856 . 1,928
Total other income and (deductions) : o _251 —(411) . 3.887 Cot e
Total interest expense - 575 280
Net income (loss) from discontinued operations 251 671) 3922
Gain from disposal, net of $5,183 income tax - - T 5,607 -
Income from discontinued operations $251 $4,936 $3,922

Connecricut Valley: Components of the January 1, 2004 sale transaction were recorded in both continuing and
discontinued operations on the 2004 Consolidated Statement of Income. Income from discontinued operations
included a $21.0 million pre-tax, or $12.3 million after-tax, gain on disposal. We also recorded a loss of $14.4
million pre-tax, or $8.4 million after-tax, related to termination of the power contract with Connecticut Valley.; The
loss was included in purchased power expense. There are no remaining significant business activities related to
Connecticut Valley. .

POWER SUPPLY MATTERS ’ : :
Sources of Energy Our power supply portfolio includes a mix of base load, dispatchable and energy-constramed
schedulable resources. A breakdown of eriergy sources is shown below:

Nuclear - VYNPC 49% 46% 46%
Canadian hydro contract 29 27 27
Wholly owned hydro and thermal 7 7 6

" Jointly owned units . . 7 7 7
Independent power producers 6 5 "6,
Other 2 8 8

100% 100% 100%

Power Supply Pertfolio Our primary power supply contracts are with VYNPC and Hydro-Quebec.. We are also
required to purchase power from Independent Power Producers. Our wholly owned units include 20 hydroelectric -
generating units, two oil-fired gas turbines and one diesel peaking unit with-a combined nameplate capability of 74.2
MW. Qur jointly owned units include: 1) a 1.73 percent interest in Unit #3 of the Millstone Nuclear Power Station,
a 1,155 MW nuclear generating facility; 2) a 20 percent interest in Joseph C. McNeil, a 54 MW wood-, gas- and oil-
fired unit; and 3) a 1.78 percent joint-ownership in Wyman #4, a 609 MW oil-fired unit, These sources are used to
serve our retail electric load requirements plus any wholesale obligations we enter into,

We manage our power supply portfolio by attempting to optimize the use of those resources, and through wholesale
sales and purchases to create a balance between our power supplies and load obligations. Our current power
forecast shows energy purchase and production amounts in excess of our load obligations each year through 2011,
and therefore we enter into fixed-price forward sale transactions to reduce price (revenue) volatility in order to help
stabilize our net power costs.
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During 2006 we sold power under.two separate forward sale contracts that we had entered into in November 2004.
One of the sales extends through December 2008: The other ended in December 2006, with the delivery of power .
contingent on Vermont Yankee plant output. In December 2006 we entered into a forward sale contract for
deliveries between 30 and 50 MW from January 1 through June 30, 2007, except during the scheduled Vermont
Yankee refueling outage. Delivery under this contract is contingent on Vermont Yankee plant output, eliminating
the risks related to sourcing the sale if Vermont Yankee is not operating. We also entered into a transaction with
another utility in New England; whereby we effectively swap 10 MW of Vermont Yankee plant output for 10 MW
of another nuclear plant's output. We deliver power under this contract only if Vermont Yankee is operating and the
other plant is not. Likewise, we receive power under.the contract only if the Vermont Yankee plant is not operating
but the other nuclear plantis. This swap transaction extends from January 1, 2007 through April 30, 2007.
We also enter into forward purchase contracts for times when the Vermont Yankee plant is not operating. In
~ Decémber 2006, we entered into a contract for the purchase of 100 MW each hour from May 12 to June 6, 2007 for
replacement energy during the next Vermont Yankee scheduled- refueling outage. Additionally, energy is also sold
or bought hourly through the normal ISO;New England settlement process, resulting in a net sale or purchase equal
to the lmbalance betwecn our resource output and-load: ‘requirements.. On an hourly basis, we net the hourly sales
and purchases we make through ISO-New England and account for those net values as either operating revenues or
purchased power expense.

Some of the forward contracts that we enter into meet the deﬂnmon of d denvatlve and therefore the fa1r value of -
these contracts is recorded on the balance sheet Due to regulatory accounting, changes in ‘the fair value are not
included on our income statements. Also see Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Vermont Yankee We purchase our entitlement share of plant output from VYNPC under a purchased power
contract ("PPA"} between VYNPC and Entergy Nuclear, Vermont Yankee, LLC ("ENVY"). Our entitlement of total
plant output was reduced from 35 percent to 29 percent in September 2006 due to the uprate as described below, but
our purchase of plant output is similar to the amount we received before the Uprate process began. Prices under the
PPA range from 339 to $45 per megawan hour. 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. Prior to the change
in our entitlement percentage, we purchased a share of uprate power at market rates from mid-March through mid-
September based on the terms of the PPA. Purchases of power from VYNPC during 2006, 2005 and 2004 are
described in Purchased Power above. Future purchases are expected to 'be $58.0 million in 2007 $59.0 million in
2008, $64.8 mitlion in 2009, $61.0 million in 2010 and $62.6 mllhon in 2011.

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 operatmg at a reduced level, and no energy when the plant is not operating. The plam
normally shuts down for about one month every 18 months for maintenance and to insert new fuel into the reactor.
The plant’s last scheduled refueling outage was in the fourth quarter of 2005. The price that we paid for replacement
power during the outage was higher than what was being recovered in retall rates, so we filed a request with the PSB
to defer the costs for future recovery in rates.. The PSB denied our request in January 2007 but it had no impact on

© 2006 results since the costs were previously expensed in 2005. The next refueling outage is scheduled fo begin in
May 2007. As described above we have entered into a forward purchase contract for the purchase of replacement
energy during the outage.

On October 3, 2006, we purchased forced outage msurance for§1.3 mllhon to cover additional costs, if any, of

- obtaining replacemént power from other sources if the Vermont Yankée plant expenences unplanned outages
between January 1 and December 31, 2007. The coverage applies to unplanned outages of up to 30 consecutive
calendar days per outage event, and provrdes for payment to us of the difference between hourly spot market prices
and the PPA price when the spot price is above the $40/mWh PPA price. Under this coverage, we will receive
payments on claims within 30 days of submitting proof of loss. The total maximum coverage is $10.0 mllllon with
a $1.0 million total deductible.

On June 8, 2006, the plant recelved a new output rating of approx1mately 620 MW, a 20 percent increase in plant
capacity. The uprate required prior approval by the Nuclear Regulatory Commission {("NRC"} and PSB The PSB’s
March 2004 approval of the Vermont Yankee plant uprate was conditioned on ENVY providing outage protection
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indemnification ("Ratepayer Protection Proposal” or "RPP") for times the uprate process causes reductions in output
that reduce the value of the PPA. Our maximum right to indemnification under the RPP is $2.8 million for the
three-year period beginning in May 2004 and ending after completion of the uprate (or a maximum of three years), -
As of December 31, 2006, we have collected a nominal amount undcr the RPP. There are three separate issues
asscciated with the uprate and RPP described below.
® On March 16, 2006, a settlement agreement was filed with the PSB resolving all issues that were raised in a
petition before the PSB regarding the RPP. Qur share of the settlement is estimated to be $1.6 million,
including $0.7 million for recovery of incremental replacement power costs associated with a June 2004 outage
at the plant. The remainder is for costs incurred between November 4, 2004 and February 28, 2006, when the
plant ran at a reduced level due to the uprate project. Pursuant to the 2005 Rate Order, any reimbursement
associated with the June 2004 outage shall be recorded as a regulatory liability for return to ratepayers. The
settlement is not effective until the PSB issues a final order. We cannot predict the timing or outcome of thlS
matter at this time. :
® We are a party to a PSB Docket that was opened in June 2006 because the DPS was seeking additional
ratepayer protections in the event that plant output must be reduced due to problems with its steam dryer. On
September 18, 2006, the PSB issued an order requiring ENVY to submit a proposal to provide additional
ratepayer protections that will protect Vermont utilities and ratepayers if the plant is forced to reduce output
because of uprate-related steam dryer problems. The DPS and ENVY reached an agreement in a compliance
filing with the PSB, which will provide protections in the event of a derate. The protections will apply to
incremental replacement power costs and will remain in effect for at least two months after the refueling outage
during which the plant operates successfully with no steam dryer-related outages or derates. The compliance
filing is pending approval before the PSB and is not effective until the PSB issues a final order. We cannot
predict the outcome of this matter at this time,
® The PPA between ENVY and VYNPC contains a formula for determining the entitlement to power following
the uprate. VYNPC and ENVY are seeking to resolve certain differences i in the interpretation of the formula.
One issue is how much capacity VYNPC and ENVY may bid into the 1SO-New England market following the
uprate; another issue is the percentage of power that would be dehvered under the PPA in the event of a derate.
We cannot predict the outcome ofthls matter at this time.

If the Vermont Yankee plant is shut down for any reason prior to thé end of its operating license, we woutd losé’
about 50 percent of our committed energy supply and would have to acquire replacement power resources, for
approximately 40 percent of our estimated power supply needs. Based on projected market prices, the incremental
cost of lost power, including capacity, is estimated to average $42.0 million on an annual basis. Based on this
estimate, we would require a retail rate increase of 15 percent for full cost recovery. 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. However, an early shutdown could materially impact our
financial position and future results of operations if the costs are not recovered in Ijetail rates in a timely fashion.

Hydro-Quebec We purchase power from Hydro-Quebec under the Vermont Joint Owners ("VJO") Power Contract
and related contracts negotiated between us and Hydro-Quebec. The VIO contract runs through 2020, but our
purchases under the ¢ontract end in 2016, 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, including us, must
"step-up” to the defaulting party's share on a pro rata basis. As of December 31, 2006, our obligation is about 47
percent of the total VJO Power Contract through 2016, which represents approximately $606 million, on a nominal
basis. The average annual amount of capacity that we will purchase from January 1, 2007 through October 31, 2012
is about 145.3 MW, with lesser amounts purchased through October 21, 2016. Power purchases from Hydro-
Quebec during 2006, 2005 and 2004 are described in Purchased Power above.

In 1994, we negotiated a sellback arrangement whereby we received a reduction in capacity costs from 1995 to
1999. In exchange, Hydro-Quebec obtained two options.” The first gives Hydro-Quebec the right upon four years'
written notice, to reduce capacity deliveries by 50 MW beginning as early as 2010, including the use of a like
amount of our Phase /11 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 }) from an annual load
factor of 75 10 50 percent due to adverse hydraulic conditions as measured at certain agreed upon metering stations
on regulated and unregulated rivers in Quebec. This second option can be exercised five times through October
2015, Hydro-Quebec has not yet exercised these options.
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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 of time. -Hydro-Quebec has used all of its elections, resulting in a

" 65 percent load factor obligation from November 1, 2002 to October 31, 2005. The VIO clected to purchase at an

" 80 percent load factor for the contract year beginning November 1, 2003, and has made a similar election for the
contract year beginning November 1, 2006, The V]JO have now used all of their load factor elections. After the
contract year ending October 31, 2007, the annual load factor will be at 75 percent for the remainder of the contract,
unless all parties agree to change it or there ls a reduction due to the hydraulic conditions described-above.”

- Independent Power Producers We purchase power from a number of IPPs that own quahfymg facnlmes under the:
‘Public Utility Regulatory Policies Act of 1978, These quallfymg fac111t|e5 produce energy primarily us1ngh e
hydroelectric and biomass generatlon Most of the power comes through a state- appomted purchasmg agent ‘that -
allocates powerto all Vermont utilitics under PSB rules. In 2006, power.purchases from IPPs amounted 067 -+ .
percent of total mWh purchased and .19.2 percent.of purchased power expense.- Purchases during 2006, 2005 and
2004 are described in Purchased Power above. .Estimated annual purchases from IPPs are expected to range from
$18 million to $20. mlll1on for the years 2007 through 2011. :

Wholly Owned Generating Units We own and operate 20 hydroelectric generating units, two oil- fired gas turbmes
and one diesel peakmg unit with a comblned nameplate capablllty of 74.2 MW ~ :

In January 2003, we, the Vermont Agency of Natural Resources ("VANR"), Vermont Natural Resources Council
and other partics reached an agreement to allow us to relicense the four dams we own and operate on the Lamoille
River. The agreement stipulated that subject to.various conditions, we begin decommissioning the Peterson Dam, .
one of the four on the Lamoille River, in 20 years. The agreement required PSB approval of full rate recovery
related to decommissioning the Peterson Dam, including recovery of replacement power costs when the dam is out
of service. In October 2003, we filed a petition with the PSB for approval of the rate recovery mechanisms, and the
case continued to progress through the regulatory process. On December 22, 2006, the'PSB-issued its Order
denying the rate recovery requeésted in the Petition. Therefore the Company does nét intend to decommission the
dam.

- In June 20035, the FERC issued a 30-year license for the four dams, including Peterson Dam. FERC determined that
the VANR waived its rights to issue a water quality certificate. In January 2006, we and the VANR filed timely.
appeals in federal court. The federal court has stayed all action on the'appeals until completion of the:proceedings
before the PSB and further filings by the parties. The 30-year license remains in effect during such appeals. While

the PSB Order has no direct impact on the federal litigation,the issuance of the Order enables parties to make !

further filings with the federal court. We have subsequently withdrawn our appeal; the appeal by VANR continues
to be stayed. We cannot predlct the outcome of the litigation at this time,

WHOLESALE MARKET AND TRANSMISS!ON MATTERS: . .

Locational Installed Capacity Replaced by Forward Capacity Market: In- December 2006 1SO- New England
implemented a new market mechanisin referred to as the Forward Capacity Market ("FCM") for procurmg new
generat!on capacity and compensating owners of existing generation capacity. The auction-based FCM prices,will
commence in June.2010, preceded by a-formal transition period that began in December 2006..Starting in 2010 the
prices paid for generation capacny will be based on cledring prices resulting from auctions administered by 1SO-
New England. During the transition period owners of generation will be paid according to a schedule of pre-
determined prices starting at $3.05 per kW-month in 2007 and escalating to $4:10 per kW-month through.May 2010..
The auctions will begin in 2008 and will be designed to procure capacity three or more years ahead of time with a-
one- to five-year commitment period. FCM includes a techanism to establish separate zones for capacity whenn

. transmission constraints are found to exist.. On average, we expect to have committed resources with capacity
sufficient to meet our FCM requlremems in 2007 and possibly beyond. By 2011 it is expected that we will have to
acquire new capacity or purchase it in the FCM. - . . . -

1

Regronal Transmission Orgamzanon The Regional Transmission Orgamzanon ("RTO") for New England began
operating on February 1, 2005 pursuant to FERC Order 2000. We are a participant in this orfganization, which .
provides high-voltage transmission service on so-called Pool Transmission Facilities ("PTF") on a non-
discriminatory basis throughout New England. Currently, costs are allocated for Regional Network Service ("RNS™)
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each month based on each participant's percentage of network load. All utilities pay the same rate for facilities put
into service after 1996, while the rate paid by a utility for facilities already in service at the end of 1996 is based, in
part, on the cost of that utility's local pomon of the PTF system. By March 2008, all users w:ll pay the same rate for
all facilities. -

Under the RTO, Highgate and related facilities, owned by a number of Vermont utilities and Transco (previously
VELCQ), are classified as the Highgate Transmission Facility with a five-year phase-in of RNS reimbursement
treatment. At the end of the phase-in period, our net cost for Highgate will be based on our NEPOOL load ratio
(about 2 percent) rather than our 46 percent ownership share of the facilities. Our share of reimbursements is
expected to be about $1.2 million in 2007, $1.6 million in 2008, and $1.9 million in 2009 and beyond. Our share of
the savings was about $0.9 million in 2006 and is included as a reduction of transmission expense.

. . . . . e . . .
Vermont Transmission Projects: Transco has completed the construction of several significant upgrades, portions of
which were approved by NEPOOL for shared cost treatment in New England-wide rates for transmission services,
including the so-called Northwest Reliability Project ("NRP"). The most recent estimated cost of the NRP is about
$228 million, inclucling a 15 percent contingency, which represents a $78 million increase from the original estimate
that was completed in early 2003,

In addition to the NRP Transco is 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 Southem
Loop. It serves about 25 percent of our load. We initiated a public involvement process in late 2005 to gain input
on how best to improve and ensure 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 instail two synchronous
condensers along the Southern Loop. The condensers are rotating machines similar to motors used to control power
flow on electric power transmission systems without burning fuel. The project is expected to cost $10 million and,
subject to PSB approval, we plan to begin construction in 2007. The condensers will improve the reliability in the
Stratton/ Manchester area of the Southern Loop. VELCO is also working with us on a proposal to construct
additional transmission lines in the area in order to improve reliability to the Brattleboro area of the Southern Loop.
This inciudes the construction of a new line in the existing 345 kV corridor between Vermont Yankee in Vernon and
our substation in Coolidge, and construction of a new substation in West Dummerston, Non-transmission
alternatives including demand side management and generation are being evaluated as a way to solve the reliability
issues or defer the need for a transmission line project. We expect to file a petition with the PSB for approval of the
transmission improvements in the summer of 2007.

The RTO's regional cost-sharing approach reduces our costs related to qualifying Vermont transmission upgrades,
but we are also required to pay a share of the cost for projects occurring elsewhere in New England that support
region-wide reliability. The net economic effect on us is expected to be beneficial, as the regional sharing approach
provides higher cost and reliability benefits in providing service to our customers. That is because most of the
facilities upgrades Transco is constructing improve the reliability and efficiency of the.regional transmission
network. Therefore, the Vermont transmission projects are mostly funded by regional cost-sharing. Our allocation,
based on our percentage of network load, is a small fraction of New England's obligation. Certain future .
transmission facilities will 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;
thercfore, some will be charged directly to specific utilities and some will be shared by all Vermont utilities.

NUCLEAR GENERATING COMPANIES
Millstone Unit #3 We have a 1.7303 joint-ownership percentage in Millstone Unit # 3. As a joint owner, in which
Dominion Nuclear Corporation ("DNC") is the lead owner with about 93.4707 percent of the plant joint-ownership,

~ we are responsible for our share of nuclear decommissioning costs. We have an external trust dedicated to funding

our joint-ownership share of future decommissioning costs. DNC has suspended contributions to the Millstone Unit
#3 Trust Fund because the minimum NRC funding requirements are being met or exceeded. We have also
suspended contributions to the Trust Fund, but could choose to renew funding at our own discretion as long as the
minimum requirement is met or exceeded. 1f a need for additional decommlssmmng funding is necessary, the
Company wilt be obligated to resume contributions to the Trust Fund. .
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On November 28; 2005, the NRC renewed Millstone Unit #3's operating license, extending the license expiration
from November 2025 to November 2045. In May 2006, DNC announcéd that it is evaluating an undeteimined level’
of power uprate not to exceed 7 percent: A 7 percent uprate would increasc our share of plant generation by 1.4
MW, and.we would be obligated to pay our ownership share of the related costs. In January 2004, DNC filed, on
behalf of itself and the.two minority owners, including us, a lawsuit against the DOE seeking recovery of costs
related to 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 actial generauon and will share in recovery from the lawsuit,
if any, in pmpomon to our ownershxp interest. 1 :

it - t I T -3
Mame Yankee, Connectlcut Yankee and Yankee Atomlc We own, through equity investments, 2 percent of
* Maine Yankee, 2 percent of Connecticut Yankeée and 3.5 percent of Yankee Atomic. All of. these plants'have been-.
permanently shut down-and have completed orare nearing complétion of decommlssromng We'are ‘responsible for
paying our equity ownership percentage of decommissioning costs and all other costs for these plants. As of
December 31, 2006, based on the most recent estimates provided, our share of remaining costs to decommission |
these three nuclear units is $3.4 million for Maine Yankee, $8.2 million for Connecticut Yankee'and $3.3 million for
Yankee Atomic. These amounts are recorded as nuclear decommissioning liabilities (current and non-current) on
the balance sheet with a corresponding regulatory asset. We adjust.associated regulatory assets and nuclear
decommissioning liabilities when revised estimates are provided.
All three companies have received approval from FERC for recovery of their estimated costs and we expect any
additional increases in these costs to be included in future rate applications with FERC, with any adjustments being
charged to their respective sponsors, including us. The FERC-approved settlements for cach company are described
in more detail below.. Historically, our share of these costs has been recovered from retail customers through PSB-
approved rates. There'is a risk that if in the future FERC disallows recovery of any of these compames costs in
their wholesale rates, the PSB would llkely drsallow recovery of our share in relarl rates. :

Deparrmem of Energy ("DOE") Litigation: Al three companies have been seeking recovery of fiel storage-related
costs stemming from the default of the DOE tinder the 1983 fuel disposal contracts that weré mandated by the
United States Congress under the Nuclear Waste Policy Act of 1982, Under the Act, the DOE was to begin _
removing spent nuciear fuel from the nuclear plants no later than January 31, 1998 in return for payments by each
company into the nuclear waste fund.-No fuel has been collected by the DOE and spent nuclear fuel is being stored
at each of the plants. Maine Yankee, Connecticut Yankee and Yankee Atomic collected the funds from wholesale
utility customers, mcludmg us, under FERC-approved contract rates, and these payments v were collected from the
our retail customers, A . 7 '

On February 28, 2006, all three companies asked the Court to allow amended damage claim filings. The request

was based on a September 2005 decision by the United States Court of Appeals for the Federal Circuit involving
another nuclear utility's spent fuel that, among other things, found that plaintiffs in partial breach cases Were not

entitled to future damages. In the spring of 2006, the trial judge issued a ruling allowing Maine Yinkee to seek
recovery of damages through December 31, 2002, and Connectlcut YanKee and Yankee Atomic to seek recovery of
damages through December 31, 2001 -

- On September 30, 2006, United States Court of Federal Claims Senior Judge Merow issued a favorable ruling for

Maine Yankee, Connecticut Yankee and Yankee Atomic in the'DOE litigation. Maine Yankee was awarded $75.8
million in damages through 2002, Connecticut Yankee was awarded $34.2 million'through-2001 and Yankee

Atomic was awarded $32.9 million through 2001. The three companies had claimed actual damages through the.

same periods in the amounts of $78.1 million for Maine Yankee, $37.7 million for Connecticut Yankee and- $60 8
million for Yankee Atomic. Most of the reduction in the claimed losses related to disallowed wet pool operating
expenses, which the Court'felt the companies would Have incurred notwithstanding the DOE breach. "On December

4, 2006, the DOE filed a notice of appeal in all three cases, and on December 14; 2006, all three compames filed

notices of cross appeals. Due to the complexity of the issues and the appeals, the three compantes cannot predict the
amount of damages that will actually be received or the timing of the final determination of such damages. Each of

the companies' respective FERC settlements described below require that damage payments received, net of taxes -
and net of further spent fuel trust funding, be credited to ratepayers. Our share of these payments, i any, would be
credited to our ratepayers as well. . .
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The decision, if upheld, establishes the DOE's responsibility for reimbursing Maine Yankee for its actual costs
through 2002 and Connecticut Yankee and Yankee Atomic for their actual costs through 2001 related to the
incremental spent fuel storage, security, construction and other costs of the spent fuel storage installation. Although
the decision leaves open the question regarding damages in subsequent years, the decision does support future
claims for the remaining spent fuel storage installation construction costs. We cannot predict the ultimate outcome
of this decision on appeal.

. i
Maine Yankee: On October 3, 2005, Maine Yankee completed its decommissioning efforts and the NRC amended
its operating license for operation of the Independent Spent Fuel Storage Installation. Such operation primarily
involves ongoing management and maintenance of the on-site spent nuclear fuel storage facility. Beginning
November 1, 2004, Maine Yankee's wholesale rates have been based on a September 2004 FERC-approved
settlement, which provides for recovery of Maine Yankee's forecasted costs through October 2008 based on a
formula rate and replenishment of the DOE Spent Fue! Obligation through collections from November 2008 through
October 2010. . : : . :

]

Connecticut Yankee: Connecticut Yankee's decommissioning activities are projected to be completed in 2007
followed by transition to Spent Fuel Storage Installation-only activities. Connecticut Yankee had been engaged in
litigation with Bechtel Power Corporation ("Bechtel") concerning Connecticut Yankee's July 2003 termination of
Bechtel's decommissioning contract for default and related disputes. On March 7, 2006, the parties settled their
dispute. Bechtel agreed to pay Connecticut Yankee $15.0 million, release all claims and withdraw its intervention in
Connecticut Yankee's FERC Rate Case. Connecticut Yankee agreed to release all claims and that the
decommissioning contract be deemed terminated by agreement.

In July 2004, Connecticut Yankee filed with the FERC for recovery of increased costs related to decommissioning
of the plant. In its filing Connecticut Yankee sought to increase annual decommissioning collections from $16.7
million to $93.0 million through 2010. In August 2004 the FERC issued an order accepting the new rates, beginning
February 1, 2005, subject to the outcome of a hearing and refund to aliow for this recovery. In November 2005, the
Administrative Law Judge overseeing the hearing issued a ruling favorable to Connecticut Yankee, including
findings that the allegations of imprudence raised by interveners were not substantiated. Subscquently, on August
15, 2006, Connecticut Yankee filed a settlement agreement among various interveners that settled all issues in the
FERC proceeding. On November 16, 2006, the FERC issued an Order approving the settlement agreement. .The
notable provisions of the settlement included: 1) reduced decommissioning collections to reflect a lower escalation
factor starting January 1, 2007; 2) resolution of any claims of imprudence made in the docket against Connecticut.
Yankee in its decommissioning effort with no.finding of imprudence; 3) reduced decommissioning collections in
2007 through 2009 to credit ratepayers with the $15.0 million settlement payment from Bechtel; 4) a budget
incentive plan to reduce the decommissioning collections by $10 million wherein timely license termination
performance by Connecticut Yankee would offset some of that amount; 5) extension of the decommissioning
collections from 2010 to December 2015; 6) an investment eamnings tracking mechanism for performance greater
than or less than certain targets; and 7) resumption of reasonable payments of dividends by Connecticut Yankee to
its stockholders subject to certain incentive target balances. :

The settlement agreement with Bechtel also required Connecticut Yankee to forego collection of a $10 million
regulatory asset. Because the contingency surrounding this regulatory asset existed at June 30, 2006, Connecticut
Yankee wrote off the $10 million in the second quarter of 2006, and we recorded our share of the write-off, $0.1.
million after-tax, in the second quarter as well. As noted above, successful performance within this incentive may
result in a reduction to the initial write-off.

Yankee Atomic: Final site-work on the decommissioning activity concluded in 2006, and NRC approval to begin the
Independent Spent Fuel Storage Installation-only operations is expected in 2007. Beginning February 1, 2006,
Yankee Atomic's wholesale rates have been based on January 31, 2006 FERC-approved rates subject to refund by
Yankee Atomic after.hearings and settlement court proceedings. On July 31, 2006, the FERC issued an Order
approving a settlement agreement between the parties in the rate case that reduces Yankee Atomic's November 2005
decommissioning cost estimate by $32.0 million and increases the number of years for revenue collection from 2010
to 2014 in order to provide near-term rate relief. Under the approved settlement agreement, Yankee Atomic agreed
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to reduce its revenue requirements by $79.0 million for the period 2006-2010 and to increase its revenue
requirements by $47.0 million:for the period 2011-2014. The revision includes adjustments for contingencies,
projected escalation and certain decontamination and dismantling expenses. The approved settlement also provides
for reconciling and adjusting future charges based on actual decontamination and dismantling expenses and the
' decommrssmnmg trust fund‘s actual investment eammgs .
RECENT. ENERGY POLICY: lNlTlATIVES . ‘ : ' ‘
The State of Vermont continues to examine.changes-to the provision of electric service absent 1ntroductron of retail
choice. Several laws have been passed since 2005 that 1mpact electric utilities in Vermont. These include: 1) Act
61 - Renewable Energy, Efficiency, Transmission, and Vermont's Energy Future; 2) Act 208 - Vermont Energy
Sccurity and Reliability Act; and 3) Act 1235 s'Regional Greenhouse Gas Initiative.- While provisions of recently
passed laws are now being implemented, the 2007 Legislature continues to deliberate new policies designed to
reduce electricity consumption, promote renewable energy and reduce greenhouse gas emissions. The major
provisions of the new laws that could affect our business are summarized below.

Coat

Power Supply Requirements: Act 61 established'a program requiring that all Vermont retail electricity providers, in

- aggregate, supply all of their incremental load growth between January 1, 2005 and January 1, 2012 from new
renewable supplies, new Rénewable: Energy Certificates, or a combmatron of the two, capped at a total of 10 percent
of the statewide kWh sales during calendar year 2005. The program began on ;lanuary 1, 2007. The PSB will

_ establish utility- specific ‘renewable portfolio standards, if, by July 20]3 it determines that the. program requirements
are not being met. Under this law, we could be requrred to purchase certam amounts of our energy supply
requirement from new renewable sources while maintaining existing renewable power resources. At this time, we .
 are not able to predict how these requirements will impact our.business.

 Alternative Forms of Regu[auon - Act 61 allows the DPS and PSB to initiate proceedrogs to.adopt alternative forms
- of regulation for electric utilities that, besides other criteria, estabhsh a reasonably balanced system of risks and

- rewards to encourage utilities to operate as efficiently as possrble Rate changes and changes in ratemaking -

methadologies could be implemented under the terms of an approved alternative regalation plan. The PSB recently
approved an alternative regulation plan for Green Mountain Power ("GMP"), Vermont's second-largest electric
utility, which covers the years 2007 through 2009. A prominent part of the plan is a power supply adjustment
mechanism allowing GMP to adjust rates quarterly to reflect power supply cost changes in excess of a pre- -
determined amount. There is also a sharing mechanism for earnings in excess of GMP's allowed return on equity
and recovery of shortfalls. We are still analyzing GMP's plan. If we conclude that an acceptable alternative
regulation plan is feasible, we would file a petmon asking the PSB for approval of our plan Such a filing could
occur in 2007,

Rate Design: Act 208 directs the PSB to approve rate designs to encourage the efficiént use of natural gas and Al

electricity. One of the provisions of the 2005 Rate Order was that we file a rate design proposal with the PSB. We .

and the DPS reached an agreement on a proposed rate design and we filed it with the PSB on February 26, 2007,

Our proposed rate design contemplates a modest reallocation of revenue by class and greater emphasis.on energy

charges in reaction to wholesale market energy costs. No party has objected to the proposed rate.design plan, and the

PSB hearing officer has scheduled hearings in late March. We have requested that the rate desrgn become effective
: Apnl 1,2007, or in the alternative, May 1,2007. . -

Pubhc Engagemem Process: Act 208 directs the:DPS and the legislature's Jomt Energy Committee to "conduct a
comprehensive statewide public engagement process on energy planning, focused on electric energy supply choices
facing the state beginning in 2012". The DPS mtends to use information gathered from this process to update the
20-Year Electric Plan to provide direction to Vermont utilities and inform the PSB of power supply decisions. - We
. are’pursuing two initiatives that are intended to help facilitate the public engagement process. First, we recently

" completed work on an energy supply decision timeline to help coordinate our integrated resource planning
responsibilities with the state's ongoing energy policy deliberations. Second, we have begun an initiative to study
the possibility of building new generation in Vermont. Together with other Vermont electric utilities, we'expect to
engage a consultant to perform an initial feasibility study in the first half of 2007.

.
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RECENT ACCOUNTING PRONOUNCEMENTS
See Note 1 - Business Organization and Summary of Significant Accounting Policies to the accompanying
Consolidated Financial Statements.

Item 7A, Quantitative and Qualitative Disclosures About Market Risk

We consider our most significant market-related risks to be associated with wholesale power markets, equity
markets and interest rates. Fair and adequate rate relief through cost-based-rate regulation can limit our exposure to
market volatility, Below is a discussion of the primary market-related risks associated with our business.

- . ' .

Wholesale Power Market Price Risk: Our most significant power supply contracts are with Hydro-Quebec and
VYNPC. Combined, these contracts amounted to between 84 and 90 percent of our total energy (mWh) purchases
in 2006, 2005 and 2004. The contracts are described in more detail in Item 7, Power Supply Matters and Item 8,
Note 17 - Commitments and Contingencies. Summarized information regarding these contracts follows.

2006 2005 2004

Expires mWh $/mWh mWh $/mWh , mWh $/mWh

Hydro-Quebec {a) 2016 998,365 . $64.40 832,157 $70.16 790,017 $72.08
VYNPC (b) 2012 1,689,390 _S41.78 1,430,155 $40.05 1,343,629 $43.69

(a) Under the terms of the Hydro-Quebec contract, there is a defined energy rate that escalates at general inflation based on
the U.S. Gross National Product Implicit Price Deflator ("GNPIPD") and capa(:lty rates are constant with the potential
for small reductions if interest rates decrease below average values set in prior years,

(b} Under the terms of the contract with VYNPC the energy price generally ranges from 3.9 cents to 4.5 cents per kilowatt-
hour through 2012, Effective November 2005, the contract prices are subject to a "low-market adjuster” mechanism.

Currently, our power forecast shows energy purchase and production amounts in excess of our load requirements
through 2011, Because of our general surplus, we enter into forward sale transactions from time to time to reduce
price volatility of our forecasted net power costs. The effect of increases or decreases in average wholesale power
market prices is highly dependent on whether or not our net power resources at the time are sufficient to meet load
requirements. [f they are not sufficient to meet load requirements, such as the case when power from Vermont
Yankee is not available as ‘expected, we are typically in a purchase position. In that case, increased wholesale power
market prices would increase our net power costs. If our net power resources are sufficient to meet load
requirements, we are typically in a sale position. In that case, increased wholesale power market prices should
decrease our net power costs.

We account for some of our power contracts as derivatives under the guidance of SFAS No. 133. These derivatives
are described in more detail in [tem 7, Critical Accounting Policies and Estimates and Power Supply Matters. At
December 31, 2006, we had three power contract derivatives with a total estimated fair value of an unrealized loss of
$8.0 million. Summarized information related to the fair value of these derivatives is shown in the table below (in
thousands); : :

. Forward Sale Forward Purchase Hydro-Quebec

: - Contract Coniract Sellback #3

Fair value at January 1, 2006 - unrealized loss $(12,935) 8- 5(4,977)
Change in fair value, including amounts settled 8,973 (304) 1,246

Fair value at December 31, 2006 - unrealized loss $(3,962) 5(304) $3. 730

Source ) Over-the-counter-  Over-the-counter- Quoted market data

) quotations ' quotations & valuation

methodologies

Estimated fair value for changes in projected market price:
10 percent increase T 8(5,677) §71 $(6,341)
10 percent decrease ] $(2,247) £(679) . $(1.43D

Per a PSB-approved Accounting Order, changes in fair value of derivatives are recorded as deferred charges or
deferred credits on the Consolidated Balance Sheets depending on whether the fair value is an unrealized loss or
unrealized gain, with an offsetting amount recorded as a decrease or increase in the related derivative asset or
liability.
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lnvestmem Price Risk: We are subject to investment price risk due to equtty market ﬂucluauons and interestrate
changes. Those risks are described in more detail below. Cem T -

.. Interest Rate Risk: Interest rate changes could lmpact the value of the debt securities in our pension and

' postretlremcnt medical trust funds and the calculations related to estimated pension and-other benefit liabilities,

-affecting pensmn and other benefit expenses, contributions to the external trust funds and ultimately our ability to
meet future pension and postretirement benefit obligations. We have adopted a diversified investment policy whose

-goal is to mitigate these market impacts. See Item 7, Critical Accounting Policies and Estimates, and item 8 Note

: I5 Pensmn and Postretirement Medical Benefits. - . - . . - ’

Interest rate changes could also impact the value of the debt securities in-our Millstone Unit #3 decomm:ssnomng
trust. At December 31, 2006, the trust held debt securities of $1.4/ mlllmn e !
-'\. - .,‘ . iyl ' f
As of December 31, 2006 we had $16.3 million of Industrlal Developmcnt Revenue bonds outstanding, of which
$10.8 million have an interest rate that floats monthly with the short-term credit markets and $5:5 million that floats
. every five yéars with comparable credit markets. All other utility debt has a fixed rate. There are no interest locks

or swap agreements in place.

The table below provides information about interest rates on our long-term debt and Industrial Development
Revenue bonds {(in millions). Lt £

- Expected Maturity Date .
2007 2008 2009 2080 . 2011 . Thereafter Total

Fixed Rare (3) $6.9 $6.9 $6.7 $6.7 $6.1 $64.5 $97.8
Average Fixed Interest Rate (%) 6.22% 6.22% 6.22% 6.22% 6.36% 7.03% -
Variable Rate (5) $0.6 $0.6 $0.6 504 $0.4 $1.1 0 837

Average Variable Rate (%) 3.69% 3.69% 368% 3.65%  3.65% 3.64%

Fquity Market Risk: As of December 31, 2006 our pension trust held marketable equity securities in the amount of
$58.6 million and our Millstone Unit #3 decommissioning trust held marketable equity securities of $4.0 million.
WS¢ also maintain a variety of insurance policies in a Rabbi Trust with a current value of $7.1 million to support
various supplemental retirement and deferred compensation plans. The current values of certain policies are
affected by changes in the equity market.
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“REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

.

“To the Board-of Directors and Stockholders of
* Central Vermont Public Service Corporation -

We have audited the accompanymg consolidated balance sheets of Central Vermont Public Service Corporation and.
subsidiaries (the "Company™) as of December 31, 2006 and 2005, and the related consolidated statements of income,
comprehensive income, changes in common stock equity, and cash flows for each of the three years in:the period

. ended December 31, 2006. These financial statements are the responsibility of the Company 5 managemem Our
- _"»responmbility is to, express an 0])11’1]0]1 on these. ﬁnancxal statements based on our audits :

We conducted our audits in accordance with ihe standards of the Publi¢” Company Accountmg Oversight Board
{United Statcs) Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on’a test basis,
evadence supporting the amounts and disclosures in the financidl statements. An audit also includes assessing the "
accountmg principles used and significant estimates made by management, as well as evaluating the overall

f'manc1al statement presentation, We believe that our audits provide a reasonable basis for our opmion

‘In our.opinion, such consolidated ﬁnanmal statements present fairly, in all material respects, the financial posmon of
_Central Vermont Public Service Corporation and subsidiaries as of December 31, 2006 and 2005, and the results of

their operations and their cash flows for each of the three years in the period _ended December 31,2006, in
conformity with accounting pn'nciples-geneialiy accepted in the United States of' America.

u

fAs discussed in Note 1 the Company adopted Statement on Fmancrai Accountmg Standard No. 158, Employer's

Accountmg Jfor Def ned Benef t Pensron and Other Postrenremenr Plans; as of December 31, 2006.

- = B .

We have also audited in accordanee with the, standards of the Public Company Accounting Oversight Board (United
States), the effectweness of the Company's 1ntema1 control over financial reporting as of December 31,'2006, based. |

on the criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsormg

- Organizations of the Treadway ‘Commission and our report dated March .13, 2007 expressed a an unquahfied opinion -

on management s assessment of the effectiveness of the Company's internal control over financial reporting and an
unqualiﬁed opmion on the efTectweness of the Company's internal control over financial reporting.

3

/s/ Deloitte & Touche LLP

Hartford, Connecticut

‘March | 3,2007-
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{in thousands, except share data)

CONSOLIDATED STATEMENTS OF INCOME

For the Years Ended

e o o 2006
Operating Revenues - . ‘_ $325,738 .

wOpera‘ting Exbenses )

. Purchased Power - affiliates, L . '75,527
- Purchased Power - other sources ** ) ’ 93,921 "
"~ Production ! ' : ) 9,728
" Transmission - affiliates -~ - : 1,174
. Transmission - other 13,919
Other operation ) “ . 48,682
*. Maintenance . . 22,039
Depreciation ] L 16,498
Taxes other than income 14,358
Income tax expense (benefit) 8,569
‘Total Operating Expenses 304,415
Operating Income ' 21,323
Other Income : .
Equity in earnings of affiliates . N ] 3,240
Allowance for equity funds during construction ‘ . ‘120
Other income e oo e 5,487
Other deductions : : (2,401)
Provision for income taxes - R v -7 _(1,437)
.. Total Other. Income . . . .- __5,009
Interest Expense ) )
Interest on long-term debt . 7,196
Other interest ) T 1,074
Allowance for borrowed funds during construction ' ’ (39
Total Interest Expense | ‘ 8,231
Income from continuing operations 18,101
Income from discontinued operatiens, net of income tax (includes gain on
disposal of $5,607 in 2005 and $12,354 in 2004) 251
Net Income : 18,352
* Dividends declared on preferred stock 368
Earnings available for common stock ‘ —$17,984
Per Commeon Share Data;
Basic earnings from continuing operations . $1.65
Basic earnings from discontinued operations 0.02
Basic earnings per sharc- ‘ $1.67
Diluted earnings from continuing operations 51.64
Diluted earnings from discontinued operations 0.02
Diluted earnings per share $1.66
Average shares of common stock outstanding - basic 10,756,027
Average shares of common stock outstanding - dilated 10,827,182
Dividends declared per share of common stock, : $0.69

The accompanying notes are an integral part of these consolidated financial statements.
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2005

$311,359

61,140

110,503

10,572

2,692
13,245
56,591

20,025 -

16,375
13,912

- _{2.264)
- 302,791

- 8,568

- .1,869

79

4,121
. (3.552)
(182}
. _2.335

7,196
2323

' {26)
9,493

1,410

4,936 -

6,346
368
35,978

$0.09
0.40
$0.49

$0.08 °

0.40
3048

12,258,508
12,366,315
g1.15

- 2004

$302,286

762,345
- 103,306
9,637
2,654
- 13,098

51,238 .

16,845
16,045
13,635

834

" 289637

. 12,649

1,225 .

149
6,348
(1,962)

. _{1.234)

8,650 -

1,089
(57
9,682

7,493

_16.262,
23,755
368

$23,387

$0.59
¢ _1.34

8193,

50.58
_1.32

$1.90,

12,118,048
12,301,187
$0.92

-4,526
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- - L CONSOL[DATED STATEMENTS OF. COMPREHENS[VE INCOME
(in thousands)
For the Years Ended
2006 . 2005. 2004
.- Net Income ) o - $18352  $6346  §23.755
e = - Other comprehensive income; net of tax: . : ) ’ E
" Investments: . . . : S
Unrealized holding gain (loss) o o
, net of income taxes of $60 in 2006, $(43) in 2005 and $(155) in 2004 89 (64) (228)
" Realized (gain} loss .
. net of income taxes of $(45) in 2006, $215 in 2005 and $0 i in 2004 (69) 316 -
. Minimum pension liability adjustment’ ‘
net of income taxes of S203 in 2006 $(50) in 2005 and %40 in 2004 285 (74) 58
" Foreign currency
Other comprehensive loss from discontinued operations ' i
net of income taxes of $0 in 2006, $(178) in 2005 and $(178) in 2004 - __{462) (445)
. 305 .__{(284) (615)
Comprehensive Income . - §18,657 . $6,062. $23,140

[}

The accompanying notes are an'integral part of these consolidated financial statements. -
S - - .
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CONSOLIDATED STATEMENTS OF CASH FLOWS A
o s wThe poe e Ly, o (inthousands) T D .. o

For the Years Ended December 31, .

: ‘ , 2006 - 2005 2004
) 'Cash flows prowded (used) by: :

OPERATING ACTIVITIES W o ) ,

i Net i income - . $18.,352 $6,346 $23.755

Deduct: Income from dlscontmued operauons net of income taxes 2sn- {4,936) (16,262) -
lncome from continuing operations _ . 18,101 1,410 7,493

Adjustments, to recorcile net income to net cash pmwded by operating activities: . - .
Equity in earnings ofaﬂ'i:ates e . (3,240) (1,869), | (1,225),

" Dividends received from affiliates~ " =% 1 ) : s S 2,106 1938 T 1,229- -
-Depreciation’ . .* R "7 et - ' . - ' . 16498 .~ "~ 16,375 " - 16,045 PO

. -Amortization ofcapnal Jeases o o A SV 1,096 3 der 11,020 P W17 SRR
" Deferred incorrié taxes and investment tax credits o " 3,820 To(,838) - (3,596 - -
Regulatory and other amortization, net . ’ (3,354) - - (3,113) (3,001). °
Non-cash employee benefit plan costs ‘ 9,997 7.973 7,266
Environmental reserve adjustment < : (1,609) b : -
Share-based compensation : 899 . 108 300
- Charge related to Rate Order (net of $6.5 million customer refund) = - . o e . 15312
Reserve for loss on power contract (SFAS No. § loss accrual) ) . - ™ -. L. 14351 .
Vermont Utility 11% allowed rate of return adjustment N ) . - o : 3.823°
Other non-cash expense and (mcome) net B ) 1,123 - - * 500 : (830
Changes in assets and liabilities: o
' {Increase) decrease in accounts receivable and unbilled revenues - (5,456) . 590 1411y
Decrease in accounts payable ! . . ) (252) (1,798) - (145)
. ‘Increase in accounts payable - aftiliates . 620 ©638 7
’ ([ncrease) decrease in other currem assets {761)- 793 1,161
. Decrease (increase) in special depos:ts and restricted cash for power collateral 15,512 ) (19,094) - : -
Employee benefit plan funding -~ : . ’ (28.420) {6,980) (4,196)
, Decrease in accrued income taxes and other current liabilities = (893) (6,380) {11,692)
(Increase) decrease in other long-term assets . (169) 127 (713)
: Increase (decrease) in other long-term liabilities and other B 551 ‘ {446) (917)

Net cash pruvnded by operating activities of continumg operations : 26,169 5.269 24,968

- INVESTING ACTIVITIES . L . ) ’ : . .
Construction and plant expenditures -~ . . (19,504) (17,558) (20,174) *
Investments in available-for-sale securities - oo (256,431) . (277.812) (317.899)
Proceeds from sale of available-for-sale securities ! 334,390 . 238,906 315,245
Investment in affiliates (Transco and Velco) : (23,291) - (7,008)

“-Acquisition of utility property (Rochester Electric and Vermont E]cctnc Coop) - (4,306) R " N

" Investment in discontinued operations - . - (5,900 . . :

+ . Note receivable repayment from (advanced to) discontinued operauons . "“-‘ : - * 11,000 (11,000} |
Proceeds from sales of discontinued operations, net of transaction costs ~ +~ - - 57914 t 30,164
Decrease (increase) in restricted cash 883 T (88 : -
Retum of capital from investments in affiliates and other 359 435 227
Net cash provided by (used for) inv estmg activities ol' continuing operations - 32,100 6,102 10,445)

" FINANCING ACTIVITIES . : ' N .
Proceeds from issuance of common stock . - c 267 1,163 T 2,593

", Proceeds from issuance of long-term debt . L - . - . 75,0000
. Retirement of long-term debt - - - (s, 000) “
Treasury stock acquisition - tender offer ) ) . (5L,186) . - - ’
. Retirement of preferred stock subject to mandawry redemption - (2,000) ~{2,000) (2,000)
. Net change in special deposits held for preferred stock redemptions - ’ 1,000 . - -
Common and preferred dividends paid ‘ : . . (10,164) (12,140). - (12,174)
* Proceeds from borrowings under revolving credit facility 18,100 - 13,400 -t
<" Repayments under revolving credit facility ' - (18,100) (13,400) -
» Reduction in capital lease obligations and other . . . (963) (1.045) 1,463
Net cash used for financing activities of cnnnnumg operations ' (62.046) (14,022 - 13,044
DISCONTINUED OPERATIONS ) )
Decrease in cash resulting from deconsolidation of Catamount - (16,373) -,
. Net cash provided by operating activities ] - . 3,830 4,187
. Nét cash used for investing activities . ’ - (11,972) (13,312) .
f_“', "Net cash provided by financing activities . - 22,020 . 8,340 -
 ‘Effect of exchange rate changes on cash ~ . . - - (1% .

Net cash used for discontinued operations | : ' - +_{2,495) (804) °

Net (decrease) i increase in cash and cash equivalents : . (3,77 (5,146) 675

Cash and cash equiv alents at beginning of the period’ o, . 6576 - 11.722* 11,0472~

Cash and cash equivalents at end of the period 52,799 256,576 811,722%
"'Al the cnd of the periods, Asscts of discontinued opcrations included cash of $2.5 m:Ellon in 2004 and $3.3 million in 2003. - [ . .

- "

C ' " The accompanymg riotes are an integral part of these consolidated financial statements:
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; . CONSOLIDATED BALANCE SHEETS
s e - (in:thousands, except share data)

December 31

ASSETS " ' : o
. Utlllty plant .
Utility plant, at original cost ‘ : ’ v - . $517,816 . 3506496 '
.o -»  Less accumulated depreciation 5 . I 226,018 obe 222,167
iw ..., Utility plant, at'original cost, net of accumu]ated deprec1at10n _ 291,798 . i 284329
;;‘* . A&~ Property undef capltal leases: . * ) o St RTABS N2 7,094
Bt ‘Construction werk-i -in-progress ‘ . - o { " 8,496 w4 8588 .
7P LA Nuclear fuel; net ’ : : 1,017 - e 1322 0T (
' Total utility plant, net 308,796 301 233
¥ Investments and other assets . ' s
_ “Investments ini affiliates © : Ny 39,339 . - 15,801
. ¢ % "Non-utility property, less accumulated dcprematlon ot 3 - . e TR
Tl s (34,048 in 2006 and $4,063 in 2005). 1,640 S 2033 :
T Mlllstone decommlssmmng trust fund 5,476 4,885 ;
%, Available-fof-sale securities . ) - v ¢ 5,450 o
sk - Other , - - . 7,120 6.411
7. Total investments and other assets : 53,575Y - 34,580 K
. SR o : oL ’ : ’ .
S Current assets' . e .
“7 .. .07 Cashand cash equivalents 2,799 - 6,576 -
44707« Available-for-sale securities ‘ - . 72,432 '
Restrictéd cash = ) - 3,081 . B83 BT
: SpeCIal deposits ' 1,500 21,094 2
i Accounts recewable less allowance for uncollectible accounts “ . e '
($1,707 in 2006 and $2,614 in 2005) . . . : 27042 .- .- 22682 5‘
PR Accounts receivable - affiliates, less allowance for uncollectible accounts . . Ce T o
7 (848 in2006. and $48 in 2005) - ¢ ¢ « . R D | B4
) Unbilled revenues 0 ‘ . 16,654 . . . 16900 . <
Materials and supplies, at average cost - . 5298 n L 4339, -
Prepayments . ‘ ' 7,389 8,048
L " Deferred income taxes : . 2,899 o.03,199
i.© "=. Assets held for sale . _ : . 386 - .
- "7 .Qther current assets ' . _ 1,446 - 859 SO
“i., ©  ‘Total gurrent dssets o : ! 68,567 ... . _157,083 o
L - Deferred charges and other assets . : ' -

IR Regulatory assets : 52,179 .- 130,444 :
e p Other deferred charges - regulatory : 12,127 . . 21,045 :
‘_._'Z ' Other deferred charges and other assets 5,694 - 7,048 .

_ " Total deferred charges and other assets . _ o 70,000 o 58,537 ;
S TOTAL ASSETS - e $500,938 ¢ §551,433 o
A o * The accompanying notes are an integral part of these consolidated financial statements. J
?3‘ ' L - i ‘|
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CONSOLIDATED BALANCE SHEETS e Sl Y
{in thousands, except share data) : C IR TR
o ‘ B - December 31
T o, : ' 2006 2005
CAPITALIZATION AND LIABILITIES ' - A
O Capitalization
o "+ -Common stock, $6 par value, 19,000,000 shares authorized, 12,382,801 issued
<L and 10, 132:826 outstanding at December 31, 2006 and 12,283 405 issued " ‘ -
' ' ' Lt and outstandmg at December 31,2005 } a. A e 874,297 $73 695
S ‘“.Otherpald in capltal T e - T e Ty Ly 54 225,10 ¥ 52 5130
.'-‘, (';'Accumulated other comprehensrve loss - ot .' c(544) B . (414)
. - - Deferred tompensation - employee stock ownership plans ‘ SR )
N ' Treasury stock, at cost (2,249,973 shares) : {51,186) - - - _'
Lo, =;Retamed earnings 102,560 91,581
" Total common stock equity - - 179,352 . 217,370
. Preferred and preference stock not subject to mandatory redemption 8,054 : 8,054 -
SR Preferred stock subject to mandatory redemption T X | (]| I 4,000
) . Long-termdebt o - . . 115,950 115,950
- Capital lease obligations , L 6612.57 . 6,153 . -
Lt .j Total capitalizatihn : J ' 312.968% . -351.527 .
. " ..+ Current llabnlmes oo : S . S
e "- Current portion of preferred stock subject to mandatory redemption - T 1,000 2,000 .
2 " *Accounts payable . . : . 6382 - . 7,066
« 'y Aécounts payable - affiliates. = - S 124022 . Y 402 "
Notes payable .~~~ . ‘ L 110,800 - : 10,800. -
... Accrued income taxes . | - " 578 - : 769
i Dividends declared " . - . 2,825 -
. Nuclear decommissioning costs * : o 2,737 5,677
. “.Power contract derivatives - ' . “ 1,554 . 4,498
" -7 Other current liabilities _ . . o _19.758. 20,592,
.. _Totalcarrentliabilites . . . . ‘ ST 54831 . 65629
: :'-Deferred credits and other liabilities . o
. « Defefred income taxes ' 32,467 - . 28,647
" Deferred investment tax credits , 3720 .o 4,099
. . Nuclear decommissioning costs . 12,166 14,670,
Y -?"'Asset retirement obligations - : 3,041 .- 4059
' -Accrued pénsion and benefit obllgatlons " . 37,547 + 25, 436. . .
“"+ Power contract derivatives ' : e 6,443 ‘ 13,414 .
. Other deférred credits - regulatory ' v 12,687 . 15,424 °
v . Other deferred credits and other liabilities ' 25068.: .. 28528
..+ .Tofal deferred credits and other liabilities S 33139 . . 1134277
' Commitments and contingencies . B
“TOTAL CAPITALIZATIONAND LIABILITIES . ' $500.938 - .. + $55143%

The accompanying notes are an integral part of these consolidated financial statements
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' CONSOLIDATED STATEMENT OF CHANGES IN. COMMON STOCK EQUITY s
(m thousands except share data)

Common Stock ) . . Treasury Stock

Accumulated
Other GOther
Shares Paid-in  Comprehensive Deferred Retained
Issued Amount ., Capital Income(loss} Compensation Share Amount Eamings Total
Balance, December 3 1, 2003 12,020,738 372,119 351,334 3485 . 5(569) Co. $- | s874m $210,441
+  NetIncome be - ‘ - o . -. _ ) - ' 23,755 23,755 s
. Other comprehensncloss' . T S (615) . ) T 615y
Y Common stock i tssuance o B S , T tar T, v ik - . " N ‘dh
.‘r" . Stock i Compensation’plans 76979 . 462 1,102 .. R £ . Jtoe T T8y T 1,549
'Dividend reinvestment plan 90.863 - 543 'P‘ 1,367 . o : ’ . ) ) ) 1.912 -
Allocauon of benefits - ' + . ' ' T ’
performance and restricted : c . . i
plans (1,927) 728 . (1,199)
Amortization of beneﬁls
performance plans 165 ‘ ) 165
Amortization of benefits . .
restricted plans 4,513 27 68 : 40 135 -
Dividends declared: ) ] S ) ' ’
Common - $0.92 per share - . . (11,142) (11,142}
Cumulative non-redeemable ' L. , :
“preferred stock : S ' . ' (368) (368)
* Amortization of preferred stock .
" issuance expenses , - . . 20 . _ . N 20-
Balance, December 31, 2004 - 12,193,093 $73,i53  $51,964 $(130) 3(36) - $- " $99,702 $224,653
Net Income’ T ’ ’ ‘ : <1 6,346 - 6,346
Other comprehensive loss " < (289 . - . : (284) =
Commen stock issuance: . ) . . P . '
Stock compensation ptans T oara20 224 606 . T8I0
Dividend reinvestment plan 41,822 251 660 ' ' R 911
- Allocation of benefits - . .
performance and restricted "~ - : . ' : -
-plans - ) ) (752) | . . {15 '
Amortization ofbcnefts " . . ) .
" performance plans_ T (123) . (123) W
Amortization of benefits - ' LA - ’
“restricted plans . N A i 67 133 Nn . 231
Dividends declared: ) )
Common - $1.15 per share (14,099) (14,099)
Cumulative non-redeemable
preferred stock : ’ (368) (368)
Amortization of preferred stock s - . . ’ : -
) issuancc expenses - - L .25, . ) ) 25
N N t »n * ' '
Balunce Dcccmbcr3| 2005 . ' 12,283,405 $73,695  $52,513 $(414) .. $(5) - $- $91,581 $217,370
* Netincome S ] T : 18,352 18,352
Other comprehensive income - B BT Coe Lot - 303 ' . N o . 305
Adjustment to initially apply ‘ . . .

. SFASNo. 158, net of tax . (435) (435)
Common stock reacquired to . 2,249.975 (51,186) (51,186) -»
Stock options exercised’ : T79335 - . 476 920- ’ S : 1e 1,396
Share-based com;iensatio}i:v LT L LT

Common and nonvested . L . C ) .
shares ) 20,061, 126 295, ’ 421
Performance share plans : 473 ’ 5 : ' 478
" Dividends declared: "' - . B
Common - $0.69 per share R : Lo C(6.971) (6.971)
Cumulative non-redeemable L, L e . .
preferred stock o ‘ ’ (368) (368) T
Amortizaticn of preferred stock ) ‘ . ) -
issuance expenses ? - AL ) 17 ‘ Tt - . e o 17 -
Loss on reacquisition of capital : - Cow ' : o : . T,
- stock ) L EERE Y s . + - (34)- (27}
Balance, December 31, 2006 12 382 801 §74.297 $54.225 5 8(544) . L $- 2249975  $(51,186) $102.560 * 3179352

_The accompanymg notes are an integral part of these consohdated f'manc1a1 statements.
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NOTES TO CONSOL]DATED FINANCIAL STATEMENTS

NOTE1- BUS!NESS ORGA\IIZATIOV AND SUMMARY OF SIG\‘IFICANT ACCOUNTING POLICIES
Descrlptlon of Business Centrat Vermont Public Service Corporation (the "Company” ) is a Vermont-based electric
utility that transmits, distributes and sells electrlctty The Company's non-regulated wholly owned subsidiary
Catamount Resources Corporat1on {("CRC") owns Eversant Corporation ("Eversant"), which-operates a rental water
heater business through its wholly owned subsidiary, SmartEnergy Water: ‘Heating Services; Inc. In 2005 CRC
. completed the sale of Catamount Energy Corporation ("Catamount"), its wholly owned subsidiary that invested in

' wind energy projects in the United States and the United Kingdom. Other wholly owned subsidiaries of the

Company include: Custom Investment Cotporation ("Custom"), a passive investment subsidiary that hélds the. .

Vermont Public Service Corporation - East Barnet Hydroelectrtc Inc., wh1ch was created for the purpose of
financing and constructing a hydroelectric facnhty in Vermont, which became ooperational September 1, 1984 and
. has been leased and operated by the Company since its in-service date; and Connecticut Valley Electric Company
' ("Connect:cut Valley"), which completed the sale of substantially all of its plant assets and franchise on January 1, _
2004 .

" Catamount and Connecticut Valley are presented as dlscontmued operations in the accompanying consolidated
financial statements in accordance with SFAS No. 144, Accounting for the Impairment or Dtsposal of Long-Lived
Assets ("SFAS No. l44") See Note 5 - Discontinued Operations,

L]

. ."jf, o -Basns of Consohdatmn The accompanymg consohdated financial statementé include the accounts of the Company

© .. ..and its subsidiaries in which it has a controlling interest. Inter-company transactions have been eliminated in
consolidation. Jointly owned generating and transmission facilities are accounted for on a proportionate
consolidated basis using the Company's ownership interest in each facility. The Company's share of the assets,
i liabilities'and operating expenses of each facility are included i in the correspondmg accounts on the accompanymg
I"’*‘j consohdated financial statements. .~ ' S S :

1
"

‘Under this method, the Company records its ownership share of the net income or loss of each investment in ifs
~consolidated financial statements., The Company has concluded that consolidation of these invéstments is not
“required under the provisions of FASB lnterpretatlon No. 46R, Consolidation of Variable Interest Entities,as -~ ».
revtsed ("FIN 46R"). See Note 4 - lnvestments in Affiliates.

" Use of Estimates The preparation of financial statements in accordance with accounting pr1nc1ples generally
~accepted in the United States of America ("GAAP") requires management-to make estimates and assumptions that

., affect the reported amounts of assets and liabilities, dlsclosures of contingent assets’ and l1ab1lmes and'revenues and Y

. expenses. Actual results could differ from those estimates. In Managemem s opmlon areas where SIgmf' fcart
judgment is exercised include the valuation of unbilled revenue, pension plan assumpuons nucléar plant
- decommissioning liabilities, envtronmental remediation costs, regulatory assets and I|ab|l1t1es and derivative -

.. el Companys mvestmem in Vermont Yankee Nuclear Power Corporanon ("VYNPC"); CV Realty, Inc.; a real, estate ¢ R ‘i '
i-;i"‘ -7 " “company whose purpose is to own, "acquirei-buy, sell and lease real and personal property and interests; Central’ ‘

Investments in entities over which the Company does not maintain a'controlling‘ﬁnancial interest are accounted for -~ .
using the equity method when the Company has the ability to exercise 51gn1ﬁcant influence over their operations. 'y

-~ contract valuations. : S - ‘ . .

-2
Regulatory Accountmg The Company is regulated by the Vermont Public Service Board ("PSB"), the Connecncut
Depanment of Public Utility and Control and the Federal Energy Regulatory Commlssmn ("FERC"), with'respect to
rates charged for service, accounting; financing and other matters pertaining to regulated operations. The Company
. prepares its financial statements in accordance with SFAS No. 71, Accounting for the Effects of Certain Types of
 Regulation ("SFAS No, 71 ", for its regulated Vermont service territory and FERC- regulated wholesale business. .
The application of SFAS No. 71 results in differences in the timing of recognition of certain expenses from those of .+
other businesses and industriés. In order for the: Company to report its results under SFAS No.-71, its rates must be
. designed to recover its costs of proyldmg service, and the Company must be able to collect those rates from -~
customers. I rate recovery of these costs becomes unlikely or uncertain, whether due to competition or regulatory
action, this accounting standard would no longer apply to the Company's regulated operations. In the event the
t ;Company determines that it no longer meets the criteria for applying SFAS No. 71, the accounting impact would be

14 .
Lo g . LR I woh . : . *
2 , : E . . L

N
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. .

an extraordinary non-cash charge to operations of an amount that would be material unless stranded-cost recovery is

allowed through a rate mechanism. Ceriteria that could give rise to the discontinuance of SFAS No. 71.include: 1)

oA

- increasing competition that restricts a company’s ability to establish prices to recover specific costs, and 2) a

significant change in the manner in whlch rates.are set by regulators from cost-based regulanon to another form of -

4

regulation. oty o ; . . .

i o . . e, o " a . : *

Based on a current evaluation of the factors and conditions expected to impact future cost recovery, Management
believes future recovery of its regulatory assets in the State of Vermont for its retail and wholesale businesses is

probable. In the event that the Company no longer meets the criteria under SFAS No. 71-and there is not a rate

. mechamsm to recover these costs; the impact would, among other.things, result in an extraordinary charge to -

operations of $19.9 million pre-tax at December 31,2006. See Note8 --Retail Rates and Regulatory Accounting for

‘-addmonal information. AT C .o .

Lot . 4

Financial Statement Presentation The focus of the Company's Consolidated Statements of Income is on the

. regulatory treatment of revenues and expenses as opposed to other enterprises where the focus is on income from

continuing operations. The Company $ operating revenues and expenses (including related income taxes) are those
items that ordinarily are included in the determination of its revenue requirements or amounts recoverable from

.customers in rates. Operating expenses represent the costs-of rendering service to be covered by revenue, before

coverage of interest and other capital costs. Other income-and deductions include nonutility operating results,
expenses of a type judged not to be recoverable through rates, related income taxés and costs (i.c¢. interest expense) -
that utility operating income is intended to cover through its allowed rate of return on equ:ty rather than as a direct
cost of service revenue requirement. .

R ) e v e
The. focus of the Company’s Consolidated Balance Sheets ison utlhty plant and capltal because of the capital-
intensive nature of the regulated utility-business. The prominent position gwen to utility plant; capital stock,
retained eamings and long-term debt supports regulated ratemaking concepts in that utility plant is the rate base and
capltahzatlon (mcludmg long -term debt) is the basis fondetermmmg the rate of'return that is applied to the rate base.

Foait g . P A v

Unregulated Busmess Evcrsant 5 prlmary busmess acuvnty is the rental of water heaters in portlons of Vermom and
New Hampshire. Results of operations of Eversant and CRC are mcluded in Other Income and Other Deductions on

the Consolldated Statemems of lnoome S
P

. Discontinued Operatlons The Company s d:scontmued operations include Catamount and Connecticut Valley “The

Company began to present Catamount's results as dtscontmued operations in the fourth quarter of 2005 based on its--
decision to sell all-of its interest in Catamount and consummation of the sale on December 20, 2005. The Company

began to present Connecticut, Valley's results as discontinued operations in- the second quarter of 2003 based on the:

" New Hampshire Public Utility Commission's ("NHPUC") approval of the sale of Connecticut Valley's plant assets

and franchise to Public Service Company of New Hampshire {("PSNH"). The sale to PSNH was completed on
January 1, 2004. Certain corporate costs previously allocated to Catamount in 2005 and 2004 that were not
ehmmated by the sale v were reallocated back to continuing operatlons See Note 5-- Dlscontmued Operations.

Ve oS

Subs:dlarv Stock Transactlons SEC Staff Accounting | Bulletm ("SAB") 51, Accounnng for Sales of Stock by a
Subsidiary, requires that the difference between the carrying amount of the parent's investment in a subsidiary and
the underlying net book value of the subs:dlary after the issuance.of stock by the subsidiary be reflected as a gain'in |
the statement of i incoine or as an equity-transaction. The Company has elected to record'gains on the sale of stack

" bya subsndmry to the statement of income and initially adopted this policy in 2005.- See Note 5 - Discontinued

Operatlons

o .

' lncome Taxes In aocordanee with SFAS No 109, Accoummg for Income Taxes ("SFAS No. 109"), the Company

recognizes deferred tax assets and liabilities for the cumulative effect of all temporary differences'between financial
statement carrying amounts and the tax basis of existing assets and liabilities using thé tax rate expected to be in -
effect when the differénces are expected to reverse: Investment tax credits associated with.utility plant are deferred

-and amortized ratably to mcome over the-lives of the related propertles +The Company records a valuation o

allowance for deferred tax assets if management determines that it is more hkely than not that such tax assets will
not be realized. See Note 16 - Income Taxes. . . . g '
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Revenue Recognition Revenues from the sale of electricity to retail customers are recorded when service is
rendered or electricity is distributed. These are based on monthly meter readings, and estimates are made to accrue
unbilled revenue at the end of each accounting period. The Company records contractual or firm wholesale sales in
the month that power is delivered. The Company also engageés in hourly sales and purchases in the wholesale
markets administered by the New England Independent System Operator ("ISO-New England") through the normal
settlement process. On a monthly basis, the Company aggregates these hourly sales and hourly purchases and
reports them as operating revenue and operating expenses, respectively. - . .

Purchased Power The Comipany records the cost of power obtained under long-term contracts as operating
expenses. These contracts do not convey to the Company the right to use the related property, plant or equipment.
The Company engages in short-term purchases with other third parties and records them as operating expenses in the
month the power is delivered. The Company also engages in hourly purchases through ISO-New England's normal
settlement process. These are mcluded in operating expenses as described above.

Reserve for Loss on Power Contract In accordance with the requirements of SFAS No. 5, Accountmg Jor
Contingencies ("SFAS No. 5"), the Company recorded a $14.4 million pre-tax loss accrual in the first quarter of
2004 related to termination of its long-term power contract with Connecticut Valley. The contract was terminated as
a condition of the Connecticut Valley sale. The loss accrual represented management's best estimate of the
difference between cxpected future sales revenue, in the wholesale market, for the purchased power that was
formerly sold to Connecticut Valley and the net cost of purchased power obligations. - The estimated life of the - -
Company's power contracts that were in place to supply power to Connecticut Valley extends through 2015. The
$14 .4 million loss accrual is included in Purchased Power on the 2004 Consolldated Statement of Income. The loss
accrual is bcmg amomzed on a straight-line basis through 2015,

Valuation of Long—Lwed Assets The Company penodlcaily evaluates the carrying value of long-lived assets,
including its investments in nuclear generating companies, its unregulated investments, and its interests in jointly
owned generating facilities, when events and circumstances warrant such a review. The carrymg value of such
assets is considered impaired when the anticipated undiscounted cash flow from such an asset is separatc]y
identifiable and is less than its carrying value. In that event, a loss is recognized based 0n the amount by which the
carrying value exceeds the fair value of the long-lived asset. No 1mpa1rments on long-lived assets have been -
recorded as of December 31, 2006 and 2005, ‘ . :

4
Utility Plant Utility plant is recorded at original cost. Replacements of retirement units of property are charged to
utility plant. Maintenance and repairs, including replacements not qualifying as retirement units of property, are
charged to maintenance expense. The costs of renewals and improvements-of property units are capitalized. The
original cost of units retired, net of salvage value, are charged to accumulated provnsmn for depreciation, The -
primary components of utility piant at December 31 follow (in'thousands): ’ : :

2006 2005

Wholly owned electric plant in service . $404,414 . $393,528
Jointly owned generation and transmission units 110,496 110,401
Completed construction 2,863 © 2,524
Held for future use : Lo 43 43

- 1. Utility plant, at original cost : .517,816 - $506,496
Accumulated depreciation (226,018) - (222,167) _
Property under capital leases, net : 7,485 7,094
Construction work-in-progress 8,496 8,588
Nuclear fuel, net ' 1,017 1,222
Total Utility Plant, net.. : - $308,796 $301,233

Property Under Capital Leases The Company records its commitments with respect to the Hydro-Quebec Phase 1
and I1 transmission facilities, and other equipment, as capital leases. At December 31, 2006 Property under Capital

TLeases was comprised of $24.2 million of original cost less $16.7 million of accumulated amortization. At

December 31, 2005, original cost was $22 5 million and accumulated amortization was $15.4 million. See Note 17 -
Commitments and Contingencies. ' :
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Depreciation The Company uses the straight line remaining life method of.depreciation.” The total:composite
depreciation rate was 3.19 percent of the cost of depreciable utility plant in 2006, 3.18 pcrcem in 2005 and 3 23 -
percent in 2004. .- . ' :

Allowance for Funds Durmg Constructwn Allowance for funds dunng construction (“AFUDC") is'a non* cash

+ item that is included in the cost of ut111ty plant and represents the cost of borrowed and equlty funds used to finance *
~ construction. AFUDC rates used by the Company were 8.4 percent in 2006, 8.4 percent in 2005 and 9.5 percent in
2004. The portion of AFUDC attributable.to borrowed funds is recorded as a reduction of interest expense on the
Consolidated Statements of Income. The cost of equlty funds-is recorded as other income on the Consolldated
Statements of Income:. S : . a0 : : - . .

- " -

Asset Retirement Obligations Changes to asset retirement obhgatlons on the Consolldated Balance Sheets follow

{in thousands): K . e S . ‘

_ - : 2006 2005

" -Asset retirement obligations at January 1 : $4,059 $3,643

. Revisions inestimated cash flows " o (1,184) (202) -
Accretion - ' - 178 108
Liabilities settled during the period ‘ S (1) - -

+ FIN 47 asset-retirement obligations recognized in transition - 510 -

. Asset retirement obligations at December 31 . - "~ $3,04] 84,059 -

. .
[l . . . - 2

The Company has legal retirement obligations for decommissioning related-to its joint-owned nucléar plant,
Millstone Unit #3, and has an external trust fund dedicated to funding its share of future costs. The year-end
aggregate fair value of the trust fund was $5.5 million in 2006 and $4.9 miillion in 2005, and is included in
Investments and Other Assets onthe Consolidated Balance Sheets. The revisions in-estimated cash flows shown in.
the table above are related to a new cash' flow study in 2006 and changes in Millstone Unit #3 license renewal
probablhty from 85 percent to 100 percent in 2005. 2

The Company adopted FIN 47 Accounting for Conditional Asset Retirement Obligations ("FIN 47"), at December
31, 2005, asrequired. FIN 47 clarified the scope and timing of liability recognition for conditional asset retirement
_ obligations. Upon adoption of FIN 47, the Company recorded an asset retirement obligation of 30. 5 million, and
established a regulatory asset to recognize future recovéries of the recorded asset retirement obligation lhrough
depreciation rates.

The Company consrders its past’ pracnces industry pracuces management 5 mtent and the estimated economic lives
of the assets in determining whether conditional asset retirement obligations can be reasonably estimated. Asset
retirement obligations are recognized for items that can be reasonably estimated such as asbestos removal, disposal
of polychlorinated biphenyls in certain transformers and breakers, and mercury in batteries and certain meters. The
Companj} has not recorded an asset retirement obligation associated with asbestos abatement at certain of its sites
because the range of time over whrch the Company may settle these obligations is unknown and cannot be
reasonably esumated . v : . Ty L

. . , ‘ 3 .
Non- iega! Removal Costs: The Company's regulated operations collect removal costs-in rates-for certain utility ptant
assets that do-not have associated legal asset retirement obligations. Non-legal removal costs of about $8:5 million
- in 2006 and §7.6 miltion in 2005 are mcluded in Other Deferred Credlts and Other Liabilities on the Consolidated -
Balance Sheets.

Env:ronmental Liabilities The Company is engaged in various operations and activities that subject it to mspectlon
and supervision by.both federal and state regulatory authorities incliding the United States Environmental
Protection Agency. The Company’s policy is to accrue a liability for those sites where costs for remediation,
monitoring and other future acuvmes are probable and can be reasonably estimated. See Nole 17 - Commitments
and Contingencies. ' ' '

Derivative Financial Instruments The Company accounts for certain 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.
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The Company's power contracts that are derivatives include: 1) one long-term purchased power contract that allows
the seller to repurchase specified amounts of power with advance notice (Hydro-Quebec Sellback #3); 2) one long- -
_term forward sale contract; and 3) one short-term forward purchase contract. The Company enters into forward sale
contracts to reduce price volatility; since its long-term power forecasts show energy purchases and production in
* excess of load requirements. The Company enters into forward purchase contracts for replaccment energy durmg

Vermont Yankee scheduled refuehng outages. : - - S
Based on a PSB-approved Accountmg Order, the Company records the change in falr 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
dependmg on the duration. See Note 6 - Financial Instruments.

Share-Based Compensatmn The Company adopted SFAS No. 123R Share- Based Paymem ("SFAS No. 123R“)
on January 1, 2006, as required. SFAS No. 123R replaced SFAS No. 123, Accounting for Stock-Based
Compensation, and superseded APB Opinion No. 25, Accounting for Stock Issued to Employees. The Company
elected the modified prospective method, therefore prior periods have not been revised for comparative purposes.
Under SFAS No. 123R, share-based compensation costs are measured at the grant date based on the fair value of the
award and recognized as expense on a straight-line basis over the requisite service period, which is the vesting
period. The Company had previously accounted for share-based compensation costs under APB No: 25 and related
guidance. Accordingly, no compensation expense was recognized for stock options granted in periods prior to
January 1, 2006 because they were granted at the market value of the underlying shares on the date of grant,
Adoption of SFAS No. 123R did not have a material effect on the Company's financial posmon or results of
operations. See Note 9 - Share- Based Compensation. AU
The table below lllustrates the effect on net income and eamlngs per-share as if the fair value method had been
applied to all stock-based compensation in years prior to adoption of SFAS No. 123R (m thousands, except per
share amounts).

2005 2004

Eamings available for common stock, as reported ' $5.978 $23,387
Add: Share-based compensation eéxpense included in reported net income, net of tax T2 176 |
Deduct: Share-based compensation expense under fair value method net of tax ' - (192) (420)
Pro forma net income . . 55,848 $23,143
Eamings per share: : o T ) :

Basic - as reported . o ’ - %049 §1.93

Basic - pro forma o £0.48 10

Diluted - as reported ' o $0.48 ' $1.90

Diluted - pro forma o $0.47 $1.88 -

Pension and Benefits The Company's defined benefit pension plans and postretirement welfare benefit plans are
accounted for in accordance with FASB Statement No. 158, Employers"Accounting for Defined Benefit Pension and
Other Postretivement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R} ("SFAS No. 158") and
FASB Staff-Position ("FSP") FAS 106-2, Accounting and Disclosure Requirements Related to the Medicare ,
Prescription Drug, Improvement and Modernization Act of 2003. The Company uses the fair value method 10 value
atl asset classes included in its pension and postretirement medical benefit trust funds...

The Company adopted the recognition and disclosure provisions of SFAS No. 158 as.of December 31, 2006, as
required. The recognition provisions-of SFAS No. 158 primarily resulted in the Company increasing accrued -
pension and benefit obligations by $31.0 miliion and regulatory assets by $30.7 million. . There was no impact to the
Consolidated Statement of Income or the Consolidated Statement of Cash Flows.- See Note 15 - Pension and
Postretirement Medical Benefits for more information. Also see Recent Accounting Pronouncements below.
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Accumulated Other Comprehensive Loss The after-tax components of accumulated other comprehensrve loss on
the Consolldated Balance Sheets at December 31 follows (in thousands): . :

2005 2006 2006
i (before the adoption of (after the adoption of
SFAS No. 158) LT SFAS No. 158)
Pension and benefits: . o ' o o
Minimum pension liability adJustments B ' T §(394) ¢ 8(109) : _ -
- 'Amount iricluded in Accumulated other comprehenswe . : T
loss after the adoption of SFAS. No! 158:¢ . - $(544)
Loss on investments a (20) - T =
Accumulated other comprehensive loss S(414) - 5009 §(344)

Cash and Cash Equivalents The Company considers all liquid invesitments with an original maturity of three
months or less when acquired to be cash and cash equivalents,

Restrrcted Cash Restricted cash in 2006 1nc]udes the funds held by 1SO-New England for performance assurance
-requtrements described in Note 17'- Commitments and Contmgenmes Restricted cash in 2005 included funds held
for, property release requirements under the first mortgage mdenture
Speelal Deposits Specral deposits tnclude collateral payments made by the Company under performance assurance
¥ requirements for certain of its power contracts as described in Note 17 - Commitments and Cont1ngenc1es It also )
- includes mandatory sinking fund payments of $1 million in 2006 and 2005, and an optional smktng fund payment of
81 mlllron in 2005, for the. Company $ preferred stock subjeet 10 mandatory redemptton 2’. R :

ts oo -

Reclass:ficatlons The Company has reclassrfted certam lme 1tems wrthm Operatmg Acuvrttes Investmg AC[]VltleS
and Financing Activities on the 2005 and 2004 Consoltdated Statements of Cash Flows to separately report and
‘ conform to the 2006 presentatton These reclas51f cations d|d not change any of the category totals prevrously
reported L ‘ . _
5 Lt S h * o ot . . . et .!
The Company has recla551ﬂed Property under capttal leases 1ncluded in Uttltty plant, at ongmal cost on the 2005
Consolidated Balance Sheet to separately report and conform to the 2006 presentation. This reclassification
decreased the sub-total Utlllty ‘plant,-at original cost, net of accumulated depreciation by 37. I million but did not
.- change Total Uttltty Plant net or Total Assets on the 2005 Consoltdated Balance Sheet ‘
‘ Supplemental Fmancral Statement Data Supplemental financial mformatton for the, accompanymg ﬁnancral

v

L statements is provrded below All amounts are shown in thousands S S
Other Income: The components of other income on the Consoltdated Statements of lncome for the ycars ended -
December 31 follow: _ ‘ - . . L . .

R S, L i “a006 2005 . 2004
Interest on temporary investments . ) ) . $1,603 '§1,3ll $1,436
. Non-utility revenue and non-operating rental income ‘ 1,878 1,932 - 1,997 ©
: Amortization of contributions in aid of construction - “tax- adder _ '888 T * 843 - TR29-
.« 7 7 Other interest and dmdends - ' ‘ o L 511777 5847 -212
- -Regulatory asset carrymg costs™? SR T -t (653) 0 B64
- Interest income - [RS audit refunds - s E | N
Gain on sale of non-utility property = o B 7 b S b
Miscellaneous other income ' B 290 92 . -40 -,
Total - ! : ' S 785487 ) $4121°  $6,348 -
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Other Deductions: The components of other deductions on the Consolidated Statements of Income for the years

ended December 31 follow:

2006 2005 2004
Supplemental retirement benefits and insurance $568 $709 $247
Non-utility expenses 1,281 1,226 1,174
Realized losses on available-for-sale securities 151 573 . 95
Vermont Yankee fuel rod disallowance - 2005 Rate Order - . 403 - )
Misceltaneous other deductions ) 401 641 - _.446

Total .

Other Current Liabilities: The components of other current liabilities on the Consolidated Balance Sheets at

December 31 follow:

RS TRR X7 R TR

2006 2005
Deferred compensation plans and other $2,889 $2,569
Accrued employee-related costs 4,136 3,253
Other taxes and Energy Efﬁc1ency Utility 3,169 3,016
Cash concentration account - outstanding checks 1,332 3,021
Obligation under capital leases 873 941
'Miscellaneous accruals 7359 . _ 1. 792 :
_Total M . § Q,

\

Other Deferred Credits and Other. Liabilities: Thé components of other deferred credlts and other llablhtles on the
Consolldaled Balance Shcets at December 31 follow: :

| 2006 2005 -
" Environmental Reserve ' ‘ $1,752 $5,016
Non-legal removal costs . 8,474 7,627
Contribution in aid of construction - tax adder - 5,229 4,881
Reserve for loss on power contract -~ _ 9,567 , 10,763
Other ) ‘ : ' “ 46 241

Total .-~ . . 825068 §28,528

-

Allowance for Uncollectible Accounts: At December 31, 2003, the allowance for uncollectible accounts included a
$1.4 million reserve related t6 a billing dispute and tariff settlement. This reserve was reversed in 2006 reflectmg a
refund of ceitain dlsputed amounts based on final settlemerit of the tariff. I \ .

Assets Held for Sale! In the third quarter of 2006, the Company determined that one of its properties located in
Middlebury, Vermont meets the criteria for classification as held for sale. The Company is actively pursuing
potential buyers of the property, which previously housed one of its service centers. This asset is classified as held
for sale on the Consolidated Balance Sheet in accordance with SFAS No. 144,

Dividends Declared Per Share of Common Stock: The timing of common stock dividend declarations fluctuates
whereas the dividend payments are made on 4 quarterly basis. In 2006, the Company declared cash dividends of 69
cents per share of common stock, and paid cash dividends of 92 cents per share. In 2005, the Company declared
cash dividends of $1.15 per share and paid cash dividends of 92 cents per share of common stock. In 2004, the
Company declared and paid cash leldends of 92 cents per share of common stock.

- Supplemental Cash Flow Informanon Cash paid for interest and income tax as of December 31 follows:

2006 2005 2004
Interest (net of amounts capitalized) $8,109 £8,886  $10,973
Income taxes (net of refunds) . $6,300 $6,086  $15,078
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Construction and plant expenditures on the Consolidated Statements of Cash Flows reflect actual payments made
during the periods. The Company accrues for construction and plant-related expenditures at the end of each
reporting period. At December 31, 2006, $0.5 million of construction and plant-related accruals were included in
Accounts Payable; and less than $0.4 million were included in Other Current Liabilities. At December 31, 2005,
$1.0 million of construction and plant-related accruals were included in Accounts Payable and $0.5 mtlllon were
included in Other Current Liabilities. I . .

The Company mamtams a cash concentration account for payments related to its routine business activities.” At the
end of each reporting period, the Company records ‘the book overdraft amount resulting from outstanding 'checks as
a current liability. Changes in the book overdraft position are reflected in operatmg activities on the Consolidated .
Statements of Cash Flows.

Recent Accountmg Pronouncements

FIN'48: In June 2006, the FASB issued lnterpretatron No 48, Accountmg Jfor Uncer!amty in Income Taxes - an
Interpretation of FASB Statement No. 109 ("FIN 48"). FIN 48 clarifies the methodology to be used in estimating
and reporting amounts associated with uncertain tax positions, including interest and penaltics. FIN 48 is effective
for the Company as of January 1, 2007 and is required to be implemented prospectively as a change in accounting
principle with a cumulative effect adjustment recorded as an adjustment to the opening retained eamings balance.
The Company is currently evaluating the potential impact that FIN 48 will have on its consolidated financial
statemnents and cannot reasonably estimate the impact at this time. .
SAB 108: In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements ("SAB 108"). SAB 108
provides interpretive guidance on how effects of the carryover or reversal of prior year misstatements should be
considered in quantifying a current year misstatement. SAB 108 establishes an approach whereby the effects of a!l
unrecorded identified errors should be considered on both the balance sheet and income statement rather than on’
only one of the statements. The provisions of SAB 108 are effective for annual financial statements covering the
first fiscal year ending after November 15, 2006. The initial application of SAB 108 did not impact the Company's
financial position, results of operations or cash flows.

EITF 06-04: In September 2006, the FASB issued EITF Issue 06-04, Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split Dollar Life Insurance Arrangements, ("EITF 06-04"). EITF
06-04 requires employers to record a liability for future benefits for endorsement split-dollar life insurance
arrangements that provide a postretirement benefit to an employee. The guidance in this EITF becomes effective
fiscal periods beginning after December 15, 2007 (beginning January 1, 2008 for the Company). The Company is
currently evaluatmg the impact, if any, EITF 06-04 will have on its financial position, results of operations and cash
flows, .. .. R "
. . } s » . . i -, R .
SFAS No. 157: In September 2006, the FASB issued FASB Statement No. 157, Fair Value Measurements ("SFAS
No. 157", which addresses how companies should measure fair value when they are required to use a fair value
measure for recognition or disclosure purposes under GAAP. As a result of SFAS No. 157, -there is now a common
definition of fair value to be used throughout GAAP. SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007 (beginning January 1, 2008 for the Company). The Company has not yet evaluated the 1mpact
that SFAS No. 157 .will have on its f‘manera] posmon results of operatrons and cash flows. S

SFAS No. 158: As described above, the Company adopted the recognition and disclosure provisions of SFAS No.
158 as of December 31, 2006. SFAS No. 158 also requires companies to measure plan assets and benefit
obligations as of the same date as their fiscal year-end balance sheet date: This provision of SFAS No. 158 is
effective for the Company in December 2008. The Company estimates that changing its annual benefit
measurement date from September 30 to December 31 will result in a.pre-tak charge to retdined earnings of $1.6
million. The Company is evaluating whether it will-seck rate recovery of $1.4 million related to its regulated
operations. If rate recovery is permitted, a regulatory asset would be recorded for $1.4-million. If rate recovery is
not permitted, the total after-tax charge to retained earnings would be approximately $1.0 million. .
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SFAS No. 159: In February 2007, the FASB-issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities ("SFAS No. 159"). SFAS No. 159 establishes a fair value option'under which entities can elect
to report certain financial assets and liabilities at fair value, with changes'in fair value recognized in carnings. SFAS
No. 159 is effective for fiscal years beginning after November 15, 2007 (beginning January 1, 2008 for the
Company). «The Company has not yet evatuated what impact, if any, the adoptton of SFAS No. 159 will have on its
financial position, results of operations and cash flows. .

NOTE 2 - EARNINGS PER SHARE ("EPS") R no N :
The Consolidated Statements of Income includé basic and diluted per share mforrnauon Basm EPS is calculated by
dividing net income, after preferred dividends, by the weighted-averagé common shares outstanding for the period.

" Diluted EPS follows a similar calculation except that the weighted-average common shares are increased by the
number of potentially dilutive common shares. The table below provides a reconciliation of the numerator and
denominator used in calculating basic and diluted EPS for the years ended December 31 (in thousands, except share
information): ) : : . :

’

_ 2006 2005 s 2004

_ Numerator for basic and diluted EPS: S o
Income from continuing operations o ' " §18,101 - 31410 $7,493
Dividends declared on preferred stock ' ) . 368 368 - 368
Net income from continuing operations available for common stock T 817,733 $1.042 7,125

Denominators for basic and diluted EPS: ‘ : _ .
Weighted-average basic shares of common stock outstandmg - 10,756,027 12,258,508 12,118,048
Dilutive effect of stock options . _ 66,971 106,119 143,646
Dilutive effect of performance shares ' ; _ 4,184 1.688 - 39.493

Weighted-average diluted shares of common stock outstanding o 10,827,182 ,;gg,; § 12, Ql, 87

In the second quarter of 2006, the Company purchased 2,249,975 shares of its cor_nmon stock as desc_ribed in Note )
10 - Treasury Stock. Outstanding stock options totaling 60,077 in 2006 and 192,764 in 2005 were excluded from
the computation of diluted shares because the exercise prices were above the average market price of the common -
shares. ‘Al outstanding stock options were included in the computation of diluted shares in 2004 because the .
exercise pnces were lower than the average market price of the common shares
NOTE 3 - ACQUISIT]ONS L ) : S
Rochester Electric On September 1, 2006, the Company completed the purchase of substant:a]ly all of the plant
assets and the franchise of Rochester Electric Light and Power Company ("Rochester") for $0.3 million. Rochester
was a privately owned electric utility located in Rochester, Vermont.  The PSB approved the transaction on-August
22, 2006 including the Company's request to defer certain incremental transaction costs for recovery in retail rates.
The purchase price included $0.2 million for the net book value of Rochester's retail electric and distribution system
and facilities, These are included’in Utility plant, at ongmal cost (30.9 mrlllon) and Accumulated deprecmtron (0.7
million) on the Consolidated Balancc Sheet.
Vermont Electric Cooperatwe On December 8, 2006, the Company.completed the purchase of the assets and
franchise of Vermont Electric Cooperative's ("VEC") southern Vermont service territory for $4.4 million. VEC isa
Vermont corporation and electric cooperative, which serves about 37,000 customers, most of whom are located in
central and northern Vermont.” The PSB approved the transaction on December 4, 2006 mcludmg the Company 5.
request to defer certain incremental transactlon costs for rccovery in retail rates.. - . .
The purchase price included $4.1 million for the utility plant assets, which was about 80 percent of their net book .
value. The Company recorded an acquisition adjustment of $1.0 million as a component of utility plant,
representing the difference between the purchase priceand net book value. These amounts are included in Utility
- plant, at original cost ($7.0 million) and Accumulated depreciation {$1.9 million) on the Consolidated Balance
Sheet. The PSB's approval of the transaction allows the Company to amortize the acquisition adjustment over the
esumatecl remaining life of the assets acquired.
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NOTE 4 - INVESTMENTS IN AFFILIATES [ : :
The Company's equity method investments at December 31 follow. (m thousands)

L H
+

. . : ) Ownership . 2006 ~ 2005
Vermont Electric Power Company, Inc.: o )
.Common stock 47.05% $11,247 311,260 ¢
Preferred stock . . o, L 48.03%: 188 202
Subtotal C o C 11435 1 11,462
Vermont Transco LLC (a) : 29.86% 24,430 oo
Vermont Yankee Nuclear Power Corporation 58.85% 2,825 : 2,802
Connecticut Yankee Atomic Power Company 2.00% 276 936
Maine Yankee Atomic Power Company 2.00% 332 563
Yankee Atomic Electric Company . . T 3.50% 41 : 36
Total Investments in Affiliates = ° $39,339 $15801 °

{a) Vermont Transco LLC was formed by Vermont Electric Power Company, Inc. and its
owners in the second quarter of 2006. ]

Vermeont Electric Power Company, Inc: ("VELCO") and Vermont Transco LLC ("Transco") VELCO,
through its wholly owned subs:dlary, Vermont Electric Transmission Company, Inc., and Transco own and operate
an integrated transmission system in Vermont over which bulk power is delivered to all electric utilities in the state.
In June 2006, VELCO's Board of Directors, the PSB and the FERC approved a plan to transfer substantially all of
VELCO's business operations to Transco, a Vermont limited liability company formed by VELCO and its owners,
‘including the Company. On June 30, 2006, VELCO's assets were transferred to Transco in exchange for 2.4 million
Class A Units, and Transco assumed all of VELCOQ's debt. VELCO and its employees now manage the operations
of Transco under a Management Services Agreement between VELCO and Transco. Transco operates under an
Operating Agreement among VELCO, Transco, the Company, Green Mountain Power and most of the other
Vermont electric utilities. Transco also operates under the Amended and Restated Three Party Agreements,
assngned to Transco from VELCO among the Company, Green Mountain Power, VELCO and Transco.

The Company invested a total of $23. 3 million"in Transco in 2006, including $8.9 on Jine 30, $0.4 million on July
31 and $14.0 million on September 29. The third quarter investments increased the Company's initial interest in
Transco from 20.1 percent to 30.28 percent. During the fourth quarter of 2006, the Company's ownership in

- Transco changed to 29.86 percent as a result of Transco receiving additional capital investments from other Vermont

utilities, The Company's ownership interest in Transco is represented by Class A Units that have an allowed rate of
returnof 11,5 percent. As of December 31, 2006, the Company's total direct and indirect interest in Transco was
44 .34 percent. :

During 2006, the Company assessed its ownersh1p interest in Transco under the provisions of FIN 46R and
concluded that Transco is not a variable interest entity. The Company also reassessed its ownership interest in
. VELCO and continues to conclude that it is not a variable interest entity.

Equity id eammgs from VELCO amounted to $1.3 m:lhon in'2006, $1 4 m1]]|0n in 2005 and $0.8 million in 2004..
These amounts are. mcluded in Eqmty in earnings of affiliates on the Company's Consolidated Statements of
Income.. Cash dividends received amounted to §} 4 million in 2006 and $1.5 million in 2005, including $0.1 mlHlOl’l
for return of capital from VELCO's Class C preferred stock in both years. VELCO's revenues shown in the table
below include sales to the Company of $2.7 million in 2006, 2005 and 2004. These amounts are mcluded in
Transmission - affiliates on the Company's Consolldated Statements of Income. Accounts payable to VELCO
amounted o $5.4 million at December 31, 2006 and $5.9 mllhon at December 31, 2005.
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VELCO's summarized unaudited financial information (consolidated including Transco) at December 31 follows {in
thousands):

A 2006 2005 2004
Operating revenues : $35,808 $31,119 © $28,295
Operating income . ‘ $11,578 $8,165 . §$7,008
Net ineome before non-confrolling interest ‘ : 36,112 $3,018 s $l,683
Less members non-controlling interest in net income o _3.245 - -
Net income . . . 52,867 $3018 31683
2006 2005 . -

Current assets o $31,847  $26,115 - |
Non-current assets 279322 161,613 '
Total assets ' . ) . 311,169 187,728
Less: . o i

Current liabilities - 96,598 93,392

Non-current liabilities | . ] ‘ . 133,727 . 69,930

Members non-controlling interest ' 56,469 b
Net assets . L, . 824,375 T $24,406

Transco's unaudited summarized financial information (included above in Velco's summarized consolidated
financial information) from inception at June 30 to December 31 follows (in thousands).

: 2006
Operating revenues - , . $18,330
- Operating income $7,950
Net income ~ $5,527
Current assets 518,890
Non-current assets, 274,793 -
Total assets o $293,683.
Less: .
" Current liabilities ' $82,213
Non-current liabilitics 129.843

Net assets - $81,627

# C e

Equity in earnings from Transco amounted to $1.5 million in 2006, and is included in Equity i in earnings of affiliates
ont the Company's Consolidated Statement of Income. Transco's billings to the Company pnmaniy include
Transco's cost of service under the Vermont Transmission Agreement and the Company's share of eharges and
feimbursements under the NEPOOL Open Access Transmission Tariff ("NOATT"). At December 31,2006 the
Company's share of charges under the Vermont Transmission Agreement and NOATT re1mbursements resulted in'a
net credit of $1.5 million which 15 included as a reduction in Transmission - afﬁhates on the Company's

- Consolidated Statement of Income, and also reflected as a reduction of the same amount in Transco's operating

revenues shown in the table above, The NOATT reimbursements primarily resultéd from a modification in the tariff
beginning July 1, 2006 that now provides reimbursements for projects expected to be placed in service during the
tariff year. Accounts payable to Transco amounted to $0.8 million at December 31, 2006. Cash distributions
received amounted to $0.4 million in 2006.
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Vermont Yankee Nuclear,Power Corporation (""VYNPC") VYNPC sold its nuclear plant to-Entergy Nuclear - -
Vermont Yankee, LLC ("ENVY") in July 2002. 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, biils
the PPA charges from ENVY with certain residual costs.of service through a FERC tariff to the Company and the
other VYNPC sponsors. The Company's entitlement to energy produced by the Vermont Yankee plant is about 29
percent. Sec Note 17 - Commitments and Contmgencnes ’

Although the Company owns a majority of the shares of VYNPC, the Power Contracts, Sponsor Agreement and
. composition of the Board of Directors, under which it operates, effectively restrict the Company's ability to exercise
control over VYNPC. The Company assessed its ownership interest in VYNPC under the pro\nswns of FIN 46R
and concluded that VYNPC is not a variable interest entity. SRR .
VYNPC 5 summarlzed ﬁnancnal information at December 3 l fol]ows (m thousands)

o v . e " P

‘ _ _ - 2006 2005 . 2004
C _ ' (jpératmg revenies | ‘ -$201,325 $160,6l3 $]67,399
' X QOperating income (loss) $3,513 832D £87
Net income ) $748 $660 $538
) o T . ‘ 2006 2005 R
"- ' _Cuﬁenl dssets B 523;460 '$26,f"67 “ . '
* Non-current assets - 129,461 126,365 N _
~Toial assets’ . e 1879210 T 153,132
Less: . A o
© Current liabilities ) 15,569 16,790
. Non-current llabllmes . 137,551 131.581

.Net assets $4,801 34,761

Equity in eamings from VYNPC amounted to $0.4 million in 2006, $0.4 million in 2005 and $0.3 million in 2004.
These amounts dre included in Equity in earnings from'affiliates on thé Company's Consolidated Statements of
Income. VYNPC's revenues shown in the table above include sales to the Company of $70.1 million in 2006, $55.7
mitlion in 2005 and $58.3 million in 2004. . These amounts are included in Purchased power - affiliates on the
Company's Consolidated Statements of Income. Accounts payable to VYNPC amounted to $5.5 million at ,
December 31, 2006 and $5.4 million at December 31, 2005. Cash dmdends received amounted to $0.4 miillion in
2006 and $0.4 m11!|0n in 2005.

P L

Maine Yankee, Connécticut Yankee and Yankeé Atomic The Company is respon51ble for paying its ownership

percentage of decommlssmnmg and all other costs for Maine Yankee, Connectlcut Yankee and Yankee Atomic. All

" of the plants have been permanen(]y shut dowi and have completed or are nearing completion of decommissioning.”
All three compames collect decommtss:omng and closure costs'through FERC-dpproved wholesale rates charged
urider power.purchase agreemenls with several New' England utilities, including the Company. Historically, the
Company's share of these costs has been recovered from its retail customers through PSB-approved rates, mcludmg
the Company's currént retdil rates. Management believes, based on historical rate recovery, its share of ~
decommissioning and closure costs for each plant will continue to be recovered through the' regulatory process.
However, there is a risk that if in the future FERC disallows recovery of any of these companies' costs in their -

- whalesale rates, the PSB would likely disallow recovery of the Company's share in its retail rates.

#

N
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Information related to decommissioning and closure costs for each plant based on their most recent. FERC-approved
rate setﬂemems is shown below (dollars in mllilons) ‘

‘Remammg Revenue .Company

' - Obligations . Requirements Share
Maine Yankee $136.0 $1704 . $3.4
Connecticut Yankee $184.7 $410.3 $8.2

Yankee Atomic : . $117.1 $93.9 $3.3

£

The remaining obligations are the estimated remaining decommissioning costs in 2006 dollars for the period 2007
through 2023 for Maine Yankee and Connecticut Yankee and through 2022 for Yankee Atomic. Revenue
requirements are the estimated future payments to recover estimated decommissioning and all other costs for 2007
and forward, in nominal dollars. Revenue requirements include Maine Yankee and Connecticut Yankee collections
for required contributions to pre-1983 spent fuel funds, but not Yankee Atomic because it has already collected and

paid these required pre-1983 contributions. The Company's share of revenue requirements shown in the table above

is based on its ownership percentage in each plant. These amounts are included in regulatory assets and nuclear
decommissioning liabilities (current and non-current) on the Company's Consolidated Balance Sheets.

All three companies have been seeking recovery of fuel storage-related costs stemmihg from the default of the DOE
under the 1983 fuel disposal contracts that were mandated by the United States Congress under the Nuclear Waste
Policy Act of 1982. Under the Act, the DOE was to begin removing spent nuclear fuel from the nuclear plants no -
later than January 31, 1998 in return for payments by each company into the nuctear waste fund. No fuel has been
collected by the DOE, and spent nuclear fuel is being stored at each of the plants. Maine Yankee, Connecticut
Yankee and Yankee Atomic collected the funds froin wholesale utility customers, including the Company, under
FERC—approved contract rates, and these payments were collected from the Company's retail customers. .

On February 28, 2006, all three compames asked the Court to allow amended damage claim filings. The request
was based on a September 2005 decision by the United States Court of Appeals for the Federal Circuit involving
another nuclear utility's spent fuel that, among other things, found that plaintiffs in partial breach cases were not
entitled to future damages.. In the spring of 2006, the trial judge issued a ruling allowing Maine Yankee to seek
recovery of damages through December 31, 2002, and Connecticut Yankee and Yankee Atomic to seek recovery of
damages through December 31, 2001 .

On September 30, 2006, United States Court of Federal Claims Senior Judge Merow issued a favorable ruling for
Maine Yankee, Connecticut Yankee and Yankee Atomic in the DOE litigation. Maine Yankee was awarded $75.8
million in damages' through 2002, Connecticut Yankee was awarded $34.2 million through 2001 and Yankee
Atomic was awarded $32.9 million through 2001. The three companies had claimed actual damages through the
same periods in the amounts of $78.1 million for Maine Yankee, $37.7 million for Connecticut Yankee and $60.8
~milhon for Yankee Atomic. Most of the reduction in the claimed losses related 1o disallowed wet pool operating
expenses, which the Court felt the compames would have incurred notwithstanding the DOE breach. On December
4, 2006, the DOE filed a notlce of appeal in all three cases, and on December 14, 2006 all three compames filed
notices of cross appeals. Due to the complexity of the issues and the appeals the threc companies cannot predict the
amount of damages that will actually be received or the timing of the final determination of such damages Each of
the companies' respective FERC settlements described below requnre that damage payments, net of taxes and net of
further spent fuel trust funding, be. ¢redited to ratepayers including the Company. The Company's share of these -
payments, if any, would be credited to its ratepayers as well.

The decision, if upheld, establis‘hes the DOE's responsibil_ity for reimbursing Maine Yankee for its actual costs -
through 2002 and Connecticut Yankee and Yankee Atomic for their actual costs through 2001 related to the =
incremental spent fuel storage, security, construction and other costs of the spent fuel storage installation. Although
the decision leaves open the question regarding damages in subsequent years, the decision does support future
claims for the remaining spent fuel storage installation construction costs. The Company cannot predict the ultimate
outcome of this decision on appeal. .

Maine Yankee: The Company's share of decommlss;omng and other costs amounted to $1.3 million in 2006, $1.2
million in 2005 and $1.3 million in 2004. These are included i in Purchased power - affiliates on the Company's
-Consoltdaled Statements of Income.
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On October 3, 2005, Maine Yankee completed its decommissioning efforts and the Nuclear Regulatory Commission
("NRC"y amended its operating license for operation of the Independent Spent Fuel Storage Installation. Such
operation primarily involves ongoing management and maintenance of the on-site spent nuclear fuel storage facility.
Beginning November 1, 2004, Maine Yankee's wholesale rates have been based on a September 2004 FERC-
approved settlement, Wthh provides for recovery of Maine Yankee's forecasted costs through October 2008 based
on a formula rate and replenishment of the DOE Spent Fuel Obligation through collectlons from November 2008
through October 2010. o :

Connecticut Yankee: The Company received $0.6 million from common stock redemption in December 2006, The
Company's share of decommissioning and other costs amounted to 32.4 million in 2006, $2.4 million in 2005 and
$0.9 million in 2004. These are included in Purchased power - affiliates.on the Company's Consolidated Statements
of Income. Connecticut Yankee's decommissioning activities are projected to be completed in 2007 followed by a
transition to Spent Fuel Storage Installation-only activities.

In July 2004, Connecticut Yankee filed with the FERC for recovery of increased costs related to decommissioning
of the plant. In its filing Connecticut Yankee sought to increase annual decommissioning collections from §16.7
million to $93.0 million through 2010. In August 2004 the FERC issued an order accepting the néw rates, beginning
February 1, 2005, subject to the outcome of a hearing and refund to allow for this recovery. In November 2005, the
Admmlslratlve Law Judge overseeing the hearing issued a ruling favorable to Connecticut Yankee, including
findings that the allegations of imprudence raised by interveners were not substantiated. Subsequently, on Augusl
15, 2006, Connecticut-Yankee filed a settlement agreement among various interveners that settled all issues in the,
FERC proceeding. On November 16, 2006, the FERC issued an Order approving the settlement agreement. The
notable provisions of the settlement mcluded 1) reduced decommissioning collections to reflect a lower escalation -
factor starting January 1, 2007; 2) resolution of any claims of imprudence made in the docket against Connecticut
Yankee in its decommissioning effort with no finding of imprudence; 3) reduced decommissioning collections in | .
2007 through 2009.to credit ratepayers with the $15.0 million settlement payment from Bechtel; 4) a-budget
incentive plan to reduce the decommissioning collections by $10 million wherein timely license termination
performance by Connecticut Yankee would offset some of that amount; 5) extension of the-decommissioning
collections from 2010 to December 2015; 6) an investment earnings tracking mechanism for performance greater
than or less than certain targets; and 7) resumption of reasonable payments of dividends by Connecucut Yankee to
its stockholders subject to certain mcentwc target balances. . L e s
Connecticut Yankee had been engaged in litigation with Bechtel Power Corporation ("Bechtel"} concerning
Connecticut Yankee's July 2003 termination of Bechtel's decommissioning contract for default and related disputes.
On March 7, 2006, the parties settled their dispute. Bechtel agreed to pay. Connecticut Yankee $15.0 million, release
all claims and withdraw its intervention in Connecticut Yankee's FERC Rate Case. Connecticut Yankee agreed to
release all claims and to deem the decommissioning contract terminated by agreement. The settlement agreement
also required Connecticut Yankee to forego collection of a $10 million regulatory asset. Bécause the contingency
surrounding this regulatory asset existed at June 30, 2006, Connecticut Yankee wrote off the $10 million in the
second quarter of 2006, and the Company recorded its share of the write-off, $0.1 million after-tax, in the second
quarter as well.. As noted above, successful performance within this incentive may result in a reducuon to the initial
write-off.

Yankee Atomic: The Compan‘y's share of decommissioning and other costs amounted to $1.7 million in-2006, $1.9
million in 2005 and $1.9 million-in 2004. These are included in Purchased power - affiliates on the Company's
Consolidated Statements of Income.

Final site-work on the decommissioning activity concluded in, 2006, and NRC approval to begin the Independent
Spent Fuel Storage Installation-only operations is expected in 2007. Beginning February.!, 2006, Yankee Atomic's
wholesale rates have been based on January 31, 2006 FERC-approved rates subject to refund by Yankee Atomic
after hearings.and settlement court proceedings. On July 31, 2006, the FERC issued an Order approving a
settlement agreement between the parties in the rate case that reduces Yankee Atomic's November 2005
decommissioning cost estimate by $32.0 million and increases the number of years for revenue collection from 2010
to 2014 in order to provide near-term rate relief. Under the approved settlement agreement, Yankee Atomic agreed

1
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to reduce its revenue requirements by $79.0 miilion for the period 2006-2010 and to increase its revenue
requirements by $47.0 million for the period 2011-2014. The revision includes adjustments for contingencies,
projected escaiation and certain decontamination and dismantling expenses. The approved settlement also provides
for reconciling and adjusting future charges based on actual decontamination and dismantling expenses and the
decommlssmmng trust fund's actual investment earnings.

NOTE 5 - DISCONTINUED OPERATIONS

Catamount On December 20, 2005, CRC completed the sale of Catamount to CEC Wind Acquisition, LLC, a
Delaware limited liability company established by Diamond Castle Holdings, a New York-based private equity
investment firm ("Diamond Castle"). Cash proceeds from the sale amounted to $59.25 million, resultmg in an after-
tax gain of $5.6 mllllon in 2005. Components of the gain were as follows (in thousands):

Cash proceeds $59,250 *
SAB 51 gain on Oct, 31, 2005 stock issuance 952

' Net book value of investment , o (47,681}
Sale-related costs, . . ) (1,455
Contingent liability , . . . (276)

Income tax liability - (5,18
After-tax gain on Pec. 20, 2005 sale

35,607 .

The Company agreed to indemnify Catamount and Diamond Castle, and certain of their respective affiliates, in
‘tespect of a breach of certam representatlons warranties and covenants as descrlbed in Note 17 - Commitments and
Conlmgcncws

A fofmh quarter 2006 true-up of estimated federal income taxes related to the 2005 gain on the Catamount sale
resulted in income from discontinued operations of $0.3 million, Catamount's operating expenses shown in the table
below include $0.5 million in 2005 and 2004 of costs reallocated to continuing operations. Income from

" discontinued operations related to Catamount as of December 31 are summarized below (in thousands).

gt

2006 2005 © 2004

Operating revenues : . - $-
Operating expenses  + _ - 315 (315)
Operating Income. ' ' - 315 315

. Other income and (deductions): . -
Equity in earnings of non-utility investments - 1,591 4,220
(iain on sale of non-utility mvestmems - - 2,518
Other income - 2,093 - 1,895
Other deductions - (4,951) (6,674)
Benefit for income taxes _251 856 1,928
Total other income and (deductions) 251 ~ {411} 3.887
" Total interest expense - - 575 280
Net income (loss) from discontinued operations 251 (671) 3,922
Gain from disposal, net of $5,183 income tax - 5,607 ' -
Incomie from discontinued operations §251 $4.936 $3,922

Connecticut Valley On January 1, 2004, Connecticut Valley completed the sale of substantially all of its plant
assets and its franchise to PSNH. Components of the sale transaction were recorded in both continuing and '
discontinued operations on the 2004 Consolidated Statement of Income. 'Income from discontinued operations
included a gain on disposal of about $21 million pre-tax, or $12.3 million after-tax. In addition to the gain on
disposal, the Company recorded a loss on power costs of $14.4 million pre-tax, or $8.4-million after-tax relating to -
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b : ‘ . . o
termmatton of the power céntract. with.Connecticut Valley “There are no remammg significant business activities
related-to Connecticut Valley. Its results of operauons mcluded in discontinued operanons in-2004 follow (in

thousands) Sl . IR R TR
; T Ve e ! PAE Ll " , !
Operating revenues - o . . . 823 .
. . Operating expenses ." - TR R AT G HE L S AT
-Other operating expenses - -~ S . .43, - S
Income tax benefit = - 5 .- e (7. . . : R
~. Total operating expenses cxooe : 36 - : y :
~ Operating loss - . e e {13y oL y
‘Other expense, net : (1) '
“Net loss from diseontinued operations = - r C(14)
Gain from disposal, net of $8,706 income tax - . 12,354
Income from dtscontmued operattons £12,340

- $i) e . 1 5 . ' .
NOTE 6 FINANCIAL lNSTRUMENTS o T b ‘ '
The estlmated fair values of the Company ] f' nancral mstruments at December 31 follow (in thousands)

-

2006 : : 2005
' o R SRR AR y .. Carrying - Fair . . Carrying - . Far
) ‘ . . . .. . A[;u)unt o Value .. Amount Value
Power contract denvatrves (mcludes current pomon) . ,' $7,997. $7,997 .. Sl7 912 - 817,912
Preferted stock not SUb_]ECl to mandatory redemption " LoD 88054 7 85690 $8,054 ' 36,092
B Preferred stock sub_]ect to mandatory redemptron (in¢ludes current portlon) " $4,000 , $4.005, $6,000 e $6,304 -
Long—term debt: ) . . ) . '
First mortgage bonds - - 5110500 $114,360 $110,500 - $117,614
New Hampshtre Indusmal Development Authonty Bonds . - . $5.450 $5,409 $5,450 85272

- .l- . .

"The esttmated fair values of power contract derivatives are based on over-lhe counter quotations or broker quotes at |
the end of the reporting period, with the exception of one long-term power contract that is valued using a binomial
 tree mode! and quoted market data when available, alorig with appropriate valuation methodologies.; The fair values

in both years were unrealized losses and therefore were recorded as liabilities on the _Consolrdated Balance Sheets, ’
N ) . N
The fair value of the Company's fixed rate securities is estimated based on quoted market prices for the same.or
similar issues with similar remaining time to maturity or on current rates offered to the Company:- Fair values are
estimated to meet disclosure requrrements and do not necessanly represent the amounts at Wthl’l obltgauons would
"be settled N ‘ ‘ v . S
The table-above does not include cash and cash equivalents, restricted cash, special deposits, receivables and
payables. The carrying values approximate fair value because of the short maturity of those instruments. Also, the
- carrymg value of notes payable approxtmates fair value since the rates are adjusted monthly
Concenrraﬂon Risk Financial instruments that potentrally expose the Company to concentrattons of credit risk
. consist prlmanly of cash, cash equrvalents special deposits and accounts 'receivable.
s T R dree P o . . g I
The Company s accounts receivable are.not collateralized. As of December 31, 2006, about 15. percent of total
accounts receivable are with wholesale éntities engaged in the energy industry. The Company's special deposits
primarily represent collateral deposits held by counterparties’engaged.in the energy industry. This rndustry
concentration-could affect the Company's overall exposure to credit risk, posrtrvely or negatively, since customers
. . maybe srmrlarly affected by changes in economic, industry or other conditions. The Company believes the credit.
risk poséd by industry concentration is offset by the dtversn‘lcatron and creditworthiness of its retail electric
customer base.
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The Company's practice to mitigate-credit risk from its energy industry concentration with wholesale entities isto.

- deal with creditworthy power and transmission counterparties or obtain deposits-or guarantees from their affiliates.
The Company may also enter into third-party power purchase and sales contracts that require collateral based on
credit rating or contain master netting arrangements in the event of nonpayment. Currently, the Company holds
parental guarantees from two transmission customers and from two forward power sale counterparties. -

' v

The Company's'material power supply contracts and arrangements are principally with Hydro-Quebec and VYNPC..
These contracts comprise the majority of the Company's total energy (mWh) purchases These supplier. -
concentrations could have a material impact on the Company's power costs, if one or both of these sources were
unavailable over an extended period of time. The Company does not have the ability to seek collateral under these
two contracts, but the contracts provide the ability to seek damages for non-performance. o

© NOTE 7 - INVESTMENT SECURITIES

Available-for-Sale Securities The Company liguidated its bond portfolio at the end of 2006 While it held the
portfolio it evaluated the carrying value on a quarterly basis, or when events and circumstances warranted evaluation
to determine whether a decline in fair value was considered temporary or other-than-temporary. Several criteria
were considered in evaluating other-than-temporary declines, including: 1) ]ength of time and extent to which
"market value has been less than cost; 2) financial condition and near-term prospects of the issuer; and 3) intent and
ability to retain investments in the issuer for a penod of time suffiCient to allow for any ant1c1pated recovery in - *
market value. :

The'Company recorded $0.2 million of realized gains on available-for-sale securities in 2006. The Company also
recorded a nominal amount of i impairments in 2006 based on expectations that certain securities would be redeemed
prior to matunty The Company recorded $0.1 million of realized losses and $0.3 mllllon of lmpalrments on
available-for-sale securities in 2005. Additional information regarding available-for- sale securities at Decembcr 31,
2005 follows (in'thousands): :

R - Estimated -

SN Cee Amortized " Unrealized Unrealized Fair
Security Tvpes Cost Gains Losses Value
Current Assets: - u . o ) .
Debt Securities: ST R - ‘ . o
- US Government Agencies. ' 512,355 £82 $(47) © - §12,390
. ~Corporate Bonds .- ‘ 4,732 .29 (19) . 4,742
Auction Rate Securities -~ .~ 27.100 - - 27.100
Subtotal. - : S e : 44,187 11 - (66) ©.o- 44,232
Equlty Securities: g : Co S . . _
- Auction Rate Securities " Lo 28,200 N e = 28.200 N
Subtotal current assets 72,387 an (66) 72.432
Investments and Other Assets: !
Debt Securities: T L -t . '
US Government Agencies o . 3,973 1 - 3D ‘ 3,943
* Corporate Bonds - . . : 1.504 3 - 1,507
Subtotal investments and other assets 5477 4 _(31) 5450
Total available-for-sale securities $77.864° 1S

$(27) - 7882

Millstone Decommissioning Trust Fund The Company has decommissioning trust fund investments related to its .
joint-ownership interest in Millstone Unit #3. The decommissioning trust fund was established pursuant 1o various '
.federal and state guidelines. Among other fequirements, the fund is required to be managed by an independent-and
prudent fund manager.. Since regulatory authorities limit the Company's ability to oversee the day-to-day °

management of its nuclear decommissioning trust. fund investments, the Company does not have the ability to hold
individual securities in the trusts. Any pgains or losses, realized and unrealized, are expected-to be refunded to or.

collected from ratepayers and are recorded as regulatory assets or liabilities in accordance with SFAS No. 71.
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- FASB Staff Position Nos. 115-1 and 124-1, The Meam’ng of Other-Than Temporary Impairment and Its Application.
to Certain Investments, state that an investment is impaired if the fair value of the investment is less than its cost and
if the impairment is concluded to be other-than-temporary. -In 2006, the Company changed its method of assessing
other-than-terhporary declines and considers all securities held by-its nuclear decommtssmnmg trusts with fair ;
values below their cost basis to be other-than-temporarily.impaired. As a result;an.impairment loss of $13,000 was
recogmzed and recorded to Other deferred credlts regulatory on the Consolldated Balance Sheet.

- . Prior to 2006 unreahzed losses on: avallable for—sale securities shown below both on an: :ndmdual and aggregate L
"basis; were- mminor when compared to the or1g1na] costs, therefore such unreahzed losses were: con51dered temporary SN e

Ty . . &

The fair value of these mvestments at December 31is Summartzed below (1n thousands)

L ) i < a PR . .k,

2006 - . L . 2005 -

: - Estimated. - o : ; Estimated

) Amortized Unreallzed Unreallzed Fair Amortized Unreahzed Unrealized . Fair

Security Types. - . Cost - Gains - . Losses - . Value " Cost Gains .+ Losses’ - Value
Equity Securities - $2,439 - $1,601 - - $4,040 - $2,415 - $1,151 $(15) * . $3,551
Debt Securities - - 382 e 14 - 1,396 - 1283 : 22 (13) 1,292
Cashandother- . _. 40 - : T - 40 - . 42
CTotal m--m - B 3_1,;& M,M $4,885

¢ Information related 0 the fair value of debt securities at December 31, 2006 follows (m thousands):
LR £ I . - . . i " N E i
Falr value of debt securities at contractual maturlty dates )
S ‘ Less than 1 year ~ 1to5 years: 5 to 10 years' A_fter 10 years - . Total .
Debt Secun’ties ". Lo %29 0 8329 $318 s $720' , $1 396 .
The table below presents the gross unrealized losses and fair'value of cenam tnvestments aggregated by investment
category and the length of time these numerous securmes have been in a continuous loss position at December 31,

© 2005 (in thousands): _ ,
Equity Securities Debt Securitiés

T . Fair Value -, Unrealized Losses ..~ Fair Value  Unrealized Losses .
* Less than 12 months - $4 C .- - $597 - L))
12 months or more T 193 515 - S 2105 L _(4) -
- Total g M‘ E.L_il' ' 702 -3(13) -
NOTE 8- RETAIL RATES AND REGULATORY ACCOUNTING 2 - :
. Retail Rates - The Company recognizes adequate and timely.rate relief is required to maintain its financial strength,
pamcularly smce its rates do not have fuel or power cost ad]ustment mechanisms, B BRI

The Company's retail rates at December 31, 2006 are based on a March 29, 2005 PSB Order ("2005 Rate Order") -
* that included, among other things: 1) 22,75 percent rate reduction beginning April 1, 2005; 2) a-$6.5 million pre-tax
refund to customers; 3) a 10 percent return-on equity (reduced from 11 percent); and 4) a requirement that the gain
related to the 2004 Connecticut Valley sale be applied to the benefit of ratepayers to compensaté for increased costs.

" The 2005 Rate Order resulted in a $21.8 million pre-tax charge to utility earnings in the first quarter of 2005, The
primary components of the charge to earnings included: 1) a revised calculation of overeammgs for ‘the period 2001
- 2003; 2) application of the gain from the Connecticut Valley sale to reduce costs; 3) a customer refund for the
period Aprll 7,2004 through March 31, 2005 and 4) amortization of costs and other adjustments

On June 22, 2003, the Company ﬁled an appeal of port:ons of the 2005 Rate Order with the Vermont Supreme
Court. The'issues that were raised on appeal primarily focused on whether the 2005 Rate Order set rates’”
retroactlvely without statutory authorization. On July 18, 2006, 'the Court issuéd its dec131on rejectlng the

. Company's appeal. -The Cdurt s'decision had no effect on the Company s financial ¢ondition of resuls of operatlons
for 2006. - Tt
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On May 15, 2006, the Company filed a request for a 6.15 percent rate increase (additional revenue of $16.4 million
on an annual basis), to be effective February 1, 2007. On September 11, 2006, the Company and the DPS reached a
settlement in the case, agreeing to a 3.73 percent increase effective January 1, 2007. -The agreement reduced the
Company's proposed allowed rate of return on common equity from 12 percent to 10.75 percent. On November 6,
2006, the Company and DPS filed-amended testimony with the PSB to settle the Company's Accounting Order
request related to recovery of fourth quarter 2005 replacement energy costs associated with a Vermont Yankee
scheduled refueling outage. The agreement included recovery of incremental replacement energy costs of $1.5
million over a two-year period and added 0.34 percent to the Company's rate increase request resultmg ina.

. combined rdte increase request of 4.07 percent effective January 1, 2007,

On December 7, 2006, the PSB issued an Order ("2006 Rate Order") approving the 4.07 percent rate increase
effective January 1, 2007. The 2006 Rate Order provided, among other things, an allowed rate of retum on common
equity of 10.75 percent capped until the Company's next rate proceeding. ‘The January 1, 2007 rate increase, net of
amounts to be returned to customers as described below, will add revenue of approximately $9.9 million annually.

The Company's Accounting Order request for recovery of the $1.5 million of incremental replacement power costs
described above was subject to PSB approval. The 2006 Rate Order requires the Company to record a regulatory
asset or liability for any difference between the replacement power cost amortization included in the 4.07 percent
rate increase and the amount approved by the PSB. On January 12, 2007, the PSB issued an Order denying the °
Company's Accounting Order request. This had no 2006 income statement impact since the incremental
replacement power costs were previously expensed in 2005, and it did not change the 4.07 percent rate increase
effective January 1, 2007. Instead, the Company will defer the $1.5 million of revenue over two years and continue
such deferral until its next rate proceeding, at which-time the total amount deferred will be returned to customers.

Regulatory Accounting Under SFAS No. 71, the Company accounts for certain transactions in accordance with
permitted regulatory treatment such that regulators may permit incurred costs, typically treated as expenses by
unregulated entities, to be deferred and expensed in future periods when recovered in future revenues. Regulatory
assets and certain other deferred credits are being amortized in accordance with the 2005 Rate Order. These items,
including other deferred credits, are also adjusted upward or downward in accordance with permitted regulatory
treatment.

In the event that the Company no longer meets the criteria under SFAS No. 71 and there is not a rate mechanism to
recover these costs, the Company would be required to write off $20.5 million of regulatory assets (total regulatory
assets of $52.2 million less pension and postretirement medical costs of $31.7 million), $12.1 million of other
deferred charges - regulatory and $12.7 million of other deferred credits - regulatory. This would result in a total
extraordinary charge to operations of $19.9 million pre-tax as of December 31, 2006. The Company would also be
required to record pension and postretirement costs of $31.7 million on a pre-tax basis to Accumulated Other
Comprehensive Loss as a reduction in-stockholder's equity, and would be required to determme any potential
impairment to the carrying costs of deregulated plant.

The table below provides a summary of Regulatory assets, Other deferred charges - regulatory and Other deferred
credits - regulatory on the Consolidated Balance Sheets at December 31 (in thousands):

2006 2005

Regulatory assets )

Pension and postretirement medical costs - SFAS No. 158 $31,705 3-
Nuclear plant dismantling costs 15,033 $20,995
Nuclear refueling outage costs - Millstone 308 1,538
Income taxes ‘ 3,810 3,810
Vermont Yankee sale costs (non-tax) , ~ 496 2,481
Vermont Yankee fuel rod maintenance deferral , ) 231 1,154
Asset retirement obligations ‘ ‘ 501 . 384 .
Other . ' 95 82

Regulatory assets 52,179 _30,444
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Other deferred charges - reszulalmrx.- : . “ e e

Vermont Yankee sale costs (tax) ‘ - 3,130 3,130
Unrealized loss on power contract derivatives . 7,997 17,912
Tree trimming and pole treating : 710 3
Other ’ 290 -
Other deferred charges - regulatory. 412,127 21,045
Other deferred credits - regulatory N o ) ' _
Vermont utility overearnings 2001 - 2003 . _ . 4,803 Y 8,646
' Connecticut Vallgy gain'on termination of power contract - -~ T 2,770
" Alget retirement obllganon Millstone Umt #3 v T 3088 1337
Vermont Yankee IRS settiement: ' ) 1,088 . 1,088
Emission allowances and renewable energy credits ‘ 924 ST 481
Environmental remedlatlon 1,648 -
Other . ' | . ] ' ! 615 1,10
Other deferred credits - regulatory 12,687 _15424

Regulatory assets mc]uded in the table above are being recovered.in retail rates, except for the asset retirement

obligations. The recovery period for.regulatory assets varies based on the nature of the costs. The recovery period

for the Vermont Yankee sale costs and fuel rod maintenance deferral ends December 2007. All regulatory assets are '
earning a return, except for income taxes, asset retirement obligations, nuclear dismantling costs that have not yet . '
been incurred by the Company, and pensmn and postretirement medical costs. Most items listed in other deferred’

_ credits - regulatory are being amortized for periods ranging from 2 to 3 years. Pursuant to the 2005 Rate Order,

when a regulatory asset or llablllty is fully amortized, the corresponding rate revenue shall be booked as a reverse
amortization in an opposing regulatory liability or assét account. :

Pension and postretirement medical costs are related to adoption of SFAS No. 158 as described in Note 15 - Pension
and Postretiremeit Medical Benefits. Environmental remediation represents the portion of a reduction in
environmental reserves that is attributable to ratepayers as described in Note 17 - Commitments and Contingencies.

- NOTE9- SHARE BASED COMPENSATION

The Company has awarded share-based compensation to key-employees and non- employee directors under several
stock compensation plans. Awards under these plans have been comprised of three primary types: 1) stock options;
2) common stock that vests immediately or cliff vests based on service conditions; and 3) performance shares that
vest based on performance, market and service conditions. These are described in more detail below.

Summarized information about share-based compensation plans at December 31, 2006 follows:
i

Stock " Shares

Shares opt_iims Available for

Plan Authorized outstanding  future grant

. 1988 Stock Option Plan - Key Employees -+ -, 334,375 - - . -
1997 Stock Option Plan - Key Employees . 350,000 © 174,458 .-
+1998 Stock-Option Plan - Non-employee Directors - 112,500 6,975 . -
2000 Stock Option Plan - Key Employees 350,000 190,680 . -

2002 Long-Term Incentive Plan 350,000 . 149,669 95,66
Total 1,496,875 521,782 95,669

. The 2002 Long-Term Incentlve Plan ("2002 LTlP") authonzes the granting of stock options, stock appreciation

rights, common shéres and performance shares. Stock option grants were eliminated as a form-of compensation to

-key—employees and non-employee directors effective January 1, 2006. The Company has not granted stock

appreciation rights as a form of compensation.
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Total share-based compensanon expense recognized in the income statement for the last three years was $0.9
million in 2006, $0.1 million in 2005 and $0.3 million in 2004. The total income tax benefit recognized in the
income statement for share-based compensation was $0.3 million in 2006, less than $0.1 million in 2005 and $0.1
million in 2004. No compensation costs were capitalized. Cash received from exercise of stock options was $1.3
million in 2006, and the tax benefit realized for the tax deductions from option exercises was $0.1 million. This
amount is included in Other-Paid in Capital on the Consolidated Balance Sheet.

Currently, the Company setllcs stock options that are exercised and other stock awards from authorlzcd but’ un- -

“issued common shares.” Under the' existmg plans, they may also be settled by the i 1ssuance of | treasury shares or

through open market purchases of common shares.” Awards other than slock optlons can also be settled in cash at
the discretion of the Compensation Commitiee of the Company s'Board of Directors. Historically, these awards
have been settled in the form of shares of the Company's common stock. )

Stock Options As described above, the Company no longer grants stock options as a.form of compensation.” All

stock options that are outstanding were granted at the fair market value of the common shares on the date of grant,
and vested immediately. The maximum term of options is five years for non-employee directors and 10 years for
key employees. The fair value in both years was estimated using the Black-Scholes option pricing model with the

~ assumptions shown in the table below. The volatility assumption was based on the historical volatility of the

Company's common stock over a period equal to the option's expected term. The risk-free rate of return was based .

“on the yield at the date of grant of a U.S. Treasury security with & maturity period approximating the option's

expected term. “The dividend yield assumptlon was based on historical dividend payouts The expected term of
optlons granted was based on hlstorlcal experience. - S

: - Volatility . 2582% . 25.51%
‘Risk-free rate of return . 4.35% . 3.55% :
-~ Dividend yield : -~ & . 511% . 5.74%. . .«
- Expected lifein years ., 5.04 5.81

The stock options grantcd during 2005 had a welghted average grant date fair value of $3 55 and $2. 82 in 2004 A
summary of stock option activity durmg 2006 follows. : , : .

\ -

Weighted Average - w

‘ - Shares Exercise Price .
Options outstanding and exercisable at January | 652,321 ' $17.02

Exercised : ' . (79,335) : $1597 .
Granted - . - -
Forfeited - (46,704) $20.00
Expired . ‘ {4.500) . 81623
Opnons outstandlng and exermsable at December 31 521,782 £16.92

The total intrinsic value of stock options exercised during the last three years was $0.3 million in 2006, $0.1 million
in 2005 and $0.4 million in 2004. The aggregate intrinsic value of options outstanding and exercisable as of
December 31, 2006 was $3.5 million. Addmona] information regarding stock options outstanding and exercnsable at

December 31, 2006 follows . .
. Weighted Average
Range of _ o Remaining
Exercise Number . Contractual Life Exercise
P - Prices - Options (Years) Price
$10.5625-511.7894 . ., 106,760 2.0 $10.7696 - . .
- $14.2436 - $15.4706 59,500, - 14 . $14.6250

$15.4707 - 316.6976- 39,900. 43 . ~ $16.1050
$16.6977 - $17.9247 82,830 58 $17.4827
$17.9248 - §19.1517 42,800 5.4 $£19.0750
$19.1518 - §20:3788 129915 63 $20.1107
$20.3789 - 521.6058 60,077 69" $21.4916

: : 521,782 4.6 $16.9245
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Common Stock and Nonvested Shares Under the 2002 LTIP, c_:ommon stock can be granted to-key employees and.
non-employee directors. The fair value of these awards is equal to the market value of the Company's underlying
common stock on the date of grant. Thé shares vest immediately or cliff vest over predefined service periods.
Although full ownership of the shares does not transfer to the recipients until vested, the recipients have the right to
vote the shares and to receive dividends from the date of grant, A summary of common and nonvested share activity
during 2006 follows:

Weighted Average

Shares ~ Grant-Date Fair Value

Nonvested at January 1 892 $22.41
Granted 20,734 : "§21.42,

Vested ' - (19,953) £22.36

Deferred (673) $20.42
Forfeited - - _ -

Nonvested at December 31~ _1,000 . $18.15

Common stock granted in 2006 inctuded 12,740 shares to the Company's Directors as part of their annual retainer.
These shares vest immediately, and individual directors can elect to defer receipt of their retainer under the terms of
the Deferred Compensatlon Plan for Directors and Officers. A total of 2,494 shares were granted to the directors
that resigned in 2006 as part of the Company s Board Restructurmg Agreement Resolution. The remaining 5,500
shares were granted to certain executive officers.. The fair value of shares vested in 2006 totaled $0.4 million.
Compensation expense was $0.4 million in 2006, $0.2 million in 2005 and $0. 1 million in 2004. Unearned
compensation expense at December 31, 2006 was of a nominal amount.

Performance Shares The executive officer long-term incentive program is delivered in the form of contmgemly—
g,ranted perfonnance shares of common stock. At the start of each year a fixed number of performance shares are
contingently granted for three-year service penods (referred to as performance cycles). The number of shares
awarded at the end of each performance cycle is dependent on the Company's performance compared to pre-
estabhshed performance targets for relative Total Shareholder Return.("TSR") compared to all publicly-traded
electric and comblned utilities and operational measures beginning with the 2005 performance cycte. The. number.
of shares awarded at the end of the performance cycles ranges from zero to 1.5 times the number of shares largeted
based on actual performance versus targets. Dividends payable with respect to performance shares are reinvested
into additional performance shares. Once the award is earned, shares become fully vested. If the participant's
employment is terminated mid-cycle due to retirement, death, disability or a change-in-control, that employee or
their estate is entitled to receive a pro rata portion of shares. '

The. falr value of performance sharesfor operatlonal measures was eshmated based on the market value of the shares
. on the grant date and:the expected outcome of each measure. The grant-date fair value of performance shares with
operational measurés granted in 2006 was $18.49 per share. Compensation cost is recogmzed over the three-year
_ vesting life, based on the shares that ultimately vest, and is adjusted for the actual target percentage achleved The
 fair value of performance shares for TSR measures was estimated on the date of grant using a Monte Carlo
simulation model. - The grant-date fair value of performance shares with TSR measures granted in 2006 was $16.50
.per share. Compensation cost is recognized on a straight-line basis over ‘the three- year vesting llfe and i is not
adjusted for the actual target percentage ach1eved .The werghted average assumptions uséd in the Monte Carlo
valuation for TSR performance shares granted in 2006 are shown in the table below.

Volatility . . 23.10%

'Risk-free rate of return 4.29%
. Dividend yield 4.98%
_Term (years) , .30,

The volanhty assumpnon was based on Lhe historical volatility of the Company s common stock over the three- year
period ending on the grant date. The risk- free rate of return was based on the yield at the date of grant of a U.S.
Treasury security with a matunty perrod of three years. The dividend yield assumption was based on historical
dividend payouts. The expected term of performance shares is based on a three-year cycle. The weighted-average
assumptions used in the Monte Carlo valuation for the TSR performance shares granted in 2004 and 2005 were the
same as those, used for stock options described above with the exception of a 3-year term,
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A summary of performance share activity during 2006 follows:

o o . ) o . + Weighted Average

. v = _Shares Grant-Date Fair Value CoL Ca
Outstanding at January | 42,158 - . $20.82 o
Granted (a) 38,460 - ' $17.50 : 4
Vested . - -
Forfeited (b) oo ' (16,5%0) $21.18

Cutstanding at Decemnber 31 (c) _64,028 - $18.73

(a) Includes 4,660 shares for estimated dividend equivalents,

(b) = Performance shares under the 2004 - 2006 performance cycle, because targeted
: financial goals were not achieved. ' i
(c) The number of commeon shares related to performance shares may range from
zero to 150 percent of the number shown in the table above based on the
achievement of operational and TSR measures relative to the three-year

performance cycles.

The Company recorded compensation expense for performance share plans of $0.5 million in 2006 and $0.2 million
in 2004. The Company recorded a $0.1 million credit to compensation expense in 2005 reflecting the reversal of -
amounts previously expensed because targeted financial goals were not achieved. Unre&ognized compensation
expense related to outstanding performance shares as of December 31, 2006 amounted to $0.5 million and 15
expected to be recognized over a wetghted—average period of 1.5 years. !

NOTE 10 - TREASURY STOCK

Shares of common stock purchased by the Company are recorded at cost and result in a reduction of shareholders’
equity on the Consolidated Balance Sheet. On February 7, 2006, the Company's Board of Directors authorized the
repurchase of 2,250,000 shares of the Company's common stock in a reverse Dutch tender offer using proceeds from
the December 20, 2005 sale of Catamount. Under the procedures of the tender offer, shareholders could offer to sell
some or all of their stock to the Company at a target price in a range from $20.50 to $22.50 per share. The tender
offer commenced on February 14, 2006 and ended on April 5,-2006. Upon conclusion of the tender offer, the
Company purchased 2,249,975 shares, about 18.3 percent of its common shares outstanding, at $22.50 per share.
Cash paid for the common shares tncludmg transaction costs amounted to 551.2 mllllon '

NOTE 11 - PREFERRED AND PREFERENCE STOCK NOT SUBJECT TO MANDATORY
REDEMPTION -

The Company's preferred and preference stock not subject to mandatory redemptton at December 31 consisted of the
following (in thousands) , . . o

- . ‘ ' T C 2006 - 2005
" Preferred stock; $100 par value, outstanding: o

© 4,150% Series; 37,856 shares T ’ $3,786 $3,786

4.650% Series; 10,000 shares < : ' : 1,000 1,000
4.750% Series; 17,682 shares : ' 1,768 1,768 ' -

5.375% Series; *15,000 shares ' C 1,500 1,500
Preferred stock, $25 par value, authorized 1,000,000 shares, none outstanding "~ L -

Preference stock, $1 par value, authorized 1,000,000 shares, none outstanding ‘ -

Total preferred and preference stock not subject to mandatory redemption $8.054 58,054

There are 500,000 shares authorized of the Preferred Stdck, $100 Par Value class that can be issued with or without
mandatory redemption requirements. At December 31,2006, a total of 120,538 shares were outstanding, including
80,538 that are not subject to mandatory redemption and are listed in the table above, and 40,000 that are subject to
mandatory redemption and described in Note 12 - Preferred Stock Subject to Mandatory Redemption. None of the
outstanding Preferred Stock, $100 Par Value, is convertible into shares of any other class or series of the Company's
capital stock or any other security. No preferred and preference stock not sub_|ect to mandatory redemption was
tssued or redeemed in the last three years.

N '
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L NOTE'12- PREFERRED STOCK SUBJECT TO MANDATORY REDEMPTION o

All series of the Preferred Stock, $100 Par Value class are of equal ranking, including those subject to mandatory :
- redemption. Each series is entitled to a liquidation preference over the holdérs of common stock that is equal to Par:
Value, plus accrued and unpaid: dividends, and a premium if quuldatron is voluntary.tIn general, there are no_
"deemed" quutdanon events. Holders of the Preferred Stock have no;voting rights; except as- requ1red by Vermont
law, and except that if accrued dlvrdends on any shares of Preferred Stock hive not been paid for more than two full
quarters, each share will have the same voting power as Common Stock and if accrued dividends have not been
paid.for four or more full quarters .the holders of the. Preferred Stock have:the right to elect a majority. of the
Company's Board of Directors.” There are no dmdends in arrears for preferred stock not subject to mandatory
redemptron RS _ R VR T T : '

All series of Preferred Stock are currently subject to redemption and retirement at the option of the Company upon’
vote of at least three-quarters of its Board of Directors in accordance with-the specific terms for each series and upon
payment of the Par Value, accrued dividends and a premium to which each would'be entitted in the event of % -
voluntary quurdanon dissolution or winding up of the affairs of'thé Company.. At December 31, 2006, premiums.
payable on each series of non-redeemable preferred stock if such an event were to occur are as follows L

\ LR N

Preferred and Preference Stock - Premiums Per Share ' i

s !

" o oo . . [T woofe " oo 0 . 3 !
4.150% Series ~ \ . $s.500 . .
4.650% Series : ©$5.000 :
4.750% Series, _ $1.000

N . . 5.375% Series . g v : £5.000 T

’.s- 4 - - N FN . . -_:- R - i et . " N +1

The Company has one” sefies of Preferred Stock, $100 Par: Value that is ‘subjéct to mandatory redemptron 8. 3
Percent Series Preferred Stock, with sharés outstanding of 40,000 at Décember 31, 2006, 60,000 at December 31
2005 and 80,000 at December 31,.2004. All of the provisions described in Note | 1 - Preferred and Preference Stock
Not Subject to Mandatory Redempnon are the same for the 8.3 Percent Sefies. Preférred Stock except that at
December 3 l 2006 premrums payable i m the event of voluntary hqurdatron dtssolutron or wrndmg up of the affairs.
of the Company are at $2.490 per share “There. are no drvrdends in arrears for the 8 3 Percent Senes Preferred Stock
The mandatory redemptron requrrement for the 8 3 Percent Serres Preferred ‘Stock i is$1.0 mrlllon (10 000 shares at
par value) per annum. The Company, at its optlon may also redeem at par.an addmonal non cumulatrve $1.0.

‘ .mrlhon per annum, The Company is schedu]ed to make annuai payments of $1.0° mllhon in 2007, 2008, 2009 and
2010 under the mandatory redemption requirements. Thereafter thé 8.3'Percerit Séries Preferred Stock Wwill be fully '
" redeemed. In the fourth quarter'of 2006, the Company paid its Transfer ‘Agent $1 0 m11hon for the ‘mandatory
redemption payment that is effective January 1,2007. In the fourth quarter ¢ of 2005, the Company paidits Transfer .
Agent $2.0 million for the mandatory and optronal smkmg fund payments that wére effective January'1, 2006 The
payments to’ the Transfer Agent are mcluded mn Specral Deposrts on the Consolrdated Balance Sheets.

Dividends paid on preferred_ stock subject to mandatory redemption are included in Other interest on the
Consolidated Statements of In¢ome, and amounted to $0.3 million in 2006, $0.5 million in 2005 and $0.7 million in
2004.

-‘NOTE 13 - LONG—TERM DEBT AND CREDIT FACILITY '

The Company's long-tenn debt at December 31 consisted of the following (in thousands)

2006 . 2005
First Mortgage Bonds , )
6.27%, Series NN, due 2008 ooty o §3000 - $3,000 -
5.00%, Series 88; due 2011 3 L ; . 20,000 20,000 °
5.72%, Series TT, due 2019 .- . . . 55,000 55,000 .
. 6.90%, Series OO0, due 2023 e I : R 17,500 17,500.
8.91%, Series JJ, due 2031 - o - " . 15000 15,000
New Hampshlre Industrial Development Authorlty Bonds’ p
Variable 3.75%, due 2009 . 5450 5450 .
Total long-term debt 5115950 $115950
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Long-Term Debt: Substantially all of the Company's utility property and plant is subject to liens under the
Company's First Mortgage Bonds. The First Mortgage Bonds are callable at the Company's option at any time upon
payment of a make-whole premium, calculated as the excess of the present value of the remaining scheduled
payments to bondholders, discounted at a rate that is 0.5 percent higher than the comparable U. S. Treasury Bond
yield, over the early redemption amount. : -

The Company's New Hampshire Industrial Development Authority Bonds are pollution control revenue bonds and
the interest rate resets every five years. These bonds are callable at the option of the Company or the bondholders
every five years on the rate reset date. The last rate reset date occurred on December 1, 2004, As of December 31,
2006, the bonds are only callable at the option of the Company in special circumstances involving unenforceability
of the indenture or a change in the usablllty of the project. - o .

The Company's debt financing documents do not contain cross-defau]t provisions to affiliates outside of the -
consolidated entity. Certain of the Company's debt financing documents contain cross-default provisions to its
wholly owned subsidiaries, East Barnet, CV Realty and Custom Investment Corporation. These cross-default
provisions generally relate to an inability to pay debt or debt acceleration, inappropriate affiliate transactions or the
levy of significant judgments or attachments against our property. Currently, the Company is not in defauit under
any of its debt financing documents, Scheduled sinking fund payments and maturities for the next five years are $0
in 2007, $3.0 million in 2008, $5.5 million in 2009, $0 in 2010 and $20.0 million in 2011,

" Letters of Credit: The Company has three outstanding secured letters of credit, issued by one bank, totaling $16.9

million in support of three separate issues of industrial development revenue bonds totaling $16.3 million, of which
$5.5 million is included in Long-Term Debt and $10.8 million is included in Notes Payable. These letters of credit,
which expired on November 30, 2006, were extended by the bank to November 30, 2007. The letters of credit are
secured under the Company's first mortgage indenture. At December 31, 2006, there were no amounts drawn under
these letters of credit.

Credit Facility: The Company has a three-year, $25.0 million unsecured revolving credit facility with a lending
institution pursuant to a Credit Agreement dated October 21, 2005. 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 on the unused balance, plus interest on the outstanding balance of amounts borrowed and letters of
credit based on our unsecured long-term debt rating. Terms also include the requirement to collateralize any
outstanding letters of credit in the event of a default under the credit facility. This facility also contains a Material
Adverse Effect ("MAE") clause (a standard that requires greater adversity than a Material Adverse Change clause).
This clause is in effect only when the Company’s credit rating is below investment grade, therefore it has been in
effect for the Company since October 2005. The MAE clause could allow the lending institution to deny a
transaction under the credit facility at the point of request. Once any funding is advanced, its maturity cannot be
accelerated for reasons other than an event of default. At December 31, 2006 no amounts were outstanding under
this facility, but the Company did issue a $4.5 million letter of credit to support certain power-related performance
assurance requirements. No amounts have been drawn under that letter of credit, which expires in September 2008.

Covenants: The Company's long-term debt indentures, letters of credit, and credit facility contain financial and non-
financial covenants. The most restrictive financial covenants include maximum debt to total capitalization of 50
percent, and minimum interest coverage of 1.75 times. At December 31, 2006, the Company was in compliance
with all covenants.

Dividend and Optional Stock Redemption Restrictions: The Company's $25.0 million reveolving credit facility
restricts optional redemptions of capital stock. The First Mortgage Bond indenture and the Company's Articles of
Association also contain certain restrictions on the payment of cash dividends on and optional redemptions of all
capital stock. Under the most restrictive of these provisions, about $49.1 million of retained earnings was not
subject to such restriction at December 31, 2006. The Articles also restrict the payment of common dividends or
purchase of any common shares if the common equity level falls below 25 percént of total capital, applicable only as
long as Preferred Stock is outstanding. The Company's Articles of Association also contain a covenant that requires
the Company to maintain a minimum common equity level of about $3.3 million as long as any Preferred Stock is
outstanding.
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" NOTE 14 N'OT.E'ZSPAYABLE T
The Companysnotes payableat December 31 consmted of the following (m thousands) ot '

. - . 2006 2005
Vermont Industrial Development Authority Bonds . . .
Variable, due 2013.(3.69% at December 31, 2006) $5,800 55,800
Connecticut Development Authority Bonds .
Variable, due 2015 (3.61% at December 31, 2006) ; 5,000 5,000
Total Notes Payable ) $10,800 $10,800

These bonds are floating rate, monthly demand pollunon control, revenue bonds. There are no interim sirking fund
payments due prior to their marunty The interest rates reset momh]y Both series are callable at par as follows: 1)
at the option of the Company or bondholders on cach monthly interest payment date; or 2) at the option of the
bondholders on any business day. There is a remarketing feature if the bonds are put for redemptlon Historically,
these bonds have been remarketed in the secondary bond market. The Company has outstandmg secured short-term
letters of credit that support these bonds, as described in Note 13 - Long-Term Debt and Credit Facility.

NOTE 15 - PENSION AND POSTRETIREMENT MEDICAL BENEFITS

The Company has a qualified, non-contributory, defined-benefit, trusteed pension plan ("Pension Plan"} covering all
employees (union and non-union). Under the terms of the Pension Plan, employees are vested ‘after completing five
years of service, and can retire when they are at least age 55 with a minimum of 10 years of service. They are
eligible to receive monthly benefits or a lump sum amount. The Company s funding policy is to contribute an
amount equal to the annual actuarial cost or at least a statutory minimum to a trust. The Company is not required by
its union contract to contribute to multi-employer plans. At the end of 2005, the Company adopted the RP-2000
mortality table that replaced the GAM 94 table. . _ ‘

The Company also sponsors a defined-benefit postretirement medical plan that covers all employees who retire with
10 or more years of service after age 45 and who are at least age 55. The Company funds this obligation through a
Voluntary Employees' Benefit Association and 401(h) Subaccount in its Pension Plan. Retirees under the age of 65
("Pre-65 retirees") participate in plan options similar to active employees. Retirees at or over the age of 65 ("Post-
65 retirees") receive limited coverage with a $10,000 annual individual maximum. Retiree contributions for Post-

1995 retirees are 100 percent of the increase in the cost over 1995 levels and there are no retiree contributions for

_ Pre 1996 retirees.

. SFAS No. 158 requires an employer with a defined benefit plan or other postretirement plan to recognize an asset or

*liability on its balance sheet for the overfunded or underfunded status of the plan. For _pension, the asset or liability
is the differenice between the fair value of the plan's assets and ‘the projected benefit obligation. For postretirement
benefit plans the asset or liability is the difference between the fair value of the plan's assets and the accumulated,
postrenrement benefit obligation. The Company's pension and postretirement benefit obligations and plan Assets are
valued annually as of a September 30 measurement date.
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Based on historical recovery of pension and other postretirement medical costs, the Company has recognized a

regulatory asset for certain of its pension and postretirement medical costs versus recording a charge to accumulated
other comprehensive loss ("AOCI"). A charge was recorded to AOCI related to the Company's non-qualified
pension plan and its unregulated subsidiaries. At December 31, 2006, the effect on individual financial statement

line items related to applying this standard are as follows (in thousands)

Before the After the
Adoption of Adoption of
SFAS No. 158 Adjustment  SFAS No. 158

Assets:
Current assets

Deferred income taxes ' $2,775 5124 $2,869
Total current assets $68,443 124 $68,567
Deferred charges and other assets |

Regulatory assets $20,473 31,706 $52,179

Other $6,797 {1.103) $5,694
Total Assets i $470,211 $30,727 $500,938
Capitalization and Liabilities:
Capitalization

Accumulated other comprehensive loss $(109) $(435) $(544)
Total common stock equity $179,787 (435) $179,352
Current liabilities . )

Other current liabilities $19.452 306 $19.758
Deferred credits and other liabilities

Deferred income taxes $32,640 (173) $32,467

Accrued pension and benefit obligations 56,518 31,029 337,547
Total Capitalization and Liabilities T $470,211 '$30,727 $500,938

Benefit Obligation The changes in benefit obligation for pension and postretirement medical benefits at December

31 follow (in thousands):

Postretirement

Pension Benefits Medical Benefits

: ‘ 2006 © 2005 2006 2005
Benefit obligation at beginning of measurement date $104 250 $96,350  $30,300 $24,491
Service cost ‘ ’ 3,686 3,227 ‘706 512
Interest cost : ) 5,97! ~ 5856 1,696 1,444
Actuarial loss (gain) ' - C(2,546) 4713 (4,678) 5,829
Plan participants’ contributions _ - - 727 504
Gross benefits paid (7,508) (5,896) (2,629) (2,480)

less: federal subsidy on benefits paid ' - - 154

Projected obligation as of measurement date (September 30) $103,853  $104,250

926276, $30,300

Accumulated obligation as of measurement date (September 30) $83,549 384,415

The reduction in the Company’s accumulated postretirement benefit obligation due to the impact of the Medicare

Part D subsidy is 53.6 million for 2006 and $2.0 million for 2005.

The present value of future Postretirement Plan participants' contributions was $34.6 mitlion for 2006 and $30.7

million for 2005.

Benefit Obligation Assumptions Weighted-average assumptions used to determine benefit obligations at the
September 30 measurement date are shown in the table that follows. The selection methodology used in
determining discount rates includes portfolios of "Aa" bonds; all are United States issues and non-callable (or

.
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callable with make-whole feafures) and each issue is at-least $50 million in par.value. As of Septerﬁber 30, 2006,
. the following weighted-average assumptions for pension and postretirement medical benefits were used in
' determining the Company's related liabilities at December 31:

Postretirement
Pension Benefits Medical Benefits
Discount rates ' 595% 565%  5.80% 565% -
Rate of increase in future compensation 4.25%  4.00% 4.25% 4.00%

levels

For measurement purposes, a 10.5 percent annual rate of increase in the per capita cost of covered health care .- -
benefits was assumed for fiscal 2006, for pre-65 and post-65 claims costs. The rate is assumed to decrease 1 percent
. in each of the five subsequent years until the ultimate trend rate of.5.5 percent is reached.

Assumed health care cost trend rates have a significant effect on the amounts reported for health care plans. A one-
percentage-point change in assumed health care cost trend rates would have the following effect (in thousands):

%

. 1-Percentage 1-Percentage

. . R Point Increase  Point Decrease

Effect on postretircmeni medical benefit obligation as of September 30, 2006 $2,157 5(1,813)

o ) Effect on aggregate service and interest costs $259 $(210)

 Asset Allocation The asset allocations at the measurement date for 2006 and 2005, and the targef allocation for
- 2007, by asset category, are as follows:

' ’

Pension Plan  Postretirement Medical Plan

. . - 2007 Target 2006 2005 2007 Target 2006 2005
T " Equity securities 67.0% = 65.9% 68.8% S 6T0% - -
Debt securities © 33.0% 34.1% 31.2% ' 33.0% - Co-
Other - - - - 100.0% 100.0%
© Total ~ ¢ iy T 100.0%  100.0%  100.0% G- 100.0% 100.0%  100.0%
L Ly "t
s Investment Strategy The Company s pension investment policy seeks to achieve sufficient growth to enable the

Pension Plan to meet its future benefit obligations to participants, to maintain certain funded ratios and minimize
near-term cost volatility. Current guidelines specify generally that 67 percent of plan assets be invested in equity
securities and 33 percent of plan assets be invested in debt securmes The asset allocatlon mix wﬂl be reassessed in
2007. - . .

The Company's postretirement medical benefit plan. investment policy seeks to achieve sufficient funding levels to
meet future benefit obligations to participants and minimize near-term cost volatility. During 2006, the plan assets
were invested in cash équivalents. The Company plans to adopt an asset allocation mix in 2007 similar to that of its
Pension Plan assets.

Plan Assets The changes in Plan assets as of the measurement date are shown below (in thousands):

. ' ] : . ' Postretirement
' ' : Pension Plan Medical Plan

Fair value of plan assets at beginning of measurement date $67,784 361,513 $6,174 £4,643
Actual return on plan assets . 5,091 8,787 369 91
Employer contributions* 20,764 3,380 " 6,885 3416
Plan participants' contributions - - 727 504
Gross benefits paid* ’ (7.508) (5.896) {2.629) (2.480)
Fair value of assets as of measurement date (September 30) $86,131 567,784 $11,526. - 86,174

O * Includes benefits paid from employer assets $(1,902) $(1,976)
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Funded Status The Plans' funded status was as foltows {in thousands):

. Lo . Postretirement
Pension Plan - Medical Plan

Fair value of assets o - . $86,131 $67,784 $11,526 $6,174

Benefit obligation . (103,853) (104,250) (26,276) {30,300)

Company contributions between measurement and year-end dates - - 593 497

Funded Status ) (17,722) (36,466) (14,157) (23,629)

Unrecognized net actuarial loss - 17,417 b 18,337

Unrecognized prior service cost - 3,384 ° - 1.
" Unrecognized net transition obltgatlon - 1,791

Accrued benefit cost oo : M M . S(14,157) M

Amaounts recognized in the Consolidated Balance Sheets Amounts related to accrued beneﬁt costs recognlzed n
the Company s Consolidated Balance Sheets at December 31 con51sted of (in thousands)

! ' ‘. ' ' Postretirement

Pension Benefits Medical Benefits .
‘ | 2006 2005 2006 2005
Noncurrent liability C. $(17,722) - $(14,157) -
Accrued benefit cost ) - $(15,665) - .- $(3,500)
Additional minimum liability - {966) o -
Intangible asset - 966

Net amount recognized . $(17,722) i&i@il M ﬁi,i-QQJ

In 2006 the Postretirement Medical Plan noncurrent liability shown above included an actuarial estimate of $0.2
million related to the Company's Medlcare D subsidy payments expected in the first quarter of 2007.

The amounts recognized in Regulatory assets and AOCI in the Company s Consolidated Balance Sheet at December
31, 2006 consisted of (in thousands)

+

. -Pension Benefits : Postretirement Medical Benefits

Regulatory Regulatory
, Asset ©  AOCI - Total - Asset -. AOCI: Total -
Net actuarial loss 0 814,710 828 $14,738 S 812,391 $24. . 312415
Prior service.cost . . 2978 .- |6 2,984 : . 1 - 1
. Transition obligation | - . - 1,532 _3 1.535
Net amount recognized $17.688 ‘834 817,722 §13,924 ° $27

§13,951
" Net Periodic Benefit Cost‘s-Components.qf net periodic benefit costs were as follows {in thousands):

Pension Benefits . Postretirement Medical Benefits

2006 2005 2004 . 2006 . 2005 2004
Net benefit costs include the following components ’
Service cost ‘ $3,686 $3,227 $3,021 $706 $512 $539
Interest cost o 5,971 5856 5,551 1,695 . 1,444 1,554
Expected return on plan assets (5,744) (5,267) (5,624) (716) 477 (432)
Amortization of actuarial loss ' 785 196 - 1,591 1,113 1,381
Amortization of prior service cost 401 401 394 1 1 -1
Amortization of transition (asset) obligation - - - (146} 256 256 256
Net periodic benefit cost 5,099 4,413 3186 3,533 2,849 3,299
Less amount allocated to other accounts 885 702 515 613 453 531

Net benefit costs expensed ’ $4.214 $3.711 $2,681° $2,920 $2,396 °  §2,768
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Benefit Cost Assumpiions Weighted-average assumptions uséd to d‘eter'mine'net periodic costs at measurement date” .
(September 30) are shown in the table below. The weighted-average assumptions shown for 2006, which were set at

September 30, 2005, were.used in determining 2006 expense. Likewise, the 2005 and 2004 weighted-average
assumptions were used in determining 2005 and 2004 expense, respectively.

Pension Benefits ‘ Postretirement Medical Benefits
. 2006 . 2005 . 2004 2006 2005 - . 2004
Weighted-average discount rates 5.65% 6.00% 6.00% 565% . 6.00% 6.00%
Expected long-term return on assets - 8.25% 8.25% - 8.25% 8.25% 8.25% 8.25%
Rate of increase in future compensation levels 4.00% 3.75% 3.75% 4.00% 3.75% 3.75%

2007 Cost Amomzat:ons The estimated amounts that will be amortized from regulatory assets and accumulated
_other eomprehenswe income into net periodic benefit cost in 2007 are as follows (in thousands)

Postretirement
Pension Benefits  Medical Benefits

Actuarial loss $582 $1,050
Prior service cost 398 1
Transition benefit obligation — 256

Total $980 $1.307

Expected Long-Term Rate of Return on Plan Assets The Company expects an average annual long-term return
on the pension asset portfolio of 8.25 percent, based on a representative allocation within the target asset allocation
described above. In formulating this assumed rate of return, the Company considered historical returns by asset
category and expectations for future returns by asset category based, in part, on simulated capital market
perfonnanee over the next 10 years.

The Pension Plan assets earned a rate of retum for the Plan years ended September 30, of 8.2 percent for 2006 15.6
percent for 2005 and 12.3 percent for 2004. - :

Based on the.postrenremem medical benefit plan investment policy described above, the Company expects an
average annual long-terin return for the postretirement portfolio of 8.25 percent. In formulating this assumed long- -
term rate of return, asset categories and expectations for future returns by asset category were considered.

Pension and postretirement medical benefit expenses for 2006 were based on an expected long-term rate of return on
assets of 8.25 percent. The same percentage will be used to determine the 2007 expenses.

Trust Fund Contributions The Pension Plan currently meets the minimum funding requirements of the Employee
Retirement Income Security Act of 1974, The Company's Pension Plan trust fund contributions were $12.2 million
in March 2006 and $8.6 million in Septernber 2006. The Company's Postretirement Medical Plan trust fund

contributions were $4.1 million in March 2006, $0.9 million in September 2006 and $0.2 million in December 2006.
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Expected Cash'Flows The table helow reflects the total benefits expected to be paid from the external Pension Plan:
trust fund or from the Company's assets, including both the Company's share of the pension and postretirement
benefit costs and the share of the postretirement medical benefit cost funded by participant contributions. Expected
contributions reflect amounts expected to be contributed to funded plans. Of the benefits expected to.be paid in
2007, about $5.2 million will be paid from the Pension Plan trust fund and about $2.1 million of postretirement
medical benefits will be-paid from the Company's assets. Information about the expected cash flows for the Pension
Plan andpostretirement medical benefit plans is as follows (in millions):

Pension Benefits ~ Postretirement Medical Benefits
Expected

Gross Federal Subsidy
Employer Contributions

2007 , $4.1 $2.5 -
Expected Benefit Payments

2007 , $5.2 $2.1  $02 .

2008 6.1 21, 03

2009 ) 6.7 2.2 C 03,

2010 , 8.8 22 0.3

2011 7.5 2.3 0.3

2012 - 2016 _ 49.3 118 20 »

As of October 1, 2006, the Medicare Part D sub51dy reduced the postreurement benefit obhgatlon by $3.6 million
and reduced the "006 net periodic benefit cost by $0.3 million. The estimated Medicare Part D subsidy included in
the expected gross postretirement medical benefit payments is shown above. . .

Other

Long-term Disability The Company records nonaccumulatmg post—employment long-tcrm dlsab!llty benef‘ ts in

" accordance with SFAS No. 5. The year-end post-employment medical benefit obligations of $1.8 million in 2006
and $1.5 million in 2005 are reflected in the Company's Consolidated Balance Sheets as Accrued pension and .,
medical benefit obligations, and $0.2 million was recorded as Other current liabilities in 2006., The pre-tax post-
employment benefit costs charged to expense, including insurance premiums, were $0.6 million in 2006, $0.2
million in 2005 and $0.4 million in 2004,

401 (k) Savings Plan The Company maintains a 401(k) Savings Plan for substam]ally all employees ThlS savings
plan provides for employee pre-tax and post-tax contributions up to specified limits. The Company has matched
employee pre-tax contributions up to 4 percent of eligible compensation after one year of service and the Company
match increased to 4.25 percent on January 1, 2007. Eligible employees are at all times vested 100 percent in their .
pre-tax and post- -tax contribution account and in their matching employer contribution. The Company's matching
contributions amounted to $1.2 miilion in 2006, 2005 and 2004.

Other Benefits The Company also provides an Officers’ Supplemental Retirement Plan ("SERP") that is designed to
supplement the retirement benefits available through the Company's qualified Pension Plan to certain of the
Company's executive officers.

The accumulated year-end SERP benefit obligation, based on the same discount rate described above for pension,
was $3.6 million in 2006 and $3.5 million in 2005 and is reflected in the Consolidated Balance Sheets as Accrued
pension and benefit obligations, and $0.3 million was recorded as Other current liabilities in 2006. The accumulated
SERP benefit obligation included a comprehensive gain of $0.3 million in 2006 and a comprehensive loss of $0.1
million in 2005. The pre-tax SERP benefit costs charged to expense totaled $0.6 million in 2006, $0.5 million for
2005 and $0.4 million for 2004. At December 31, 2006, a pre-tax adjustment of $0.8 million was recorded to
accumulated other comprehensive income related to adoption of SFAS No. 158. This adjustment included $0.7
million of net losses and $0.1 million of prior service costs.
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T Benef t5: are funded by the Company through 11f‘e insurance pohcnes held by the Company 5 Rabbl Trust:- Rabbi
Trust assets are not considered plan assets for accounting purposes urider SFAS No-87.1 The year-end balance’ ©

included in Investments and Other Asséts on the Company's Consolidated Balance Sheets was $7.1 million i in 2006‘

and $6.3 miltion in 2005. Chdnges in cash surrendér value are included in Other income on the Company's
Consolidated Statements of Income. These pre-tax amounts were an increase of 30.2 million for 2006, a nominal
decrease for 2005 and an increase of $0.4 million for 2004.

NOTE 16 - INCOME TAXES )
The Company's income tax provision (benefit) from continuing operations for.the years ended December 31
consisted of the following (m thousands):

2006 2005 2004
. Federal:
Current $4.875 $(679) - $3,618
Deferred 3,144 {1,187y (2,199)
Investment tax credits, net {379) {379) (379
7,640 (2,245) 1,040
State:
Current 1,311 432 2,046
Deferred 1,055 . (269) {1.018)
2,366 163 1,028
Total federal and state income taxes $10,006 5(2,082) $2,068
Federal and state income taxes charged to:
Operating expenses $8,569 1 $(2,264) $834

Other income 1,437 182 1,234
: 10006 $Q2082) - 32068

The reconciliation between income taxes computed by applying the U.S. federal Statutory rate'and the reported
income tax provision (benefit) from continuing operations as of December 31 follows (in thousands):

Income (loss) before income tax $28,107 ' $(672) $9,561
Federal statutory rate 35% 35% 35%
Federal statutory tax expense’ 9,838 (235) 3,346
[ncrease (benefit) in taxes resulting from:
Dividend received deduction (494) (520) . (340)
State income taxes net of federal tax benefit 1,729 : 69 - 805
Investment credit amortization 379 (379 (379
Renewable Electricity Production Credit ) (273) (196) -
AFUDC equity 194 194 273
Life insurance (236} (19H) (345}
Income tax refunds - - (930)
Change in estimate for tax contingencies (191} (741) . (598)
Other (182} (83) 236
Total income tax expense (benefit) $10,006, $(2,082) 32,068
Effective combined federal and state income tax rate 35.6% 309.8% 21.6%

The Company decreased its estimate for tax-contingencies by $0.2 million in 2006, $0.7 million in 2005 and $0.6
million in 2004 due to a reduction in potential tax liabilities.

" SFAS No. 109 prohibits the recognition of all or a portion of deferred income tax benefits if it is more likely than
not that the deferred tax asset will not be realized. For the periods ended 2006 and 2003, there were no valuation -
allowances recorded.

Page 86 of 103




. The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred
tax llabllmes at December 31 are presented below (m thousands): '
Deferred tax assets - current . ‘ o . .
Reserves for uncollectible accounts " $692 $1,228
Deferred compensation and pension 698 685
Environmental costs accrual i 131 . 166
SFAS No. 5 loss accrual , 485 485
401(k) contribution carryforward SRR 71 © 499
Active Medical Accrual ' 346 289 '
SFAS No. 133 - derivative instruments 630 -
Other accruals 475 154
Total deferred tax assets - current 3,528 3,506
Deferred tax liabilities - current
Property tax accruals 319 272
-Prepaid insurance 310 35
Total deferred tax liabilities - current 629 307
Net deferred tax assets - current ’ 2.89¢9 3.199
Deferred tax assets - long term -
Equity investments ’ ' 1,348 1,348
Accruals and other reserves not currently deductible . 1,438 - 1,402
.Deferred compensation and penswn ) - 1,283
Environmentai costs accrual . 1,378 2,033
Millstone decommissioning costs . ‘ 2,232 2,044
Contributions in aid of construction i AL 1,978 -
Revenue deferral - Vermont utility earnings 1,947 3,504
SFAS No. 5 - loss accrual ‘ 3,877 . 4,362
SFAS No. 133 -'derivative instruments ) ' 2,611 -
SFAS No. 158 - benefit liability _ 13,220 -
SFAS No. 112 - retiree medical benefits 467 1,398
Connecticut Valley gain deferral 225 _112¥%
Total deferred tax assets - long term . 30,862 20,475 °
Deferred tax liabilities
" Property, plant and equipment . 38,765 - 40,123
Net SFAS No. 109 regulatory asset 1,544 1,544 .
Vermont Yankee sale . 3,33 4,135
SFAS No. 158 - regulatory asset . 13,220 -
SFAS No. 133 - derivative instruments : 3241 ‘
Decommissioning costs 1,906 1,888
Other 1.322 1,432
Total deferred tax liabilities - long term 163,329 49,122
Net deferred tax liabilities - long term . 32,467 28 647
Net deferred tax liabilities $29,568 $25.448

On June 7, 2004, the State of Vermont enacted legislation that reduced the state income tax rate from .75 percent to
8.9 percent effective January 1, 2006, and from 8.9 percent to 8.5 percent effective January 1, 2007. Deferred tax
assets and liabilities were adjusted in 2004 to reflect the enacted income tax rate change. This rate change reduced
regulatory tax assets by about $1.4 million, and increased income tax expense by about $0.2 million. Book and tax
differences have to be estimated due to the fact that the tax rate changes occurred after 2004 and over a’ two-year
period. .
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NOTE 17- COMMITMENTS AND CONT[NGENCIES : R
Nuctear Decommissioning Obligations The Company's obligations for decommissmnmg and other costs
associated with Maine Yankee, Connecticut Yankee and Yankee Atomic are described in Note 4 - Investments in
Affiliates. The Company also has a 1.7303 joint-ownership percemage in Millstone Unit # 3. As a joint owner of
the Millstone Unit #3 facility, in which Dominion Nuclear Corporation ("IDNC") is the lead owner with about
93.4707 percent of the plant joint-ownership, the-Company is responsible for its share of nuclear. decommissioning
costs. .The Company has an external trust dedicated to funding;its joint-ownership share of future decommissioning
costs,, DNC has suspended contribiitions to the Millstone Unit #3 Trust Fund because the minimum NRC funding
requlrements are being met or exceeded. The Company has also suspended contributions to the Trust Fund, but -
could choose to renew funding at its own discretion as long as the minimum requirement is met or exceeded.- Ifa
need for additional decommissioning funding is necessary, the Company will be obhgated to resume contributions
to the Trust-Fund., - : o : .

?

The Price-Anderson Act ("Act") currently limits public liability from a single incident at a nuclear power plant to
about $10 billion. The Energy Policy Act of 2005, enacted in August 2005, extends the Act, which expired in 2003,
for 20 years and provides a framework for immediate, no-fault insurance coverage for.the public in the event of a

nuclear reactor accident. The Act consists of two levels of.coverage. The primary level provides liability insurance

coverage of $300 million. . If this amount is not sufficient to.cover claims arising from an accident, the second level,

referred to as secondary financial protection, applies For the second’level, each nuclear plant must pay a premium

in arrears equal to its proportionate share of the excess loss, up to a maximum of $95:8 million per reactor per

. incident, limited to a maximum annual assessment of $15 million. These assessments.will be adjusted for inflation.

" Currently, based on its _|omt-ownershlp interest in Millstone Unit #3, the Company could become Hable for about
$0.3-million of such maximum’assessment per incident per year. The Maine Yankee, Connecticut Yankée and

- Yankee Atomic plants have received exemptlons from part1c1pat1ng in the secondary ﬁnanc:al protectlon program

" under the- Act Co :

Long -Term Power Purchases: - : : ’ ' )

Vermont Yankee: The Company piirchases its entltlement share of plant output through the PPA between ENVY

and VYNPC: As of September 15, 2006, VYNPC's entitlement in- Vermont Yankee plant output declined from 100

percent to 83 percent. The Company’s entitlement share of VYNPC power remains at 35 percent therefore its

entitlement of total plant output was reduced from 35-percent to 29 percent after completion of the plant uprate. The

Company s purchase of plant output is-similar.to the amount it received before-the uprate process began. One

remaining secondary purchaser continues to'receive a small percentage (less than 0.2 percent) of the Company's

entitlemeént. ENVY has no obligation to supply energy to VYNPC over the amount the plant is producing, so

entitlement holders receive reduced amounts ‘when the plant is operating at a reduced level, and no energy when the

plant is not operating. The plant normally shuts down for about one month every 18 months for maintenance and to

. insert-new fuel into the reactor.

)
Prlces under.the PPA range from $39 tor $45 per megawatt hour .The PPA contalns a prov:s:on known as the "low,
market adjuster whlch calls fora downward adjustment in ‘the contract. price if market prices for electr1c1ty fall by -
defined amounts. If market prices rise, however, PPA prices are ‘not adjusted upward in excess of the PPA price.
Future, purchases are expected to be $58.0 million,in 2007, $59.0 million in 2008 -$64.8 million in 2009 $61.0°
’ mllllon in 2010 and $62.6 mllhon in2011, A summary of the PPA,. 1nc1udmg estimated average | amounts for 2007
through 2012, ‘are shown in the table be]ow 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 capltal

2N

. Es_timated
' . Average
o 2006 2007 -2012
Average capacity acquired - ' 180 MW 182 MW
Share of VYNPC entitlement - 34.8269% T 34.8269%
Annual energy charge pet ‘mWh $41.07 $42.14
Average total cost per mWh $41.78 $42.64
Contract period termination March 2012
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Prior to the change'in the Company's entitlement percentage, the Company purchased a share of upraté power at
market rates from mid-March through mid-September based on the terms of the PPA. These purchases-amounted to
$8.4 million in 2006, and are included in Purchased Power - affiliates on the Consolidated Statement of Income.

The plant's last scheduled refueling outage’was in the fourth quarter of 2005. The price that the Company paid for
replacement power during the outage was significantly higher than what was being recovered in retail rates.
Therefore the Company filed a request with the PSB for an Accounting Order to defer incremental replacement
power costs for recovery in its next rate proceeding. On January 12,2007, the PSB issued an Order denying the
Company's request. The Order had no 2006 income statement impact since the incremental replacement power

-costs were previously expensed in.2005. The plant's next refueling outage is scheduled to occur in the second

quarter of 2007. The Company entered into a forward contract to purchase replacement power during the 2007
outage. This forward purchase contract is a derivative and had a fair value of an unrealized loss of $0.3 million at
December 31, 2006. :

On Qctober 3, 2006, the Company purchased forced outage insurance for $1.3 millidn, to cover additional costs, if
any, of obtaining replacement power from other sources if the Vermont Yankee plant experiences unplanned
outages between January 1 and December 31, 2007, The coverage applies to unplanned outages of up to 30
consecutive calendar days per outage event, and provides for payment to the Company of the difference between
hourly spot market prices and the PPA price when the spot price is above the $40/mWh PPA price. Under this
coverage, the Company will receive payments en claims within 30 days of submitting proof of loss claims, The
total maximum coverage is $10.0 million, with a $1.0 million total-deductible. .

'
. 5

On June 8, 2006, the plant received a new output rating of approximately 620 MW, a 20 percent increase in plant .

. capacity. The uprate required prior approval. by the NRC-and by the PSB. The PSB's March 2004 approval of the

uprate was conditioned on ENVY providing outage protection indemnification ("Ratepayer Protection Proposal”-or
"RPP") for times the uprate process causes reductions in output that reduce the value of the PPA. The Company's
maximum right to indemnification under the RPP is $2.8 million for the three-year period beginning in May 2004
and ending after completion of the uprate (or 2 maximum of three years). ‘As of December 31, 2006, the Company
has collected a nominal amount under the RPP. There are three separate issues associated with the uprate and RPP ~
described below, :

* (On March 16, 2000, the Company, Green Mountain Power, ENVY and the DPS ﬁled a settlement proposal w1th
the PSB resolving all issues that were raised in a petition before the PSB regarding the'RPP. The Company's
share of the settlement is estimated to be $1.6 million, including $0.7 million for recovery of incremental
replacement power costs associated with a’June 2004 outage at the plant. The remainder is for costs incurred -
‘between November 4, 2004 and February 2832006, when the plant ran at a reducedlevel due to the uprate
project. Pursuant to-the 2005 Rate Order, any reimbursement associated with the June 2004 outage shall be
recorded as a regulatory liability for return to ratepayers. The settlement is not effective until the PSB issues a
final order. The Company cannot predict the timing or outcome of this matter at this time.

® The Company is a party to a PSB Docket that was opened in June 2006 because the DPS was seeking additional
ratepayer protections in the event that plant output must be reduced due'to problems with its steam dryer. On
September 18, 2006, the PSB issued an order requiring ENVY to submit a proposal to provide additional a
ratepayer protections that will protect Vermont utilities and ratepayers if the plant is forced to reduce output
because of uprate-related steam dryer problems. The DPS and ENVY reached an agreement in the compliance
filing with the PSB, which wilt provide protections in the event of a derate. The protectlons will apply to
incremental replacement power costs and will remain in effect for at least two months after the refueling outage
during which the plant operates successfully with no steam dryer-related outages or derates. The compliance
filing is pending approval before the PSB and is not effective until the PSB issues a final order. The Company
cannot predict the outcome of this matter at this time, but it is not expected to have a material impact on the
Company's financial position, results of operations or cash flows.

* The PPA between ENVY and VYNPC contains a formula for determining the entitlement to power following
the uprate. VYNPC and ENVY are seeking to resolve certain differences in the interpretation of the formula.
One issue is how much capacity VYNPC may bid into the ISO-New England market following the uprate;
another issue is the percentage of plant cutput that would be delivered under the PPA in the event of a derate.
The Company cannot predict the outcome of this matter at this time.
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. On April 26, 2006, the PSB approved ENVY's request for dry cask storage for spent nuclear fuel through 2012,

ENVY. had previously announced that-it could be required to shut.down the plant in 2007 or 2008 if dry cask storage
of its spent fuél was not approved. :If the Vermont Yankee plant is shut down for any reason prior to the end of its.
operating license, the Company would lose about 50 percent of its committed-energy supply and would have to
acquire replacement power resources for approximately 40 percent of its estimated power supply needs. Based on
projected market prices at December 3152006, the incremental cost of lost power, including capacity, is estimated-to
average $42 million on 4n annual basis. Based on this estimate, the Company would require a retail rate increase of
approximately 15.percent for full cost recovery. The Company is 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. Howéver, an early shutdown could materially impact the Company's financial
position and future results of operations if the costs are not recovered in retail rates in a timely fashion.

Hydro-Quebec: The Company is purchasing power from Hydro-Quebec under the Vermont Joint Owners ("VIO")
Power Contract. The VJO is a group of Vermont electric companies, municipal utilities and cooperatives, including
the Company. The VIO Power Contract has been in place since 1987 and purchases began in 1990. Related
contracts were subsequently negotiated between the Company and Hydro-Quebec, which altered the terms and
conditions contained in the original contract by reducing the overall power requirements and related costs. The VIO

contract runs through 2020, but the Company's purchases under the contract end in 2016.

There are specific contractual provisions that provide that in the event any VJO member fails to meet its obligation
under the contract with Hydro-Quebec, the remaining VJO participants, will "step-up” to the defaulting party's share
on a pro-rata basis. As of December 31, 2006, the Company's obligation is about 47 percent of the total VJO Power
Contract through 2016, which represents approximately $551 million, on a nominal basns .
In accordance with guidance set forth in FASB Interpretation No: 45, Guarantor's Accounting and Disclosure
Reqwrements Jor Guarantees, lncludmg Indirect Guardntees of Indebtedness of Others ("FIN 45"), the Company is
required to disclose the " rnax1mum potentlal amount of future payments (undiscounted) the guarantor could be
required to make under the guarantee Such disclosure is required even if the likelihood is remote. With regard to
the "step-up” provision in the VJO Power Contract, the Company must assume that all members of the VJO
51multaneously default in’order to éstimate thé "maximurn potential” amount of future payments "The Company
believes this is a highly unlikely scenario givén that the majortty of VIO members are regulated utilities with
regu}ated cost recovery. Each VJO partlc1pant has received regulatory approval to recover the cost of this purchased
power in their most recent rate, appllcattons Desptte the remote chance that such an’event could occur, the
Company estimates that lts undlscounted purchase obligation would be about an additional $645 million for the
remainder of the contract, ‘assuming that all members of the VJO defaulted by January 1, 2007 and remained in
default for the duration of the contract. In such a scenario, the Company would then own the power and could seek
to recover its costs from the defaulting members or its retail customers, or resell the power in the wholesale power
markets in New England. The range of outcomes (full cost recovery, potential loss or potentlal profit) would be
highly dependent on Vermont regulation and wholesale market prices at the time.

In the early phase of the VIO Power Contract, two seilback 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, a third sellback arrangement was negotiated whereby the Company received a reduction in capacity
costs from 1995 to 1999, and Hydro-Quebec obtained two options. The first gives Hydro-Quebec the right, upon
four years' written notice, to reduce capacity deliveries by 50 MW beginning as ear]y as 2011, including the use of a
hke amount of the Company's Phase I/l 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)
frém an annual'load factor of 75 to 50 percent due to adverse hydraullc conditions in Quebec. This second option
can be exerc15ed five times through October 2015. The Company has determined that the first option is a derivative,
but the second is not because it is’ contmgent upon a physical vanab]e The year-end estimated fair value of the first
option was an unrealized loss of $3.7 million in 2006 and $5.0 million in 2005 Hydro- Quebec has not yet exercised
these opttons .
Under the VIO Power Contract the VIO had élections to change the ‘annuial load factor from 75 percent to between
70 and 80 percent five times through 2020, while Hydro-Quebec had, elccttons to reduce the load factor to not less
than 65 percent three times during the same period of time. Hydro- Quebcc has used all of its elections, resulting in a
65 percent load factor obligation from November 1, 2002 to October 31, 2005. The VIO elected to purchase at an
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80 percent load factor for the contract year beginning November 1, 2005, and November 1, 2006. The V]O have
now used all of their load factor elections. Afier the contract year ending October 31, 2007, the annual load factor
will be at 75 percent for the remainder of the contract, unless the contract is changed or there is a reduction due to .
the adverse hydraulic condmons described above: -

Total purchases from Hydro Quebec were $64.3 million in 2006, $58.4 million in 2005 and $56.9 million in 2004.
A summary of the Hydro-Quebec contracts, including historic and projected charges for the years 1ndlcated follows
(dollars in thousands,.except per kWh amounts):

Estimated . - Estimated -
Average - Average
2006 2007 - 2012 2013 - 2016
Annual Capacity Acquired 142.9MW 144 5MW (a)
Minimum Energy Purchase - annual load factor 80% . (b} (b)
Energy Charge . $29,282 $30,988 $20,841
Capacity Charge 35015 33.462 20,240
Total Energy and Capacity Charge . T 564,297 -$64,450 $41,081
Average Cost per kWh $0.004 $0.067 f0.0Mm

() Annual capacity acqunred is projected to be about 116 MW for 2013 - 2014, and 19 MW for 2015 - 2016.
{b) Annual load factor is 80 percent for contract year ending October 31, 2007, Annual load factors are 75
percent for each contract year thereafter.

Independent Power Producers: The Company receives power from several Independent Power Producers ("IPPs").
These plants primarily use water and biomass as fuel. Most of the power comes through a state-appointed
purchasing agent, VEPP Inc., which allocates power to all Vermont utilities under PSB rules. The cost of power
purchases from IPPs has been reduced since mid 2003 based on a PSB order approving a settlement reached by the
Company, other parties and the DPS. The settlement was related to various legal proceedings and negotiations that
began in 1999 to change the IPPs' contracts with VEPPI to reduce power costs for customers' benefit. Cost savings
to all Vermont utilities are estimated to be about $6.0 million between 2007 and 2020, exclusive of savings that |
might result from implementation of IPP contract buy downs through securitization. The Company's share of the’
savings is about 39 percent and is expected to range from $0.2 million to $0.4 million annually for the years 2007
through 2011. In 2006, power purchases from IPPs amounted to 6.7 percent of total mWh purchased and 19.2
percent of purchased power expense. Total purchased power from IPPs was $24.0 million in 2006, $19.7 million in
2005 and $20.3 million in 2004, Estimated annual purchases from [PPs are expected to range from $18.1 million to
$19.9 million for the years 2007 through 2011.

Joint-ownership The Company has joint—owne'rship interests in electric generating and transmission facilities that
are included in Utility Plant on its Consolidated Balance Sheets. At December 31 these included (dollars in
thousands):

In Service MW
Fuel Type Ownership Date Entitlement 2006 2005

Wyman #4 Qil 1.7769% 1978 10.8 $3,422 33,419

Joseph C. McNeil Various 20.0000% 1984 10.8 15,555 15,575
Millstore Unit #3 Nuclear 1.7303% 1986 20.0 77,162 77,105 °

Highgate Transmission Facility 47.5200% 1985 N/A 14,357 14,302
' . 110,496 110,401 -

Less accumulated depreciation 60,986 58,141
$49,510 $52,260°

The Company's share of operating expenses for these facilities is included in the corresponding operating accounts
on the Consolidated Statements of Income. Each participant in these facilities must provide for its financing.

On November 28, 2005, the NRC renewed Millstone Unit #3's operating license extending the license expiration
from November 2025 to November 2045. In May 2006, DNC announced that it is evaluating an undetermined level
of power uprate not to exceed seven percent. A seven percent uprate would increase the Company's share of plant
generation by 1.4 MW, and the Company would be obligated to pay its ownership share of the related costs. In
January 2004, DNC filed, on behalf of itself and the two minority owners, including the Company, a lawsuit against
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the DOE seckmg recovery of costs related to storage of spent nuclear fuel ansmg from the fa:lure 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.
The Company continues to pay its share of the DOE Spent Fuel assessment expenses levied on actual generation and
will share in recovery from the lawsuit, if any, in proportion to its ownership interest.

Performance Assurance At December 31, 2006, the Compan;lf had posted $8.6 million of collateral under
performance assurance requirements for.certain of its power contracts, including a $4.5 million letter of credit issued
under its $25.0 million revolving credit facility.

“The Company is subject to performance assurance requirements associated with its power purchase and sale
transactions through 1SO-New England under the Financial Assurance Policy for NEPOOL members. At'the
Company's current credit rating of 'BB+, its ‘credit limit with-ISO-New England is zero and it is required to post
collateral-for all net purchase transactions. 1SO-New England reviews collateral requirements on-a daily basis. As
of Decembier 31, 2006, the Company had posted $3.5 million of collateral, of which $3.0 million is included in
Restricted Cash on the Consolidated Balance Sheet and $0.5 million is included in Cash and Cash Equivalents since
it was above the required amount. = '

The Company is currently selling power in the wholesale market pursuant to two third-party contracts. One contract
.extends through mid 2007 and the other through late 2008. The Company is required to post collateral with these
counterparties under certain conditions defined-in the contracts. As of December 31, 2006, the Company had posted
$4.5 million in the form of a letter of credit, and $0.5 million included in Spec1al Deposits on the Consohdated
Balance Sheet. :

The Company is subject to performance assurance requirements associated with power purchase and sale
transactions through ISO-New York. Activity in this market has been limited. At December 31; 2006, the

- Company had posted $0.1 million of collateral, which is included in Restricted Cash on the Consolidated Balance
sheet. “ '

The Company is also subject to performance assurance requirements under its Vermont Yankee power purchase
contract (the 2001 Amendatory Agreement). If ENVY, the seller, has commercially reasonable grounds to question
_ the Company's ability to pay for its monthly power purchases, ENVY may ask VYNPC and VYNPC may then ask

. the Company to provide adequate financial assurance of payment. The Cornpany has not had to post collateral under
thxs contract. ‘ .

At December 31, 2005, the Company had posted $19.1 million of collateral under these performance assurance
requirements, mcludmg $2.4 million with ISO-New England and $16.7 million with two other counterparties. These
amounts were included in Special Deposns on the 2005 Consolidated Balance Sheet.

‘ . _ .o
Envirenmental Over thé years, more than 100 companies have merged into or been acquired by the Company. At
least two of those companies used coal to produce gas for retail sale, - This practice ended more than 50 years ago.
Gas manufacturers, their predecessors and the Company used waste disposal methods that were legal and acceptable
then, but may not meet modern environmental standards and could represent a liability, :
Somie operations and activities are inspected and supervised by federal and state authorities, including the .
Environmental Protection Agency. The Company believes that it is in compliance with all laws and regulations and
has |mplemented procedures and controls to assess and assure compliance. Corrective action is taken when
necessary. Below is a brief discussion of known material issues. : -
Cleveland Avenue Properry The Cleveland Avenue property in Rutland, Vermont, was used by a predecessor to
make gas from coal. Later, the Company sited various operations there. Due to the existence of coal tar
deposits, polychlorinated biphenyl cqmaminatioﬁ and.the potential for off-site'migration, the Company
conducted studies in the laté 1980s and early 1990s to quantify the potential costs to remediate the site.
Investigation at the site has continued, including work with the State of Vermont to develop a mutually
acceptable solution. In 2006, the Company updated its cost estimate of remediation for this site considering
technological advancement, improved understanding of the site and its contaminants, and the very low
likelihood of site redevelopment in the foreseeable future. As a result, the Company's liability for site
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remediation is expected to-range from a high of $2.3 million to a low of $30.9 million. Management believes
that the most likely cost of the remediation effort is $1.5 million, which is $2.5 million less than the accrual at

. December 31, 2005. The revised cost estimate was based on an engineering evaluation of possible remediation
scenarios, and a Monte.Carlo simulation, which is a complex mathematical model using a broad range of
possible outcomes and statistical information in determining the outcome with the highest likelihood of
occurrence. The assumptions used in the Monte Carlo model required considerable judgment by Management.
The reduction in cost estimate reflects updated site information, the availability of advanced remediation
technology and the Company’s intent to voluntarily clean up the site rather than await a state or federal mandate
1o complete cleanup,

. r . 1 . -
Brattleboro Manufactured Gas Facility In the 1940s, the Company owned and operated a manufactured gas
facitity in Brattleboro, Vermont. The Company ordered a site assessment in 1999 at the request of the State of
New Hampshire. In 2001, New Hampshire indicated that no further action was required, though it reserved the
right to require further investigation or remedial measures. In 2002, the Vermont Agency of Natural Resources
notified the Company that its corrective action plan for the site was approved. That plan is now in place. In
2006, the Company updated the cost estimate of remediation for this site reflecting increased redevelopment
activity in adjacent sitcs. While redevelopment plans for the area have not been finalized, the recent acquisition
of an adjacent site by the Town of Brattleboro and other recent activity have helped to better define the probable’
timing and nature of work that will be required for remediation of this site. Prior to this time, there were several
proposals for use of the site but none more likely than the other to occur. As a result of the revised cost
estimate; the Company's liability for site remediation is expected to range from a high of $1.3 million to a low
of $0.1 million. Management believes that the most likely cost of the remediation effort is $0.6 million, which
is $0.7 million less than the accrual at December 31, 2005. The revised cost estimate for this site was based on
a similar method of engineering evaluation and Monte Carlo simulation as described above,” The reduction in .
cost estimate reflects the use and specific remediation-related costs for the scenario with the highest likelihood
of occurrence. This préviously unavailable information replaced scenarios and related remediation costs that
were based on the limited site-specific information available before the Company completed a comprehensive
site investigation.

- Dover, New Hampshire, Manufactured Gas Facility In 1999, Public Service Company of Néw Hampshire
("PSNH") contacted the Company about this site. PSNH alleged that the Company was partially liable for
cleanup, since the site was previously operated by Twin State Gas-and Electric, which merged into the
Company on the same day that PSNH bought the facility. In 2002, the Company reached a settlement with
PSNH in which certain liabilities it might have had were assigned to PSNH in return for a cash settlement paid
by the Company based on completlon of PSNH's cleanup effort. The Company's remaining obllgatlon is less
than $0.1 million.

The reserve for environmental matters described above amounted to about $2.} million as of December 31, 2006
and $5.4:million as of December 31, 2005. The current and long-term portions are included as liabilities on the |
Consolidated Balance Sheets. The reserve represents management's best estimate of the cost to remedy issues at
these sites based on available information as of the end of the reporting periods. To the Company's knowledge,
there is no pending or threatened litigation regarding other sites with the potential to cause material expense. No
government agency has sought funds from the Company for any other study or remediation.

In the third quarter of 2006 when the updated costs estimates were completed, the Company and DPS reached an
agreement that a portion of the reduction in estimated remediation costs should be attributed to ratepayers,.and that
the Company should file an Accounting Order request with the PSB for approval of such treatment. As a result, the
Company determined that regulatory treatment for the ratepayer portion was probable and recorded $1.6 million of
the $3.2 miltion reduction in environmental reserves as a deferred credit, included in Other Deferred Credits - ~
Regulatory on the Consolidated Balance Sheet. The remaining $1.6 million was recorded as a reduction in operating
costs, included in Other Operation on the Consolidated Statement of lncome The Company has not yet submitted
its request for an Accounting Order with the PSB. : . , " .

)
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Leases and support dgreements ;¢ . s iien win -

-~ 'Capital Leases: The Company. had obllgatlons under capital Ieases of $7:5 million at December 31, 2006 and $7:1

million at December 31, 2005. The current and long:term portions are included as liabilities on the Consolidated .
Batance Sheets, and are Offset by Property:under capital leases included in Utility plant. The Company accounts for
capital leases under SFAS No: 13, Accounting for Leases. -In accordance with SFAS No. 71 and based on the
Company's ratemaking treatment, amortizations of leased assets are recorded as operating expenses on the income~.
statement, depending on the nature and- function of the leased assets. Of the $7.5 millions$7.2 million is related to
the Phase I Hydro-Quebec ("Phase II") transmission facilities and the remaining $0.3 million is related to.several «
five-year equipment leases that provide for.the use of certain information technology and office equipment.
e 4 Lo A ’ ' R . i
‘The Company participated with other. glectric utilities in the construction of the Phase 11 transmission facilities -
throughout New. England which-were completed at a total initial cost of 3487 million. Under a support agreement
relating to participation in the facilities, the Company agreed to pay its 5.132 percent share of Phase II costs,
including capital costs plus the costs of owning and operating the facilities, over a 25-year recovery period that ends
in 2015. Approximately $27.0 million of additional investments have been made to the Phase II transmission
facilities since they were initially constructed. - All costs under these agreements are recorded as transmission '
expense in accordance with the Company's ratemaking policies. ‘At Décember 31, 2006, the $7.2 million
unamortized balance was comprised of $19.0 million related to the Company's share of original costs and additional
investments, offset by $11.8 million of accumulated amortization. :

The Company also participated with other electric utilities in the construction of the Phase 1 Hydro-Quebec ("l’hase

-I") interconnection transmission facilities in northeastern Vermont, which were completed at a total cost of -

$140 million. Under a support-agreement relating to-participation in the facilities, the Company. was obligated to
pay its 4:55 percent share of Phase [ capital costs over.a 20—year recovery period that ended in 2006.. The: Company
remains obligated to pay-its share of operating and maintenance expenses through 2016. Wnder the.terms of the

-support agreement, the Company can make an election in 2014 to‘extend its participation for an additional 20 years,

through 2036.- At December 31, 2006, the Company had recorded accumulated amortizations of $4.9 million
representing its share of the original costs associated with the Phase [ transmission facility.

. Future annual payments relating to the Phase I and Phase II transmission facilities are expected to range from $2.7

million to-$3.2 million from 2007 through 2015 and will detline thereafter. Approximately $0.6 million of the
annual costs are reimbursed to the Company pursuant to the New England Power Pool Open Access Transmission
Tariff,

For the year ended December 31 2006, imputed interest on capltal leases totaled £0.7 million. A summary of
minimum lease payments as of December 31, 2006 follows (in thousands). -

Year Capital Leases

2007 . $1,484

2008 : 1,413

2009 . 1,343 ,
2010 ) 1,273

2011 . 1,140 .
Thereafter 3,662

Future minimum lease payments $10,315

Less: amount representing intérest -__2.,830

Present value of net minimum lease payments Coe $7.485
Operating Leases. The Company leases its vehicles and related equipment under one operating lease agreement."-
The individual leases are mutually.cancelablé one year from lease inception. The Company has the ability to lease

vehicles:and related equipment up to an aggrégate unamortized balance of: $ 13.0'million, of Wthh $6.6 million was

‘ outstandmg at’ December 31, 2006 and $6 3:million at December 31, 2005.
R S LR

Under the terms, of the veh1cle operatmg lease, the\COmpany has guaranteed a res1dual value to the lesscr 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

3l 2006 the Cornpany would have been responsible for a maximum reimbursement of $5.7 million. The Company
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had a liability of $0 2 million at December 31, 2006 included in other current liabilities representmg its obligation .
under the guarantee based on the fair market value of the entire portfoho and this amount is offset by $0.2 mllllon
of prepayments , . - oo -
From 1999 to 2002, SmartEnergy Water Heating Servwes Inc leased certain of the water heater tanks that it rents :
to-customers under a master lease-agreement. The lease terms are non-cancelable except in the general case of loss,
destruction; unrepairable damage, customer termination or obsolescence. .The lease is secured by essentially all of-
the assets of SmartEnergy Water Heating Services, Inc. and is guaranteed by Eversant. The Company's’estimated
maximum exposure under the master lease agreement is a potential payment due in the event of unrepairable - -
damage, loss or destruction to the tanks of approximately $0.2 mlllron At December 31, 2006, the unamortized
balance under this lease was $0.2 million. . - .

3 : ’ oo T ) ' '
Other operatmg lease commitmeénts are considered minimal, as most are cancelable after one year from inception or
the future minimum lease payments are of a nominal amount. At December 31, 2006, future minimum rental
payments required under non-cancelable leases are expected-to total $0.4 million over the next ﬁve years, and
annual minimum rental payments after that time are of'a nominal amount.

Total rental expense, whieh includes pole attaehment rents in addition to the operating lease agreements described
above, amounted to $6.0 million in 2006, $5.5 million in 20035, and $5.2 million in 2004. These are included in
Other operation on the Consolidated Statements of Income.

Catamount Indemnifications Under the terms of the agreements with Catamount and Diamond Castle, the
Company agreed to indemnify them, and certain-of their respective affiliates, in respect of a breach of certain
representations and warranties and covenants, most of which survive until June 30, 2007, except certain items that
customarily survive indefinitely. Indemnification is subject to a $1.5 million deductible and a $15.0 million cap,
excluding certain customary items. Environmental representations are subject to the deductible and the cap; and
such environmental representations for only two of Catamount's underlying energy projects survive beyond June 30,
2007. In the fourth quarter of 2005, the Company recorded a $0.3 million contingent liability related to one of
Catamount's projects. This amount represents the Company's estimate of the fair value of the indemnification that is
not subject to the deductible. The Company's estimated "maximum potential” amount-of future payments related to -
these indemnifications is limited to $15.0 mllhon The Cornpany has not recorded any. 11ab111ty related to these
indemmifications.

Legal Proceedings The Company is involved in legal and administrative proceedings in the normal course of
business and does not believe that the ultimate outcome of these proceeclmgs will have a material adverse effect on
its financial position or results of operatlons :

Appropriated Retained Earnings Major hydro-electric project licenses provide that after an initial 20-year period,
a portion of the earnmgs of such project in excess of a specified rate of return is to be set aside in appropriated
retained earnings in compliance with FERC Order No. 5, issued in 1978. The Company's appropriated retained
earnings included in retained earnings on the Consolidated Balance Sheets were $0.8 million at December 31, 2006
and $0.8 million at December 31, 2005.

NOTE 18 - SEGMENT REPORTING
The Company's reportable operating segments include: Central Vermont Public Servrce Corporation ("CV -
VT™), which engages in the purchase, production, transmission, distribution and sale of electricity in Vermont;
Custom Investment Corporation and East Barnet are included with CV- VT in the table below; Unregulated
Companies include Catamoéunt Resources Corporation ("CRC"), Eversant Corporation, ("Eversant"), and CV
Realty, Inc. CRC was formed to hold the Company's subsidiaries that invest in unregulated business opportunities
and is the parent company of Eversant, which engages in the sale and rental of electric water heaters in Vermont and
New Hampshire through its wholly owned subsidiary, SmartEnergy Water Heating Services, Inc. CV Realty, In¢. is
a real estate company whose purpose is to own, acquire, buy, sell and lease real and personal property and interests.
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; Y- . The accountmg policies of operatmg segments are thi¢'same as those'described il Note I- Busmess Orgamzanonm = .
and Summary of Significant accounting policies: Unregulated Compames are below the quantitativé thresholds - ‘
" individually-and in the aggregate; therefore, the Company has revised the table below to report all of its unregulated e
companies as an operating segment, including prior years. Inter-segment revefues are excluded from the table
below and are less than $12,000 for each period. F1nanc1al information follows (in thousands):
.2 .
Reclassification -
‘ cv Unregulated and Consolidating -
T . 2006 . vT Companies Entries  Consolidated
. £ Revenues fro:;j.ekternal customers $325,738 $1,838 $(1,838)  $325,738
Depreciation and amortizations (a) " 14,240 175 175y 14240
o . Operating income tax expense 8,569 284 (284) .. " 8,569 .
R '_: Equity in earnings of afﬁllates _ 3,240 - _ ‘ - L LU -
yooot ~ Interest income (b) - L 1,386 ) 728 _ h - 2,114 . -
e, - . - Interest expense v 8,23 .- : e 8231 )
r S 25, Income from comlnumg operatlons . . © 17,074 1,027 N . 18,101 .
Sral 077 o U Investments in affiliates w 39,339 .' - ] - 39,339 i .
© . 7 'Total assets ’ ‘ 499,125 S 2314 (s01) ° "500,938
"~ Construction and plant expenditures (©) . 23,810 208 - . 24018
o . 2005 _ .
¢ ) Revenues from external customers $311,359 $1,847 $(1,847) $311,359 -
d Deprec:anon and amortizations (a) 13,300 174 74y - 13,300 .
. 'Operating i mcome tax (benefit) expense (2,264) 304 (304) (2,264)
. Equity in earings of affiliates 1,869 - - 1,869 . )
' Interest income (b) 1,144 347 ' (249} T1,242 ‘
Interest expense D ’ 9,493 248 (248} 9,493
“Income from continuing operanons (d) 1,290 120 - 1,410
. - ) Investments in affiliates . 15,801 ) - - . 15,801
WL : Tota] assets ) Co ‘ 496,483 60,604 (5,654) 551,433
" A Conslrucuon and plant expendnures ' - 17,558 - ' - 17,558 3
: S ' i 2004 - _' 5 o T | i . .
O S Revenues from external customers < %302,286 $1,833 $(1,833) . $302,286
7 Depreciation and amortizations (a) : 12,254 171 am " 12,254 VT
t "+ Operating income tax expénse 7 S © 834 340 (340) . 834
o _ Equity in earnings of affiliates 1,225 - ’ - T 1,225
: Interest income (b) 3464 . 18 - 3,482
*" Interest expense : 9,682 . 102 {102) 9,682
; Income from continuing operations 7,071 422 - 7,493 s
' Investments in affiliates 16,070 - - 16,070
, Total assets (¢) 500,019 13,884 49,486 563,389 !
: Construction and plant expenditures 20,174 . - - 20,174 ) -

{a) Includes net deferral and amortization of nuclear replacement energy and maintenance costs, and amortization of regulatory assets and
liabilities. These items are included in Purchased Power and Other Operahon respectively, on the Consolidated Statements of
income. Also includes caplml lease amortizations.

(b) Included in Other Income on the Consolidated Statements of Income.

(c) !ncludes $4.3 million for acquisition of unhty ‘property and $0.2 million 1ncluded in other investing activities on the Consolidated
Statement of Cash Flows. .

(d) In 2003, included a $21.8 million per-tax charge. See Note 8 - Retail Rates and Regulatory Accounting.

(e} Reclassification and consolidating entries include $61.0 million of assets from discontinued operations related to the sale of
Catamount. See Note 5 - Discontinued Operations.
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NOTE 19 - UNAUDITED QUARTERLY FINANCIAL INFORMATION.
The amounts included in the tabie below are in thousands, except per share amounts: ' ‘
) l Quaner Ended o .

.March June September  December - Total {a)
2006 C ' ’
Operating revenues . T 382255 §7B992 $79,912 $84,579 $325,738
Operating income ' ) . 34,620 $2,238 $7,788 $6,677 $21,323
Income from continuing operations ' $4,097 $995 $7.004 £6,005 $18,101
Income from discontinued operations - - - 251 _ 251 -
Netincome - , M0 WS SL0u  62s¢] MRS
Basic earnings per share - continuing opérétions - $0.33 $0.08 $O:'6‘7 " s058 ‘ $1.65
Basic earnings per share - discontinued operations - - - L 002 0.02
Total basic earnings per share _ , $0.33 50,08 3067 "80.60 ° . §1l67
Diluted eami'ngs per share - continuing operations So.32 $0.08 © $0:66 ) _:$0.57PL_ ’ $1.64
Diluted earnings per share - discontinued opcratlons . . - - . - - ’ 0.02 0.02
Total diluted earnings per share : 50.32 §0.08 . §066 C 8059 EL66

- 2005 »
Operating revenues . §75.664  $75,116 $75,035 $85,544 - $311,359
- Operating income (loss) .. $(988) $3,657 $3,932 51,967 £8,568

Income {loss) from continuing operations $(4,915) $2,634 '$2,889 . $802 $1,410
Income (loss) from discontinued operations 288 (544) (168) 5,360 4,936
Net income S@62) 2,090 @ 121 $6162 $6,346_
Basic earnings (loss) per share - continuing operations . 5041 $0.21 $022 3006 $0.09
Basic earnings (loss) per share - d]SCOIlIlnued operanons ) 0.02 (0.04) {0.01) 0.43 " _0.40
Total basic earnings per share , "$(0.39) 3017 3021, . 3049 $0.49
Diluted earnings (loss) per share - continuing operations $(0.41) 50.21 . %022 $0.05 50.08
Diluted eammgs {loss) per share - discontinued operations 002 | (0.04) (0.01) 0.43 0.40
Total diluted earnings per share $(0.39 5017 3021 5048 50.48

(a) The summation of quarterly eamings per share data may not equal annual data due to rounding.
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- item 9. Changes in and Dlsagreements with Accountants on Accountmg_nd Financial" Dlsclosure
None ‘ - o Y .

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

‘Under the supervision and with participation of our management, including the Chief Executive Officerand Chief
Financial Officer, we conducted an evaluation of the effectiveness of our disclosure controls and procedures (as
defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the "Exchange Act™)), as of the end of the
period covered by this annual report on Form 10-K. Based on this evaluation, our Chief Executive Officer and-
Chief Financial Officer have concluded that, as of December 31, 2006, our disclosure controls and procedures were
effective. ' g

Management ] Report on Internal Control Over Financial Reporting . .
Management is responsible for establishing and maintaining adequate internal control over financial reporting, as
defined in.Rule 13a-15(ﬂ under the Securities and Exchange Act of 1934. The Company's internal control over .
financial réporting is a process designed to provide reasonable assurance regarding the reliability of financial .

. reporting and of the preparation and fair presentation of the Company s financial statements for extemal reportmg

purposes in accordance with generally accepted accounting: prmc1ples
W

Under the supervision of the Company's Chief Executive Ofﬁcer and Chief Financial Ofﬁcer and with participation
- of our management, we assessed the effectiveness of the Company's internal control over financial reporting based
on the framework-established in "Internal Control - Integrated Framework " issued by the Committee of Sponsoring-
Organizations of the Treadway Commission. Based on.this-evaluation, we have concluded that the, Company's
internal control over financial reporting was effective as of December 31, 2006.

' . . - . B
Management's assessment-of the effectiveness of the Company's internal contro! over financial reporting as of
December 31, 2006 has been audited by Deloitte & Touche LLP, the independent registered public accounting firm
that audited the Company's consolidated financial statements, whose report on Management's assessment and on the’
effectiveness of internal control over financial reporting is included below. -

Changes in lnternal Centrol over Fmancnal Reporting -
During 2006, the Company implemented and enhanced several internal controls over financial reportmg to address
the material weakness that existed at December 31, 2005, including: .

(a) A formalized process for identifying and documenting the accounting, reporting and tax implications for
new, non-routine and non-recurring transactions.

(b) + A process for documenting existing balance sheet accounts and key triggering events that might require
reclassification. The quanerly account reconciliation process was also enhanced for more timely
reconciliations and review. .

{(c) A training plan within the Company's finance team with a focus on identifying potential differences
between regulatory accounting requirements and generally accepted accounting principles ("GAAP™). The
Company also incorporated various control checklists into its control processes, including a comprehensive
GAAP checklist that was completed during the year end accounting and reporting process. ’

These internal controls were tested during 2006 and were found to be operating effectively as of December 31,
2006.

REPORT OF INDEPENDENT REGISTERED PUBLIé ACCOUNTING FIRM
To the Board of Directors and Stockholders of
, Central Vermont Public Service Corporation

We have audited management's assessment, included in the accompanying Management's Report on Internal Control
Over Financial Réporting, that Central Vermont Public Service Corporation and subsidiaries (the "Company™)
maintained effective internal control over financial reporting as of December 3 1; 2006, based on criteria established
in' Internal Control - Integrated Framework issued by the Committee of Sponsonng Organizations of the Treadway
Commission. The Company's management is responsiblé for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial feporting. Our responsibility is
to express an opinion on management's assessment and an opinion on the effectiveness of the Company's internal
control over financial reporting based on our audit.
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We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States) Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management's A
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such.
other procedures as'we considered necessary in the circumstances. We beheve that our audit prov:des a reasonable
basis for our opinions. . : : ‘

. o N . { . PR
A company's mtemal control over financial reporting is a process designed by; or under the supervision of, the
company's principal executive-and principal financial officers, or persons performing similar functions, and effected
by the company's board of directors, management, and other persennel to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. ‘A company's intérnal control over financial reporting includes those-
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generaily
accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors.of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company s assets that
could have a matenal effect on the financial statements. ° . : -

Because of the inherent Iimitatrions of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over
financial reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate,

! *

In our opinion, management's assessment that the Company maintained effective internal control over financial
reporting as of December 31, 2006, is fairly.stated, in all material respects, based on the criteria established in
Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway

- Commission. Also in our opinion, the Company maintained, in all material respects; effective internal control over
financial reporting as of December-31, 2006, based on the criteria established in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Compény Accounting Oversight Board (United
States), the consolidated financial statements as of and for the year ended December 31, 2006, of the Company and
our report dated March 13, 2007 expressed an unqualified opinion on those financial statements and included an

explanatory paragraph regarding the adoption of a new accounting standard in 2006.
/s/ Deloitte & Touche LLP. .
Hartford, Connecticut

March 13, 2007

Item 9B. Otherlnformatmn v . . L
None :

.L" Al
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PART I, .

ltem 10 Dlrectors, Executive Offeers and Corporate Governance v s . .
The information required by this item is incorporated herein by reference to the Proxy Statement of the Company for the
2007 Annual Meeting of Stockholders. The Executive Officers mformanon is listed under Part I, Item 1. Definitive
proxy materials will be filed with the Securities and Exchange Cornm1551on pursuant to Regulation 14A onor about
March 29, 2007.

.'3‘

ltem 11 Executwe Comgensatton ’ N

* The information requtred by this item is mcorporated herem by refcrence to the Proxy Statemem of the Company for the

2007 Annual Meefing of Stockholders. Definitive proxy matenals will be filed with the Securities and Exchange
gomm1531on pursuant to Regulation 14A on or about March 29, 2007.

Item 12, Security OQwnership of. Ce'rtai:n Benef’ cial Ownél‘sand I'\.f-lan.agem'em andrRelatéd Stockno]der Miatters

PR The. information required by this,item related o security ownersh:p of certain beneficial owners is incgrporated t herem by
. reference to ‘the Proxy Statemem of the Company for the_ 2007 Annual Meenng of Stockholders: : Definitive proxy, . *

2007. The Equity Compensanon Plan Information is shown i in the table below.

securities
Number of Weighted- ; remaining avallable :
securities to'be - average for future issuancé '
issued upon exercise price of under.equity
exercise of outstanding’ © compensation
outstanding options, plans (excluding'.,
options, warrants warrants securities reflected .
. and rights and rights in column (a))
Plan Category @y ¢ (b} ()
Egquity compensanon plans approved by security holders . - - .
1997 Stock Option Plan for Key Employees © 174,458 81450 : ' -
1998 Stock Option Plan for Non-employee Directors 6,975 $19.18 : -
2000 Stock Option Plan for Key Emp]oyees 190,680 §16.51 -
2002 Long-Term Incentive Plan 149,669 $20.59 95,66
Total 521,782 $16.92 95,669 -

materials will be filed With the Securities and Exchange CommlsSlon pursuant to Regulanon 14A on or about March 29,

Number of

Item 13. Certain Relationships and Related Transactions, and Director Independence
The information required by this iterhiis incorporated herein by reference 1o the Proxy Statement of the Company for

‘the 2007 Annual Meeting of Stockholders. Definitive proxy materials will be filed with the Securities and Exchange

Comm;ss:on pursuant to Regulanon 14A on or about March 29, 2007.

Item 14 Prmcnpal Accountmg Fees and Serwces

The information required by this item is mcorporated herein by reference to the Proxy Statement of the Company for
the 2007 Annual Meeung ‘of Stockholders. Deﬁnmve proxy materials will be filed with the Securities and Exchange
Commlssmn pursuant to Regulauon 14A on or about March 29, 2007,
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PART IV
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM . . _ -

. To the Board of Dlrectors and Stockholders
Central Vermont Public Service Corporatlon

We have audited the consolidated ﬁnanc:al statements of Central Vermont Public Serwce Corporatlon and
subsidiaries (the "Company") as of December 31, 2006 and 2005, and for each of the three years in the period ended
December 31, 2006, management's assessment of the effectiveness of the Company's internal control over financial
reporting as of December 31, 2006, and the effectiveness of the Company's internal control over financial reporting,
as of December 31, 2006, and have issued our reports thereon dated March 13, 2007 (our repon on the consolidated
financial statements expressed an unqualified opinion and included an explanatory paragraph regarding the adoption
of a new accounting standard in 2006); such consolidated:financial statements and reports are included elsewhere in
this Form 10-K. Our audits also included the consolidated financial statement schedules of the Company listed in

“lItem 15, These consolidated financial statement schedules are the responsibility of the Company s management.
Our responsibility is to express an oplmon based on our audits. In our opinion, such consolidated financial
statement schedules, when considered in relation’to the basic consolidated financial statements taken as a whole,
present fairly, in all material respects, the information set forth therein,

/s/ Deloitte & Touche LLP

Hartford, Connecticut
March 13, 2007

PR st
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. ILE S Teague ot A T DT e
o st CENTRAL VERMONT PUBL[C SERVICE CORPORATION Tt - - “‘ ,
‘ Schedule Il Valuation and Quallfylng Accounts Lt "'-’ o o : .
o '. R For the Years Endéd December 31 L o . T
B o N ___ Additions .. Cwe ) . -
' . Balance at . Charged to Charged _ Balance at
beginning cost and A 1o other ' end of
of year expenses accounts Deductions year
| 2006 N i’
+  Reserves deducted from assets 10 which they apply: '
: : $106,373 (1) $1,757.826 (5)
S ; . . 762.154 (2) 1,390,104 (9)
. Reserve for uncollectible accounts receivable <. 82614 §Lé1 ! ﬂ_ﬁ&& 53,147,930 51,706,747

%, Reserve for uncollectible accounts receivable - affiliates —_$47,913 ! —$65 347,848
Accumulated depreciation of non-utility property T 84,063,491 5201469 . - _3217,297 34,047,663
Reserves shown separately: .

-, Injuries and damiages reserve (7) . . $200,000 . _$200,000 _ 3

", Environmental Reserve _ . . $53,426,110 . $3,349,828 (10) $2,076,282 -

o S S - . s s : .

L 2005

- Reserves deducted from assets to which théy apply ) e
. _ - o SLIBEST(N) ) .
. : 479,489 (2)
_— - , o N __ 433,160 (4) .

s Reservc for uncollecuble accounts receivable e _M& &J)ﬂ_ﬁt&@: . M M('s)l . MJ_JL o

- Rescrve for tncollectible acccunts recelvable affi liates® : $- : $47,913 . S 347913 .

o Accumulated depreciation of non-utility pmperty : - $4,877,179. $27,821 __5841,509 - 54,063,491 . | .

" Discontinued operations - Catamount S 7wt 8762923 . o _$762,923 R T T T
LY ’ e .‘ RO I oo PR . ' " -
- Resérves shown sconralelv . ) ’
- Injuries and damages reserve (7) . . _$5225,580, ) o C 825580 _$200,000
- Environmentql Reserve . . M P S _$638,544 (8)'  $5426,110
2004 3 _ _ T

: Reserves deducted from assets 10 whu:h lhev apply: - . '

eoo., : ' $153,959(1)

g 479,295 (2)

189,412 (3) $2,248,648 (5) .
. . ' : 340,831 (4) 50,703) (6) _
*  Reserve for uncollectible accounts receivable $1,577,907 31,404,882 51,163,497 -$2,197,945 $1,948,341
" Accumulated depreciation of ron-utility property 54412778 . _$743,523 —$279,122 $4.877,i7%

‘ Dlsconunued operations - Catamount . —_— 5 3580676  _8182,247 _$762,923 )
Rcserves shown separately: . T
Injuries and damages reserve (7) 5225580 . 3225580 | :

) :Environmental Reserve 37,190,633 $1,125979 (8) £6,064.654 L

(1) Amount collected from collection agencies

. (2) Collections of accounts previously written off - . <. o . o

- (3) Charged against revenue N .

(4) Reserve against rents ] ) -
(5) Uncollectible accounts writien off ' - '
(6) Amount related to Connecticur Va[ley discontinued operaticns o L.
(7) This represents the Company's long-term resérve for injuries & damages needed to meet the Company s l|ab111ty not covered by e LT

insurance. The Company is self-insured up to $200,000; therefore, any activity for the year is charged to expense and recorded to
the curfent liability. ]
(8) Environmental remediation payments from reserve . . -
{9} Settlement of accounts related to pole attachment tariff resolution -
(10) Reduction of reserve based on updated cost estimates for remediation ’
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- SIGNATURES -

Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on'its behalf by the undersigned thereunto duly authorized.

CENTRAL VERMONT PUBLIC SERVICE CORPORATION .
(Registrant) S ‘ B

: By"i /s/ Pamela J. Keefe . . .
" Pamela J. Keefe .
Vice Prcmdent Chief Financial Officer, and Treasurer o '

March 15, 2007

Pursuant to the requnrements of the Securities Exchange Act of 1934 this report has been signed below by the
following persons on behalf of the reglstranlt and in the capacities indicated on March 15, 20(__)_7 L

o~ ]

* Signature ’ ' "‘l"_itler i
Robert H. Young* ) ‘ i’resident and Chief Executivf:: Officer, and Dilr__g_c'tor (f’ri‘ncipal-ExecutiYe Ofﬁcer)
/s/ Pamela J. Keefe Vice Presiderit, Chief Firfancial Officer, and Treasurer .- .
{Pamela J. Keefe) (Principal Financial and Accounting O_fﬁcer)
Mary Alice McKenzie* | Chair of the Board of Direér'(rré' 2 A '
Robert L. Barnett* Direcror' . L ' . . . _ S
Frederic H. Bertrand* - ~ ﬁir;étbr )
Jani_c-g_B. Case*’ . ) bir’ector )
Rébert.G. Clarke* V .. , Director ,
Bfur:e M. Lisman* Director ;
Wiliié'rn R. Sa}fré* B Director
Janice L. Scites* Director - n
Williarm I. Stenger* . - Director
Douglas J.'Wercek* ©° Direclor o -

By: _/s/ Pamela J. Keefe
- (Pamela ]. Keefe)
Attorney-in-Fact for each of the persons indicated. -

* Such signature has been affixed pursuant to a Power of Attomey filed as an exhibit hereto and incorporated herein
by reference thereto.
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" Central Vermont Public Service Corporation . . - . .
Financial Statistics o o :
(In thousands, except percentages and per share amounts.)
2006 2005 2004 2003 2002
Balance Sheet Data : . T
Total utility plant, net $308,796 $301,233 " $299,460 £296,037 $299.715" -
Totat assets ~ ’ ) : - . $500,938- $551,433 $563,389 $534,635 $546,685
Total long-term debt (excludes current portion) - 3115950 5115950 - $115,950 $115,950 $127,108
Total capitalization $312,968 $351,527 $361,751 £350,560 $354,532°
Income étaiement Data . S _ o : . .
Operating revenues R $325,738 $311,359 " $302,286 $306,098 - $294,390
Purchased power expense ’ $169,448 $171,643 $165,651 $152,994 £142,430
Operating income $21,323 $8,568 $12,649 $23,631 $25,203
‘Income from continuing operations {(a} £18,101 $1,410 $7,493 - $17,148 $17.414
Income from discontinued operations 251 4,936 16,262 2,653 1,543
Nei income - 518352 56,346 $23,255 $19,801 318,957
'Commofl Stock Data ‘ . .
Earnings available for common stock $17,984 $5,978 $23,387 $18,603 $17,429
Earnings from contimiing operations - diluted . $1.64 " $0.08 $0.58 $1.32 $1.46
Earnings from discontinued operations - diluted 02 0.40 1.32 0.21 0.13
- Earnings pérshare - diluted . — . 31.66 30.48 $1.90 3153 3159
Average common shares outstanding - diluted 10,827,182 12,366,315 12,301,187 12,126993 ' 11,942,822
Dividends paid per share of common stock . $0.92 5092 $0.92 $0.88 ‘5088
“Market price - closing (end of year) = R : $23.55 - $18.01 $23.26 $23.50 $18.28
Book value . . _ . $17.70 $17.70 $18.43 . $17.51 $16.76
Market-to-book - 133 102 126 - 134 1.09°
- Price/Earnings ratio . 14,10 36.76 12.05 14.97 11.28 ,
Capitalization -
Market capitalization $238,628 $221,224 $283.611 $282,487 $215841
Capitalization ratio
Common equity 57% 61% 62% 60% 56%
Preferred equity 4% 4% 4% . 5% ] %
. Long-term debut and lease arrangements 3% - . _35% 34% 35% . . 39%

Total 100% 100% 100% . 100% 100%°

(a) For 2005, includes $21.8 million pre-tax charge related to the 2005 Rate Order. For 2004, includes $14.4 million pre-tax
charge associated with the Connecticut Valley Electric Company, Inc, sale.

ot




Central Vermont Public Service Corporation : g

Operating Statistics
2006 --2005 2004 2003 (b) 2002 ()
Total System Uses MWH (a)
Retail sales: . .
Residential 359,455 978,164 955,261 948,278 915,030
Commercial 888,537 902,062 T 861,916 848,413 858,537
Industrial . . 430,348 414341 - 419,090 396,081 407,335
Other 6,125 5,535 5410 5,391 5,441
Total retail sales 2,284,465 2,300,102 2,241,677 2,198,163 2,186,343
Resale sales 1,031,171 662.570 552 885 695,608 569,062
Subtotal resale and retail sales 3,315,636 2,962,672 2,794,562 2,893,771 2,755,405
Company use, losses and other 140,344 146.027 139,700 149,133 147,749
Total system uses ' 3,455,980 3,108,699 2934262 3,042,904 © 2,903,154
Average number of retail customers
Residential 131,483 129,943 128,665 127,881 126,358
Commercial 21,506 21,034 20,551 19,922 19,481
Industrial 35 36 ! 37 38 37
Other 173 171 171 173 175
Total 153.197 151,184 149,424 148.014 146,051
Total System Sources MWH .
Wholly owned plants 236,079 201,438 183,474 176,115 185,324
Jointly owned plants 228,353 209,878 207,938 236,523 192,907
Vermont Yankee Nuclear Power Corporation 1,689,390 1,430,155 1,343,629 1,547,770 1,351,872
Hydro-Quebec C 998,365 832,157 790,017 826,104 895,595
Independent power producers 198,735 160,396 172,210 164,918 159,113
Other . 90,440 264,330 231,182 111,041 181,279
Subtotal 3,441,362 3,098,554 2,928,450 3,062,471 2,966,090
Net transmission and wheeling losses 14,618 10,145 5812 (19.567) (62,936}
Total system sources 3,455,580 3,108,699 2,934,262 3.042.904 2,903,154
Fuel Sources
Nuclear 54% 51% 51% 55% 50%
Hydro 36% 33% 13% 32% 16%
Oil and wood " 2% 2% 2% 2% 2%
" Other (including system purchases) 8% 14% 14% 11% 12%
Other MW (a) data .
Average twelve-month system capability MW 466.3 462.6 469.1 506.1 535.5
Net system peak MW 437.6 412.0 426.5 417.2 4239
Date of peak Aug. 2 July 19 Dec. 27 Dec. 2 Dec. 3

(a) MWH - Megawatt hour. MW - Megawatt.
(b) The values for 2003 and 2002 exclude Connecticut Valley Electric Company, Inc. retail sales, due to discontinued
operations. Instead Connecticut Valley is reflected as a wholesale customer of the Company.
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| COMMONISTOCKIERICE SYANDIDIVIDENDS ]

[ COMMONJSTOCKINSTING

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

Central Vermont Common Stock is listed on the New York Stock
Exchange under the trading symbol CV. Newspaper listings of
stock transactions use the abbreviation CVtPS or CentlVtPS and
the Internet trading symbol is CV. -

[ BIVIDENDS |

Market Price Dividends
2006 High Low Per Share
First Quarter $21.95 $17.89 $.23
Second Quarter 21.90 16.11 .23
Third Quarter 23.00 18.01 .23
Fourth Quarter 2392 20.94 23
2005
First Quarter $23.69  $21.80 $.23
Second Quarter 22.75 18.02 .23
Third Quarter 19.76 17.23 .23
Fourth Quarter 21.68 15.27 .23

| JICHERERCIDERIINGORMATION |

Information regarding stock transfer, lost certificates, dividend

checks, dividend reinvestment, optional cash investments,
automatic monthly investments from bank accounts, and direct
deposit of dividend payments are directed to the transfer agent as
noted below. Please include a reference to Central Vermont Public
Service and a telephone number where you can be reached.

Registrar, Transfer Agent and Dividend Disbursing Agent for
Common and Preferred Stocks:

American Stock Transfer and Trust Company
59 Maiden Lane

New York, New York 10038

1-800-937-5449

www.amstock.com

You may also contact CVPS Shareholder Services at
1-800-354-2877, on the Internet at www.cvps.com,
or by e-mail at shsves@cvps.com.

[ ANNUAMMEETING] |

The Annual Meeting of Shareholders 1s scheduled for 10 a.m. on
Tuesday, May 1, 2007, at the Paramount Theatre, 30 Center

Street, Rutland, Vermont. Notice of the meeting and proxy

statement and proxy will be mailed to holders of Common Srock.

[CTY D ENOTREINVESTMENTTANDICOMMONIS IOC KIRURCHASEIRUANY

Shareholders may reinvest dividends and make monthly cash

investments of at least $100 and no more than $5,000 per month.
Purchase of shares is optional, regardless of whether dividends
are reinvested. This is not an offer to sell, nor a solicitation of an
offer to buy, any securities. Any stock offering will be made only
by praspectus. For further information, please contact American
Stock Transfer and Trust Company at the address above.

All dividends paid by the company represent taxable income to
shareholders for federal income tax purposes. No portion of the
2006 dividend was a return of capital.

Traditionally, the Board of Directors declares dividends to be
payable on the 15th day of February, May, August, and November
to shareholders of record on the last business day of the month
prior to payment.

I ' |

In 2006, the company submitted a Section 12(a) Chief Executive
Officer certification to the New York Stock Exchange and the

Company has also filed certifications for the Chief Executive
Officer and Chief Financial Officer with the Securities and
Exchange Commission as required under Section 302 of the
Sarbanes-Oxley Act.

L CREDIIRATINGS]

The table below indicates ratings of the Company's securities as
of February 2007,

Standard & Poor’s

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

Central Vermont Public Service’s rating has a stable outlook.

L [EINANCIAMYINEORMATION] !

We welcome inquiries from individuals and members of the

financial community. Please direct your inquiries to:

Pamela ]. Keefe, Vice President, Chief Financial Officer,
and Treasurer

Central Vermont Public Service

77 Grove Street

Rutland, VT 05701

| EORMEI 0T

The corporation will furnish, without charge, a copy of its most

‘recent annual report to the Securities and Exchange Commission

{Form 10-K) upon receipt of a written request. Please write:

Autn. Corporate Secretary’s Office
Central Vermont Public Service
77 Grove Street

Rutland, VT 05701

©
f. 3 Mixed Sources
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Ghain of custedy certified by SmartWood in accordance with the rules of the Forest Stewardship Council.
Acid free and Elemental Chlorine Free.




© i

—
'

~JFeaders
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Mary Alice McKenzie Robert L. Barnett Frederic H. Bertrand Janice B. Case

{49)/1992/Chair of the Board, (66)/1996/Former Executive (70)/1984/Former Chair of the (54)/2002/Former Senior Vice
Central Vermaont Public Service; Vice President, Motorola - Board, Central Vermant Public President, Energy Solutions,
Of-Counsel, Paul Frank & Collins, Inc., Schaumbuorg, lllinois Service; Retired Chair of the Florida Power Corporation,
Burlington, Vermont (1)(4)} {Communications Equipment) Board and Chief Executive Officer, Ctearwater, Florida (2}

{(3X4) National Life Insurance Co.,

Montpelier, Vermont (1)(3)(4)

Robert G. Clarke Bruce M. Lisman William R. Sayre Janice L. Scites
{56)/1997/Chancellor of {59)/2004/Senior Managing (56)/2006/ President, Duncan (56)/1998/President, Scites
the Vermont State Colfeges, Director, The Bear Stearns Hermanson Corporation, Bristot, Associates Inc,, Basking Ridge,
Waterbury, Vermont {2)(4) Companies Inc., New York, Vermont (Real Estate Investment New Jersey (Technology and
New York (3)(4) Company) (2) Business Consulting Firm) {2)

(1} Member of Executive Committee
(2) Member of Audit Committee
(3} Member of Compensation Committee
(4} Member of Carporate
Governance Committee

William J. Stenger Douglas J. Wacek Robert H. Young
{58)/2006/President and Chief {55)/2006/President and Chief (59)/1995/President and Chief
Operating Officer, Jay Peak Resort, Executive Officer, Union Mutual of Executive Officer, Central Vermont
Jay, Vermont {3) Vermont Companies, Montpelier, Public Service {1)

Vermont (Insurance) (2}

“CbsbseddsnniasesessnsasnceaRaEsEERERRERERAaaaRS L R Ry )

Robert H. Young Joan F. Gamble Pamela J. Keefe Dale A. Rocheleau
(63)/1987/President and (49)/1989/Vice President, (41)/2006/Vice President, Chief {48)/2003/Senicr Vice President
Chief Executive Officer Strategic Change and Financial Officer and Treasurer for Legal and Public Affairs, and
Business Services Corporate Secretary
William J. Deehan Joseph M. Kraus
(54)/1985/Vice President, Power Brian P. Keefe (51)/1981/Senior Vice President,
Planning and Regulatory Affairs (49)/2008/Vice President, Operations, Engineering, and
Government Affairs Customer Service /
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What Vermont Values

CVPS knows that, and provides us with a customer service contact who is éxtremely-
knowledgeable. When we have questions or need help, the St. Albans Cooperative
management can.count on our contact, Bob Morey, to get back to us right away.”

Leon Berthiaume, General Manager. St. Albans Cooperative Creamery inc.

“I'm nearing the end of my career with CVPS, and [
wouldn’t have wanted to be a lineworker anywhere
else. The employees at CVPS are what make it a great
company, because they will do whatever it takes to do
the job right. I have found my work challenging and
satisfying over my 32 years here, because I get to help

customers every day, and I know they appreciate it.

Not everyone feels that way about their work, so 1 feel
Jfortunate that after all these years, I am still proud to
say that [ work for CVPS.”

Central Vermont Public Service

77 Grove Street
Rutland, VT 05701

“Central Vermont Public Service is an essential
partner in our dairy plant operation, because
of the perishable nature of our product. The
Cooperative has confidence in the CVPS
Team to serve our need for reliable electricity,
and to be responsive 10 our specific business
needs as well. Any change in service or pric-

ing can dramatically affect our profitability.

Cover Photograph: Orwell, ¥T by John David Geery
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