VERMONT ELECTRIC COOPERATIVE, INC.
UNAUDITED FINANCIAL STATEMENTS
FOR THE MONTH AND TWELVE MONTHS ENDED:

DECEMBER 2007



Financial Highlights — December

Budget Budget
Variance (K’s) YTD Variance (K’s)
December 2007 Net Income ($525) ($379)
Analysis:
+ Operating Revenue (344) ($2,830)

Overall operating revenues were 1% worse than budget in December and 4% YTD. A
7.15% increase was approved after the budget was completed (budget assumed 8.33%).
This difference represents a shortfall of $63k in December and $696k YTD. Secondly,
sold KWH ran 5% and $25%9k above expectations in December but 2% and $1,347k
below expectations YTD. The mix of sales resulted in revenues/KWH of 3% and $186k
worse in December and 1% and $614k worse YTD. Revenues were negatively impacted
by unbilled revenues of $43k and $268k worse than budget in December and YTD
respectively. Revenues for misc services and wheeling were below expectations by $9k
in December but are positively impacting budget by 3101k YTD.

» Purchased Power Costs $65 32,149
Purchases for load requirements were .4% less in December for a positive variance of
$16k and 3% less YTD for a positive variance of $1,084k YTD. Our overall cosis/KWH
in December was .5% and $20k worse than budget with YTD at 2% and $982k better.

¢ Transmission Costis ($166) $586

The costs for transmission by others was higher than budget by 4% and $16k in
December but were 14% and $675k YTD better than budget YTD as a result of FERC
reducing return on equity, VEC’s peak now less costly, and because of delays in
construction. Transmission vegetative maintenance was $88k and 60% lower YTD.
Swanton billed VEC for 47% of the costs for a rebuild of the line from the intersection of
Cater Hill Road and Rte 78 to the Fortin Road in Highgate which VEC uses to provide
service to our Highgate Springs customers. This line is owned by Swanton but may be
billable to VEC based on the transmission services agreement from 1996 but was not
included in our 2007 budget resulting in a variance in December of $122k. Lastly, during
2007, VEC entered into an agreement with VELCO to provide SCADA master services
to VEC for VEC owned equipment. The agreement was not included in the 2007 budget
and resulted in a December variance of $27k and $34k YTD.

o Distribution Operations/Mtce (546) (3656)

Distribution tree trimming was under budget by $73k for December but is over budget by
$166k YTD. We have spent about $1,502k YTD on all vegetative management. We
have exceeded our target of $1,424,000 for the 2007 budget largely to meet commitments
that were previously made. As a result of the Richford incident, we conducted an
investigation and the costs of $134k YTD were not budgeted. The April 16" major storm
was not budgeted and a partial FEMA reimbursement check reduced the YTD variance
from the storm to $122k. Finally, overhead and substation maintenance was more than
anticipated in December by $87k and is over budget YTD by $295k.



* Customer Accounts (895) (5189)
A/R collections resulted in a negative variance of $42k for December & YTD of $56k.
Delays related to the implementation of AMR substation rollout have resulted in higher
contracting and labor costs of $5k in December and $79k YTD. The outsourcing of
payment deposits contributed to a negative one time variance in 2007 of $26k YTD. The
timing of the distribution of the reliability incentive resulted in a negative variance in
December of $50k with YTD finishing within 12k of budget.

+ Administrative & General (3345) ($8)

Two deferred accounting orders (IRP of $199k & BPRA of $267k) were both written
down in December as a result of VEC exceeding expectations on earnings for 2007.
YTD the impact had a negative variance to budget of $263k. Savings from the rate case
settlement resulted in positive variances of $3k in December and $210k YTD. A&G
salaries produced positive variances of $19k in December and $151k YTD as a result of
changes in staff. The use of outside services has been greater than expected for a
variance in December of $1k and $86k YTD. The annual meeting costs had a negative
YTD variance of $37k. Safety program spending was over budget by $28k YTD from a
preater emphasis in this area. Expenses related to employee separations was positively
impacted by a decrease in wellness plan costs resulting in favorable variance in
December of $114k (with Y/E positive impact of $28k overall).

» Interest Expense $28 $208
VEC’s realized a 25 basis point discount from CFC on fixed rates from CZN acquisition
debt. The refinance to the Farmer Mac program positively impacted interest expense.

e Other Deductions (341) (342)
Implementation of lock box services at Chiftenden Bank has displaced our use of
payment processing equipment with proprietary software (abandoned equipment).

¢ Non-operating Margins 5121 $234

Interest & dividend income were lower than expected in December by $15k largely
related to a lower return on NE Hydro investment. However, income YTD has been
better than expected by $38k YTD from S/T investments. Ultility contract work has
resulted in an improvement to budget of $7k in December and $39k YTD. Rent & option
payments for the School Street property have contributed positive variances of $18k
YTD. Asset dispositions have contributed positive income of $28k YTD. In December,
VEC recorded the non cash patronage earned in 2007 for CFC. This positive income of
$129%k in December does not count towards TIER based on our indenture but does count
towards equity. Patronage capital retirements YTD finished $111k ahead of budget.

TIER and Debt Service Coverage

VEC received two regulatory accounting orders in 2007 to defer expenses associated with
a Business Process Review Audit and an Integrated Resource Plan. The deferred orders
allowed for deferral of these project costs for future rate recovery provided our earnings
did not exceed the rate approved TIER level of 1.8. VEC finished our 2007 financial



performance with a TIER of 1.95. As a result, the amounts deferred from the two
accounting orders totaling $467k were written off in 2007 resulting in a final year end
TIER of 1.8. Our Debt Service Coverage for 2007 finished at approximately $4,941,150
(Principal of ~ $2,002,347 & Interest of ~ $2,938,803).

Cash Flow and Line of Credit

We used $1.4 million from our line of credit in December (paid balance to $0 on 1/7). In
January, we used about $1.7 million. We expect to use our line of credit now on a
regular basis to meet short term cash flow needs until such time that the s/t debt is
converted into a long term facility (expected in 1Q09).

Capital Spending Plan

The year end capital budget finished with a variance of $173k or 3% over expectations.
The variance was primarily attributed to an over spend related to the Ethan Allen
cogeneration project that finished the year with an overage of $656k. Offsetting some of
the negative variances with Ethan Allen were lower than expected spending on 12 kv
reclosers ($265k) and SCADA substation equipment ($193K). The transformer vendor
management program coniributed positive cash flow of an additional $785k that was not
adjusted to our year spending on capital to allow for normalization and comparison of
prior years spending.

Balance Sheet
QOur equity ratio held at 38% in December. Our current ratio, a measure of liquidity,

declined to 1.25 from last months 1.41 partly as a result of a partial investment in
TRANSCO LLC shares.
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