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Vermont; General Obligation

Credit Profile

US$50.5 mil GO bnds ser 2009A due 03/01/2029

Long Term Rating ' ~ AA+/Stable

Vermont60
Long Term Rating v - AAx/Stable

Rationale

Standard & Poor's Ratings Services assigned its 'AA+' rating, and stable outlook, to Vermont's series 2009A general
obligation (GO) bonds and affirmed its 'AA+' rating, with a stable outlook, on the state's existing GO debt.

The ratings reflect our opinion of the state's:

¢ Strong financial management, including conservative debt and budgeting practices, that has helped it maintain a
good financial position; and
¢ Low debt burden and rapid debt amortization.

Vermont, with a population estimate of 626,322, is in northern New England, bordered by New York State,
Massachusetts, New Hampshire, and Canada. The state's population has recently grown slower than the nation as a
whole; for 2003-2008, its population grew by 1.1% compared with the nation's 4.6 %. State median household and
per capita effective buying income indicators for 2008 were 97% and 98%, respectively, of national levels. State
unemployment rose to 6.4% in December 2008 from 3.9% a year earlier; the state's rate, however, is the second
lowest among the seven northeastern states and is better than the nation's 7.2% rate.

The national economic slowdown has resulted in four separate downward revisions in the general fund revenue
forecasts for fiscals 2009 and 2010 from the January 2008 to January 2009 forecasts. The fiscal 2009 forecast has
been reduced by $80.8 million, or 6.8%, and the fiscal 2010 forecast has been reduced by $152.5 million, or

12.5%. The transportation and education funds, the state's two other major funds, experienced similar forecast
reductions. Despite these forecast reductions, January 2009 general fund revenues were 10.5%, or $14.1 million,
below the forecast for the month; but they were just 2.0% below budget, or $14.0 million, for the first seven months
of fiscal 2009. The general fund's underperformance in January 2009 was due primarily to personal income tax
being 10% below the monthly budget and sales and use taxes being 7% below the monthly budget.

The administration responded to the July and November 2008 revenue reductions with two budget adjustment plans
that included a combination of spending reductions and transfers. The Vermont legislature adopted, in part, these
budget adjustment plans; but including a further $10.5 million revenue reduction in the January 2009 forecast and
increased projections for human service expenditures, a $45.3 million budget gap remains. In addition to these
actions, the administration has implemented a quarterly review of revenues, which it formerly reviewed
semiannually; officials expect these quarterly forecasts to remain in place at least until the economy demonstrates a
turnaround.

Gov. Jim Douglas presented the latest budget adjustment recommendation to the General Assembly on Jan. 22,
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2009; but the state has not yet enacted the adjustment. The proposed budget adjustments would result in balanced
operations for the three major funds based on the January 2009 revenue forecast. The proposed adjustments include
an assumption of $61 million of federal stimulus assistance from a reduction in the required Medicaid match, which
officials now believe is conservative given the final stimulus bill's provisions. Officials will revisit revenue projections
again in April 2009, but they have indicated they could lower revenue estimates earlier than April if revenues
continue to underperform through February 2009.

Gov. Douglas' fiscal 2010 proposed budget is balanced and projects that the general, transportation, and education
funds would all end the year with reserves at their statutory maximums. The budget closes a $201 million gap
through layoffs, adjustments to general fund support of the education fund, a 4% reduction in human service grants,
federal stimulus Medicaid cost reductions, and the use of a general fund human services caseload reserve that is
separate from the stabilization reserve. The proposed budget includes a 4.9% decrease, a 5.5% increase, and a 0.3%
increase in general, transportation, and education fund expenditures, respectively, compared with the levels in the
proposed fiscal 2009 adjusted budget.

Standard & Poor's considers Vermont's financial management practices "strong" under its financial management
assessment (FMA) methodology, indicating financial practices are strong, well embedded, and likely sustainable.

The state's net debt ratios are, in our opinion, a low $726 per capita, or 2% of personal income. In our view,
Vermont's debt portfolio is conservative, consisting entirely of fixed-rate bonds and no exposure to interest rate
swaps. We consider debt amortization rapid with officials retiring 76 % of total GO debt over the next 10 years.
Fiscal 2008 debt service accounted for 5.3% of general fund revenues, which we consider low. Vermont's debt
burden has remained a credit strength over the past several years with the state retiring more debt than it issues. The
state's debt affordability committee recommended the issuance of a maximum of $64.7 million of GO debt in fiscal
2009 and $70.0 million in fiscal 2010.

Outlook

The stable outlook reflects Standard & Poor's expectation that the state's prudent financial and debt management
practices will allow it to maintain a sound financial position. We will continue to monitor the state's ability to

maintain its sound financial position as it reacts to the current environment of decreased revenues.

Economy: Payroll Contraction

According to IHS Global Insight Inc., Vermont experienced net payroll contraction during the first three quarters of
2008 with annualized job losses of 0.6% over the three quarters. The state's leisure and hospitality and education
and health service sectors registered positive year-over-year changes as of December 2008; but this growth was
outweighed by losses in construction, manufacturing, and financial services. IHS Global Insight projects that the
state will lose 1%-2% of its jobs by the end of 2009 but that positive payroll growth will begin in 2010 when the
state's economic growth is projected to resume and be among the New England region's highest. The education and
health services sector accounts for 20% of state jobs, 38% higher than the national average, while the leisure and
hospitality sector accounts for 11%, 9% higher than the national average.

The largest segment of the state's economy is in Chittenden County, which includes Burlington, Vt., with a
population estimate of 39,000, the center of the state's only metropolitan statistical area (MSA). Leading sectors of
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the state's economy include education and health services (20.4% of total state employment, or 138.0% of the
national level), leisure and hospitality (10.5%, or 109.0%), and durable manufacturing (7.5%, or 134.0%). The
state's leading private employers are Fletcher Allen Hospital (4,700 full-time employees and 2,000 part-time
employees) in Burlington and IBM Corp. (5,400). Within manufacturing, concentration exists in high-tech
manufacturing due to IBM's presence. An estimated 80% of all state exports are high-tech manufactured goods,
mostly produced at IBM's Essex Junction, Vt. facility. In June 2008, IBM reduced employment at its Essex Junction
facility by 180, which brought employment to 5,400, down from 8,500 in 2001. IBM recently laid off less than 500
additional employees, but state officials did not know the magnitude.

The leisure and hospitality sector is concentrated in tourism related to the fall foliage and winter ski seasons; and
there has been an effort to expand the tourism season into the summer, including the addition of summer activities
at some ski areas. Tourism-related revenues from sales, meals, gasoline, and lodging taxes provide significant
revenue streams to the state's operating budget. Tourism from Canada has boosted the state's economy recently, but
it is somewhat dependent on exchange rates and the strength of Canada's economy.

Finances: A Good Position With Reserves At Statutory Limits

Vermont's strong fiscal controls and steady revenue performance have contributed to a favorable financial position
with reserves maintained at statutory limits. Fiscal 2008 ended with the budget stabilization reserves for the general,
transportation, and education funds all fully funded at their statutory 5% maximum levels.

Vermont's tax structure is broad, and its revenue sources are diverse across several operating funds. The general
fund relies on unrestricted revenues from personal and corporate income, sales and use, and meal taxes. The
personal income tax generated $620 million of revenues in fiscal 2008, or 52% of total general fund revenues. The
sales and use tax accounted for $224 million, or 19%. Following essentially zero growth in collections in 2001 and
2002, officials increased the sales tax to 6% from 5% in October 2003. Meal and room taxes generated $120
million, or 10% of general fund revenues.

The education fund relies on earmarked sources, primarily the statewide property tax (85% of 2008 revenues) but
also the sales and use tax (12%) and state lottery profits. The transportation fund relies on the motor fuel tax, a
motor vehicle license fee, and federal-match grant revenues.
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