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INTRODUCTION

We are pleased to present this report to the Capital Debt Affordability Advisory
Committee of the State of Vermont (the “Committee” or “CDAAC”). This analysis is
intended to assist the Committee in determining the maximum amount of long-term, net
tax-supported debt (currently consisting only of only general obligation debt (“G.O.
debt”)) that the State should authorize for the upcoming fiscal year (ending June 30,
2011). The 2008 legislative session required that CDAAC provide an estimate of the
amount of long-term net tax supported debt that could prudently be authorized, inclusive
of certain special transportation purposes. That number for FY 2009 was $64,650,000,
which was then increased to $69,955,000 for FY 2010, consistent with the provisions of
the 2008 legislation. For various reasons set forth herein, CDAAC is proposing an
authorization of general obligation debt in fiscal 2011 of no more than $71,825,000. The
reasons for CDAAC’s recommendations for fiscal year 2011 are set forth below under
“Adjustments to Debt Per Capita Inflator; Effect on Recommendation” and “Reasons for
the Fiscal 2011 Recommended Debt Authorization.”

The Committee’s enabling legislation requires the Committee to present to the Governor
and the General Assembly each year, no later than September 30, a recommendation as to
the maximum amount of net tax-supported debt the State should authorize for the
forthcoming fiscal year, consistent with certain guidelines enumerated in the statute.
Since the only net tax-supported debt that the State has outstanding is general obligation
debt, most of this report will refer to the State general obligation bonds generically as
Vermont’s net tax-supported indebtedness. There were a series of significant changes,
described herein, made to the enabling legislation during the 2008 legislative session, and
those adjustments are included herein. Additional changes, which are also noted, were
made during the 2009 legislative session. This report provides the supporting analysis
and documentation necessary for the Committee to comply with the legislative
requirements. As required by the enabling legislation, this analysis extends through
fiscal year 2020.

In fiscal year 2009, $50.5 million of G.O. debt was issued of the $64.65 million
authorization while $48.45 million of G.O. debt was retired. For the purposes of the
fiscal year 2011 recommendation, it is assumed that during fiscal year 2010, a total of
$87.305 million of general obligation bonds will be issued, representing the full amount
of the year’s authorization, plus the residual amounts of the 2008 authorization ($3.2
million) and the 2009 authorization ($14.15 million) which were not sold as part of the
bond issue for which the respective authorizations were enacted. It is possible that these
amounts will be spread over several years, but a staggered issuance of the $17.35 million
authorized, but unissued levels would not change CDAAC’s recommendation for FY 2011.

Adjustment to Debt Per Capita Inflator; Effect on Recommendation

In 2004, after changing the CDAAC guidelines to comport with the 5-year mean and
median for triple-A rated states on debt per capita and debt as a percent of personal
income bases, the principal limiting guideline for determining appropriate debt
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authorizations became the 5-year median for debt per capita. In fact, for several years,
until 2008, the State was able to comply with three of the new guidelines, the exception
being the 5-year median for debt per capita.

In order to achieve a realistic perspective on the future direction of the 5-year debt per
capita guideline, it was necessary to inflate this guideline from year to year. However,
since there were no practical precedents (with the historical information being stale and
not valuable for comparability purposes) against which to evaluate prospective changes
in our peer group, a decision was made to utilize an inflation factor for the growth in this
guideline consistent with the recent consumer price index ("CPI") at that time. Therefore,
a conservative inflation factor of 2.7% was instituted for the guideline of the peer group;
there has been, therefore, an assumption that the 5-year median for debt per capita of the
peer group, excluding Vermont, would grow, consistent with CPI, at 2.7. However, over
the intervening period of time, the actual growth in the 5-year median for debt per capita
in the peer group has been approximately 5.3% annually. It would not be prudent, of
course, to utilize the full 5.3% figure for Vermont purposes, since the primary reason that
Vermont is rated triple-A consists of the conservative debt management and financial
management features of the State's credit profile. Relatedly, many of the states that have
contributed to the higher number are triple-A as a result of more dynamic and fast-
growing economies. Therefore, CDAAC determined that it would be most appropriate to
adopt a new inflator, based on a percentage of the 5.3% growth factor for the peer group;
a number of 60%, or 3.18%, was selected as being consistent with the State's debt
management practices and the expectations of the rating agencies and financial
community. At this level, the recommended authorization for fiscal 2011 would be
$71,825,000 for the period extending through 2020, pursuant to legislative mandate.

It should be emphasized that the 60% inflation factor is not to be considered fixed. As
described elsewhere in this report, there are too many matters in play at present that could
conceivably alter this number. First, should the agencies proceed with an increase in the
number of triple-A rated states, it is highly likely that the composition of our peer group
will be altered in the relatively near future. Second, Moody's has stated on several
occasions in its credit reports that if the rating agency were to see a deterioration in the
State's relative rankings with respect to debt per capita and debt as a percent of personal
income, Vermont's triple-A rating could fall. Therefore, it will be imperative for
CDAAC to monitor the State's performance in these comparisons annually to determine
if the inflation factor should be adjusted from time to time.

Prospective Increase in Information and Technology Indebtedness

Information systems and technology innovation can lead to improved productivity and
operating efficiencies. Toward this end, it is expected that the State will increase the
amount of indebtedness that it will issue in the future for these important purposes. At
present, it is not possible to provide a precise estimate of future authorizations that will
be dedicated to information systems and technology innovation, but based on preliminary
projections, it could constitute a significant portion of total debt authorizations. CDAAC
does not have concerns about debt financing for such purposes in general, but emphasizes
that the following consideration must be carefully monitored. Over the years, the State
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has sold 20-year debt, generally with level principal amounts, for capital projects that
have had useful economic lives significantly exceeding the period of the related debt
repayment. Since the useful lives of information systems and technology innovation may
be somewhat shorter than those of traditional capital projects for which Vermont has
issued long-term debt in the past, it will be crucial for the State to continue to relate its
debt repayment structure to the overall useful life profile for the underlying capital
projects that are being financed, including any potentially shorter useful lives from the
funding of information systems and technology innovation. The State has benefited from
the existing repayment debt structure, as viewed by the rating agencies, since the useful
lives of the capital projects have extended beyond the period of debt repayment; in a
related manner, Vermont has also recaptured its debt capacity rapidly as a result of its
amortization schedules - another factor that has been positively noted by the rating
agencies. While the State makes adjustments to the projects for which it incurs long-term
indebtedness, it will continue to be important for Vermont to adhere to those practices
that have resulted in favorable rating agency responses.

Authorized, But Unissued Debt; Effect on Future Recommendations

In fiscal year 2009, Vermont sold only $50.5 million of its authorized $64.65 million; in
fiscal year 2008, Vermont issued $46 million of an authorized amount of $49.2 million.
This trend diverges from past practice whereby the State annually extinguished all or
nearly all of the authorized amount of debt. This previous practice enhanced the State’s
credit position with favorable responses from the rating agencies

As indicated above, an assumption has been made that Vermont will sell the $17.35
million of authorized, but unissued debt from both 2008 ($3.2 million) and 2009 ($14.15
million) in 2010, at the same time that the total amount of the 2010 authorization of
$69.955 million is also being sold, aggregating $87.305 million in debt issuance for the
year. It should be emphasized that in accordance with the CDAAC enabling legislation,
the annual recommendation must take into account the amount of debt expected to be
issued over a ten-year period, utilizing the expected annual authorizations. Therefore, if
the remaining authorized, but unissued amount of $17.35 million was divided into, let’s
say, $10 million in 2010 and $7.35 million in 2011, it would not materially alter the
$71.825 million recommended level, since the annual assumed amounts extend through
2020, pursuant to the legislation. Taking these factors into consideration, the CDAAC
recommendation is $71.825 million for 2011 and annually thereafter, ending in 2020.

It may be advantageous for the State's future debt management operations and credit
profile to reconsider, and perhaps cancel, slow developing or marginal capital projects
and for steps to be taken to adhere to Vermont's previous practice of matching annual
debt authorizations with realistic annual debt issuances.

2008 Legislative Actions Impacting CDAAC’s Participation in State Debt
Management Operations

Since the early 1990s, pursuant to its enabling legislation, CDAAC has played an integral
role in the State’s debt management and credit posture through its annual
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recommendations of appropriate levels of general obligation debt to be authorized by the
State of Vermont. Its work has been repeatedly cited in written and oral communication
from the nationally recognized rating agencies as important to the very high investment
grade ratings applied to the State’s general obligation debt. During the 2008 legislative
session, there were numerous initiatives that impacted CDAAC’s participation in the
State’s debt management operations. In particular, CDAAC was asked to review the
effect of the State issuing additional general obligation bonds for transportation purposes
in the amount of $10 million for 2009 and a similar amount in 2010; unlike other State
general obligation debt that is normally amortized over a twenty-year period, this
transportation debt is to be repaid over ten years. Otherwise, G.O. debt is assumed to be
retired over twenty years. Third, there was considerable expansion of the State’s moral
obligation commitments to borrowers; while this action does not bear on the specific
annual recommendation that CDAAC makes, considering the growth of contingency debt
that the moral obligation commitments represent, then CDAAC has taken these actions
into account as it views the State’s debt affordability position in the future. Fourth, there
were several legislative actions that affected the composition of CDAAC. CDAAC was
also asked to consider certain other factors in its recommendations, such as the impact of
capital spending upon the economic conditions and outlook for the State, the cost-benefit
of various levels of debt financing, types of debt and maturity schedules, and any
projections of capital needs authorized or prepared by the Agency of Transportation, the
Joint Fiscal office or other agencies or departments. The results of these actions are
discussed at various places in this document.

2009 Legislative Actions Impacting State Debt Management Operations.

During the 2009 legislative session, there were authorizations by the legislature that
affect the State's moral obligation practices. As background, it should be noted that as a
result of the financial meltdown of certain segments of the financial markets in late 2007
and continuing through 2008 and 2009, securities that had previously been issued by the
Vermont Housing Finance Agency ("VHFA") and the Vermont Student Assistance
Corporation ("VSAC") were no longer accepted by investors in the same manner that had
previously been the case. To refund certain existing auction rate securities, which were
especially hard hit by the financial meltdown in the markets, and to secure funding for
new student loans, VSAC sought and received letter of credit and line of credit backup
facilities from several banks to expedite debt financings; however, each bank requested
that portions of the VSAC's unreserved equity be reserved for the particular issue,
reducing the available amount of such equity for future pledge purposes. In response, the
2009 legislature authorized $50 million of moral obligation authority to VSAC with
considerable flexibility as to the manner in which the new debt authority may be
employed; for example, VSAC can employ the authority through the traditional debt
service reserve fund "fill-up™ mechanism, but alternatively, it can also utilize the
authority in a manner that protects VSAC from having to deplete its unreserved equity.
With respect to the latter, in lieu of VSAC unreserved equity, the State would be
"morally obligated" to add, under certain conditions, funds to certain transactions to
assist VSAC in meeting various "pledged equity” requirements through State
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appropriations. The $50 million of moral obligation authority to VSAC is a net increase
to the State's overall moral obligation commitments. At the same time, legislation was
passed in 2009 that didn't provide any net increase in the moral obligation authority to
VHFA, but it did give the agency additional flexibility in the use of that authority.
Similar to the VSAC authorization, VHFA was also empowered to employ its moral
obligation commitment from the State to satisfy various "pledged equity™ requirements
that could occur as a result of financings conducted by VHFA. The new legislation also
expanded the flexibility that VHFA could employ in the use of the traditional moral
obligation, debt service reserve fund structure.

Background on Vermont’s Recent Historical Debt Policies

The Vermont State Treasurer’s Office prepared the following recital of the State’s recent
historical debt policies for CDAAC. This important information, slightly revised to
conform with the balance of this report, is supplied as background material relevant for a
better understanding of the State’s current debt position:

“In the early 1970s, Vermont lost its triple-A bond rating, largely because of a significant
accumulation of bonded indebtedness. There were three principal causes for the increase
in outstanding debt . . . interstate highway construction, extensive school construction
and renovation, and sewage treatment plant construction. Another factor that may have
concerned analysts at that time was the extension of moral obligation support for
industrial mortgage guarantees, the Bond Bank, and VHFA.

“In 1975, Vermont enacted in statute the so-called “90 percent rule” as a policy device to
reduce its large amount of accumulated tax-supported debt. New general obligation debt
authorization was restricted to 90 percent of the debt being retired in the same fiscal year.
The policy was successful. The ratio of debt as a percent of personal income, a key
benchmark for rating analysts, was reduced from about 11% in the mid-1970s to about
3% in 1989. Clearly, though, the 90 percent rule policy was not sustainable and
policymakers recognized it would eventually lead to unrealistically small amounts of
allowable new debt.

“In 1990, the “90 percent rule” was repealed, and the Capital Debt Affordability
Advisory Committee was created to provide a new framework for determining the
appropriate level of new debt issuance for the State. Interestingly, in 1991, the CDAAC
recommended issuance of $100 million of new debt based on pent-up demand for
infrastructure funding, the need to stimulate the economy with job creation, and attractive
interest rates. Perhaps coincidentally, Vermont’s bond rating was reduced from AA to
AA- by Standard & Poor’s in 1991. Since that time, CDAAC and Vermont policymakers
have faithfully worked to improve the State’s debt profile by being conservative in new
debt issuance, utilizing cash from one-time surplus funds to supplement bonding for
infrastructure financing, and expanding the State’s economic base.” As a supplementary
comment, in addition to other economic reasons for CDAAC recommending a
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particularly large amount of debt in 1991, the cost of construction at the time was
especially favorable to the State.

CDAAC’s Affordability Guidelines and Debt Load Standing Among States

Since 2004, the Committee has followed a series of debt guidelines, reflecting the State’s
comparative current and prospective performance in terms of debt load measures (i.e.,
debt per capita and debt as a percent of personal income) against triple-A rated states. A
more detailed discussion of these guidelines and the State’s compliance with them is
presented later. According to Moody’s Investors Service’s most recent information, the
State’s relative position, among states, improved during the past year with respect to both
net tax-supported debt as a percent of personal income (improving from 33" in 2008 to
35™ in 2009) and net tax-supported debt per capita (improving from 32" in 2008 to 34"
in 2009).

Moody's Triple-A Rating

The State of Vermont achieved a very significant milestone in February 2007 when it
was raised to the coveted triple-A category by Moody's Investors Service. Not since the
early 1970s has Vermont been rated Aaa by Moody's. There are cost of capital and
economic development reasons, among others, that the triple-A rating is a very worthy
goal to be achieved. Among the reasons Moody's cited for the increased rating was the
State's "steady progress in reducing previously high debt ratios and maintaining an
affordable debt profile.” Based on numerous communications with Moody's, it has also
become clear that the role of CDAAC and the credibility that CDAAC has brought to the
debt authorization process were factors in the rating agency's decision to take this
important move. Over time, we expect that in the future, Fitch and Standard &
Poor’s will replicate Moody's action and increase the State's rating to triple-A. The State's
adherence to the debt guidelines will improve the prospects for that eventuality.

Legislative and Public Policy Pressures to Increase Ratings

Beginning in 2007 and continuing to the present, the nationally recognized credit rating
agencies have been scrutinized in the public arena - in particular, by the Congress and the
Securities and Exchange Commission. In addition, they have also been sued by various
parties with respect to actions previously taken by the rating agencies. In this context of
criticism, legislative and public opinion-makers have suggested that the ratings for state
and local governments were artificially kept low by the rating agencies in comparison
with sovereign and corporate credits. In response to this criticism, certain of the rating
agencies have admitted that state and local governments had been rated on a more value
based approach, as opposed to the default based approach routinely applied to sovereign
and corporate borrowers. Moreover, Moody’s and Fitch have agreed that they will, over
time, normalize the ratings among the three types of borrowers, meaning that state and
local ratings should rise. This development will probably have two consequential results
for borrowers, such as the State of Vermont. For highly rated borrowers, the migration of
average ratings to higher classifications may reduce the advantage of better state ratings.
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At the same time, the likelihood of Vermont being raised into the triple-A category by all
three agencies will probably increase over the next three-four years. In addition, it is
possible in this scenario for the State to sell more debt and still remain in the triple-A
category. Many market participants currently predict that different tiers of marketability
for borrowers will probably develop within rating categories as states and other public
borrowers see their ratings rise; if this proves true, then it may be necessary for the State
to continue to comply with the strongest state peers, which may not create additional debt
capacity beyond that which our guidelines provide for the best states within the triple-A
classification. As a result of the severe deterioration in the world economy in 2008,
Moody’s and Fitch suspended indefinitely in late calendar 2008 the migration project for
state and local government ratings. It is currently not known when or if the project will
be resumed.

Approach To State Moral Obligation Indebtedness

As the State’s rating improved, the value of its moral obligation has also grown. It is
therefore apparent that there has been greater pressure on the State to raise the size of its
existing moral obligation commitments and/or to assign the moral obligation pledges to
State borrowers. However, without some form of containment, it is possible that an ever-
increasing moral obligation debt load could, over time, erode the State’s debt position.

In accordance with the appropriate provisions from the enabling statute that
created CDAAC, the Committee has already been authorized to consider "any other long-
term debt of instrumentalities of the state not secured by the full faith and credit of the
state, or for which the state legislature is permitted to replenish reserve funds.” Therefore,
it is not inconsistent for CDAAC to develop guidelines for Vermont regarding the size
and use of the State's moral obligation debt.

In recent years, CDAAC has adjusted its debt load guidelines to take into account the
comparative debt load statistics for triple-A rated states throughout the country.
Unfortunately, none of the rating agencies prepare comparative data on the respective
triple-A rated states on moral obligation or contingent debt. Moreover, there is little
consistency among the triple-A rated states regarding the size, nature and role of such
debt. The types of contingent debt are quite varied among the states, including state
guarantees of local school debt, back-up support for revenue obligations, etc. Because of
the mixture of contingent debt applied by triple-A states, it would not be possible to
employ guidelines that are similar to the general obligation guidelines that have been
utilized by CDAAC in connection with its annual recommendation of long-term general
obligation debt to be authorized by the State legislature.

During the 2008 legislative session, there was a considerable expansion of the State’s
moral obligation debt, illustrated by $100 million of authorization for higher education
purposes and an increase in VHFA’s moral obligation capacity to $155 million. $40
million of moral obligation commitment for the Vermont Telecommunications Authority
(“VTA”) had been authorized during the 2007 legislative session.
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This 2008 legislative expansion of moral obligation debt was further built upon by the
2009 legislative session, which provided $50 million of new moral obligation authority to
VSAC that was allowed to employ the authority either in the traditional debt service
reserve fund “fill-up” structure or through a “pledged equity” mechanism. With respect to
the latter, the State is authorized, though not required, to increase certain equity reserves
for VSAC if individual trusts do not provide requisite parity levels under financing
agreements. A similar provision for a pledged equity moral obligation was authorized for
VHFA, but such use was constrained within VHFA’s overall ($155 million) moral
obligation authority. The pledged equity program for the two agencies was adopted to
allow each agency to more effectively deal with the market problems that surfaced
recently.

There had been, for several years, discussions within CDAAC regarding the
establishment of guidelines for limiting the amount of moral obligation debt that the State
should authorize. In an accompanying chart, the State’s net tax-supported debt
statement, consisting entirely of the State’s GO outstanding indebtedness, is presented, as
of June 30, 2009, at $440.6 million. Using 225% of GO debt for establishing a limit of
moral obligation debt, the State would have had approximately $87.7 million in
additional moral obligation capacity. Using 200% of GO debt for establishing a limit of
moral obligation debt, the State would have had approximately ($22.4) million in
negative capacity; in other words, at 200%, the State could not comply with the
administrative guideline. It should also be emphasized that the date during the year that
these computations occur are crucial to the results. For example, if the computations had
been made about three weeks later, July 21, 2009, after the Vermont Municipal Bond
Bank, which has no statutory limit on moral obligation commitment from the State, sold
a total of $61.28 million in new money and refunding bonds (net of the outstanding
bonds that were refunded), then the outstanding moral obligation commitment that the
State had outstanding would have been approximately $964.9 million. Therefore, at
225%, there would be $26.5 million in additional capacity available; at 200%, there
would be ($83.7) million in negative capacity — in other words, at 200%, the State could
not comply with the administrative guideline.

At this point, CDAAC believes that a range of 200-225% is appropriate in determining
the amount of moral obligation commitments that should be outstanding in comparison to
the State’s general obligation debt. Since CDAAC has not recommended legislative
action to codify any statutory limits on the incurrence of moral obligation debt, CDAAC
will continuously monitor the developing size of moral obligation commitments and
report the results.

State’s Triple-A Rating Increases Funding Resources For Vermont Moral
Obligation Borrowers

Most state and local borrowers prefer higher investment grade ratings for several obvious
reasons: lower borrowing costs for the higher rated general purpose government, lower
borrowing costs for authorities that rely on support from the higher rated borrower, and
the more indirect economic development advantage of companies being attracted to
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places that have superior or excellent management, reflected in better investment grade
ratings.

One benefit to a triple-A rating to the State that is not immediately obvious is the
additional funding resources that become available to moral obligation borrowers. As the
investment grade rating of the general purpose government — in this case, the State of
Vermont — rises, then the value of the moral obligation pledge also increases. For
example, as the State’s rating has improved, there has been a growing demand for greater
State participation in the form of larger moral obligation commitments, as previously
noted. During the time that the State’s rating was in the low to mid double-A range in
the early to mid 1990s, there was little demand for the State’s moral obligation pledge.
The application of the State’s highly rated moral obligation commitment has therefore
expanded the funding resources for many sizeable Vermont borrowers.

Growth In Debt By Other Triple-A States Gives Vermont Additional Long-Term
Debt Capacity

As discussed elsewhere, CDAAC altered its affordability guidelines in 2004 to align with
debt per capita and debt as a percentage of personal income as experienced by triple-A
rated states. In particular, the guidelines called for State compliance with the 5-year
mean and median for triple-A rated states with respect to each of these affordability
measures. Over most of the intervening period, the State had been able to meet three of
the four measures; Vermont was not able for a period of time to meet the 5-year median
debt per capita standard for triple-A rated states. However, as forecasted in the 2007
CDAAC affordability report, it was projected that based upon the then existing trends,
the State should be able at the end of fiscal 2008 to comply with all four guidelines. In
fact, that is what has happened. Moreover, at the end of fiscal 2009, the 5-year median of
debt per capita for triple-A rated states was $778, while the 5-year median for Vermont
was well below that figure at $706. As set forth elsewhere in this report, Vermont is able
to comply with the other three guidelines by healthy margins.

Over the last five years, excluding Florida prior to 2006, Indiana prior to 2008 and lowa
prior to 2009 (previously, these states have not been included among triple-A rated
states) and Vermont, the mean for debt per capita among triple-A rated states grew from
$831 in 2005 to $899 in 2009, or by over 8%; during the same period, Vermont’s debt
per capita actually declined from $716 to $692, or a reduction of 3.4%. With respect to
debt as a percentage of personal income, over the last five years, again excluding Florida,
Indiana and lowa prior to 2006, 2008 and 2009, respectively, and Vermont, the mean for
this ratio among triple-A rated states was relatively stable — from 2.7% in 2005 to 2.4%
in 2009; during the same period, Vermont’s debt as a percentage of personal income fell
from 2.3% in 2005 to 1.8% in 2009.

Now that Vermont’s debt ratios are below those, on a median and mean basis, of their
peers in the triple-A category, the State’s debt capacity has shown capacity for some
expansion. It should be emphasized, however, that one of the primary reasons that
Vermont currently enjoys a triple-A from Moody’s is the State’s conservative debt
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management. Further, Moody’s has stated in its recent credit reports on Vermont that if
the State’s debt ratios increase relative to the 50-state debt measures, the State could see
its triple-A rating decline.

It will be important for the State to monitor the annual amount of debt service paid from
the State’s operating funds, consisting of the General and Transportation funds. While
the CDAAC guideline is 6%, this level is above the range at which certain rating
agencies are comfortable for a triple-A rated state. At present, debt service represents
5.5% of operating funds — the ratio is one of the more critical debt measures and requires
continual review.

Lease and Contingent Purchase Transactions

CDAAC has taken the appropriate position that inthe absence of special security
provisions, lease (capital) obligations must be taken into accountas part of the
authorization recommendation process. For example, for CDAAC’s fiscal year 2001
general obligation debt recommendation, the amount was reduced from $39 million to
$34 million when it was discovered that there was an outstanding capital lease in the
amount of $5.0 million then being carried in the Department of Transportation. At this
point Vermont has not entered into any lease (capital) obligations of note that were not
justifiably self-supporting.

Reasons for the Fiscal 2011 Recommended Debt Authorization

As stated above, CDAAC is proposing that the maximum amount of long-term G.O. debt
authorization for the State in fiscal year 2011 be $71.825 million. The rationale for this
is as follows:

1. Two years ago, CDAAC proposed an increase to $54.65 million, or an increase of
over 40% during the fiscal years, 2004-2009, inclusive. Last year, CDAAC
proposed authorizing $69.955 million. Considering the debt capacity that
Vermont currently enjoys (see “Adjustment to Debt Per Capita Inflator; Effect on
Recommendation”), CDAAC has concluded that the State is able to authorize
$71.825 million during fiscal year 2011.

2. The fiscal 2005 recommended authorization rose by over 5% from $39 million to
$41 million, and the fiscal year 2006 recommended authorization increased the
fiscal year 2005 authorization by nearly 10% to $45 million for a growth of over
15% in two years. The fiscal year 2007 recommended authorization remained at
the fiscal year 2006 level. Further, there was an additional $4.2 million increase
for fiscal year 2008, reflecting a 26% increase over the 2004-2008 fiscal year
period. While there has been an increase in annual authorizations of 75.2%
between fiscal year 2005 and fiscal year 2011, we believe the growth is consistent
with Vermont’s debt affordability.

10
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3. CDAAC is of the opinion that the fiscal year 2011 recommended authorization is
consistent with its policy of trying to provide important capital contributions to
the State’s physical infrastructure requirements within a framework of acceptable
debt affordability.

4. At present, the State is in compliance with all of its guidelines. Based on current
projections, the proposed debt authorization amount for fiscal year 2011 is
expected to allow the State to be in line with all debt guidelines for the near
future.

5. CDAAC has some concerns about the economic and financial uncertainties
affecting the State and country near-term. With volatile oil prices, recent equity
market concerns, projected Federal deficits, mortgage defaults and uneven
economic trends, the economic and financial outlook for the State and the country
is especially uncertain; as a result, CDAAC believes it is a prudent course of
action for the State, at present, to follow the proposed course of near-term State
debt authorizations.

This year’s report is organized into seven sections. Section 1 presents the State’s key
existing debt statistics. Section 2 consists of economic and financial forecasts. Section 3
discusses the State’s recent authorization history and sets forth the effect of the issuance
of $87,305,000 in fiscal 2010 and $71,825,000 in fiscal years 2011-2020 on future
outstanding debt and debt service requirements. Section 4 includes a history of the
State’s debt ratios and shows the projected effect of the Section 2 and 3 forecasts on the
State’s future debt ratios. Section 5 summarizes the findings of the previous sections and
offers considerations for the Committee in its determination of whether to revise the
planned fiscal year debt authorizations. Section 6 documents relevant provisions of the
enabling legislation, as recently amended, and explains the methodology and assumptions
behind certain projections included in this report. Section 7 is composed of appendices,
including rating agency reports and the “Vermont Economic Outlook” dated May 2009
published by the New England Economic Partnership (“NEEP”).

We would like to express our gratitude to the State Treasurer’s Office, the Department of
Finance and Management, Economic and Policy Resources, Inc. (“EPR”), NEEP, and
various officers and staff members of the State, whose assistance has been invaluable in
completing this report. Certain computations and projections were made based on
population, personal income, and revenue projections provided by EPR. The numbers
presented herein have not been audited and are, therefore, subject to change, possibly in a
substantial manner.
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1. DEBT STATISTICS

Net Tax-Supported Debt Outstanding

The State’s aggregate net tax-supported principal amount of debt increased from $438.6 million
as of June 30, 2008 to $440.6 million as of June 30, 2009, an increase of 0.46%. Except for the
fiscal year 2002, when a carry-forward amount of authorization was included in the debt issue,
for each of the fiscal years during the period 1999-2007, the State retired more G.O. bonds than it

sold, including the issuance of refunding debt.

The table below sets forth the sources of the change in net tax-supported debt outstanding from

fiscal year 2008 to fiscal year 2009 (in thousands):

Net Tax-Supported Debt as of 6/30/08 ............cceevervvennnn. $438,582
G.O. New Money Bonds ISSUed...........cccccvevveveieerieinieenenn, 50,500
Less: Retired G.O. Bonds..........c.coovveveviinenenn ... (48,449)
Net Tax-Supported Debt as of 6/30/09...........cccccevvevennene. $440,633
Debt Statement
As of June 30, 2009 ($ Thousands)
General Obligation Bonds*:
General Fund 411,809
Transportation Fund 22,794
Special Fund 6,030
Contingent Liabilities:
VEDA Mortgage Insurance Program 6,718
VEDA Financial Access Program 877
Reserve Fund Commitments:
Vermont Municipal Bond Bank 488,615
Vermont Housing Finance Agency 155,000
VEDA 70,000
Vermont Student Assistance Corporation 50,000
Vermont Telecommunications Authority 40,000
Univ. of Vermont/State Colleges 100,000
Gross Direct and Contingent Debt 1,351,843
Less:
Contingent Liabilities (7,595)
Reserve Fund Commitments (903,615)
Net Tax-Supported Debt 440,633

* Includes original principal amounts of Capital
Appreciation Bonds.
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Trend of G.O. Debt Outstanding, 2000-2009

600

500 +

400

300 -

(in $ millions)

200 +

100 -

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Fiscal Years Ending 6/30

G.O. DEBT OUTSTANDING, 2000-2009
(As of June 30, in $ millions)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

TOTAL 503.0 4549 460.5 448.2 444.7 440.3 440.0 4384 438.6 440.7
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Net Tax-Supported Debt Service by Fiscal Year

e The State’s G.O. debt service requirement (“D/S”) for fiscal year 2010 will be
$70.747 million, 1.01% less than the $71.459 million paid in fiscal year 2009.
This decrease comes after annual decreases ranging from 0.3% to 7.6% over the
period fiscal 2000 — fiscal 2007, except for an anomaly of a 4.8% increase in
fiscal year 2003. There were increases of 0.42% and 2.94% in fiscal years 2008
and 2009, respectively.

(in $ thousands)

Net Tax-Supported D/S Paid in FY 2009.. ........c..coc..... $71,459
Decrease in D/S Requirement FY 2009-2010 .............. .(5,119)
D/S Increase Due to G.O. Debt Issued in FY 2009.......... 4,407
Net Tax-Supported D/S Due in FY 2010.........cccccoveene $70,747

Net Tax-Supported Debt Service by Fiscal Year*

90.0
80.0 174.894

7250470736 o7 =0 o7 231 69.130 69419 71459 70.747

70.0 J 69.199

60.0

50.0

40.0

30.0 -

20.0 -

10.0

0.0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

(in $ millions)

Fiscal Year

*Consists of General Obligation Bonds.
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The table below sets forth the State’s existing principal amounts outstanding and annual
debt service requirements, as of June 30, 2009, without the issuance of any additional
Please refer to the table on page 20 for the State’s projected principal
amounts outstanding and annual debt service requirements assuming the issuance of G.O.
debt, which includes the issuance of $87,305,000 G.O. debt during fiscal year 2010. For

G.O. debt.

Government Finance Associates, Inc.

fiscal year 2011, CDAAC is recommending $71,825,000 of G.O. authorization.

PROJECTED GENERAL OBLIGATION NET TAX-SUPPORTED DEBT

As of June 30, 2009
(in $ thousands)

GENERAL OBLIGATION BONDS (STATE DIRECT DEBT)

General Fund Transportation Fund Special Fund Total

Beginning Beginning Beginning Beginning Total
Fiscal Principal Debt Principal Debt Principal Debt Principal Debt
Year QOutstanding Service | Outstanding  Service | Outstanding  Service | Outstanding Service
2010 411,809 64,686 22,794 3,561 6,030 2,500 440,633 70,747
2011 368,680 60,540 20,086 3,483 3,825 1,026 392,591 65,049
2012 328,238 54,444 17,375 3,372 2,985 626 348,598 58,442
2013 289,326 48,150 14,679 2,482 2,505 628 306,510 51,261
2014 254,350 46,785 12,765 2,415 2,000 629 269,115 49,829
2015 219,562 36,724 10,853 2,095 1,470 633 231,885 39,452
2016 192,087 32,465 9,203 1,947 910 636 202,200 35,048
2017 167,718 28,587 7,652 1,884 320 336 175,690 30,807
2018 146,229 25,462 6,101 1,709 0 0 152,330 27,171
2019 126,941 23,733 4,649 1,630 0 0 131,590 25,363
2020 108,554 22,223 3,231 560 0 0 111,785 22,783

(THIS SPACE INTENTIONALLY LEFT BLANK)
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2. ECONOMIC AND FINANCIAL FORECASTS

This section of the report is based on the economic analysis provided by NEEP for the
State of Vermont. NEEP’s report, “Vermont Economic Outlook,” dated May 2009 (a
copy of which is included in the appendices), states that “the Vermont economy will
follow the U.S. economy and experience a slow, restrained pace of recovery out of the
current recession, with employment effects lingering through the middle of calendar
2010. By the time the recession in Vermont is over, it will have been the hardest
economic downturn in the state since the ‘Great Depression’ with a total of 7 of 8 major
macro-variables faring ‘worse’ than in the early 1990s recession. ‘Normal’ rates of
growth for most key macro-variables do not return until calendar years 2011 and 2012
when the effects of the housing market downturn and the long process of global financial
and household de-leveraging have fully run their course.

“Over the next 4+ years, it is expected that payroll jobs [in Vermont] will decline for a
total of 11 consecutive quarters, or through the second quarter of calendar 2010. The total
decline will be 22,500 jobs from peak non-farm employment levels, and the pace of
recovery will be halting and insecure. When the recession has run its full course, payroll
job losses in Vermont will be more severe, in percentage terms, than losses at the
national and regional level since 2009 and 2010; and the Vermont jobs recovery will be
slower than that at the national level, but slightly stronger than the New England state
average. The unemployment rate will rise to levels not experienced since calendar year
1983.

“The housing market downturn nationally, regionally, and in VVermont, is still underway
and the still evolving financial de-leveraging process remains a significant unknown and
is a source of downside forecast risk in this NEEP forecast revision. It is expected that
additional foreclosures and a substantial inventory of unsold units will continue to put
downward pressure on house prices through 2011. So far, although delinquencies have
risen in Vermont, they have not risen to the levels where foreclosures and forced
liquidation sales have pushed housing prices down significantly. The forecast expects the
housing prices in Vermont to decline to a lesser degree than those in other New England
states, and the U.S. overall, but they will not begin to recover until calendar year 2012.

“Oil prices have stabilized between $45 and $55 per barrel, but have shown an increasing
trend over the last 2 months, representing another source of downside risk in this revised
NEEP forecast. Vermont households and businesses have enjoyed the relief provided by
energy prices that are down from those of Summer 2008. However, substantially higher
energy prices going forward could reduce other forms of spending and slow down the
rate of the expected historically slow rate of recovery. Vermont is particularly sensitive to
energy costs due to its rural nature, its dependence on vehicle-based tourism and visitor
traffic from the northeastern region of the U.S., and the energy cost-intensive nature of its
key manufacturing sector.
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“Overall, output, gross state product, will decline in 2009, experience weak but positive
growth in 2010, and then resume more normal rates of growth in the final three years of
the forecast. Real Personal Income in Vermont is expected to decline in 2009 and 2010,
and then resume growth in 2011, lagging recovery at the regional and national levels in
this variable by one year.”

As shown in the table below, EPR’s population estimate for 2009 is about 0.06% less
than its forecast for 2008, and its estimates of future population growth average about
0.34% annually from 2010 through 2020. Personal income increased 0.12% from 2008
to 2009 and is projected to achieve an average annual growth rate of 5.04% from 2010
through 2020. Estimated full valuation decreased 3.28% from 2008 to 2009 and is
projected to achieve an average annual growth rate of 2.63% from 2010 through 2020,
inclusive. EPR’s current and projected General Fund and Transportation Fund revenues
are shown in the table on the following page.

Current and Projected Economic Data

Personal

Population Income E.F.V.

(in (in$ (in$
thousands) billions) millions)

2007 620.8 23.27 57,521
2008 621.3 24.15 58,475
2009 621.0 24.18 56,556
2010 621.7 24.36 56,831
2011 623.6 24.94 58,976
2012 625.5 26.03 62,059
2013 627.6 27.74 64,108
2014 629.8 29.62 65,814
2015 632.0 31.46 67,471
2016 634.4 33.30 69,072
2017 636.8 35.18 70,336
2018 639.2 37.15 72,082
2019 641.7 39.28 73,802
2020 644.4 41.48 75,233

(1) These figures were prepared by EPR, except Effective Full Valuation. Projected Effective Full
Valuation was based on Real Vermont Gross State Product annual growth rates provided by EPR.
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As shown in the table below, total revenue for fiscal year 2009 is $115.2 million less than
in fiscal year 2008, a decrease of 8.1%. Fiscal year 2010 total revenue is forecast to
decrease by $55.7 million, or 4.26%; the average annual revenue growth rate during the
fiscal year period, 2010 through 2020, inclusive, is projected to be approximately 2.63%.

Current and Projected Revenues

General Transportation Total
Fiscal Fund Fund Revenue
Year (in $ millions)  (in $ millions) (in $ millions)
2008 1,199.8 223.1 1,422.9
2009 1,104.1 203.6 1,307.7
2010 1,024.6 227.4 1,252.0
2011 1,084.1 235.4 1,319.5
2012 1,184.2 246.5 1,430.7
2013 1,238.7 2555 1,494.2
2014 1,306.4 266.4 1,572.8
2015 1,382.2 276.8 1,659.0
2016 1,465.1 289.2 1,754.3
2017 1,551.5 300.8 1,852.3
2018 1,641.5 314.7 1,956.2
2019 1,735.1 327.6 2,062.7
2020 1,834.0 342.3 2,176.3

(2) Amounts shown are “current law” revenue forecasts, based on a consensus between the State’s
administration and legislature. The official forecast is shown as of July 29, 2009.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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3. DEBT AUTHORIZATIONS AND PROJECTION SCENARIOS
Recent Debt Authorizations

In fiscal year 2009, $50.5 million of debt was issued, representing all but $14.15 million
of the $64.65 million authorized for that year. During fiscal year 2010, $87.305 million
of debt is expected to be sold, the total amount of the original 2010 recommended
authorization plus $17.35 million of authorized, but unissued debt remaining from 2008
and 2009. We believe this trend in which the State has annually extinguished all or a
large portion of the authorized amount of debt so that there doesn’t exist a rising residual
amount of authorized but unissued debt has enhanced the State’s credit position with
favorable responses from the rating agencies. The following chart presents the amounts
of G.O. debt that have been authorized and issued by the State since fiscal year 2001.

Total New Debt Authorization and Bonds Issued by Fiscal Year

100

87.31

(in $ millions)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

B Authorized @ Issuance

* It should be emphasized that a sizeable amount of the $34 million authorization in fiscal year 2001 was
paid down through pay-as-you-go funding and the use of surplus funds.

** As approved by CDAAC.

*** Anticipated to be issued.

Note: Annual issuances do not include refunding bonds.
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General Obligation and General Fund Supported Bond Debt Service Projections

The State’s projected annual G.O. debt service and debt outstanding are presented on the
following pages and summarized below. The projected debt service (at 6% interest rate)
assumes the issuance of $69,955,000 in G.O. debt during fiscal year 2010; for fiscal years
2011-2020, the table assumes the issuance of $71,825,000 annually.

TOTAL PROJECTED GENERAL OBLIGATION
DEBT SERVICE AND DEBT OUTSTANDING
(In Thousands of Dollars)

Fiscal Year G.O. Debt G.O. Bonds

Ending Service Outstanding
6/30/2009 70,459 440,633
6/30/2010 70,747 479,896
6/30/2011 74,658 503,358
6/30/2012 75,687 525,135
6/30/2013 75,933 548,010
6/30/2014 81,713 567,455
6/30/2015 78,331 590,850
6/30/2016 80,707 613,825
6/30/2017 83,025 636,360
6/30/2018 85,733 657,925
6/30/2019 90,053 676,835
6/30/2020 93,386 693,900

On the following page is a table showing the projected G.O. debt service, G.O. bond
principal payments, and G.O. bonds outstanding during each of the fiscal years, 2010
through 2020, inclusive. This table shows the projected issuance of $87,305,000 in fiscal
year 2010 and $71,825,000 during fiscal years 2011-2020, inclusive.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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EXISTING AND PROJECTED NET TAX-SUPPORTED G.O. DEBT SERVICE ($000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 Total

Current  Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.

FY D/S 87.305M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M  DIS
2010 70,747 0 0 0 0 0 0 0 0 0 0 0 70,747
2011 65,049 9,608 0 0 0 0 0 0 0 0 0 0 74,658
2012 58,442 9,341 7,905 0 0 0 0 0 0 0 0 0 75,687
2013 51,261 9,079 7,689 7,905 0 0 0 0 0 0 0 0 75,933
2014 49,829 8817 7,473 7,689 7,905 0 0 0 0 0 0 0 81,713
2015 39,452 8555 7,257 7,473 7,689 7,905 0 0 0 0 0 0 78,331
2016 35,048 8,294 7,042 7,257 7,473 7,689 7,905 0 0 0 0 0 80,707
2017 30,807 8,032 6,821 7,042 7,257 7,473 7,689 7,905 0 0 0 0 83,025
2018 27,171 7,770 6,606 6821 7,042 7,257 7,473 7,689 7,905 0 0 0 85,733
2019 25,363 7,508 6,390 6,606 6821 7,042 7,257 7,473 7,689 7,905 0 0 90,053
2020 22,783 7,246 6,175 6390 6,606 6,821 7,042 7,257 7,473 7,689 7,905 0 93,386
EXISTING AND PROJECTED NET TAX-SUPPORTED G.O. BOND PRINCIPAL PAYMENTS ($000) |

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 Total

Current  Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.
FY Principal 87.305M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M Principal
2010 48,042 0 0 0 0 0 0 0 0 0 0 0 48,042
2011 43,993 4,370 0 0 0 0 0 0 0 0 0 0 48,363
2012 42,088 4,365 3,595 0 0 0 0 0 0 0 0 0 50,048
2013 37,395 4,365 3,595 3,595 0 0 0 0 0 0 0 0 48,950
2014 37,230 4,365 3595 3,595 3,595 0 0 0 0 0 0 0 52,380
2015 29,685 4,365 3,595 3595 3,595 3,595 0 0 0 0 0 0 48,430
2016 26,510 4,365 3595 3,595 3595 3,595 3,595 0 0 0 0 0 48,850
2017 23,360 4,365 3,590 3595 3,595 3,595 3595 3,595 0 0 0 0 49,290
2018 20,740 4,365 3,590 3590 3,595 3,595 3595 3,595 3,595 0 0 0 50,260
2019 19,805 4,365 3590 3590 3,590 3,595 3595 3595 3595 3,595 0 0 52,915
2020 18,060 4,365 3590 3,590 3,590 3590 3595 3595 3595 3595 3,595 0 54,760
EXISTING AND PROJECTED NET TAX-SUPPORTED G.O. BONDS OUTSTANDING ($000) |

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 Total

Current  Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.

FY Debt 87.305M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M 71.825M Debt
2009 440,633 0 0 0 0 0 0 0 0 0 0 0 440,633
2010 392,591 87,305 0 0 0 0 0 0 0 0 0 0 479,896
2011 348,598 82,935 71,825 0 0 0 0 0 0 0 0 0 503,358
2012 306,510 78,570 68,230 71,825 0 0 0 0 0 0 0 0 525,135
2013 269,115 74,205 64,635 68,230 71,825 0 0 0 0 0 0 0 548,010
2014 231,885 69,840 61,040 64,635 68,230 71,825 0 0 0 0 0 0 567,455
2015 202,200 65,475 57,445 61,040 64,635 68,230 71,825 0 0 0 0 0 590,850
2016 175,690 61,110 53,850 57,445 61,040 64,635 68,230 71,825 0 0 0 0 613,825
2017 152,330 56,745 50,260 53,850 57,445 61,040 64,635 68,230 71,825 0 0 0 636,360
2018 131,590 52,380 46,670 50,260 53,850 57,445 61,040 64,635 68,230 71,825 0 0 657,925
2019 111,785 48,015 43,080 46,670 50,260 53,850 57,445 61,040 64,635 68,230 71,825 0 676,835
2020 93,725 43,650 39,490 43,080 46,670 50,260 53,850 57,445 61,040 64,635 68,230 71,825 693,900
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4. DEBT RATIOS

G.O. Debt Guidelines

Over the recent past, the State's investment grade ratings have significantly improved.
Even before the State’s rating was increased to Aaa by Moody’s in February, 2007, the
State had been the highest rated state in New England for several years. The State also
enjoys high double-A ratings from the two other nationally recognized credit rating
agencies. The State is currently pursuing a strategy to achieve a triple-A rating in the
near future from all three nationally recognized credit rating agencies and has employed
its debt load guidelines to assist the State achieve this goal.

CDAAC has adopted guidelines that are consistent with a triple-A rated state. As such,
there are four guidelines that are followed by CDAAC in the development of the annual
proposed general obligation bond authorization. First, the State will be guided annually
by its ability to meet the 5-year mean in debt per capita for triple-A states. Second, the
State should be able annually to meet the 5-year median of triple-A states in debt per
capita. Third, the State should be able to meet annually the 5-year mean of debt as a
percent of personal income for triple-A states. Fourth, Vermont will be guided by its
ability to meet the 5-year median for triple-A states of debt as a percent of personal
income. As of the end of fiscal 2009, Vermont was able to meet all four standards for
debt per capita and debt as a percent of personal income. The end of fiscal 2008 was the
first time that Vermont was able to satisfy all four standards.

In addition, CDAAC has adopted the guideline of limiting annual general obligation debt
service to no more than 6% of operating revenues, consisting of the annual aggregate of
General and Transportation Funds. At present and based on the fiscal 2010 adjusted
recommended debt authorization and the proposed fiscal 2011 debt authorization
amounts, the State will be in compliance with the 6% guideline for the foreseeable
future. For State purposes, this is an especially critical guideline, and while the State
expects to be below 6%, there will be a need to monitor the State’s performance in this
area very closely. Please see the accompanying charts to evaluate the State's current and
anticipated position with respect to the CDAAC guidelines.

This section discusses the impact of the proposed issuance of $87.305 million of G.O.
debt during fiscal year 2010 and $71.825 million annually thereafter for each of the fiscal
years, 2011 through 2020. Please refer to the “Historical and Projected Debt Ratios” on
page 26 for the statistical detail described below.

Debt Per Capita
The Committee has adopted a guideline for the State to equal or perform better than the

5-year mean and median of triple-A rated states on the basis of debt per capita. At
present, the targets are $896 for the mean and $778 for the median. Based on data from
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Moody’s Investors Service, Vermont’s 5-year mean and median debt per capita figures
are better than the 5-year mean and median for triple-A rated states. Using the 5-year
Moody’s median for triple-A rated states ($778) and increasing it by 3.18% annually
(60% of annual increase for peer group), combined with an assumption that the State will
issue $87.305 million during fiscal year 2010 and $71.825 million in 2011-2020,
Vermont will continue to be equal to (2017) or below the Moody’s 5-year mean and 5-
year median for triple-A rated states during fiscal years 2010 through 2020, inclusive (see
“Historical and Projected Debt Ratios”). It should be emphasized that the debt numbers
for Vermont have been generally falling and stabilizing while those of the triple-A rated
states, on a composite basis, have been rising.

Debt as a Percent of Personal Income

The Committee also adopted a guideline for the State to equal or perform better than the
5-year mean and 5-year median of triple-A rated states on the basis of debt as a percent of
personal income. At present, the targets are 2.7% for the mean and 2.5% for the median.
Based on data from Moody’s Investors Service, Vermont’s debt as a percent of personal
income figure is better than the 5-year mean and 5-year median for triple-A rated states.
Moreover, considering the 2009 figures alone, Vermont’s relative comparison improves
even more, with a widening gap between Vermont’s figure and those of the triple-A rated
states. Assuming that the State will issue $87,305,000 in fiscal year 2010 and
$71,825,000 in fiscal years 2011-2020, Vermont should be able to comply with the 5-
year mean and 5-year median for triple-A rated states (see “Historical and Projected Debt
Ratios”).

Debt Service as a Percentage of Revenues

This ratio, reflecting annual general obligation debt service as a percent of the annual
aggregate General and Transportation Funds, is currently 5.5%. With the projected
issuance of G.O. debt, this ratio is expected to increase to 5.7% for fiscal year 2010 and
drop annually thereafter until fiscal year 2020 (except for a 0.01% increase in 2014), at
which time it is estimated to be 4.3%. As noted elsewhere herein, the State’s adopted
standard for this category is 6% of annual general obligation debt service as a percent of
the annual aggregate General and Transportation Funds. At present and for the
foreseeable future, it is anticipated that the State will satisfy this standard.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE OF VERMONT
APPROACH TOWARD ESTABLISHING DEBT RATIO GOALS

Comparative Mean Debt Ratios?

Per Capita 2005 2006 2007 2008 2009
Al States $ 999 $1,060 $1,101 $1,158 $1,195
Triple-A’ 831 879 922 998 899
VERMONT 716 707 706 707 692
% of Pers. Inc. 2005 2006 2007 2008

All States 3.2% 3.2% 3.2% 3.2% 3.1%
Triple-A® 2.7 2.8 2.7 2.8 2.4
VERMONT 2.3 2.2 2.1 2.0 1.8

Listing of Triple-A Rated States By Rating Agency

2009 Triple-A Rated States Fitch Moody’s S&P
Delaware Yes Yes Yes
Florida No No Yes
Indiana No No Yes
lowa No No Yes
Georgia Yes Yes Yes
Maryland Yes Yes Yes
Minnesota Yes No Yes
Missouri Yes Yes Yes
North Carolina Yes Yes Yes
South Carolina Yes Yes No
Utah Yes Yes Yes
Virginia Yes Yes Yes
VERMONT No Yes No

! Based on data provided by Moody’s Investors Service. Florida raised to triple-A in 2005 and first
reflected in 2006 numbers; Indiana carries Municipal Issuer Ratings from both Moody’s and S&P,
assigned in 2008 and first reflected in 2008 numbers — this is a GO bond equivalent rating as Indiana does
not have GO debt outstanding; the Fitch rating is for lease revenue bonds; lowa carries Municipal Issuer
Ratings from Fitch, Moody’s and S&P, assigned in 2009 and first reflected in 2009 numbers — this is a GO
bond equivalent rating as lowa does not have GO debt outstanding; these calculations exclude all Vermont
numbers.

Z See chart on “Debt Per Capita” for complete listing of triple-A states and respective ratings. Thirteen
states currently rated triple-A by one or more of the nationally recognized rating agencies: Delaware,
Florida (2005), Indiana (2008), lowa (2008), Georgia, Maryland, Minnesota, Missouri, North Carolina,
South Carolina, Utah, Virginia and Vermont (2007).

¥ Same as Footnote #2.
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STATE OF VERMONT

MOODY’S INVESTORS SERVICE
DEBT PER CAPITA

_ July, 2009 Ratings

S&P

Fitch

2005

2006

2007

2008

2009

Delaware Aaa/Stable AAA/Stable AAA/StabIe $1 865 | $1,845 | $1,998 $2,002 $2,128
Florida® Aal/Negative | AAA/Negative | AA+/Negative 1,008 976 1,020 1,005 1,115
Georgia Aaa/Stable AAA/Stable AAA/Stable 803 784 916 954 984
Indiana® Aal/Stable AAA/Stable AA/Stable 415 474 657 478 482
lowa’® Aal/Stable AAA/Stable AA+/Stable 130 110 104 98 79
Maryland Aaa/Stable AAA/Stable AAA/Stable 1,064 1,169 1,171 1,297 1,507
Minnesota Aal/Stable AAA/Stable AAA/Negative 679 746 827 879 866
Missouri Aaa/Stable AAA/Stable AAA/Stable 449 496 613 675 670
No. Carolina Aal/Stable AAA/Stable AAA/Stable 682 804 728 898 832
So. Carolina Aal/Stable AA+/Stable AAA/Stable 558 661 630 966 899
Utah Aaa/Stable AAA/Stable AAA/Stable 792 707 621 542 447
Virginia Aaa/Stable AAA/Stable AAA/Stable 589 601 692 764 782
MEAN* 831 879 922 951 899
MEDIAN® 682 765 778 898 849
VERMONT® Aaa/Stable AA+/Stable AA+/Stable 716 707 706 707 692

5-Year Average Mean and 5-Year Median Excluding Vermont:
Vermont: $706
Vermont: $706

Triple-A Rated States

MEAN:

MEDIAN: $778

$896

! Florida raised to triple-A in 2005 and first reflected in 2006 numbers.

? Indiana carries Municipal Issuer Ratings from both Moody’s and S&P, assigned in 2008 and first

reflected in 2008 numbers — this is a GO bond equivalent rating as Indiana does not have GO debt
outstanding; the Fitch rating is for lease revenue bonds.

® lowa carries Municipal Issuer Ratings from Fitch, Moody’s and S&P, assigned in 2009 and first reflected
in 2009 numbers — this is a GO bond equivalent rating as lowa does not have GO debt outstanding.

* These calculations exclude all Vermont numbers.
% These calculations exclude all Vermont numbers.
® Vermont raised to triple-A in 2007.
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STATE OF VERMONT

MOODY’S INVESTORS SERVICE
DEBT AS % OF PERSONAL INCOME

Triple-A

Rated States 2005 2006 2007 2008 2009
Delaware 5.5% 5.3% 5.5% 5.2% 5.4%
Florida® 3.4 3.2 3.1 2.8 2.9
Georgia 2.8 2.7 3.0 3.0 3.0
Indiana? 1.4 1.4 2.1 1.5 15
lowa® 0.5 0.4 0.3 0.3 0.2
Maryland 2.9 3.0 2.8 3.0 3.3
Minnesota 2.0 2.1 2.2 2.3 2.1
Missouri 15 1.6 1.9 2.1 2.0
North Carolina 2.5 2.8 2.4 2.8 2.5
South Carolina 2.2 25 2.3 3.3 2.9
Utah 3.2 2.7 2.3 1.9 1.5
Virginia 1.8 1.7 1.8 1.9 1.9
MEAN* 2.7 2.8 2.7 2.8 2.4
MEDIAN® 2.5 2.7 2.3 2.8 2.3
VERMONT® 2.3 2.2 2.1 2.0 1.8

Triple-A Rated States
5-Year Average Mean and 5-Year Median Excluding Vermont:
MEAN: 2.7% Vermont: 2.1%
MEDIAN: 2.5% Vermont: 2.1%

! Florida raised to triple-A in 2005 and first reflected in 2006 numbers.

? Indiana carries Municipal Issuer Ratings from both Moody’s and S&P, assigned in 2008 and first
reflected in 2008 numbers — this is a GO bond equivalent rating as Indiana does not have GO debt
outstanding; the Fitch rating is for lease revenue bonds.

® lowa carries Municipal Issuer Ratings from Fitch, Moody’s and S&P, assigned in 2009 and first reflected
in 2009 numbers — this is a GO bond equivalent rating as lowa does not have GO debt outstanding.

* These calculations exclude all Vermont numbers.

® These calculations exclude all Vermont numbers

® Vermont raised to triple-A in 2007.
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Historical and Projected Debt Ratios

Net Tax-Supported Debt Net Tax-Supported Debt as Net Tax-Supported Debt Service
Per Capita (in $) Percent of Personal Income as Percent of Revenues
Fiscal Year State of Moody's State's State of Moody's State's State of Moody's State's
(ending 6/30) Vermont Median Rank @ | Vermont Median Rank “ | Vermont ® Median Rank
Actual @
1998 946 446 9 4.2 1.9 9 7.6 n.a. na
1999 953 505 10 4.2 2.0 10 7.2 n.a. na
2000 925 540 9 3.8 2.2 10 7.0 n.a. n.a
2001 828 541 15 33 21 14 6.8 n.a. n.a.
2002 813 573 18 3.0 2.3 14 6.5 n.a. n.a.
2003 861 606 16 3.0 2.2 17 6.7 n.a. n.a.
2004 724 701 24 25 24 25 6.0 n.a. n.a.
2005 716 703 25 2.3 24 27 5.4 n.a. n.a.
2006 707 754 29 2.2 25 28 5.1 n.a. n.a.
2007 706 787 28 2.1 24 30 5.1 n.a. n.a.
2008 707 889 32 2.0 2.6 33 5.0 n.a. n.a.
2009 692 865 34 1.8 25 35 55 n.a. n.a.
Current @ 710 n.a. n.a. 1.8 n.a. n.a. 55 n.a. n.a.
Projected State State State
(FYE 6/30) © Guideline © Guideline ) Guideline
2010 772 803 2.0 25 5.7 6.0
2011 807 828 2.0 25 5.7 6.0
2012 839 855 2.0 25 5.3 6.0
2013 873 882 2.0 25 5.1 6.0
2014 901 910 1.9 25 5.2 6.0
2015 935 939 1.9 25 4.7 6.0
2016 968 969 1.8 25 4.6 6.0
2017 999 999 1.8 25 4.5 6.0
2018 1029 1031 1.8 25 4.4 6.0
2019 1055 1064 1.7 2.5 4.4 6.0
2020 1077 1098 1.7 25 4.3 6.0
5-Year Moody's Mean for
Triple-A States 896 2.7 n.a.
5-Year Moody's Median for
Triple-A States 778 2.5 n.a.

(1) Actual data compiled by Moody's Investors Service, reflective of all 50 states.

(2) Calculated by Government Finance Associates, Inc.

(3) Projections assume the issuance of $87,305,000 of G.O. debt during fiscal year 2010 and $71,825,000 of G.O. debt annually
thereafter through 2020, inclusive, as discussed in the Introduction section of this report.

(4) Rankings are in numerically descending order (i.e., from high to low debt).

(5) Revenues are adjusted beginning in fiscal year 1998 reflecting "current law" revenue forecasts based on a consensus between the

State's administration and legislature.

(6) State Guideline equals the 2009 5-year Moody's median for triple-A states of $778 increasing annually at 3.18%.
(7) The 5-year Moody's median for triple-A States (2.5%) has not been increased for the period 2010-2020 since the annual number is
quite volatile, ranging from 2.3% to 2.8% over the last five years.
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5. SUMMARY

The State’s positive debt trends are highlighted as follows:

Vermont is now able to comply with CDAAC’s debt guidelines for triple-A rated
states. Based on the proposed debt recommendation for fiscal year 2011, CDAAC
expects the State to continue with this compliance over the fiscal years, 2010 through
2020, inclusive.

The State’s revenue surpluses experienced in previous years, resulting in the funding
(often at full funding) of the State’s budgetary stabilization funds for the General,
Transportation, and Education Funds, also contributed to significant pay-as-you-go
and budgetary surplus amounts being employed for funding Vermont capital
improvements.

The State’s practice of issuing debt with level annual principal installments has
resulted in a favorable amortization rate. At roughly 78% within ten years, the
State’s bond payout ratio (rapidity of debt repayment) has been favorably received by
the rating agencies and represents a debt management characteristic to be continued.

Based on the proposed debt recommendation for fiscal year 2011, CDAAC believes that
Vermont’s debt position will continue to be well received by the rating agencies and the
financial markets generally.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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6. PROVISIONS OF ENABLING LEGISLATION AND METHODOLOGY

The Committee is responsible for the submission of a recommendation to the Governor
and the General Assembly of the maximum amount of new long-term, net tax-supported
indebtedness (at this point, general obligation debt) that the State may prudently issue for
the ensuing fiscal year. Such recommendation includes guidelines and other matters that
may be relevant to the proposed debt to be authorized. The deadline for the Committee’s
annual recommendation is September 30". As previously mentioned herein, there were a
series of adjustments made during the most recent 2008 Vermont legislative session to
the CDAAC enabling legislation. Many of these have already been discussed. However,
there were changes to the composition of the Committee that have not been described.
The major legislative adjustments regarding the composition of CDAAC are as follows:

1. The Governor now has two appointments, and the State Treasurer has one. In
each case, the individuals shall not be officials or employees of the State and shall
have experience in accounting or finance.

2. A-representative of the VMBB to CDACC is chosen by the directors of the bank.
3. The Auditor of Accounts is now a non-voting member of CDAAC.

In addition, the legislature also replaced in the enabling legislation, “general obligation,”
with “net tax-supported indebtedness.” At this point, all of the State’s net tax-supported
indebtedness actually consists of only general obligation debt. However, in practical
terms, the State’s debt load, as computed by the nationally recognized rating agencies, in
determining the overall State debt, as reflected in the comparative debt statistics, is based,
not just on a state’s general obligation debt, but on its net tax-supported indebtedness. It
was therefore appropriate for the State to amend the legislation so that CDAAC would
focus on net tax-supported indebtedness exposure, not just general obligation debt,
although, at present, they are the same.

In making its recommendation, CDAAC has the responsibility to consider the following
provisions of the enabling legislation:

SUBPARAGRAPH (1):

The amount of state net state tax-supported indebtedness that, during the next fiscal year,
and annually for the following nine fiscal years:

(A) will be outstanding; and
(B) have been authorized but not yet issued.

SUBPARAGRAPH (2):

29



Government Finance Associates, Inc.

A projected schedule of affordable state net state tax-supported bond authorizations for
the next fiscal year and annually for the following nine fiscal years. The assessment of
the affordability of the projected authorizations shall be based on all of the remaining
considerations specified in this section.

SUBPARAGRAPH (3)

Projected debt service requirements during the next fiscal year, and annually for the
following nine fiscal years, based upon:

(A) existing outstanding debt;

(B) previously authorized but unissued debt; and

(C) projected bond authorizations.

SUBPARAGRAPH (4)

The criteria that recognized bond rating agencies use to judge the quality of issues of

state bonds, including but not limited to:

(A) existing and projected total debt service on net tax-supported debt as a percentage of
combined general and transportation fund revenues, excluding surpluses in these
revenues which may occur in an individual fiscal year; and

(B) existing and projected total net tax-supported debt outstanding as a percentage of
total state personal income.

SUBPARAGRAPH (5)

The principal amounts currently outstanding, and balances for the next fiscal year, and
annually for the following nine fiscal years, of existing:

(A) obligations of instrumentalities of the state for which the state has a contingent or
limited liability;

(B) any other long-term debt of instrumentalities of the state not secured by the full faith
and credit of the state, or for which the state legislature is permitted to replenish
reserve funds; and

(C) to the maximum extent obtainable, all long-term debt of municipal governments in
Vermont which is secured by general tax or user fee revenues.

The effect of the above items, 5(A), 5(B) and 5(C), on State debt affordability is a
function of the level of dependency for the repayment of this particular debt on the
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State’s general operating revenues. With respect to this matter, the principle that the
rating agencies follow should give us relevant guidance: Until such time that the State’s
guarantee or contingent obligation becomes actual (through a payment or a replenishment
obligation being made), then such debt or guarantee is not included in the State’s net tax-
supported indebtedness. Similarly, to the extent that the State has not been called upon to
pay for the debt components, as envisioned in Subparagraph (5)(C), then those items
should not become quantifiable factors included in the affordability analysis.

Contingent or Limited Liability Obligations (all figures as of June 30, 2009):

VEDA Mortgage Insurance Program: The State had a contingent liability of $6.72
million with respect to this Program.

VEDA Financial Access Program: The State had a contingent liability of $0.9
million with respect to this Program.

Reserve Fund Commitments (all figures as of June 30, 2009):

Vermont Municipal Bond Bank: The Bank had $488.6 million of debt outstanding
secured by reserve fund commitments from the State. At present, there is no limit on
the amount of reserve fund (“moral obligation”) debt that the Bank may issue and
have outstanding. The General Assembly is legally authorized, but not legally
obligated, to appropriate money to maintain the reserve funds at their required levels.
Since participating borrowers have always met their obligations on bonds of the
Bank, the State has not been required to appropriate money to the reserve fund for
this program.

Vermont Housing Finance Agency (“VHFA”): The VHFA had previously received a
legislative commitment of $155 million of moral obligation debt secured by reserve
fund fill-up mechanism from the State. It has not been necessary, over the years, for
the State to appropriate money to fill up the debt service reserve fund. In 2009, the
State authorized increased flexibility for VHFA’s use of the moral obligation
commitment specifically allowing for “pledged equity” contributions from the State’s
operating funds and increased flexibility in the use of the traditional debt service
reserve structure. See the section, “2009 Legislative Actions Impacting State Debt
Management Operations” for additional explanation.

It should also be noted that the State has authorized the VEDA to incur indebtedness
in an amount of $70 million secured by the State’s reserve fund commitment. Based
upon VEDA'’s historical performance and the quality of the loans it has provided and
expects to provide, it is not anticipated that it will be necessary for the State to
appropriate money for the reserve fund.

Legislation was passed in 2007 to create the Vermont Telecom Authority to facilitate

broadband and related access to an increased number of Vermonters. In this
connection, the State has authorized $40 million of debt that will have a moral
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obligation pledge from the State. The legislation requires that projects must be self-
supporting in order to utilize the moral obligation support. Considering the fact that
no debt has yet been issued by the Authority, the report has not included any portion
of such debt in the State's net tax-supported debt computations.

5. Legislation was passed in 2008 to provide a moral obligation pledge from the State to
the University of Vermont in the amount of $66 million and to the State Colleges in
the amount of $34 million. It is not expected that the State will need to appropriate
money to the respective reserve funds for these purposes.

6. As further discussed in the section, “2009 Legislative Actions Impacting State
Debt Management Operations,” for a review of the moral obligation program that
provided $50 million of moral obligation commitment by the State to VSAC. Such
debt remains unissued.

e Municipal Debt:

In conformance with the standards followed by the rating agencies, this evaluation does
not set forth or incorporate any debt obligations of Vermont municipalities. Should any
such obligations be required to be payable by the State (e.g., through assumption or
support of local debt as part of a financial emergency), a corresponding and appropriate
amount related to the State’s contribution would then be required to be included in the
analysis. At present, no such liability has occurred, and, therefore, none has been
included in this review.

SUBPARAGRAPH (6):
The impact of capital spending upon the economic conditions and outlook for the state.

In 2008, new language, “impact of capital spending upon the,” was added to this
subparagraph. It should be noted that CDAAC routinely considers this factor in the
context of its deliberations. Indeed, in the early 1990s, CDAAC recommended
significantly higher debt authorization during an economic downturn. There is always a
concern at the rating agencies when a state meaningfully enlarges its debt program to
ameliorate periodic economic downturns. The rating agencies will often advise that
long-term annual costs, in the form of higher debt service and frequently higher
administrative and operating expenses, can accompany such an increased debt program.

SUBPARAGRAPH (7):

The cost-benefit of various levels of debt financing, types of debt, and maturity schedules.
This subparagraph was added to the enabling legislation in 2008.

CDAAC annually goes through an extensive analysis to determine the “cost-benefit of

various levels of debt financing.” The cost-benefit is demonstrated by CDAAC’s
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determination of the amount of debt that the State should annually authorize and still
achieve compliance with CDAAC’s articulated affordability guidelines. This evaluation
is fundamental to CDAAC’s responsibility in recommending annually the amount of net
tax-supported indebtedness (i.e., general obligation, at present) that should be authorized
by the State.

Second, with respect to the “types of debt,” Vermont and its financing agencies have
utilized a great variety of debt types. At present, revenue bonds are sold by VSAC,
VHFA, VEDA, among others. The State Treasurer’s office has looked at a series of
options for possible revenue bond issuance, but, because of Vermont’s special
circumstances, revenue bonds have not appeared to be an answer to the State’s direct
infrastructure needs, except for VSAC, VHFA and VEDA. Moreover, for certain other
purposes, such as transportation needs (i.e., gasoline and GARVEE debt), it appears that
the associated revenue bonds would, in fact, be added to the State’s net tax-supported
debt, thereby eliminating the effective use of revenue debt for funding Vermont physical
infrastructure. Notwithstanding the fact that there have been no new revenue bond uses
recently for funding Vermont infrastructure requirements, the State will continue to
explore possible opportunities in this respect that would not cause debt load or debt
management difficulties for Vermont.

Further, quasi-revenue bonds, such as moral obligation or reserve fund commitments,
have also been employed by VMBB, VEDA, and VHFA, and such debt is now
authorized for issuance by VTA, VSAC, UVM and State Colleges. There is a more
extensive discussion of the State’s moral obligation commitments elsewhere in this
report. In addition, the State, in the past, has directly employed capital lease debt, largely
in the form of certificates of participation; however, this type of debt was proven to be
expensive and created an undue complexity for the State’s net tax-supported debt
statement, and the State decided in the late 1990s to refund the certificate of participation
indebtedness with general obligation debt — with the rating agencies indicating at the time
and subsequently their pleasure with the State’s actions. The State will continue to
review the extent to which efficient employment of lease financings can be achieved in
Vermont’s debt program without adversely affecting the State’s debt management
operations or credit position.

CDAAC and the State Treasurer’s Office are constantly reviewing prospects for funding
of required infrastructure through approaches that will not add to the State’s net tax-
supported indebtedness.

The maturity schedules employed for State indebtedness are directly tied to State statute.
Moreover, as indicated elsewhere herein, Vermont’s current debt repayment for its
general obligation bonds allows the State to recapture debt capacity at an attractive pace.
By shortening the debt service payments, it would have the effect of placing more fixed
costs in the State’s annual operating budget, leaving less funds available for discretionary
spending. By lengthening debt payments, that would increase the aggregate amount of
the State’s outstanding indebtedness, which would cause Vermont’s debt per capita and
debt as a percentage of personal income to rise, reducing the State’s ability to comply
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with its affordability guidelines. Notwithstanding these limitations, there may be
opportunities for the State in the future to adjust the maturity of its indebtedness to
achieve various debt management goals over time.

SUBPARAGRAPH (8):

Any projections of capital needs authorized or prepared by the agency of transportation,
the joint fiscal office, or other agencies or departments.

This subparagraph was added to the enabling legislation in 2008.

CDAAC is proceeding in its compliance with this provision. Material on school
construction, transportation, and other infrastructure capital requirements will be
considered as this information is provided to CDAAC over time.

Any other factor that is relevant to:

(A) the ability of the state to meet its projected debt service requirements for the next five
fiscal years; or

(B) the interest rate to be borne by, the credit rating on, or other factors affecting the
marketability of state bonds.

There are numerous factors that can affect the State’s affordability to incur future
indebtedness, including the prospective State economy and the availability of adequate
financial resources. Of course, it should be recognized that even though the debt load
indices employed in this report are also used by the rating agencies for determining the
amount of net tax-supported indebtedness that the State can effectively support, these
indices do not take into consideration the possibility for deterioration in the State’s
financial results. For example, if the State were to confront a significantly increased or
new financial liability that was not contemplated in the context of this analysis, the
predictability of this debt load and related indices would become less certain. Similarly,
if the State were to incur serious deficits or face a dangerously eroding economy, the
ability of the State to incur debt in the future could be affected. These managerial and
unpredictable aspects of debt affordability have not been considered in this analysis. It
will be important for State officials to monitor Vermont’s annual financial condition and
results, together with the State’s economic trends, in order to evaluate the State’s credit
position to determine whether annual issuance of debt should be adjusted to reflect a
changing financial outlook and credit condition for the State under altered circumstances.

With respect to the interest rate and credit ratings assumed in the evaluation, the report
has made realistic and conservative assumptions, consistent with the past. For
anticipated debt issuances, the interest rate on future State G.O. indebtedness is assumed
at 6.00%, which is well above the interest rate at which the State could currently sell
long-term general obligation bonds.
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At the same time, we have assumed that the State will maintain its current ratings: “Aaa”
from Moody’s, “AA+” from S&P, and “AA+” from Fitch. Of course, a negative change
in the State’s ratings in the future could adversely affect the comparative interest rates
that Vermont pays on its bond issues, thereby increasing the amount of the State’s annual
fixed costs for debt service. This effect could reduce the amount of long-term, net tax-
supported indebtedness that the State can annually afford to issue.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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7. APPENDICES

A. 2009 State Debt Medians (Moody’s Investors Service)
B. Fitch Ratings Credit Report

C. Moody’s Investors Service Credit Report

D. Standard & Poor’s Credit Report

E. Vermont Economic Outlook (New England Economic Partnership)
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2009 State Debt Medians
Report

Based on 2008 Data

Summary Opinion

State net tax-supported debt increased by 4.8% in 2008 to $416.8 billion (see
Figure 1), a slight decrease from the 5.1% growth rate in 2007. The slower growth
in net tax-supported debt resulted from the disruption in the bond markets during
the fall of 2008, which halted or significantly reduced issuance of debt by most
states for an interim period.

At the same time, median net tax-supported debt per capita decreased by 2.6% to
$865 from the preceding year's median of $889, reflecting reductions in debt
burden among some states. This resulted in a lower debt burden distribution for
states and ultimately a lower debt median. This year-over-year change was
significantly lower than the prior year's 12.9% increase, again reflecting market
disruption during the last quarter of 2008 as well as a slow down in issuance as
states anticipated receiving capital funding from the federal government as a part
of the stimulus bill.

During the first half of 2008, states continued to benefit from a favorable interest
rate environment, and issued debt to finance ongoing infrastructure projects as
usual. While the refinancing of auction rate securities and interest rate conversions
were major drivers of bond issuance volume during the second half of the year,
this activity did not add debt to state balance sheets as it was only the nature of
the outstanding debt that was modified.

For 2009, state debt issuance (which will be the basis of the 2010 Debt Median
analysis) will likely increase as a result of stabilizing bond markets, pent up market
demands, and the impact of the Federal American Recovery and Reinvestment
Act which includes provisions to encourage municipal debt issuance. The current
year will also see an increase in state reliance on long-term financing to alleviate
budget strain resulting from the economic recession.
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Figure 1
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Every year, Moody’s prepares a special comment that presents an analysis of state debt medians. The 2009
Debt Medians report examines the condition of net state tax-supported debt as of calendar year-end 2008. As
in prior years, the data presented in figures 1, 2, and 3 reflect the historical trend up to the immediately
preceding year’s state debt issuance while the data point label corresponds to the year in which the report is
produced (i.e. The data labeled 2009 reflect debt as of calendar year-end 2008) . Two measures of state debt
burden — debt per capita and debt as a percentage of personal income — are commonly used by analysts to
compare the debt burden of one state to another. Debt burden is one of many factors that Moody’s uses to
determine state credit quality. In considering debt burden, Moody’s also examines gross debt, which includes
contingent debt liabilities that may not have direct tax support, but are included in audited financial statements.

Growth of Net Tax-Supported Debt Slows

State tax-supported debt increased by 4.8% in 2008 to $416.8 billion, slightly lower than the 5.1% rate of
increase recorded in the previous year. The slower rate of growth is reflective of the contrasting market
conditions between 2008 and 2007. State debt issuance in 2007 benefited from a favorable interest rate
environment and significant infrastructure capital spending. Debt issuance in 2008 was impacted by a
combination of factors, starting with the downgrade of collateralized mortgage obligations brought on by the
softening real estate market and, ultimately the merger or, in the case of Lehman Brothers, bankruptcy in
September 2008 of some of the world's largest investment banks. As balance sheets weakened, municipal
bond insurers were downgraded, requiring collateral posting by issuers with insured floaters and auction rate
securities in their portfolios. Variable rate bonds were put back to banks and issuers, suddenly burdened by
bank bond rates, began to restructure their debt portfolios with more fixed rate debt. This activity was
unprecedented, but did not add to debt burdens; only the character of the debt was modified, as issuers
converted much of their existing variable rate debt to fixed rate.

During the first half of 2008, states continued to address transportation needs through bond issuance. Idaho
increased its issuance of Grant and Revenue Anticipation Vehicles (GARVEES), bonds issued for
transportation purposes which are backed by federal highway aid revenues. As a result of its $354 million
GARVEE debt issued during calendar year 2008 (Series 2008A and Series 2009A), the State of Idaho’s net-
tax supported debt increased 47%. However, the state still enjoys the benefits of one of the lowest debt
burdens relative to the other states; Idaho ranked a low 43rd out of 50 in total net-tax supported debt at 2008
year-end.

States also issued bonds for budgetary relief. The State of California issued $3.2 billion of Economic Recovery
Bonds to provide budgetary relief for the state during one of the arguably most fiscally challenging periods for
the state. One of the largest debt issues in 2008 was the State of Connecticut's $2 billion pension obligation
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bonds. The state issued these taxable bonds to address the significant unfunded liability in the state teacher’s
retirement system. The $2 billion sale contributed to the state’s 21% increase in net-tax supported debt.

Median Decline Reflects Change in Debt Per Capita in
Certain States

Median net tax-supported debt per capita at calendar year-end 2008 declined by 2.6% to $865 (see Figure 2).
While total net tax-supported debt increased at a slightly slower growth rate than in 2007, changes in debt
burden among certain states pushed debt per capita downward and resulted in a skewed distribution relative
to the median. While a handful of states sold large amounts of bonds contributing to the overall growth of total
net tax-supported debt like the aforementioned State of California’s $3.2 billion of Economic Recovery Bonds
and the State of Connecticut’s $2 billion of Pension Obligation Bonds, the majority of states experienced
declines in total debt burden.

Most of the decline in total net tax-supported debt burden can be attributed to the disruption in 2008 debt
market conditions. However, some states experienced a decline in net tax-supported debt for other reasons.
For example, the State of Louisiana’s net tax-supported debt burden declined by a notable 11% as a result of
an overstatement of the state’s 2007 net tax-supported debt . Other states which have experienced a decline
in total net tax-supported debt, for reasons other than a disruption in the 2008 debt market conditions include
Alabama, lowa, and Utah. In Alabama, the decline in net tax-supported debt was a result of the state’s largest
debt-issuing agency, the Public School and College Authority, issuing only about $50 million of debt, down
from $1 billion the prior year. At the same time, the state continued to amortize principal, reducing its debt
burden by 7.7%. The State of lowa, which historically has one of the lowest debt burdens of all states due to a
constitutional limitation on issuance of general obligation debt, did not issue any debt in calendar year 2008,
while amortizing roughly 19% of outstanding net tax-supported debt (primarily certificates of participation).
Similarly, the State of Utah refrained from issuing any debt during calendar year 2008 while continuing its
trend of rapid amortization, reducing outstanding net tax-supported debt in the state by 15%.

Figure 2
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Median net tax-supported debt, as a percent of personal income, decreased in 2008 by one-tenth of a
percentage point to 2.5% from 2.6% in the prior year. However, there were two states, Arizona and
Connecticut, for which the net tax-supported debt as a percent of personal income shifted one-half a percent
or more. Arizona's net tax-supported debt increased by $1.2 billion; over 60% of that increase was related to
increased issuance of appropriation-backed debt to fund capital projects, mostly K-12 school facilities.
Additional debt issued for transportation-related projects accounted for almost 20% of the increase. In
addition, a portion of the increase related to a change in the classification of certain outstanding debt to net
tax-supported debt for the first time. The State of Connecticut experienced an increase as a result of the $2
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billion pension obligation bond issuance mentioned earlier. States where the net-tax-supported debt as a
percent of personal income decreased by half a percentage point or more include Hawaii, lllinois, Louisiana,
and Massachusetts. In general, the decline is attributable to less borrowing in 2008 while continuing to
amortize debt previously issued. However, in Massachusetts the decline is due to both the amortization of
debt as well as a 4% increase in 2007 personal income growth for the commonwealth.

Mean net tax-supported debt, as a percent of personal income, at approximately 3.1% was relatively stable
compared to the prior year. Average mean net tax-supported debt, as a percent of personal income, from
1995 to 2008 remains unchanged at 3.0% (see Figure 3).

Figure 3
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2009 State Debt Outlook: Debt Issuance Expected to
INncrease

State debt issuance in 2009 is expected to be particularly robust as pent up demand for municipal securities
increases. States are also in the midst of a national recession which is causing significant negative pressure
on state finances. As state-source revenues decline, the need to use long-term debt to fund capital needs will
increase. Additionally, the passage of the federal American Reinvestment and Recovery Act (federal stimulus)
has created opportunities in the municipal bond market for additional debt issuance. The Build America Bond
(BAB) program allows the issuance of taxable debt with either an interest subsidy for the benefit of the issuer
or a tax credit to benefit the investor. States such as California, Indiana and North Carolina have already
utilized the BABs debt structure. California issued over $5 billion of general obligation BABs, Indiana issued
$193 million for economic development and the North Carolina Turnpike Authority issued $115 million of BABs
to benefit transportation.

In many states, the economic slowdown and the low interest rate environment may provide the impetus to
accelerate debt sales this calendar year to spur economic activity and bolster employment. For example, the
State of lowa plans to issue debt as a way to increase economic activity in the state. Other states will
restructure debt or opt to finance capital projects instead of paying for construction from operations to provide
budgetary relief as the recession continues to put downward pressure on state-source revenues.
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2009 State Debt Medians

Connecticut
Massachusetts
Hawaii

New Jersey
New York
Delaware
Washington
Illinois
Rhode Island
California
Oregon
Maryland
Mississippi
Kentucky
Wisconsin
New Mexico
Kansas
Louisiana
Florida

West Virginia
Georgia

Ohio
Pennsylvania
South Carolina
Minnesota
Nevada
Alaska

North Carolina
Arizona
Alabama
Virginia
Michigan
Maine
Vermont
Missouri

New Hampshire
Texas

Idaho
Oklahoma
Indiana

Utah
Montana
Arkansas
North Dakota
Colorado
South Dakota
Tennessee
Wyoming
lowa
Nebraska

MEAN:
MEDIAN:

Puerto Rico

Table 1: Net Tax-Supported Debt

Per Capita
($) Rating

$4,490
$4,323
$3,675
$3,621
$2,921
$2,128
$2,087
$1,877
$1,812
$1,805
$1,606
$1,507
$1,478
$1,477
$1,429
$1,394
$1,164
$1,164
$1,115
$1,050
$984
$962
$950
$899
$866
$865
$861
$832
$807
$796
$782
$766
$743
$692
$670
$525
$520
$513
$511
$482
$447
$391
$375
$356
$340
$274
$233
$84
$79
$17

$1,195
$865

$33,489**

Aa3
Aa2
Aa2
Aa3
Aa3
Aaa
Aal
Al
Aa3
Baal
Aa2
Aaa
Aa3
Aa2*
Aa3
Aal
Aal*
Al
Aal
Aa3
Aaa
Aa2
Aa2
Aal
Aal
Aa2
Aa2
Aal
Aa3
Aa2
Aaa
Aa3
Aa3
Aaa
Aaa
Aa2
Aal
Aa2*
Aa3
Aal*
Aaa
Aa2
Aa2
Aa2*
NGO**
NGO**
Aal
NGO**
Aal*
NGO**

Baa3

* |ssuer Rating (No G.O. Debt)

** No General Obligation Debt

*** This figure is not included in any totals, averages, or median
calculations but is provided for comparison purposes only.
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Table 2: Net Tax-Supported Debt
as a % of 2007 Personal Income

1 Hawaii

2 Massachusetts

3 Connecticut

4 New Jersey

5 New York

6 Delaware

7 Mississippi

8 Washington

9 Kentucky

10 Oregon

11 Illinois

12 Rhode Island

13 New Mexico

14 California

15 Wisconsin

16 Louisiana

17 West Virginia

18 Maryland

19 Kansas

20 Georgia

21 South Carolina

22 Florida

23 Ohio

24 North Carolina

25 Arizona

26 Alabama

27 Pennsylvania

28 Maine

29 Michigan

30 Nevada

31 Alaska

32 Minnesota

33 Missouri

34 Virginia

35 Vermont

36 Idaho

37 Oklahoma

38 Utah

39 Indiana

40 Texas

41 New Hampshire

42 Arkansas

43 Montana

44 North Dakota

45 Colorado

46 South Dakota

a7 Tennessee

48 lowa

49 Wyoming

50 Nebraska
MEAN:
MEDIAN:
Puerto Rico

9.4%
8.9%
8.2%
7.3%
6.3%
5.4%
5.2%
5.1%
4.8%
4.6%
4.6%
4.5%
4.6%
4.4%
4.0%
3.3%
3.6%
3.3%
3.2%
3.0%
2.9%
2.9%
2.8%
2.5%
2.5%
2.5%
2.5%
2.2%
2.2%
2.2%
2.2%
2.1%
2.0%
1.9%
1.8%
1.6%
1.5%
1.5%
1.5%
1.4%
1.3%
1.3%
1.2%
1.0%
0.8%
0.8%
0.7%
0.2%
0.2%
0.0%

3.1%
2.5%

66.3%

** This figure is based on 2006 Personal Income. It is not
included in any totals, averages, or median calculations but

is provided for comparison purposes only.
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Aa3
Aa3
Aa2
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Aa2
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Aa3
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Aa3
Aa2*
Aa2

Aa3
Al
Aa2
Aal
Aa3
Aaa
Aaa
Aa2
Aal*
Aal*
Aal
Aa2
Aa3
Aa3
Aa3

NGO**
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Aaa
Aa2
Aa3
Aa2*
Aa2
Aa2
Aaa
Aa2
Aal*
Aa2*
NGO**
NGO**
NGO**

Baa3

2009 State Debt Medians
Table 3: Total Net Tax Supported Debt (000's
1 California $66,363,000
2 New York $56,931,275
3 New Jersey $31,438,000
4 Massachusetts $28,093,304
5 Ilinois $24,212,758
6 Florida $20,444,760
7 Connecticut $15,720,999
8 Washington $13,666,660
9 Texas $12,646,297
10 Pennsylvania $11,828,000
11 Ohio $11,048,935
12 Georgia $9,531,999
13 Maryland $8,488,700
14 Wisconsin $8,042,593
15 North Carolina $7,670,275
16 Michigan $7,663,085
17 Kentucky $6,307,670
18 Oregon $6,086,283
19 Virginia $6,073,123
20 Arizona $5,244,025
21 Louisiana $5,134,681
22 Hawaii $4,734,558
23 Minnesota $4,520,242
24 Mississippi $4,343,504
25 South Carolina $4,029,181
26 Missouri $3,962,015
27 Alabama $3,708,729
28 Kansas $3,262,201
29 Indiana $3,071,435
30 New Mexico $2,766,631
31 Nevada $2,248,486
32 West Virginia $1,904,674
33 Rhode Island $1,903,690
34 Oklahoma $1,862,786
35 Delaware $1,858,100
36 Colorado $1,679,747
37 Tennessee $1,448,350
38 Utah $1,222,504
39 Arkansas $1,069,787
40 Maine $978,008
41 Idaho $781,837
42 New Hampshire $691,062
43 Alaska $591,200
44 Vermont $429,743
45 Montana $377,986
46 lowa $236,403
47 North Dakota $228,306
48 South Dakota $220,699
49  Wyoming $44,977
50 Nebraska $30,344
Totals $416,843,607
Puerto Rico $35,190,260***
* |ssuer Rating (No G.O. Debt)
** No General Obligation Debt
*** This figure is not included in any totals,
averages, or median calculations but is provided
for comparison purposes only.

Table 4: Gross Tax Supported Debt (000's
Gross to Net Ratio

1 California $75,204,000 1.13
2 New York $56,975,993 1.00
3 New Jersey $36,507,000 1.16
4 Florida $31,261,960 1.53
5 Massachusetts $29,554,754 1.05
6 Illinois $24,473,034 1.01
7 Connecticut $23,403,919 1.49
8 Michigan $22,802,662 2.98
9 Washington $21,434,260 1.57
10 Texas $16,810,159 1.33
11 Pennsylvania $16,415,000 1.39
12 Minnesota $15,297,887 3.38
13 Oregon $13,764,801 2.26
14 Ohio $11,103,470 1.00
15 Wisconsin $11,074,698 1.38
16 Virginia $10,008,612 1.65
17 Georgia $9,531,999 1.00
18 Colorado $9,199,547 5.48
19 Kentucky $8,777,125 1.39
20 Maryland $8,488,700 1.00
21 Alabama $8,152,027 2.20
22 North Carolina $7,670,275 1.00
23 Louisiana $6,348,454 1.24
24 Hawaii $6,276,116 1.33
25 Utah $6,253,704 5.12
26 Arizona $5,429,245 1.04
27 Maine $5,134,428 5.25
28 Indiana $4,718,872 1.54
29 South Carolina $4,651,263 1.15
30 Tennessee $4,603,271 3.18
31 Arkansas $4,397,120 4.11
32 Mississippi $4,343,504 1.00
33 Missouri $4,027,070 1.02
34 West Virginia $3,911,470 2.05
35 New Mexico $3,814,629 1.38
36 Alaska $3,606,500 6.10
37 Kansas $3,508,943 1.08
38 Delaware $3,393,400 1.83
39 Rhode Island $3,114,278 1.64
40 lowa $3,019,815 12.77
41 Nevada $2,925,206 1.30
42 New Hampshire $1,936,728 2.80
43 Oklahoma $1,890,284 1.01
44 Idaho $1,433,602 1.83
45 Vermont $1,126,237 2.62
46 North Dakota $892,540 3.91
47 South Dakota $457,677 2.07
48 Montana $377,986 1.00
49 Nebraska $45,129 1.49
50 Wyoming $44,977 1.00

Totals $559,594,329 1.34

Puerto Rico $39,413,260*** 1.12

** This figure is not included in any totals, averages, or median
calculations but is provided for comparison purposes only.
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2009 State Debt Medians
Table 5: Net Tax-Supported Debt as a Percentage of Personal Income
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Alabama 1.7 1.5 2.3 2.2 2.2 2.2 2.0 2.0 2.2 2.0 2.8 2.5
Alaska 0.5 0.0 1.0 0.4 0.4 0.3 3.0 2.8 2.6 2.7 2.4 2.2
Arizona 1.9 1.9 1.6 1.6 1.9 2.1 2.3 2.6 2.2 2.0 2.0 2.5
Arkansas 0.8 0.6 0.9 1.2 1.2 1.4 1.8 1.6 1.6 1.4 1.7 1.3
California 2.6 2.6 2.4 2.5 2.5 2.5 3.2 4.7 4.6 4.4 4.3 4.4
Colorado 0.1 0.0 0.03 0.4 0.7 0.9 0.9 1.0 0.9 0.9 0.8 0.8
Connecticut 8.7 8.7 8.1 8.0 8.0 8.2 8.4 8.5 8.0 7.8 7.3 8.2
Delaware 5.9 5.7 5.2 5.5 5.3 5.0 5.6 5.5 5.3 5.5 5.2 5.4
Florida 3.4 3.5 3.4 3.3 3.4 3.5 3.5 3.4 3.2 3.1 2.8 2.9
Georgia 2.9 2.9 2.8 2.6 2.9 2.9 2.9 2.8 2.7 3.0 3.0 3.0
Hawaii 10.7 11.2 11.6 11.0 10.4 10.9 10.4 11.1 12.1 10.6 9.9 9.4
Idaho 0.2 0.4 0.4 0.3 0.4 0.3 0.5 0.6 0.6 0.6 1.2 1.6
Illinois 2.7 2.6 2.6 2.7 2.8 3.2 5.8 6.2 5.9 5.5 5.2 4.6
Indiana 0.8 0.9 0.9 1.1 1.1 1.1 1.3 1.4 1.6 2.1 1.5 1.5
lowa 0.5 0.5 0.4 0.4 0.6 0.6 0.5 0.5 0.4 0.3 0.3 0.2
Kansas 1.7 2.0 2.4 3.1 3.0 3.0 3.3 4.0 3.8 3.7 3.5 3.2
Kentucky 3.9 3.7 3.5 4.4 4.3 4.4 4.4 4.0 4.5 4.3 4.7 4.8
Louisiana 2.6 2.6 2.4 2.5 2.4 2.7 2.6 2.4 3.1 4.9 4.3 3.3
Maine 1.9 1.9 2.1 2.0 1.9 1.8 1.8 2.2 2.0 1.9 1.9 2.2
Maryland 3.1 3.3 3.0 2.6 2.6 2.8 3.0 2.9 3.0 2.8 3.0 3.3
Massachusetts 7.8 7.8 8.0 8.5 8.5 8.5 8.5 8.5 9.8 9.4 9.8 8.9
Michigan 1.6 1.7 1.5 1.6 1.5 1.8 2.2 2.2 2.1 2.2 2.2 2.2
Minnesota 1.9 2.0 1.9 1.8 1.8 1.9 2.0 2.0 2.1 2.2 2.3 2.1
Mississippi 3.5 4.4 4.7 4.6 4.7 5.6 5.2 4.8 4.8 4.9 4.8 5.2
Missouri 1.0 1.0 1.0 1.1 1.3 1.3 1.6 1.5 1.6 1.9 2.1 2.0
Montana 1.4 1.7 1.7 1.7 1.6 1.4 1.3 1.1 1.4 1.5 1.2 1.2
Nebraska 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0
Nevada 1.6 1.8 1.8 1.8 1.7 1.4 2.0 2.0 2.2 1.7 2.0 2.2
New Hampshire 2.4 2.3 2.0 1.5 1.5 1.4 1.5 1.3 1.4 1.3 1.3 1.3
New Jersey 5.1 5.2 5.3 5.5 5.6 5.5 5.9 7.4 7.9 7.6 7.5 7.3
New Mexico 1.9 2.6 3.1 4.0 4.0 3.7 4.1 5.3 4.7 5.3 4.8 4.6
New York 6.5 6.6 6.4 6.2 5.9 5.9 6.7 7.2 6.7 6.7 6.3 6.3
North Carolina 1.0 1.2 1.4 1.4 1.4 1.6 2.0 2.5 2.8 2.4 2.8 2.5
North Dakota 0.8 0.6 0.7 0.9 0.9 0.9 0.9 0.6 1.2 1.0 1.1 1.0
Ohio 2.5 2.7 2.7 2.6 2.6 2.6 2.7 2.9 2.9 3.0 2.9 2.8
Oklahoma 0.8 1.2 1.3 1.4 1.3 1.2 1.2 1.2 1.4 1.5 1.5 1.5
Oregon 1.2 1.2 1.3 1.6 1.5 1.6 4.5 4.7 4.5 4.6 5.0 4.6
Pennsylvania 2.0 2.3 2.2 2.2 2.3 2.3 2.2 2.3 2.3 2.4 2.4 2.5
Rhode Island 6.6 6.5 6.2 5.3 5.2 5.0 4.4 4.3 4.1 4.6 4.7 4.5
South Carolina 1.6 1.6 1.6 1.8 2.5 2.4 2.4 2.2 2.5 2.3 3.3 2.9
South Dakota 1.5 1.5 1.5 1.2 0.9 0.7 0.9 0.9 0.7 0.8 0.9 0.8
Tennessee 0.9 1.0 1.0 1.2 0.9 0.8 0.8 0.7 0.8 0.7 0.7 0.7
Texas 1.4 1.3 1.2 1.0 0.9 0.9 0.8 1.0 1.0 1.3 1.4 1.4
Utah 3.1 3.6 3.3 2.8 3.0 2.9 3.5 3.2 2.7 2.3 1.9 1.5
Vermont 4.2 4.2 3.8 3.3 3.0 3.0 2.5 2.3 2.2 2.1 2.0 1.8
Virginia 2.1 2.0 2.1 1.9 1.8 1.7 1.7 1.8 1.7 1.8 1.9 1.9
Washington 4.8 4.6 4.6 4.4 4.4 4.8 4.9 4.9 4.9 5.1 5.1 5.1
West Virginia 2.8 3.4 3.3 4.2 4.0 4.1 3.6 4.6 4.4 3.9 3.9 3.6
Wisconsin 2.8 2.8 2.7 3.2 3.0 3.3 4.5 4.7 4.3 4.2 4.1 4.0
Wyoming 0.7 1.0 1.0 1.0 1.4 0.9 0.8 0.7 0.3 0.3 0.2 0.2
Median 1.9 2.0 2.2 2.1 2.3 2.2 2.4 2.4 2.5 2.4 2.6 2.5
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General Obligation Bonds AA+

Fitch issued an exposure draft on July 31,
2008 proposing a recalibration of tax-
supported and water/sewer revenue bond
ratings, which, if adopted, may result in
an upward revision of this rating (see
Fitch Research on “Exposure Draft:
Reassessment of Municipal Ratings
Framework”). Fitch has deferred its final
determination on municipal recalibration
due to market conditions and plans to
revisit the recalibration in the first
quarter of 2009 (see press release “Fitch
Defers Final Determination on U.S.
Municipal Ratings Recalibration,” dated
Oct. 7, 2008).
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New Issue Details

Sale Information: $50,500,000 General
Obligation Bonds, 2009 Series A, on or
about March 3 via negotiation.
Security: General obligations of the
state of Vermont, with its full faith and
credit pledged.

Purpose: Finance various capital
projects throughout the state.

Final Maturity: March 1, 2029.

Related Research

o State of Vermont, February 9, 2007

e Vermont’s debt profile reflects virtually exclusive use of general obligation debt
and amortizes rapidly.

e Debt ratios have declined in recent years and are now low; affordability planning is
employed.

e The state’s revenue stream is diverse, and reserve funds are fully funded.

e Vermont’s economy has diversified but is still vulnerable to the cyclical
manufacturing sector.

Key Rating Drivers
e Maintenance of fiscal balance amid the current recession.

e Maintenance of a low to moderate debt burden.

Credit Summary

Vermont’s ‘AA+’ rating reflects its low debt burden, which is maintained through
adherence to debt affordability guidelines, conservative financial management with
fully funded reserves, and an economy that is now less dependent on the manufacturing
sector. Outstanding debt, which is almost entirely GO and matures rapidly, has declined
from previously moderate levels. The state budgets conservatively, and its diverse
revenue stream includes a state property tax for education. Reserves in each major
operating fund, as of the close of fiscal 2008, were at full funding at 5% of prior-year
appropriations. The comparatively narrow state economy is supported by larger-than-
average manufacturing (albeit less so than in the past), tourism, and health and
educational services sector employment. Vermont has a relatively small income base
with an older and well-educated population. Challenges include the need to address
continued education and Medicaid spending pressures.

Vermont lost less than 1% of its jobs during the recession earlier this decade; by 2004,
it had exceeded its prerecession annual employment peak, in sharp contrast to the
steep and protracted recession of the early 1990s. Employment grew a below average
1% per year in 2005 and 2006, while employment was flat in 2007. The first half of 2008
saw very slight improvements on a year-over-year basis, but declines began in May 2008,
and the fourth quarter data saw performance decline sharply. December 2008
employment data indicate state employment declined 1.9% from the December 2007
level, with the most significant declines occurring in the construction and
manufacturing sectors. Manufacturing sector employment, led by an IBM facility near
Burlington, still exceeds the national level on a percentage basis, though both
employment and personal income reliance on this sector have dropped in recent years.
State unemployment has historically been and remains comfortably below the national
level, though the recently re-estimated December 2008 rate of 5.9% was well above the
4.0% level reported one year prior. Vermont has been challenged by the aging of its
population; the median age of 40.6 years is well above the national median of 36.7
years and is exceeded only by Maine. Per capita personal income in 2007 totaled
$37,446, ranking Vermont 21st among the states, at 97% of the national level.
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Conservative practices and well-stocked reserves sustained healthy finances during the
recession earlier this decade, with the state using some reserves and reducing
appropriations in fiscal years 2002 and 2003 when revenues softened. Operations were
subsequently favorable, and reserves were restored to their maximum level by the end
of fiscal 2004. Surpluses in fiscal years 2004-2007 were largely used for reserves,
additional pension contributions, property tax relief, and carryovers into ensuing fiscal
years. Fiscal 2008 also ended with a $30 million general fund surplus (budgetary basis).
Fiscal 2009 revenues, which have seen expectations revised downward on several
occasions, through January 2009 were lagging recently lowered expectations by 2%. A
current-year general fund budget gap of nearly $50 million — resulting from upward
spending pressures, the aforementioned revenue declines, and net of $27 million in
already-enacted spending reductions — is expected to be solved with federal stimulus
dollars. The fiscal 2010 executive budget proposal addresses a $201 million funding gap
with a mix of temporal and ongoing budget solutions, including reductions in human
services spending, cuts to the state’s work force, use of a human services caseload
reserve, and the application of additional stimulus dollars, though the proposal keeps
intact the 5% reserves in each of the primary operating funds.

Virtually all of Vermont’s debt is GO, and it amortizes rapidly. The state’s debt burden is
low. As of June 30, 2008, net tax-supported debt of $438 million equaled $706 per capita
and 1.9% of 2007 personal income. Debt has declined since the 1990s as a result of debt
affordability recommendations, and while annual issuance levels are expected to grow,
debt ratios are expected to remain low to moderate. Vermont’s pension systems remain
well funded, and the state has acted
to improve funding levels for the
teacher’s retirement system. Debt Statistics

(5000, As of June 30, 2008)

, General Fund 421,374
Vermont’s ~ debt levels  have g iaiFund 8.120
consistently declined and are now  Transportation Fund 9,088
considered low. As of June 30, 2008, Total General Obligation Debt 438,582
net tax-supported debt of Contingent Liabilit

o1l . ontingent Liabiities:
3438 mlghon equaled 3706 pe!’ capita VEDA Mortgage Insurance Program 8,288
and 1.9% of 2008 personal income, VEDA Financial Access Program 882
well below 1999 levels of $948 per
capita and 3.9% of 1998 personal Reserve Fund Commitments:
income Bond Bank 487,715
: Housing Finance Agency 155,000
h . . l Economic Development Authority 70,000
There are no .const1tut1ona or VT Telecom Authority 40,000
statutory restrictions on debt in UVM/VSC 100,000
Vermont. All direct debt is now GO,  Gross Tax-Supported Debt 1,300,467
as a minor amount of leases and Less: Contingent L1ab1[1t1efs 9,170
tificates of articivation were Less: Reserve Fund Commitments 852,715
cert o p p Net Tax-Supported Debt 438,582
refunded in fiscal 1998. General
purpose bonds are serviced from the Net Tax-Supported Debt
X Per Capita (5) 706
general fund and highway debt from o ¢ personal Income 1.9
the transportation fund. Not included
in the GO debt is debt issued by the ~ Amortization —(General Obligation Debt) (%) 48
iducatlon afnd Hezilr;ch Bmgjmgflj';nanc? Due in 10 Years 76
n r nefi
dge fy 0 l de e T h loh 22008 population estimate. UVM — University of Vermont.
eve Opmenta an menta ealt VSC — Vermont State Colleges. Note: Numbers may not add due

services providers, although much  torounding.
support for the programs comes from

state appropriations.

State of Vermont February 27, 2009



FitchRatin

KNOW YOUR RISK

gs

Vermont has considerable exposure through credit extension. The state’s full faith and
credit backs up certain programs of the Vermont Economic Development Authority (VEDA,
or the authority), including the authority’s insuring of up to $15 million in mortgages. As of
June 30, 2008, the authority had $8.3 million in mortgage contracts outstanding. The
authority also is authorized to reimburse lenders participating in the Financial Access
Program to a maximum of $2 million. As of June 30, 2008, the reimbursement liability was
$881,847. VEDA has also issued commercial paper (565 million outstanding) for financing
new loans; the commercial paper program has a reserve deficiency makeup provision with
the state, not to exceed $70 million. Calls on the various guarantees have been minor.

In addition to VEDA commitments, the state has reserve fund deficiency makeup
provisions with the Vermont Municipal Bond Bank and the Vermont Housing Finance
Agency, with the latter limited to $155 million in bonds; no calls have been employed.
The state also has reserve replenishment commitments with the Vermont
Telecommunications Authority (VTA) as well as the University of Vermont and Vermont
state colleges totaling $40 million and $100 million, respectively. To date, no VTA debt
has been issued against these commitments. Further, it is likely that a $50 million
combined commitment to the Vermont Student Assistance Corporation for reserve
replenishment or equity funding will be extended in the near future.

The state has issued short-term debt, both for operating and capital purposes. In
fiscal years 1993-1997, it was entirely in the form of commercial paper. Subsequently,
there was no need for operating borrowing until fiscal 2003, when $75 million was issued. In
fiscal 2004, $48 million was issued, but the state’s finances have improved since then, and
the state has not issued short-term debt.

Vermont has a capital debt affordability advisory committee that will recommend prudent
debt authorizations, taking into account, among other things, debt in relation to personal
income and debt service in relation to revenues. Annual recommended amounts declined
from $64 million in fiscal 1994 to $43 million in fiscal years 1997 and 1998 and less than
$40 million from fiscal years 1999-2004. The recommendation rose to $41 million in
fiscal 2005, $45 million in fiscal years 2006 and 2007, and $49.2 million for fiscal 2008.
While the committee had initially recommended $54.65 million in new issuance for
fiscal 2009, the state’s general assembly authorized an additional $10 million above this
for transportation purposes, and the committee subsequently offered an amended
recommendation that included the additional debt. For fiscal 2010, $69.955 million has
been recommended by the committee, inclusive of an additional $10 million for
transportation projects, though the general assembly has not yet authorized this
proposed new debt. Although authorized issuance levels have grown, debt retirement is
rapid, with 75.6% expected to be amortized over the next 10 years, and debt ratios are
forecast to remain in the low-to-moderate range over the next several fiscal years.

The state is presently considering the creation of a transportation revenue bond credit.
Debt service is expected to be provided for through new revenue sources, though the
state may also extend its GO pledge to such debt. Fitch Ratings will monitor
developments of this new potential credit.

Pensions/Other Post-Employment Benefits

Vermont’s pension systems are well funded, though the funded ratio for the Vermont
State Teacher’s Retirement System (VSTRS) system has declined in recent years. The
Vermont State Employees Retirement System (VSERS) was 94.1% funded at the last
actuarial valuation on June 30, 2008. The VSTRS was 80.9% funded. The state has
funded the teachers’ system below the actuarially recommended contribution (ARC);
however, following a change in some actuarial calculations, it has fully funded the ARC
since fiscal 2007.
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Vermont has completed five actuarial studies for its other post-employment benefits
liability to date. For VSERS, assuming a trust is established and prefunding of the liability,
the unfunded actuarial liability is $423.5 million, and the ARC is calculated at $36.7
million for fiscal 2009. For VSTRS, with the same assumptions, the unfunded actuarial
liability is $424.2 million, with an ARC of $32.3 million for fiscal 2009. The state has
statutorily established an irrevocable trust for VSERS and set aside
$3.7 million as of the close of fiscal 2009, but it has not decided on how to fund the ARC.

The state maintains three primary funds, with the general fund serving as the state’s
basic operating account. The education fund supports the state’s portion of K-12
funding through the receipt of one-third of sales tax revenues, one-third of motor
vehicle purchase and use tax receipts, lottery proceeds, and the statewide property tax,
among other sources. Each fund maintains its own reserve. The transportation fund
receives motor fuel taxes and other vehicle-related revenues, and these moneys are
expended for construction and maintenance of the state’s transportation network,
state police services, and debt service on transportation debt.

Accounting has been done on a cash basis, but the conversion to generally accepted
accounting principles (GAAP) was completed for fiscal 1996. Vermont’s comprehensive
annual financial reports (CAFRs) for fiscal years 2002, 2003, and 2004 were each
delayed due to complications of a new financial system, conversion to GAAP Statement
No. 34, and a delay in auditing capital assets. The problems have since been remedied.

Vermont has a relatively high tax burden and a diverse revenue stream that includes a
personal income tax, which provided 52% of audited fiscal 2008 general revenues. The
income tax was decoupled from the federal income tax in tax year 2001. Other general
fund sources include a corporate income tax, an insurance tax, a property transfer tax,
an estate tax, liquor and cigarette taxes, and meals and rooms taxes. Vermont’s 6%
sales tax — which yields 16% of combined general and education fund revenues — is
split between the general fund and education fund on a two-thirds/one-third basis,
respectively. It exempts food, medicine, clothing, and supplies and energy for
manufacturing and agricultural uses. Vermont’s statewide property tax for education
represented 85% of education fund receipts in fiscal 2008. Vermont has typically
forecast revenues for its three primary funds biannually in January and July. However,
the state has been producing quarterly forecasts over the past year and expects to
continue to do so until the economy shows signs of recovery.

Fiscal 2002 represented the state’s poorest financial performance since the early 1990s.
Revenues, projected to hold steady, fell by 7% over 2001 levels, with personal income tax
receipts off 11%. The state responded throughout the year by lowering estimates twice,
reducing appropriations, and using portions of the reserves. On a GAAP basis, the general
fund ran a $23 million operating deficit, to close with a $149.6 million total fund balance.

The state expected fiscal 2003 revenues to also decline and lowered revenue estimates
and made cuts. However, following late-year strength, revenues actually matched the
originally budgeted level, allowing for modest reserve replenishment at a much earlier
stage in the cycle than was possible for most other states. Tax revenues for the year
rose 3.1%. At the close of the year, the general fund stabilization reserve was about
one-half funded at $23.6 million. On a GAAP basis, the general fund ran a $49.8 million
operating deficit and closed with a $99.8 million total fund balance.
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Financial Summary — GAAP

(5000, Fiscal Years Ended June 30)

General Fund Education Fund

2003 2004 2005 2006 2007 2008 2003 2004 2005 2006 2007 2008
Personal Income Tax 369,498 434,395 499,007 575,710 582,181 620,824 0 0 0 0 0 0
Sales Tax 217,984 254,107 207,630 218,227 221,748 223,563 0 10,884 103,786 109,112 111,306 113,050
Corporate Income Tax 26,731 46,740 61,154 72,036 78,365 71,265 6,270 10,289 0 0 0 0
Meals and Rooms 83,065 90,735 113,037 112,204 115,447 120,327 18,811 18,333 0 0 0 0
Statewide Property Tax 0 0 0 0 0 0 453,914 487,536 732,331 813,588 878,715 798,905
Total Taxes 802,186 825,974 1,025,142 1,122,518 1,127,228 1,175,986 556,411 609,312 865,564 951,469 1,018,782 913,900
Total Revenue 821,510 967,977 1,049,325 1,122,681 1,167,499 1,196,078 558,960 612,107 865,631 951,632 1,018,959 940,353
Education 118,056 121,775 128,356 137,093 159,232 142,782 838,313 874,787 1,159,872 1,239,072 1,309,545 1,252,529
Public Safety 64,382 69,148 75,347 81,477 88,768 86,273 0 0 0 0 0 0
Human Services 270,664 233,961 326,496 272,633 381,680 402,110 0 0 0 0 0 0
General Government 35,258 37,267 40,763 43,270 56,510 69,738 0 0 0 0 0 0
Debt Service 67,903 66,044 62,609 62,702 64,547 64,205 0 0 0 0 0 0
Total Expenditures 588,205 560,795 672,817 636,751 800,541 812,903 838,313 874,787 1,159,872 1,239,072 1,239,072 1,252,529
Transfers In and Other Sources 34,015 162,435 19,831 11,044 33,938 51,246 270,211 296,609 279,275 289,476 311,437 309,218
Transfers Out and Other Uses  (317,160)  (514,643)  (387,397)  (499,192) (399,317)  (441,728) (1,071) 0 0 (932) 0 (4,700)
Net Surplus/ (Deficit) (49,840) 54,974 8,942 (2,218) 1,580 (7,307) (10,213) 33,929 (14,966) 1,104 91,323 (7,658)
Balance Sheet
Cash and Investments 22,805 78,070 106,427 100,436 78,305 81,644 11,315 39,568 29,075 29,556 49,441 41,738
Less: Current
Liabilities/Encumbrances 19,789 26,804 53,215 54,946 21,671 41,756 10,226 9,271 13,538 25,386 13,049 12,785
Current Position 3,016 51,266 53,212 45,490 56,634 39,888 1,089 30,297 15,537 4,170 36,392 28,953
Taxes Receivable 121,537 147,440 160,883 165,686 194,815 194,305 6,467 13,750 13,840 13,352 15,664 13,757
Interfund Receivables 25,149 20,975 31,219 31,463 36,244 37,471 730 14 36 0 0 0
Deferred Revenues (66,160) (80,519) (93,140)  (102,629) (122,692) (129,393) (1,343) (3,089) (3,407) (2,500) (3,249) (2,407)
Total Fund Balance 99,753 154,726 163,668 161,450 163,030 155,723 7,042 40,971 26,005 27,109 47,960 40,303
As % of Revenues 12.1 16.0 15.6 14.4 14.0 13.0 1.3 6.7 3.0 2.8 4.7 4.3
Reserved for Budget Stabilization 23,565 44,486 45,771 51,808 55,224 57,839 11,076 22,763 22,901 24,324 28,248 29,393
As % of Revenues 2.9 4.6 4.4 4.6 4.7 4.8 2.0 3.7 2.6 2.6 2.8 3.1
Undesignated Fund Balance 47,062 61,974 68,610 68,317 68,057 54,458 (4,068) 18,209 3,104 2,785 19,712 10,910
As % of Revenues 5.7 6.4 6.5 6.1 5.8 4.6 0.7) 3.0 0.4 0.3 1.9 1.2

Note: Numbers may not add due to rounding.

State fiscal years 2004 and 2005 were both characterized by good revenue growth
leading to surplus, full reserve funding, and balance carry-forward. As in most states,
fiscal 2004 operations were also assisted by federal aid, which helped offset rapid
growth in Medicaid spending. Fiscal 2006 was the third consecutive strong year for the
state. On an operating basis, the state closed with a $43 million surplus, which was
transferred in part to the transportation fund ($10 million) and the budget stabilization
reserve ($6 million); $29.4 million was carried forward to fiscal 2007.

Surplus operations continued in fiscal 2007 with a realized general fund surplus of
$31.7 million, driven by strong personal and corporate income tax receipts. The state
transferred $8 million of the surplus to the transportation fund, and $1.1 million to
other funds. At year end, the general fund stabilization reserve, required to hold 5% of
prior-year expenditures, was fully funded at $55.2 million, while the transportation fund
stabilization reserve, also required to hold 5%, and the education fund stabilization reserve,
required to hold between 3% and 5% of fund spending, were also funded at their statutory
maximums. Fiscal 2008 ended with a $30 million general fund surplus, led again by
overperformance in the personal and corporate income taxes. Sales tax revenues lagged
the annual target by 2.4%. Fiscal 2008 general fund revenues of nearly $1.2 billion were
up 4.2% over the fiscal 2007 level, with receipts for the income tax up 7.0%, sales tax
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up 1.3%, and business taxes up 2.4%. All three reserves remained fully funded at their
statutory maximum level at the end of fiscal 2008.

Fiscal 2009 revenues, which have seen expectations revised downward on several
occasions, through January 2009 were lagging the revised estimates by 2%. The January
forecast projected fiscal 2009 general fund revenues would drop 8% from fiscal 2008
levels, with personal, corporate, and sales tax revenues declining 11.3%, 29.9%, and
4.9%, respectively. A current-year general fund budget gap of nearly $50 million,
resulting from upward spending pressures, the aforementioned revenue declines, and
net of $27 million in already-enacted spending reductions, is expected to be solved
with federal stimulus dollars.

The fiscal 2010 executive budget proposal addresses a $201 million funding gap with a
mix of temporal and ongoing budget solutions, including reductions in human services
spending, cuts to the state’s workforce, use of a human services caseload reserve, and
the application of additional stimulus dollars, though the proposal keeps intact the 5%
reserves in each of the primary operating funds.

Proposed fiscal 2010 general fund spending declines by 4.9%. K-12 public education
spending remains a source of pressure for the state as expenditures have grown
significantly despite declining enrollment statewide, and the governor supports reform
of the state’s education funding mechanism. Medicaid spending has also been a
pressure, although the state has implemented some cost-control methods.

Vermont has a relatively small and narrow economy that includes manufacturing,
tourism, agriculture, and health and educational services. Health and educational
services now account for 19% of employment, while government and leisure and
hospitality employment represent 18% and 11% of state jobs, respectively, both well
above national averages. Fletcher Allen Health Care, which has recently upgraded its
facilities in the state, is reportedly the state’s largest employer, with 6,700 employees
in the state. The business and professional services sector is small in Vermont, making
up just 7.2% of state jobs, compared with 13.1% for the nation, and the financial
activities sector is also undersized when compared to that of the nation (4.2% of
Vermont employment versus 6.0% national employment) despite attempts to grow the
captive insurer base in the state.

Manufacturing, mostly durables, is still important at 11.2% of jobs, above the nation’s
10.1%. Manufacturing declined in the 1990s recession, with employment dropping from
more than 50,000 in 1985 to 43,000 in the early 1990s. There was recovery, with 2000
manufacturing employment at 46,400, but it slipped by 2003 to 37,600. Manufacturing
employment as of December 2008 was at 34,500. IBM, located in the Burlington area,
was previously the state’s largest private employer, reduced its work force by some
1,800 employees during the recession earlier this decade; the company is experiencing
additional contraction in the current environment. General Electric also has a
significant manufacturing facility in Rutland. The state has a multiseason tourism
industry. Cross-border retail and tourism activity is also important. Housing prices have
grown consistently over the past several years, spurred by increasing second-home and
condominium investment, and declines over the next few years are expected to be
more modest than those seen in other parts of New England and the nation. Mortgage
delinquency rates in the state compare favorably to national and regional levels.

Vermont’s employment growth outperformed the nation’s annually from 2000-2004.
Year-over-year job losses began in December 2001 and persisted through July 2003. On
an annual basis, recessionary losses were about a combined 1% during 2002 and 2003,
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well below the national loss. Job growth returned to Vermont in 2004, with a 1.3%
increase. Growth was tepid in 2005 (0.8%) and 2006 (0.7%), and employment was flat in
2007. The first half of 2008 saw very slight improvements on a year-over-year basis, but
declines began in May 2008, and the fourth quarter data saw performance decline
sharply. December 2008 employment data indicate state employment declined 1.9%
from the December 2007 level, with the most significant declines occurring in the
construction and manufacturing sectors. State unemployment has historically been and
remains comfortably below the national level, though the recently re-estimated
December 2008 rate of 5.9% was well above the 4.0% level reported one year prior.

Vermont’s personal income per capita has lagged the U.S. rate since World War I,
falling to as low as 77% of the U.S. level in 1950, and it hovered at only 83% as recently
as 1977. More recently, per capita personal income hovered around 90% of the U.S.
average until 1998. Per capita personal income in 2007 totaled $37,446, ranking
Vermont 21st among the states, at 97% of the national level.

Vermont’s population grew 8.2% during the 1990s, faster than the New England region,
yet slower than the U.S. The census bureau estimates Vermont has grown about 2.0%
during this decade, slightly faster than New England but slower than the U.S. Vermont’s
population is well educated, with nearly one-third of adult Vermonters holding college
degrees, ranking it sixth among the states in a tie with Virginia. Vermont also has the
nation’s largest share of population — nearly three-quarters — living outside the
state’s primary metropolitan area. Vermont has been challenged by the aging of its
population; the median age of 40.6 years is well above the national median of
36.7 years and is exceeded only by Maine.
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Economic Trends

Nonfarm Employment Unemployment Rates
(000, Not Seasonally Adjusted) (%, Not Seasonally Adjusted Annual Rates)
vT % Change u.s. % Change vT U.S. VT as % of U.S.
1980 200 — 90,528 — 4.9 7.1 88
1989 262 30.8 108,014 19.3 3.6 5.3 68
1990 258 (1.6) 109,487 1.4 4.9 5.6 88
1991 249 (3.3) 108,374 (1.0) 6.6 6.8 97
1992 251 0.8 108,726 0.3 6.4 7.5 85
1993 257 2.5 110,844 1.9 5.3 6.9 77
1994 264 2.5 114,291 3.1 4.6 6.1 75
1995 270 2.4 117,298 2.6 4.3 5.6 77
1996 275 1.8 119,708 2.1 4.4 5.4 82
1997 279 1.6 122,776 2.6 4.0 4.9 82
1998 285 2.0 125,930 2.6 3.1 4.5 69
1999 292 2.3 128,993 2.4 2.9 4.2 69
2000 299 2.4 131,785 2.2 2.6 4.0 65
2001 302 1.1 131,826 0.0 3.3 4.7 70
2002 299 (0.9) 130,341 (1.1) 4.0 5.8 69
2003 299 (0.0) 129,999 (0.3) 4.5 6.0 75
2004 303 1.3 131,435 1.1 3.7 5.5 67
2005 306 0.8 133,703 1.7 3.5 5.1 69
2006 308 0.7 136,086 1.8 3.7 4.6 80
2007 308 0.0 137,623 1.1 4.0 4.6 85
December 2007 315 — 138,934 — 4.0 4.9 80
December 2008p 309 (1.9) 136,119 (2.1) 5.9 7.2 89
Personal Income Personal Income Per Capita
(Change from Prior Year) (Change from Prior Year)
% Change % Change
VT as % of U.S.
vT U.S. VT as % of U.S. Growth vT u.s. Growth
1995 4.8 5.3 89 3.8 4.1 94
1996 5.4 6.0 90 4.6 4.8 96
1997 6.9 6.1 114 4.7 4.8 99
1998 6.1 7.4 83 7.1 6.1 116
1999 5.8 5.1 114 5.1 3.9 129
2000 7.9 8.0 98 7.0 6.8 102
2001 5.1 3.5 145 4.6 2.4 187
2002 1.7 1.8 97 1.2 0.8 148
2003 3.7 3.1 117 3.5 2.2 159
2004 5.7 6.1 93 5.4 5.1 105
2005 2.5 5.6 45 2.4 4.6 51
2006 7.6 7.1 108 7.4 6.0 123
2007 6.6 6.0 111 6.6 5.0 132
Components of Personal Income: Earnings
(%)
vT u.s.
2002 2007 % Change 2002 2007 % Change
Construction 7 7 28 6 6 31
Manufacturing 18 15 7 14 12 15
Durable Goods Manufacturing 13 12 6 9 8 14
Computer and Electronic Manufacturing 6 5 (4) 2 0 (100)
Trade, Transportation, and Utilities 17 16 19 16 16 25
Financial Activities 6 6 24 10 10 32
Professional and Business Services 9 10 39 13 16 39
Education and Health Services 15 16 36 15 11 34
Government and Government Enterprises 17 18 34 16 17 30
Total Nonfarm Earnings — — 24 — — 29

State population: 608,827 (2000 Census), 621,270 (2008 Census estimate). Population change: 1990-2000: U.S. 13.1%, Vermont 8.2%; 2000-2008: U.S. 8.0%, Vermont 2.0%.
Personal income per capita 2007: $37,446 = 97.1% of U.S., rank 21°*. Note: Monthly unemployment rates are seasonally adjusted.
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MOODY'S ASSIGNS Aaa RATING TO STATE OF VERMONT'S $50.5 MILLION GENERAL OBLIGATION BONDS
SERIES 2009A

APPROXIMATELY $438 MILLION OF G.O. DEBT OUTSTANDING; OUTSTANDING G.O. DEBT
RATINGS AFFIRMED

State
VT

Moody's Rating

ISSUE RATING
General Obligation Bonds, 2009 Series A Aaa
Sale Amount $50,500,000

Expected Sale Date 03/02/09
Rating Description General Obligation Bonds

Opinion

NEW YORK, Feb 24, 2009 -- Moody's Investors Service has assigned a Aaa rating and stable outlook to the
State of Vermont's $50.5 million general obligation bonds series 2009 A. Moody's highest rating level reflects
Vermont's strong history of financial management, which includes conservative fiscal policies and the
maintenance of healthy reserve balances; and manageable debt profile that reflects the state's focused
efforts to reduce its debt ratios and maintain well-funded pension systems. The state's credit outlook is
stable. Bond proceeds will be used to fund various capital improvement projects throughout the state.

Credit strengths are:

*History of strong financial management and fiscal policies indicated by conservative budgeting practices.
*History of prompt action to reduce spending following revenue weakening.

*Maintenance of budget reserve levels at statutory limit.

*Steady progress in reducing previously high debt ratios and maintaining an affordable debt profile.
Credit Challenges are:

*Continuing budget pressure in the upcoming fiscal year and out-years

* Decline in job growth.

*Potential service pressures due to a population that is aging at a relatively rapid pace.

*Below average per capita income levels..

REVENUE DECLINES LEAD TO BUDGET GAPS

Through fiscal 2008 the state of Vermont enjoyed consistent revenue growth. With increases in every major
revenue category, including personal income tax growth of 7.1% and sales and use tax growth of 1.4%, the



state reported 4.3% overall general fund revenue growth,. As with many states, Vermont is currently
experiencing a downturn in revenues as a result of the national economic slowdown. Vermont faces a fiscal
year 2009 budget shortfall of $45 million. Revenue weakness, primarily in personal income and sales and
use tax led to downward revenue revisions totaling roughly $85 million, or 7% of the original revenue
estimate. Reflecting the state's trend of strong fiscal management, Vermont has responded quickly to the
sudden revenue declines, the state, which historically conducts consensus revenue forecast every January
and July, recently increased the frequency of the forecasts to quarterly in order to better manage state
finances. Since January 2008, the state has had four downward revenue revisions. The decline in revenue
coupled with an increase in expenditures (primarily in human services) prompted the governor and legislature
to act swiftly in reducing expenditures to realign with the reduced state revenues. In order to solve for the
budget gaps, the state used a mix of recurring budget cuts (primarily in human services) and revenue
enhancements and fund transfers to save roughly $42 million in the current fiscal 2009 budget. The state still
has to resolve a remaining fiscal 2009 $45 million budget gap. The governor is proposing to utilize funds
expected to be received by the recently passed federal fiscal stimulus plan to solve the remaining shortfall.
Vermont is projecting to receive a total of $685 million in funding, of which $300 million can be used for state
operating costs.

Moody's assigned a negative outlook to the U.S. state sector in February 2008 and affirmed that outlook this
February, reflecting the worsening economic and revenue conditions faced by most states.

FY 2010 PROJECTS $201 MILLION BUDGET GAP

The outlook for 2010 paints a similar picture of budget strain: revenues have been revised downward to
reflect a 3% decrease from the current fiscal 2009 budget. Personal income tax is expected to decline by
2.9% while sales and use tax revenue remains flat. This revenue projection and maintenance of current
spending levels leaves the state with a fiscal 2010 projected budget deficit of $201 million. The executive
budget for fiscal 2010 proposes a 4% reduction in expenditures in the human services area (the state’s
largest area of expenditures) along with a reduction in state workforce and $90 million of funding provided by
the federal fiscal stimulus plan. While the infusion of federal funds is one time in nature, the budget cuts
proposed by the governor will result in recurring savings for the state.

BUDGET RESERVE LEVELS MAINTAINED AT STATUTORY FUNDING LEVELS OF 5%

Vermont has primarily dealt with the budget imbalances by adjusting expenditures to meet the continuously
declining revenues. The state has so far avoided using any of its fully funded budget stabilization reserve
funds (BRF) At the end of fiscal 2008, Vermont's General Fund BSR was $57.8 million which reflects the
statutorily required funding level of 5% of prior year budgetary appropriations, a level that has been
maintained since 2004. Vermont also maintains a fully funded Transportation Fund BSR, also at 5% of prior
year appropriations, and one in its Education Fund at the statutory required level of 3.5% to 5% of prior year
expenditures, excluding General Fund transfers. Vermont expects to maintain its budget stabilization
reserves at the statutory level through the end of fiscal 2009. The governor has not proposed to use any of
these funds as a solution for the fiscal 2010 budget gap. Additionally the state has a Human Services
Caseload Reserve, which currently holds $17 million. This reserve is available for unexpected caseload
growth due to the economy. Currently the governor's fiscal 2010 budget proposal does utilize the human
caseload reserve, but the state has indicated that with the passage of the federal fiscal stimulus plan they
may be able to leave this reserve in tact as well.

UNEMPLOYMENT RATE ON THE RISE

Continuous job growth in education and health services, Vermont's largest employment sector, has helped
offset persistent weakness in other areas of the economy, primarily manufacturing and construction. Vermont
never fully recovered manufacturing job losses from the prior economic recession in 2001-2002. For 2008,
Vermont's average annual year-over-year job growth declined to by 0.2%, about the same as the national
employment decline of 0.4% last year. The state's unemployment level, which has historically been low, has
risen rapidly in the past year. In December 2007 the unemployment rate was 3.9% versus 4.9% for the
nation. In December 2008 the state’s unemployment rate was 6.9% versus 7.4% for the nation. Vermont's job
trends will likely continue to be below average over the near-term forecast horizon.

DEBT RATIOS CONTINUE TO DECLINE

Vermont's debt levels have declined considerably over the past decade and are now slightly below average
relative to Moody's 50-state median, on both a per capita and personal income basis. Debt per capita of
$707, compared to the state median of $889, ranked Vermont 32nd among the fifty states in Moody's 2008
state debt medians. Debt to total personal income of 2.0%, compared to the 2.6% state median, ranked




Vermont 33rd. Both ratios represent steady improvement in Vermont's debt profile, reflecting efforts by the
state's Capital Debt Affordability Advisory Committee which oversees long-term capital planning for the state.
The state’s debt authorization levels have dropped steadily over the past decade.

Vermont's overall pension funding levels has been strong relative to other states. As of June 30, 2008 the
state employees system had a 94.1% funded ratio while the teachers' system was slightly lower, at about
89%. Due to broad based market losses it is expected that the next valuation of the retirement systems will
be lower as is expected in other states as well. The state is committed to the full annual funding
requirements. Vermont's assessment of its other post employment benefit (OPEB) liability reflects $754
million for state employees and $863 million for teachers. The state has not decided on a funding mechanism
for the OPEB liabilities, however they have set up an irrevocable trust fund to initially be funded with excess
revenues from Medicaid part D reimbursements. As of June 30, 2008 this trust fund held $3.7 million of
assets.

LAST RATING ASSIGNMENT

The last rating action for Vermont was on December 10, 2007 when a Aaa rating with a stable outlook was
assigned to the state's General Obligation Refunding Bonds 2007 Series F. The principal methodology used
in rating the State of Vermont was the State Rating Methodology, which can be found at www.moodys.com in
the Credit Policy & Methodologies directory, in the Rating Methodologies subdirectory. Other methodologies
and factors that may have been considered in the process of rating this issuer can also be found in the Credit
Policy & Methodologies directory.

Qutlook

The outlook for Vermont's general obligation debt is stable. The state faces significant budget pressure in the
coming fiscal year as a result of the slowing economy. It is Moody's expectation that the state will continue its
trend of proactive and conservative fiscal management in light of declining revenues. We believe that
Vermont will continue to demonstrate the willingness and ability to respond with budget adjustments as
needed to maintain budget balance.

What could make the rating go - DOWN

*A break from the states history of conservative fiscal management.
*Emergence of ongoing structurally imbalanced budgets.
*Depletion of budget reserves without swift replenishment.
*Liquidity strain resulting in multiyear cash flow borrowing.
Analysts

Kimberly Lyons

Analyst

Public Finance Group
Moody's Investors Service

Nicole Johnson

Backup Analyst

Public Finance Group
Moody's Investors Service
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Journalists: (212) 553-0376
Research Clients: (212) 563-1653

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (MIS) CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE




SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

© Copyright 2009, Moody's investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All
information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, such information is provided "as is" without warranty
of any kind and MOODY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall
MCODY'S have any liabllity to any person or entity for (a) any loss or damage In whole or In part caused by, resulting from, or
relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
Interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequentiai,
compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings
and financial reporting analysls observations, if any, constituting part of the information contained herein are, and must be
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR QTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one factor in any
investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for,
each security that it may consider purchasing, holiding or selling.

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation (MCO)
and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to
address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to
the SEC an ownership interest in MCO of more than 5%, is posted annually on Moody's website at www.moodys.com under the
heading "Shareholder Reiations - Corporate Governance - Director and Shareholder Affiliation Policy."
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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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MAY 2009 ECONOMIC OUTLOOK FOR VERMONT

The Forecast in Brief

» The May 2009 Vermont forecast for NEEP indicates that the Vermont economy will
follow the U.S economy and experience a slow, restrained pace of recovery out of
the current recession, with employment effects lingering through the middle of
calendar 2010.

0 By the time the recession in Vermont is over, it will have been the harshest
economic downturn in the state since the “Great Depression” with a total of
7 of 8 major macro-variables faring “worse” than the early 1990s recession.

0 “Normal” rates of growth for most key macro-variables do not return until
calendar years 2011 and 2012 when the effects of the housing market
downturn and the long process of global financial and household de-
leveraging have fully run their course.

» Among the major macro-variables for the Vermont economy over the next 4+ years,
it is expected that:

o Payroll jobs will decline for a total of 11 consecutive quarters, or through
the second quarter of calendar year 2010.

o0 The total decline will be 22,500 jobs from peak non-farm employment
levels, and the pace of recovery will be halting and insecure.

0 When the recession has run its full course, payroll job losses in Vermont
will be more severe, in percentage terms, than losses at the national and
regional level in 2009 and 2010; and the Vermont jobs recovery will be
slower than that at the national level, but slightly stronger than the New
England state average.

0 The unemployment rate will rise to levels not experienced since calendar
year 1983.

New England Economic Partnership May 2009: Vermont
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However, despite the recession and the relatively slow pace to recovery
once it in fact begins, the state’s unemployment rate will continue to remain
among the lowest in the New England region throughout the forecast period.

» The housing market downturn nationally, regionally, and in Vermont, is still
underway and the still evolving financial de-leveraging process remains a significant
unknown and is a source of downside forecast risk in this NEEP forecast revision.

(0]

It is expected that additional foreclosures and a substantial inventory of
unsold units will continue to put downward pressure on house prices
through 2011.

So far, although delinquencies have risen in Vermont, they have not risen to
the levels where foreclosures and forced liquidation sales have pushed
housing prices down significantly.

The forecast expects the housing prices in Vermont to decline to a lesser
degree than those in the other New England states, and the U.S. overall, but
the will not begin to recover until calendar year 2012.

» Oil prices have stabilized between $45 and $55 per barrel, but have shown an
increasing trend over the last 2 months, representing another source of downside risk
in this revised NEEP forecast.

(0]

Vermont households and businesses have enjoyed the relief provided by
energy prices that are down from those of Summer 2008. However,
substantially higher energy prices going forward could reduce other forms
of spending and slow down the rate of the expected historically slow rate of
recovery.

Vermont is particularly sensitive to energy costs due to its rural nature, its
dependence on vehicle-based tourism and visitor traffic from the
northeastern region of the U.S., and the energy cost-intensive nature of its
key manufacturing sector.

» Overall, output, gross state product, will decline in 2009, experience weak but
positive growth in 2010, and then resume more normal rates of growth in the final
three years of the forecast.

(0]

Real Personal Income in Vermont is expected to decline in 2009 and 2010,
and then resume growth in 2011, lagging recovery at the regional and
national levels in this variable by one year.

The Current U.S. Situation—A “Great Recession...”

a. Current Conditions: The May 2009 NEEP forecast for Vermont was completed in
a time of unprecedented economic uncertainty. On the one hand, the optimists point
to the recent emergence of some encouraging “green shoots” among the various
economic indicators. These encouraging signs include; (1) an apparent thawing in
credit markets, (2) a recent slowing in the trajectory of job losses, (3) a now two

New England Economic Partnership May 2009: Vermont



month positive turn in U.S. equity markets, (4) a positive up-tick in consumer
confidence, (5) signs of an economic stirring in emerging markets and among key
global economies (e.g. China and Brazil), and (6) the still unwavering commitment
of fiscal and monetary policy makers to do what it takes to pull the global and U.S.
economies out of their tailspin. Taken together, as this reasoning goes, the stage is
now being set for the beginning of a recovery within the next six to twelve months.

On the other side, the pessimists note several factors. Key among those factors is the
forthcoming accumulation of an unprecedented increase in public sector debt in
response to a tidal wave of corporate and mortgage bailouts (at $12.1 trillion and still
mounting), the servicing cost of which will likely be with us for at least a generation.
They also note there has been an estimated $11 trillion-plus decline in household net
worth over the last 18 months which will make it difficult for households to ramp up
spending again. They then point to the Chrysler bankruptcy and the financially
precarious position of General Motors—two former stalwarts of the U.S. auto
industry. Lastly, they cite the evisceration of virtually the entire New York money
center and the investment banking industry, and the coming revamping of credit
market regulation, that is certain to change—in ways we do not currently fully
understand—the way the U.S./global credit spigot is likely to operate for the
foreseeable future. All of the above factors, the pessimists’ reasoning goes, should
be taken as evidence that the economy is not anywhere near being “out of the
woods” as of May 20009.

Amidst all of this uncertainty, only one thing seems at this point seems clear—the
severity of the current economic downturn remains harsh and is unlike any other the
country or the world has experienced since the Great Depression of the 1930s.
Although economic conditions have not declined to or at anywhere near the pace of
the 1930s Depression, the current severely weakened state of the U.S. and global
economies clearly indicates that the current economic downturn will qualify as the
“Great Recession” of our modern Post-World War Il period.

b. An Especially Troubled Labor Market: Nowhere is the severity of the economic
downturn more evident than in the U.S. job market. Since the recession began, more
than 5.7 million U.S. payroll jobs have been lost or -4.1% of the peak job base, with
a stunning 3.9 million jobs lost in just the last 6 months. This compares very
unfavorably with the -3.1% employment loss for the U.S economy during the harsh
1981-82 U.S. recession. The unemployment rate which shot up to 8.9% in April is
now at its highest level in 26 years. Payroll job losses have been broad-based, both
geographically and across all sectors of the U.S. economy. A total of 48 states have
experienced year-over-year job declines from March of 2008 (only Alaska and
Louisiana’ have managed to avoid slipping into negative territory). In addition, all
major sectors of the economy are losing jobs, with only the Health Care industry in
the private sector and the Federal Government in the public sector (which has begun
to scale up hiring for the 2010 Census) adding jobs.

! And Louisiana’s experience is obviously distorted by Hurricane Katrina and the unprecedented level
of federal re-construction and aid intervention in the hurricane’s aftermath.
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U.S. Employment Situation: Jobs and Unemployment
(Feb 2007 to Apr 2009, BLS)
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In fact, the number of states losing jobs on a year-over-year basis in most major
sectors of the U.S. economy is both discouraging and breath-taking (see Table 1
below). Unlike previous downturns in recent memory that were more geographically
narrow and more sector specific, there is no economic safe-haven to where workers
can migrate to this recession. This was reinforced by a U.S Census Bureau report
released in late April, which reported that the nation had the fewest number of
residents “changing residences” since 1962—a time when the U.S had 120 million
fewer people. A total of 9 of 11 major employment categories have in excess of 40
states losing jobs on a year-over-year basis. Three NAICS super-sectors—
Construction, Manufacturing, and Professional and Business Services—are
experiencing year-over-year job declines in 49 of the 50 states.?

2 Only Louisiana added jobs in the Construction and Professional and Business Services sectors, while
Wyoming was the only state in positive territory for Manufacturing jobs in year-over-year terms.
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Table 1. Payroll Job Performance By NAICS Supersector March 2008 vs. March 2009

Highest Ranked # of States Reporting
Industry Supersector New England State Job Losses
Total Nonfarm NH (9th) 47
Total Private NH (8th) 48
Construction ME (18th) 49
Manufacturing MA (5th) 49
Information NH (22nd) 44
Financial Activities NH (10th) 46
Trade, Transportation, Utilities NH (2nd) 45
Leisure & Hospitality CT (11th) 40
Education and Health Services VT (13th) 0
Professional & Business Services ME (9th) 49
Government MA (29th) 14
Notes:
NAICS means North American Industry Classification System
Source: U.S. Bureau of Labor Statistics Prepared by: Economic & Policy Resources, Inc.

For the most part, this dismal labor market performance is an artifact of the vicious
process of financial de-leveraging that continues to unfold. De-leveraging has now
has spread to virtually all parts of the economy, and has broad economic
implications. Until this difficult process has run its full course, there will be huge
barriers to a recovery in household consumption and to a recovery in financial and
credit-sensitive sectors in the economy—especially against a backdrop of the
possibility of yet another wave of mortgage delinquencies.® Housing continues to
struggle mightily across many parts of the U.S., with houses taking an average of
10.5 months on the market before selling in calendar year 2008 versus 8.9 months in
calendar year 2007. In fact, single family housing starts and sales are each down by
more than 70% from their pre-housing market downturn peaks.

® As of this writing, more than 12 million U.S. homeowners are “under-water”—carrying a higher
amount of debt on their homes than they could reasonably be expected to realize in proceeds from the
sale of their home.

New England Economic Partnership May 2009: Vermont



U.S. Single Family Homes: Median Time on Market
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U.S. New Single Family House Sales and Starts
(Source: Census, Through Feb 2009)
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c. Breathtaking Declines in Consumption: Consumption data have shown
unprecedented declines as American consumers have pulled back. The pull-back has
come as a drastic change from the early 2000s when households went on a
consumption binge supported by access to home equity lines of credit and cash-out
refinancing activity. Inflation-adjusted consumption has now declined by the
heretofore unheard-of, breath-taking rate of more than 10.0% on a year-over-year
basis in four of the last six months—despite the small up-tick experienced in
February.
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U.S. Real Retail Sales-percent Change from Previous Year
(Source: U.S. Census)
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This all bodes poorly for near-term household consumption as a source of economic
strength underpinning a prospective economic turnaround. With the loss of
household wealth and the inability to take on significant amounts of additional debt,
the consumer sector will be hard-pressed to re-open the spending spigot to a degree
anywhere near the levels of household spending experienced during the early
2000s—or before the current downturn. Improvement is more likely to come at a
historically slow and halting pace relative to the early 2000s recovery, and progress
will be insecure until broader confidence is restored in the financial system and in
the health and performance of the U.S. and global economies.

Also on the consumer front, the Consumer Confidence Index—as measured by The
Conference Board’s survey—registered an actual increase in April. While the Index
still remains at very low levels, it is an improvement from the record lows
experienced during the months of February and March. The index is developed from
questions on consumers’ attitudes of current and future conditions in the economy,
employment situation and their own household’s expected financial situation, all of
which likely influence consumer decisions and behavior. This is an important
indicator because personal consumption constitutes a large part of the nation’s output
(roughly 2/3 of output) and is heavily dependent on whether the consuming public’s
attitude toward the future is generally positive or negative. While this is an early
sign of improvement, the fact of the matter is that the index level is still well below
the level that would be signaling an economic turnaround.
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Consumer Confidence Index, May 2003 to April 2009
(Source: The Conference Board)
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d. Buying into the “Big Assumption:” Since last Fall’s NEEP forecast update, most
forecasters—including the U.S. Federal Reserve, Moody’s Economy.com, and the
International Monetary Fund (IMF)—have revised their economic forecasts down
significantly. Virtually all the economic performance data point to a global and U.S.
economy that went into free-fall during the last quarter of calendar year 2008 and
this apparently continued during the first quarter of calendar year 2009. Of
particular concern since last Fall is the large decline in export demand. The decline
in exports—and exports had previously been a source of economic strength for
much of calendar year 2008—is exceptionally ill-timed, and likely means that
overseas demand will not be a significant source of support for output growth in the
U.S. economy for at least most of calendar year 2009.

This highly uncertain economic and financial background has led to wide
disagreement among economists and analysts regarding the timing and pace of any
prospective global and U.S. economic bottoming and subsequent recovery. Most
analysts have bought into the “Big Assumption” and expect the U.S economy to
flatten out and “hit bottom” later in calendar year 2009 and begin to slowly recover
by mid-calendar year 2010.* The beginnings of a recovery later in calendar year
2009 or into 2010 is grounded in the belief that by that time;

1) The effects of the $870 billion Stimulus Bill begin to have some
positive macroeconomic impact,

(2)  The stresses (e.g. credit availability and liquidity issues) in the
financial sector, which have apparently begun to abate, will turn

* The “Big Assumption” is that what is being done on the fiscal and monetary policy fronts to address
the financial and economic crisis will ultimately set the stage for a stabilization-bottoming in the
economy and financial markets later in calendar year 2009, followed by the beginning stages of a
genuine economic recovery by mid-calendar year 2010.
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neutral if not positive,

3 The punishing correction currently underway in housing markets will
run its course, bottom and at least some local-regional real estate
markets will begin to turn positive, and

4) The inventory cycle will have run its full course.

What seems clear from the U.S. economy’s performance since last Fall is that by the
time the current recession which began in December 2007 is over, it will be the
longest and likely the deepest recession for the U.S. economy since the Great
Depression—adding up to the “Great Recession” label referred to earlier. As of
May 2009, the current U.S. downturn is in its 18" month, and is now longer than
either the 16 month mid-1970s (November 1973-March 1975) downturn and the
difficult early 1980s (July 1981-November 1982) U.S. downturn. Up until the
current recession, those two downturns had established the record for the two longest
recessions in our modern post-World War 11 history.

Overall, the months of January and February were simply awful months for the U.S.
and global economies, with the months of March and April somewhat better (at least
they were perhaps “not as bad”). So far, this “not as bad momentum” appears to have
carried over into the month of May. Even so, the fact that “the economy may be as
bad as it has recently been,” is hardly indicative of a U.S. (or global) economy that
has either “bottomed” or begun the process of turning around. It simply means that
the crisis of the last six months may have passed and the U.S. and global economies
are now in a garden variety “harsh recession.” This condition implies that the U.S.
economy—particularly for traditionally lagging indicators such as job loss and the
unemployment rate—will deteriorate further before they improve and there is, as yet,
nothing in the economic scheme of things to suggest that economic conditions will
improve quickly during any recovery.

e. Too Many Signs of Hope for False Optimism: Even though there are certain to be
drags-handicaps on any upcoming economic turnaround, there are a number of early,
though not yet conclusive, signs that the intensity of the current recession may
finally be beginning to ease and that a turnaround is nearing. Indeed, there appears to
be far too many of these indicators with a brightening hue to be either ignored or
discounted. These indicators include:

1. An apparent rally in equities markets during the month of March and
April which has continued during the first part of May,

2. A narrowing in credit spreads (e.g. the TED spread—although still
atypically wide recently narrowed to less than 100 basis points) which
suggests that credit markets may finally be thawing and fear of default
has eased enough so that lends appear willing to once again begin to
take on some risk,
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3. Retail sales look to have stabilized recently, following what can only
be termed as a terrible, almost disastrous, holiday retailing period,

4. Orders for capital goods rebounded somewhat in February after a long
period of monthly declines, and

5. The inventory cycle seems to be proceeding in earnest with retailers
and manufacturers cutting sharply both inventories and other costs,
which is setting the stage for a rebound in output sometime later this
calendar year or in early calendar year 2010.

TED Spread Jan 2007 - April 2009
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In addition to those signs of green shoots among the melting snow, interest rates
remain very low (including mortgage rates), and inflation (including energy prices)
similarly remain restrained. Add to that the unprecedented commitment by the
federal fiscal policymakers and by the monetary authorities to not let the U.S. and
global economies fall into an abyss, and the groundwork does in fact look to be set
for a “bottoming” in the U.S. economy and a subsequent turnaround sometime late in
calendar year 2009 or in early 2010. While a bottoming is preferred to a continuation
of economic decline, there is concern regarding the shape and pace of the
prospective economic recovery. An “L-shaped” recovery (which implies an
extended period of economic stagnation) or a “W-shaped” recovery (which implies
an uneven pace and profile to recovery) both remain within the realm of recovery
possibilities.

The Vermont Situation

a. Current Conditions: Vermont economic conditions have followed the national
trend of a strong decline in the last quarter of 2008 and first couple months of 20009.
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The economy no longer appears to be in a “free-fall”’, and while conditions will
worsen, the rate of decline is lessening.

Like the national economy, nowhere is the recession been felt more than in the
state’s labor market. Vermont has seen large-scale layoffs in the hard-hit
construction sector, where second home construction has been hit particularly hard,
and in manufacturing—where there are many lost jobs that offer little hope of
returning. The chart below tracks total nonfarm payroll jobs in Vermont.

CES Payroll Jobs in Vermont: A Harsh Q4 in CY2008
(Seasonally-Adjusted; Source: VT DOL)
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Several Vermont companies have announced several notable layoffs during the last 6
months. Manufacturers Ethan Allen Furniture and Plasan Carbon Composites
reduced their Vermont workforces by 110 and 92 employees, respectively. The
state’s auto-dependent sector, including Lydall (located in the Northeast Kingdom)
and NSK (located in the Bennington region) each reduced their workforces,
including a plant closing (for Lydall which cost the state 190 jobs in a part of the
state that can ill afford to lose those jobs) and through multiple layoffs at NSK
(which has resulted in roughly 200 lost jobs—and still counting). One of the state’s
largest private employers IBM, also had a significant, but so far un-specified, major
layoff rumored to be between 250 jobs and 500 jobs at its Microelectronics Division
plant in Essex Junction. In retail, a total of 10 of the state’s 97 auto dealerships went
out of business during calendar year 2008,> and the state also experienced the
negative job impacts of the bankruptcy-liquidation of the national retailers Circuit
City and Linens and Things and numerous other retail job losses spread throughout
the state and across nearly all retail categories. It is noteworthy that all of these retail
losses have occurred amid the deepest declines in consumer spending the U.S.
economy has experienced since the sharp, but comparatively short-lived
consumption decline of the early 1980’s.

During the current recession, Vermont’s job losses to-date have not yet reached the

® According to the Vermont Automobile Dealers Association.
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just over 6% rate of decline in nonfarm payroll jobs that occurred during the 1990-

1991 recession.

That recession, until the current downturn has unfolded, was a

particularly harsh downturn for Vermont and so far represents the most severe
economic and labor market downturn to have impacted the Vermont economy dating
back to the 1930s Great Depression.

Percent Change From Peak

Vermont Job Losses in Current and 5 Previous Recessions

Current Recession So Far
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Table 2: Year-Over-Year Job Change by State Table 3: Year-Over-Year Job Change by State
Total Payroll Jobs (Mar. 2008-Mar. 2009) Private Sector Payroll Jobs (Mar. 2008-Mar. 2009)
Rank State % Change Rank State % Change
1 Alaska 0.7% 1 Alaska 0.7%
2 Louisiana 0.3% 2 Louisiana 0.2%
3 North Dakota 0.2% 3 North Dakota -0.1%
4 Wyoming -0.1% 4 Wyoming -1.1%
5 Texas -1.1% 5 Texas -1.6%
9 New Hampshire -1.6% 8 New Hampshire -1.8%
9 New York -2.2%
11 New York -1.9%
11 Pennsylvania -2.6%
16 Pennsylvania -2.2%
20 Maine -3.3%
22 Maine -2.9%
23 Massachusetts -3.7%
24 Massachusetts -3.2%
26 Connecticut -4.0%
30 Connecticut -3.5%
32 Rhode Island -4.6%
37 California -4.2%
38 Vermont -4.3% 40 Vermont -5.3%
39 Rhode Island -4.3%
45 Florida -6.5%
46 Nevada -5.3% 46 Oregon -6.8%
47 Oregon -5.3% 47 North Carolina -6.8%
48 Florida -5.7% 48 Idaho -6.9%
49 Michigan -6.5% 49 Michigan -7.6%
50 Arizona -6.9% 50 Arizona -8.2%
Source: U.S. Department of Labor, BLS Source: U.S. Department of Labor, BLS
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b. Vermont’s Housing Market: While Vermont has followed the national trends for
unemployment; it certainly has diverged in terms of housing prices. Vermont’s
housing prices have not declined to the same degree as in other regions, some
experiencing declines greater than 20% on a year-over-year basis, and even greater
on peak-to-trough basis.

Year-Over-Year Change in House Price Index, Q4 2007-08
(Source: FHFA)
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The year-over-year change in the FHFA’s Housing Price Index for 2008Q4 actually
shows a 0.1% increase for Vermont. The state has seen large year-over-year
increases in foreclosures, but the overall rate of foreclosure remains far below most
other areas of the country.

Looking at housing price data from another source using Vermont Department of
Taxes’ Property Transfer Tax statistics,® the January to April data show that
cumulative average home prices have declined 13.8% from 2007’s cumulative
average (the peak year). This comes on the heals of a 56.3% cumulative decline in
sales volume in calendar 2009 to-date relative to the first four months of calendar
year 2006.

® This data source is analogous to the National Association of Realtors house sales-price tracking
concept.
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Cumulative Single Family House Sales and Price (Through April)
(Source: VT Department of Taxes)
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The vacation home market, an important component to Vermont’s economy as it is
for all states in the northern New England region, has similarly seen large declines in
sales. This is not surprising as a significant portion of the target market for second-
home buyers are employed in the financial sector of the Boston and New York
money centers.

Vermont Second Home Market: Sales and Price (Through April)
(Source: VT Department of Taxes)
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Overview of the Moody’s Economy.com National Economic Outlook

a. A Significant Forecast Downgrade: The last NEEP forecast in November 2008
was a downgrade from the May of 2008 forecast of a “short and shallow” recession.
The current recession, presently in its 18" month, is already the longest U.S.
recession since the Great Depression. With few underlying signs of a bottoming, this
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downturn will likely turn out to be significantly longer and potentially the most
difficult of any post war downturn. Before the current economic downturn, the
longest post-war U.S. economic downturn lasted 16 months, with the average
duration of recessions just 10 months.” The current recession, initially triggered by
the collapse in housing markets and the financial sector, has now spread to the rest of
the economy. Stock and real estate prices have collapsed around the world,
especially in exporting economies creating the first contemporaneous world
recession of the modern era.

Since last November’s NEEP forecast, the U.S. government has made extraordinary
interventions into the private sector for the stated purpose of preventing a systemic
collapse, removing “toxic assets” and stimulating consumption. The most significant
programs are the $700 billion Troubled Assets Relief Program (TARP), $1 trillion
Term Asset-Backed Securities Loan Facility, the Public-Private Investment Program,
and the $787 billion American Recovery and Reinvestment Act, also known as the
stimulus package. The government has also made emergency loans to Chrysler and
General Motors, the former of which has already filed for bankruptcy while the latter
is inexorably headed towards its own Chapter 11 filing.

b. Moody’s Economy.com Forecast Detail: The Moody’s Economy.com forecast,
which helped to form the basis for Vermont’s November NEEP forecast, accounts
for the economic developments and government programs detailed above. The U.S.
forecast now includes five consecutive quarters of falling GDP, covering the period
from calendar 2008:Q3 to 2009:Q3, finally turning positive in calendar 2009:Q4 and
beyond. The nation’s nonfarm employment forecast expects job losses from calendar
2008:Q1 through to calendar 2010:Q2. In total, the forecast anticipates over 7.3
million lost nonfarm payroll jobs from the peak to trough, corresponding to a decline
of -5.3% relative to peak employment levels prior to the onset of recession. The
Moody’s Economy.com U.S. forecast is a more optimistic on G.D.P. growth than
employment. Moody’s Economy.com sees inflation adjusted gross domestic product
(real GDP) contracting by 3.1% in calendar 2009, before growing 1.1% in calendar
2010 and averaging 4.6% annual growth over calendar years 2011 through 2013.

The Vermont Forecast Detail

a. Overview: As the fate of Vermont’s economy is tied to that of the U.S. economy,
the Vermont forecast update adjusts principally to reflect changes in the U.S.
outlook. The main questions the forecast update seeks to answer are: “How far will
employment and output fall in Vermont?” and “How long will it be before a
Vermont recovery begins?” The short answers to both questions are: (1) Payroll jobs
in Vermont are expected to decline for 11 consecutive quarters, losing 22,500 jobs or
-7.3% of nonfarm jobs. The employment turnaround—since it is a lagging
indicator—is likely to lag the turnaround in output. Therefore, while Gross State
Product is expected to return to positive ground by calendar 2010:Q1, the forecast

" The 1973-75 and 1981-82 recessions each lasted 16 months.
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does not indicate a turning point for employment-jobs or a peaking-then decline in
the unemployment rate until mid-calendar year 2010.

b. A Forecast Downgrade Relative to Last Fall’s NEEP Outlook: Table 4 below
compares the May 2009 NEEP outlook update at the Vermont, New England-
regional, and national levels and summarizes the most important elements of the
May 2009 forecast. Comparing the forecasts in this manner shows that the bottom
and recovery in terms of real output, are expected in calendar 2009 and calendar
2010 respectively, for the U.S., the New England region, and Vermont. Growth in
output is expected to be slower in Vermont, and the New England region, than at the
national level. The labor market, measured by payroll jobs and the unemployment
rate, is expected to bottom in early- to mid-calendar year 2010 and begin recovery in
calendar 2011. Vermont and the New England region overall are expected to see
unemployment peak below the national peak of 10.2%.

Table 4: Historical Comparison of NEEP Forecasts for Vermont (May 2009)

Calendar Years 2004 2005 2006 2007 2008 2009 2010 2011 2012
Real Gross State Product <History<|>Forecast>

May 2006 4.6 3.3 2.8 29 3.2 35 3.2

November 2006 4.5 3.0 0.9 1.9 2.4 2.4 2.1

May 2007 3.9 3.2 3.3 14 3.1 2.9 2.8 2.5

November 2007 4.1 2.5 2.8 -0.3 1.7 3.5 3.6 3.2

May 2008 4.1 2.5 2.8 1.7 0.5 2.7 3.6 3.6 4.0
November 2008 34 2.0 1.2 15 1.3 0.1 2.8 3.3 3.2
May 2009 34 2.0 1.2 1.5 1.4 -3.9 0.3 3.8 4.7
Diff. Pct. Pts. 11/08-05/09 0.0 0.0 0.0 0.0 0.1 -4.0 -2.5 0.5 15
Payroll Job Growth

May 2006 1.3 0.8 1.2 1.2 0.8 11 0.9

November 2006 1.3 0.8 0.8 0.7 0.7 0.8 0.8

May 2007 13 0.9 0.6 0.6 0.7 1.0 0.9 0.8

November 2007 1.3 0.9 0.6 0.6 0.3 0.7 0.9 0.7

May 2008 13 0.9 0.7 0.0 -0.6 0.3 1.0 0.9 0.7
November 2008 1.3 0.9 0.7 0.0 -0.3 -1.7 -0.6 1.0 1.4
May 2009 1.3 0.9 0.7 0.2 -0.7 -4.5 -1.8 2.3 35
Diff. Pct. Pts. 11/08-05/09 0.0 0.0 0.0 0.2 -0.4 -2.8 -1.2 1.3 2.1
Real Personal Income

May 2006 3.1 2.3 1.7 15 1.9 2.2 2.0

November 2006 3.1 2.3 2.0 2.4 3.0 2.8 2.4

May 2007 1.7 1.3 1.6 3.2 3.1 2.8 2.5 2.3

November 2007 1.6 1.3 1.9 3.0 2.7 2.5 2.4 2.2

May 2008 2.8 0.0 3.4 2.4 0.1 2.2 2.4 2.3 2.3
November 2008 3.0 -0.4 4.7 3.9 -0.1 -0.4 1.6 2.6 2.5
May 2009 3.0 -0.4 4.7 39 0.2 -1.1 -1.7 1.8 3.1
Diff. Pct. Pts. 11/08-05/09 0.0 0.0 0.0 0.0 0.3 -0.7 -3.3 -0.8 0.6

Source: New England Economic Partnership May 2009)

Real Personal Income in Vermont is expected to bottom in calendar 2010 and begin
to resume growth in calendar 2011. If that forecast holds, Vermont’s performance
will lag both the New England regional and national economy—nboth of which are
expected to see growth in Real Personal Income one year earlier in calendar year
2010. Recovery in the housing market will be slow and insecure, and resumption in
upward movement in housing prices is not expected until calendar year 2012 on
either the national, regional or state levels. However, Vermont is expected to
experience significantly lesser housing price declines relative to the other five New
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England states and relative to many other parts of the nation. This is primarily due to
more prudent lending practices overall (which have led to much lower foreclosure
rates and forced liquidation house sales—including their 25%-30% price discounts)
and the comparatively lower level of speculative activity in the state during the
housing market boom of the early- to mid-2000s.

c. The Worst Recession for Vermont Since World War 11: Even so, by the time the
“Great Recession” ends in Vermont either later this calendar year or by mid-calendar
year 2010, this downturn will almost assuredly be the longest, most difficult
downturn for the Vermont economy dating back to the 1930s. Table 5 below
compares the peak-to-trough change in selected indicators between the recession of
the early 1990s and the current recession. The forecast for the current recession is
worse in 7 of the 8 macro indicators listed in the table relative to the early 1990s
downturn—which prior to the current downturn was the state’s most severe post-
World War |1 recession. Only the relative level of Construction job loss—which still
exceeds 1 of every 4 Construction sector that existed prior to that sector’s pre-
recession peak®—is expected to be less severe (in this case “less severe” is used
since it is hard to call such a circumstance “better”) than was the case during the
harsh early 1990s economic downturn.

"Peak to Trough" Change in Selected Indictors: This Recession Versus the Early 1990s Recession

Early 1990s This Better/
Variable Recession Recession Worse
Change in Gross State Product ($Bil.) -$0.65 -$1.07 Worse
Percent Change -4.8% -5.0%
Change in Payroll Jobs (Ths.) -14.2 -22.4 Worse
Percent Change -5.4% -7.3%
Change in Real Personal Income ($Bil.) -$410.6 -$709.3 Worse
Percent Change -3.3% -3.6%
Change in Construction Jobs (Ths.) -8.420 -5.035 Better
Percent Change -43.2% -28.9%
Change in Retail Jobs (Ths.) -1.670 -4.209 Worse
Percent Change -4.9% -10.4%
Change in Manufacturing Jobs (Ths.) -5.080 -7.480 Worse
Percent Change -11.4% -20.2%
Change in FHFA Index [1980=100] Index Points -4.67 -24.37 Worse
-2.1% -5.1%
"Cyclical High" in Statewide Unemployment Rate 6.8% 9.0% Worse
Change in Percentage Points 4.1 5.6

Source: Revised May 2009 New England Economic Partnership Forecast

Conference Theme: The Vermont Fiscal Situation

® The early 1990s recession claimed nearly one of every two construction jobs during that downturn.
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As would be expected in the shadow of the most challenging economic
circumstances since the 1930s, state finances across the country are deteriorating. In
some states, the scope and breadth of the deterioration in budget conditions and the
outlook is considerable. For the most part, many states faced long-term structural
challenges of balancing rising expenditure pressures with revenues even before the
current recession exacerbated these underlying and growing budget pressures.

State and local governments work cooperatively with the federal government to
implement a number of programs, including Medicaid and assistance to the
unemployed among other programs. Downturns in the economy, which typically are
accompanied by rising unemployment, result in increasing demand for program
expenditures while at the same time result in declining revenues. During the early
2000s downturn, the Congressional Budget Office pointed out that Medicaid
enrollment increased by 8.6 percent largely because of increased unemployment
during the period. At the same time, general tax revenues fell by 7.5 percent just as
demand for that program was increasing.

Responding to that situation, the U.S. Congress passed the Jobs and Growth Tax
Relief Reconciliation Act of 2003, which among other provisions, included $20
billion in fiscal relief in the form of a $10 billion temporary increase to the states in
Medicaid funding and $10 billion in general assistance to the states which was
distributed on a per capita basis. The underlying approach of this assistance was to
provide temporary relief to assist states with effectively dealing with the cyclical
aspects of the economic downturn. Once the cyclical aspects of the recession were
past, the states would have been in a stronger position to deal with the growing
structural parts of their growing fiscal pressures without direct federal fiscal
assistance.

For the most part, that round of federal fiscal relief in the early 2000s worked as
planned. Even as late as April of calendar year 2008 when the housing market
correction had been under way for more than a year in some markets, most states
reported to the National Conference of State Legislatures (NCSL) in the annual
budget survey that they were coping “with slowing revenue growth” and few states
had made large expenditure cuts so that the NCSL reported that “state spending plans
largely have remained stable,” and although most budget holes had deepened, “most
[spending] overages appear to be modest.”

That view changed rather dramatically as the recession, which had largely been
confined to housing and financial sectors up until that time, deepened and spread
more broadly to other parts of the economy. What had been expected to be a “short
and shallow recession” at this time last year,? obviously turned out to be a recession
that was much more significant and broad-based than originally contemplated. As a
result, rising job loss and increasing demand for many federal-state cooperative and

° Which to be entirely accurate and fair to that forecast view was at the time a much more pessimistic
outlook for the overall economy than what prevailed at the time which did not include the expectation
of a general economic recession.
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state-only administered programs have once again put increasingly difficult fiscal
pressures on many parts of state and local government budgets. This comes at a time
when the economy is providing significantly less tax and fee resources to meet those
challenges—particularly with respect to consumption-based and income-based tax-
fee revenue sources.

Looking more specifically at New England, the mid-March review of state finances
around the New England region conducted by the New England Policy Center of the
Federal Reserve Bank of Boston'® highlights the growing fiscal pressures in the
region. That review pointed out that “total state revenue collections have plummeted
sharply relative to year-ago levels...ranging from 2.2 percent in Maine and Rhode
Island to 8.4 percent in Connecticut.” Declines included significant nominal dollar
declines in retail sales tax collections and both major income taxes across the region
(except for the state of New Hampshire which does not yet have a general, wage-
based personal income tax). As a result, the New England Policy Center reports that
the states have pulled out the full arsenal of measures to address fiscal year 2009
General Fund budget deficits that are expected range between 2.3 percent
(Connecticut) to 10.4 percent in Rhode Island. On the expenditure cut side of the
ledger, states have proposed or passed measures to reduce municipal and/or local and
higher education aid, measures to reduce employment costs (e.g. hiring freezes,
RIFs," and other incentives for retirement). On the revenue side, states have
proposed or passed initiatives such as tax amnesty programs, the use of rainy day
funds, increased fees, increases in narrow, selected taxes (such as cigarette taxes),
and initiatives to remove certain exemptions from income and/or consumption taxes.
In addition, with the passage of the federal stimulus package—the American
Recovery and Reinvestment Act of 2009 (ARRA)—many states are using fiscal
assistiiznce provided by the federal government to address near-term budgetary
gaps.

The problem with this general approach is that counter-cyclical federal assistance to
address the current economic downturn will not accomplish much to relieve the
mounting longer-term structural fiscal pressures. While ARRA funding for capital-
related infrastructure projects may help ameliorate long-term demands for road,
bridge and other infrastructure repairs, the ability to obligate ARRA funding expires
at the end of federal fiscal year 2010, and to the extent the cyclical pressures are not
fully relieved by that time, the states will need to step in to deal with the budget
ramifications relating to the residual cyclical impacts of the current recession—and
there almost certainly will at least be some of those relatively slower to respond
fiscal pressures. In addition, to the extent some states use ARRA dollars to meet on-
going or recurring expenditure programs, those funds will need to be replaced when
the AARA fiscal support runs its course.

19 New England State Fiscal Review (Through January Fiscal Year 2009); March 12, 2009.

1 RIFs mean “Reductions in Force.”

12 Although the ARRA also had tax provisions that will reduce state revenues totaling $9.1 million in
fiscal year 2009 in Vermont.
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In part because of the prospect of still daunting fiscal challenges for the states and
localities as the Great Recession runs its course, there has been some talk of the need
for a third stimulus package. While this has been talked about in some circles, news
that the federal budget deficit outlook has deteriorated by approximately $90 billion
for this fiscal year and next to -$1.84 trillion in federal fiscal year 2009 and -$1.26
trillion in federal fiscal year 2010, or 12.9 percent and 8.5% of U.S. GDP
respectively, significantly complicates that possibility—at least without the prospect
of stimulating a round of harmful inflation. These new estimates of the federal
budget deficit mean federal government will now have to borrow nearly 50 cents of
every dollar spent in fiscal 2009 (46 cents to be exact in fiscal 2009) and 35 cents of
every dollar spend in fiscal year 2010—thereby reducing the capability of the
spender of last resort to fund additional expenditures.

In Vermont, our state has experienced many of the same fiscal pressures that other
states in and outside the New England region have faced. Revenue receipts through
the month of April were down significantly in nominal dollar terms versus last years
levels for both income and consumptions tax sources (see Table 6 below). General
Fund receipts through the first ten months of fiscal year 2009 declined by -8.9
percent overall, with -14.7 percent decline in the Personal Income Tax, a -14.5
percent year-over-year decline for the Corporate Income Tax component, and a -4.9
percent year-over-year decline in Sales and Use Tax component of the General Fund.
In addition, the tourist-sensitive Meals and Rooms Tax is similarly off in nominal
dollars terms year-over-year (at -3.0 percent), despite the fact that visitor traffic in
Vermont is rumored to be up due to the “stay-cation” promotional efforts by the state
and the Vermont visitor sector. Apparently, increased visitor traffic has not been
sufficient to off-set reduced spending for restaurant meals and room rentals by both

state residents and declining amounts of corporate business activity.
Table 6. Cumulative GF Revenue Receipts Through April Results FY2009 Versus FY2008

Component ($ Thousands) Thru April Thru April Dollar Percent
FY2008 FY2009 Difference Difference
Personal Income $ 538,753.3 $ 459,410.3 $ (79,342.9) -14.7%
Withholding $ 393,7822 $ 401,175.7 $ 7,393.5 1.9%
PI Estimates $ 110,645.7 $ 92,5846 $ (18,061.2) -16.3%
PI Paid Returns $ 109,188.3 $ 78,4845 $ (30,703.8) -28.1%
PI Refunds $ (109,864.8) $ (135,134.1) $ (25,269.3) 23.0%
PI1 Other $ 35,001.7 $ 22,2996 $ (12,702.1) -36.3%
Net Sales & Use Tax $ 192,6420 $ 183,1879 $ (9,454.1) -4.9%
Corporate Income Tax $ 62,1023 $ 53,0124 $ (9,089.9) -14.6%
Corporate Estimates $ 39,2270 $ 32,4004 $ (6,826.7) -17.4%
Corporate Paid Returns $ 19,238.7 $ 20,7979 $ 1,559.2 8.1%
Corporate Refunds $ (10,076.4) $ (13,516.7) $ (3,440.4) 34.1%
Corporate Other $ 13,7129 $ 13,3308 $ (382.1) -2.8%
Meals & Rooms $ 105,071.2 $ 101,947.3 $ (3,123.9) -3.0%
Property Transfer Tax $ 9,4039 $ 7,4006 $ (2,003.2) -21.3%
Other $ 121,502.6 $ 133,213.1 $ 11,710.5 9.6%
Estate Tax $ 10,699.1 $ 8,063.2 $ (2,635.9) -24.6%
Insurance Tax $ 47,9478 $ 46,531.1 $ (1,416.6) -3.0%
Total Telephone Tax $ 7,330.6 $ 7,0320 $ (298.6) -4.1%
Bank Franchise Tax $ 9,576.1 $ 20,1703 $ 10,594.2 110.6%
Fees $ 12,2295 $ 16,026.5 $ 3,797.0 31.0%
Other $ 17,0014 $ 18,058.0 $ 1,056.5 6.2%
Total Net General Fund $ 1,029,475.2 $ 938,171.6 $ (91,303.6) -8.9%

Basic Data Source: VT Agency of Administration
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This represents a considerable change in fiscal fortunes for the state in comparison to
fiscal year 2008 where receipts through the month of April had increased on a year-
over-year basis by 4.7% overall—including identical 8.2% year-over-year increases
in Personal and Corporate Income Taxes. Even the state’s two consumption taxes
through the first ten months of fiscal year 2008 remained in positive territory, with a
+5.6% year-over-year increase for Meals and Rooms Tax and a +2.4% year-over-
year increase for the state Stales and Use Tax—despite the onset of the state’s
recession during the Summer of 2007.

As of this writing, the fiscal year 2010 budget situation remains unresolved, even
though the Vermont General Assembly has approved a 2010 budget. The current
issue of disagreement concerns the $26 million in new taxes in the budget which
critics contend would be unnecessary if the budget had the proper level of
expenditure discipline. The budget passed the Vermont House of Representatives on
with 91 votes the last week of the session—enough to pass a budget but insufficient
to override a prospective gubernatorial veto.

Since the January of 2008 forecast consensus, downward revisions in the state’s
General Fund for fiscal year 2009 now totals $95.4 million (or -8.1% of the $1,184.8
million January 2008 consensus forecast). For fiscal year 2010, the total General
Fund forecast downgrade is $195.9 million, or 16.0% of the original $1,224.5 million
January 2008 consensus forecast. During the course of the revenue forecast declines
and the 2009 legislative session, Governor Douglas proposed a series of tough
budget decisions to address the current budget shortfalls. Budget writers in the
Legislature took a different position, preferring to look to more revenues and federal
stimulus funds to balance the budget relative to the Governor’s proposals. No one at
this point is sure how the current situation will be resolved. This uncertainty is a
reflection of these unusual and very uncertain times.

b. Focus on Health Care Situation: Health care in Vermont, as in most other states,
has become a particularly difficult fiscal issue as costs have risen quickly relative to
income and overall economic growth. As a percent of Gross State Product (GSP),
expenditures on personal health care by Vermont providers has more than doubled
from under 8.0% of GSP in 1980 to over 16.0% of GSP in 2004. This reflects the
increasing share of the states resources going to health care, as shown in the chart
below.

A significant part of the state’s residents are covered by public insurers — just under
32.0% of Vermonters rely on public health insurance (15.8% on Medicare, 16.9% on
Medicaid), while another 10.2%, corresponding to approximately 60,000
Vermonters, lack any health insurance according to the most recent data from
2006.® These numbers have remained relatively stable since 2001, but reflect a
substantial dependence on public resources for insurance coverage and a lack of
ability to afford private medical insurance.

13 Centers for Medicare and Medicaid Services (CMS).
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VT Personal Health Care Expenditures as Percent of GSP, 1980-04
(Source: Center for Medicare and Medicaid Services)
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A primary challenge for the health care system in the state is the cost shifting
phenomenon. Cost shifting occurs when hospitals provide services for which they:
(1) do not receive payment and/or (2) receive less than the cost of providing that
care. As costs to hospitals increase, the burden of paying for those costs has
increasingly fallen on private payers—those with and without health insurance. This
is reflected in the rates that hospitals charge for their services, which has experienced
rapid growth in recent years.

Reliance on cost shifting to balance the state’s aggregate health care budget is
unsustainable, and results in a negative, self-reinforcing cycle: as the burden
continues to fall on private payers, that burden becomes greater and increases the
cost of health insurance...this, in turn, makes private insurance less affordable and
that leads to fewer and fewer private payers across which to spread the system’s
costs. Since demand for services do not decrease, and are not likely to decline as the
population ages, the services for which hospitals do not receive payment increase,
placing even more burden on the fewer and remaining private payers, continuing the
cycle. The chart below shows in dollar terms the increasing amount of the state’s
health care costs that are being shifted to private payers, an amount which is
expected to exceed $250 million in 2009.

The cost shift forces hospitals to increase the rates they charge faster than they would
need to without this cost shift. State data estimate that cost shifting results in annual
rate increases of 1-2% on top of the normal rate increases, reflecting the additional
burden on those in the system that few can really afford to pay.
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Cost Shifted to Private Payers to Offset Unpaid Services
(Source: VT BISHCA)
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c. The Birth of Catamount Health Plan: In 2006, the Governor proposed and the
Vermont General Assembly approved, a program called that Catamount Health Plan.
The Catamount Health Plan is a family of state sponsored healthcare options and
premium assistance plans, assembled in an effort to provide coverage to those
Vermonters not receiving employer sponsored private health insurance. As of March
of 2009, more than 8,200 Vermonters had enrolled in the program, with several
hundred signing up each month. The Catamount Health Plan now augments the Dr.
Dynasaur and Vermont Health Access Plan—two programs which are state-
subsidized health care programs. The amount participants pay depends on income,
which means that for some Vermonters at the lowest income levels, services may
essentially be free.

Catamount Health is funded by a combination of federal funds, tobacco tax revenue,
participant premiums, and fees paid by businesses that do not offer health care
coverage. While the state sponsored program offers an option to those that
previously went without any insurance, costs associated with the program are
substantial and have become a point of discussion—especially as the state goes
through budget adjustments to bring spending inline with reduced revenue
expectations for fiscal years 2010 through 2012 and beyond. Over the long-term, for
example, one source of funding, tax revenues on tobacco products, is forecast to
exhibit a declining trend as Vermonters use and purchase fewer and fewer tobacco
products. In July of 2008, the tobacco tax in Vermont was raised by $0.20 per pack
in an effort to at least partially improve one of the key funding sources for
Catamount programs. Higher tobacco products prices, driven by company price
increases and increased federal and state tax rates, are expected to continue to drive
down consumption and associated tax revenues from this source going forward. The
long-term funding sources of the Catamount Health Program are not clear, and many
analysts believe the program will need alternative funding sources—or perhaps be
absorbed by a national health care program—if the program is to attain sustainability
over the longer-term.
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d. Health Care is Not the Only Sustainability Issue in the Fiscal Landscape: As
significant and conspicuous as the state’s fiscal obligations are to its health care
programs, they are not the only state programs with sustainability issues. One of the
fastest growing parts of the state budget is the budget for the Department of
Corrections, where since fiscal year 1996 (through fiscal 2008) spending on
corrections increased by 129 percent while the prison population nearly doubled. In
addition, the state faces ever rising costs in the area of unfounded pension fund
obligations for Vermont teachers (at $653.6 million as of December 31, 2008) and
unfounded obligations associated with what are called Other Post Employment
benefits (OPEBs)—which total another $863.6 million.**

The point is that, between rising health care and rising legacy costs, the state is
facing long-term fiscal commitments that total in the thousands of dollars per person.
This is true even before the exacerbating fiscal forces related to the current downturn
are fully considered. The path to long-term structural fiscal sustainability in
Vermont will likely require additional difficult forward-looking decisions in the
future, hopefully before these obligations rise to the level of a fiscal crisis.

Zachary H. Sears, Research Economist
Jeffrey B. Carr, President

Economic and Policy Resources, Inc.
P. O. Box 1660

Williston, Vermont 05495-1606
WWW.epreconomics.com
www.eb5economics.com

4 OPEBs for state employees as of June 30, 2007 totaled $606.5 million—and are likely higher now.
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