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Ratings

"The outlook is revised to stable from positive reflecting Vermont’s slower than average 
economic recovery which continues to pressure the budget in our view. In addition, pension 
and OPEB liabilities continue to be high relative to state peers. We believe that the state has 
a very strong budget management framework and should this lead to improved reserve levels 
in the future, a higher rating could be warranted. In addition, we believe that there has been 
progress in increasing pension contributions and certain actions have been taken to begin to 
address OPEB liability. Improved liability position could also translate to a higher rating 
level. While not envisioned at this time given the state’s history of pro-actively managing its 
budget and recent actions to address post-retirement liabilities, substantial deterioration of 
budget reserves or a deteriorating liability position could pressure the current rating."  
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Fitch Rates Vermont's $102MM GOs 'AAA'; Outlook Stable

Fitch Ratings-New York-23 September 2015: Fitch Ratings has assigned an 'AAA' rating to the following
state of Vermont general obligation (GO) bonds:

--$26.565 million GO bonds, 2015 series A (Vermont Citizen Bonds) (negotiated);
--$50.765 million GO bonds, 2015 series B (competitive);
--$24.46 million GO refunding bonds, 2015 series C (competitive).

The bonds are expected to sell the week of Oct. 5, 2015; the series A bonds through negotiation and the
series B and C bonds through competitive bid.

In addition, Fitch affirms the 'AAA' rating on the state's outstanding $585.2 million GO bonds.

The Rating Outlook is Stable.

SECURITY 

The bonds are general obligations of the state of Vermont backed by the state's full faith and credit.

KEY RATING DRIVERS

CONSERVATIVE FINANCIAL MANAGEMENT: Vermont's strong fiscal management practices anchor the
state's credit quality and offset risks posed by its relatively narrow economy. The state's revenue stream
is diverse and estimates are updated at least twice a year. The state takes timely action to maintain
balance, and budget stabilization reserves have been maintained at statutory maximum levels despite
periods of declining revenue.

MODERATE LONG-TERM LIABILITY BURDEN: Vermont's debt levels are at the low end of the
moderate range and are expected to remain so based on the state's careful affordability planning
process. Funded ratios for Vermont's pension systems declined in recent years. Positively, the state
regularly budgets for its full projected actuarially calculated annual required contribution (ARC) and has
enacted plan modifications with the goal of gradually improving the funded status of the plans. The
state's combined debt and unfunded pension liabilities pose a slightly above-average burden, but one
that Fitch views as manageable.
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RELATIVELY NARROW ECONOMY: Vermont's economy has diversified but remains narrow with above-
average exposure to the cyclical manufacturing sector. While statewide educational attainment and
unemployment levels compare favorably to the nation, the state's median age is well above the national
level.

RATING SENSITIVITIES

The rating is sensitive to shifts in Vermont's fundamental credit characteristics, particularly its moderate
long-term liability profile and fiscal discipline.

CREDIT PROFILE 

Vermont's 'AAA' rating reflects its moderate debt burden, maintained through adherence to debt
affordability guidelines, as well as conservative financial management and maintenance of sound
reserves. Outstanding debt, which is nearly entirely GO and matures rapidly, has increased slightly in
recent years but the debt burden remains moderately low. Debt plus unfunded state pension liabilities as
percentage of personal income is slightly above the states' median, but the burden is very manageable
as the state regularly budgets its full projected pension ARC payments. Vermont budgets conservatively,
taking prompt action to address projected budget gaps. Its diverse revenue stream includes a state
property tax for education, a relatively unique feature for state governments.

LIMITED ECONOMY, STILL RECOVERING

The relatively narrow state economy is characterized by larger-than-average reliance on tourism, health
and educational services, and manufacturing, and performance is exposed to several key large
employers. The state's population is older, but more well-educated than the national average. During the
recession, Vermont's peak-to-trough monthly employment loss of 4.8% (seasonally adjusted levels) was
less severe than the national 6.3% decline. The recovery has been in line with the national trend, as
through August, the state had recovered 135% of the jobs it lost while the national rate was 145%. On a
non-seasonally adjusted basis, Vermont's 1.4% three-month moving average of year-over-year (yoy)
employment growth trailed the national 2.1% rate. 

Unemployment levels remain well below those of the nation, at 3.6% in August 2015 compared to 5.1%
for the country, but the state's labor force has been flat to declining indicating some weakness in the
labor market. The recent sale by IBM of its chip manufacturing business to GlobalFoundries is a positive
for the state as it should stabilize employment at one of the state's largest factories. Wealth levels are on
par with the nation as 2014 per capita personal income of $47,330 was just slightly ahead of the U.S.
Vermont's total personal income growth has been line with national growth in recent years. 

STABLE FISCAL PROFILE
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Fiscal management practices are strong, including a consensus revenue process that forecasts
revenues at least twice a year, monthly revenue monitoring and a practice of accumulating excess
resources in separate reserve funds for each of the state's three major operating funds.

Vermont's fiscal profile remains stable with recent performance indicating solid yoy growth, despite a
downward revenue forecast revision at the start of fiscal 2015. Consistent with Fitch's expectations, the
state took prompt action to address the modest shortfall at the start of fiscal 2015. Within three weeks of
the $28 million general fund negative forecast revision (2.1% of forecast revenues) in July 2014, the
state enacted a rescission plan to address the gap with a mix of one-time and recurring revenue and
expense actions. 

In January 2015, the state further revised its revenue forecast downward by another $10 million.
Ultimately, preliminary fiscal 2015 general fund revenues ended 1.3%, or $17.9 million, ahead of the
January 2015 forecast. Versus fiscal 2014, general fund revenues grew 3.6% and personal income tax
(PIT) revenues notched particularly strong growth of 5.2%. This contrasts with fiscal 2014 when year-end
results fell short of the January forecast and contributed to a notable downward forecast revision in July
2014.

For fiscal 2016, the state's consensus forecast from July 2015 is for continued general fund revenue
growth of 4.2%. PIT growth is again particularly robust at 8.2% - excluding the effects of tax law changes,
Fitch estimates the baseline growth forecast at a still-healthy 5%, reflecting the consensus economic
outlook for continued economic improvement. Fitch notes the tax law changes, while general modest in
dollar amount, add an element of uncertainty to the revenue forecast. Monthly revenue monitoring and
the annual January forecast update should provide the state with ample time to make adjustments to
maintain balance if necessary. 

Budget stabilization reserves (BSR) in each of the state's three major operating funds as of the close of
fiscal 2015 remained fully funded and are expected to remain so through the current fiscal year ending
June 30, 2016. In addition to the general fund BSR, capped at 5% of prior year appropriations, Vermont
also maintains a general fund balance reserve (BR; replacing the former revenue shortfall reserve). The
BR also has a cap of 5% of prior year appropriations, and stood well below that at $6.8 million (or 0.5%)
at the end of fiscal 2015. Vermont projects the BR will increase notably to $10.1 million at the end of the
current fiscal year. The state also projects the BSRs for the education and transportation funds, its other
major operating funds, will remain fully funded at 5% of appropriations at fiscal year-end 2016. 

LOW DEBT, HIGHER PENSION LIABILITIES

Vermont's net tax-supported debt profile reflects a moderate burden, straightforward structure, and rapid
amortization. As of June 30, 2015, pro forma net tax-supported debt (including the 2015 series A and B)
equaled 2.3% of 2014 personal income, which is in line with the states' median. 
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In 1990, the state established a Capital Debt Affordability Advisory Committee (CDAAC), establishing an
important policy mechanism to manage the state's debt burden. The committee annually recommends
proposed debt authorizations, based on analysis of the state's capacity. After recommending a modest
decrease in the recommended authorization for fiscal 2016 and 2017, at its September 2015 meeting,
the committee recommended keeping authorization stable. The state has never exceeded the
committee's recommended levels. Fitch views the CDAAC as a useful check as the state has no other
constitutional or statutory limitations on debt issuance. 

Vermont has budgeted and appropriated full projected ARC payments into its pension systems since
fiscal 2007, but the unfunded liability remains above-average relative to the state's economic resources.
The state assumes responsibility for retirement pensions not only of state workers, but of local school
teachers. In recent years, the state implemented a series of changes to benefits, employee
contributions, and actuarial assumptions to improve the funded status and reduce the long-term
liabilities; these include closing the amortization periods of both plans. As of June 30, 2014, the state's
Vermont State Retirement System (VSRS) was 68.7% funded on a Fitch-adjusted basis (77.9%
reported). Similarly, the teachers' plan was just 53.2% funded on a Fitch-adjusted basis (59.9%
reported). Fitch anticipates funded ratios will remain relatively stable and gradually improve, subject to
investment performance, as the state continues to make full ARC payments. Combined net-tax-
supported debt plus unfunded pension liabilities (as of Fitch's 2014 state pension update report) was an
above-average, but still manageable, 9.7% of personal income.

Contact: 

Primary Analyst
Eric Kim
Director
+1-212-908-0241
Fitch Ratings, Inc.
33 Whitehall Street
New York, NY 10004

Secondary Analyst
Marcy Block
Senior Director
+1-212-908-0239

Committee Chairperson
Douglas Offerman
Senior Director
+1-212-908-0889
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Media Relations: Sandro Scenga, New York, Tel: +1 212-908-0278, Email:
sandro.scenga@fitchratings.com.

Additional information is available at 'www.fitchratings.com'.

Fitch recently published an exposure draft of state and local government tax-supported criteria
(Exposure Draft: U.S. Tax-Supported Rating Criteria, dated Sept. 10, 2015). The draft includes a number
of proposed revisions to existing criteria. If applied in the proposed form, Fitch estimates the revised
criteria would result in changes to fewer than 10% of existing tax-supported ratings. Fitch expects that
final criteria will be approved and published by Jan. 20, 2016. Once approved, the criteria will be applied
immediately to any new issue and surveillance rating review. Fitch anticipates the criteria to be applied to
all ratings that fall under the criteria within a 12-month period from the final approval date.

In addition to the sources of information identified in the applicable criteria specified below, this action
was informed by information from CreditScope, IHS, and FRED, Federal Reserve Bank of St. Louis.

Applicable Criteria 
Exposure Draft: U.S. Tax-Supported Rating Criteria (pub. 10 Sep 2015)
(https://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=869942)
Tax-Supported Rating Criteria (pub. 14 Aug 2012)
(https://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=686015)
U.S. State Government Tax-Supported Rating Criteria (pub. 14 Aug 2012)
(https://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=686033)

Additional Disclosures 
Dodd-Frank Rating Information Disclosure Form
(https://www.fitchratings.com/creditdesk/press_releases/content/ridf_frame.cfm?pr_id=991192)
Solicitation Status (https://www.fitchratings.com/gws/en/disclosure/solicitation?pr_id=991192)
Endorsement Policy (https://www.fitchratings.com/jsp/creditdesk/PolicyRegulation.faces?
context=2&detail=31)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS.
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(http://fitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
'WWW.FITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES
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AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS
SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR
ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD
ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY
PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced outside
the EU may be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of
the EU Regulation with respect to credit rating agencies, can be found on the EU Regulatory Disclosures
(https://www.fitchratings.com/regulatory) page. The endorsement status of all International ratings is
provided within the entity summary page for each rated entity and in the transaction detail pages for all
structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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Title 32: Taxation and Finance

Chapter 13: DEBTS AND CLAIMS

Sub-Chapter 08: Management Of State Debt

32 V.S.A. § 1001. Capital Debt Affordability Advisory Committee

§ 1001. Capital Debt Affordability Advisory Committee

(a) Committee established. A Capital Debt Affordability Advisory Committee is hereby
created with the duties and composition provided by this section.

(b)(1) Committee duties. The Committee shall review annually the size and affordability
of the net State tax-supported indebtedness and submit to the Governor and to the General
Assembly an estimate of the maximum amount of new long-term net State tax-supported
debt that prudently may be authorized for the next fiscal year. The estimate of the
Committee shall be advisory and in no way bind the Governor or the General Assembly.

(2) The Committee shall conduct ongoing reviews of the amount and condition of
bonds, notes, and other obligations of instrumentalities of the State for which the State has a
contingent or limited liability or for which the State Legislature is permitted to replenish
reserve funds, and, when deemed appropriate, recommend limits on the occurrence of such
additional obligations to the Governor and to the General Assembly.

(3) The Committee shall conduct ongoing reviews of the amount and condition of the
Transportation Infrastructure Bond Fund established in 19 V.S.A. § 11f and of bonds and
notes issued against the fund for which the state has a contingent or limited liability.

(c) Committee estimate of a prudent amount of net State tax-supported debt; affordability
considerations. On or before September 30 of each year, the Committee shall submit to the
Governor and the General Assembly the Committee's estimate of net State tax-supported
debt which prudently may be authorized for the next fiscal year, together with a report
explaining the basis for the estimate. In developing its annual estimate, and in preparing its
annual report, the Committee shall consider:

(1) The amount of 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) has been authorized but not yet issued.



(2) 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.

(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.

(4) The criteria that recognized bond rating agencies use to judge the quality of issues
of State bonds, including:

(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.

(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.

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

(7) The cost-benefit of various levels of debt financing, types of debt, and maturity
schedules.

(8) Any projections of capital needs authorized or prepared by the Agency of
Transportation, the Joint Fiscal Office, or other agencies or departments.

(9) 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.

(10) The effect of authorizations of new State debt on each of the considerations of this
section.

(d) Committee composition.

(1) Membership. Committee membership shall consist of:

(A) As ex officio members:

(i) the State Treasurer;

(ii) the Secretary of Administration; and

(iii) a representative of the Vermont Municipal Bond Bank chosen by the
directors of the Bank.

(B) Two individuals with experience in accounting or finance, who are not officials
or employees of State government appointed by the Governor for six-year terms.

(C) The Auditor of Accounts who shall be a nonvoting ex officio member.

(D) One person who is not an official or employee of State government with
experience in accounting or finance appointed by the State Treasurer for a six-year term.

(2) The State Treasurer shall be the Chairperson of the Committee.

(e) Other attendants of committee meetings. Staff of the Legislative Council and the Joint
Fiscal Committee shall be invited to attend Committee meetings for the purpose of fostering
a mutual understanding between the Executive and Legislative Branches on the appropriate
statistics to be used in committee reviews, debt affordability considerations, and
recommendations.

(f) Information. All public entities whose liabilities are to be considered by the
Committee shall annually provide the State Treasurer with the information the Committee
deems necessary for it to carry out the requirements of this subchapter. (Added 1989, No.
258 (Adj. Sess.), § 1; amended 2007, No. 121 (Adj. Sess.), § 28; 2007, No. 200 (Adj. Sess.),
§ 25, eff. June 9, 2008; 2009, No. 50, § 31.)
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