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TO:  House Committee on Corrections and Institutions  
  Senate Committee on Institutions 
 
FROM: Beth Pearce, State Treasurer 
  Steve Wisloski, Deputy State Treasurer 
 
DATE: October 27, 2011 
 
RE:  Relationship between Vermont’s Credit Rating and Cost of Borrowing 
 

 
During our testimony to the Committees on October 24, Representative Lorber requested that the 
Treasurer’s Office provide an analysis of the impact of a credit rating downgrade on Vermont’s 
cost of borrowing. This memorandum reviews the results of that analysis. 
 
To summarize, assuming indicative municipal bond interest rates as of the close of business 
October 24, if the State sold $150 million of bonds (approximately the current 2-year 
authorization for fiscal years 2012 and 2013) that were repaid in level principal amounts of $7.5 
million per year over a 20-year period, then we estimate a downgrade from the State’s current 
triple-A rating to a double-A rating would increase the State’s cost of borrowing by over $4.1 
million over the life of the bond issue. We estimate that a downgrade from triple-A to single-A 
would cost over $15 million. 
 
We also observed during our testimony that today’s interest rates, which range from 0.25% (in 
one year) to 3.5% (in 20 years) for a triple-A rating, are near record lows. We stated our belief 
that if interest rates increased to historically more normal levels, then borrowing costs associated 
with lower ratings would increase correspondingly. Specifically, 20-year historical average 
interest rates range from 2.5% (one year) to 5% (20 years) for a triple-A rating. If the current 
ratios between triple-A, double-A and single-A rate levels remained somewhat consistent at 
higher rate levels, then we estimate that the corresponding increased interest costs could be 
almost $7 million for a double-A rating, and over $25 million for a single-A rating. 
 
Finally, it should be noted that the State issues bonds an ongoing basis, and total increased 
borrowing costs across multiple bond issues will be substantially larger than the above dollar 
amounts. 
 
We have included our analyses of the increased interest costs for both the current market and 20-
year average scenarios as attachments to this memorandum.  
 
Please feel free to contact either of us with any questions.  



Fiscal Principal Interest Interest Interest Interest Interest Interest

Year Amount Rate Cost Rate Cost Rate Cost

6/30/2012 7,500,000      0.250% 3,335,250    0.300% 3,681,750   0.700% 4,663,500      

6/30/2013 7,500,000      0.450% 3,316,500    0.540% 3,659,250   1.000% 4,611,000      

6/30/2014 7,500,000      0.680% 3,282,750    0.830% 3,618,750   1.360% 4,536,000      

6/30/2015 7,500,000      1.000% 3,231,750    1.180% 3,556,500   1.760% 4,434,000      

6/30/2016 7,500,000      1.320% 3,156,750    1.510% 3,468,000   2.140% 4,302,000      

6/30/2017 7,500,000      1.550% 3,057,750    1.770% 3,354,750   2.400% 4,141,500      

6/30/2018 7,500,000      1.790% 2,941,500    2.020% 3,222,000   2.680% 3,961,500      

6/30/2019 7,500,000      2.070% 2,807,250    2.310% 3,070,500   3.010% 3,760,500      

6/30/2020 7,500,000      2.310% 2,652,000    2.560% 2,897,250   3.280% 3,534,750      

6/30/2021 7,500,000      2.430% 2,478,750    2.690% 2,705,250   3.410% 3,288,750      

6/30/2022 7,500,000      2.550% 2,296,500    2.820% 2,503,500   3.540% 3,033,000      

6/30/2023 7,500,000      2.680% 2,105,250    2.950% 2,292,000   3.670% 2,767,500      

6/30/2024 7,500,000      2.810% 1,904,250    3.080% 2,070,750   3.800% 2,492,250      

6/30/2025 7,500,000      2.930% 1,693,500    3.200% 1,839,750   3.920% 2,207,250      

6/30/2026 7,500,000      3.040% 1,473,750    3.320% 1,599,750   4.030% 1,913,250      

6/30/2027 7,500,000      3.140% 1,245,750    3.420% 1,350,750   4.130% 1,611,000      

6/30/2028 7,500,000      3.240% 1,010,250    3.520% 1,094,250   4.230% 1,301,250      

6/30/2029 7,500,000      3.340% 767,250       3.620% 830,250      4.320% 984,000         

6/30/2030 7,500,000      3.410% 516,750       3.690% 558,750      4.370% 660,000         

6/30/2031 7,500,000      3.480% 261,000       3.760% 282,000      4.430% 332,250         

150,000,000  43,534,500  47,655,750 58,535,250    

AA Rating: A Rating:

Cost Increase vs. AAA Rating: 4,121,250   15,000,750    

* Based upon Municipal Market Data (MMD) AAA, AA and A generic yield curves.

State of Vermont
Impact of Credit Rating on Interest Rates and Costs for a $150 Million Bond Issue

Using Market Rates as of October 24, 2011*

AAA Rating AA Rating A Rating



Fiscal Principal Interest Interest Implied Interest Implied Interest

Year Amount Rate Cost Rate Cost Rate Cost

6/30/2012 7,500,000      2.569% 6,139,952    3.083% 6,851,412   7.195% 9,157,484      

6/30/2013 7,500,000      2.916% 5,947,240    3.499% 6,620,157   6.480% 8,617,889      

6/30/2014 7,500,000      3.143% 5,728,544    3.837% 6,357,723   6.287% 8,131,899      

6/30/2015 7,500,000      3.341% 5,492,796    3.942% 6,069,972   5.880% 7,660,403      

6/30/2016 7,500,000      3.520% 5,242,218    4.026% 5,774,289   5.706% 7,219,385      

6/30/2017 7,500,000      3.686% 4,978,246    4.209% 5,472,321   5.707% 6,791,431      

6/30/2018 7,500,000      3.836% 4,701,822    4.329% 5,156,663   5.744% 6,363,420      

6/30/2019 7,500,000      3.969% 4,414,092    4.430% 4,831,962   5.772% 5,932,629      

6/30/2020 7,500,000      4.084% 4,116,389    4.526% 4,499,743   5.799% 5,499,737      

6/30/2021 7,500,000      4.188% 3,810,104    4.636% 4,160,310   5.877% 5,064,838      

6/30/2022 7,500,000      4.298% 3,495,985    4.754% 3,812,582   5.967% 4,624,038      

6/30/2023 7,500,000      4.402% 3,173,598    4.845% 3,456,060   6.028% 4,176,489      

6/30/2024 7,500,000      4.497% 2,843,473    4.929% 3,092,676   6.082% 3,724,414      

6/30/2025 7,500,000      4.584% 2,506,171    5.006% 2,722,964   6.133% 3,268,276      

6/30/2026 7,500,000      4.659% 2,162,372    5.088% 2,347,484   6.176% 2,808,314      

6/30/2027 7,500,000      4.727% 1,812,945    5.149% 1,965,872   6.217% 2,345,092      

6/30/2028 7,500,000      4.787% 1,458,421    5.201% 1,579,735   6.250% 1,878,792      

6/30/2029 7,500,000      4.841% 1,099,403    5.247% 1,189,691   6.261% 1,410,074      

6/30/2030 7,500,000      4.891% 736,334       5.292% 796,185      6.268% 940,476         

6/30/2031 7,500,000      4.927% 369,521       5.323% 399,252      6.272% 470,396         

150,000,000  70,229,623  77,157,054 96,085,475    

AA Rating: A Rating:

Cost Increase vs. AAA Rating: 6,927,431   25,855,852    

* Based upon monthly, end-of-month MMD AAA generic yield curves from 11/30/91 to 9/30/11.

State of Vermont
Impact of Credit Rating on Interest Rates and Costs for a $150 Million Bond Issue

Using Rates Implied By Current Ratios and 20-Year Historical Average Triple-A Rates*

AAA Rating AA Rating A Rating
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