CAPITAL DEBT AFFORDABILITY
ADVISORY COMMITTEE

State of

Vermont

RECOMMENDED ANNUAL NET TAX-SUPPORTED
DEBT AUTHORIZATION

September 2016

Prepared by:
PUBLIC RESOURCES ADVISORY GROUP
39 Broadway, Suite 1210
New York, NY 10006
(212) 566-7800



ELIZABETH A. PEARCE ’ i UNCLAIMED PROPERTY DIVISION
STATE TREASURER Ity TEL: (802) 828-2407

[ ]
RETIREMENT DIVISION ﬁ ! ACCOUNTING DIVISION

TEL: (802) 828-2305 TEL: (802) 828-2301
Fax: (802) 828-5182 - o FAX: (802) 828-2884

STATE OF VERMONT
OFFICE OF THE STATE TREASURER

TO: Governor Peter Shumlin
Shap Smith, Speaker of the House of Representatives
John Campbell, Senate President Pro Tempore ,
Alice Emmons, Chair, House Committee on Corrections and Institutions
Peg Flory, Chair, Senate Committee on Institutions
Stephen Klein and Members, Joint Fiscal Committee

FROM: Beth Pearce, State Treasurer
DATE: September 30, 2016
RE: Capital Debt Affordability Advisory Committee Report for 2016

Pursuant to 32 V.S.A. §1001, I am pleased to deliver on behalf of the Capital Debt Affordability
Advisory Committee (“Committee” or “CDAAC”) its “Recommended Annual Net Tax-
Supported Debt Authorization” Report for 2016 (“Report™).

This is the first year of the FY 2018-2019 biennium and the Committee is recommending a 2-
year debt authorization of $132,460,000. This represents a reduction of 8.01% from the previous
recommendation of $144,000,000.

As noted in the Report, debt issuance among Vermont’s peer Triple-A rated states and the fifty
states generally declined two years ago and continues to be lower than its peak in 2013. This has
resulted in a noticeable impact on Vermont’s debt ratio rankings compared to other states,
notwithstanding a need to consider the impact of capital spending on the economic conditions of
the State. The Committee also notes that Vermont’s projected debt issuance of $66.3 million per
year exceeds scheduled debt retirements, meaning that the State’s overall debt outstanding
continues to rise.

In late September 2015 the State received a reaffirmation of its bond ratings, with stable
outlooks, of Aaa (highest) from Moody’s Investors Service, AAA (highest) from Fitch Ratings,
and AA+ (second highest) from Standard & Poor’s. Recently Standard & Poor’s reaffirmed
Vermont’s current rating.

These bond ratings, the highest in the Northeast, are critical to Vermont’s financial future. We
are able to access capital in the markets when needed at low rates. This not only supports the
State’s infrastructure needs but also lowers the cost of financing for various authorities that rely,
at least in part, on our bond rating. A good bond rating reduces the cost for affordable housing
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(through the Vermont Housing Finance Agency), economic development (Vermont Economic
Development Authority), higher education (Vermont Student Assistance Corporation), and the
bricks and mortar projects in our communities (Vermont Municipal Bond Bank).

Our continued record of prudent financial management, by the Administration, General
Assembly and the Treasury is important to continuing to manage both the ratings and the level of
debt, so that we can attain the best value for our taxpayers.

For the preservation of Vermont’s excellent credit ratings, and all the attendant benefits those
ratings provide, the Committee members and I urge the Governor and General assembly to
continue their unbroken 26-year record of adopting the Committee’s debt recommendation. In
addition, the most important steps the Governor and General Assembly can take to preserve
Vermont’s excellent ratings are to:

(1) fund the full annual required contributions (“ARCs”) for the State Employees’ and
State Teachers’ pension funds;

(2) maintain the full 5% statutory budget stabilization reserves for the General Fund,
Education Fund, Transportation Fund, and other reserves;

(3) continue to fund the General Fund contribution to the Retired Teachers’ Health and
Medical Benefits Fund. :

Finally, as previously noted, the State should try to build the General Fund Balance Reserve (i.e.,
“rainy day” fund) to 3% of the General Fund, incrementally and over time, with the eventual
goal of maintaining a combined General Fund budget stabilization and “rainy day” reserves of
8%.

A lot of work goes into maintaining our bond rating beyond our conservative debt management.
Fiscal discipline and proactive steps to address budget gaps; consensus revenue forecasting; and
fully transparent, accurate, and timely financial reporting are among these. I want to thank the
Administration and General Assembly for their continued efforts in these important areas.
Maintaining the discipline required to keep our ratings can be very difficult, but is within our
collective control.

Please feel free to contact me with any questions.
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State of Vermont Capital Debt Affordability Advisory Committee — 2016 Report

1. OVERVIEW
Purpose

In accordance with 32 V.S.A., Chapter 13, Subchapter 8 “Management of State Debt,” the
Capital Debt Affordability Advisory Committee (the “Committee” or “CDAAC”) is required
to present to the Governor and the General Assembly each year, no later than September 30,
an estimate of the maximum amount of new long-term net State tax-supported debt that
Vermont may prudently authorize for the next fiscal year. In Sec. 1 of Act No. 104 of 2012,
the General Assembly expressed its intent to move to a biennial capital budgeting cycle “to
accelerate the construction dates of larger projects and thus create jobs for Vermonters sooner
than would be possible under a one-year capital budgeting cycle.” In response, starting with
its 2012 Report, the Committee has formally presented a two-year debt recommendation.

Formal Recommendation

Based upon the economic and financial projections prepared by Economic and Policy
Resources, Inc. (EPR), the administration’s economist, the Committee’s two-year debt
recommendation for fiscal years 2018 and 2019 is $132,460,000, reflecting a reduction of
8.01% from the previous biennium recommendation of $144,000,000. CDAAC’s formal
recommended debt authorization complies with the State’s triple-A debt affordability
guidelines, is consistent with the current expectations of the rating agencies, and demonstrates
that the State continues to manage its debt issuance program in a prudent and restrained
manner.

From 2004 through 2011, the State was able to increase the amount of capital funding
authorized, while at the same time improving or maintaining its position with regard to its debt
guidelines. However, over the last few years, the State’s relative debt position has slipped
compared to other states. This was exacerbated the last two years because total net-tax
supported debt for US states declined in 2014 and remained static in 2015. Moody’s 2015
State Debt Medians report, which summarizes state debt issuance in 2014, stated the drop was
the first in 28 years since Moody’s began compiling such data. Furthermore, the Moody’s 2016
State Debt Medians report revealed that the net tax-supported debt remained essentially flat in
2015 compared to 2014, with a growth of only 0.6%. See Section 6, “State Debt Guidelines
and Recent Events” for additional information.

Although the State’s annual cost of debt service as a percentage of revenues is perhaps the
single most important affordability metric, the Committee reviews other debt ratios such as
debt as a percentage of gross state product, debt as a percentage of personal income and debt
per capita. Similar to years past, debt service as a percentage of revenues and debt per capita
are the main factors constraining this year’s recommendation. See Section 6, “State Debt
Guidelines and Recent Events” for a detailed discussion of CDAAC’s analytical process.

Definition of Vermont’s “Long-Term Net Tax-Supported Debt”

As a matter of practice, while the CDAAC legislation refers to an authorization of “net tax-
supported debt,” the amount of net tax-supported debt for the State means only general
obligation (or “G.0.”) debt, and this report assumes only G.O. debt for authorization purposes
and in calculating its projected debt ratios. As indicated in Section 6, “State Debt Guidelines
and Recent Events,” the rating agencies generally include the State’s special obligation
transportation infrastructure bonds (“TIBs”), issued by Vermont in 2010, 2012, and 2013, as
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part of net tax-supported debt, whereas the State treats this debt as self-supporting debt in its
debt statement. While the CDAAC report includes “Dashboard Indicators” debt metrics
calculated both with and without TIBs, it does not assume that such indebtedness is part of net
tax-supported debt. See Section 3, “State Guidelines™ for further information.

Debt Authorizations and Issuance Amounts

The following chart presents the amounts of G.O. debt that have been authorized and issued
by the State since fiscal year 2004 on a biennial basis. As shown below, the State has
experienced a significant increase in debt authorizations and issuances over the last thirteen
years. For the period from 2004-2016, the biennial issuance has approximately doubled, and
the compound annual growth rate in debt authorizations during this period has been 4.3%.
Including the 2018-2019 recommended authorization amount, the compound annual growth
rate in debt authorizations is 3.2%.

STATE OF VERMONT
HISTORICAL GENERAL OBLIGATION. BOND AUTHORIZATIONS AND ISSUANCE
BY BIENNIUM®®®
(IN MILLIONS OF DOLLARS)
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1) Annual issuances do not include refunding bonds. Authorized but unissued debt has been carried forward and
employed in subsequent years’ bond issuances.

2) Pursuant to Section 34 of Act 104 of 2011, commencing in fiscal year 2013, premium received from the sale
of bonds may be applied towards the purposes for which such bonds were authorized. .

3) For fiscal years 2016-17, the “Authorized” amount reflects the two-year authorized amount of the General
Assembly in the 2015 Capital Bill (Act 26), as amended by the 2016 Capital Bill (Act 160). This amount
excludes any amounts authorized that relate to (i) the principal amount of bonds authorized in prior biennial
capital bills but not issued due to the use of original issue bond premium to fund capital projects and (ii) transfers
and reallocations from prior years. The “Issuance” amount reflects $89.86 million aggregate par amount of the
October 2015 issue. The State plans to issue its fiscal year 2017 bond towards the end of the calendar year
2016.
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For fiscal years 2016-2017 the General Assembly has authorized $144,000,000 in new general
obligation bonds, plus an additional $11,559,096.05 of prior year unissued bonds that were not
needed due to the use of original issue bond premium to fund capital projects'. In October
2015, the State issued $89,860,000 in new money bonds that produced $99,125,021.25 in
proceeds available for capital projects within the State. Of this amount $16,698,050.64 was
from prior year authorizations. Thus in FY 2016 the State used $82,426,970.61 of its biennium
authorization. The bonds issued in October 2015 were issued at a premium in the amount of
$9,398,753.35 thus increasing the unissued principal that were not needed due to the use of
original issue bond premium to $20,957,849.40 and the biennium authorization amount to
$164,957,849.40, as explained in the Capital Funding and Capital Plan section below. In order
to model the 10-year projection of State debt, in FY 2017 $82,530,000 ($82,530,878.40,
rounded down to the nearest $5,000 denomination, respectively) is assumed to be issued.

Capital Funding and Capital Plan

For fiscal years 2015-2016, the General Assembly in the 2015 Capital Bill (Act 26), as
amended by the 2016 Capital Bill Adjustment (Act 160) authorized $164,957,849.40 in total
revenues consisting of: $144,000,000 in new general obligation debt, and $20,957,849.40 from
“unissued principal.” Sec. 11. Natural Resources, of the 2015 Capital Bill (Act 26), as amended
by the 2016 Capital Bill Adjustment (Act 160), authorizes the proceeds of bonds to be used for
water quality projects. Vermont is currently gathering information on funding options and
recommendations for long-term financing of water quality needs with the development of long-
term revenue models to sustain water quality needs, which may include the issuance of future
dedicated revenue bonds.

The General Assembly created a formal review process by amending 32 V.S.A. § 701a to
require Vermont’s Department of Building and General Services to prepare a report on or
before each January 15" to provide information on encumbrances, spending and project
progress for authorized capital projects based on reporting received by the agencies that have
received capital appropriations. CDAAC believes that this will result in a more efficient
funding process for State capital projects.

With the passage of 32 V.S.A. § 310, the Administration will need to prepare and revise a ten-
year State capital program plan on an annual basis, submitting it for approval by the general
assembly. The plan will include a list of all recommended projects in the current fiscal year,
as well as the five fiscal years thereafter. These recommendations will include an assessment,
projection of capital need, and a comprehensive financial assessment. The Committee expects
to annually review and consider future capital improvement program plans. Currently, the
Agency of Transportation provides a capital improvement plan, which includes the current
year appropriations and three years of projections. The web address is
http://vtrans.vermont.gov/about/capital-programs

! Effective in fiscal year 2013, 32 V.S.A. § 954 was amended to permit the use of bond premium received from
the issuance of G.O. debt for capital purposes. Previously bond premium was used to pay debt service. In fiscal
year 2013, the net bond premium was applied to capital appropriations, effectively reducing the par amount of
the bonds issued, such that the par amount of the bonds plus the net original issue premium (bond proceeds) is
applied to the capital appropriations amount and the difference (the net original issue premium) becomes
additional bonding capacity and available for future years authorization. See Section 5, “State Guidelines and
Recent Events, Statutory Change Relating to Use of Bond Premium and Effect on Affordability”.
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2. STATE DEBT

In general, the State has borrowed money by issuing G.O. bonds, the payment of which the
full faith and credit of the State are pledged. The State has also borrowed money to finance
qualifying transportation capital projects by issuing TIBs, the payment of which is not secured
by the full faith and credit of the State. The State also has established certain statewide
authorities that have the power to issue revenue bonds and to incur, under certain
circumstances, indebtedness for which the State has contingent or limited liability.

General Obligation Bonds
As stated above, the Committee includes only the State’s G.O. debt as State net tax supported
debt for purposes of its recommendation.

Purpose

The State has no constitutional or other limit on its power to issue G.O. bonds besides
borrowing only for public purposes. Pursuant to various appropriation acts, the State has
authorized and issued G.O. bonds for a variety of projects or purposes. Each appropriation act
usually specifies projects or purposes and the amount of General Fund, Transportation Fund
or Special Fund bonds to be issued, and provides that payment thereof is to be paid from the
General, Transportation or Special Fund.

Structure

The State Treasurer, with the approval of the Governor, is authorized to issue and sell bonds
that mature not later than twenty (20) years after the date of such bonds and such bonds must
be payable in substantially equal or diminishing amounts annually. Under the General
Obligation Bond Law, except with respect to refunding bonds, the first of such annual
payments is to be made not later than five years after the date of the bonds. All terms of the
bonds shall be determined by the State Treasurer with the approval of the Governor as he or
she may deem for the best interests of the State.

Capital Leases

The State must include capital leases in its total of net tax-supported debt. A capital lease is
considered to have the economic characteristics of asset ownership, and is considered to be a
purchased asset for accounting purposes. By comparison, an operating lease is treated as a
rental for accounting purposes. A lease is considered to be a capital lease if any one of the
following four criteria are met:

1. The life of the lease is 75% or longer than the asset’s useful life;

2. The lease contains a purchase agreement for less than market value;

3. The lessee gains ownership at the end of the lease period; or

4. The present value of lease payments is greater than 90% of the asset’s market value.

Historically the State has avoided capital leases, however, during the fiscal year 2015 audit,
the lease for the State’s office building at 27 Federal Street in St. Albans was deemed to be a
capital lease, having met criteria #4 above. This capital lease, with a fair market value of
$10.015 million, is included as net tax-supported debt.
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Current Status

G.O. Debt and Capital Leases Outstanding as of June 30, 2016 was $637,050,092. Amount
authorized but unissued at June 30, 2016 was $82,530,878.40, which consists of
$61,573,029.00 of the remaining $144,000,000 authorization and $20,957,849.40 of “unissued
principal.”

Ratings

The State of Vermont’s general obligation ratings were affirmed by S&P Global Ratings
(“S&P”) in August 2016 and by Moody’s Investors Service (“Moody’s”) and Fitch Ratings
(“Fitch™) in September 2015. The State enjoys triple-A ratings from both Fitch and Moody’s.
Fitch raised the State’s rating in conjunction with a recalibration (generally meaning increased
ratings) conducted in 2010. Moody’s raised the State’s rating to triple-A in February 2007.
S&P rates Vermont’s G.O. bonds AA+ with a “stable” outlook. Approximately three years
ago, S&P raised its rating outlook from “stable” to “positive.” In 2015, S&P revised its outlook
back to “stable.”

"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."

Net Tax-Supported Debt Outstanding

The State’s aggregate net tax-supported principal amount of debt increased from $595.7
million, as of June 30, 2015, to $637.0 million, as of June 30, 2016, an increase of 6.92%. The
table below sets forth the sources of the change in net tax-supported debt outstanding from
fiscal year 2015 to fiscal year 2016 (in thousands):

Net Tax-Supported Debt as of 6/30/15 .................. $595,797
G.O. New Money Bonds Issued .........cccccoeeviinicnennee. 89,860
G.0O. Refunding Bonds Issued .........cccceeeveevvenrrennennne. 25,720
Less: Retired G.O. Bonds.............c..cvv ... (48,495)
Less: Refunded G.O. Bonds.. ....................(25,250)
Less: Retired Capital Lease.. e e (582)
Net Tax-Supported Debt as of 6/30/ 16 ................... $637,050
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STATE OF VERMONT

Debt Statement
As of June 30, 2016 (In Thousands)

General Obligation Bonds:

General Fund $619,063
Transportation Fund 7,652
Special Fund 320
Capital Leases:

27 Federal Street, St. Albans $10,015
Self-Supporting Debt:

Special Obligation Transportation $29,885
Infrastructure Bonds (TIBs)

Reserve Fund Commitments?:

Vermont Municipal Bond Bank $565,635
Vermont Housing Finance Agency 155,000
VEDA Indebtedness 155,000
Vermont Student Assistance Corporation 50,000
Vermont Telecommunications Authority 40,000
Univ. of Vermont/State Colleges 100,000
Gross Direct and Contingent Debt $1,732,570
Less:

Self-Supporting Debt (29,885)
Reserve Fund Commitments (1,065,635)
Net Tax-Supported Debt $637,050

'Does not include (i) the general obligation bonds intended to be issued in calendar year 2016, (ii) general obligation bonds
that have been refunded and (ii) the present value of certain outstanding capitalized leases in the amount of $905,379.
*Figures reflect the maximum amount permitted in statute. However, many of the Issuers have not issued debt or have
not issued the maximum amount of debt permitted by statutes. See “Moral Obligation Indebtedness” herein for
additional information.
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STATE OF VERMONT
GENERAL OBLIGATION BONDS OUTSTANDING FY 2007-2016
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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, 2016, without the issuance of any additional G.O. debt.
Rating agencies consider Vermont’s rapid debt amortization, with almost 67.5% of current
principal retired by 2027, to be a positive credit factor.

OUTSTANDING GENERAL OBLIGATION NET TAX-SUPPORTED DEBT
(in thousands of dollars)

GENERAL OBLIGATION BONDS (STATE DIRECT DEBT)
General Fund Transportation Fund Special Fund Capital Leases Total

Total
Fiscal | Principal Debt Principal Debt Principal Debt Principal ~ Debt Principal Debt
Year | Outstanding  Service* Outstanding  Service [ Outstanding Service |Outstanding Service | Outstanding | Service*
2016 619,063 67,334 7,652 1,947 320 628 10,015 508 637,050 70,418
2017 570,959 71,036 6,101 1,884 - 336 9,845 790 586,905 74,046
2018 525,066 66,018 4,649 1,709 - - 9,646 809 539,361 68,536
2019 480,029 63,489 3,231 1,630 - - 9,418 829 492,678 65,948
2020 435,707 61,036 2,813 560 - - 9,157 849 447,677 62,445
2021 391,319 59,368 2,396 541 - - 8,862 870 402,577 60,779
2022 349,702 54,953 1,978 522 - - 8,529 891 360,209 56,366
2023 309,920 51,634 1,560 502 - - 8,157 913 319,637 53,049
2024 272,510 47,840 1,300 327 - - 7,741 936 281,551 49,103
2025 235,150 46,402 1,040 317 - - 7,280 959 243,470 47,677
2026 199,795 43,047 780 306 - - 6,770 982 207,345 44,335
2027 166,405 39,877 520 295 - - 6,207 1,007 173,132 41,179

* Debt service has been calculated using the net coupon rates on all Build America Bonds, taking into account the
interest subsidy from the federal government. The entire amount of the Build America Bonds is allocated to the
General Fund. Totals may not agree due to rounding.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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General Obligation and General Fund Supported Bond Debt Service Projections

The State’s projected annual general obligation (“G.0.”) debt service and debt outstanding are
presented on the following pages and summarized below. The projected debt service (at
estimated interest rates ranging from 5% to 6.5%) assumes the issuance of $82,530,000 in FY
2017 and $66,230,000 each fiscal year from 2018-2027.

PROJECTED GENERAL OBLIGATION DEBT SERVICE AND DEBT OUTSTANDING*
(in thousands of dollars)

Fiscal % %
Year G.O.Debt Change G.O.Bonds Change
Ending Service Outstanding

6/30/2016 70,418 2.60% 637,050 6.92%
6/30/2017 74,046 5.15% 669,435 5.08%
6/30/2018 76,793 3.71% 683,991 2.17%
6/30/2019 80,950 5.41% 696,098 1.77%
6/30/2020 84,343 4.19% 706,577 1.51%
6/30/2021 89,704 6.36% 713,647 1.00%
6/30/2022 92,104 2.68% 720,139 0.91%
6/30/2023 95,385 3.56% 725,117 0.69%
6/30/2024 97,821 2.55% 729,271 0.57%
6/30/2025 102,563 4.85% 730,120 0.12%
6/30/2026 105,172 2.54% 729,615 -0.07%
6/30/2027 107,753 2.45% 727,712 -0.26%

* Please see table titled “Historic and Projected Debt Ratios” on page 25 for
projected debt relative to projected Vermont revenues.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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EXISTING AND PROJECTED NET TAX-SUPPORTED G.O. DEBT SERVICE (8000)

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 Total

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

FY D/S $82.530M 66.230M  66.230M 66.230M 66.230M 66.230M 66.230M 66.230M 66.230M 66.230M  66.230M D/S

5.00% 5.50% 6.00% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50%

2017 74,046 0 0 0 0 0 0 0 0 0 0 0 74,046
2018 68,536 8,257 0 0 0 0 0 0 0 0 0 0 76,793
2019 65,948 8,050 6,953 0 0 0 0 0 0 0 0 0 80950
2020 62,445 7,844 6,771 7,284 0 0 0 0 0 0 0 0 84343
2021 60,779 7,637 6,589 7,085 7,615 0 0 0 0 0 0 0 89,704
2022 56,366 7,431 6,407 6,887 7,400 7,615 0 0 0 0 0 0 92104
2023 53,049 7,224 6,224 6,688 7,185 7,400 7,615 0 0 0 0 0 95385
2024 49,103 7,018 6,042 6,489 6,970 7,185 7,400 7,615 0 0 0 0 97,821
2025 47,677 6,811 5,860 6,291 6,754 6,970 7,185 7,400 7,615 0 0 0 102,563
2026 44,335 6,605 5,678 6,092 6,539 6,754 6,970 7,185 7,400 7,615 0 0 105172
2027 41,179 6,398 5,496 5,894 6,324 6,539 6,754 6,970 7,185 7,400 7,615 0 107,753
EXISTING AND PROJECTED NET TA X-SUPPORTED G.O. BOND PRINCIPAL PAYMENTS ($000) |

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 Total

Current Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.
FY Principal $82.530M 66.230M  66.230M 66.230M 66.230M 66.230M 66.230M 66.230M 66.230M 66.230M  66.230M  Principal
2017 50,145 0 0 0 0 0 0 0 0 0 0 0 50,145
2018 47,543 4,130 0 0 0 0 0 0 0 0 0 0 51,673
2019 46,683 4,130 3,310 0 0 0 0 0 0 0 0 0 54,123
2020 45,001 4,130 3,310 3,310 0 0 0 0 0 0 0 0 55,751
2021 45,100 4,130 3,310 3,310 3,310 0 0 0 0 0 0 0 59,160
2022 42,368 4,130 3,310 3,310 3,310 3,310 0 0 0 0 0 0 59,738
2023 40,573 4,130 3,310 3,310 3,310 3,310 3,310 0 0 0 0 0 61253
2024 38,085 4,130 3,310 3,310 3,310 3,310 3,310 3,310 0 0 0 0 62,075
2025 38,081 4,130 3,310 3,310 3,310 3,310 3,310 3,310 3,310 0 0 0 65381
2026 36,125 4,130 3,310 3,310 3,310 3,310 3,310 3,310 3,310 3,310 0 0 66,735
2027 34213 4,130 3,310 3,310 3,310 3,310 3,310 3,310 3,310 3,310 3,310 0 68,133

EXISTING AND PROJECTED NET TAX-SUPPORTED G.O. BONDS OUTSTANDING ($000)

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 Total

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

FY  Debt $82.530M 66.230M  66.230M 66.230M 66.230M 66.230M 66.230M 66.230M 66.230M 66.230M  66.230M Debt
2016 637,050 0 0 0 0 0 0 0 0 0 0 0 637,050
2017 586,905 82,530 0 0 0 0 0 0 0 0 0 0 669,435
2018 539,361 78,400 66,230 0 0 0 0 0 0 0 0 0 683,991
2019 492,678 74,270 62,920 66,230 0 0 0 0 0 0 0 0 696,098
2020 447,677 70,140 59,610 62,920 66,230 0 0 0 0 0 0 0 706,577
2021 402,577 66,010 56,300 59,610 62,920 66,230 0 0 0 0 0 0 713,647
2022 360,209 61,880 52,990 56,300 59,610 62,920 66,230 0 0 0 0 0 720,139
2023 319,637 57,750 49,680 52,990 56,300 59,610 62,920 66,230 0 0 0 0 725,117
2024 281,551 53,620 46,370 49,680 52,990 56,300 59,610 62,920 66,230 0 0 0 729,271
2025 243,470 49,490 43,060 46,370 49,680 52,990 56,300 59,610 62,920 66,230 0 0 730,120
2026 207,345 45,360 39,750 43,060 46,370 49,680 52,990 56,300 59,610 62920 66,230 0 729,615
2027 173,132 41,230 36,440 39,750 43,060 46,370 49,680 52,990 56,300 59,610 62,920 66,230 727,712
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Net Tax-Supported Debt Service by Fiscal Year

The State’s scheduled G.O. net debt service requirement (“D/S”) for fiscal year 2017 is $74.0
million, 5.15% more than the $70.4 million paid in fiscal year 2016.

(in $ thousands)

Net Tax-Supported D/S Paid in FY 2016(D................. $70,418
Decrease in D/S Requirement FY 2016......................... (5,252)
D/S Decrease Due to G.O. Refunding in FY 2016............. (241)
D/S Increase Due to G.O. Debt Issued in FY 2016........... 9,121
Net Tax-Supported D/S Due in FY 2017M................. $ 74,046

() The debt service amount shown takes into account the interest subsidy from the
federal government (calculated to be $1,155,256 during FY 2016), payable on the
$87,050,000 Build America Bonds as part of the 2010 Series A-2 and D-2 bond
issues. See “Sequestration and Potential Impact on Build America Bonds Subsidy”
herein for a discussion of the impact of sequestration on the State’s subsidy.

STATE OF VERMONT
HISTORICAL NET TAX-SUPPORTED DEBT SERVICE®("
($’s in millions)
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*Consists of G.O. Bonds. Fiscal Year 2014 debt service includes an additional principal amortization of
$3,150,000 that was structured to expend bond funded original issuance premium within 12 months of
the issue date to satisfy Internal Revenue Service requirements. Going forward this will not be necessary
due to the 2012 amendment to 32 V.S.A. § 954 to permit the use of bond premium for capital projects.
**Please see table titled “Historic and Projected Debt Ratios” on page 25 for debt ratios relative to historic
Vermont revenues.
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Authorized, But Unissued Debt

CDAAC believes the State’s historical practice to annually extinguish all or a large portion of
the authorized amount of debt to avoid a rising residual amount of authorized but unissued debt
has enhanced the State’s credit position, as it is viewed favorably by the rating agencies.

As discussed in Section 6, “State Guidelines and Recent Events, Statutory Change Relating to
Use of Bond Premium and Effect on Affordability” effective in fiscal year 2013, 32 V.S.A. §
954 was amended to permit the use of bond premium received from issuance of debt for capital
purposes. The effect of this legislative change is that if future bonds are issued with a net
original issuance premium, the par amount of bonds will be less than the authorized amount
and the difference will become available for additional authorization as “unissued principal.”
CDAAC believes that the advantage of additional funding capacity associated with this
legislative change far outweighs the additional unissued amounts that may result, and that the
annual amount of unissued bonds will continue to be manageable.

Special Obligation Transportation Infrastructure Bonds (TIBs)

The State has historically sold only G.O. bonds for its capital infrastructure purposes.
Beginning in 2010, however, the State began issuing Special Obligation Transportation
Infrastructure Bonds (“TIBs”). The bonds are payable from new assessments on motor vehicle
gasoline and motor vehicle diesel fuel, and the State is not obligated to use any other funds to
cover debt service on TIBs.

In 2012, S&P upgraded the State’s Special Obligation Transportation Infrastructure Bonds
from “AA” to “AA+” with a stable outlook. S&P indicated that the upgrade reflected
strengthened debt service coverage, and further intention by the State to maintain coverage at
no less than 3x, which is viewed as a strong level.

Moral Obligation Indebtedness

Provided below is a summary of the State’s moral obligation commitments as of June 30, 2016:
Reserve Fund Commitments (all figures as of June 30, 2016):

1. Vermont Municipal Bond Bank (VMBB): The VMBB was established by the State in 1970
for the purpose of aiding governmental units in the financing of their public improvements
by making available a voluntary, alternate method of marketing their obligations in
addition to the ordinary competitive bidding channels. By using the VMBB, small
individual issues of governmental units can be combined into one larger issue that would
attract more investors. The VMBB is authorized to issue bonds in order to make loans to
municipalities in the State through the purchase of either general obligation or revenue
bonds of the municipalities. Municipal loan repayments to the VMBB are used to make
the VMBB’s bond payments. The VMBB consists of five directors: the State Treasurer,
who is a director ex-officio, and four directors appointed by the Governor with the advice
and consent of the Senate for terms of two years. As of June 30, 2016, the VMBB has
issued 79 series of bonds (including refundings). The principal amount of bonds
outstanding as of June 30, 2016 was $565,635,000, and the principal amount of loans
outstanding to municipal borrowers as of June 30, 2016 was $534,565,588. The VMBB’s
outstanding bonds have been issued under one general bond resolution, adopted on May 3,
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1988 (the “1988 resolution™). For bonds issued under the 1988 resolution, the VMBB is
required to maintain a reserve fund equal to the lesser of: the maximum annual debt service
requirement, 125% of average annual debt service, or 10% of the proceeds of any series of
bonds. The VMBB anticipates issuing all additional bonds under the 1988 resolution. If
the reserve funds have less than the required amount, the chair shall notify the Governor or
Governor-elect of the deficiency. The General Assembly is legally authorized, but not
legally obligated, to appropriate money to maintain the reserve funds at their required
levels. Since the participating municipalities have always met their obligations on their
bonds the State has never needed to appropriate any money to the reserve fund, and it is
not anticipated that it will need to make an appropriation in the future. Based on the long
history of the VMBB program, the rating agencies credit assessment of the underlying
loans of the portfolio, the G.O. pledge of the underlying borrowers for a high percentage
of the loan amounts and the State intercept provision for the payment of debt, it is not
anticipated that it will be necessary for the State to appropriate money for the reserve fund.
For additional information about the VMBB, see its most recent disclosure document,
which can be found on the Electronic Municipal Market Access (“EMMA”) system at
http://emma.msrb.org.

Vermont Housing Finance Agency (VHFA): The VHFA was created by the State in 1974
for the purpose of promoting the expansion of the supply of funds available for mortgages
on residential housing and to encourage an adequate supply of safe and decent housing at
reasonable costs. The VHFA Board consists of nine commissioners, including ex-officio
the Commissioner of the Department of Financial Regulation, the State Treasurer, the
Secretary of Commerce and Community Development, the Executive Director of the
Vermont Housing and Conservation Board, or their designees, and five commissioners to
be appointed by the Governor with the advice and consent of the Senate for terms of four
years. The VHFA is empowered to issue notes and bonds to fulfill its corporate purposes.
As of June 30, 2016, the VHFA’s total outstanding indebtedness was $443,404,692. The
VHFA'’s act requires the creation of debt service reserve funds for each issue of bonds or
notes based on the VHFA’s resolutions and in an amount not to exceed the “maximum debt
service.” Of the debt that the VHF A may issue, up to $155,000,000 of principal outstanding
may be backed by the moral obligation of the State, which means that the General
Assembly is legally authorized, but not legally obligated, to appropriate money for any
shortfalls in the debt service reserve funds for that debt. If the reserve fund requirement
for this debt has less than the required amount, under the act, the chairman of the VHFA
will notify the Governor or the Governor-elect, the president of the senate and the speaker
of the house of the deficiency. As of June 30, 2016, the principal amount of outstanding
debt covered by this moral obligation was $45,115,000. As of June 30, 2016, the debt
service reserve fund requirement for this debt was $3,293,631, and the value of the debt
service reserve fund was $3,357,866. Since the VHFA’s creation, it has not been necessary
for the State to appropriate money to maintain this debt service reserve fund requirement.
For additional information about the VHFA, see its most recent disclosure document,
which can be found on the EMMA system at http://emma.msrb.org.

. Vermont Economic Development Authority (VEDA): VEDA has established a
commercial paper program to fund loans to local and regional development corporations
and to businesses under certain programs. VEDA’s commercial paper is supported by a
direct-pay letter of credit from a bank. The direct-pay letter of credit is collateralized from
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various repayment sources, including a $20 million leverage reserve fund held by a trustee
and a debt service reserve fund pledge from the State in an amount of $130 million. This
debt service reserve pledge is based on a similar structure utilized by both the Vermont
Municipal Bond Bank and the Vermont Housing Finance Agency as discussed above. The
amount of commercial paper outstanding under this program at June 30, 2016 was $148.9
million. In 2016, VEDA’s debt service reserve fund pledge from the State was increased
$25 million for a total moral obligation amount of $155 million and VEDA is in the process
of negotiating an increase of its direct-pay letter of credit facility to $175 million and
expects to have the facility in place within the next six months. For additional information
about VEDA, see its most recent disclosure document, which can be found on the EMMA
system at http://emma.msrb.org.

4. Vermont Telecommunications Authority (VTA): VTA was created in 2007 to facilitate
broadband and related access to Vermonters, and received authorization for $40 million of
debt with the State’s moral obligation pledge. The passage of Act No. 190 of 2014 created
the Division for Connectivity as the successor entity to the VTA. The VTA did not issue
any debt prior to ceasing operations on July 1, 2015.

5. University of Vermont and the Vermont State Colleges: 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 Vermont State Colleges in the amount of $34 million. No
bonds have been issued to date. Currently, if bonds are issued, it is not expected that the
State will need to appropriate money to the respective reserve funds for these purposes.

6. Vermont Student Assistance Corporation (VSAC): The State has provided $50 million of
moral obligation commitment by the State to VSAC. Like VHFA, in 2009, the State
authorized increased flexibility for VSAC’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. In 2011,
VSAC issued $15 million of moral obligation supported bonds, of which $9.0 million is
outstanding. It is not expected that the State will need to appropriate money to the
respective reserve funds for VSAC.

Importantly, there has been a notable increase in the State’s moral obligation commitments
over the past five (5) years. For the period ended June 30, 2010, the total amount of moral
obligation commitment was approximately $976.5 million. Currently, the moral obligation
commitment stands at a total of $1,065.6 million, with the VMBB and VEDA granted most of
the difference. However, the actual amount of moral obligation debt outstanding in the amount
of $768.7 million is less than the amount authorized and the total commitment as of fiscal year
2010 ($976.5 million). See the table on the next page for a summary of the total reserve fund
commitments and the outstanding bond amounts:
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Reserve Fund Commitments:

State of Vermont
Moral Obligation Commitments and Debt Outstanding
As of June 30, 2016

Amount Actual

Provided In Par Amount
Issuer Name Statute Outstanding
Vermont Municipal Bond Bank $565,635,000  $565,635,000
Vermont Economic Development Authority 155,000,000 148,900,000
Vermont Housing Finance Agency 155,000,000 45,115,000
Vermont Student Assistance Corporation 50,000,000 9,000,000
University of Vermont 66,000,000 0
Vermont State Colleges 34,000,000 0
Vermont Telecommunications Authority 40,000,000 0

$1,065,635,000  $768,650,000

As the State’s rating has 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 erode the State’s credit 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 appropriate
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
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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 G.O.
guidelines that have been utilized by CDAAC in connection with its annual recommendation
of long-term G.O. debt to be authorized by the legislature.

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 G.O. outstanding indebtedness, is presented, as of June 30, 2016, at $637,050,092.
Using 225% of G.O. debt for establishing a limit of moral obligation debt, the State would
have had $367,727,707 in additional moral obligation capacity. Using 200% of G.O. debt for
establishing a limit of moral obligation debt, the State would have had $208,465,184 in
additional capacity. Using a more conservative 195%, the State still has $176,612,679 in
additional capacity.

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 G.O. 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.

At some point, should a major infrastructure requirement or other critical financing need arise
that would be appropriately funded through a financing agency, the State may, as appropriate,
consider rescinding the existing but unused moral obligation authority and have it transferred
—taking into account the limited availability for the State to provide additional moral obligation
capability as a result of the 200-225% administrative limits.

Ultimately, the effect of contingent liabilities and reserve fund commitments on the State’s
debt affordability is a function of the level of dependency for the repayment of this particular
debt on the State’s general operating revenues. With respect to this matter, the principle that
the rating agencies follow 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. To the extent that the State has not been called upon to pay for the debt
components, as envisioned in Subparagraph (5) of the CDAAC legislation, then those items
should not become quantifiable factors included in the affordability analysis.

Information on the principal amount and the debt service associated with the moral obligation
commitments is found in the comprehensive annual financial statements for each of the
entities:

Vermont Municipal Bond Bank*:
http://www.vmbb.org/about/annual-reports-audits/

Vermont Economic Development Authority:
http://www.veda.org/about-veda/annual-reports/

Vermont Housing Finance Authority:
http://www.vhfa.org/about/financial/annual_statements.php

Vermont Student Assistance Corporation
http://services.vsac.org/wps/wem/connect/ VSAC/VSAC/Investor+Relations/Audited+Financial+Statements/

*Financials are based on a December 31 year end.
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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.

Analysis of Types of Debt and Structure

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 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.,
G.0., 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 the State (TIBs), VSAC,
VHFA and 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 generally not appeared to be a comprehensive answer to the State’s direct
infrastructure needs. Notwithstanding the fact that there have been no new revenue bond uses
recently for funding Vermont infrastructure requirements, with the exception of TIBs, the State
will continue to explore possible opportunities in this respect that would not cause debt load
or debt management difficulties for Vermont. 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 G.O. bonds
allows the State to recapture debt capacity at an attractive pace. Shortening the debt service
payments would have the effect of placing more fixed costs in the State’s annual operating
budget, leaving less funds available for discretionary spending. Lengthening debt payments
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 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.
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3. DEBT GUIDELINES

For a number of years Vermont has pursued a strategy to achieve a triple-A rating from all
three nationally recognized credit rating agencies. To facilitate this goal, CDAAC and the State
have employed conservative debt load guidelines that are consistent with the measures that the
rating agencies use to measure debt burden. The most widely-employed guidelines are:

Debt Per Capita;

Debt as a Percentage of Personal Income;
Debt Service as a Percentage of Revenues; and
Debt as a Percentage of Gross State Product.

el e

CDAAC notes that Debt as a Percentage of Personal Income and Debt Service as a Percentage
of Revenues are generally understood to be the better credit indicators of the State’s ability to
pay; however, certain rating agencies continue to calculate and monitor the State’s Debt Per
Capita and Debt as a Percentage of Gross State Product. These guidelines are described in
greater detail below. CDAAC has not used Debt as a Percentage of Gross State Product as a
specific guideline due to the fact that this measure has a high correlation and tracks the trend
of the Debt as a Percentage of Personal Income. Since 2011, CDAAC has tracked this
information and included it on the “Dashboard Indicators.” This report contains current and
historical information on Vermont’s Debt as a Percentage of Gross State Product compared to
a peer group of other triple-A states.

At present, CDAAC uses a peer group made up of all states that have at least two triple-A
ratings from the national rating agencies (the “Peer Group”). The states within the Peer Group
differ throughout the years as rating agencies upgrade or downgrade a specific state’s rating.
In the last year, Alaska was downgraded by all three rating agencies and is no longer included
within the Peer Group. Furthermore, South Dakota was upgraded by all three rating agencies
and is now included within the Peer Group. The Committee over time reviews the composition
of the Peer Group. Similar to many of the U.S. States since 2014, the majority of the Peer
Group reduced their debt levels, consequently improving the median debt statistics for the Peer
Group. The Peer Group’s Debt Per Capita decreased from $856 in 2015 to $687 in 2016, Debt
as a Percentage of Personal Income decreased from 2.2% in 2015 to 1.8% in 2016 and Debt as
a Percentage of Gross State Product decreased from 1.8% in 2015 to 1.6% in 2016. Vermont
was in the minority of states that increased debt levels in 2015. As a result of the improvement
in the Peer Group’s median debt statistics and Vermont’s increased debt levels the State’s
relative rankings deteriorated. If the State continues to increase authorized debt levels in future
years it is at risk of further declines in its relative ranking to its triple-A Peer Group. See “State
Guidelines and Recent Events” for more information.

In addition, both Moody’s and S&P have developed rating scorecards for state issuers which
include an assigned specific criteria and weighting for “debt” as one of their factors in the
overall rating of a state. The rationale given by the rating agencies for the score card process
is to provide more transparency for state ratings. Most recently, Fitch released its new rating
criteria with “long-term liabilities as one of four key rating factors driving state ratings. Please
see Section 4, “National Credit Rating Methodologies and Criteria” for additional information..
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Debt Per Capita

Since, 2004, the Committee has adopted a guideline for the State to equal or perform better
than the 5-year average of the mean and median debt per capita of a peer group of triple-A
rated states over the nine year projection period. The 5-year average of the mean of the Peer
Group is $991 and the 5-year average of the median of the Peer Group is $847. Based on data
from Moody’s, Vermont’s 5-year average debt per capita figure is $887, which is below the 5-
year mean for triple-A rated states. However, Vermont’s 5-year average debt per capita is
slightly higher than the median for triple-A rated states. Please see the table titled “Debt Per
Capita Comparison” for a detailed view of the Peer Group’s Debt Per Capita. This guideline
of debt per capita relative to its Peer Group has been the State’s limiting factor in terms of
calculating debt capacity over the past few years.

It should be emphasized that Vermont’s debt per capita relative ranking, after improving for a
number of years, has slipped recently. According to Moody’s most recent information, the
State’s relative position among states improved during the period 2003 through 2011 with
respect to net tax-supported debt per capita, improving from 16 position in 2003 to 37%
position in 2011. From 2011 through 2015 the State’s position slipped each year and in 2016,
the State ranked 27" (rankings are in numerically descending order, with the state having the
highest debt per capita ranked 1% and the state having the lowest debt per capita ranked 50™).

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 the Peer Group on the basis of debt as a percent of personal
income. At present the targets are 2.1% and 1.8% for the mean and the median respectively
(the five-year average of Moody’s Mean and Moody’s Median for the Peer Group is 2.4% and
2.3%, respectively). Based on data from Moody’s, Vermont’s 2015 net tax supported debt as
a percent of personal income is 2.1% - better than the 5-year mean and 5-year median for triple-
A rated states. Please see the table titled “Debt As % of Personal Income Comparison” for a
detailed view of the Peer Group’s Debt as a Percent of Personal Income. According to Moody’s
most recent information, the State’s relative position among states improved during the period
2003 through 2010 with respect to net tax-supported debt as a percent of personal income,
improving from 17" position in 2003 to 36 position in 2010 where it remained in 2011 and
2012. The State’s relative ranking dropped slightly in the years 2013 to 2016 and the State is
currently ranked in the 30 position.

Debt Service as a Percentage of Revenues

This guideline does not create a compliance requirement for triple-A rated states. Rather, it is
an absolute guideline, not a comparative one. CDAAC’s adopted standard is a ratio of no
greater than 6% for annual G.O. debt service as a percent of the annual aggregate of General
and Transportation Funds revenue. At present, this ratio equals approximately 4.2%, as can be
seen within the table titled “Historic and Projected Debt Ratios.” Looking back, Vermont’s
debt service as a percentage of revenues improved from the 2002-2004 period where it was
over 6%, to 5.4% in 2005. Since 2005, the State’s debt service as a percent of revenue has
been less than 5.1% except for the recession years of 2009 and 2010, where the statistic
increased to 5.5% and 5.7%. Although CDAAC has maintained a standard of a 6.0% limit for
debt service as a percent of revenues, the effect of the recent recession on this ratio has been
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taken into account. CDAAC notices the 0.4% to 0.6% increase in the ratio immediately after
the start of the recession and believes that a comparable amount of cushion is appropriate for
its final recommendation.

In terms of the debt service projections provided in the table titled “Historic and Projected Debt
Ratios”, the analysis assumes future interest rates (coupons) range on pro forma bond issues
from 5.0% in fiscal year 2017, increasing annually by 0.5% to a maximum rate of 6.5% in
fiscal years 2020 through 2027.

The CDAAC statute defines operating revenues as General and Transportation Fund revenues
based upon the historic general flexibility in their uses of these funds for meeting financial
operations of the State. In 2012, Moody’s reintroduced a Moody’s Median for debt service as
a percent of operating revenues (“Debt Service Ratio”), and included the State’s Education
Fund as part of the State’s operating revenue for purposes of this calculation. Because Moody’s
uses a much larger revenue base in its analysis, Moody’s Debt Service Ratio for Vermont, at
2.1%, 1s substantially lower than the CDAAC guideline, and results in Vermont’s
comparatively high (favorable) Moody’s ranking of 42™ out of the 50 states.

Debt as a Percent of Gross State Product

At present the 2016 Moody’s mean and median for debt as a percentage of gross state product
for the Peer Group is 1.8% and 1.6%, respectively. Please see the table titled “Debt As % of
Gross State Domestic Product Comparison” for a detailed view of the Peer Group’s Debt as a
Percent of Gross State Domestic Product. (Moody’s calculates their 2016 statistics based on
2015 net tax supported debt as a percentage of 2014 state gross domestic product.) Based on
data from Moody’s, Vermont’s 2015 net tax supported debt as a percentage of gross state
product is 2.1%, which is slightly higher than the median and the mean for the Peer Group
states and the five-year average of the mean and the median of 2.0% and 1.9% for the Peer
Group, respectively. According to Moody’s most recent information, the State’s relative
position among states was 32" in 2013, 30" in 2014 and fell to 27" in 2015.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE OF VERMONT
2016 STATES RATED TRIPLE-A BY TWO OR MORE RATING AGENCIES
(as of July 29, 2016)

2016 Triple-A Rated Moody's S&P Fitch
States"”

Delaware Yes Yes Yes
Florida No Yes Yes
Georgia Yes Yes Yes
Indiana"”’ Yes Yes Yes
Iowa(z) Yes Yes Yes
Maryland Yes Yes Yes
Missouri Yes Yes Yes
North Carolina Yes Yes Yes
South Carolina Yes No Yes
South Dakota Yes Yes Yes
Tennessee Yes Yes Yes
Texas Yes Yes Yes
Utah Yes Yes Yes
Virginia Yes Yes Yes
VERMONT Yes No Yes

(1) Fitch raised Florida, Iowa, Vermont, Tennessee and Texas to triple-A in 2010 as part of their Ratings
Recalibration effort. Moody’s raised Indiana, lowa, New Mexico, Tennessee and Texas to triple-A in
2010 as part of their Ratings Recalibration effort. Nineteen states are currently rated triple-A by one or
more of the nationally recognized rating agencies. Fifteen states are currently rated triple-A by two or
more of the nationally recognized rating agencies.

(2) Indicates issuer credit rating since state does not have any G.O. debt or the rating agency does not
provide a rating on the state’s G.O. debt.

(3) South Dakota was rated by S&P as a triple-A state in 2015. Fitch upgraded South Dakota to triple-A
in June 2016 and Moody’s gave South Dakota an initial triple-A rating in July 2016.

*  Alaska was rated as a triple-a state by all three national credit rating agencies. S&P downgraded Alaska
in January 2016 reflected by the “state’s credit quality as oil prices have continued to slide, falling
below forecasts from earlier this year, causing an already large structural gulf between unrestricted
general fund revenues and expenditures to widen further." Moody’ downgraded Alaska in February
2016 reflected by the “heightened volatility in Alaska’s revenues and the unprecedented imbalance
caused by it.” Fitch downgraded Alaska in June 2016 reflected by the “substantial operating deficits
recorded by the state in recent fiscal years and the modest reform efforts taken to date to realign its
stressed, petroleum-based revenue structure with expenditure demands.”
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STATE OF VERMONT

MEAN DEBT RATIOS
Per Capita 2012 2013 2014 2015 2016
All States $1,408 $1,416 $1,436 $1,419 $1,431
Triple-A' 1,024 1,021 1,027 980 904
VERMONT 792 811 878 954 1,002
% of Personal Income 2012 2013 2014 2015 2016
All States 3.4% 3.4% 3.2% 3.1% 3.0%
Triple-A 2.7 2.6 2.4 23 2.1
VERMONT 2.0 2.6 2.0 2.1 2.1

(1) These calculations exclude all Vermont numbers and include only states rated triple-A by two or more
of the three rating agencies during the year shown. See table titled “Debt Per Capita Comparison” for
complete listing of triple-A states and respective ratings and triple-A time periods.

STATE OF VERMONT
DEBT PER CAPITA COMPARISON

Peer Group States (All states with at least two triple-A rating)
5-Year Average Mean and 5-Year Average Median Excluding Vermont:
MEAN: $991 MEDIAN: $847
5-Year Average Vermont: $887

Moody’s Debt Per Capita

Triple-A Moody’s S&P

Rated States ' Ratings’ Ratings’ Ratings’ 2012 2013 2014 2015

Alaska Aal/Negative | AA+/Negative | AAA/Negative $1,454* $1,251 $1,573 $1,489 $1,422%*
Delaware Aaa/Stable AAA/Stable |AAA/Stable 2,674 2,536 2,485 2,438 2,385
Florida Aal/Stable AAA/Stable |AAA/Stable 1,167 1,087 1,008 973 1,038
Georgia Aaa/Stable AAA/Stable |AAA/Stable 1,099 1,061 1,064 1,043 1,029
Indiana Aaa/Stable AAA/Stable |AAA/Stable 446 424 533 474 463
lowa Aaa/Stable AAA/Stable |AAA/Stable 310 287 275 250 239
Maryland Aaa/Stable AAA/Stable |AAA/Stable 1,742 1,799 1,791 1,889 1,928
Missouri Aaa/Stable AAA/Stable |AAA/Stable 741 699 668 606 574
North Carolina | Aaa/Stable AAA/Stable |AAA/Stable 815 853 806 739 721
South Carolina | Aaa/Stable AA+/Stable AAA/Stable 827 780 749 672 603
South Dakota Aaa/Stable AAA/Stable |AAA/Stable 358* 355% 391* S547* 652,
Tennessee Aaa/Stable AAA/Stable |AAA/Stable 343 343 324 327 298
Texas Aaa/Stable AAA/Stable |AAA/Stable 588 580 614 406, 383
Utah Aaa/Stable AAA/Stable |AAA/Stable 1,393 1,275 1,187, 1,060, 921
Virginia Aaa/Stable AAA/Stable |AAA/Stable 1,169 1,315 1,302 1,356 1,418
MEAN’ 1,024] 1,021 1,027 980 904
MEDIAN’ 827 957 907 856 687
VERMONT Aaa/Stable AA+/Stable AAA/Stable 792 811 878 954 1002

(1) States that carry at least two triple A ratings.

(2) Ratings as of July 29, 2016.

(3) These calculations exclude all Vermont numbers.

*  Indicates that the state was not rated triple-A thereby two or more of this rating agencies during the year
shown. Amount not used in calculating the mean or median for the year.
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STATE OF VERMONT
DEBT AS % OF PERSONAL INCOME COMPARISON

Peer Group States (All states with at least two triple-A ratings)
5-Year Average Mean and 5-Year Average Median Excluding Vermont:
MEAN: 2.4% MEDIAN: 2.3%
5-Year Average Vermont: 2.0%

Moody’s Debt as % of 2014 Personal Income

Triple-A

Rated States 50 2013 2014 2015 2016
Alaska 3.3%* 2.8% 3.2% 3.0% 2.7%*
Delaware 6.8 6.2 5.7 5.5 5.2
Florida 3.0 2.8 2.5 2.4 2.5
Georgia 3.1 3.0 2.9 2.8 2.7
Indiana 1.3 1.2 1.4 1.2 1.2
Iowa 0.8 0.7 0.6 0.6 0.5
Maryland 3.6 3.6 34 3.5 3.5
Missouri 2.0 1.8 1.7 1.5 1.4
North Carolina 2.3 2.4 2.1 1.9 1.8
South Carolina 2.5 2.3 2.2 1.9 1.7
South Dakota 0.9* 0.9* 0.9* 1.2%* 1.4
Tennessee 1.0 0.9 0.8 0.8 0.7
Texas 1.5 1.5 1.5 1.0 0.9
Utah 44 3.8 3.4 3.0 2.5
Virginia 2.6 2.9 2.7 2.8 2.9
MEAN! 2.7 2.6 2.4 2.3 2.1
MEDIAN! 2.5 2.6 24 2.2 1.8
VERMONT 2.0 1.9 2.0 2.1 2.1

(1) These calculations exclude all Vermont numbers and include onl