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7~ VERMONT

State of Vermont Agency of Administration
Department of Finance & Management
109 State Street, Pavilion Building [phone] 802-828-2376
Montpelier, VT 05620-0401 [fax] 802-828-2428
LETTER OF TRANSMITTAL

To the Honorable Phil Scott, Governor,

The Honorable David Zuckerman, Lieutenant Governor,

Chairs of House Committees on Appropriations, Institutions and Ways and Means,
Senate Committees on Appropriations, Finance and Institutions, and

The Citizens of the State of Vermont:

I am pleased to present the Comprehensive Annual Financial Report (CAFR) of the State of Vermont for the
fiscal year ended June 30, 2017. The Department of Finance and Management prepared this report as
required by Title 32, Vermont Statutes Annotated, Section 182(a)(8). By issuing this report by December
31, 2017, the Department has met the State statutorily required issuance date. The Department prepared
these financial statements and assumes responsibility for the completeness and reliability of the information
presented in this report. To provide a reasonable basis for making these representations, the Department has
established a comprehensive internal control framework that is designed to protect the State’s assets from
loss, theft, or misuse and to compile sufficient reliable information for the presentation of this report in
accordance with generally accepted accounting principles (GAAP) as prescribed by the Governmental
Accounting Standards Board (GASB). Because the cost of internal controls should not outweigh their
benefits, Vermont’s comprehensive framework of internal controls has been designed to provide reasonable
rather than absolute assurance that the financial statements are free of material misstatement. I believe that
the accompanying financial statements are accurate and fairly stated in all material respects, and presented in
a manner designed to fairly report the State of Vermont’s financial position, results of operations and
changes in net position/fund balances.

I would like to direct your attention toward two important items contained in this CAFR. The first item is
the Management Discussion and Analysis (MD&A) that follows the Independent Auditors’ Report. This
analysis is designed to give you, the reader, an overview of the State’s financial position, described in
understandable terms, to help you better understand the results of operations of your state government.
Secondly, I would like to direct your attention to the Basic Financial Statements (BFS) which follow the
MD&A. The BFS were prepared in conformity with GAAP as prescribed by the GASB. The BFS contain
government-wide statements that present the State’s financial activities in a manner similar to that of a
private corporation; fund statements that report governmental, proprietary, fiduciary fund financial activity;
discretely presented component unit financial activity; and note disclosures that explain and enhance the
basic financial statements.

In addition to the MD&A and BFS, this CAFR includes a Required Supplementary Information (RSI)
section, an Other Supplementary Information section, and a Statistical section. The RSI section contains
various schedules relating to the State’s defined benefit pension and other postemployment benefits plans,
and Budget to Actual comparison schedules for the State’s general and major special revenue funds Wlth
Notes reconciling budgetary fund balance to the governmental funds GAAP fund balance.

The Other Supplementary Information section contains combining fund financial statements

for the State’s Non-major Governmental, Proprietary, and Fiduciary Funds, and for the S
State’s Non-major discretely presented Component Units. The Statistical section presents S
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data relating to financial trends, revenue and debt capacity, and demographic and operating information about
the State of Vermont. It should be noted that the information contained in the MD&A, RSI and Statistical
sections is unaudited.

This CAFR includes the funds and entities for which the State is accountable based on GASB’s criteria for
defining the financial reporting entity. The criteria include fiscal dependence, financial accountability and legal
standing. Please refer to Note I, for more information regarding the reporting entity and the component units.

State Profile

Vermont, known as the Green Mountain State, was first settled by the French in 1666, then by the English in
1690, and joined the Union as the fourteenth State in 1791. Rural in character, the state measures 9,615 square
miles of land and water area, ranking the State 45th in terms of land and water area among the 50 States.
Vermont’s population as measured by the last decennial Census on April 1, 2010, was 625,741, ranking the
State 49th among the 50 States - unchanged from the 2000 and 1990 Censuses per the U.S. Bureau of the
Census. The State capital is Montpelier, and the largest city is Burlington. As of calendar year 2015, 91.7% of
Vermonters aged 25 or older are at least high school graduates (ranked number 7 in the country) while 36.9%
have at least a college bachelor’s degree (ranked number 8 in the country), per the U.S. Bureau of the Census.

The State Constitution provides for three traditional branches of Government — the Legislative, the Executive,
and the Judicial. The Legislative branch is comprised of the House of Representatives (150 members) and the
Senate (30 members); all are elected for two-year terms. The Executive branch includes six elected officers —
the Governor, Lieutenant Governor, Treasurer, Secretary of State, Auditor of Accounts, and the Attorney
General — all elected for two-year terms, without term limitations. The Governor is responsible for the faithful
execution of all laws and the management of the departments and agencies of the Executive Branch — including
the agencies of Administration; Transportation; Natural Resources; Commerce and Community Development;
Education; Agriculture, Food and Markets; Digital Services and Human Services, as well as other departments —
through which the functions of the State government are carried out. The Judicial branch of the State is made up
of a Supreme and Superior Courts, and the Judicial Bureau. The judges are appointed by the Governor with the
advice and consent of the Senate, and serve six-year terms.

Budget Adoption and Legal Compliance/Budgetary Results

The Required Supplementary Information section includes Budget to Actual comparison schedules for the
General Fund and the five budgeted special revenue funds. The State’s budgeting process is described in the
Notes to the Budget to Actual comparison schedules. These schedules present each fund’s original budget, final
budget, actual expenditures incurred on a budgetary basis, and the variance between the final budget and actual
expenditures incurred. As the adopted budget provides legal control over spending, under Vermont law
expenditures cannot exceed amounts appropriated. Budgetary control is exercised by fund within appropriation.

The General Fund

The General Fund accounts for all revenues and other receipts that are not required by law to be accounted for or
deposited in other funds as well as the expenditures associated with these revenues. In fiscal year 2017, General
Fund tax revenues accounted for 95.6% of total General Fund revenues. The three principal tax revenue
contributors — the personal income tax, the General Fund’s portion of the sales and use tax, and the meals and
room tax — accounted for 83.8% of General Fund total tax revenues or approximately 80.1% of total General
Fund revenues. General Fund expenditures used 61.6% of the total revenues, and these expenditures occurred in
the following major governmental functional categories: General Government, Protection to Persons and
Property, Human Services, Labor, General Education, Natural Resources, and Commerce and Community



Development. The majority of the remainder of the resources provided from the 2017 General Fund revenues
were transferred out to other funds and used for various purposes. Please see Note IV.D. for a summary of these
transfers.

Economic Condition

The consensus revenue forecast for fiscal year 2017 was revised twice during the fiscal year based on an updated
consensus national and State economic outlook at the time, technical re-specifications of the forecasting models,
and updated analysis of the revenues associated with various revenue-fee changes enacted by the General
Assembly in fiscal year 2017 that were incorporated into the various revenue forecast updates. During fiscal year
2017, the Vermont economy and its labor markets continued to rebound at a level somewhat below the U.S.
average. This is expected to be followed by a period for calendar year 2018 and calendar year 2019 when the
comparative performance of the State’s output growth is expected to be lower. The relative performance by non
-farm payroll job growth is expected to reflect the same slower-than-the-U.S. average, although the State’s
unemployment rate is expected to continue to track at a level significantly below the U.S. average. Vermont’s
comparative housing price performance is expected to continue to track below U.S. levels, largely due to the fact
that the State’s housing price decline during the “Great Recession” time period was not as pronounced as the
U.S. average nor near the level of price declines experienced by most U.S. states during the housing market
crash during this period.

The consensus economic forecast for the U.S. and Vermont economies reflect a continued moderate pace to the
economy’s forward progress and improvements in labor markets. The pace of output growth for the U.S.
economy is expected to strengthen in calendar year 2017 and 2018, and this should also be reflected in the pace
of output growth in the Vermont economy - although perhaps not at the same rate as the U.S. average. Payroll
job growth in Vermont is expected to be .9% in calendar year 2017, followed by increases of 1.0% in calendar
year 2018, and .8% in calendar year 2019. The Vermont economy continues to demonstrate an “up-and-down”
or saw-toothed pattern to monthly payroll job changes. These uneven month-to-month changes occur around a
modest but positive improving trend for payroll jobs growth. The State’s Labor force has been flat in recent
years although it has increased over much of the past year. That, in combination with modest rates of job
growth, has resulted in a low rate of unemployment in the State. Vermont’s 3.1% average unemployment rate
over the first six months of calendar year 2017 remains significantly below both the six-month average
unemployment rate for the New England region (3.9%) and the nation overall 4.5% over the same period.

Progress also continues to be made on the other areas of the Vermont economy. By calendar 2016, Vermont’s
per capita Personal Income had risen to $50,321 or 101.5% of the U.S. average of $49,571. Vermont’s per
capita personal income increased by 3.6%, matching the New England regional average increase and exceeding
the national average improvement of 2.9%, in calendar year 2016. Housing prices in Vermont, as measured by
the Federal Housing Finance Agency’s housing price index, declined by only 1.2% from their price peak in 2008
to the fourth quarter of calendar year 2016. This was the second lowest price decline experienced among the six
New England states, after Massachusetts, and among the lowest among the 50 states from the pre-recession peak
to the most recent quarter where comparable data from all 50 states are available.

Although the State’s economic performance is expected to be moderate over the calendar year 2017 through
2019 period, the forecast for Vermont also includes the expectation that labor market conditions will remain
“tight.” The State’s annual average unemployment rate is expected to remain low through the forecast period,
from a 3.1% annual average rate in calendar year 2017 to an annual average rate of 3.0% for both calendar years
2018 and 2019. This forecast, if achieved, would result in a Vermont unemployment rate at the end of calendar
year 2019 that is 0.9 percentage points below the forecasted U.S. unemployment rate for that year.



Long-term Financial Planning

As part of the State’s long term financial planning, the Legislature created a Capital Debt Affordability Advisory
Committee which is required to present to the Governor and General Assembly, no later than September 30 of
each year, a recommendation as to the maximum amount of net tax-supported debt that the State may prudently
issue for the ensuing fiscal year while maintaining the State’s triple-A debt rating. The recommendation is
calculated and presented in accordance with certain debt affordability guidelines and other matters that may be
relevant to the proposed debt to be authorized.

At its September 2017 meeting the Committee reaffirmed its 2016 recommendation to maintain the current
authorization not to exceed $132.5 million for the 2018-2019 fiscal year biennium. This represents an 8%
reduction from the previous biennium’s recommendation of $144 million. In the 2017 legislative session, the
General Assembly authorized capital appropriations totaling $147.3 million, with funding of $132.5 million in
general obligation bonds and $14.8 million in funding from transfers and reallocations from prior years.

Independent Audit of These Financial Statements

KPMG LLP, an independent certified public accounting firm, performed an independent audit of the State’s
basic financial statements for the fiscal year ended June 30, 2017. The auditors have issued unmodified opinions,
the most favorable outcome of the audit process. The audit described in the auditors’ report is not intended to
meet all requirements of the Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards rule (commonly called "Uniform Guidance") implemented in December 2014. Rather, the
Uniform Guidance Audit Report for the State is issued under separate cover.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate
of Achievement for Excellence in Financial Reporting to the State of Vermont for its comprehensive annual
financial report for the fiscal year ended June 30, 2016. This was the eighth year that Vermont has achieved this
prestigious award. To be awarded a Certificate of Achievement, a government must publish an easily readable
and efficiently organized comprehensive annual financial report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this report involved the dedicated work of staff in the Department of Finance and
Management, the Office of the State Treasurer, the Office of the Auditor of Accounts, and the support of all
State agencies, departments, component units, the Legislature, and the Judiciary. We welcome inquiries
concerning this report and the finances of the State of Vermont.

Bt

Sincerely,

Adam Greshin
Commissioner

December 21, 2017
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KPMG LLP

One Park Place

463 Mountain View Drive, Suite 400
Colchester, VT 05446-9909

Independent Auditors’ Report

The Speaker of the House of Representatives,
President Pro-Tempore of the Senate
And the Governor of the State of Vermont:

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the State of Vermont (the State), as of and for the year ended June 30, 2017, and the
related notes to the financial statements, which collectively comprise the State’s basic financial statements as
listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of certain discretely presented component units identified in Note I-A. We also did not audit
the financial statements of the Vermont Lottery Commission, the Special Environmental Revolving Fund, the
Vermont Energy Efficiency Utility Fund, the Vermont Universal Service Fund, or the Tri-State Lotto
Commission. The discretely presented component units identified in Note I-A represent 60% of the total assets
and 34% of the total revenues of the aggregate discretely presented component units. The Vermont Lottery
Commission represents 100% of the total assets and total revenues of the Vermont Lottery Commission Fund
and 2% of the total assets and 36% of the total revenues of the business-type activities. The Special
Environmental Revolving Fund represents 72% of the total assets and 5% of the total revenues of the Federal
Revenue Fund. The Vermont Energy Efficiency Utility Fund and the Vermont Universal Service Fund
collectively represent 10% of the total assets and 12% of the total revenues of the Special Fund and collectively
represent 8% of the total assets and 2% of the total revenues of the governmental activities. The Tri-State Lotto
Commission represents 100% of the information disclosed in Note V-E. Those statements were audited by
other auditors whose reports have been furnished to us, and our opinions, insofar as they relate to the amounts
included for the discretely presented component units, the Vermont Lottery Commission, the Special
Environmental Revolving Fund, the Vermont Energy Efficiency Utility Fund, the Vermont Universal Service
Fund, and the Tri-State Lotto Commission are based solely on the reports of the other auditors. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

13
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund and the
aggregate remaining fund information of the State of Vermont as of June 30, 2017, and the respective changes
in financial position, and where applicable, cash flows thereof for the year then ended in accordance with U.S.
generally accepted accounting principles.

Emphasis of Matter

As disclosed in Note I-F to the financial statements, the State adopted the provisions of Governmental
Accounting Standards Board Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans, and Statement No. 77, Tax Abatement Disclosures. Our opinions are not modified with
respect to these matters.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion and analysis, and
required supplementary information, as listed in the table of contents (collectively referred to as RSI), be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We and the other auditors have applied certain limited procedures to the RSI in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State’s basic financial statements. The Introduction, Other Supplementary Information-Combining
and Individual Fund Statements and Schedules and the Statistical Section listed in the accompanying table of
contents are presented for purposes of additional analysis and are not a required part of the basic financial
statements.

14
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The Other Supplementary Information-Combining and Individual Fund Statements and Schedules is the
responsibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied by us and the other auditors in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion the Other Supplementary Information-Combining and Individual Fund
Statements and Schedules is fairly stated, in all material respects, in relation to the basic financial statements
as a whole.

The Introduction and Statistical sections have not been subjected to the auditing procedures applied by us and
the other auditors in the audit of the basic financial statements, and accordingly, we do not express an opinion
or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 21, 2017
on our consideration of the State’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the State’s internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the State’s internal control over financial reporting and
compliance.

KPMe LLP

Colchester, Vermont
December 21, 2017
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Management’s Discussion and Analysis
State of Vermont (Unaudited) Fiscal Year Ended June 30, 2017

INTRODUCTION

We are pleased to present this analysis and discussion of Vermont’s financial performance for the fiscal year
ended June 30, 2017. This Management Discussion & Analysis (MD&A) section is intended to serve as an
introduction to the State’s basic financial statements, which have the following components: (1) government-
wide financial statements, (2) fund financial statements, and (3) notes to the financial statements. The MD&A is
designed to assist the reader in focusing on significant financial matters, provide an easily readable overview of
the State’s financial activities, identify any material changes from the original budget, and highlight financial
matters that occurred during fiscal year 2017. The following presentation is by necessity highly summarized,
and in order to gain a thorough understanding of the State’s financial condition, the following financial
statements, notes and required supplementary information should be reviewed in their entirety.

FINANCIAL HIGHLIGHTS

Government-wide

e Vermont reported a net position of $1.273 billion, comprised of $4.854 billion in total assets and $595 million
in deferred outflows offset by $4.061 billion in total liabilities and $115 million in deferred inflows at June 30,
2017 (Table 2). Of this net position amount, $2.544 billion represents the net investment in capital assets,
$985.6 million is restricted for various purposes, and $2.257 billion represents a deficit unrestricted net
position. The reasons for the negative unrestricted net position are discussed in the Government-wide
Financial Analysis below.

e The primary government’s net position has increased by $34.7 million as a result of this year’s operations.
The net position for governmental activities decreased $48.6 million and net position for business activities
increased by $83.3 million (Table 3). The increase in net position for business activities was primarily due to
improvements in the financial position of the Unemployment Compensation Trust Fund.

Fund level

e The State’s governmental funds reported a combined ending fund balance of $927 million, a decrease of
$78.9 million or 7.8 percent below the prior year. Of this ending fund balance, $129.2 million is non-
spendable, $592.3 million is restricted for specific purposes, and $205.5 million is available for spending
(committed, assigned, and unassigned fund balance). The decrease in ending fund balance is primarily
attributable to decreases in fund balances of the General Fund ($16.9 million), Transportation Fund ($3.9
million), Education Fund ($11.3 million), Special Revenue Funds ($13.7 million), and Capital Projects Funds
($ 41.7 million), offset by an increase in Federal Revenue Funds $5.3 million, Global Commitment Funds of
$1.9 million, $384 thousand increase in the Fish and Wildlife Fund, and $1 million increase in the Permanent
Funds.

e The State’s enterprise funds reported a combined net position of $391.9 million or an increase of $83.1
million over last year.

e The State’s General Fund reported an ending fund balance of $122.4 million, of which $121.7 million is
nonspendable, and $.7 million is available for spending (assigned).

Capital assets

e The carrying amount of capital assets for the primary government increased to $2.897 billion, an increase of
$112.1 million over last year. The increase is primarily due to $69 million in construction in process, $15
million in buildings and improvements, and $25 million in infrastructure assets.

Long-term debt

e The State’s debt outstanding for general and special obligation bonds decreased $51.5 million as compared
to fiscal year 2016. In 2017, the State retired $50 million in general obligation bonds, and $1.5 million in
special obligation transportation infrastructure bonds.
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More information regarding the government-wide financial statements, fund level financial statements, capital
asset activity and long-term debt activity can be found beginning on page 23.

OVERVIEW OF THE FINANCIAL STATEMENTS

This Comprehensive Annual Financial Report (CAFR) consists of an introductory section, a financial section,
and a statistical section. The financial section contains the Independent Auditor’s Report, this discussion and
analysis section, the basic financial statements (BFS) with required supplementary information (RSI), and other
supplementary information. Additional information regarding the above sections may be found below as well as
in the notes to the financial statements.

The layout of the financial section and the relationship of the financial statements and supplementary information
is presented in the following diagram. Notice the relationships between the various elements of the CAFR, such
as “mandatory versus non-mandatory” reporting, or “required versus not required” supplementary information.
This diagram is designed to illustrate how the various elements of the state’s financial activity fit together in this
CAFR.

REQUIRED
SUPPLEMENTARY e Management’s Discussion and
INFORMATION Analysis (MD&A)
_| Government-wide Financial Statements
Governmental Fund Financial Statements
BASIC FINANCIAL Proprietary Fund Financial Statements Mandatory
STATEMENTS mm Reporting
Fiduciary Fund Financial Statements
|| Component Unit Financial Statements
|| Notes to the Basic Financial Statements
REQUIRED
SUPPLEMENTARY Budgetary Basis Reporting with Notes
INFORMATION f— Pension and Other Postemployment
(Other than MD&A) Benefit Plan Schedules
OTHER
SUPPLEMENTARY — - - Non-Mandatory
INFORMATION (Not —I Combining Fund Financial Statements (s Reporting
Required)

Basic Financial Statements

Vermont’s basic financial statements (BFS) consist of four components: 1) government-wide financial
statements, 2) fund financial statements, 3) component units’ financial statements, and 4) notes to the financial
statements. The fund financial statements include governmental, proprietary, and fiduciary types of funds that
will be described later in this analysis. Notes to the financial statements provide explanations and/or additional
detail for all of the above type financial statements and are considered an integral part of the financial
statements.
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(Unaudited)

Fiscal Year Ended June 30, 2017

Table 1 summarizes the major features of the basic financial statements with further explanations below:

Table 1 - Major Features of the State's Government-wide and Fund Financial Statements

Government-wide
Financial Statements

Fund Financial Statements

Gowvernmental Funds

Proprietary Funds

Fiduciary Funds

Scope Entire State government | The activities of the Activities the State Instances in which the
(except fiduciary funds) [State that are not operates similar to State is the trustee or
and the State's proprietary or fiduciary, |private businesses, agent for someone
discretely presented such as Human such as the Liquor else's resources, such
component units Senvices and Control Fund and as the retirement plans

Transportation Vermont Lottery for public employees
Commission
Required Statement of Net Balance Sheet Statement of Net Statement of Fiduciary
financial Position Statement of Revenues, |Position Net Position
statements Statement of Activities |Expenditures, and Statement of Revenues, |Statement of Changes
Changes in Fund Expense, and Changes [in Fiduciary Net
Balances in Net Position, Position
Statement of Cash
Flows

Accounting Accrual accounting and [Modified accrual Accrual accounting and |Accrual accounting and

basis and economic resources accounting and current |economic resources economic resources

measurement |focus financial resources focus focus

focus focus

Type of asset /|All assets and Only assets expected |All assets and All assets and

liability liabilities, both financial |to be used up and liabilities, both financial |[liabilities, both financial

information and capital, and both liabilities that come due [and capital, and both and capital, and both

short-term and long-
term

during the year or soon
thereafter; no capital
assets included

short-term and long-
term

short-term and long-
term

Type of inflow
| outflow
information

All revenues and
expenses during the
year, regardless of
when cash is received
or paid

Rewvenues for which
cash is received during
the year or soon after
the end of the year,
expenditures when
goods or senices have
been received and
payment is due during
the year or soon
thereafter

All revenues and
expenses during the
year, regardless of
when cash is received
or paid

All revenues and
expenses during the
year, regardless of
when cash is received
or paid

1) Government-Wide Financial Statements
Vermont’s government-wide financial statements, which follow this MD&A section, are designed to present a
broad view of the State’s operations and financial position in a manner similar to the accounting principles used
by most private-sector business. All of the State’s activities except its fiduciary funds’ activities are reported in
the government-wide statements. Fiduciary activities are not included because the resources of these funds are
not available to support the State’s own programs.

The government-wide statements contain both short-term and long-term information about the State’s financial
position and assist in assessing the State’s economic condition at the end of each fiscal year. The State
prepares these statements using the “flow of economic resources” measurement focus and the accrual basis of
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accounting. This basically means that the methods utilized to prepare these statements are similar to those used
by most private sector businesses in preparing their financial statements. They take into account all financial
activity connected with the reported fiscal year including revenues, expenses, transfers, sales or acquisitions of
capital assets, and any other activity affecting or possibly affecting the financial condition of the State, even if
cash involved has not been received or paid.

The government-wide financial statements present two statements:

The Statement of Net Position presents a snapshot of both the primary government’s and its component units’
assets and liabilities and deferred outflows and deferred inflows, as of the date of this report, with the difference
between the assets and deferred outflows, and liabilities and deferred inflows reported as “net position”. Over
time, increases or decreases in the primary government’s net position may serve as an indicator as to whether
the financial position of the State is improving or deteriorating.

The Statement of Activities presents the reported year’s financial activity and hence, the reason(s) for the
changes in net position included on the Statement of Net Position. All changes in financial activities are
recognized as soon as the underlying event(s) giving rise to the changes occur, regardless of the timing of
related cash flows. Thus, some revenues and expenses reported in this statement will not result in cash flows
until future fiscal periods. This statement also presents the relationship between the State’s major expenditure
functions and the associated sources of program revenues associated with each expenditure function.

Both of the above financial statements segregate Vermont’s financial activity into three categories: governmental
activities, business-type activities, and discretely presented component unit activities. The governmental
activities and business-type activities are combined to report on what is termed primary government activities
which are separate and distinct from the component units’ activities of the discretely presented component units.

Primary Government Activities

Governmental Activities — The financial activities reported in this section generally represent those services
(functions) normally performed by a government entity. These activities are classified as either major or non-
major, depending upon their financial size as compared to each other and to the group as a whole. The
governmental activities include public education, general government, public health services, legal and judiciary
services, natural resources, public safety, regulatory services, social services, and public transportation. Taxes,
grants, and intergovernmental revenues are the main sources of funding for these activities.

Business-Type Activities — These business-type activities of the State include the operations of Vermont’s
enterprise activities. For financial reporting purposes, these activities are classified as either major or non-major,
depending upon their financial size as compared to each other and to the group as a whole. Activities
categorized as major include the Unemployment Compensation Trust Fund program, Liquor Control, and the
State Lottery Commission. Activities reported as non-major include the Federal Surplus Property Program,
publishing Vermont Life magazine, making equipment loans to municipalities, and several other activities. Both
major and non-major activities normally recover all or a portion of their costs through user fees and charges to
the external consumers of their goods and services, much like a private business.

Component Units’ Activities

Discretely Presented Component Units — These are legally separate (incorporated) entities for which the primary
government has the ability to impose its will on the entity, receive a benefit from activities of the entity, or could
receive a financial burden due to the activities of the entity. The State’s discretely presented component units
are presented in the aggregate in the government-wide statements. This aggregate total consists of four major
and five non-major component units. This categorization is determined by the entity’s relative significance to the
State. Additional information or financial statements for each of these individual component units can be
obtained from their respective administrative offices. Addresses and additional information about the State’s
component units are presented in Note | to the financial statements.

Blended Component Units — The State has no blended component units.
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Included with the basic financial statements are two schedules (pages 46 and 50) that reconcile the amounts
reported on the governmental fund financial statements (modified accrual basis of accounting) with
governmental activities (accrual basis of accounting) on the government-wide statements. The following
summarizes some of the differences in modified accrual and accrual accounting:

o Capital assets used in governmental activities are not financial resources and therefore are not reported in
governmental fund statements.

o Certain revenues that are earned, but not available, are reported as revenues of governmental activities, but
are reported as unavailable revenue on the governmental fund statements.

e Unless currently due and payable, long-term liabilities, such as capital lease obligations, compensated
absences, net pension and other postemployment benefit obligations, and bonds and notes payable appear
as liabilities in the government-wide statements but are not reported in the governmental fund statements.

e Internal service funds are reported primarily as governmental activities, but reported as proprietary funds in
the fund financial statements.

e Capital outlay spending results in recording capital assets on the government-wide statements, but is
reported as expenditures on the governmental fund statements.

¢ Bond and note proceeds result in liabilities on the government-wide statements, but are recorded as other
financing sources on the governmental fund statements. Payments of bond and note principal results in a
reduction in liabilities on the government-wide statements, but are reported as expenditures on the
governmental fund statements.

e Certain other outflows represent either increases or decreases in liabilities on the government-wide
statements, but are reported as expenditures on the governmental fund statements.

e Net position balances are allocated as net investment in capital assets (capital assets, net of accumulated
depreciation, and reduced by outstanding balances for bonds and notes attributable to those assets)
restricted net position (those with constraints placed on their use by external sources of imposed by law
through constitutional provision or enabling legislation) and unrestricted net position (the net amount of
assets, deferred outflows of resources, liabilities and deferred inflows of resources that do not meet any of
the above restrictions).

The notes to the basic financial statements provide additional information that is integral to understanding the
data provided in the government-wide and fund financial statements.

2) Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. Similar to other state and local governments, Vermont uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements.

The fund financial statements focus and report on the State’s activities in more detail than the government-wide
statements. All of the funds of the State have been divided into three categories for reporting purposes:
governmental, proprietary, and fiduciary. For governmental activities, the governmental funds financial
statements indicate how these services are financed in the short-term as opposed to the government-wide
statements, which present a long-term view of the State’s finances.

In accordance with GASB Statement No. 34, the focus of governmental fund financial statements has shifted
from fund types to reporting on the most significant funds of the State, or major funds. Accordingly, the
governmental and proprietary funds are divided into major and non-major categories as required by the
Governmental Accounting Standards Board. For the governmental and proprietary funds, the major funds are
reported in individual columns in the fund financial statements while the non-major funds are presented in a
consolidated column in the fund financial statements. Combining schedules or statements in the Other
Supplementary Information section present detailed non-major fund activity. Fiduciary funds are reported by
fiduciary type (pension and other postemployment benefit trusts, private purpose trusts, and agency funds) with
combining schedules or statements for the individual pension, other postemployment benefit, and agency funds
presented in the Other Supplementary Information section.
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The three categories of funds are Governmental Funds, Proprietary Funds, and Fiduciary Funds. It is important
to note that these fund categories use different accounting methods and should be interpreted differently as
described below. Following is a brief overview of these three major categories of funds.

Governmental Funds

Most of the basic services provided by the State are accounted for in the governmental funds. Governmental
funds are used to account for essentially the same functions reported as governmental activities in the
government-wide financial statements. However, unlike the government-wide financial statements, the
governmental fund financial statements focus on near-term inflows and outflows of spendable resources as well
as the balances of resources available at the end of the fiscal year. This approach uses the “flow of current
financial resources” measurement focus and the modified accrual basis of accounting. These statements
provide a detailed short-term view of the State’s finances that assist in determining whether there will be
adequate financial resources available to meet the current needs of the State.

Because the time period focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented in the governmental funds with similar information
presented for governmental activities in the government-wide financial statements. By doing so, readers may
better understand the long-term impact of the government’s near-term financing decisions. Schedules
reconciling the governmental funds’ Balance Sheet and Statement of Revenues, Expenditures, and Changes in
Fund Balances to their respective government-wide statements are provided on the pages immediately following
each governmental fund financial statement to facilitate this comparison.

The State reports twenty governmental funds of which six are classified as “major” governmental funds. These
major funds are the General Fund, Transportation Fund, Education Fund, Special Fund, Federal Revenue Fund
and Global Commitment Fund. Each major fund is presented in a separate column in the Governmental Funds’
Balance Sheet and in the Statement of Revenues, Expenditures, and Changes in Fund Balance. The “non-
major” governmental funds include the Fish and Wildlife Fund, two capital projects funds, two debt service funds,
and nine permanent funds and are presented in one consolidated column in the governmental fund statements.
Combining and individual non-major governmental fund statements are reported in the Other Supplementary
Information section of this report.

Fund balance (the difference between assets and deferred outflows of resources, and liabilities and deferred
inflows of resources) is classified as honspendable, restricted and unrestricted (commited, assigned or
unassigned).

The State budgets and controls its financial activities on the cash basis of accounting. In compliance with State
law, the State records its financial transactions in either of two major categories — the General Fund or various
special revenue funds. References to these funds in this report include the terms “budgetary” or “budgetary
basis” to differentiate them from the GAAP funds of the same name which encompass different funding
categories. The State adopts an annual appropriated budget for its budgetary general fund and each special
revenue fund. A budgetary comparison schedule has been provided for these funds to demonstrate compliance
with the approved budgets. These schedules can be found as part of the required supplementary information
section of this report.

The governmental funds’ financial statements immediately follow the government-wide financial statements.

Proprietary Funds

This category of funds includes enterprise funds (business-type) and internal service funds. These funds report
activities that operate much like those of commercial enterprises. These funds’ financial reports include a
Statement of Net Position; a Statement of Revenues, Expenses and Changes in Net Position; and a Statement
of Cash Flows.

Enterprise funds provide the same type of information as the business-type activities section in the government-

wide financial statements, only in more detail and at the fund level. Like the government-wide financial
statements, enterprise fund financial statements use the accrual basis of accounting. Enterprise funds account
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for services provided to the general public, government, and non-State government entities. They normally
derive their revenue by charging user fees in order to cover the costs of their services.

The State reports nine enterprise funds of which three are reported as major funds in separate columns on the
proprietary fund statements. These three are the Unemployment Compensation Fund, the Liquor Control Fund,
and the Vermont Lottery Commission. The other six enterprise funds are reported as “non-major funds” and are
consolidated into one column on the proprietary fund statements.

Internal service funds are used to report activity that provides goods and services to other funds, departments,
or agencies of the primary government and its component units, or to other governments on a cost
reimbursement basis. These funds provide communication and information technology, facilities and property
management, fleet management, printing, risk management and insurance services. The internal service fund
activities are allocated proportionately between the governmental activities (predominately) and the business-
type activities in the government-wide statements based on the benefit of the services provided to these
activities. The reconciliation between the government-wide financial statements for business-type activities and
the proprietary fund statements is presented at the end of the proprietary fund financial statements.

The State reports twenty-four internal service funds, which are reported in one consolidated column entitled
“Governmental Activities — Total Internal Service Funds” on the Proprietary Funds Statement of Net Position;
Statement of Revenues, Expenses, and Changes in Net Position; and Statement of Cash Flows.

The proprietary funds’ financial statements immediately follow the governmental fund financial statements.
Combining non-major enterprise and combining internal service fund statements may be found in the Other
Supplementary Information section of this report.

Fiduciary Funds

The fiduciary funds are used to account for assets held by the State in a trustee capacity or as an agent for
individuals, private organizations, other governmental units, or other funds. Fiduciary funds are excluded from
the government-wide financial statements because the State cannot use these assets to finance its operations.
The fiduciary funds use the accrual basis of accounting.

The State’s fiduciary funds are divided into the following three basic categories: Pension and Other
Postemployment Benefit Trust Funds (includes three separate defined benefit pension plans, three separate
defined contribution pension plans, two defined benefit other postemployment benefit plans, and one defined
contribution other postemployment benefit plan); a Private Purpose Trust Fund (which reports only the
Unclaimed Property Fund); and Agency Funds (nine agency funds which account for the assets held for
distribution by the State as an agent for other governmental units, organizations or individuals). These funds’
financial reports include a Statement of Fiduciary Net Position; and a Statement of Changes in Fiduciary Net
Position.

The fiduciary funds financial statements can be found immediately following the proprietary funds financial
statements. Individual pension and other postemployment benefit trust funds, and agency funds financial
statements are reported in the Other Supplementary Information section of this report.

3) Discretely Presented Component Units’ Financial Statements

As mentioned previously, the State has included the net position and activities of four major component units in
individual columns and five non-major component units in a single column on the statements. The component
units’ financial statements can be found immediately after the fiduciary funds. Combining individual non-major
component units’ financial statements can be found in Other Supplementary Information section of this report.

4) Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data presented in the
government-wide and the fund financial statements. They are an integral part of the financial statements and
focus on the primary government and its activities. The notes also explain some of the information contained in
the financial statements and provides more detail than is practical in the financial statements.
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The notes include a summary of significant accounting policies; additional information regarding the
reconciliation of government-wide and fund financial statements; discussions on stewardship, compliance and
accountability; detail notes on all activities and funds; and other information. The notes to the financial
statements can be found immediately following the component units’ financial statements.

Required Supplementary Information Other Than MD&A
The basic financial statements are followed by a section of required supplementary information.
This section includes:

e The Schedule of Changes in Net Pension Liability and Related Ratios, the Schedule of Investment Returns,
the Schedule of Employer and Nonemployer Contributions, and the Schedule of the State’s Proportionate
Share of the Net Pension Liability for the two defined benefit pension trust are included in the required
supplementary information section. Also, this section includes the Schedule of Changes in Net OPEB
Liability and Related Ratios, The Schedule of Investment Returns, the Schedule of Funding Progress and
the Schedule of Employer Contributions for the other postemployment benefit plans.

e Schedules for the General Fund and budgeted Special Revenue Funds comparing their original budgeted
amounts; final budgeted amounts; actual inflows, outflows, and balances stated on the budgetary basis; and
variances between the final budgeted amounts and actual amounts presented on a budgetary basis. See
Note Ill. A. for additional information regarding the budgetary process, including the budgetary basis.

o Notes to Required Supplementary Information include a schedule reconciling the statutory fund balance
presented on a budgetary basis to the fund balance prepared on a modified accrual basis as presented in
the governmental fund financial statements for the general fund and each budgeted special revenue fund, as
well as additional information regarding the budgetary process.

Other Supplementary Information

Combining Financial Statements

The combining fund financial statements referred to earlier in connection with non-major funds and non-major
component units are presented following the Required Supplementary Information section. The total columns of
these combining financial statements carry to the applicable fund financial statement. These combining
statements include the following:

Non-major governmental funds

Non-major proprietary (enterprise) funds

Internal service funds

Fiduciary funds (including individual pension and other postemployment benefit trust funds, and agency
funds)

e Non-major component units

Statistical Section

A statistical section containing information regarding financial trends, revenue capacity, and debt capacity, as
well as operating, economic and demographic information is presented immediately following the combining
financial statements.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Position

The following primary government condensed financial statement information is derived from the State’s June
30, 2017 and 2016 government-wide Statement of Net Position. Although the government-wide statements
include discretely presented component unit activity, the component unit activity has not been included in these
condensed statements.
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TABLE 2
State of Vermont's Net Position
(In Millions)
Governmental Business-type Total
Activities Activities Primary Government
2017 2016 2017 2016 2017 2016
ASSETS
Current assets.............ccooeennen. $ 1,108.1 $ 1,155.1 % 4169 $ 3349 $ 1,525.0 $ 1,490.0
Other assets...........cccovveieninnns 430.4 440.0 2.0 23 432.4 442.3
Capital assets...........ccocveeeennnen 2,895.7 2,783.7 0.9 0.9 2,896.6 2,784.6
Total assets............cccuuennenns 4,434.2 4,378.8 419.8 338.1 4,854.0 4,716.9

DEFERRED OUTFLOWS

Total deferred outflows........ 592.3 471.8 25 1.8 504.8 473.6

LIABILITIES
Long-term liabilities.................... 3,447.4 3,213.7 6.3 5.4 3,453.7 3,219.1
Other liabilities.......................... 584.1 571.2 23.3 25.1 607.4 596.3
Total liabilities.................... 4,031.5 3,784.9 29.6 30.5 4,061.1 3,815.4

DEFERRED INFLOWS

Total deferred inflows......... 113.8 135.9 0.7 0.7 114.5 136.6
NET POSITION
Net Investment in
capital assets...........cceeieinnnnn. 2,543.1 2,428.1 0.9 0.9 2,544.0 2,429.0
Restricted.........ccoooiiiiiii 601.2 639.4 384.4 302.4 985.6 941.8
Unrestricted (deficit)................... (2,263.2) (2,137.8) 6.7 5.5 (2,256.5) (2,132.3)
Total net position................ $ 881.1 $ 929.7 $ 3921 $ 308.8 $ 1,273.2 $ 1,238.5

Totals may not add due to rounding.

The State’s combined net position (governmental and business-type activities) totals $1.3 billion at the end of
fiscal year 2017, as shown in Table 2. Approximately $2.5 billion of the combined net position represents the
State’s investment in capital assets such as land, buildings, equipment, and infrastructure (roads, bridges, and
other immovable assets) less any related debt still outstanding that was used to acquire those assets. This net
investment in capital assets represents resources used to provide services to citizens, and therefore is not
available for future spending. Although the State’s investment in its capital assets is reported net of related debt,
it should be noted that the resources needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities. Capital assets net of accumulated
depreciation increased by $112.0 million primarily due to the $15 million in building and improvements and $25
million in infrastructure assets. In addition, construction in process increased $69 million.

An additional portion of the primary government’s net position (77.4 percent) represents resources that are
subject to external restrictions on how they may be used. This is an increase of $43.8 million and is primarily a
result of additional amounts that are restricted for unemployment compensation ($82.0 million) and natural
resources ($16.6 million), offset by decreases in capital projects ($41.7 million) and human services ($14.2
million).

Internally imposed designations of resources are not presented as restricted net position. The remaining
balance of unrestricted net position is a deficit of $2.257 billion. The governmental activities’ negative
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unrestricted net position balance is mainly the result of three actions: 1) long-term debt issued by the State for
municipal, non-profit or component unit capital purposes, $193.7 million outstanding at June 30, 2017 that does
not result in a governmental activities’ capital asset, 2) the amount of net position that is restricted for various
purposes, and 3) the net Pension and OPEB liabilities (see Note IV. G. 4.).

Current assets increased by $35.0 million primarily due to increase in cash and cash equivalents ($24.6 million)
and investments ($2.2 million), offset by decreases in federal grants receivable ($5.5 million). Long term
liabilities increased by $234.6 million primarily due to the increase in net pension liabilities and net other
postemployment benefit obligations ($297.8 million), offset by a decrease in bonds, notes, and leases payables
($56.1 million).

At the end of fiscal year 2017, the State reported positive total net position balances in its governmental
activities, its business-type activities, and its discretely presented component units.

Changes in Net Position

Governmental type activities had an overall decrease in net position of $48.6 million, or 5.2%, resulting from an
operating loss of $76.1 million offset by transfers in from business-type activities of $27.5 million, primarily from
the Vermont Lottery Commission ($25.5 million) to support education. The $24.4 million increase in revenues
over 2016 was due to a $29.8 million increase in in program revenues; offset by $5.4 million decrease in general
revenues.

Business-type activities had an overall increase in net position of $83.3 million or 27.0%, resulting from an
operating increase of $110.8 million offset by transfers out of $27.5 million to governmental activities, primarily
from the Lottery ($25.5 million) to support education. Revenues decreased from 2016, primarily due to a
decrease in ticket sales in the Vermont Lottery Commission ($1.9 million) and a decrease in sales in Federal
Surplus Property Fund ($2.6 million), offset by an increase in revenue in the Department of Liquor Control ($2.5
million) and investment income in the Unemployment Compensation Trust Fund ($1.7 million). The revenue
declines were offset by a decrease in expenses of $2.9 million, primarily due to a decrease in expenses in
Federal Surplus Property Fund ($2.6 million).

The primary government condensed financial statement information is derived from the State’s June 30, 2017
and 2016 government-wide Statement of Changes in Net Position. Although the government-wide statements

include discretely presented component unit activity, the component unit activity has not been included in these
condensed statements.

(Table on next page.)
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TABLE 3
State of Vermont's Changes in Net Position
(In Millions)
Governmental Business-type Total
Activities Activities Primary Government
2017 2016 2017 2016 2017 2016
Revenues
Program revenues
Charges for senices.................c......... $ 4738 §$ 415.8 $ 3342 $ 337.3 808.0 $ 753.1
Operating grants and contributions....... 1,838.5 1,861.8 0.8 1.0 1,839.3 1,862.8
Capital grants and contributions........... 178.8 183.7 - - 178.8 183.7
General revenues
Income taxes.........cooevveiiiiiiiinienns 830.8 871.2 - - 830.8 871.2
Sales and use taxes............cc.ooeeiens 376.4 370.4 - - 376.4 370.4
Statewide education tax
Gross tax assessed.............ccoeeneee. 1,219.3 1,209.3 - - 1,219.3 1,209.3
Income sensitivity adjustment........... (170.2) (158.6) - - (170.2) (158.6)
Meals and rooms tax..............cccceuneen. 169.1 158.3 - - 169.1 158.3
Other taxes........cooeveiiiniiiiiiiiean, 639.6 620.5 - - 639.6 620.5
Miscellaneous..............ccocoeeviiiniiinn. 37.6 36.9 7.0 5.3 44.6 42.2
Total revenues.........c.cevviiiniieiiiiiianennns 5,693.7 5,569.3 342.0 343.6 5,935.7 5,912.9
Expenses
General government..............ccoovveeiinnnn. 137.9 86.5 - - 137.9 86.5
Protection to persons and property............ 385.0 340.2 - - 385.0 340.2
Human Semnices...........cccoveeiiiiieenenannn.. 2,509.1 2,411.4 - - 2,509.1 2,411.4
Labor. ... 31.8 30.6 - - 31.8 30.6
General educaton...................coceiini. 1,995.5 1,941.1 - - 1,995.5 1,941.1
Natural resources. ..............ccccevveenninnnn. 112.2 109.6 - - 112.2 109.6
Commerce and community development.... 48.3 53.5 - - 48.3 53.5
Transportation..........c.coooiiiiiiiiiniinenn, 432.9 430.2 - - 432.9 430.2
Interest on long-term debt....................... 171 18.4 - - 171 18.4
Unemployment compensation.................. - - 68.8 69.4 68.8 69.4
Lottery commission.....................ooeall - - 96.9 97.7 96.9 97.7
Liquor control..........cooiiiiiiiii - - 60.7 59.5 60.7 59.5
Other business type expenses................. - - 4.8 7.4 4.8 7.4
Total expenses........cccevvieuiieininninn, 5,669.8 5,421.5 231.2 234.0 5,901.0 5,655.5
Change in net position
before transfers............coovviviiiiiiininns (76.1) 147.8 110.8 109.6 34.7 257.4
Transfers net in (out)...............ccoeeeintn. 27.5 28.5 (27.5) (28.5) - -
Change in net position.............c.ccccueene. (48.6) 176.3 83.3 81.1 34.7 257.4
Net position, beginning of year................. 929.7 753.4 308.8 227.7 1,238.5 981.1
Net position, end of year...................... $ 881.1 § 929.7 § 3921 § 308.8 1,273.2 § 1,238.5

Totals may not add due to rounding.
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The following graph illustrates the revenues of Vermont’s primary government for fiscal year 2017.
Approximately 34.0 percent comes from other entities and governments in the form of operating and capital
grants and contributions (primarily federal grant revenues). An additional 31.7 percent of total revenues are
generated by the statewide education and income taxes.

Revenues - Primary Government
Fiscal Year 2017

Other Taxes Miscellaneous
Meals and Rooms Tax 10.78% \ 0.75%
|

2.85%

Charges for Services
13.61%

Statewide
Education Tax
17.68%

Sales and
Use Taxes

6.34%
Operating Grants and

Contributions
30.99%
Income Taxes Capital Grants and
14.00% Contributions
3.01%

Percentages may not equal 100% due to rounding.

The following graph illustrates the percentages of total primary government expenses for fiscal year 2017. The
largest category of expense is for human services (42.52 percent of total expense) which provides for Vermont's
low-income, elderly care services and persons in state custody in the form of grants for selected services such
as food stamps, health care, housing and child protective services. The second most significant category of
expense is for general education (33.82 percent of total expenses) which provides for Vermont’s support to
secondary and higher education.

(Chart on next page.)
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Expenses - Primary Government
Fiscal Year 2017
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Governmental Activities

In 2017, governmental activities’ expenses exceeded revenues by $76.1 million and were offset by transfers in
of $27.5 million from business activities, resulting in a decrease of $48.6 million (or 5.2 percent) decrease in net
position. Revenues increased by $24.4 million, primarily due to an increase in program revenue ($29.8 million)
offset by a decrease in general revenues ($5.4 million). Spending increased for general government ($51.4
million), protection to persons and property ($44.8 million), human services ($97.7 million) and general education
($54.4 million). The following chart provides a two-year comparison of governmental activities revenues:

Revenues - Governmental Activities
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The following chart p

rovides a two-year comparison of governmental activities expenses:
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The following table shows to what extent program revenues (charges for services and grants and contributions)
covered program expenses. For fiscal year 2017, program revenues covered $2.5 billion or 43.9 percent of $5.7
billion in program expenses. The remaining $3.2 billion or 56.1 percent of program expenses was paid for by

state taxes and other

general revenue.

TABLE 4
Net Program Revenue
For the years ended June 30, 2017 and 2016

Less Net Program Revenues

Program Program Program as a Percentage of

Expenses Revenues (Expense)/Revenue Program Expenses

2017 2017 2017 2016 2017 2016

Functions/programs

General government $ 137,924,212 $ 33,952,954 $ (103,971,258) $  (50,589,098) 24.6% 41.5%
Protection to persons and property 385,011,729 273,520,888 (111,490,841) (120,160,248) 71.0% 64.7%
Human senices 2,509,094,559 1,495,698,449 (1,013,396,110) (890,017,161) 59.6% 63.1%
Labor 31,834,634 48,236,931 16,402,297 13,122,446 151.5% 142.9%
General education 1,995,530,020 139,691,528 (1,855,838,492) (1,811,810,462) 7.0% 6.7%
Natural resources 112,198,673 76,704,268 (35,494,405) (26,213,484) 68.4% 76.1%
Commerce and community development 48,319,567 20,585,541 (27,734,026) (27,235,148) 42.6% 49.1%
Transportation 432,898,295 401,470,539 (31,427,756) (30,050,831) 92.7% 93.0%
Interest on long-term debt 17,137,985 1,149,909 (15,988,076) (17,233,569) 6.7% 6.3%
$ 5,669,949,674 $ 2,491,011,007 $(3,178,938,667) $ (2,960,187,555) 43.9% 454%
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FINANCIAL ANALYSIS OF THE PRIMARY GOVERNMENT’S INDIVIDUAL FUNDS

As noted earlier, the State of Vermont uses fund accounting to account for its ongoing operations and to
demonstrate compliance with finance-related legal requirements imposed by both legislative mandates as well
as externally imposed restrictions.

Governmental Funds

The focus of the State’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the State’s financing requirements. In
particular, unrestricted (unassigned, assigned, and committed) fund balances may serve as a useful measure of
a government’s net resources available for spending. At the end of fiscal year 2017, the unrestricted fund
balance is 22.2 percent of the total fund balance of governmental funds, which is available for spending on
governmental programs at the State’s discretion in the coming year. The remainder of this fund balance is
restricted or nonspendable to indicate that it is not available for appropriation, such as the principal of the State’s
Permanent Funds, and other items that are nonspendable, such as advances and long-term receivables. At the
end of fiscal year 2017, the State’s governmental funds reported combined fund balances of $927 million, a
decrease of $78.9 million in comparison with the prior fiscal year.

The General Fund is the chief operating fund of the State. At the end of fiscal year 2017, the General Fund’s
total fund balance was $122.4 million. The fund balance was made up of nonspendable amounts totaling $121.7
million, and assigned amounts totaling $.7 million. During 2017, total revenues and other financing sources
were less than total expenditures and other financing uses by $16.9 million.

General Fund revenues increased by $24.3 million, or 1.7%, primarily due to a $27 million increase in security
registration fees. Expenditures increased by $92.5 million or 11.5%, primarily due to a $61.4 million increase in
human services (personnel costs and third-party contractors and grant expenditures, a $14.7 million increase in
general education (increased grant expenditures), and a $11.4 million increase in protection to persons and
property (personnel costs and third-party contractors). The General Fund’s statutory reserve for budgetary
stabilization increased by $2.9 million to $74.1 million, the maximum allowed by statute.

The Transportation Fund’s total fund balance was $15.1 million at June 30, 2017, a decrease of $3.9 million from
the fiscal year 2016’s ending total fund balance. Transportation Fund revenues remained relatively flat at $564
million; while expenditures related to State Police Services decreased $2.2 million and expenditures related to
transportation projects decreased $1.5 million. The Transportation Fund’s statutory reserve for budget
stabilization increased by $462 thousand to $13.3 million, the maximum allowed by statute.

The Education Fund at June 30, 2017 had a total fund balance of $70.4 million, which represents a $11.3 million
decrease from fiscal year 2016’s ending balance. General education costs increased by $26.4 million, primarily
due to an increase in grants to school districts ($26.6 million). The statewide education tax decreased $1.3
million; while sales and use taxes increased $3.6 million and purchase and use tax increased $1.0 million.
Transfer in from the General Fund increased ($3 million) and Special Fund for Medicaid costs increased ($1
million), and Lottery Fund decreased ($900 thousand). The Education Fund’s statutory reserve for budget
stabilization increased $843 thousand to $33.5 million, the maximum allowed by statute.

The Special Fund’s total fund balance at the end of fiscal year 2017 was $95.9 million, a decrease of 12.5
percent in comparison with 2016. The Special Fund’s total fund balance is comprised of $12 million as
restricted, $84 million as committed and unassigned. Special Fund revenues increased $26.7 million or 4.61
percent, and expenditures increased $23.8 million or 8.54 percent. The increase in expenditures was primarily in
the protection to persons and property function ($25.2 million), of which $20.4 million was in the Energy
Efficiency Utility program’s grants. This resulted in an increase in “excess of revenues over expenditures” of
$2.9 million from last fiscal year. Fiscal year 2017 transfers out to other funds exceeded transfers in from other
funds by $316.5 million. The Special Fund received transfers in of $58.5 million, in part, consisting of federal
fund monies for the earned income tax credit ($19.7 million); matching funds for school based Medicare services
($27.2 million); the Next Generation Fund ($2.9 million); the Emergency Relief and Assistance Fund ($2.6
million); and federal funds for Children’s Health Insurance Claims fund ($1.5 million). Transfers out of $375
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million consisted primarily of payments for a portion of the State’s payment for Medicaid coverage under the
Global Commitment to Health Medicaid waiver ($321 million); Security, Insurance, & Captive Fund
reimbursements to the General Fund ($31.4 million); reimbursed Medicaid funds to the Education Fund ($10.6
million).

The Federal Revenue Fund accounts for all federal grants except those federal grants that are awarded to the
Agency of Transportation (which are included in the Transportation Fund), the Global Commitment to Health
Medicaid waiver (which are included in the Global Commitment Fund) and the Department of Fish and Wildlife
(which are included in the Fish and Wildlife Fund, a non-major governmental fund). The Federal Revenue
Fund’s federal grant revenues for fiscal year 2017 were $788.1 million, an increase of $16.5 million over fiscal
year 2016’s federal grant revenues. Expenditures were $728.9 million, an increase of $6 million over 2016. The
Federal Revenue Fund’s total fund balance at the end of fiscal year 2017 ($458.5 million) was a increase of $5.3
million as compared to the total fund balance at the end of fiscal year 2016.

The fiscal year 2017 ending total fund balance for the Global Commitment Fund was $107.8 million. The
revenues and net transfers in of $1,502.5 exceeded expenditures of $1,500.6 million by $1.9 million. The
primary changes were a decrease in federal grants of $38.1 million and a decrease in human services expenses
of $19.7 million both due to lower administrative expenditures claimable under the Global Commitment Waiver
Agreement. See Note |, Section E for more information regarding these funds.

Proprietary Funds

The State’s enterprise funds provide the same type of information presented in the business-type activities in the
government-wide financial statements, but in more detail. The Unemployment Compensation Trust Fund’s total
net position balance increased from $302.4 million at June 30, 2016 to $384.4 million at June 30, 2017, an
increase of $82.0 million in one year. Expenditures from the fund for unemployment benefits decreased by $.6
million over 2016.

The State’s internal service funds’ total net position at June 30, 2017 was $32.5 million, a $19.6 million
improvement from June 30, 2016. This improvement is primarily due to an improvement in net position of $13.3
million in the medical insurance fund, as well as an increase in the workers compensation fund of $9.1 million. It
should be remembered that the internal service funds’ activity has been combined with the governmental funds’
activity in the government-wide financial statements.

Fiduciary Funds

The State’s fiduciary funds account for resources held for the benefit of parties outside State government. The
Pension and Other Postemployment Benefit Trust Funds’ net position increased by 8.37% to $4.25 billion at
June 30, 2017. For more information regarding the State’s retirement and other postemployment benefit plans,
see Note IV. G. 4. to the financial statements. The Unclaimed Property Fund’s total assets balance at June 30,
2017 is $13.5 million, and total liabilities balance is $8.9 million, including the escheat property claims liability
estimated at $8.8 million, resulting in ending net position of $4.6 million. Net position of all fiduciary funds are
reported as held in trust for particular purposes.

GENERAL FUND BUDGET HIGHLIGHTS

The State ended fiscal year 2017 with General Fund revenues of $1.457 billion, expenditures of $1.151 billion,
and net transfers to other funds of $281.9 million (non-GAAP budgetary basis). This was a $44.5 million
increase in revenues over the previous year. The fiscal year 2017 General Fund consensus revenue forecast
initially approved by the Emergency Board in July, 2016 was subsequently revised downward by the Emergency
Board at their January 2017 meeting. Compared to target, the revenues were 1.61 percent below the July, 2016
revenue forecast of $1,481 million, and .05 percent over the January, 2017 revised revenue forecast of $1,456
million. Personal income tax receipts were $13.8 million below target, corporate income tax receipts were $19.5
million above target, and sales and use tax receipts were $3.5 million below target. The General Fund results
allowed for a fully funded General Fund Budget Stabilization Reserve of $74.1 million, representing the statutory
maximum of 5 percent of the prior year appropriations level.
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PRIMARY GOVERNMENT’S CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The State investment in capital assets (net of accumulated depreciation) for its governmental and business-type
activities as of June 30, 2017 was $2.897 billion, a total increase of 4.0 percent (Table 5). This investment in
capital assets includes land, buildings, improvements, equipment, infrastructure and construction in progress.
Infrastructure assets are items that are normally immovable and of value only to the State, such as roads,
bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.

TABLE 5
Capital Assets at Fiscal Year End
(Net of depreciation, amounts in thousands)

Governmental Business-type Total
Activities Activities Primary Government
2017 2016 2017 2016 2017 2016
Land, Land Use Rights, and

Land Improvements............... $ 149,691 $ 146,361 $ -3 - $ 149,691 $ 146,361
Construction in Progress............ 645,525 576,571 237 283 645,762 576,854
Works of Art.........ooiiiiiiinl. 136 136 - - 136 136
Buildings and Improvements........ 447,648 432,273 1 2 447,649 432,275
Machinery and Equipment........... 276,838 277,061 659 574 277,497 277,635
Infrastructure............................ 1,375,842 1,351,261 - - 1,375,842 1,351,261
Totals.......ceeviiiiiiii, $ 2895679 $ 2,783,662 $ 897 $ 859 $ 2,896,576 $ 2,784,522

Totals may not add due to rounding.

Many component unit, municipal and non-profit organizations’ capital construction projects and acquisitions are
financed by the State, but the assets are actually owned by these other entities. Therefore, these capital assets
are recorded on the financial statements of those entities and not on the books of the State. But the general
obligation bonds issued by the State to finance these capital assets are reported as a liability of the State’s
governmental activities. At June 30, 2017, the State had $193.7 million of general obligation bonds outstanding
related to capital assets of these other entities. Additional information on the State’s capital assets can be found
in Note IV. E. of the notes to the financial statements.

Debt Administration

Bonded Indebtedness

The State has no constitutional or other limit on its power to issue obligations or to incur debt besides borrowing
only for public purposes. In 1990, the General Assembly created the Capital Debt Affordability Advisory
Committee and made it responsible for overseeing the long-term capital planning for the State. Annually, the
General Assembly passes appropriations for capital purposes and authorizes the State Treasurer to issue
general obligation bonds to provide the financing for all or a portion of the appropriations. Bonds are backed by
the full faith and credit of the State, including the State’s power to levy additional taxes to ensure repayment of
the debt.

During fiscal year 2017, the State of Vermont’s outstanding general and special obligation bond debt decreased
by approximately $51.5 million. This decrease can be accounted for by redemption of $50.0 million in general
obligation bonds and $1.5 million in special obligation bonds. Additional information on the State’s bonded debt
is contained in Note IV. G. 1. of the notes to the financial statements.

32



Management’s Discussion and Analysis
State of Vermont (Unaudited) Fiscal Year Ended June 30, 2017

The State’s general obligation bond ratings are as follows: Aaa by Moody’s Investor Service (since February
2007), AA+ by Standard & Poor’s Ratings Services (since September 2000), and AAA by Fitch Ratings (since
April 2010).

ECONOMIC OUTLOOK

The Vermont near-term economic outlook includes a Vermont economy that will largely follow a similar path as
the U.S. economy throughout the calendar year 2017 through calendar year 2019 period. The consensus
revenue forecast in July 2017 calls for a modest downgrade to revenue expectations for the General Fund and
the Transportation Fund over the fiscal year 2018 through 2019 time frame.

For fiscal year 2018, the July 2017 consensus revenue forecast, across all three fund aggregates in total, calls
for a total downward adjustment of $28.8 million (or -1.5% versus the consensus forecast of last January) of
which $16.3 million is accounted for by the extraordinary pending Corporate tax refunds.

Reduced future liabilities will lower General Fund revenues in fiscal year 2018 by about 0.5%. Lower fee yields
and slightly slower car and truck sales growth will also result in small negative Transportation Fund adjustments
of about 1% in both fiscal years 2017 and 2018. The Education Fund (excluding State property taxes) is virtually
unchanged, with lower transfer in from the Transportation Fund and slightly higher transfer from the General
fund. Year-over-year revenue growth for fiscal year 2018 is forecasted to be 3.7 percent in the General Fund,
1.9 percent in the Transportation Fund, and 3.4 percent in the Education Fund.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the State of Vermont's finances for all of
Vermont's citizens, taxpayers, customers, and investors and creditors. This financial report seeks to
demonstrate the State’s accountability for the money it receives. Questions concerning any of the information
provided in this report or requests for additional information should be addressed to:

State of Vermont

Department of Finance and Management
109 State Street, 5th Floor

Pavilion Building

Montpelier, Vermont 05609-0401

The State’s component units issue their own separately issued financial statements. Their statements may be
obtained by directly contacting them at the addresses found in Note | to the State’s financial statements.
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STATE OF VERMONT
STATEMENT OF NET POSITION
JUNE 30, 2017

Discretely
Primary Government Presented
Governmental Business-type Component
Activities Activities Total Units
ASSETS
Current Assets
Cash and cash equivalents.................cccooeeveeiiennnn... $ 584,528,072 $ 365,905,751 $ 950,433,823 $ 210,703,456
Taxes receivable, Net............ccooiiiiiiiiiiiiiie, 117,405,138 39,549,140 156,954,278 -
Loans and notes receivable, net........................o 26,012,886 436,324 26,449,210 215,907,891
Federal grants receivable......................oo 229,815,779 513,779 230,329,558 9,154,299
Other receivables, Net...........cccoviiiiiiiiiiiiia, 90,151,661 5,819,916 95,971,577 66,384,980
INVeStMENES.. ... 42,312,109 - 42,312,109 167,862,954
INVENEOMES ....eie e 2,696,682 8,399,552 11,096,234 107,039
Internal balances 3,698,840 (3,698,840) - -
Receivable from primary government........................... - - - 2,448,020
Receivable from component units..................coeeeenn.n. 7,154,450 - 7,154,450 -
Other current assets.........c.ccvviiiiiiiiiieeieeen 4,289,015 17,188 4,306,203 15,109,438
Total current assets..........cccoeeiiiiiiiiiiiiiiiieieens 1,108,064,632 416,942,810 1,525,007,442 687,678,077
Noncurrent Assets
Cash and equivalents...............oooiiiiiii