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INDEPENDENT AUDITOR’S REPORT

The Board of Directors
Vermont Municipal Bond Bank

We have audited the basic financial statements of the Vermont Municipal Bond Bank, a component unit of the
State of Vermont, as of and for the years ended December 31, 2007 and 2006, as listed in the accompanying
table of contents. These financial statements are the responsibility of the Bond Bank’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Vermont Municipal Bond Bank as of December 31, 2007 and 2006, and the changes in its
financial position and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards we have also issued our report, dated June 30, 2008, on our
consideration of Vermont Municipal Bond Bank’s internal control over financial reporting and 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 internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on it.
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Montpelier, Vermont
June 30, 2008
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VERMONT MUNICIPAL BOND BANK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007

The Vermont Municipal Bond Bank (Bank or VMBB) was established in 1970 as a quasi-state agency with the
purpose of providing Vermont’s municipalities with easy and inexpensive access to the tax-exempt municipal
bond market. To date the Bank has issued over $1.44 billion in tax-exempt bonds through 48 series of bonds,
including 15 refunding bonds.

This discussion of the VMBB’s financial performance provides an overview of the Bank’s financial activities
for the fiscal year ended December 31, 2007. The statements are divided into two funds. The Bond Fund reports
the financial activities of the pool of funds loaned to municipalities. The Bond Fund assets and liabilities are
held by the two corporate trustees, The Bank of New York Trust Company, N.A. and The Deutsche Bank Trust
Companies Americas. The Operating Fund is made up of activities relating to the administrative operations of
the VMBB.

2007 Financial Highlights

In 2007, the Bank issued $52,450,000 in bonds to fund municipal loans of $49,545,000 for 27 municipalities
and $29,695,000 to refund the 1997 and 1998 Series 1 Bonds. In 2006, the Bank issued $45,115,000 in new
bonds to fund municipal loans of $40,700,000 for 19 municipalities.

Municipal bonds of $44,685,000 and $41,451,092 were retired in 2007 and 2006 respectively. The 2007 Series
1 Bonds refunded $11,515,000 of the 1997 Series 1 Bonds and $21,220,000 of the 1998 Series 2 Bonds.

Major Balance Sheet items changed as follows from 2006 to 2007:

Total Assets $495,525,341 | $507,071,407 | $12,446,066 251%
Total Liabilities $477,696,021 | $484,.928.097 | $7.232.976 151%
Total Net Assets $17,829320 | $23,042410 | $5213,090 2.92%
Unrestricted Net $9,579,122 | $9,601,694 $22.572 2.36%
Assets

Transfers in 2007 included an equity contribution from the Operating Fund to the Bond Fund of $106,000 and
an additional $156,812 to help offset bond issue costs, net of a transfer from the nonrebatable accounts in the
Bond Fund of $243,538 to operations. Transfers in 2006 consisted of $150,000 as an equity contribution to the
Bond Fund and an additional $49,604 for bond issue costs.

Assets

In the Operating Fund, Total Assets increased $42,600 or .44%. Cash and Cash Equivalents decreased by
$1,009,320 or 66.22%, due primarily to the transfer of cash to investments.

In the Bond Fund, Total Current Assets increased $3,875,139 or 9.55%. Noncurrent Assets increased
$8,528,327 or 1.91%, and Restricted Cash and Equivalents increased $1,841,817 or 251% from the prior year.
Restricted Investments decreased by $3,966,655 or 8.62% while Loans to Municipalities increased by
$10,515,467 or 2.68%.



Liabilities

In the Bond Fund, Total Current Liabilities decreased by $1,745,918 and Total Noncurrent Liabilities increased
by $8,985,866. Major contributors to the increase in Total Liabilities were the increase in Bonds Payable
($8,782,080) netted with the change to Current Portion of Bonds Payable (a $1,800,000 decrease), and the
increase in Noncurrent Accrued Arbitrage Rebate Payable ($176,786).

Total Bonds Payable (Current and Noncurrent) was $474,643,257 as of December 31, 2006 and $481,625,337
as of December 31, 2007.

Net Assets

Restricted Net Assets in the Bond Fund showed an increase from 2006 to 2007 of $5,190,518. Unrestricted Net
Assets in the Operating Fund increased by $22,572 from 2006 to 2007. Total Net Assets at December 31, 2007
equaled 4.78% of Total Bonds Payable and Unrestricted Net Assets equaled 1.99% of Total Bonds Payable.
Total Net Assets at December 31, 2007 equaled 54.1% of Current Bonds Payable and Unrestricted Net Assets
equaled 22.6% of Current Bonds Payable.

Operating Summary

Major Revenue and Expense item changes from 2006 to 2007 are as follows:

Total All Revenue $23,858,904 $27,513,317 $3,654,413 15.32%
Total All Expenses $24,853,388 $22,300,227 | ($2,553,161) (10.27%)
Surplus (Loss) ($994,484) $5,213,090 $6,207,574 624.20%
Bond Fund Revenue $23,426,291 $27,039,017 $3,612,726 15.42%
Bond Fund Expenses $24,377,570 $21,867,773 ($2,509,797) (10.30%)
Operating Fund Revenue $432,613 $474,300 $41,687 9.64%
Operating Fund Expenses $475,818 $432,454 ($43,364) (9.11%)

Investment Portfolio

The VMBB’s investment portfolio on December 31, 2007 was valued at its “fair market value” of $9,076,401.
The December 31, 2006 “fair market value” of the investment portfolio was $7,997,904. The total cost of the
portfolio was $9,088,120 on December 31, 2007 and $8,000,732 on December 31, 2006.

Subsequent Events
Financing

The VMBB expects to issue its 2008 Series 1 Bonds in mid-July 2008. The Bank expects to issue $45.0 million
in new bonds to fund municipal loans for 28 municipalities with an approximate loan value of $41.7 million.



Savings from 2007 Refundings

In September 2007, the VMBB refunded its 1997 Series 1 and 1998 Series 1 Bonds with 2007 Series 2 Bonds.
The refundings generated a total cash savings of $2,400,650. VMBB Board policy is to recoup equity
contributions that it has made to a bond series at the time of refunding. Of the total refunding savings,
$650,000 of reimbursement has been scheduled to be paid to the VMBB’s “unreserved” general fund.

In order to insure that the 2007 Series 2 Debt Service Reserve Fund stays “cash positive” throughout its life, the
VMBB will be reimbursed as follows:

On December 31, 2007 $ 216,667
On or about December 1, 2008 216,667
On or about December 1, 2009 216,666
Total reimbursement $ 650,000

Debt Service Reserve Fund Restructuring

In April 2008, the VMBB took advantage of excess earnings and investment inefficiencies in its portfolios to
restructure certain of its DSRFs. The cash released and deposited into the VMBB’s “unreserved” general fund
from the restructurings is as follows:

1999 Series 1 $ 91,081
2000 Series 1 132,531
2001 Series 1 40,152
2003 Series 2 325,900
2003 Series A 415,903
Total cash release $ 1,005,567

Contact for Further Information

This financial report is designed to provide the reader with a general overview of the Vermont Municipal Bond
Bank’s finances. Questions about this report or requests for additional financial information should be directed
to Robert W. Giroux, Executive Director, Vermont Municipal Bond Bank, 58 East State Street, P.O. Box 564,
Montpelier, VT 05601, at 802-223-2717 or Bobg@vtbondagency.org.



VERMONT MUNICIPAL BOND BANK

ASSETS

Current assets -
Cash and cash equivalents
Accrued interest receivable
Accounts receivable
Current portion of loans to
municipalities
Investments
Total current assets

Noncurrent assets -
Restricted cash
Restricted investments
Loans to municipalities
Unamortized bond issue costs

Total noncurrent assets

Total assets

LIABILITIES AND NET ASSETS

Liabilities:
Current liabilities -
Accounts payable
Accrued arbitrage rebate
Bond interest payable
Current portion of bonds payable
Total current liabilities
Noncurrent liabilities -
Accrued arbitrage rebate
Bonds payable
Other liabilities
Total noncurrent liabilities
Total liabilities

Net assets:
Restricted
Unrestricted

Total net assets

Total liabilities and net assets

BALANCE SHEETS
DECEMBER 31, 2007
WITH COMPARATIVE TOTALS FOR 2006

2007 2006
Bond Operating
Fund Fund Total Total

$ 3,229,021 $ 514905 § 3,743,926 $ 1,524,225
2,211,027 29,938 2,240,965 2,280,285
- 478 478 27,055
39,031,729 - 39,031,729 38,346,291
- 9,076,401 9,076,401 7,997,904
44,471,777 9,621,722 54,093,499 50,175,760
2,575,608 - 2,575,608 733,791
42,065,181 - 42,065,181 46,031,846
403,354,070 - 403,354,070 392,838,603
5,883,049 - 5,883,049 5,745,341
453,877,908 - 453,877,908 445,349,581
$ 498,349,685 § 9,621,722 § 507,971,407 $ 495,525,341

$ - $ 20,028 $ 20,028 $ -
315,678 - 315,678 214,545
1,764,468 - 1,764,468 1,811,519
42,580,000 - 42,580,000 44,380,000
44,660,146 20,028 44,680,174 46,406,064
1,177,386 - 1,177,386 1,000,600
439,045,337 - 439,045,337 430,263,257
26,100 - 26,100 26,100
440,248,823 - 440,248,823 431,289,957
484,908,969 20,028 484,928,997 477,696,021
13,440,716 - 13,440,716 8,250,198
- 9,601,694 9,601,694 9,579,122
13,440,716 9,601,694 23,042,410 17,829,320
$ 498,349,685 $ 9,621,722 $ 507,971,407 $ 495,525,341

The notes to financial statements are an integral part of these statements.
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VERMONT MUNICIPAL BOND BANK
STATEMENTS OF REVENUE, EXPENSES AND CHANGE IN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2007

WITH COMPARATIVE TOTALS FOR THE YEAR ENDED DECEMBER 31, 2006

REVENUE:
Interest
Other income

Total operating revenue

EXPENSES:
Amortization of bond issue costs
Other expense (Note 5)
Operating expenses

Total operating expenses
OPERATING INCOME (LOSS)

NONOPERATING REVENUE
(EXPENSES):
Interest and investment revenue
Interest expense
Arbitrage recovery (rebate)

Total nonoperating revenue
(expenses)

NET INCOME (LOSS) BEFORE
TRANSFERS

TRANSFER FROM OPERATING
FUND

CHANGE IN NET ASSETS
NET ASSETS, beginning of year

NET ASSETS, end of year

2007 2006
Bond Operating
Fund Fund Total Total
$ 22,256,915 - $ 22,256,915 $ 22,045,148
- 13,125 13,125 -
22,256,915 13,125 22,270,040 22,045,148
256,593 - 256,593 235,573
400,001 - 400,001 450,000
- 432,454 432,454 475,818
656,594 432,454 1,089,048 1,161,391
21,600,321 (419,329) 21,180,992 20,883,757
4,782,102 461,175 5,243.277 1,813,756
(20,298,905) - (20,298,905) (22,242,813)
(912,274) - (912,274) (1,449,184)
(16,429,077) 461,175 (15,967,902) (21,878,241)
5,171,244 41,846 5,213,090 (994,484)
19,274 (19,274) - -
5,190,518 22,572 5,213,090 (994,484)
8,250,198 9,579,122 17,829,320 18,823,804
13,440,716 $§ 9,601,694 $ 23,042,410 § 17,829,320

The notes to financial statements are an integral part of these statements.
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VERMONT MUNICIPAL BOND BANK
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007
WITH COMPARATIVE TOTALS FOR THE YEAR ENDED DECEMBER 31, 2006
(Page 1 of 2)

2007 2006
Bond Operating
Fund Fund Total Total
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from municipalities -
Principal $ 38,344,095 3 - $ 38344,095 $ 37,152,997
Interest (net of refunding
interest savings) 21,686,432 - 21,686,432 21,426,405
Cash paid to suppliers for goods
and services - (311,911) (311,911) (427,964)
Cash paid to employees for services - (73,938) (73,938) (66,550)
Loans to municipalities (49,545,000) - (49,545,000) (40,700,000)
Other receipts - 13,125 13,125 -
Net cash provided (used) by
operating activities 10,485,527 (372,724) 10,112,803 17,384,888
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
Proceeds from bonds issued 52,450,000 - 52,450,000 44,998,505
Principal reductions (44,685,000) - (44,685,000) (41,451,092)
Interest expense (20,865,440) - (20,865,440) (22,143,200)
Bond issue costs (639,805) - (639,805) (476,903)
Arbitrage rebate (634,355) - (634,355) (1,066,304)
Transfers 19,274 (19,274) - -
Net cash provided (used) by
noncapital financing activities (14,355,326) (19,274) (14,374,600) (20,138,994)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of investments 22,289,713 55,016,251 77,305,964 61,404,228
Purchase of investments (20,916,639) (55,996,511) (76,913,150) (66,492,057)
Earnings on investments 4,991,955 362,938 5,354,893 2,554,535
Net cash provided (used) by
investing activities 6,365,029 (617,322) 5,747,707 (2,533,294)
INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 2,495,230 (1,009,320) 1,485,910 (5,287,400)
CASH AND CASH EQUIVALENTS,
beginning of year 733,791 1,524,225 2,258,016 7,545,416
CASH AND CASH EQUIVALENTS,
end of year $ 3,229,021 514,905 $ 3,743,926 § 2,258,016

The notes to financial statements are an integral part of these statements.
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VERMONT MUNICIPAL BOND BANK
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007
WITH COMPARATIVE TOTALS FOR THE YEAR ENDED DECEMBER 31, 2006

(Page 2 of 2)
2007 2006
Bond Operating
Fund Fund Total Total
RECONCILIATION OF OPERATING INCOME
(LOSS) TO NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES:
Operating income (loss) $ 21,600,321 $ (419,329) $ 21,180,992 $ 20,883,757
Adjustments to reconcile operating income
(loss) to net cash provided (used) by
operating activities -
Amortization of bond issue costs 256,593 - 256,593 235,573
(Increase)/decrease in following assets:
Accrued interest receivable (170,482) - (170,482) (168,743)
Accounts receivable - 26,577 26,577 4,102)
Loans to municipalities (11,200,905) - (11,200,905) (3,547,003)
Increase/(decrease) in following liabilities:
Accounts payable - 20,028 20,028 (14,594)
Net cash provided (used) by
operating activities $ 10,485,527 $ (372,724) $ 10,112,803 $ 17,384,888

The notes to financial statements are an integral part of these statements.
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1.

VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Authorizing legislation and nature of funds:

A. Authorizing legislation - The Vermont Municipal Bond Bank (Bond Bank) was established by the

General Assembly of the State of Vermont at the 1969 adjourned session (with amendments enacted at
the 1971 adjourned session) for the purpose of fostering and promoting the provision of adequate
capital markets and facilities for borrowing money by governmental units of the State of Vermont for
financing public improvements or other purposes. The Bond Bank is authorized to carry out this
function by borrowing money, issuing bonds and notes and purchasing bonds and notes of local
governmental units. The Bond Bank is a component unit of the State of Vermont.

The Bond Bank is administered by a Board of Directors, with a mandate to provide municipalities with
access to municipal bond proceeds at the lowest possible interest rates.

The Board is comprised of five directors consisting of the Treasurer of the State of Vermont (Ex-
officio) and four directors appointed by the Governor of the State of Vermont to serve terms of two
years each, two terms expiring on February 1 in alternate years, or until a successor is appointed. The
Directors elect a Secretary and a Treasurer who need not be directors, and the same person may be
elected to serve in both capacities.

Eligible municipalities are defined as any city, town, village, school district, fire district, consolidated
sewer or water district, or a solid waste district organized under of the laws of the State, and also
includes every municipal corporation identified in subdivision 1751(1) of V.S.A., Title 24.

As of December 31, 2007, the following resolutions had been adopted by the Bond Bank and remain
active:

Date Resolution

February 17, 1972 General Bond Resolution “Creating and establishing an issue of bonds
of the Vermont Municipal Bond Bank; providing for the issuance from
time to time of said bonds; providing for the payment of principal and
interest of said bonds, and providing for the rights of the holders
thereof.”

May 3, 1988 General Bond Resolution “Creating and Establishing an issue of bonds
for the Vermont Municipal Bond Bank; providing for the issuance
from time to time of said bonds; providing for the payment of the
principal and interest of said bonds; and providing for the rights of the
holders thereof.”

July 10, 1997 1997 Series 1 Resolution authorizing the issuance of $23,545,000 1997
Series 1 Bonds. The 1997 Series 1 Bonds were refunded by the 2007
Series 2 Bonds.

July 23, 1998 1998 Series 1 Resolution authorizing the issuance of $36,610,000 1998
Series 1 Bonds. The 1998 Series 1 Bonds were refunded by the 2007
Series 2 Bonds.
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

1. Authorizing legislation and nature of funds (continued):

A. Authorizing legislation (continued) -

July 23, 1998

January 28, 1999

July 16, 1999

July 13,2000

July 13, 2001

July 17, 2002

January 28, 2003

June 16, 2003

June 8, 2004

June 14, 2005

1998 Series 2 Resolution authorizing the issuance of $29,800,000 1998
Series 2 Bonds. In addition, this resolution provided for an advance
refunding and defeasance of all outstanding 1992 Series 1 Bonds.

1999 Series A Resolution authorizing the issuance of $8,840,000 1999
Series A Bonds. In addition, this resolution provided for an advance
refunding and defeasance of all remaining 1986 Series B Bonds.

1999 Series 1 Resolution authorizing the issuance of $42,390,000 1999
Series 1 Bonds.

2000 Series 1 Resolution authorizing the issuance of $48,545,000 2000
Series 1 Bonds. In addition, this resolution provided for an advance
refunding and defeasance of all remaining 1989 Series 1 Bonds.

2001 Series 1 Resolution authorizing the issuance of $38,520,000 2001
Series 1 Bonds.

2002 Series 1 Resolution authorizing the issuance of $34,640,000 2002
Series 1 Bonds.

2003 Series 1 and Series A Resolution authorizing the issuance of
$43,760,000 Series 1 Bonds and $7,690,000 Series A Bonds. In
addition, this resolution provided for an advance refunding and
defeasance of all remaining 1992 Series A, 1992 Series 2, 1993 Series
1 and 1994 Series 1 Bonds.

2003 Series 2 Resolution authorizing the issuance of $65,035,000
2003 Series 2 Bonds.

2004 Series 1 and Series 2 Resolution authorizing the issuance of
$63,180,000 Series 1 Bonds and $35,170,000 Series 2 Bonds. In
addition, this resolution provided for an advance refunding and
defeasance of all remaining 1995 Series 1 Bonds.

2005 Series 1, Series 2 and Series 3 Resolution authorizing the
issuance of $39,200,000 Series 1 Bonds, $55,580,000 Series 2
Refunding Bonds, and $35,675,000 Series 3 Refunding Bonds. In
addition, the resolution provided for an advance refunding and
defeasance of the remaining 1996 Series 1 Bonds and the advance
refunding and defeasance of the remaining 1995 Series 2 Bonds.
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

1. Authorizing legislation and nature of funds (continued):

A. Authorizing legislation (continued) -

June 20, 2006 2006 Series 1 Resolution authorizing the issuance of $45,115,000
2006 Series 1 Bonds.

June 15, 2007 2007 Series 1 Resolution authorizing the issuance of the $52,450,000
2007 Series 1 Bonds and 2007 Series 2 Resolution authorizing the
issuance of $29,695,000 Series 2 Refunding Bonds and the refunding
of the 1997 Series 1 Bonds and 1998 Series 1 Bonds.

B. Basis of presentation and nature of funds - The financial statement presentation follows the
recommendations of the Governmental Accounting Standards Board (GASB) in its Statement No. 34,
Basic Financial Statements - and Management’s Discussion and Analysis - for State and Local
Governments. The Bond Bank is a special-purpose entity with only business-type activities. Under
GASB No. 34, such entities should present only the financial statements required for enterprise funds.

The accompanying financial statements include two distinct funds, each of which is considered a
separate accounting entity. The following funds are used by the Bond Bank.

Operating Fund - The Operating Fund is used to administer the operations of the Bond
Bank and derives its revenues principally from investment income.

Bond Fund - The Bond Fund is used to administer the activities of the Bond Bank for the
municipal loan program. The Fund issues bonds which are utilized to finance capital
improvements or other purposes for local municipalities throughout the State of Vermont.

2. Summary of significant accounting policies:

A summary of the significant accounting policies applied in the preparation of the accompanying financial
statements follows:

A. Advance refundings - All advance refundings completed are accounted for in accordance with the
provisions of GASB Statement No. 23, Accounting and Financial Reporting for Refundings of Debt
Reported by Proprietary Activities. Under GASB Statement No. 23, the difference between the
reacquisition price and the net carrying amount of the old debt is deferred and amortized as a
component of interest expense over the remaining life of the old debt, or the life of the new debt,
whichever is shorter. The unamortized portion of the deferred amount is reported as a reduction of the
face amount of the bonds payable.

B. Fund accounting - The financial statements of the Bond Bank have been prepared in accordance with
generally accepted accounting principles in conformity with the principles of fund accounting.

-11-



VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

2. Summary of significant accounting policies (continued):

C.

Measurement focus and basis of accounting - The Bond Bank uses the economic resources
measurement focus and the accrual basis of accounting whereby revenues are recorded when earned
and expenses are recorded when the obligation for payment is incurred. Operating revenue includes
interest from loans to municipalities and accrued interest receivable from municipalities. Interest
expense on related bonds payable is recorded as a nonoperating expense in accordance with GASB
Statements No. 9 and 34.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the financial statements to the extent that those standards do not conflict with
or contradict guidance of the GASB. Governments also have the option of following subsequent
private-sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The Bond Bank has elected not to follow subsequent private-sector guidelines.

Cash equivalents - The Bond Bank considers all unrestricted highly liquid investments with original
maturities of three months or less to be cash equivalents.

Investments - The Directors appoint trustees to oversee the investments in the Bond Fund. As of
December 31, 2007, the Trustees are The Bank of New York Trust Company, N.A. and The Deutsche
Bank Trust Company Americas. The Directors also engage Dwight Asset Management Company to
provide investment management services for the Operating Fund.

Investments with readily determinable fair values are reported at their fair values on the balance sheet.
Unrealized gains and losses are included in revenue.

Use of estimates - The presentation of financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

Fair market value of financial instruments - The Financial Accounting Standards Board (FASB)
Statement No. 107 requires, when practical, financial statement disclosures about the fair value of all
financial instruments whether recognized or not recognized. Due in part to the magnitude of the
characteristics of the loan receivables and bonds payable portfolios, as well as constraints faced in
endeavoring to obtain these fair market values, the Bond Bank assessed that such information was not
practical to obtain for the current year. In accordance with this Statement, the Bond Bank has disclosed
descriptive information pertinent to the fair market values of these financial instruments.

Custodial credit risk - deposits:

Custodial credit risk is the risk that, in the event of a bank failure, the Bond Bank’s deposits may not be
recovered. Cash consists of money market accounts which are mutual funds invested primarily in
commercial paper and government securities. $2,575,608 of cash in reserve funds is restricted by the terms
of the bond requirements. The Bond Bank does not have a custodial credit risk policy.
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

4. Investments:

The Bond Bank’s investment objectives for its unrestricted investments are 1) to obtain regular, predictable
interest income, through the investment in a diversified portfolio of U.S. Treasury and other government
securities, corporate, mortgage and asset-backed securities, and other fixed income securities; 2) to
outperform the investment returns of the Lehman Intermediate Aggregate Bond Index on an annualized
basis by 40 basis points, net of investment advisory fees, over a rolling five-year period; and 3) to provide
for cash funding needs through regular interest income. The classification and fair value of investments
held at June 30, 2007 and 2006 are as follows:

2007 2006

Bond Operating Bond Operating

Fund Fund Fund Fund
Asset-Backed Securities $ - $ 2,625,274 $ - $ 4,161,270
Commercial MBS - 892,809 - 1,011,706
Corporate Investment Grade - 1,385,411 - 1,061,663
Corporate High Yield - 25,538 - -
Mortgage-Backed Securities - 2,725,644 - 601,916
U.S. Treasury Bonds 13,451,014 - - -
U.S. Treasury Notes 10,763,390 1,421,725 - 1,161,349
U.S. Treasury Strips 2,092,951 - - -
U.S. Governments 15,757,826 - 46,031,846 -

$ 42,065,181 $§ 9,076,401 $ 46,031,846 $§ 7,997,904

The Bond Bank’s Investment Policy permits the following ranges expressed as percentages of market value
of the account:

Sector Min% Max% Quality Min% Max%
U.S. Treasury 0% 100% U.S. Treasury 0% 100%
Federal Agency 0% 50% Federal Agency 0% 100%
Mortgage-Backed Securities 0% 50% Aaa/AAA 0% 50%
Corporate 0% 50% Aa/AA 0% 50%
Asset-Backed Securities 0% 35% A/A 0% 40%
Commercial MBS 0% 10% Baa/BBB 0% 15%
Supranational 0% 10% Ba/BB 0% 10%
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

4. Investments (continued):

Credit Risk - Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. In additions to the ranges listed above, the Bond Bank’s investment policy provides that the
weighted average portfolio quality must be rated at least Aa2 by Moody’s and/or AA by Standard & Poor’s.
Issues downgraded below BB-/Ba3 must be disposed of in a prudent manner with a target disposition within
ninety days after the date of the downgrade. At December 31, 2007, the Bond Bank’s investments in other
than U.S. Government debt or debt guaranteed by the U.S. Government were as follows:

Corporate Corporate

Rating by Moody's Asset-Backed  Commercial  Investment High Mortgage-Backed
Investors Services Securities MBS Grade Yield Securities
Aaa $ 2,363,725 § 315,522 § 95,401 § - $ 251,230
Aal 85,495 - - -
Aa2 40,208 - 70,577 - -
Aa3 - - 74,101 - -
Al - - 136,853 - -
A2 17,373 - 129,835 - -
A3 - - 93,556 - -
Baal - 211,059 143,224 - -
Baa2 - - 400,521 - -
Baa3 - - 241,343 - -
Ba3 - - - 25,538 -
Not rated 118,473 366,228 - - 681,090

$ 2625274 $ 892,809 § 1,385411 § 25,538 $ 932,320

Concentration of credit risk - With the exception of U.S. Treasury, agency and agency mortgage issues,
the Bond Bank’s investment policy provides that no more that 5% of the portfolio may be invested in the
obligations of any one issuer.

Interest rate risk - In accordance with its investment policy, the Bond Bank manages its exposure to
declines in fair values of its unrestricted investments by limiting the weighted average maturity of its
investment portfolio to within a range of 80% to 120% of that of the Lehman Intermediate Aggregate Bond
Index. There are no limitations on the duration, or maturity, of specific securities. The weighted average
duration for unrestricted investments is as follows:

Weighted Average

Duration (Years)
Asset-Backed Securities (ABS) 2.95
Collateralized Mortgage Obligations (CMO) 1.49
Commercial Mortgage-Backed Securities (CMBS) 3.46
Corporate Investment Grade 4.99
Corporate High Yield 4.56
Residential Mortgage-Backed Securities (MBS) 3.56
Treasury 4.18
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

4. Investments (continued):

The Bond Fund investments are restricted to meet the reserve requirements for each issue. The General
Resolution provides that all monies held by the Trustees shall be continuously and fully secured, for the
benefit of the Bond Bank and the holders of the bonds. The restricted investments in the Bond Fund are to
be invested in obligations with maturity dates which coincide as nearly as practicable with dates of debt
service or other purposes provided in the General Resolution. Allowable investments are limited by certain
restrictions and include 1) direct obligations of the United States of America or obligations which are
guaranteed or insured by the United States of America, or instrumentality or agency thereof: 2) state and
municipal bonds provided they are rated at least A at the time of investment; 3) interest bearing obligations
issued, assumed, or guaranteed by any solvent U.S. institution rated at least A at the time of investment,
certificates of deposit or time deposits at banking institutions with capital surplus and undivided profits of
not less than $25,000,000; 4) repurchase agreements with maturities of not more than 30 days with a bank
or trust company that has a combined capital surplus and undivided profits not less than $100,000,000 or
with primary government dealers who are members of the Securities Investor Protection Corporation; and
5) units of a taxable government money market portfolio comprised solely of obligations listed above. The
funds may also be deposited in an interest bearing account held by the Trustee provided that the account is
fully secured by direct obligations of the United States of America.

Restricted investments in the Bond Fund mature as follows:

Investment Maturity (in Years)

Investment Type Fair Value <1 1-5 6- lQ >10
U.S. Treasury Bonds $ 13,451,014 § - $ - $ 9,561,569 $ 3,889,445
U.S. Treasury Notes 10,763,390 561,244 3,531,305 2,512,575 4,158,266
U.S. Treasury Strips 2,092,951 - 2,016,143 76,808 -
U.S. Governments 15,757,826 493,074 5,085,711 6,580,526 3,598,515

$ 42,065,181 § 1,054,318 $ 10,633,159 $ 18,731,478 $ 11,646,226

5. Loans to municipalities:

Loans to municipalities are secured by revenues or are general obligations of the municipalities. Interest
rates correspond with the interest rates on the related bonds payable by the Bond Bank plus, in some cases,
an increment to fund reserve requirements and issue costs. The loans mature during the same periods as the
related bonds payable.

Interest savings from refundings may be passed through to the municipalities and are included in other
expense. Other expense for 2007 includes interest credits to municipalities of $400,001 from 1995 Series 2.
Other expense for 2006 includes interest credits to municipalities of $200,577 from 1995 Series 2 and
$249,423 from 1996 Series 1.
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

6. Long-term liabilities:

Long-term liability activity for the year ended December 31, 2007, was as follows:

Amounts
December 31, December 31,  Due Within
2006 Additions Reductions 2007 One Year
Bonds payable $ 435,570,000 $ 52,450,000 $ 42,885,000 $ 445,135,000 $ 42,580,000
Less deferred amount
on refundings (11,549,098) (1,615,067) (732,327) (12,431,838) -
Plus unamortized
premium (discount) 6,242,355 1,172,288 1,072,468 6,342,175 -
Total bonds
payable 430,263,257 52,007,221 43,225,141 439,045,337 42,580,000
Accrued arbitrage
rebate 1,000,600 1,089,060 912,274 1,177,386 315,678
Other liabilities 26,100 - - 26,100 -

$ 431,289,957 § 53,096,281 $ 44,137,415 $ 440,248,823 $ 42,895,678

7. Bonds payable:

Bonds payable consist of the following:

1997 Series 1 Bonds consist of $11,515,000
Serial Bonds with interest at 4.7% to 5.35%
through December 1, 2018; less unamortized
discount of $59,774; interest payable
semi-annually. Refunded by 2007 Series 2. $ - $ 11,455,226

1998 Series 1 Bonds consist of $19,180,000
Serial Bonds with interest at 4.4% to 5.0%
through December 1, 2018; and $2,040,000,
5.0% Term Bonds due December 2029; less
unamortized discount of $119,567; interest
payable semi-annually. Refunded by 2007 Series 2. - 21,100,433

1998 Series 2 Bonds consist of $10,765,000
Serial Bonds with interest at 4.4% to 5.0%
through December 1, 2018; less unamortized
discount of $26,564; interest payable
semi-annually. The balance is shown net of
the deferred refunding loss at December 31,
2007 of $1,260,967. 9,477,469 11,579,068
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

7. Bonds payable (continued):

1999 Series 1 Bonds consist of $20,600,000
Serial Bonds with interest at 4.6% to 5.25%
through December 1, 2018; and $1,775,000,
5.25% Term Bonds due December 2020; and
$180,000, 5.375% Term Bonds due December
2024; and $570,000, 5.375% Term Bonds due
December 2028; less unamortized discount of
$96,562; interest payable semi-annually.

2000 Series 1 Bonds consist of $29,850,000
Serial Bonds with interest at 4.7% to 5.5%
through December 1, 2020; and $490,000,
5.625% Term Bonds due December 2030; less
unamortized discount of $107,986; interest
payable semi-annually.

2001 Series 1 Bonds consist of $25,150,000
Serial Bonds with interest at 4.125% to 5.125%
through December 1, 2021; and $1,460,000,
5.25% Term Bonds due December 2031; less
unamortized discount of $68,896; interest
payable semi-annually.

2002 Series 1 Bonds consist of $21,140,000
Serial Bonds with interest at 3.0% to 5.0%
through December 1, 2022; and $300,000,
5.0% Term Bonds due December 2032; less
unamortized discount of $77,249; interest
payable semi-annually.

2003 Series A Bonds consist of $1,280,000
Serial Bonds with interest at 2.77% to 4.1%
through December 1, 2015; less unamortized
discount of $1,985; interest payable
semi-annually. The balance is shown net of
the deferred refunding loss at December 31,
2007 of $532,932.

2003 Series 1 Bonds consist of $23,545,000
Serial Bonds with interest at 2.75% to 4.8%
through December 1, 2024; less unamortized
discount of $37,554; interest payable
semi-annually. The balance is shown net of
the deferred refunding loss at December 31,
2007 of $1,440,411.
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2007 AND 2006

7. Bonds payable (continued):

2003 Series 2 Bonds consist of $46,525,000
Serial Bonds with interest at 2.25% to 5.0%
through December 1, 2023, $870,000 4.5% Term
Bonds due December 1, 2028 and $650,000 4.6%

Term Bonds due December 1, 2033; plus unamortized

premium of $1,533,106; interest payable
semi-annually.

2004 Series 1 Bonds consist of $52,720,000
Serial Bonds with interest at 3.0% to 5.0%
through December 1, 2024; and $1,195,000
5.0% Term Bonds due December 1, 2034;
plus unamortized premium of $1,076,450;
interest payable semi-annually.

2004 Series 2 Bonds consist of $23,590,000 Serial
Bonds with interest at 3.0% to 5.0% through
December 1, 2025; less unamortized discount of
$120,950; interest payable semi-annually. The
balance is shown net of the deferred refunding
loss at December 31, 2007 of $2,291,933.

2005 Series 1 Bonds consist of $34,815,000 Serial
Bonds with interest at 2.8% to 5.0% through
December 1, 2025; plus unamortized premium
of $1,166,946; interest payable semi-annually.

2005 Series 2 Bonds consist of $43,235,000 Refunding
Bonds with interest at 2.7% to 5.0% through
December 1, 2025; plus unamortized premium of
$1,212,692; interest payable semi-annually. The
balance is shown net of the deferred refunding
loss at December 31, 2007 of $3,350,886.

2005 Series 3 Bonds consist of $22,310,000 Refunding
Bonds with interest at 2.8% to 5.0% through
December 1, 2021; plus unamortized premium of
$693,623; interest payable semi-annually. The
balance is shown net of the deferred refunding
loss at December 31, 2007 of $1,939,642.
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

7. Bonds payable (continued):

2006 Series 1 Bonds consist of $42,735,000 Serial
Bonds with interest at 4.0% to 5.0% through
December 1, 2026; plus unamortized premium
of $24,815; interest payable semi-annually. 42,759,815 45,146,826

2007 Series 1 Bonds consist of $50,805,000 Serial
Bonds with interest at 3.625% to 5% through
December 1, 2037; and $1,645,000 5.0% Term
Bonds due December 1, 2019; plus unamortized
premium of $739,152; interest payable semi-annually. 53,189,152 -

2007 Series 2 Bonds consist of $29,515,000 Refunding
Bonds with interest at 3.5% to 4.6% through
December 1, 2029; plus unamortized premium of
$433,137; interest payable semi-annually. The
balance is shown net of the deferred refunding

loss at December 31, 2007 of $1,615,067. 28.333.070 -
481,625,337 474,643,257
Less current portion (42,580,000) (44,380,000)

$ 439,045,337 § 430,263,257

The annual requirements to amortize bonds payable as of December 31, 2007 are as follows:

Year ending December 31, Principal Interest Total
2008 42,580,000 21,173,624 § 63,753,624
2009 42,935,000 19,665,361 62,600,361
2010 38,400,000 18,072,299 56,472,299
2011 38,235,000 16,571,881 54,806,881
2012 35,315,000 15,004,171 50,319,171
2013 to 2017 154,185,000 53,357,743 207,542,743
2018 to 2022 92,465,000 22,890,348 115,355,348
2023 to 2027 40,180,000 5,504,012 45,684,012
2028 to 2032 2,865,000 520,631 3,385,631
2033 to 2037 555,000 59,180 614,180

487,715,000 172,819,250 660,534,250
Deferred Refunding Loss
at December 31, 2007 (12,431,838) - (12,431,838)
Unamortized premium (discount)
at December 31, 2007 6,342,175 - 6,342,175

$ 481,625,337 $ 172,819,250 $ 654,444,587
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VERMONT MUNICIPAL BOND BANK
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

7. Bonds payable (continued):

The deferred refunding loss at December 31, 2007 includes $1,260,967 in 1998 Series 2 Bonds, $1,440,411
in 2003 Series 1 Bonds, $532,932 in 2003 Series A Bonds, $2,291,933 in 2004 Series 2 Bonds, $3,350,886
in 2005 Series 2 Bonds, $1,939,642 in 2005 Series 3 Bonds, and $1,615,067 in 2007 Series 2 Bonds.

On October 3, 2007, the Bond Bank issued $29,695,000 of 2007 Series 2 Refunding Bonds with rates of
3.5% to 4.6% to refund $11,515,000 of 1997 Series 1 Bonds with interest rates of 4.7% to 5.35% and
$21,220,000 of 1998 Series 1 Bonds with interest rates of 4.4% to 5.0%. Net proceeds and existing reserves
of $33,726,412 were deposited in an irrevocable trust with an escrow agent to provide for payment of the
refunded bonds. As a result, the refunded bonds are no longer outstanding and the trust assets and the
liability for the refunded bonds are not included in the financial statements. The 1997 Series 1 Bonds and
the 1998 Series 1 Bonds were called on December 1, 2007.

The advance refunding resulted in a difference between the reacquisition price and net carrying amount of
the old debt of $1,615,067. This difference (net of accumulated amortization), reported in the accompanying
financial statements as a deduction from bonds payable, will be charged to operations over the next 22
years.

The Bond Bank completed the advance refunding to reduce its total debt service payment over the next 22
years by $6,640,823 and to obtain an economic gain (difference between the present value of the old and
new debt service payments) of $5,345,193. With bond debt service savings, municipalities will receive
interest savings of over $1,750,000.

8. Reserve requirement:

The Bond Bank is required to maintain certain amounts in reserve funds. The Trustee’s evaluation of the
reserve fund and the reserve requirements are summarized as follows:

December 31, 2007

Deutsche Bank Bank of NY Total
Reserve Fund -

Amortized value $ 421,015 $ 39,284,053 $ 39,705,068
Reserve requirement 166,960 38,196,584 38,363,544
Surplus $ 254,055 $ 1,087,469 $ 1,341,524

December 31, 2006
Deutsche Bank Bank of NY Total
Reserve Fund -

Amortized value $ 2,523,360 $ 39,351,176 $ 41,874,536
Reserve requirement 2,075,170 37,703,686 39,778,856
Surplus $ 448,190 $ 1,647,490 $ 2,095,680

The value includes amortization of premium or discount and accrued interest on securities held in the
reserve funds.
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