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VERMONT STATE COLLEGES

(a Component Unit of the State of Vermont)

Management’s Discussion and Analysis (Unaudited) - Continued

June 30, 2013 and 2012

Using the Financial Statements - Continued

Statement of Cash Flows - this statement reports the cash received by and disbursed from VSC
during a period of time. The cash flows are segregated into four categories - operating,
noncapital financing, capital and related financing, and investing.

Condensed Statement of Net Position

The condensed statement of net position presents the financial position of VSC as of June 30.
This statement shows the assets and liabilities at the end of the fiscal year using the accrual basis

of accounting.

Current Assets
Non-Current Assets:
Cash, Long-Term Investments and Deposits with
Bond Trustees
Capital Assets, Net
Other

Total Assets

Deferred Outflows of Resources:
Interest Rate Swap, accumulated decrease in fair value

Current Liabilities
Non-Current Liabilities

Total Liabilities
Investment in Capitai Assets, net
Restricted

Unrestricted

Total Net Position

2013
$ 25,134,000

52,058,000
194,505,000

_6.075,000

$ 277,772,000

$_10,603.000

22,854,000
191,360,000

$214,214,000

65,590,000
23,384,000

(14.813,000)

$_74,161.,000

2012

§ 65,159,000

23,182,000
181,348,000
6,177,000

$ 275,866,000

SRR

§ 16,809,000

25,549,000
195.696.000

$221.245,000

51,786,000
20,639,000

995,000
$_71430.000

Current assets are comprised of cash, accounts receivable, inventories, deposits with bond
trustees and prepaid expenses. Cash and equivalents decreased $35,236,000 primarily due to
funds being invested in long term investments. Deposits with bond trustees decreased $7,362,000
due to bond funds being disbursed for capital projects, Other assets increased $1,800,000 mostly
due to slightly higher software maintenance contracts in prepaid. Changes in accounts receivable
and inventories were immaterial.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Management’s Discussion and Analysis (Unaudited) - Continued

June 30, 2013 and 2012

Using the Financial Statements - Continued

Condensed Statement of Net Position - Continued

Non-current assets include cash and equivalents, endowments and other long-term investments,
capital assets and notes receivable. Long term investments increased $31,727,000 due to current
asset cash being invested during the year. Deposits with bond trustees decreased $2,800,000 due
to the 2013 bond refinancing. Capital assets, net increased $13,157,000 primarily due to a
$12,526,000 software donation to Workforce Development (a subsidiary of Vermont Tech), as
well as small capital projects. Changes in notes receivable and other assets were immaterial.

Deferred outflows of resources is a new asset classification on the Statements of Net Position as
required by the implementation of GASB 63 during the current fiscal year. Deferred outflows of
resources includes the accumulated decrease in fair market values of interest rate swaps, which
decreased $6,206,000 due to the change in the interest rate market.

Current liabilities consist of accounts payable and accrued expenses, unearned revenue and
deposits, and the current portion of long-term debt. Change in current liabilities was from a
decrease of $1,390,000 in accounts payable and accrued expenses and a $1,303,000 decrease in
the current term portion of long term debt due to the 2013 bond refinancing. Changes in
unearned revenue and deposits were insignificant.

Non-current liabilities consist of accounts payable and accrued expenses, refundable grants,
post-employment benefit obligations and the long-term portion of debt. Post-employment benefit
obligations increased $7,063,000 due to the annual GASB 45 liability accrual. Fair market value
of interest rate swaps decreased $6,206,000 due to a change in short term interest rates. Long
term debt decreased $5,323,000 due primarily to annual debt payments,

GASB requires that net position be reported in three net position categories. Investment in
capital assets, net represents the historical cost of equipment and property reduced by the
corresponding depreciation and related debt outstanding. Restricted net position has two
categories: Restricted non-expendable net position are those that are required to be retained in
perpetuity. Restricted expendable net position are those funds whose use is subject to externally
imposed conditions that can be fulfilled by the actions of VSC or passage of time. Unrestricted
net position includes amounts committed or designated to support specific academic programs,
capital construction projects and other purposes. Investment in capital assets, net increased
$13,804,000 primarily due to a software donation of $12,526,000. Restricted net position
increased $2,745,000 primarily due to the increase in the VSC endowment funds. Unrestricted
net position decrcased $13,834,000 primarily due to recording post-employment benefit
obligations of $7,063,000, capital projects of $2,550,000 financed out of unrestricted fund
balance, unrealized investments losses of $1,290,000 and loss from operations at a college.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Statements of Net Position

Assets and Deferred Qutflows of Resources

Current Assets:
Cash and equivalents (Note 2)
Accounts receivable, net (Note 3)
Inventories
Deposit with bond trustees (Note 2)
Other current assets

Total Current Assets

Non-current Assets:
Cash and equivalents (INote 2)
Long-term investments {(Note 2)
Deposits with bond trustees (Note 2)
Notes receivable, net (Note 3)
Other assets
Capital assets, net (Note 10}

Total Non-current Assets
Total Assets

Deferred Outflows of Resources:

Interest rate swap, accumulated decrease in fair value (Note 4)

Total Assets and Deferred Outflows of Resources

The accompanying notes are an integral part of these financial statements.

013 012
3,446,616 $ 38,682,802
10,804,059 10,091,212
304,797 253,839
7,710,558 15,072,736
2,868,378 1,058,338
25.134.408 65.158.947
783,947 854,558
51,274,407 19,547,377
. 2,780,101

5,223,078 5,207,715
851,136 969,464
194,504,801 181.348.363
252,637,369 210,707.578
277771777 275,866,525
10.603,309 16,808,535
$ 288.375.086 $ 292 675,060



Liabilities and Net Position

2013 2012
Current Liabilities:
Accounts payable and accrued labilities (Note 11) $ 12,734,330 $ 14,124,206
Unearned revenue and deposits 6,481,816 6,484,210
Current portion of long-term debt (Note 4) 3.637.524 4.940,334
Total Current Liabilities 22.853.670 25.548.750
Non-current Liabilities:
Accounts payable and accrued liabilities (Note 11) 220,129 92,178
Unearned revenue and deposits 798,016 787,430
Refundable grants 6,049,434 6,058,644
Post-employment benefit obligations (Note 8) 42,753,755 35,690,489
Interest rate swap (Note 4) 10,603,309 16,808,535
Long-term debt, excluding current portion (Note 4) 130,935,970 136,258,923
Total Non-eurrent Liabilities 191,360,613 195.696,199
Total Liabilities 214,214.283 221.244.949
Net Position:
Investment in capital assets, net 65,590,456 51,786,211
Restricted nonexpendable 15,128,413 14,446,789
Restricted expendabie 8,255,108 6,191,758
Unrestricted (14.813,174) (994,647)
Total Net Position 74,160,803 71,430,111
Total Liabilities and Net Position $ 288,375,086 $ 292,675,060
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Statements of Revenues, Expenses and Changes in Net Position

For the Years Ended June 30,

Operating Revenues:
Tuition and fees
Residence and dining
Less: scholarship allowances

Net Tuition, Fees, and Residence and Dining Revenue

Federal grants and contracts

State and local grants and contracts
Non-governmental grants and contracts
Interest income

Sales and services of educational activities
Other auxiliary enterprises

Other operating revenues

Total Operating Revenues

Operating Expenses (Notes 5, 9 and 11):
Salaries and wages
Employee benetits (Notes 7 and 8)
Scholarships and fellowships
Supplies and other services
Utilities
Depreciation (Note 10)

Total Operating Expenses
Net Operating Loss

Non-operating Revenues (Expenses):
State appropriations (Note 6)
Federal prants and contracts
Gifts
Investment Income, net of expenses (Note 2)
Interest expense on capital debt
Other nen-operating revenues

Net Non-operating Revenues
Decrease in Net Position Before Other Revenues
Other Revenues:
State appropriations for capital expenditures (Note 6)
Capital grants and gifis
Additions to non-expendable assets
Increase (Decrease} in Net Position

Nei Position, Beginning of Year

Net Position, End of Year

The accompanying notes are an integral part of these flnancial siatements.

2013

$ 113,637,743
20,651,576
(22,608,571}

012
$ 110,632,877
19,928,368
(20.881,867)

111,680,748

109,679,378

12,094,281 LE417.042
1,696,272 2,034,437
1,343,831 1,386,443

105,440 102,176
5,529,267 5,799,595
959,296 661,213
1,535,602 1.045.694
134,944,737 132,125,978

81,453,823 79,821,981

42,196,246 40,992,260
8,007,863 7,908,653

42,663,166 41,898,700
6,920,313 6,683,132

13.238.072 o 1624758

194,485,483

184,925,484

(59,540,746}

(52.803,506}

15,891,792 25,998,079
20,797,045 20,327,223
2,623,021 2,230,363
2,189,117 1,334,768
(6,434,642) (6,397,681)
853 560,198
45,067.186 44,052,950

(14,473,560) (8,750,556)
4,099,241 2,066,484
12,568,125 38,501
536,886 590,077
2,730,692 (5.602.494)
71,430,111 77,032,605

$ 74,160,803

£ 71430111




VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Statements of Cash Flows

For the Years Ended June 30,

Cash Flows from Operating Activities:
Tuition and fees
Cirants and contracts
Sales and services of educational activities
Auxiliary enterprises
Interest received
Payments to suppliers
Payments to employees
T.oans issued to students
Collection of loan payments
Other cash receipts

Net Cash Applied to Operating Activities

Cash Flows from Non-capital Financing Activities:
State appropriations
Non-operating federal grants
Gifts and grants

Net Cash Provided by Non-capital Financing Activities

Cash Flows from Capital and Related Financing Activities:
Capital appropriaticns
Capital and non-expendable grants and gifts
Purchase of capital assets
Change in deposits with bond trustee
Proceeds from capital debt borrowings
Payments on capital debt
[nterest expense on capital debt
Other receipts

Net Cash Applied to Capital and Related Financing Activities

- 14 -

§ 103,014,930

$ 102,257,873

14,345,004 15,471,137
5,529,267 5,799,595
959,296 661,213
105,440 102,176
(53,004,669) (47,473,915)
(115,900,598) (112,794,155)
(373,109) (572,287)
283,403 724,929
1,508,967 1,065,445
(42.932,069) (34.757.989)
15,891,792 25,998,079
20,797,045 20,327,223
2,623,021 2,230,363
49,311,858 48,555,665
4,099,241 2,099,484
579,281 1,048,578
(13,909,942) (28,349,474)
10,142,299 18,815,109
20,063,889 -
(26,689,652) (4,341,495)
(6,434,642) (6,397,681)
853 560.198
(12,148.673) (16.565.281)



VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Statements of Cash Flows - Continued

For the Years Ended June 30,

Cash Flows from Investing Activities;
Proceeds from sales and maturities of investments
Purchase of investments
Interest and dividends received on investments

Net Cash (Applied to) Provided by Investing Activities
Net Increase (Decrease) in Cash and Equivalents

Cash and Equivalents, Beginning of Year

Cash and Equivalents, End of Year

Reconciliation of Operating Loss to Net Cash Applied to
Operating Activities:
Qperating loss
Adjustments to reconcile operating loss to net cash applied to
operating activities:
Depreciation
Bad debts
Net loss on disposal of capital assets
Changes in assets and labilities:
Accounts receivable
Inventories
Other assets
Notes receivable
Accounss payable and accrued liabilities
Unearned revenues, deposits and refundable grants
Post-employment benefit obligations

Net Cash Applied to Operating Activities

Non Cash Transactions:
Equipment provided by capital grants and gifts

The accompanying notes are an infegral part of these financial statements.
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2013

$ 41,324,878

$ 44,490,759

(71,564,092) (5.291,666)
701,301 1,971,599
(29,537.913) 41,170,692
(35,306,797) 38,403,087
39,537,360 1,134.273
$ 4,230,563 $ 39,537,360
$(59,540,746)  ${52,803,506)
13,238,072 7,624,758
126,127 1,325,564
41,162 19,751
(838,974) 201,416
(50,958) 28,659
(1,691,712) 69,032
(15,363) 152,641
(1,261,925) 1,002,212
(1,018) (410,674)
7,063,266 8,032,158

$.(42.,932.069)

$ (34.757.98%)

§. 12525730

%




Note 1 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements

June 30,2013 and 2012

Summary of Significant Accounting Policics

Organization
Vermont State Colleges include the following entities: Systemn Office and Services,

Community College of Vermont (CCV), Castleton State College (CSC), Johnson
State College (JSC), Lyndon State College (I.SC), Vermont Technical College
(VTC), Vermont Interactive Television (VIT), Allied Health Nursing Program {Allied
Health), Vermont Manufacturing Extension Center (VMEC) Small Business
Development Center (SBDC), and Vermont Tech Office of Continuing Education and
Woarkforce Development (TED). VIT is an audio-video network bringing instruction
and public service events to sites throughout Vermont (currently Bennington,
Bratileboro, Johnson, Lyndon, Middlebury, Montpelier, Newport, Randolph Center,
Rutland, Springticld, St. Albans, White River and Williston). Budgetary
management of VIT is maintained separately.

The accounting policies and procedures used by Vermont State Colleges (“VSC” or
the “Colleges™ in accounting for and reporting their financial transactions are based
on the accrual method of accounting. The significant accounting policies followed by
the Colleges are described below.

Basis of Presentation

The accompanying financial statements have been prepared using the economic
resources measurement focus and the accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America, as
preseribed by the Governmental Accounting Standards Board (GASB).

Revenues are recorded when earned and expenses are recorded when a liabilily is
incurred, regardless of the timing of related cash flows. Grants and similar items are
recognized as revenue as soon as all eligibility requirements have been met, The
accompanying statements of activities demonstrate the degree to which the direct
expenses of a given function are offset by program revenues. Direct expenses are
those that are clearly identifiablc within a specific functicn. Program revenues
primarily include charges to students or others who enroll or directly benefit from
services that are provided by a particular function. [tems not meeting the detinition

of program revenues are instead reported as general revenues.

The Colleges have determined that they function as a business-type activity, as
defined by GASB. The effect of inter-fund activity has been eliminated from these
financial statements. The basic financial statements and required supplementary
information for general-purpose governments consist of management’s discussion
and analysis, basic financial statements including the College's discretely presented
component units and required supplementary information. The Colleges present the
statements of net position, revenues, expenses and changes in net position and cash
flows on a combined College-wide basis.
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Note | -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Summary of Significant Accounting Policics - Continued

Basis of Presentation - Continued

The Colleges’ policy is to define operating activities in the statement of revenues,
expenses and changes in net position as those that generally result from exchange
transactions such as charges for services provided to students and for the purchase of
goods and services, Certain other transactions are reported as non-operating activities.
These non-operating activities include the Colleges’ operating appropriations from
the State of Vermont, net investment income, gifts, certain grants and interest
expense.

In accordance with VSC’s policy pertaining to the expenditure of restricted dollars,
unrestricted dollars are spent first, followed by restricted dollars, if appropriate.

Net Position
GASB Statement No. 34 requires that resources be classified for accounting purposes
into the following four net position categories:

Investment in capital assets, net: Capital assets, net of accumulated depreciation
and of outstanding principal balances of debt attributable to the acquisition,
construction, repair or improvement of those assets.

Restricted - nonexpendable: Net position subject to externally imposed conditions
that VSC must maintain in perpetuity.

Restricted - expendable: Net position that is subject to externally-imposed
conditions that can be fulfilled by the actions of the Colleges or by the passage of
time.

Unrestricted: All other categories of net position. Unrestricted net position may be
designated by actions of the Colleges’ Board of Trustees.

Cash and Equivalents
The Colleges consider all highly liquid debt instruments purchased with an original
maturity date of three months or less to be cash equivalents.

Inventories
Inventorics are stated at the lower of cost (first-in, first-out retail inventory method)

or market and consist of bookstore items.
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Note 1 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Summary of Signifieant Aecounting Policies - Continued

Capitgl Assets
Real estate assets, including improvements, are generally stated at cost. Furnishings

and equipment are stated at cost as of date of acquisition or, in the case of gifts, at fair
value as of date of donation. In accordance with the Board’s capitalization policy,
vehicles, equipment and works of art and historical treasures with a unit cost of at
feast $5.000 are capitalized. TLand, building, leasehold and infrastructure
improvements with a unit cost of $50,000 or more are capitalized. Software with a
unit cost of $500,000 or more is capitalized. Interest cost on debt related to capital
assels is capitalized during the construction period and then depreciated over the life
of the project. The Colleges' capital assets, with the exception of land and
construction in progress are depreciated on a straight-line basis over their estimated
useful lives, which range from 3 to 50 years. The costs of normal maintenance and
tepairs that do not add to the value of the asset or materially extend asset lives are not

capitalized.

Restricted expendable net position includes certain capital funds appropriated by the
State of Vermont to the Vermont Department of Buildings and General Services for
the benefit of VSC and unexpended as of fiscal year-end.

Investmenis

Investments are stated at fair value. Investment securities are exposed to various risks,
such as interest rate, market and credit risks. Due to the level of risk associated with
cerlain investment securities, it is possible that changes in the values of the
investment securities will occur and that such changes could materially affect the
amounts reported in the staternent of net position.

Other Significant Accounting Policies

The Colleges” employees are granted vacation and sick leave in varying amounts. In
the event of termination, an employce is paid for those accumulated vacation and sick
days allowable in accordance with the applicable union contract in force or in the case
of non-union personnel, according to State or Colleges policy.

Amounts of vested and accumulated vacation leave are reported as accrued
compensation and benefits, Amounts are determined based upon the personal service
cates in effect as of the balance sheet date. No liability is recorded for non-vesting
accumulating rights to receive vacation and sick pay benefits.

Refundable Grants
Refundable grants consist primarily of the refundable portion of the Federal Perkins

and Nursing Student loans.
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Note 1 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Summary of Significant Accounting Policies - Continued

Unearned Revenue gnd Deposits

Deposits and advance payments received for tuition and fees related to certain
summer programs and tuition received for the following academic year are reported
as unearned revenues.

Student Fees

Student tuition and fees are presented net of scholarships and fellowships applied to
students’ accounts. Certain other scholarship amounts are paid directly to, or refunded
1o the student, and they are reflected as expenses,

Bond and Note Issuance Costs, Discounts. and Premivms

Bonds, note issuance costs and underwriter’s discounts are amortized on the straight
line basis over the life of the respective bond and consist of costs and issuance
discounts incurred at the time of issuance. The 1998 bond issuance costs of §158,544,
the 2007 capital construction Joan issuance costs of $405,221, and the 2013 bond
issuance costs of $193,518 are amortized over 20 years. Bond issuance costs of
$334,545 and $393,384 in connection with the 2003 and 2010 bond issues,
respectively, are amortized over 30 years. Accumulated amortization as of June 30,
2013 and 2012 aggregated $650,058 and $360,243, respectively. The unamortized
portion of the issuance costs are included in other assets. Due to the retinancing of the
2003 bond with the 2013 bond, all costs related to the 2003 bond were written-off in
fiscal year 2013.

Underwriter’s discounts of $164,124 and $420,597 related to the 1998 and 2003 bond
issuances are amortized over 20 and 30 years, respectively, and they are inciuded in
bonds and notes payable. Accumulated amortization as of June 30, 2013 and 2012 is
$584,721 and $276,283, respectively.

VSC incurred bond premiums related to the 2010 and 2013 bonds at the time of the
issuance of the bonds. The bond premium for the 2010 of $377,743 is amortized on a
straight-line basis over approximately 8.5 years. The bond premium for the 2013
bond of $1,898.889 is amortized over 20 years. Cumulative amortization of the bond
premium totals $136,783 and $68,931 as of June 30, 2013 and 2012, respectively.
The bond premium is included in bonds and notes payable.



Note 1 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Summary of Significant Accounting Policies - Continued

Post-Employment Benefiis

GASB Statement No. 45, Accownting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions (GASBS 45), requires governments to
account for other post-employment benefits (OPEB), primarily healthcare, on an
accrual basis rather than on a pay-as-you-go basis. The effect is the recognition of an
actuarially required contribution as an expense on the stalement of revenues and
expenses when a future retiree earns their postemployment benefits, rather than when
they use their postemployment benefit. To the extent that an entity does not fund
their actuarially required contribution, a post-employment benefit liability is
recognized on the balance sheet over time.

Income Taxes

The Internal Revenue Service has determined that the Colleges are a wholly-owned
instrumentality of the State of Vermont, and as such are generally exempt from
Federal income tax. However, the Colleges are subject to Federal income tax on
unrelated business income.

Granis

The Colleges receive financial assistance from Federal and state agencies in the form
of grants and entitlements. Expenditures of funds under these programs require
compliance with the grant agreements and are subject to audit by the granting agency.

Use of Estimates in Financial Statement Preparation

The preparation of financial statements in conformity with United States generally
accepted accounting principles requires management 10 make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements. Estimates also
affect the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

New Gaovernmental Accounting Pronouncements

GASB 65, lrems Previously Reporied as Assets and Liabilities, effective for periods
beginning after December 15, 2012, establishes accounting and financial reporting
standards for the reclassification of certain assets and liabilities in accordance with
GASB 63. Management believes this Statement will require approximately $835,000
of bond issuance costs to be written-off in the next fiscal year.
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Note ] -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Summarv of Sienificant Accounting Policies - Continued

New Governmental Accounting Pronouncements - Continued

GASR 66, Technical Corrections - 2012 - an amendment of GASB Statements 10 and
62, effective for periods beginning after December 15, 2012, resolves conflicts
between recently issued and earlier GASB statements, as weli as modifying guidance
related to accounting for certain operating leases. Management believes this
Statement will not have a material effect on the financial statements.

GASB 68, Accounting and Financial Reporting for Pensions - an amendment of
GASB Statement No. 27 is required for periods beginning after June 15, 2014. The
primary objective of this Statement is to improve accounting and financial reporting
by state and local governments for pensions. It also improves information provided
by state and local governmental employers about financial support for pensions that is
provided by other entities. This statement results from a comprehensive review of the
effectiveness of existing standards of accounting and financial reporting for pensions
with regard to providing decision-useful information, supporting assessments of
accountability and interperiod equity, and creating additional transparency.
Management is in the process of reviewing this statement and its potential effect upon
their financial reporting, but does not expect any material impact.

GASB 69, Government Combinations and Disposals of Government Operations 1s
required for periods ending after December 15, 2013. This Statement establishes
accounting and financial reporting standards related to government combinations and
disposals of government operations. As used in this Statement, the term government
combinations includes a variety of transactions referred to as mergers, acquisitions,
and transfers of operations. Management is in the process of reviewing this statement
and its potential effect upon their financial reporting. It does not expect any material
impact.

GASB 70, Accounting and Financial Reporting for Nonexchange Financial
Guarantees, is required for periods beginning after June 15, 2013. This Statement
requires a state or local government guarantor that offers a nonexchange financial
guarantee to another organization or government to recognize a lability on its
financial statements when it is more likely than not that the guarantor will be required
to make a payment to the obligation holders under the agreement. Management does
not believe this statement will have a material effect on the financial statements,
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Note 1 -

Note 2 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Summary of Sienificant Accounting Policies - Continued

Reclassifications
Cortain amounts on the 2012 financial statements have been reclassified to conform

to the 2013 presentation.

Cash, Eqguivalents and Investments

Cash and equivalents with maturities of 90 days or less from purchase date are
recorded at cost, which approximates market value.

In operating a central treasury and investment pool, individual college cash receipts
(except the Federal Loan Funds) are deposited in separate collection deposit accounts
in the name of VSC. Disbursements are made from other bank accounts that are
funded by transfers from the central treasury,

In accordance with the Uniform Prudent Management of Institutional Funds Act,
VSC deems all realized and unrealized gains on permanently restricted investments to
be temporarily restricted if the income is restricted by the donor. Absent donor
restrictions, the Board of Trustees has adopted a spending policy whereby 5% of the
losser of the current market value of investments or the average portfolio value over
the last three years is allowed to be drawn down and allocated to operations.

Cash and Eguivalenis
Cash and equivalents inciuded with non-current asscts are restricted primarily for
specific programs or to be used to pay for capital construction projects.

At June 30, 2013, the balance of current assets - cash and equivalents consist of
approximately $18,000 in petty cash and the remainder deposited in Federal Deposit
Insurance Corporation (FDIC) insured banking institutions of approximately
$3.,429,000 per the accounting records of the Coileges and approximately $5,318,000
per bank records. Of the bank balances, approximately $1,139,000 was covered by
Federal depository insurance and approximately $4,179,000 was uninsured and
uncollateralized at June 30, 2013,

At June 30, 2013, the balances of non-current assets - cash and equivalents deposited
in FDIC insured banking institutions were approximately $784.000 per the
accounting records of the Colleges and approximately $777,000 per bank records. Of
the bank balances, approximately $269,000 was covered by Federal depository
insurance and approximately $508,000 was uninsured and uncollateralized at June 30,
2013.
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Note 2 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Cash, Equivalents and Investments - Continued

Cash and Fquivalents - Continued

At June 30, 2012, the balance of current assets - cash and equivalents consist of
approximately $18,000 in petty cash and the remainder deposited in Federal Deposit
Insurance Corporation (FDIC) insured banking institutions of approximately
$38,665,000 per the accounting records of the Colleges and approximately
$40,105,000 per bank records. As of June 30, 2012, all bank balances were covered
under FDIC banking institution insurance coverage and also by a Federal Home Loan
Bank Issuance Letter of Credit,

At June 30, 2012, the balance of non-current assels - cash and equivalents deposited
in FDIC insured banking institutions were approximately $855,000 per the
accounting records of the Colleges and approximately $734,000 per bank records. Of
the bank balances, approximately $614,000 was covered by Federal depository
insurance and approximately $120,000 was uninsured and uncollateralized at June 30,

2012,

[nvesiments
Investments of the various funds at June 30, 2013 are as follows:

Fair Value Cost

U.S. government bonds S 19,451,817 § 19,543,271
Corporate bonds 13,397,791 13,436,645
Common stock 5,380,913 6,038,016
Mutual funds 10,980,785 9,210,466
Money market 2,063,101 2,063,101
Held by bond trustee 7,710,558 7,710,558

Total investments $ 58,984,965 § 58,002,657
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(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Note 2 -

Cash, Equivalents and Investments - Continued

Investments - Continyed

Investments of the various funds at June 30, 2012 are as follows:

Fair Value Cost

U.S. government bonds $ 1388565 § 1,313,836
Corporate bonds 2,653,079 2,464,967
Common stock 10,151,569 13,030,696
Mutua!} funds 4,817,376 2,527,373
Money market 536,788 528,968
Held by bond trustee 17.852.857 17,852,857

Total investments $ 37,400.234 $ 37,718,697

Investment maturities include deposits held by bond trustee, which are invested in
various government securities, corporate bonds, commercial grade paper, and money
market accounts. The majority of these funds are related to the 20 13 and 2010 bonds,
and are held in the bond fund, the reserve fund and the construction fund. Within the
bond fund, there is a principal account, an interest account, and a sinking fund

account,
2013
Investment Maturities (in vears)
Investment Type Market Value Less than i 1-5 6-10  More than 10
Money Market
[nvestments $ 2,063,101 § 2,063,101 § - 8 - $ -
Corporate Bonds 13,397,791 2,522,241 7,627,180 3,207,942 40,428
.S, Govt. Bonds 19,451,817 8.403.371 8,126,577 2.921.869 -
Total 34,912,709 12,988,713 1573 3,757 6,129,811 40,428
Other Investments
Equity Securities and
Mutuoal Funds 16,361,698
Held by Bond Trustee 7,710,558
Total $ 58,984,963

224 -



VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)
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June 30, 2013 and 2012

Note 2 - Cash, Equivalents and Investments - Continued

Invesiments - Contintied

2012
Investment Maturities (in vears)

Investment Tvpe Market Value  Less than | 1-3 6-10  More than 10
Money Market
Investments $ 536,788 § 536,788 3 - % - 8 -
Corporate Bonds 2,653,079 245,580 1,103,452 1,276,821 27,226
U.S. Govt. Bonds 1,388,565 402,190 661,350 325,025 -

Total $ _4,578432 $1.184.558 1764802 $ 1,601,846 27,226

Qther Investments

Equity Securities and

Mutual Funds 14,968,945
Held by Bond Trustee 17.852.857
Total $37.400.234

Tnvestment income for the years ended June 30, 2013 and 2012 is as follows:

2013 2012
Interest and dividend income $ 962,731 $ 1,897,224
Net realized and unrealized gain (losses) 1,386,936 (443,450}
Total investment income 2,349,667 1,453,774
Less: management fees {160,550) (119.006)
Investment income, net $ 2,189,117 $ 1,334,768

Realized gain (loss) is included as a component of investment income. The
calculation of realized gains (losses) is independent of the calculation of the net
increase (decrease) in the fair value of investments. Realized gains and losses on
investments that had been heid in more than one fiscal year and sold in the current
year may have been recognized as an increase or decrease in the fair value of
investments reported in the prior year.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Note 2 - Cash, Equivalents and Investments - Continued

Investments - Continued
The risk categories for the bond fund holdings held by VSC at June 30, are as

follows:

Investment rating* 2013 2012
AAA S 19,046,899 $ 153,563
AA+ 1,046,992 1,250,179
AA 1,956,037 97413
AA- 2,242,423 209,167
A+ 2,938,966 684,654
A 1,661,660 410,296
A- 1,338,194 79,970
BBB+ 124,264 -
BBB 1,326,981 9,810
BBB- 124,460 117,990
BB+ 169,470 154,386
BB 152,612 211,083
BB- 198,318 228,088
B+ 227,896 135,449
B 179,528 137,172
B- 62,509 103,663
CCC+ 52,339 26,598
CCC - 32,163

$ 32,849.608 $ 4,041,644
*These ratings are determined by Standard & Poor’s, a division of The McGraw-Hill

Companies, Inc. All ratings represent the opinions of the research provider and are
disclaimed as not representations or guarantees of performance.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Cash, Equivalents and Investments - Continued

Investments - Continued
The applicable risk ratings as defined by Standard & Poor’s are as follows:

AAA - An obligation rated ‘AAA’ has an extremely strong capacily to meet its
financial commitments. It is the highest rating given to an obligor.

AA - An obligation rated ‘AA’ differs from the highest-rated obligations only to a
small degree. The obligor’s capacity to meet its financial commitment on the
obligation is very strong.

A - An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of
changes in circumstances and economic conditions than obligations in higher-rated
categories. However, the obligor’s capacity to meet its financial commitment on the
obligation is still strong.

BBB - An obligation rated ‘BBB’ exhibits adequate protection parameters. However,
adverse economic conditions or changing circumstances are more likely to lead to a
weakened capacity of the obligar to meet its financial commitment on the obligation.

BB - An obligation rated ‘BB’ is less vulnerable to non-payment than other
speculative issues. However, it faces major ongoing uncertainties or exposure to
adverse business, financial or economic conditions, which could lead 1o the obligor’s
inadequate capacity to meet its financial commitment on the obligation.

B - An obligation rated ‘B’ is more vulnerable to nonpayment than obligations rated
‘BB’, but the obligor currently has the capacity to meet its financial commitment on
the obligation. Adverse business, financial, or economical conditions will likely
impair the obligor’s capacity or willingness to meet its financial commitment on the
obligation.

CCC - An obligation rated ‘CCC’ is currently vulnerable to non-payment, and is
dependent upon favorable business, financial and economic conditions for the obligor
to meet its financial commitment on the obligation. In the event of adverse business,
financial or economic conditions, the obligor is not likely to have the capacity to meet
its financial commitment on the obligation,

Plus (+) or minus (-) - The ratings from ‘AAA’ to ‘CCC’ may be modified by the
addition of a plus (+) or minus (-) sign to show relative standing within the major
rating categories.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Accounts Receivable, Notes Receivable and Allowance for Bad Debis

The composition of the Colleges’ accounts receivable at June 30, is summarized as
follows:

013 2012
Student accounts receivable $ 6,814,704 $ 6,830,661
Grants receivable 3,962,607 3,156,976
Other receivable 2,118,655 1,820,965
Subtotal 12,895,966 11,814,602
Allowance for doubtful accounts (2,091.907) (1,723,390)
Total accounts receivable, net $ 10,804,059 § 10091212

The notes receivable balance in the statement of net assets represents the Perkins
notes receivable, It is shown net of an allowance for bad debts of approximately
$515,000 and $337,000 at June 30, 2013 and 2012, respectively. This allowance is
the aggrepate that was reserved for by each college based upon historical bad loan
reserve requirements, the net decrease in the allowance of $22,000 in 2013 and the
net increase in the allowance of $126,000 in 2012 has been reflected in operating
expenses.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Note 4 - Lone-Term Liabilities

Long-term liabilities consist of the following at June 30:

2013
Beginning Ending Current
balances Additions Reductions halances portion
Long-term liabilities
Bonds and notes payable § 141,199,257 § 20,063,889 & 26,689,652 § 134,573,494 § 3,637,524
Fair market value of interest
rate swap 16,808,535 - 6,205,220 10,603,309 -
Net OPEB obligation 35,690,489 12,047,605 4,984,399 42,753,755 -
Accounts payable and
accrued liabilities 14,216,384 12,954,459 14,216,384 12,954,459 12,734,330
Unearned revenue and deposits 7,271,040 6,492,402 6,484,210 7,279,832 6,481,816
Refunndable grants 6,058,644 - 9,210 6,049,434 -
Total long-term
liabilitics $ 221,244,949 % 51,558,415 8§ 58,589,081 § 214,214,283 § 22,853,670
2012
Beginning Ending Current
balances Additions Reductions balances portion
Long-term liabilities
Bonds and notes payable § 145,540,752 § - % 4,341,495 § 141,199,257 § 4,940,334
Fair market value of interest
rate swap 8,029,595 8,778,940 - 16,808,533 -
Net OPED abligation 27,638,331 12,394,002 4,361,844 35,690,489 -
Accounts payable and
accrued liabilities 13,214,172 14,216,384 13,214,172 14,216,384 14,124,206
Unearned revenue and deposits 7,668,336 6,441,848 6,838,544 7,271,640 6,484,210
Refundable grants 6,072,622 - 13,978 6,058,644 -
Total long-term,
Habilities % 208,183,808 % 41,831,174 % 28,770,033 §  221,244949 § 25,548,750
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Long-Term Liabilities - Continued

Bonds and Notes Pavable

Qutstanding debt is as follows:

Student Housing and Dining Hall Bonds:
(Collateralized by certain dormitory and dining
hall facilities).

6.25% Series A 1977, called in full on 7/1/12,
3% Series B 1977, called in full on 7/1/12.

Revenue Bonds, Series 2003:
2.0% - 4.125% serial bonds aggregating

$16,035,000, maturing 2004 through 2018,
and 4.73% term bonds of $3,730,000,
$4.695,000 and $5,930,000 due July 2023,
July 2028 and July 2033, respectively.
Interest on the serial bonds accrues semi-
annually and is compounded. Interest on the
term bond is payable semi-annually on the
unpaid balances. Unamortized original issue
discount of $308,438 has been netted against
this Hability at June 30, 2012. The 2003 bonds
were refinanced with proceeds from the 2013
bonds.

VSC - Capital Construction Projects
Variable rate (69% of one-month LIBOR plus

3.12%) term loan of $2,750,000 for 20 years
with monthly payments of principal and
interest due through January 2029; loan has a
negative pledge against assets.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

ILong-Term Liabilities - Continued

Bonds and Notes Pavable - Continued

Revenue Bonds, Series 1998:

4,9% - 5.45% capital appreciation serial bonds
agoregating  $5,205,000, maturing 2006
through 2013, and a 5.125% term bond of
$4.850,000. Interest on the  capital
appreciation serial bonds accrues semi-
annually and is compounded. Interest is
payable only at maturity.

CSC - New Student Housing

Variable rate (69% of one-month LIBOR plus
1.31%) term loan of $5,200,000 for 20 years
with monthly payments of principal and
interest due through December 2025;
collateralized by substantially all unrestricted
revenue and assets not previously pledged as
collateral on other debt."”

VSC - Capital Construction Projects

Variable rate (69% of the one-month LIBOR
plus 1.21%) term loan of $72,000,000 for 20
years with monthly payments of principal and
interest due through May 2028; collateralized
by substantially all unrestricted revenue,
accounts receivable, contract rights, inventory
and machinery and equipment not greviously
pledged as collateral on other debt.>
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VERMONT STATE COLLEGES
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Notes to the Financial Statements - Continued

June 30,2013 and 2012

Long-Term Liabilities - Continued

Bonds and Notes Pavable - Continued

Revenue Bonds, Series 2010A:
3.0% - 4.0% serial bonds aggregating

$5,710,000 maturing 2011 through 2018 and a
$5,375,000 4.0% term bond due July 2017
Interest on the serial bonds is paid
semi-annually on the unpaid balances.
Unamortized bond premium of $264,696 and
$308,812 has been added to this liability at
June 30, 2013 and 2012, respectively.

Revenue Bonds, Series 2010B:
4751% - 5.101% serial bonds aggregating

$3,800,000 maturing 2018 through 2020, and
6.101%, 6.861%, and 7.211% term bonds of
$6,255,000, $5,580,000, and $14,630,000 due
July 2025, July 2030, and July 2040,
respectively.  Interest on the term bond is
payable semi-annually on the unpaid balances.

Revenue Bonds, Series 2013:

4.0% - 5.0% serial bonds aggregating
$13,715,000 maturing 2015 through 2032
and 3.125% - 5.0% term bonds aggregating
$4,450,000 maturing 2027 through 2030,
Interest on serial bonds is  paid
semi-annually on the unpaid balances.
Unamortized bond premium of $1,875,133
has been added to the liability at Junc 30,
2013.

-32 -
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VERMONT STATE COLLEGES
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Notes to the Financial Statements - Continued

June 30,2013 and 2012

Long-Term Liabilities - Continued

Bonds and Notes Pavable - Continued

In December 2010, VSC issued Revenue Bonds, Series 2010A, in the principal
amount of $11,085,000. The 2010A Bonds were issued for the purpose of (1)
refinancing a portion of the Series 1998 Bonds; (2) refinancing certain indebtedness
of VSC including loans to improve the Blair Park, Williston, Randolph, and Vermont
campuses of VSC; and (3) paying the costs of issuance of the 2010A bonds.

In December 2010, VSC issued Federally Taxable Build America Bonds, Series
2010B, in the principal amount of $30,265,000. The 201013 Bonds were issued for the
purpose of (1) financing certain upgrades to the Community College of Vermont's
Montpelier campus, including a 12,000 square foot building addition; (2) constructing
a new residence hall and other related improvements at Castleton State College; (3)
renovating an academic building and a visual arts center at Johnson State College; (4)
expanding parking facilities at Lyndon State College together with building
improvements for Lyndon State College's journalism program; (5) financing library
renovations, the installation of certain energy or heating systems, construction of
additional on-campus housing at the Randolph campus of Vermont Technical College
("VTC"), and improvements at VTC's Blair Park, Williston, Vermont campus; and (6)
paying the costs of issuance of the 2010B bonds. VSC is expected to receive a 35%
subsidy of the interest paid on the Series 2010B Build America Bonds from the
Federal government, which will be recorded as a reduction of bond interest expense.
(Sequester for Federal budget reduced subsidy of interest by 7.6%).

In October 2003, VSC issued Revenue Bonds, Series 2003, in the principal amount of
$30,390,000. The 2003 Bonds were issued for the purposes of (1) paying the costs of
constructing new dormitories at CSC and LSC and a new teaching tacility for CCV in
Wilder, Vermont; (2) the current refunding of the Series 1993 Bonds - at a fower
interest rate; (3) paying a portion of the interest accruing on the 2003 Bonds through
September 2004; (4) funding the Reserve Fund; and (5) paying the costs of issuance
of the 2003 bonds.



VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Note 4 - Long-Term Liabilities - Continued

Bonds and Notes Pavable - Continyed

' To manage its borrowing costs, VSC entered into an interest swap in connection
with its $5,200,000 variable-rate loan. The intention of the swap was to effectively
change the variable interest rate on the loan to a synthetic fixed rate of 4,97%.

The loan and the related swap agreement mature on December 16, 2025, and the
swap’s notional amount of $5,200,000 matches the $5,200,000 variable rate loan.
The swap was enlered into at the same time the loan was issued in December 2005.
Under the swap, VSC pays the counterparty a fixed payment of 4.97% and receives
a variable payment computed as 69% of the one-month London interbank Offered
Rate (LIBOR) plus 1.31%. Because of interest rate fluctuations since execution of
the swap, the swap had a negative fair value of $519,533 as of June 30, 2013 and
$742,408 as of June 30, 2012.

? To manage its borrowing costs, VSC entered into an interest rate swap in connection
with its $72,000,000 variable-rate loan. The intention of the swap was to
effectively change VSC’s variable interest rate on the Joan to a synthetic fixed rate
of 4,63%.

The loan and the related swap agreement mature in May 2028, and the swap’s
notional amount of $72,000,000 matches the $72,000,000 variable rate loan. The
swap was entered into at the same time the loan was issued in May 2008. Under the
swap, VSC pays the counterparty a fixed payment of 4.63% and receives a variable
payment computed as 69% of the one-month USD-LIBOR-BBA (United States
Doliar - London Interbank Offered Rate - British Bankers Association) plus 1.21%.

The loan has a thirty year amortization with a twenty year term. The first two years
of the loan are interest only payments. This will allow VSC to more closely match
the revenue streams produced by the capital projects. Because of interest rate
flyctuations since execution of the swap, the swap had a negative fair value of
$10,017,328 as of June 30, 2013 and $15,876,742 as of June 30, 2012,



VERMONT STATE COLLEGES
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Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Note 4 -  Long-Term Liabilities - Continued

Bonds and Notes Pavable - Continued

3 A former member of senior management also serves on the Board of the lender.
Therefore, once the Board approved the capital construction projects, he recused
himse!f completely from all financing proposal reviews, negotiations, financing or
banking discussions or decisions relating to these transactions.

*To manage its borrowing costs, VSC entered into an interest rate swap in connection
with its $2,750,000 variable-rate loan. The intention of the swap was (o effectively
change the variable interest rate on the foan to a synthetic fixed rate 0f 5.25%.

The loan and the related swap agreement mature on January 15, 2029, and the
swap’s notional amount of §2,750,000 matches the $2,750,000 variable rate loan.
The swap was entered into at the same time the loan was issued in January 2009.
Under the swap, VSC pays the counterparty a fixed payment of 2.25% and receives
a variable payment computed as 69% of the one-month LIBOR plus 3.12%.
Because of interest rate fluctuations since execution of the swap, the swap had a
negative fair value of $66,448 and $189,385 as of June 30, 2013 and 2012,
respectively.



VERMONT STATE COLLEGES
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Notes to the Financial Statements - Continued

Note 4 -

June 30, 2013 and 2012

Long-Term Liabilities - Continued

Debt Roll-forward

Long-term debt activity for the years ended June 30, 2013 and 2012 was as follows:

Series 1977-A
Series 1977-B

Series 1998 with accreted interest
Series 1998 original issue discount

Series 1998 Bond

Series 2003
Series 2003 original issue discount

Series 2003 Bond
New Housing - CSC

TD Banknorth - FY 2008 Capital
Projects

CCV Montpelier

Series 2010-A

Series 2010-B

Series 2010 Bond Premium

Series 2010 Bonds

Series 2013
Series 2013 Bond Premium

Series 2013 Bonds

Total bonds and notes payable

Balance Balance Current

June 30,2012 Additions Repavments  June 30, 2013 Portion
s 315,000 S - 8 (315,000) $ -8 -
60,0040 - (60,000) - -
1,360,000 - (720,000) 640,000 640,000
1,360,000 - {720.000) 640,000 644,000
23,170,600 - (23,170,000) - -
(308,438) - 308,438 - -
22.861.562 - (22.861,562) - -
4,040,272 - (214,422) 3,825,850 225,510
69,252,958 - (1,414,558} 67,838,430 1,481,613
2,455,623 - (96,258) 2,359,365 101,341
10,280,000 - {940,000) 9,340,000 1,050,000
30,265,000 - - 30,265,000 -
308,812 - (44.116) 264,696 44,116
40,853,812 - (984.116) 39.869.696 1,094,116
- 18,165,000 - 18,165,000 -
- 1,898,889 (23.736) 1,875,153 94,944
- 20,063.889 (23.736) 20,040,153 94,944

$ 141,199,257 $20,003,889

$ (26,689,652) § 134,573,494 $ 3,037,524




VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Note 4 - Long-Term Liabilities - Continued

Debt Roll-forward - Continued

Series 1977-A
Series 1977-B
Aramark Dining Renovation - LSC
Aramark Dining Renovation - VTC

Series 1998 with accreted interest
Series 1998 original issue discount

Series 1998 Bond

Series 2003
Series 2003 original issue discount

Series 2003 Bond

New Housing - CSC

TD Ranknorth - FY 2008 Capital
Projects

CCV Maontpelier

Series 2010-A
Series 2010-B
Series 2010 Bond Premium

Series 2010 Bonds

Total bonds and notes payable

Balance Balance Cugrent
June 30,2011 Additions Repayments June 30.20172 Portion
h 375,000 3 $ (60,0000 8 315,000 & 315,600

79,000 (19,000) 60,000 60,000
32,333 (32,353) - -
40,000 (40,000} - -
1,977,393 (617,393} 1,360,000 720,000
(8.206) 8.206 - -
1.969,187 (609.187) 1.360,000 720,000
24,270,000 {1,100,000) 23,170,000 1,150,000
(322.458) 14,020 _ (308.438) __ (14,020)
23.847.542 (1,083,980} 22.861,562 1,135,580
4,244,152 (203,880) 4,040,272 214,422
70,603,537 (1,350,549) 69,252,988 1,414,558
2,547,053 (©91,430) 2,455,623 96,258
11,085,000 (805,000) 10,280,000 940,000
30,265,000 - 30,263,000 -
352,928 (44,116} 308,812 44 116
41,702,928 (849,116} 40.853,812 084.116
$ 145,540,752 % $(4.341.495) §141,199,257 $4,940,334
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Long-Term Liabilities - Continued

Debt Roll-forward - Contined
Maturities of long-term debt for the next five fiscal years and thereafter are as
follows:

Principal Interest

Years Ending June 30, Amount Amount
2014 3,637,524 5,744,938
2015 3,759,760 5,790,534
2016 4,661,213 5,621,323
2017 5,422,083 5,400,278
2018 5,647,584 5,167,648
2019-2023 24,387,395 22,620,237
2024-2028 62,786,711 16,725,192
2029-2033 12,036,224 4,432,960
2034-2038 7,095,000 2,164,969
2039-2041 5,140,000 386,159

$ 134.573,494

194 5 74.052,238

The interest amounts above reflect the 4.63%, 4.97% and 5.25% fixed rates on the
debt subject to the swap agreements previously described (and interest rebate on 2010
bond).

According to the terms of the agreements under which the revenue bonds were sold,
the bonds are general obligations of VSC. The 2013, 2010 and 1998 Revenuce Bonds
are also collateralized by deposits held by the trustee in the Bond Fund. VSC is
required to make payments to the trustee for deposit into the Bond Fund sufficient to
pay the principal, interest and sinking fund requirements, when due.
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VERMONT STATE COLLEGES
{a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Note 5 - Functional Expense Classification

The following table details VSC’s operating expenses by functional expense

classification:
013 2012

Instruction § 58,112,105 § 56,469,539
Research 39,554 24,171
Public service 16,538,004 10,222,554
Academic support 22,637,181 21,457,422
Student services 30,514,111 27,544,121
Institutional support 45,798,431 43,418,623
Physical plant 5,000,441 9,178,137
Student financial support 8,607,584 8,990,159
Depreciation 13,238,072 7.624.758

Total $ 194,485,483 § 184,929,484

Note 6 - Appropriations

VSC’s operating appropriation from the State of Vermont is made directly to the
Colleges and is drawn down on the basis of a monthly allotment. Included in the
annual state appropriation for operations is funding for Allied Health of
approximately $1,117,000 in 2013 and 2012; VMEC of approximately $428,000 in
2013 and 2012; and VIT of approximately $786,000 in 2013 and 2012.

Capital appropriations for VSC made from the State Bond Funds were approximately
$4,099.000 and $2,099,000 in fiscal years 2013 and 2012, respectively.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Retirement Plans

Eligible faculty and staff participate in a defined contribution retirement plan
administered by Teachers Insurance Annuity Association and College Retirement
Equities Fund (TIAA-CREF). For the years ended June 30, 2013 and 2012, the
Colleges’ total payroll expense was approximately $81,454,000 and $79,822,000,
respectively, of which approximately $52,914,000 and $51,963,000 represented
salaries and wages of employees covered under the defined contribution plan,
respectively, The Colleges’ requirements to contribute to the retirement plan are
specified by four collective bargaining agreements and by personnel policies for
nonrepresented employees. Employer contribution rates are established by employce
category. There are no required employee contributions to the plan. Depending upon
position category, employees may be eligible for the plan from as early as date of hire
to as fong as two years from date of hire. All eligible employees are vested from the
date of eligibility. During the years ended June 30, 2013 and 2012, contributions
made by the Colleges under this plan totaled approximately $6,251,000 and
$6,133,000, or approximately 11.81% and 11.80% of covered salaries, respectively.

Additionally, certain employees participate in one of two defined benefit plans
(Vermont Employees Retirement System or Vermont State Teachers Retirement
System). Employees who were participants in either of these plans prior to their
employment by the Colleges are ailowed to continue participation. Covered salaries
for employees participating in the Vermont Employees Retirement System during the
year ended June 30, 2013 and 2012 were approximately $61,500 and $62,500 and
employer contributions were approximately $6,000 and $6,100, respectively. There
were no contributions to the Vermont State Teachers Retirement System during 2013
and 2012.

In addition, full-time faculty employees who have worked for the Colleges for 15
years may elect early retirement at age 55 and receive 50% of their annual salary as of
their retirement date; full-time faculty employees who have worked for VSC for ten
years may elect early retirement at age 55 and receive 40% of their annual salary as of
their retirement date. In addition, VSC will pay 12% of the retirce’s early retirement
wages to the individual. This 12% payment represcnts VSC’s contribution, which
would have been made to the individual TIAA/CREF pension account. The payments
due under this program are funded by VSC as needed. During the years ended June
30, 2013 and 2012, the contributions for these benefits were approximately
$1,313,000 and $1,417,000, respectively.
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Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Retirement Plans - Continued

The early retirement benefit is no longer being offered to new hires, but those
employees who were eligible for early retirement before the benefit was discontinued
have the option of electing for early retirement in October of every year. The benefit
will be completely phased out when those employees currently eligible for early
retirement either elect for carly retirement or reach the age ol 65.

Post-Emplovment Benefits Other Than Pension

Plan Description: VSC administers a self-insured single-employer defined benefit
healthcare plan. The plan provides lifetime healthcare payments for eligible
employees, spouses or civil union partners. The self-sured plan, administered by
CIGNA, covers both active and retired members. Benefit provisions are established
through negotiations between VSC and the unions representing VSC employees and
reviewed during the bargaining period prior to the termination date of each union
contract. The retiree healthcare plan does not issue a publicly available financial
report, During the years ended June 30, 2013 and 2012, 470 and 440 retirces were
receiving post-retirement benefits, respectively.

Funding Policy: Contribution requirements are also negotiated between VSC and
union representatives. VSC contributes 100% of the current-year utilization costs for
cligible employees, spouses or civil union partners. For the fiscal years 2013 and
2012, VSC recognized employer contributions of $4,984,399 and $4,548,280,
respectively, for both healthcare and early retirement. The plan is financed on a pay-
as-you-go basis. In fiscal years 2013 and 2012, there were no member contributions.

Annual OPEB Cost and Net OPEB Obligation: VSC’s OPEB cost (expense) 15
calculated based on the annual required contribution of the employer (ARC). VSC
has elected to calculate the ARC and related information using the unit credit
actuarial cost method permitted by GASB Statement No. 45. The ARC represents a
tevel of funding that, if paid on an ongoing basis, is projected to cover estimated
utilization of healthcare and the special early retirement payments each year and to
amortize any unfunded actuarial labilities over a period not 1o exceed thirty years for
healthcare and not to exceed ten years for early retirement using a closed period, level
doliar amortization method.
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Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Post-Emplovment Benefits Other Than Pension - Continued

The following table shows the components of VSC’s annual OPEB costs for the years
ended Tune 30, 2013 and 2012, and the changes in VSC’s net OPEB obligation to the
Retiree Health and Farly Retirement Plans:

013 012
Annual required contribution $ 13,262,000 $ 13,262,000
Interest on net OPEB obligation 1,338,393 1,044,179
Adjustment to annual required contribution (2.552,728) (1,725.735)
Annual OPEB cost 12,047,665 12,580,444
Contribution made (4,984,399) {4,548.286)
Increase in net OPEB obligation 7,063,266 8,032,158
Net OPEB obligation - Beginning of year 35,690,489 27.658.331
Net OPEB obligation - End of year $ 42,753,735 $ 35,690,489

VSC’s annual OPEB cost, the percentage of annual OPEB cost contributed to the
plan, and the net OPEB obligation as of and for the years ended June 30, 2013, 2012

and 2011 are as follows:
% of Annual

Annual OPEB Cost Net OPER

Fiscal Year Ended QPEB Cost Contributed Obligation
June 30, 2013 $ 12,047,665 41.4% $ 42,753,755
June 30, 2012 $ 12,580,444 30.2% $ 35,690,489
June 30, 2011 $ 10,070,405 41.0% $ 27.658,331

_40 -



Note 8 -

VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Notes to the Financial Statements - Continued

June 30,2013 and 2012

Post-Emplovment Benefits Other Than Pension - Continued

Funding Status and Funding Progress: As of the most recent actuarial valuation
date, the actuarial accrued lability for benefits was $1 17,611,000, all of which was
unfunded. The annual covered payroil (annual payroll of active employees covered by
the plan) was $52,025,735 and the ratio of the unfunded actuarial liability to annual
covered payroll was 226.1%. The latest actuarial valuation date was on July i, 2011.

The projection of future benefit payments for an ongoing plan involves estimates of
the value of reported amounts and assumptions about the probability of occurrence of
events far into the future. Examples include assumptions about future employment,
mortality, retircment rates, marita] status, and the health care cost trend. Amounts
determined regarding the funded status of the plan and the annual required
contributions of the employer are subject to revision as actual results are compared
with past expectations and new estimates are made about the future.

Methods and Assumptions: Projections of benefits for financial reporting purposes
are based on the substantive plan (the plan as understood by the employer and the
plan members) and include the types of benefits provided at the time of each
valuation and the specified pattern of sharing of benefit costs between employer and
plan members to that point. The methods and assumptions used include techniques
that are designed to reduce the effects of short-term volatility in actuarial accrued
liabilities consistent with the long-term perspective of the calculations.

The following actuarial assumptions were made:

Discount Rate: The discount rate used in the calculation was 3.75%.

Projected Salary Increase Rate: The projected salary increase rate used was 4.5%.
Future Employment: Age related turnover rates were developed based on the
experience from the vears ended June 30, 2005 through 2009. These rates were used
as the basis for assigning active members a probability of remaining employed until
the assumed retirement age and for developing an expected future working lifetime

assumption for purposes of allocating to periods the present value of total benefits to
be paid.
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Notes to the Financial Statements - Continued

June 30,2013 and 2012

Post-Employment Benefits Other Than Pension - Continued

Mortality: Life expectancies were based on the RP2000 mortality table by gender
and status (active versus current retired) published by the Retirement Plans
Experience Committee of the Society of Actuaries,

Retirement Rate: Age related retirement rates tables were developed based on input
and analysis of the current retiree population overall and the new retirees over the last
five vears. The age related tables assumed rates of retirement beginning at age 33.

Marital Status: Marital status of member at the calculation date was assumed to be
70% married based on eurrent retirec population. Spousal participation was assumed
to be 95% at the calculation date.

Healtheare Cost Trend Rate: The expected rate of increase in healthcare claims was
assumed to be 8% for the first year for pre-63 claims and for post-65 claims. This
rate was assumed to decrease at 1% per year to an ultimate rate of 5% and remain
fevel at 5% thereafter.

The required schedule of funding progress immediately following the notes to the
financial statements presents information related to the actuarial accrued liability for
benefits. Pursuant to the requirements of GASB Statement No. 45, this schedule will
present multi-year trend information in future years about whether the actuarial
accrued liability for benefits is increasing or decreasing over time.

Leases

The Colleges have various operating leases for elassrooms, office space, equipment
and motor vehicles. The majority of these lcases have terms equal to or less than ten
years and in some cases contain escalation and maintenance clauses, as well as
renewal options. Total rental expense for all operating leases was approximately
$2,707,000 and $2,494,000 in 2013 and 2012, respectively.
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Notes to the Financial Statements - Continued

June 30, 2013 and 2012

Note 9 - Leases - Continued

Future minimum rental payments required under operating leases with noncancelable
terms in excess of one year at June 30, 2013 are as foliows:

Vehicles and
Years Ending June 30, Real Estate Equipment Total
2014 $ 2,242,565 $ 213,800 § 2,456,365
2015 1,555,256 192,570 1,747,826
2016 1,300,456 130,740 1,431,196
2017 1,309,744 7,829 1,317,573
2018 1,309,734 1,089 1,310,823
2019 and beyond 13,106,995 - 13,106.995
$ 20,824,750 $ 546,028

Ee_postm p e

Note 10 - Capital Assets

Property and equipment activity for the years ended June 30, 2013 and 2012 is
summarized below:

Balance Balance
June 30,2012 Additions Transfers Retirements June 30,2013

Land $ 6,368,565 §$ 59,709 § - 5 - & 6428274
Consiruction-in-process 7,075,650 11,222,383 (10,307.407) - 7.990.626

Subtotal - Capital assets not

depreciated 13.444.215 11,282,092 (10,307,407} - 14,418,900
Infrastructure 34,420,140 113,824 1,906,604 - 36,440,568
Buildings and improvements 233,344,436 728,707 6,431,069 - 240,504,212
[easehold improvements 349,821 - 1,913,679 (119,476) 2,144,024
Equipment 16,581,175 14,311,049 56,055 {94,505) 30,853,774

Subtotal - Capital assets depreciated _284,695,572 15,153,580 10,307,407 (213.980) 309,942,578

Less accumulated depreciation (116,791,424 (13.238.072) - 172.819 (129,856,677}
Capital assets, net $ 181,348,363 $ 13,197,600 S - §_(4L,162) $ 194,504,801
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Note 10 - Capital Assets - Continued

Balance Balance
June 30, 2011 Additions Transfers  Retirements June 30,2012

Land $ 5,712,848 3 - & 635717 % - % 6,368,565
Construction-in-process 7.214,193 23,511,920 (23,650,463} . - 7.075.650

Subtotal - Capital assets not

depreciated 12,927,041 23,511,920 {22.994.746) - 13,444,215
Infrastructure 32,877,703 1,607,060 (64,623) - 34,420,140
Buildings and improvements 209,933,450 002,042 23,008,389 (499,445) 233,344,436
L.easehold improvements 298,841 - 50,980 - 349,821
Equipment 14,459,891 2328452 - (207.168) 16,581,175

Subtotal - Capital assets depreciated 257,569,885 4,837,554 22,994,746 (706.613y 284,695,572

Less aceumulated depreciation (109,853,528 (7.024,758) - 686,862  (116.791.424)

Capital assets, net % 160,643,398 § 20724716 § - $_(19751) % 181,348.363

Included in construction-in-process is interest expense of borrowing during the
construction period. Totals for the fiscal year 2013 and 2012 are $4,641 and
$109,530, respectively.

Note 11 - Contingencies and Commitments

Contingencies
VSC participates in various Federally funded programs. These programs are subject

to financial and compliance audits and resolution of identified questioned costs. The
amount, if any, of expenditures which may be disallowed by the granting agency
cannot be determined at this time.

VSC is involved in various claims and legal actions arising in the ordinary course of
business. The ultimate disposition of these matters is indeterminable, but in the
opinion of management, the amount of ultimate Jiability would not have a significant
impact on VSC’s financial condition.
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Note 11 - Contingencies and Commitments - Continued

Contingencies - Continued

VSC is also exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural
disasters. VSC manages these risks through a combination of commercial insurance
packages purchased in the name of VSC, and through self-insurance for medical and
dental claims. VSC has entered into contracts with a third-party claims administrator,
which essentially caps medical claim costs (stop-loss) at an agreed-upon level,
Tndividual stop-loss is $150,000 of paid claims per covered member per year. Settied
claims resulting from these risks have not exceeded commercial insurance coverage
in any of the past three fiscal years. Reserves for medical and dental claims are
included in accrued liabilities in the amount of approximately $1,537,000 at June 30,
2013 and $1,544,000 at JTune 30, 2012 and are based on historical data. A medical
and dental claim roll-forward is presented below:

013 2012
Medical and dental claims reserve, Beginning of year  § 1,544,000 $ 1,265,000
Incurred claims 15,162,000 14,332,000
Payments on claims (15,169.000) (14,053.000)

Medical and dental claims reserve, End of year S_1.537.000 $_1,544.000

VSC self-insures its workers’ compensation program. Confributions to the plan are
based on estimated payroll and rates adjusted by an experience modification factor.
VSC has purchased stop-loss insurance, which is effective for aggregate claims in
excess of $896,400 per year. VSC has obtained a letter of credit in the amount of
$450,000 to be used in the event of failure to pay premiums on the stop-loss policy.
This is collateralized by a certificate of deposit. A workers’ compensation roll-
forward is presented below:

2013 012
Workers® compensation reserve, Beginning of year $ 229,000 $ 203,000
Workers” compensation accrued during the year 341,000 430,000
Claims paid/reserved/claims administration {364,000) (404,000}
Workers’ compensation reserve, End of year $ 206,000 $ 225,060
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Commitments
VSC has entered into various construction contracts. The following commitments are

ongoing projects at June 30, 2013,

Expended Total
through Committed Committed
Project June 30, 2013 Future Costs  Costs of Project
VSC Brattleboro Facility § 15208 § 59,792 $ 75,000
CSC Huden Renovation 421,395 1,273,782 1,695,177
CSC Tennis Court Project 507,072 110,803 617.875
JSC Martinetie Window Replacement 78,912 47,079 125,991
LSC Masterplan 57,797 53,923 111,720
VTC Bio-digester Project 1,550,756 1,900,994 3.451,750

$2.631,140  $3.446373 56,077,513

At June 30, 2013, invoices related to construction projects of approximately
$1,034,000 were inciuded in accounts payable.

Employment Contracts

The Colleges have employment contracts with certain officers that expire on various
dates through fiscal years 2014 and 2015. The agrecments provide for aggregate
annual base salaries of $1,417,384 in fiscal year 2014 and $1,325,584 in fiscal year
2015 and may be terminated with cause at any time.
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VERMONT STATE COLLEGES
(a Component Unit of the State of Vermont)

Schedule of Funding Progress (Unaudited)

June 30, 2013 and 2012

UAAL asa

Actuarial Percentage

Actuarial Actuarial Accrued Untfunded of Covered
Valuation ~ Valuation of Liability AAL Funded Covered Payroil
Date Assets (a} (AALYD) (UAAL) Ratio Payroll {([b-al/c)

July 1, 2011 $ - $117,611,000 $117,611,000 0% $ 52,025,735 226.1%

July 1, 2009 $ - $ 94,168,000 $ 94,168,000 0% $ 46,127,000 204.1%
Tuly 1, 2007 A - $ 119,894,000 $ 119,894,000 0% $ 41,292,000 290.4%

VSC has to date performed three actuarial valuations, the latest on July 1, 2011, for purposes of
satisfying the requirements of GASB Statement No. 45. The actuarial accrued Hability for all
benefits at this time was $117,611,000, all of which was unfunded. The annual covered payroll

(annual payroll of active employees covered by the plan) was $52,025,735, and the ratio of the
unfunded actuarial lability to annual covered payroll was 226.1%.
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