
 
Rating Update: MOODY'S DOWNGRADES CITY OF BURLINGTON'S (VT) ELECTRIC SYSTEM REVENUE BONDS RATING TO 
Baa2 FROM A3; THE OUTLOOK IS STABLE 
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Burlington Electric Department has $43 million of rated debt outstanding 

Electric Utilities 
VT 

Opinion 

NEW YORK, Oct 13, 2010 -- Moody's Investors Service has downgraded the rating of Burlington (City of) VT Electric System 
Revenue bonds to Baa2 from A3 and assigned a stable outlook. The downgrade is primarily related to recent volatility in 
purchase power prices that have increased rates above average. In addition, the below 1.0 times debt service coverage ratio 
in FY2009, the department's exposure to increasing market purchase power costs due to loss of long term contracts, and the 
negative outlook on City of Burlington's (VT) A2 rating caused by city's reduced liquidity weigh on the credit. The Baa2 rating 
also recognizes the Burlington Electric Department's (BED or department) 1.8 times DSCR in FY2010 and the management's 
active search for long term fixed priced power supplies.  

RATINGS RATIONALE  

The department's debt service coverages in 2008 and 2009 were extremely low at 1.25x and 0.86x, respectively, due to the 
loss of two contracts, which accounted for approximately 30% of department's power supply. The department had to increase 
its power purchases from the ISO New England market at high costs in order to meet its power supply requirements.  

After the breach of the 1.25x rate covenant in 2009, the BED increased its electric rates by 11.3%. The department recovered 
from its losses in FY 2010 and achieved a DSCR of 1.81x with the help of the rate adjustment and lower market prices. 
Management continues to look for more contracts to mitigate its exposure to purchase power risk.  

Since 2008, City of Burlington has struggled with its liquidity due to problems arising from its telecom undertakings . The city's 
rating was downgraded on June 2010 to A2/NEG from Aa3 when the city used approximately $17 million from its General 
Fund pooled cash account for telecom purposes. The Electric Department does not contribute to the General Fund and was 
not affected by this event. However the city's unstable situation adds risk to the Electric Department.  

RATING FACTORS  

CITY'S CURRENT OUTLOOK AFFECTS THE CREDIT  

The Burlington Electric Utility Department is the exclusive provider of electric service to the city and Burlington International 
Airport. Based on Moody's Economy research, Burlington's recession is moderating, as the unemployment rate has come 
down by a percentage point from a year ago, to 5.5.%. One of the Burlington Electric Department's biggest customers, 
Fletcher Allen Health Care (rated Baa1), is among the area's top employers, leading the local industry. The University of 
Vermont (rated Aa3) is another major customer.  

These two entities represent 15% and 10% usage, respectively, since 2001. The department has been able to maintain its mix 
of residential and commercial customers with concentration on non-residential customers. In 2010, 64% of the revenue came 
from commercial and industrial customers, and 24% came from residential. Customer concentration and the slow annual 
energy demand (averaging less than 1% growth annually since 1990s) is already reflected in the rating and does not create an 
immediate concern.  

Moody's methodology considers the extent to which a utility serves customers located in a municipality's jurisdiction and are 
subject to the same economic factors. We recognize there is a limited linkage of local government to the Burlington Electric 
Utility Department due to the closed loop flow of funds structure, therefore the department is not heavily affected by the City's 
telecom debit issue. However the City's recent downgrades and current negative outlook, combined with its liquidity issues add 
downward pressure on Burlington Electric's rating. 
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MANAGEMENT NEEDS TO MITIGATE ITS EXPOSURE TO MARKET PRICES  

The department is connected directly to the Vermont Electric Power Company ("VELCO") transmission grid by two 50 MW 
substations as well as through a 33 MW substation connected to a 34.5 Kv line jointly owned with Green Mountain Power. The 
Department has a 50% joint ownership share of the McNeil Station and wholly owns one gas turbine facility. Both generating 
stations are located within the city's limits. The McNeil station has a diversity of fuel sources with the capability of burning 
wood chips, natural gas and oil. McNeil operates at 50-60% capacity factor range and provides about 40% of the department's 
load at this capacity.  

The Burlington Gas Turbine is fired by fuel oil and is used primarily to meet peak loads. Since the implementation of the ISO-
NE wholesale markets rules in 1999, the unit has been run more frequently.  

Burlington utility department also relies heavily on purchase power contracts for its energy supply. The years 2008 and 2009 
were difficult for the department mainly because of the expiration of two favorable contracts (Northeast Utility and New York 
State Electric and Gas). The replacements of these contracts and short term purchases at generally higher market prices, due 
to the increased spot market prices, led to declining coverages.  

Part of department's energy requirements is satisfied through the New England power market. Transmission expense for the 
year ended June 30, 2010, increased compared to 2009 primarily due to an increase in ISO NE costs for transmitting 
purchased power. In order to mitigate this risk, management is working on adding contracts for 2011 and onwards. Currently, 
the management has fixed price contracts in place of nearly 100% for 2011 and 2012, however after 2013 the department 
continues to be exposed to market risk and has to find more contracts to be fully protected.  

FINANCIAL PERFORMANCE HAS BEEN RECOVERING DUE TO RATE INCREASE AND CAPITAL IMPROVEMENT 
PLANS, HOWEVER FUTURE COVERAGES REMAIN A CONCERN  

The 2010 net operating revenues were 8% higher than 2009 net operating revenues. Operating income recovered in 2010 to 
$5.2 million after the dramatic loss of 87% in 2009. However, 2010 operating income is still lower than the 2007 figure of $8.3 
million. The revenue in 2010 improved as a result of the implemented rate increases of 11.3% that went into effect on June 26, 
2009 after a 22.86% increase in 2006.  

The fact that the Burlington Electric Department's rates need to be reviewed and approved by PSB limits the utilities' cost 
recovery process. PSB has approved the department's rate increases for the last 15 years, however the low DSCR in 2008 
and 2009 suggests that these rate increases should had been implemented beforehand. Moreover, the department is now 
above the average at 13.41 cents/kWh and is not as competitive compared to Vermont's largest two utilities, Central Vermont 
Public Service (12.67 cents/kWh) (preferred stock rated Ba2) and Green Mountain Power (11.89 cents/kWh) (senior secured 
rated Baa1) as before.  

In 2008, the McNeil Generating Station (McNeil) contracted with Babcock Power to install a Regenerative Selective Catalytic 
Reduction (RSCR) unit. The RSCR unit significantly reduces McNeil's Nitrous Oxide (NOx) emission level which allows the 
station to qualify to sell Connecticut Class 1 Renewable Energy Certificated (RECs). On March 4, 2009, the Connecticut 
Department of Public Utilities finalized approval of McNeil Station to sell Class 1 RECs retroactive to October 1, 2008. The 
Department entered into agreements to sell these RECs for both the current year's generation, and for future years production. 
The sales are expected to be a revenue source for the department and Moody's will closely monitor the progress on this 
project.  

With these changes, the department improved its cash and investments in FY2010. As of June 31, 2010, it had approximately 
$8 million compared to having less than one million in FY2009. However, the department has 63 days cash on hand for 2010, 
which is low compared to sector standards.  

BED had approximately $18 million in reserves for 2009 and 2010, and its debt service is fully funded. The 2010 DSCR was 
1.8 times and is forecasted to be 2.27 times in 2011, however coverages do not stay stable going forward. Current forecast for 
2012 and 2013 DSCR is 1.75x, and unless the management puts more contracts in place, the coverage for 2014 is likely to go 
down to 1.26. This degree of performance volatility is a credit vulnerability.  

ADDITIONAL GENERAL OBLIGATION BONDS LOWERS THE CONSOLIDATED COVERAGES  

During FY2008, the department decided to issue $36 million in GO bonds to finance the cost of distribution system 
improvements, investment in VELCO equity at 12.%5 return, gas turbine plant improvement, and for a project to sell 
renewable energy through McNeil plant dispatch. The GO bonds are expected to be repaid from electric department operating 
revenues, but they will be subordinate to revenue bonds. In 2007, the total outstanding bonds were $65 million compared to 
$85 million (senior and sub) outstanding in 2010. The additional debt constrains the departments cash flow and weakens the 
credit quality.  
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KEY STATISTICS  

Type of System: Electric generation and distribution  

Service Area Population, 2010: approximately 39,000  

Peak Demand (MW): 63.92  

Average Power Supply Cost (cents/kwh): 8.323  

Average Revenue per kwh: 14.078  

Debt Service Coverage, 2010: 1.81x  

Resource Mix, 2010: 35% owned, 65% purchased  

Debt Ratio, 2010: 58.8% (of Total Assets)  

CONTACT  

Ken Nolan, Director of Resource Planning  

Phone - (802) 865.7316  

The last rating action was on March 17, 2004, when the underlying rating for Burlington Electric Department was affirmed at 
A3.  

The bond ratings were assigned by evaluating factors believed to be relevant to the credit profile of the issuer such as i) the 
business risk and competitive position of the issuer versus others within its industry or sector, ii) the capital structure and 
financial risk of the issuer, iii) the projected performance of the issuer over the near to intermediate term, iv) the issuer's history 
of achieving consistent operating performance and meeting budget or financial plan goals, v) the nature of the dedicated 
revenue stream pledged to the bonds, vi) the debt service coverage provided by such revenue stream, vii) the legal structure 
that documents the revenue stream and the source of payment, and viii) and the issuer's management and governance 
structure related to payment.  

REGULATORY DISCLOSURES  

Information sources used to prepare the credit rating are the following: parties involved in the ratings, parties not involved in 
the ratings, public information, confidential and proprietary Moody's Investors Service's information, confidential and 
proprietary Moody's Analytics' information.  

Moody's Investors Service considers the quality of information available on the credit satisfactory for the purposes of assigning 
a credit rating.  

Outlook 

Outlook  

The stable outlook reflects improved debt service coverages and the managements attempts to improve the departments 
supply mix. Moody's will closely monitor the REC sales and other capital improvement projects impacts on the credit going 
forward.  

What Could Change the Rating - UP  

The rating could face upward pressure if rates decline substantially relative to regional competitors and the department shows 
stability by maintaining debt service coverage ratios at reasonable levels for a period of time through fixed priced purchase 
power contracts that provide security from volatile spot market prices. 
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What Could Change the Rating - DOWN  

The rating could face downward pressure if the DSCR falls below the 1.25x rate covenant, if the department has difficulty 
managing the market exposure and liquidity weakens.  

MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and 
from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, 
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received in the rating 
process. 

Please see ratings tab on the issuer/entity page on Moodys.com for the last rating action and the rating history. 

The date on which some Credit Ratings were first released goes back to a time before Moody's Investors Service's Credit 
Ratings were fully digitized and accurate data may not be available. Consequently, Moody's Investors Service provides a date 
that it believes is the most reliable and accurate based on the information that is available to it. Please see the ratings 
disclosure page on our website www.moodys.com for further information. 

Please see the Credit Policy page on Moodys.com for the methodologies used in determining ratings, further information on 
the meaning of each rating category and the definition of default and recovery. 
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE RELATIVE FUTURE 
CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RISK AS 
THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY 
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, 
INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE 
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR 
FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR 
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SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR 
INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL 
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, 
HOLDING, OR SALE.  

 
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND 
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, 
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH 
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT 
MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be 
accurate and reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information 
contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it 
uses in assigning a credit rating is of sufficient quality and from sources Moody's considers to be reliable, including, when appropriate, 
independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance independently verify or validate 
information received in the rating process. Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any 
loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or 
contingency within or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the 
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any 
direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if 
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information. 
The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the information contained herein 
are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any 
securities. Each user of the information contained herein must make its own study and evaluation of each security it may consider 
purchasing, holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, 
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR 
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.  

 
MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers of debt 
securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MIS have, 
prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it fees ranging from $1,500 to 
approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS's ratings and rating 
processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities 
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually 
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation Policy." 

 
Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657, 
which holds Australian Financial Services License no. 336969. This document is intended to be provided only to "wholesale clients" 
within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you 
represent to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client" and that neither you nor 
the entity you represent will directly or indirectly disseminate this document or its contents to "retail clients" within the meaning of section 
761G of the Corporations Act 2001.  

 
Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. (“MJKK”) are MJKK's current 
opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities. In such a case, “MIS” in the 
foregoing statements shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned credit rating agency subsidiary of Moody's 
Group Japan G.K., which is wholly owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO. 

 
This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equity securities of the issuer or any 
form of security that is available to retail investors. It would be dangerous for retail investors to make any investment decision based on 
this credit rating. If in doubt you should contact your financial or other professional adviser.
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