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Abstract

When the Commission on the Design 
and Funding of Retirement and Re-
tiree Health Benefit Plans for State 
Employees and Teachers issues its 

recommendations in the next several days, we 
don’t expect them to address how changes to the 
retirement system will play out in the broader 
context.

Indeed, in the report that follows, we strongly 
disagree with the narrowness of the commis-
sion’s exploration. While their recommendations 
will have long-term impact on the retirement 
systems themselves, they do not take into ac-
count the long-term effects such actions will have 
on the state’s budget, its public schools, its public 
workforce or its seniors.

The commission is expected to recommend:

◊	 Reducing the benefit levels of new and 
even most vested employees.
◊	 Increasing the required contribution rates 
of all employees, inculding those close to retire-
ment age.
◊	 Raising the retirement age for teachers 
from 62 or 30 years at any age to 65 or the so-
called Rule of 90 (the combination of age and 
years of service must equal or exceed 90).
◊	 Raising the early retirement age from 55 to 
58 for those more than five years from retirement.
◊	 Using a five-year compensation period 
instead of a three-year period to calculate benefits 
for those more than five years from retirement, 

effectively lowering the retirement benefit.
◊	 Boosting contribution rates for all partici-
pants. 
◊	 Implementing a tiered health insurance 
benefit, and continue to deny a spousal benefit 
for teachers.
◊	 Telling the Legislature to consider chang-
ing from defined benefit to a defined contribution 
plan.

In other words, the commission will tell teach-
ers and state workers to work longer, pay more 
and get less, all in the name of filling a budget 
shortfall this year. The commission will, we 
expect, fail to sufficiently take some important 
factors into account:

◊	 The Constitution, and its ramifications and 
limitations on any changes to a pension promise.
◊	 The long-term health of the pensions 
themselves, and the functions they play: recruit-
ment, retention and dignified retirement after a 
successful and dedicated career.
◊	 The over-all fiscal health of the state itself.

In this report, we outline how we think the ques-
tions surrounding the pensions should have been 
addressed by the commission. We reccomend 
that legislators will use this framework as we 
work with them to craft a solution that keeps a 
long-term promise to Vermont’s teachers and 
public workers, provides for continued health 
of the pensions, and helps the state confront its 
short-term budget problems.
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Introduction

The solution is 
not found solely 
in changes to Re-
tirement system

Vermont's public employees – 
teachers, nurses, social work-
ers, protectors of our safety, and 
many others – while not included 
on the Spaulding Commission*,  
are concerned about the retire-

ment security and dignity of older Vermonters, 
the protection of property taxpayers, and the fis-
cal stability of our state. We have produced this 
report, in anticipation of the commission's report, 
because we share responsibility for the retirement 
systems, the health and safety of other taxpayers, 
and our state. 

In short, it will not be as realistic as the commis-
sion will assert to expect to find – solely within 
public pension policy – significant ways to re-
duce the state's anticipated budget shortfall.  

	 The commission will make quite spe-
cific recommendations and will assert specific 
amounts to be saved by implementing them. Sev-
eral of those assertions may be flawed, since they 
may not take into account consequences outside 
the pensions.

	 Vermont, like most states, is in the midst 
of serious short-term financial problems. We 
focus here on the limited extent to which we be-
lieve the work of the commission provides effec-
tive means to address those short-term problems, 
and we suggest additional avenues to explore.

	 Some "very big" numbers are involved in 
financing our public pensions, but, when ana-
lyzed, each one becomes manageable. There is no 
useful way to manage any social issue in the cur-
rent climate if the underlying assumption is that 
our economic vitality as a state and as a nation is 
permanently diminished. Our economy is now 
recovering, as is evident by the stock market's 
having regained nearly two-thirds of its losses 
over the last year. 

Our direct involvement in these complex discus-
sions is necessary if the state is to reach good 
decisions that help it meet its immediate fiscal 
needs and its long-term obligations to those dedi-
cated to the public's work.

These are the twin pillars on which our policy 
conclusions rely:

 
Protecting older Vermonters. It is wise public 
policy to do no harm to the retirement dignity 
and security of older Vermonters. It is just as 
wise not to harm the dignity or security of those 
who will follow.

Protecting property taxpayers. It is wise pub-
lic policy not to impose new costs on property 
taxpayers. It is just as wise to reject shifting state 
costs to property taxpayers in the guise of clamp-
ing down on local communities as they seek an 
excellent education for Vermont's children.

Note
*It was created to examine the "Design and Funding of Re-
tirement and Retiree Health Benefits for State Employees and 
Teachers.
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Basic Questions 

Legislators and the public will need to 
address several broad questions as they 
assess the work of the commission or 
any other proposals to alter eligibility or 

benefits for public pensions:

An arithmetic question. 
Any changes proposed that appear to "save" 
money or reduce  state contributions to pensions 
would cause changes in how those affected act, 
and those changes would have cost effects unre-
lated to pension costs. For example, if a proposal 
is made to delay the age of "normal retirement," 
the purpose would be to induce employees to 
work longer, reducing costs to the pension sys-
tem, but increasing costs to the public employer, 
since long-term employees, earning more than 
shorter-term employees, would continue draw-
ing salaries each extra year they work before 
retiring. Every proposal should be analyzed for 
its cost implications beyond pensions. 

The question:
What are the cost implications for the state generally, 
beyond just pension policy, stemming from proposed 
savings to the pension systems?

A constitutional question. 
Under the federal Contracts Clause, there is a 
pension contract between the state and many 
thousands of individual public employees. That 
contract may be changed under limited cir-
cumstances: if the change is insubstantial, the 
contract itself (the statute) says it can, or it is 
justified by a "significant and legitimate" public 
purpose. In the latter case, the change must be 
offset by comparable new advantages and be 
both "reasonable and necessary" to preserve the 
pension system.* If the contract is not sufficiently 
reflected in legislation stemming from proposals, 

it is likely it will be challenged in court, perhaps 
successfully. 

The question:
Do proposals adequately reflect the reach of the state's 
contracts?

An ethical question. 
The state set up pension systems that impose on 
public employees certain obligations in exchange 
for its promise to provide benefits in retirement. 
Public employees dedicate a career to serving 
the public and pay into the pensions every dime 
required of them, every pay period, and in full. 
Quite simply, if the change is justified by the 
numbers and permitted by the constitution, the 
legislature would still have a policy judgment to 
make about whether it is the right thing to do.

The question:
Do proposals keep the state's promise to its public 
servants?

Every proposal should 
be assessed for its 
broad fiscal, its con-
stitutional and its 
ethical implications.

Note
*This oversimplified analysis is consistent with the lengthier one 
provided by an Indiana law firm retained for the purpose by the 
commission.
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Summary

The issues, especially the 
connections among is-
sues, in public pension 
policy, are complex, es-

pecially for those who do not 
routinely focus on them. We 
attempt here to provide a useful 
way to approach this subject: 

¤¤ There are principles to 
which we have adhered in our 
analysis.
¤¤ There is a framework we 

have used in applying the prin-
ciples.
¤¤ There are broad recommen-

dations we have reached as a 
result of our analysis.

Principles of a good public pension sys-
tem

The principles to which we adhere are nearly 
identical to those adopted by the commission. 
They are actually an outgrowth of those agreed 
to by a 2005 commission examining components 
of the Teachers' Retirement System, a commis-
sion that included representatives of teachers and 
school districts. 

•	 Retirement dignity and security is about 
all of us:  Downgrading the security of any group 
of our citizens inevitably harms all our citizens.

•	 Recruitment: The system should be a re-
cruitment tool for high quality teachers and state 
employees in Vermont.

•	 Retention: The system should induce high 

quality teachers and state employees to stay in 
teaching and public service for their career.

•	 Reward: The system should provide a sol-
id foundation for retirement security for persons 
following a career dedicated to public service.

•	 Sustainability: The cost and benefits of 
the system should be sustainable and predictable 
over the long term.

•	 Development: The state's contributions 
to public pension plans are an investment in 
economic development, since retirees spend 
their pensions on goods and services, increase 
economic demand, promote employment, and 
generate more economic activity.

•	 Taxes: The state excluded pension pay-
ments from the Education Fund to avoid heavier 
reliance on property taxes to fund public service. 
The state should continue to refrain from shifting 
the costs of its obligations onto property taxpay-
ers.
 
A framework for analyzing public pen-
sion questions

Stemming from our principles and the state's 
obligations under the Constitution, the General 
Assembly should approach the analysis in four 
ways.

a. Issues. There are three basic issues that must 
be considered: 

	 Underfunding of pension systems
	 Heath care benefits
	 Pension benefits

b. People. There are five basic groups of public 
employees:
 
	 Current retirees
	 Vested late career public employees
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	 Vested mid-career public employees
	 Non-vested public employees 
	 Those persons yet to be hired

c. Implications. There are three basic questions 
(set out on p. 6):

	 Cost *
	 Contract**
	 Ethical

d. Time. There are two basic time frames:

□□ The next year or so
□□ Long-term

It will be useful for policy makers to approach 
the analysis by assessing each implication under 
each issue for each group of employees for the 
next year or so and for the long-term.

Recommendations about Vermont public 
pensions

The State of Vermont can weather its 
current budgetary crisis without dam-
aging the long-term retirement securi-
ty and dignity of the many thousands 
of its citizens who devote their careers 

to public service. The state owes a constitutional 
obligation to the vast majority of them and any 
proposal must be assessed in the context of all 
proposals to determine their propriety. Pension 
cost "savings" in commission proposals need to 
be balanced against resulting cost increases in 
other taxpayer obligations. 

We recommend:

	 Complying with the Constitution. The 
state should minimize the potential for constitu-
tional challenge by conforming any policy change 
to constitutional requirements. This extends 
well beyond decisions to make no changes in the 
benefits of current retirees or to avoid shifting to 
risky defined contribution plans. 

	 Knowing indirect as well as direct cost 
implications of pension changes. The state should 

only consider changes in retirement eligibility or 
benefits that are consistent with the principles of 
a good system and the constitution, and only af-
ter understanding their indirect as well as direct 
cost implications.

	 Engaging in joint effort with those af-
fected. The General Assembly should engage 
representatives of teachers and state employees 
in a joint effort to determine how to address 
the state's short-term fiscal circumstances and 
to protect the long-term dignity and security of 
older Vermonters.

	 Paying unfunded liability. The General 
Assembly should stay the course it set for itself 
in 2006, by providing annually the actuarially 
and statutorily required amounts to pay down 
the state's underfunding of the Teachers' System, 
and it should avoid future underfunding of any 
public pension. 

	 Protecting property taxpayers. The state 
should refrain from any shift in costs from the 
General Fund to the Education Fund or school 
districts.   

*The Joint Fiscal Committee prescribed what amounts to a 
"3.5 percent solution" for next year in asking the commis-
sion to determine how to limit pension spending increases 
to 3.5 percent. The amount required to pay pension costs 
alone will unavoidably go up by well more than 3.5 per-
cent, and the law requires the amount dedicated to repay 
past underfunding to increase by 5 percent each year. We 
understand the thrust of the JFC's target: obtaining help 
in balancing the budget. Without ignoring constitutional 
or ethical considerations, it is not viable for the commis-
sion to produce proposals that adhere to this funding 
restriction. Also, artificially reducing contributions to the 
pension system is not a new tactic and it is the primary 
cause of the increased contributions that are required 
today.  

**The constitutional, or contract, implications require a 
comparative analysis of benefit or eligibility "disadvan-
tages" and offsetting "advantages." That makes it neces-
sary to assess any individual proposed change only in the 
context of a combination of proposed changes. 

Notes
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Background
The benefits of Vermont's cur-
rent public pension systems are 

modest.

•	 Vermont's public employees, during or af-
ter their employment, do not get rich off the rest 
of the taxpaying public.

The average pension of retired Vermont public 
employees is less than $17,000.  

•	 Vermont's public pensions pay the lowest 
percentage of final salary in the nation.

Pension amounts are pegged to a per-
centage of employee final salaries. 
Among the country's 129 largest 
public education pension systems, 
Vermont's, at just 50 percent, provides 

its retired teachers the lowest percentage of final 
salary in the country. And the limit on state 
employees ranks equally low. Vermont alone has 
this 50 percent limit. Sixty-five plans place no 
limit on the amount employees can accrue. Sixty-
four plans place some limit. The most common 
limit is 100 percent of final salary. The next low-
est limit is 60 percent: only three other plans have 
that limit. 

•	 Vermont's public pensions have one of the 
smallest "multipliers" (the percent of final salary 
earned for each year of service) in the nation.*

The "multiplier" (the portion of final salary the 
employee gets in pension for each year of ser-
vice), at just 1.67% for the vast majority of Ver-
mont state employees and teachers, is also well 
below average. During the 1980s, when many 
current public employees were beginning their 
careers, the multiplier was just 1.25%. Most pub-
lic pensions nationally have multipliers between 
1.75 percent and 2.5 percent or more. The most 
common multiplier is between 2.0 percent  and 
2.24 percent. In many plans, the multiplier actu-
ally increases during late stages of career. **

•	 Vermont's retired state employees and 
teachers, as a result, have one of the smallest 
public pensions in the nation.

•	 Average salaries of Vermont public em-
ployees are well below the average nationally 
and especially in the Northeast. 
•	 Their pensions, unlike those in every other 
state, are limited to 50 percent of their final sala-
ries. 
•	 The product of below average salaries and 
the lowest percentage used in calculating the 
pension benefit yield a very modest pension fol-
lowing a career of service.  

Credit Worthy people 
don’t pay cash for their 
homes or cars. States Pay 

for their Pensions in 
the same manner.

 
The "big" numbers involved can 

all be addressed.

There are several "big" numbers cited in this dis-
cussion. The major ones:

•	 $700 million. This is roughly the amount 
the state, this past summer, owed its retirement 
systems for its own failure to maintain funding 
discipline during the 1990s and well into this 
century. The amount the state failed to provide 
the teachers' system was about $150 million, but 
the loss of compounding interest on that amount 
and the losses associated with the most recent 
market downturn ballooned the figure. This 

Notes

*"Characteristics of Large Public Education Pension Plans," 
National Education Association, November, 2008. 

 **Ibid.
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number, however, as large as it is, falls as well 
as rises with the market. Over the past several 
months, for example, with stock market growth, 
that number has shrunk by about $100 million. 
We anticipate that, as the market recovers and 
the state maintains its efforts begun in 2006 to 
pay down the unfunded liability, that the amount 
of underfunding will continue to fall over the life 
of the pension funds.

•	 $1.6 billion. An even larger number, but 
even less significant. It is the entire amount the 
state would need over the next 30 years to pay 
the cost of the health insurance benefit for retired 
public employees. The number could actually 
have no meaning to the extent the federal or 
state government addresses useful reform of the 
health care system. 

•	 $2.3 billion. This one is just the sum of the 
first two. 

These large numbers continue to be used by some 
to drive consideration of pension and health care 
changes that are much deeper than what is actu-
ally necessary either to insure long-term sustain-
ability of the system or to meet the state's short-
term budgetary needs. The tactic of using big 
numbers like these to instigate unneeded changes 
has no useful place in this policy discussion.

It would not be correct to conclude we're in big 
trouble because we don't have the money on-
hand to pay the pension costs for each of the next 
30 years. That would be like telling credit-worthy 
car buyers they can't buy on credit or telling 
homebuyers to forget it unless they put the full 
asking price on the table. While it might be nice 
to be able to pay all those costs up front, a system 
is still a responsible one without "prefunding" 
the entire amount. And, in the midst of a volatile 
economic pattern, we conclude the wisest course 
is one that:
 •retains fundamentally sound public policy; 
 •allows pension funding over the life cycle of 
the fund; and 
 •encourages intergenerational equity and shared 
responsibility among the state, public servants, 
and the taxpayer.

 Defined Benefit programs 
should be retained.

Our public pensions, like the vast ma-
jority of public pensions in the nation, 
are defined benefit systems. They offer 
a set amount of money per month in 

retirement. The basic alternative, a defined con-
tribution system based on individuals' accounts, 
places all responsibility on the individual and 
almost always results in poorer results. Histori-
cally, these accounts were intended to foster 
individual savings above and beyond Social 
Security and employer-provided pensions: they 
were supplemental savings accounts. The basic 
purpose of substituting defined contribution 
schemes here is to shift investment and longevity 
risk from the employer to the employee. Shifting 
investment risk to the individual is inefficient 
and results in lower returns, and lower returns 
result in lower retirement incomes, affecting the 
economy as a whole. Professionally managed and 
pooled investment risk through a defined benefit 
system provides stronger returns and more ef-
ficient use of limited government resources.  

The current pension system is sound. Respected 
authorities recognize that "State and local retire-
ment systems have sufficient assets set aside, 
even after the market downturn, to continue 
paying promised benefits for decades."* That 
general statement definitely applies to Vermont's 
systems.

•	 Defined benefit participants lost less. Peo-
ple with defined benefit pensions generally had 
market losses that were less severe than those 
of individual investors – those with 401(k)'s and 
related "defined contributions." And the size of 
those losses has been partially offset with strong 
investment gains this year.

•	 Defined benefits promote security. "This 
difference between public pension funds and in-

Note  

*National Association of State Retirement Administrators 
(Brainard), "Public Fund Survey: Summary of Findings for FY 
2008," October, 2009. 
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dividual retirement accounts is a result of public 
pension methods and strategies that temper the 
effects of market volatility, and helps illustrate 
the important role defined benefit plans play in 
promoting retirement security." 

The rates of poverty among older households 
lacking defined benefit pension income is about 
six times greater than those with such income. 
Pensions reduce – and in some cases eliminate – 
the greater risk of poverty and public assistance 
dependence that women and minority popula-
tions otherwise would face. * 

•	 Defined benefits are much less costly. Ac-
cording to a recent study, by pooling assets and 
risk and generating higher investment returns for 
all plan participants, defined benefit plans deliver 
the same retirement benefit at nearly one-half of 
the cost of a defined contribution plan. **

Think what would have happened to Social 
Security recipients if that system had been 
"privatized." That's what to expect from 

shifting from defined benefits to defined contri-
butions.

The Substance
Underfunding: the 

responsibility of the state

Vermont’s public employees have lived up to 
their obligation. They have paid into the systems 
every dime – well more than $500 million – re-
quired of them, on time, and in full. Any un-
derfunding is the result of decisions by various 
administrations and Legislatures. The history of 
the state's underfunding in the Teachers' System 
appears on the next page.

The numbers are subject to change. The Com-
prehensive Annual Financial Report this month 
should provide all of us more current informa-
tion about the valuation of the systems and the 
extent of underfunding in the Teachers' System. 
These plans have the major benefit of being 
financed over decades. In the context of public 
pension planning, the state has time on its side, 
as difficult as the immediate budget environment 
may indeed be, unlike so many other obligations 
requiring more immediate attention. 

The responsibility for retiring this obligation be-
longs to the state. Legislation in 2006 resulted in 
reamortizing this "unfunded actuarially accrued 
liability," reducing the annual obligation but 
requiring fiscal discipline to retire the obligation 
over 30 years.***  The Legislature has lived up to 
its obligation in each of the past 4 years, the lon-

gest period of full-funding in decades. This is the 
right prescription for the health of the retirement 
systems and the economy of the state and should 
not be abandoned. 

It is fundamentally irresponsible to shift the ob-
ligation to repay this debt from the state, which 
created it, to anyone else. The economic down-
turn should not serve state government as an 
escape route from the consequences of its own 
decision not to fund the system properly. Prop-
erty taxpayers should not be burdened with this 
liability.  

For the Last Four Years, 
The Legislature has paid 

what the state owes; 
now is not the time to 
end that positive trend 
and shortchange the 

system again

Notes
*National Institute on Retirement Security, "The Pension Fac-
tor: Assessing the Role of Defined Benefit Plans in Reducing 
Elder Hardships,"  July, 2009
 **National Institute on Retirement Security (Almeida, Fornia), 
"A Better Bang for the Buck," August 2008.
***The resulting statute is found at 16 VSA Sec. 1944(c)(4).
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cumulative effects of underfunding teachers’
Retirement System

This chart shows how much the state lost in investment earnings because it did not fully fund the 
system adequately between 1994 and 2008.
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Health insurance: the issue 
here is health care reform 

The health benefit for retired public employees is 
structured like this: 

Retired state employees receive 80 percent of the 
premium cost of insurance for 
themselves and their families. 3 V.S.A. §479 ex-
tends to retired state employees the same 
benefit as active state employees. The state's pay-
ment is distributed across departments.

Retired teachers receive 80 percent of the premi-
um cost of insurance for themselves. 16 
V.S.A. §1944(c)(12) extends to retired teachers up 
to 80% of single insurance. The state's 
payment comes from the system's investment 
fund.
  

GASB does not control. Earlier this 
decade, the Government Account-
ing Standards Board, through its 
standard #45, required that govern-
ments disclose the long-term costs 

of their non-pension retirement benefits, includ-
ing health care. The accounting problem created 
by GASB 45 is a paper issue, but it gives those 
seeking big changes one of the big numbers they 
rely on to make their case for reducing earned 
benefits. The GASB 45 accounting standard re-
quires public pension plans to acknowledge – on 
paper – the amount they will have responsibil-
ity to provide for non-pension post employment 
benefits like health care, over a 30-year period. 
GASB does not require the State of Vermont to 
have $1.6 billion on-hand or even to pre-fund 
the health benefit, as is required in its pensions 
standard. Since the accounting standard has been 
applied a few states have begun to pre-fund this 
obligation. Vermont should meet its disclosure 
obligation and also consider how it will address 
funding going forward.  

The larger issue is health care reform. Paying the 
state's portion of retired teachers' health insur-

ance out of the investment fund is really no solu-
tion at all. It is a symptom of the much larger, 
societal problem: our approach to health care 
costs is stifling the entire economy. The need for 
health care reform is clear and Vermont – with 
the help of the union producing this report – has 
been a leader in this effort.  

Schools and teachers have been doing their part. 
As a matter of record, the Vermont Education 
Health Initiative (VEHI) – the partnership of the 
School Boards Insurance Trust and Vermont-
NEA – which provides health insurance to virtu-
ally every public school employee in the state, 
agreed in 1999 to incorporate the insurance needs 
of Vermont's retired teachers within its group. 
The effect has been a sizable reduction in the 
premium cost to the Teachers' Retirement System 
and an annual increase in the premiums for ac-
tive school employees on the order of 2%. VEHI 
has saved taxpayers millions of dollars over each 
of its 15 years, including millions of dollars in 
lower premiums for retired teachers.

 
Pension: contract and ethical 

implications

a. The indirect costs of changing pensions. The 
pension benefits for retired Vermont state em-
ployees and teachers start near the bottom of 
those offered by states generally (see page 9). 
That makes Vermont less competitive: the state 
must be able to recruit and retain high quality 
people into public service or face a certain decline 
in what makes Vermont special. Attempting to 
cut into pension benefits – the income of retired 
citizens – would also cut Vermont's income and 
tax receipts.

Nevertheless, there are elements of any pension 
program that may be adjusted to make or keep 
them consistent with the principles of a good 
system. This is the component of the discus-
sion where there is room for discussion. As our 
general workforce has aged, so has our public 
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workforce. As wage rates have crept up over the 
decades, so have those of public employees. As 
life expectancy has improved generally, so it has 
for former public servants. The combination of 
increased retirements, higher ending wages, and 
longer duration of retirement has made annual 
pension payment increases outpace inflation. But 
that comes as no surprise, and the actuarial cost 
predictions take all that into account. The real 
issue is the extent to which even permissible cost 
reductions in the pension system would produce 
offsetting cost increases elsewhere. 

If, as we expect, the commission recommends 
restricting access to retirement benefits, it should 
be followed by an assessment, in addition to any 
"savings" to the retirement systems, what the fis-
cal effects would be to the public more generally.

b. The inadequacy of current pensions. Vermont's 
public pension programs do make us less com-
petitive. Features that place us at or near the bot-
tom of the states include the low cap on earnable 
pension, the low "multiplier" used to determine 
pensions and the absence of dependent health 
coverage in the teachers' system, among others. 

We have been told in recent 
years, outside of pension pol-
icy, that Vermont ranks "too 
high" among the states in how 
well it takes care of its neediest 

citizens and its children. The result is an unof-
ficial goal by some to move Vermont downward 
toward the national average. We believe Vermont 
ranks too low among the states, in this context, 
when it comes to the dignity and security of its 
public servants, as well as their beneficiaries and 
dependents, in their retirement.

c. The interrelationship of pension components. 
However the commission addresses eligibility, 
benefits, and payment issues would have po-
tential short-term and long-term human as well 
as budgetary effects. We also know that there 
are constitutional restrictions on changes, or the 
manner in which changes may be made. 

Any proposed changes must be considered col-

lectively for their impact on cost containment, 
cost-shifting to employees or property taxpayers 
or other taxpayers and their impact on retirement 
income adequacy and system sustainability. We 
are committed to working with the General 
Assembly to assess the human and budgetary 
effects of each of these proposals and to reach 
conclusions that are both constitutional and 
help address immediate concerns without jeop-
ardizing the long-term dignity and security of 
older Vermonters. 
 

Who should pay?

The Education Fund is unique in America. The 
Legislature created it as the repository for pub-
lic education funds for distribution to school 
districts. In 1997, legislators wanted to insulate 
property taxpayers from added payments in the 
transition to school funding and property tax 
reform. They excluded from the Education Fund 
most expenses that, at that time, were not consid-
ered school costs, no matter the logical connec-
tion to education. Virtually every year since the 
Education Fund was created, the Legislature has 
considered, but until 2009 rarely yielded to, add-
ing to it items of expense.

The economic downturn appears to have led the 
governor to propose shifting the entire cost of the 
teachers' pension system to local school districts 
and imposing spending caps on them at the same 
time, arguing that the combination would result 
in no property tax increase. It is obvious that 
shifting the cost to school districts would mean 
property tax levels higher than without the shift. 

It would be wrong to shift the cost of portions of 
the teachers' pension system to local school dis-
tricts, with resulting increases in property taxes 
statewide.

Voters in 2008 did not send their representatives 
to Montpelier to create new property tax obliga-
tions. This is not the time to consider inserting a 
new cost to be paid by property taxes. 
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Conclusion

As we set out at the beginning of our 
report, the Spaulding Commission is 
not likely to have addressed the issues 
surrounding the state’s pensions in a 

bigger-picture context. 

In addressing only the pensions themselves, the 
commission does an incomplete examination, at 
best, of how changes to these systems will affect 
the state’s overall budget.

For more than a year, the governor, legislative 
leaders and pundits have insisted that the pen-
sions – and the employees who have paid hun-
dreds of millions of dollars into them – must be 
tapped for millions in savings in an attempt to 
balance a temporarily out-of-balance general 
fund. What is not said is that simply looking at 
savings from the pensions alone will do nothing 
to produce long-term and sustainable savings to 
the pensions or the state’s taxpayers.

Although we – or any teacher or state employee – 
were not members of the commission, we con-
tributed testimony when asked, but were ex-
cluded from the major discussions. Regrettably, 
as predicted, the commission’s recommendations 
will be piecemeal, short-sighted in nature and not 
responsive to the greater needs of the state.

In this report, we addressed  the interrelationship 
among the pensions, the constitution and the 
state’s overall financial picture. We debunked the 
scare tactics presented by those who wish to use 
the economic downturn as an opportunity to sub-
stantially weaken Vermont’s public work force.
We welcome a thorough discussion of the teach-

ers’ and state employees’ pensions, or changes 
that can benefit the state, public employees and 
taxpayers over the long-term. Toward that end, 
we are preparing a proposal that will, if imple-
mented, achieve savings to the taxpayers of 
Vermont, while addressing the issues of falling 
student enrollment and education costs in gen-
eral. We will propose to strengthen the pensions 
and offer public employees a better system, all 
while saving taxpayers tens of millions of dollars 
over a five-year period. 

Had we been members of the commission, we 
would have been well along our way in develop-
ing this proposal. As it stands, we are working 
with national experts to delve into the complex 
sets of numbers surrounding the pension, the 
health benefit, the Education Fund and demo-
graphic trends. We have begun discussions with 
Legislative leaders that we hope will lead to the 
complete development of this proposal in short 
order. 

Vermont’s teachers and state employees have 
kept their promise to the state and its taxpayers 
for more than six decades, producing one of the 
nation’s finest public education systems and 
a state that efficiently addresses Vermonters’ 
needs. 

Once again, that public workforce will be a 
significant contributor to addressing Vermont’s 
changing demographics, sustaining public pen-
sions over the long term, and saving taxpayers 
money. Working together, the promise can, and 
will be kept.


