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Background
Until 2008, 63.7 percent of the Vermont State Teachers’ 
Retirement System’s (VSTRS) pension fund revenues 
came from investment earnings, with 24.3 percent 
coming from employer contributions and the remain-
ing 12 percent from employee contributions.3  With the 
steep decline in investment earnings in 2008, the fund 
faced a $22 million dollar shortfall. Therefore, in 2009, 
the legislature created the Commission on the Design 
and Funding of Retirement and Health Benefit Plans for 
State Employees and Teachers (Commission) to review 
and make recommendations for improving the long-
term financial viability of both the VSTRS as well as the 
Vermont State Employees Retirement System (VSERS).4

Based on the work of the Commission, the state trea-
surer and the National Education Association agreed 
to plan changes in January 2010, which were subse-
quently passed by the state legislature in April 2010: 

Changed normal retirement to 65 or rule of 90 
(combination of years of service and age) from 
62 years old, or with 30 years of service at any 
age. Early retirement remained age 55, but this 
comes with a benefit reduction based on actuarial 
calculations.

Increased maximum benefit to 60 percent AFC 
(annual final calculation) from 50 percent AFC, 
with a higher (2 percent, instead of 1.67 percent) 
multiplier upon completion of 20 years of service. 
(For employees within five years of normal 

retirement, maximum benefit increased to 53.34 
percent of AFC from 50 percent maximum, using 
the 1.67 percent multiplier.)

Introduced spousal retiree health care offered on a 
sliding scale based on years of service.

Raised employee contribution to 5 percent from 3.54 
percent for all employees. State committed to fund full 
actuarially required contribution (ARC) after taking 
into account the savings from the changes above. 

Prohibited increases in average final compensation 
above 10 percent per year.

Subsequent Plan Changes
In 2011, the state retirement boards and the Vermont 
Pension Investment Committee (VPIC) adopted a more 
conservative approach for the assumed investment 
return called “select-and-ultimate,” in which rate of 
return forecasts are developed by the systems’ actuary 
using a model that adjusts rates for an initial number 
of years before stabilizing at an ultimate rate.5  More 
frequently used for private plans, a select-and-ultimate 
rate structure can be used to reflect expectations of 
unusually strong or weak returns in the near term, fol-
lowed by a trending to a long-term equilibrium. VSTRS 
as well as the other Vermont plans adopted a uniform 
interest rate assumption based on the application of 
this model, starting with an interest rate of 6.25 percent 
in year one, rising to close to 9 percent, and ultimately 
stabilizing at 7.9 percent.  

Funding Status (see Notes)

Plan Summary Before 2010 Plan Changes After 2010 Plan Changes 

Plan Type Defined Benefit Defined Benefit

Contribution Rates
Employee: 3.54%

Employer: 6.02% (in 2009)1

Employee: 5.0%

Employer: 7.41%

Funding Formula
1.67% x annual final compensation x years of 
service (max. 50% annual final compensation)

2.0 x annual final compensation x  20 or 
more years of service (max. 60% annual final 
compensation after 20 years of service)

Membership
10,123 active, 2,675 inactive, 647 terminated vested, and 7,005 retired members as of June 30, 
2011.2



Future plans 
An unexpected reduction in payroll ($14 million 
between 2009 and 2011) due to cuts in the number 
of teachers has put funding pressure on the VSTRS. 
According to State Treasurer Beth Pearce, “It remains 
to be seen whether this drop in payroll is a trend or an 

anomaly.”  The VSTRS is watching to see whether the 
reduction in active teacher payroll will continue or if 
the school districts will increase hiring. If the decline in 
active teachers continues, contribution levels or ben-
efits may need to be adjusted to accommodate this loss 
in employee contributions. 
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Funding Progress (for dollar values, in millions)6

Year
Actuarial Value  

of Assets
Actuarial  

Accrued Liability UAAL Funded Ratio Covered Payroll ARC

2011 1,486.7 2,331.8 845.1 63.8% 547.7 48,233.0

2010 1,410.4 2,122.2 711.8 66.5% 562.1 41,503.0

2009 1,374.1 2,101.8 727.8 65.4% 561.6 39,617.0

2008 1,605.5 1,985.0 379.5 80.9% 535.8 41,204.1

2007 1,541.9 1,816.7 274.8 84.9% 515.6 38,929.7

2006 1,427.4 1,686.5 259.1 84.6% 499.0 56,627.1

2005 1,354.0 1,492.1 138.1 90.7% 468.9 47,714.3

http://goo.gl/hoFn6

