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Rating Agency Comments on Reserves:
•

“Vermont's conservative fiscal management and healthy financial reserves are important
strengths for the state”
-Moody’s Investor Service, Credit Opinion, State of Vermont, August 10, 2017.

•

The Aaa rating reflects Vermont's strong financial management, which features conservative
fiscal policies, consistent governance, and a proven commitment to maintaining healthy reserve
balance….The stable outlook reflects the state's proven ability to continue operating on a
balanced basis and maintaining a solid rainy day fund balance regardless of economic cycles.
The outlook also anticipates slow progress toward achieving stronger funding of the state's
pension liabilities.”
-Moody’s Investor Service, Credit Opinion, State of Vermont, September 23, 2015.

•

“Although we do not envision it at this time, given Vermont's history of proactively managing
the state budget and recent actions to address retirement liabilities, substantial deterioration of
budget reserves or a deteriorating liability position could negatively pressure the rating.”
-S&P, Ratings Direct Vermont; General Obligation, August 11, 2017.

•

Outlook: The stable outlook reflects Vermont's slower-than-average economic recovery, which
continues to pressure the budget, in our view. In addition, pension and OPEB liabilities remain
high relative to those of state peers. We believe that Vermont has a very strong budget
management framework and should this lead to improved reserve levels in the future, a higher
rating could be warranted. In addition, we believe that there has been progress in increasing
pension contributions and the state has taken certain actions to begin to address OPEB liability.
A demonstrated improvement in the pension and OPEB liability position could also translate to a
higher rating. Although we do not envision it at this time, given Vermont's history of proactively
managing its budget and recent actions to address retirement liabilities, substantial
deterioration of budget reserves, or a deteriorating liability position could negatively pressure
the rating.
-S&P, Ratings Vermont; General Obligation, September 22, 2015.

•

“For the education fund, the enacted fiscal 2018 budget includes draws on unallocated balances
from prior years as well as on the budget stabilization reserve to fund a shift in the teachers'

pension normal cost to the education fund from the general fund. The budget stabilization
reserve balance is budgeted to decline to approximately $25 million, or 3.6% of revenues. … The
governor also intends to recommend in his fiscal 2019 executive budget that the education fund
budget stabilization reserve be restored to its 5% statutory maximum.”
-Fitch Ratings, August 11, 2017

•

This past year, Moody’s published a report, “Stress-Testing States”, and looked at a number of
scenarios in a hypothetical recessionary downturn and noted that “in order to weather the next
recession without having to resort to potentially disruptive fiscal measures, an average state
would need to have more than 10% of its budget put away in reserve”, and noted Vermont’s mix
of revenues and spending would likely require more. As Moody’s noted, they are not projecting
the timing or severity of a recession but did note that downturns are an inevitable part of the
business cycle. Vermont needs to be prepared.

•

From Pew report: 1
o "According to the credit rating agency specialists that Pew interviewed, withdrawals
from reserves are unlikely to result in a downgrade as long as they are made in response
to broader economic and fiscal conditions, such as an economic downturn that shrinks
revenue."….
o "On the other hand, the rating agencies advise policymakers against making arbitrary
withdrawals from rainy day funds or using reserves to address a longstanding structural
budget gap-the difference between the revenue collected and what is available to cover
increasing costs."…
o "Further, Pew researchers found that making withdrawals from reserves during periods
of growth may be viewed as a credit negative by the rating agencies…"

Rating Agency Comments on Government and Process:
•

Vermont's exceptionally strong gap-closing capacity derives from institutional and statutory
mechanisms, and a demonstrated ability to prudently manage through economic downturns.
Official revenue forecasts are updated at minimum twice a year through the Emergency Board, a
consensus process involving the administration and legislature.
-Fitch Ratings, August 11, 2017

1

Pew Charitable Trusts, “Rainy Day Funds and State Credit Ratings”, May 2017

•

Vermont's governance is a key strength. The state's financial management has demonstrated
its ability to adjust its budget to revenue shortfalls. The state has run consistent surpluses in
spite of lackluster revenue growth in some years and increasing pension contributions.
-Moody’s Investor Service, Credit Opinion, State of Vermont, August 10, 2017.

•

GOVERNANCE: We consider Vermont's fiscal management to be strong. It utilizes consensus
forecasting for estimating revenues, has increased the frequency of its forecasting during
economic downturns, and passes on-time budgets. The state's willingness to continue allocating
money to its rainy day funds also reflects well on management.
-

•

S&P Global Ratings considers Vermont's financial management practices strong under its
financial management assessment methodology, indicating financial practices are strong, well
embedded, and likely sustainable.
-S&P, Ratings Direct Vermont; General Obligation, August 11, 2017

•

CONSERVATIVE FINANCIAL MANAGEMENT: Vermont's strong fiscal management practices
anchor the state's credit quality and offset risks posed by its relatively narrow economy. The
state's revenue stream is diverse and estimates are updated at least twice a year. The state
takes timely action to maintain balance, and budget stabilization reserves have been maintained
at statutory maximum levels despite periods of declining revenue.
-Fitch Ratings, September 23, 2015.

•

Although Vermont's revenues are subject to economic volatility, we expect the state to adjust
well to economic cycles thanks to a comprehensive consensus planning regime as well as a firm
commitment to a sound fiscal position.
-Moody’s Investor Service, Credit Opinion, State of Vermont, September 23, 2015.

.

(Vermont)
Moody’s Credit review August 2017:

Credit Strengths
» Strong fiscal management leading to surpluses most years
» Good progress on funding pension liabilities
» Modest debt burden
Credit Challenges
» Above-average net pension liability
» Aging population and work force
» Slow economic and revenue growth
Rating Outlook
The stable outlook reflects the state's proven ability to balance its budget in a variety of operating
environments. Having grown fund balance and liquidity substantially in the past few years, Vermont is
financially well-positioned for the future.
Factors that Could Lead to an Upgrade
» Not applicable
Factors that Could Lead to a Downgrade
» Reversal of recent progress toward better funding of pension liabilities
» Reversal of historical track record of running budget surpluses even in bad years
» Protracted population loss, aging of population, and/or shrinkage of workforce leading to poor
revenue trends and difficulty servicing liabilities.
Other Comments:
Finances and Liquidity: Vermont's conservative fiscal management and healthy financial reserves are
important strengths for the state.
Pensions and OPEB

Vermont is an above-average pension state, and its net pension liability paired with its aging population
remains the biggest credit weakness at the Aaa level. Nonetheless, Vermont's pension situation is
nothing out of the ordinary for the New England region. Several neighboring states face similar pension
challenges reflecting the demographic dynamics of an aging population and work force.

A few positives about Vermont's pension burden are important to note.First, Vermont is aggressively
funding its net pension liability, and has adopted several measures (such as lowering the assumed rate
of return) to assure it remains on track to full funding by 2037.
As a proxy to measure whether a state's net pension liabilities are generally on track to grow or shrink,
we look at the contribution it would need to make to “tread water” (meaning to keep net pension
liabilities unchanged assuming all actuarial assumptions are met), and compare that to its actual
contribution. Vermont's actual contributions are more than its tread water contribution, reflecting its
path toward improving funded ratios over the coming years. This cannot be said about all states, and
Vermont's pension contributions put it in a much better position than some of the states with the
biggest pension problems.

Governance
Vermont's governance is a key strength. The state's financial management has demonstrated its ability
to adjust its budget to revenue shortfalls. The state has run consistent surpluses in spite of lackluster
revenue growth in some years and increasing pension contributions.

