Treasurer’s Comments and Recommendations on the Government
Operations Proposed Pension Governance Changes
(Preliminary Review)
1. The replacement of VPIC and the adoption of the Vermont Retirement Commission
(VRC) model is not recommended at this time. VPIC structure is showing results.
Study by an independent consultant is recommended.
2. The Treasurer’s Office concurs that a statute change should be made to require
completion of an experience study every 3 years (currently 5 years).
3. While all other actuarial assumptions should continue to be set by the Boards of
Trustees, setting of the rate of return assumption should be under the authority of
Vermont Pension Investment Committee (VPIC).
4. While extensive training opportunities exist and have been effectively utilized for
both the Trustee Boards and VPIC, statutes should be updated to require that the
boards/committees implement a comprehensive education policy. This is more
about codifying what is already taking place.
5. While the VPIC and Trustee Board financial information is extensively available on
the Treasurer’s Office webpage, specifying required reporting in statute would be
beneficial.
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1. The replacement of VPIC and the adoption of the Vermont Retirement
Commission (VRC) model is not recommended at this time.

• Let’s take the time to get it right-- Given the importance of governance and its link to
performance, action should be deferred until a full independent study is completed.
• VPIC unanimously voted to pursue a governance study with an independent
consulting firm that has governance expertise in the public fund space.
• Treasurer’s Office supports an independent VPIC with an appointed chair rather than
a commission chaired by the Treasurer.
• Areas of Concern:
• Commission Size
• Commission composition
• Chair appointment
• Decision-making
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Investment Commission/Committee Size Considerations
• Vanguard Survey 2017:
• “Committees of six to nine members are large enough for diversity yet small enough for all
to provide meaningful contributions and still achieve acceptable decision speed.” (1)
• 63% of investment committees have five to eight members.
• VPIC original structure had 17 members which proved to be unwieldly. Based on a 2007
consultant report, membership revised to committee of six and an appointed chair.
• GFOA Best Practice: Governance of Public Employee Postretirement Benefits Systems–
“The post-retirement benefit system’s board of trustees should be neither so large as to be
unwieldy nor so small that it runs the risk of not being able to get a quorum to make
decisions. Optimal board size is between seven and 13 members, depending on the size and
complexity of the system.”
•

Maryland Governance Study (2018): Consultant recommended reducing size of the State
Retirement and pension System Trustee Board.
• Board was considered too large at 15 members with a recommendation to reduce to 11
members.
• Recommended reduction of Investment Committee to 9 members.
• Report noted that “trustees expressed numerous concerns about the size of the
Investment Committee as being too big and unwieldly.”(2)

•

Center for Retirement Research at Boston College. (3)

“While the ideal board size can vary depending on the complexity of the system, most governance
experts recommend 6-10 members, as it allows for stakeholder representation, but is small enough
to function efficiently.”

(1)

Vanguard, Paul M. Bosse, CFA; Douglas M. Grim, CFA; Frank Chism, CFA, CAIA, “Duty, Opportunity, Mastery: Investment committee best practices”, 2017

(2)

(2)Maryland Department of Legislative Services, “State Retirement and Pension System- Study of the Board of Trustees”, 2019

(3)

Jean-Pierre Aubry and Caroline V. Crawford, “Does Public Pension Board Composition Impact Returns?”, Updated November 2019
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Investment Commission/Committee Composition
• An investment committee needs to be appropriately sized and balanced.
• What may work in one state, may not work in another.
• GFOA Best Practice: Governance of Public Employee Postretirement Benefits
Systems:
“Board Composition – Any board that operates effectively includes members who
have a mix of skills, competencies, and behaviors, including leadership, teamwork,
communication, planning and organizational abilities, and knowledge of sound
decision-making principles. A successful board actively pursues and makes use of
these skills and behaviors. Board composition should reflect the varied interests of
those responsible for funding the plan and should include plan participants and
retirees, citizens of the governmental unit, and officers of the plan sponsor, as well
as independent directors. This assures balanced deliberations and decision
making.”

• Three member trustees out of total of 15 members may be disproportionately
low.
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Committee Chairperson
• Need strong and effective leadership. Independent, expert and compensated
board chair – no term limits.
• Chair should not be an elected official.
• Treasurer should be a member but not the chairperson.
• VPIC model has demonstrated that a strong, independent chair produces
results.

Other Considerations, Decision-Making
• Duties and responsibilities of VRC and Investment Committee and approval
process.
• What should be delegated ?
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VPIC Governance Consultant:
• VPIC created in 2005.
• Section 10 of Act 50 of 2005:
•

“On or before January 15, 2008, the state treasurer shall submit a report to the general
assembly, prepared by a qualified independent party and approved by the three retirement
boards, which evaluates the effectiveness of having the Vermont pension investment committee
manage the funds of the State Teachers' Retirement System of Vermont, the Vermont State
Employees' Retirement System, and the Vermont Municipal Employees' Retirement System
according to the provisions of this act, along with any recommendations for revising statutes,
rules, or policies. The independent party shall seek input from the three retirement boards and
other directly affected groups in preparing the report.”

• Report completed by Gordon L. Clark and Ashby H. B. Monk, University of Oxford and
Harvard Law School. Statutory changes were subsequently enacted.
• The same care and consideration in employing a pension governance consultant should be
taken at this time.
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2.

Experience Studies

• Pension funding (assets, liabilities, and funding status) is measured by an Independent
Actuary through an annual valuation.
• Valuation is completed based on a series of actuarial assumptions.
• Actuarial assumptions are projections of future events that affect the cost and
funding condition of a pension plan (source: National Association of State Retirement
Administrators).
• Economic
• Demographic
• Experience
• Reviewed by the Board of Trustees.
• Board recommendation made to the Governor for the funding of the plan by
November 1st.
• Assumptions are reset through an experience study, to be completed, per statute, at least
every five years.
• Full experience studies completed for 2002, 2007, 2011, 2015, 2020.
• Partial experience study completed in 2017.
• Current practice is consistent with national trends per NASRA “According to a 2016 survey
of NASRA members, most systems must conduct an actuarial valuation on an annual basis.
Time periods required to produce an actuarial experience study vary, with five-years the
most frequently cited period among those systems who responded.”
• Treasurer’s Office supports more frequent issuance of experience studies- 3 years.
8

3.

Setting the Assumed Rate of Return

• The proposal states changes to the assumed rate of return (ARR) and actuarial
assumptions shall be made by the VRC.
• The Treasurer’s Office agrees that setting the ARR should be under the authority of
an investment body although proposed language would seem to suggest that all
assumptions are under the purview of VRC.
• While economic assumptions (ARR, inflation,) may be appropriate to an investment
body (VRC or VPIC), other assumptions are specific to the retirement systems’
demographic makeup and that review process should continue to rest with the
Trustee Boards.
• The Treasurer’s Office supports the recommendation that the investment body
should make decisions on the ARR, it agrees that the Trustee Boards should have a
vehicle for input.
• The Treasurer’s Office believes that the appropriate investment body is VPIC.
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4.

Training and Education - Trustee Boards/VPIC

• Trustee Boards are affiliated with national organizations that provide
training and educational opportunities.
• National Association of State Retirement Administrators (NASRA)
• National Conference on Public Employee Retirement Systems
(NCPERS)
• National Council on Teacher Retirement (NCTR)
• The Treasurer recommends that each Board statute be amended to
provide for a formal education policy.
• VPIC education policy is included in Appendix A and should be
codified by reference in VPIC enabling statute.
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5.

While the VPIC and Trustee Board financial information
is extensively available on the Treasurer’s Office webpage,
specifying required reporting in statute would be beneficial.
• See Appendix B for a display of full range of pension and investment data
already available to the General Assembly, members of the system, and the
general public.
• Treasurer’s Office is currently adding reports relating to VPIC fees to the
webpage.

11

Appendices - Supplemental Information
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Appendix A
VPIC Education Policy
https://www.vermonttreasurer.gov/sites/treasurer/files/VPIC/PDF/2019/Operating%20Policies_Amended20190625.pdf
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VPIC Education Policy (cont.)
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VPIC Education Policy (cont.)
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VPIC Education Policy (cont.)
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Appendix B
Extensive Resources Available for General Assembly, members of
the Retirement Systems and the Public

• Annual Report (contains all legislative reporting)
• Treasurer Website
• Reports to General Assembly and committees have been submitted on an
ongoing basis to provide information on funding status, history and identify
upward pressures on unfunded liability.
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Annual Report
Trustee Board and Retirement Division
Activity
Pension actuarial history and funding
status
OPEB actuarial history and funding status
Actuarial balances
Fund statement w/balance sheet
Reports available from FY2010 to present

https://www.vermonttreasurer.gov/content/reports/annualreports
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These reports are available on the Treasurer's Website.
VSERS sample displayed; same pages exist for VSTRS and
VMERS.
Teacher Website also includes historical studies on
impact of underfunding.
Site Links:
https://www.vermonttreasurer.gov/content/retirement
/state/financial
https://www.vermonttreasurer.gov/content/retirement
/teacher/financial-reports
https://www.vermonttreasurer.gov/content/retirement
/vmers/financial-reports
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https://www.vermonttreasurer.gov/content/pension-funds/proxy-voting
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These reports are available on the Treasurer's
Website. VSERS sample displayed; same pages
exist for VSTRS and VMERS.
Teacher Website also includes historical studies
on impact of underfunding.
Site Links:
https://www.vermonttreasurer.gov/content/retir
ement/state/financial
https://www.vermonttreasurer.gov/content/retir
ement/teacher/financial-reports
https://www.vermonttreasurer.gov/content/retir
ement/vmers/financial-reports
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Detailed spreadsheets of all VPIC Holdings on a
quarterly basis since June 2009
https://www.vermonttreasurer.gov/content/pension
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The Governmental Accounting Standards Board issued new
pension accounting standards, effective FY2014. The
Treasurer’s Office provided training for local governments
relative to reporting requirements. The impacts of the
GASB changes were also included in presentations to
House Government Operations and House Appropriations
Committees in 2013 and 2014.
This site provides an aid to reviewing the full GASB reports
on the Treasurer’s Website.
This information is provided on the State’s Website:
https://www.vermonttreasurer.gov/content/retirement/ga
sb
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Vermont was the first
State to establish a
disclosure Website
adhering to the National
Association of Auditors
Comptrollers and
Treasurers (NASACT) ten
best practices for State
Government Voluntary
Interim Financial
Reporting, including a
section on pensions and
OPEBS

https://www.vermonttreasurer.gov/content/cash/disclaimer/financialtransparency
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Sample of Reports to the General Assembly
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2017 report was resented to business
community (Roundtable) as well as legislators
and employee groups in attendance and is
available on Treasurer Website. The 2018 report
was an update for the General Assembly.
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From 2017 Report
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From 2018 Report
(highlight added)
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Part of a full day presentation on pension issues. Also posted to Treasurer's Website
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In addition to various charts on
pension funding status and
historical funding, presentations
included an overview of upward
pressures on the pension systems.
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Sample Fee Reports to be Added to Treasurer’s Website
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