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James H. Douglas
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January 19, 2005

Dear Fellow Vermonters:
Vermont’s economy continues its steady improvement. Our focus on jobs is paying off, and this great state now enjoys the lowest unemployment rate in
the nation. In the past year, more Vermonters were working than ever before. Still, there is much to do.
Our primary task is to maintain ﬁscal policies that require state government to live within its means, just like the average Vermont family. We are quite
fortunate that Vermont’s economy is recovering. Despite robust revenues in the General and Education Funds, we face very difﬁcult budget choices for the
coming ﬁscal year. The ﬁscal pressures are largely due to ﬁve systemic challenges:
o

First and foremost, the looming deﬁcit in Vermont’s Medicaid program rightly stands as the biggest challenge of the 2005 legislative session.

o

Secondly, the State’s budget is burdened by continued, large Human Services cost increases. Every sector of the Agency of Human Services is
facing pressures to increase budgets to provide additional services and address increased caseload demand.

o

Rising salary and beneﬁt costs for state workers signiﬁcantly impact the budget.

o

While we have bolstered various internal state accounts, there are other Funds that face existing or future shortfalls (e.g., a reserve account to
fund medical beneﬁts for retired state workers and public school educators).

o

Despite strong General Fund and Education Fund revenues, diminished receipts from other sources (e.g., Federal government support,
Transportation revenues, hunting and ﬁshing licenses, and fees at state parks and historic sites) have put pressure on numerous state programs.

During the last biennium, despite our differences, my Administration and the legislature collaborated to fully replenish our rainy day funds and to fund
responsible, balanced budgets (without increasing Vermont’s tax burden). While we also passed a wide variety of important legislation, we were unable
to reach agreement to reform Vermont’s Medicaid system.
I look forward to working with the General Assembly to pass a budget that is ﬁscally sustainable, funds essential government services, and addresses the
unsustainability of the current Medicaid system. I stand ready to ﬁnd common ground on a responsible ﬁscal course.
Sincerely,

James H. Douglas
Governor

FISCAL YEAR 2005 BUDGET ADJUSTMENT
Revenue Projections
The January 14, 2005 consensus forecast of $981.3 million for State of Vermont FY 2005 General Fund revenues, represents a $31.3
million increase from the July 2004 consensus estimate of $950.0 million at the start of the 2005 ﬁscal year.
Both the Transportation Fund and the Education Fund experienced slight adjustments as a result of the January 2005 consensus forecast.
The FY 2005 Transportation Fund projection was reduced by $0.6 million, while the Education Fund projection was increased by $3.3
million. The following chart shows how the expectations for FY 2005 have been revised over the past 12 months.
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FY 2005 Appropriation Adjustments
The 2005 budget adjustment that the Governor is submitting to the Legislature reﬂects General Fund appropriation increases totaling
approximately $32.9 million. These upward adjustments are composed mainly of Human Services needs. The largest expense is an
increased appropriation to the Health Access Trust Fund to cover higher than expected FY 2005 Medicaid costs. There are also increased
appropriations for the Vermont State Hospital, increased childcare subsidies and higher costs in the Department of Corrections. The
Administration also recommends transfers from the General Fund totaling $36.7 million, the largest of which dedicates $20 million to help
fund the FY 2006 shortfall in the Health Access Trust Fund. Collectively, the Human Services pressures consume most of the available
revenue increases since the Legislature originally passed the FY2005 budget.
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This represents the non-property tax revenues, which in FY 2005 make up 13% of the total Education Fund. Property taxes comprise 64%; the transfer
from the General Fund constitutes 22%; and other sources contribute 1%.
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Governor’s FY 2005 Budget Adjustment
Appropriations and Transfers
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Governor Douglas recommends lesser adjustments to the current ﬁscal year budget for Transportation and Education Funds. One major
Transportation Fund adjustment is to correct a technical error in the 2004 Transportation appropriation, which directed surplus FY 2004
revenues to certain projects in conﬂict with the legislative intent to allow unspent FY 2004 Transportation Funds to carry into FY 2005.
The detailed listing of recommended budget adjustment appropriations appears on pages 12-13.
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FISCAL YEAR 2006:
The latest revenue forecast approved by the Vermont Emergency Board (January 14, 2005) raised projected FY 2006 revenues from the
previous forecast made six months earlier. The latest forecast increases projected General Fund revenues in ﬁscal year 2006 by $37.8
million. Unfortunately, the FY 2006 Transportation Fund revenue projection was decreased by $1.0 million. Forecasts for certain tax
revenues dedicated to the Education Fund were increased by $3.9 million for FY 2006. The consensus forecast warns that there is still
downside risk that these targets might not be reached. Looking ahead to FY 2007, the Consensus Revenue Forecast projects a $31.4
million increase which, if realized, will require even more difﬁcult trade-offs than in this proposed budget.
The Governor’s FY 2006 budget offers a responsible approach to the signiﬁcant ﬁscal challenges currently facing Vermont. Through
selective program reductions and limited incremental investments, the Governor presents a thoughtful blueprint to live within our means and
position the Vermont economy for continued prosperity. As such, spending growth (FY 2005 adjusted to FY 2006) is proposed at 1.4% for
the General Fund, and –0.5% for the Transportation Fund and 2.5% across all funds.
Adhering to the Governor’s spending plan will allow state government to balance the 2006 budget without exacerbating the tax burden
borne by individuals and businesses. This budget maintains a fully replenished General Fund Stabilization Reserve and also leaves the
Transportation Fund and Education Fund reserves full, while providing much needed property tax relief to Vermonters.

Fiscal Year 2006 Revenue Forecasts
$ Millions
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January 14, 2005
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This represents the non-property tax revenues, which in FY 2005 make up 13% of the total Education Fund. Property taxes comprise 64%; the transfer
from the General Fund constitutes 22%; and other sources contribute 1%.
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Highlights of Governor Douglas’s Fiscal Year 2006 Proposals
Health
Medicaid
As the Governor has frequently noted, Vermont’s Medicaid program struggles under the weight of four main pressures:
• Medicaid has witnessed signiﬁcant inﬂationary cost increases over the past several years due to increased participants, increased
utilization and increased cost of services.
• Vermont has a very generous program, which was expanded to include those who do not qualify for traditional Medicaid.
• The Federal Government support for the program continues to decline due to an increase in Vermont’s per capita personal income
relative to the national average.
• Other revenues, dedicated to Medicaid, have failed to increase at the same rate as Medicaid costs.
Beginning with FY 2002, the Legislature consolidated state revenues that support the Medicaid program into a single fund called the Health
Access Trust Fund. Unfortunately, the spiraling growth in Medicaid expenses has put this program and its Trust Fund on an unsustainable
course.
As can be seen in the following table, revenues deposited into the Fund are not growing at rates that will support expenditures. Hence,
without action, the Trust Fund will become insolvent in FY 2006. Left unresolved, the cumulative deﬁcit will balloon to over $280 million in
the FY 2008 budget, which will be considered by the next Legislature in just two years.
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Within days of his ﬁrst inauguration, the Governor proposed changes to initiate the difﬁcult process of ensuring the sustainability of the
Health Access Trust Fund. He proposed a reform package that asked for greater cost sharing by participants through a deductible program
tiered to income. The Legislature instead elected to change the co-pay system to a premium plan but without addressing the fundamental
fact that expenditure growth is spiraling upward at a rate that outpaces revenues. Enacting the Governor’s modest proposals two years
ago would have begun the reform process and helped to avoid the larger changes Vermont now faces. Nonetheless, the Administration
successfully established the ﬁrst multi-state prescription drug pool for Medicaid to reduce the cost of drugs and is likely to achieve a
Medicaid waiver with the Federal Government to refocus our services for the aged and individuals with disabilities to home-based care,
giving seniors the choice they desire, while at the same time increasing the quality of care and reducing costs. To address the FY 2006
deﬁcit, the Administration is proposing a three-pronged strategy focused speciﬁcally on this problem. The Administration’s recommended
solutions (which are detailed in a separate document) include:
1. Changes to the programs that increase participant contributions and limit program expense. Rather than proposing large broad scale
cuts to the program, the Administration recommends many smaller cuts and adjustments.
2. Redirecting the Property Transfer Tax from the General Fund to the Health Access Trust Fund (for a net gain of $10 million to the
Medicaid program) and using $20 million of surplus FY 2005 revenues to address the short-term problems while more intermediateterm solutions are implemented.
3. Negotiating a global budget commitment from the Federal Government, which provides an attractive revenue stream and greater
program ﬂexibility.
Chronic Care
The Governor plans to expand the Chronic Care initiative, which is designed to address the needs of Vermonters facing debilitating medical
conditions. While chronic diseases are among the most prevalent and costly, they are also among the most preventable. The system as it
now stands cannot do the job needed to provide the best care for people with chronic conditions. This program was developed to improve
the ability of both the public and the providers to prevent chronic disease and to control it effectively when it occurs. Some highlights are:








Self-Management: To enable Vermonters with chronic conditions to be effective managers of their own health.
Provider Education: To train physicians in use of the Chronic Care Model.
Healthful Communities: For community grants for active living resources.
Health Information System: To develop a chronic care information system and patient registry to support the prevention, treatment
and management of individual and population based care.
Health Care Systems: To integrate the Chronic Care Model into the health care management and payment systems to give it an
institutional base for continuing.
Infrastructure & Administration: To provide program evaluation and development.
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The Governor’s budget also includes funding for the Fit and Healthy Kids initiative. This is not only an investment in children, but will also
serve as preventive action against the long-term health risks and costs associated with obesity.
Mental Health Services
The Administration has proposed a 7.5% General Fund increase to Community Mental Health providers to cover inﬂationary increases and
increased caseload. It has also budgeted additional General Fund dollars to replace the federal funds lost from the FY04 base due to the
decline in the federal participation rate.
Vermont State Hospital
Inpatient services at Vermont State Hospital (VSH) are for involuntary emergency examinations and commitments in which adults have
become dangerous to themselves or others, or for psychiatric evaluations of competency to stand trial in criminal cases. VSH regained
certiﬁcation by the Center for Medicare and Medicaid Services (CMS) in November 2004. This re-established Medicaid funding, but
unfortunately, because VSH is solely for the treatment of mental disease, CMS has begun a two-year process of phasing out all support.
Vermont is one of the last states to which this policy has been applied. The Governor and Legislature will be reviewing the soon to be
completed Designated Agency Sustainability and VSH Future studies to decide what must be done to provide the necessary services in a
ﬁnancially sustainable way. In the meantime, the Governor is recommending an increase in the General Fund appropriation.
DETER (Drug Education, Treatment, Enforcement and Rehabilitation)
Vermont is not immune from the individual misery and social distress that accompanies substance abuse. Vermont continues its threepronged approach of drug interdiction to constrain the ﬂow of drugs, treatment and support for those who are combating addiction, and
education and counseling of our children to help them avoid becoming involved in substance abuse. This budget includes resources for ten
additional substance abuse counselors in our schools, and also adds four more recovery centers, to bring the statewide total to ten.

The Environment
Clean and Clear Statewide Action Plan
Administered by the Agencies of Agriculture and Natural Resources, Clean and Clear is the Governor’s program to improve and protect
water quality in the Lake Champlain basin (encompassing all or part of 11 Vermont counties) as well as other Vermont lakes, rivers and
streams. Proposed funding for FY 2006 includes $9.2 million of state operating funds and capital investments. This is an increase in
overall state support of 20% from last year. In addition, we anticipate $7.5 million of Federal funds to support the state’s efforts.
Department of Fish and Wildlife
The Governor is recommending further funding from the General Fund to help offset lower hunting and angling license revenues.
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Economic Development
Economic Development and Job Creation has been a priority for the Governor, and this commitment continues in FY 2006, the ﬁrst year of
his second term.
In FY 2004, Act 67 added $105 million through VEDA for an economic development, jobs, and agricultural loan program. This program
continues to be available to businesses and agriculture in FY 2006.
For FY 2005, the Governor’s Jobs Initiative added over $1 million for business recruitment and retention, broadband and telecommunication
improvements, increased job training and added support for Regional Development Councils (RDC’s). In addition, the FY 2005 Budget
Adjustment Proposal includes an increase of $300,000 for the Vermont Training Program.
In FY 2006, the Governor is recommending additional funding to the Agency of Commerce and Community Development to further invest
in training Vermonters for 21st century job opportunities through a $500,000 increase in the Vermont Training Program. There is also an
additional $150,000 for RDC’s to expand our support of their vital role in economic development in Vermont.
Department of Employment and Training
The department has traditionally received virtually all its funding from the Federal Government and little from Vermont taxpayers. Changing
federal priorities and demands on the national budget have meant federal funding of major employment and training programs has not been
increased or adjusted for inﬂation for several years. Rather, the funding has been reduced through decreased appropriations, or
rescissions, or has remained static. Faced with this reality and continually rising overhead costs, the Department of Employment and
Training (DET) will need to utilize contingency funds to balance FY 2005. For FY 2006, the department will implement a new delivery
system that will be both more cost effective and more responsive to the evolving employment market.
The new delivery system will utilize technology, such as Vermont Job Link, an Internet-based job matching and information system, and
the expertise of DET staff. The new strategy envisions expanded access by deploying staff strategically around the state. Their role will be
to determine employer needs, identify Vermonters who can meet those needs and work to ensure that appropriate skill-based training
opportunities are made available. To support this model, the department will consolidate its 12 ofﬁces into six fully staffed regional career
centers located in Bennington, Rutland, Springﬁeld, Barre, St. Johnsbury and Burlington. Staff from the six centers will visit and provide
services to various towns on a scheduled basis, and will also work directly with area employers to identify needs and understand the
industries they serve. The Department will also expand its outreach to the many diverse service providers to address the challenges of
Vermont’s economy and to help Vermonters gain economic independence.
Reorganization: Department of Labor
The Administration proposes the merger of the Department of Labor & Industry and the Department of Employment & Training into
a new Department of Labor to strengthen the services both departments now provide to both employees and employers. The new
department will create one administrative umbrella for labor issues from unemployment compensation and work force training to workers’
compensation and workplace safety.
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The streamlined department will have a Commissioner responsible for overall operations, assisted by a Deputy Commissioner, responsible
for administrative support and oversight of compliance functions. Three Directors will each be responsible for a specialized department
including Insurance and Wages, Workforce Development, and Workers’ Compensation and Safety.
The new department will provide a better service delivery model for employers and individuals, and will, in the long-term, provide for a strong
organizational structure and better efﬁciencies.
In order to provide improved training and greater attention to ﬁre safety needs, the Administration has established a Fire Safety Division
within the Department of Public Safety. This Fire Safety Division includes Assistant Fire Marshals formerly from the Department of Labor
and Industry. After this change, it was clear that the remaining responsibilities of the Department of Labor and Industry would be best
situated merged with the Department of Employment and Training in a new Department of Labor.

Protection
Public Safety
In his FY 2006 budget, the Governor has included support to retain ten (10) trooper positions, which had lost federal funding under
the Federal Corridor (Special Trafﬁc Enforcement) program. Since coming to ofﬁce, the Governor has supported funding for these ten
positions, plus another 26 trooper positions, which had previously been held vacant.
Corrections
In recent years, the Governor has recommended substantial expenditure increases to improve the capacity and quality of its correctional
system. To address a growing prisoner population, the state opened the Southern State Correctional Facility, housing approximately 360
inmates in Springﬁeld. The addition of this facility and the new out-of-state prisoner housing contract were undertaken to reduce prison
overcrowding. During the past year, the steady increase in Vermont’s total prisoner population slowed largely due to a reduction in the
number of pre-trial detainees.
Major increases in the FY 06 Governor’s Recommend include: $2.1 million to cover annualization of prior year pay increases, related payroll
taxes, health insurance, $2.0 million for increases for inmate healthcare, mental health services, food and utility costs; funds to cover some
loss of federal grants; and $1.6 million for increased out-of-state caseload costs over the initial FY 2005 ﬁgures.
In response to the recent study on prison overcrowding, the Governor is recommending:



A second work camp for minimum-security prisoners similar to the current facility in St. Johnsbury.



Doubling the number of transitional housing beds available around the state. This common sense step will enable the Corrections
Department to help offenders who have completed their sentences, but are unable to leave jail due to a lack of transitional housing,
to reintegrate into society. The vacated prison beds will in turn be available to reduce reliance on out-of-state facilities.
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Increased support for vital substance abuse treatment and job skill development.



The launch of a pilot program using global positioning satellite (GPS) technology to enhance community supervision of a small
group of DUI felony offenders, who would otherwise be incarcerated.

Military
Fiscal year 2006 funding for the Military Department includes: (1) $56,317 to restore the Tuition Grant Program to the statutory maximum of
$200,000; (2) $15,000 for veterans medals; (3) $40,000 to continue assistance for survivors of casualties in the war on terrorism; (4)
$42,815 for the Disabled & Needy Veterans Fund; and (5) $10,000 to fund the Governor’s Veterans Advisory Council.
Fire Service
The Governor is again recommending an appropriation of $50,000 to add to the ﬁreﬁghters death beneﬁt fund. In the FY 2006 capital
budget, the Governor recommends $225,000 for the Vermont Fire Service Training Academy to begin the design and development of their
much needed emergency service training classrooms to ensure that Vermont’s ﬁreﬁghters are well trained to meet the emergencies to which
they respond on a daily basis.

Education
Higher Education
The University of Vermont, the Vermont State Colleges System, and the Vermont Student Assistance Corporation will each receive a 3%
increase in the Governor’s ﬁscal year 2006 budget.
K-12 Public Schools
One of the largest increases in the Governor’s proposed budget is a $10 million increase in the General Fund transfer to the Education
Fund. The total Education Fund transfer is the largest single General Fund appropriation, representing more than one quarter of general
state spending. In the last biennium, Act 68 replaced Act 60, Vermont’s prior education funding system. Among other things, the new law
repealed the “sharing pool,” differentiated between homestead and non-residential properties, and lowered property tax rates.
Property Taxes
Act 68 brought property tax relief to Vermonters in FY 2005. Due to this change in the education ﬁnance law, as well as higher than
anticipated property value growth, the Governor recommended, and the Legislature approved, a 5-cent reduction (per $100 valuation) in
property tax rates to all individual and business property owners in the state.
The Governor recommends a further 3-cent reduction for FY 2006. This results in a total reduction of 8 cents from the statutory property tax
rates. In the coming months, if the Education Fund surplus allows, the Governor will advocate for additional property tax relief through a
further rate reduction.
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Transportation
The Agency of Transportation (AOT) is actively working to assure continued progress on major roadway programs such as the Bennington
Bypass, the reconstruction of US Route 7, and, as soon as practical, the Circumferential Highway. In its FY 2006 budget proposal, the
Administration again advocates for continued strong support of paving projects for the state highway system. Investments in vital Interstate
and State Highway bridges will increase over 15%. One of the Governor’s priorities, the Missisquoi Bay Bridge, is expected to be completed
in FY 2007. The Administration again strongly recommends that the Legislature appropriate $750,000 to the Town Highway Emergency
Fund, to assist our local communities in the event of natural disasters that do not qualify for Federal Emergency Assistance.
FY 2005
Paving
$32.9 m
Paving
Bridges
$49.9 m
Interstate/State Hwy Bridges
$29.0 m
Town Hwy Bridges
$20.9
m
Interstate/State
Hwy
Town Hwy (all)
$54.7 m
Town Hwy Bridges
Town Hwy (all)

FY 2005
FY 2006
$40.0 $32.9
m
m
$54.5 m
$49.9
m
$33.5 m
$21.0 $29.0
m
m
$55.5 m
$20.9 m
$54.7 m

% FY 2006
+21.6 $40.0
%
m
+9.0 %
$54.5
m
+15.5 %
+0.1 $33.5
%
m
+1.6 %
$21.0 m
$55.5 m

%
+21.6 %
+9.0 %
+15.5 %
+0.1 %
+1.6 %

AOT is also restructuring its operations and administration functions with a goal of increasing efﬁciency and decreasing costs.
In this budget, as in prior budgets, the Governor will continue efforts to decrease reliance by other parts of state government on the
Transportation Fund. The percentage of Transportation Fund resources diverted to non-transportation purposes (under the JTOC statute),
which was 24.5% in FY 2001, has been reduced to 18.5% in the Governor’s FY 2006 budget. Governor Douglas proposes further
decreasing this burden on the Transportation Fund to 17.5% in FY 2007.
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State Funds—Federal Funds Comparison
The following charts proﬁle the amount of federal funds as part of the total funding available to major governmental functions. They
demonstrate the dependence of important state functions on federal funds. From FY 1999 through FY 2005, federal funding support
to Vermont State government has increased from approximately $701.7 million to $1,098.0 million—an increase of +56%. Much of
this growth occurred in Medicaid funded programs in the Agency of Human Services.
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Retirement Systems: Funding Update
As speciﬁed in 32 VSA §311, the following reports on the ﬁnancial integrity of the State employees’ and teachers’ retirement systems.
Contribution Levels
As a result of the June 30, 2004 actuarial valuation, the State Employees’ Retirement Board of Trustees recommended that during FY 2006
the state contribute 4.49% of payroll, estimated administrative expenses, and $2,500,953 to liquidate a portion of the unfunded accrued
liability. The resulting annual contribution for FY 2006 is $38,214,704. The Governor’s recommendation of a contribution of 9.9% of covered
payroll provides full funding of the Board’s recommendation. An annual reconciliation of estimated and actual administrative expenses for
the VSERS has been instituted and was performed for the FY 2004 plan year, completed last summer. The ﬁrst reconciliation proved that
$3.6 million had been over-contributed to the VSERS for administrative expenses during FY2004 and, in cooperation with the Treasurer’s
Ofﬁce, the estimate of administrative expenses for the FY 2006 budget has been adjusted for that over-contribution.
The recommended funding for the State Teachers’ Retirement System, as determined by the State Teachers’ Retirement Board’s actuary, is
$49,923,599. The Governor’s recommendation provides for a general fund contribution of $24,446,282. While less than the Teachers’ Board
request, the Administration’s proposed contribution does represent a 19.6% ($4,000,000) increase from the prior year, the ﬁrst increase in a
Governor’s recommendation in ﬁve years, and the largest such increase in thirteen years. In addition, at the end of the last (FY 2004) ﬁscal
year, the Governor and the legislature agreed to contribute an additional $4,000,000 to the Teachers’ Retirement Fund.

Funding Levels
Based on Governmental Accounting Standards Board Reporting Requirement Number 25 (GASB 25), the funded ratios for the State
Employees’ and Teachers’ Retirement Funds for the period ending June 30, 2004 are 97.6% and 90.2% respectively. The funded ratios
under the old GASB 5 methodology for the State Employees’ and Teachers’ Retirement Funds for the period ending June 30, 2004 are
100.6% and 87.0% respectively.
The Administration is working with the Treasurer, the Legislative Joint Fiscal Ofﬁce and the Actuary to determine whether there exists
a clearer measure of retirement system funding progress, since both the GASB 5 and GASB 25 methodologies have strengths and
shortcomings.
Given the current health of the retirement systems, the Governor’s recommendations are consistent with the preservation of their overall
ﬁnancial integrity. The proposed funding levels are not expected to have an adverse impact on the long-term ﬁnancial health of the
respective plans.
Conclusion
The Governor is pleased to propose a budget which includes full funding for the State Employees’ Retirement Plan, and the ﬁrst increase
in the recommended contribution to the Teachers’ Plan in ﬁve years. As it did at the end of the last ﬁscal year, the Governor will again
recommend that the Teachers’ Retirement Plan receive an allocation of available surplus year-end revenues.
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