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March 16, 2015!
 
 
 
The Honorable Shap Smith, Speaker of the House 
The Honorable John Campbell, President Pro Tempore of the Senate 
State House 
115 State Street 
Montpelier, VT    05633 
 
 
Dear Speaker Smith and President Pro Tempore Campbell, 
!!
We’re writing with concern about the current budget situation and with a 
proposal for a possible solution. 
 
As has been stated repeatedly this session, Vermont has a structural budget 
problem. But, this is not a simple mismatch between revenue and appropriations 
that can be fixed with budget cuts. In fact, budget cuts do not necessarily 
eliminate costs and often create other fiscal problems.  
 
The General Fund transfer to the Education Fund is a case in point. When the 
Legislature cut the transfer, it didn't reduce the cost of education; it merely 
shifted the cost to the property tax.  
 
Medicaid is another example. Reducing payments to Medicaid providers does not 
reduce the cost of the services delivered by doctors and hospitals and other 
providers, but shifts the costs not covered by the state reimbursements to other 
payers—those with private health insurance or who pay for health care out of 
pocket. Gov. Peter Shumlin acknowledged this Medicaid cost shift when he 
proposed a 0.7 percent payroll tax, which would allow Vermont to start paying 
reimbursements that are closer to the real cost of the services being provided.  
 
One structural budget problem the state faces is that its overall tax system is 
regressive. While Vermont does have a progressive income tax, which is 
projected to perform better than the other major General Fund taxes next year as 
it has in the past, the wealthiest Vermonters still contribute a smaller share of 
their income overall to pay for schools, roads, prisons, and child protection 
services than do middle- and lower-income Vermonters. That becomes a greater 
problem for revenue growth as more and more of the income of the state goes to 
those at the top, which has been the trend in Vermont, and the rest of the country, 
for more than 30 years. 
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The focus this session has been on the projected $113 million gap in the General Fund budget for 
fiscal 2016. But the $1.4 billion General Fund accounts for only a quarter of the state's annual 
spending, and it is necessary to look at the entire budget to understand another major structural 
problem: health care. 
 
The $5.6 billion budget the governor proposed for fiscal 2016 represents an increase of $283 
million over fiscal 2010 after adjusting for inflation. Within that total budget, health care-related 
spending will be up $367 million. That means spending for all of the rest of state government 
will have declined by $84 million.  
 
Rapidly rising health care costs have been a problem for years, and Vermont took a big step 
toward addressing the problem when it created the Green Mountain Care Board with authority to 
regulate health care costs. But we can't continue to cut everything else state government is 
obligated to do while we wait for the growth in health care costs to come down to a sustainable 
level. 
 
What the Legislature can do now: 
 
1. Adopt the administration’s 0.7 percent health care payroll tax. 
The governor has proposed a 0.7 percent payroll tax to raise the revenue the state needs to 
increase its payments to hospitals, doctors, and other health care providers.  Meanwhile, the 
Green Mountain Care Board is making progress in slowing the growth of health care costs 
through regulation and redesign of the system for paying for health services. Both of these steps 
can begin to take the pressure off the rest of state government. 
 
2. Refrain from making additional cuts to state services. 
Cuts over the past decade or more have already undermined the state’s ability to competently 
deliver the services that Vermonters need and want. The failure to raise sufficient General Fund 
revenue to support these services has shifted costs onto the property tax and pushed up health 
insurance premiums. The recession has driven up demand for public services, and much of that 
demand continues. Nevertheless, for everything but health care-related services, the governor has 
proposed to spend less in fiscal 2016 than the state spent in inflation-adjusted dollars in fiscal 
2010. 
 
3. Eliminate income tax breaks and lower tax rates. 
Many Vermonters may be surprised to learn that the state has had the second fastest growing 
economy in New England since the bottom of the recession in June 2009. Despite the 
comparatively strong economic growth, state revenues are growing more slowly than they were 
before the recession. 
 
Vermont is one of six states in the country that still uses federal taxable income rather than 
adjusted gross income as the base for the state income tax.  That means our top marginal rate is 
higher than necessary to raise the needed revenue.  Additionally, tax breaks that primarily benefit 
upper-income taxpayers are undermining the progressivity and performance of the state’s tax 
system.  The state can lower marginal rates, increase revenue, and improve the progressivity of 
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the tax system by eliminating itemized deductions and replacing personal exemptions with a 
refundable tax credit. 
 
As the attached Public Assets Institute analysis based on projected fiscal 2016 budget gap data 
from JFO shows, taking these steps will allow the Legislature to balance the budget while 
lowering income tax rates and make progress on addressing the structural problems that create 
budget gaps year after year. 
 
We hope you will consider this approach to balancing the state budget this year and help 
Vermont to be a state that works for all of its residents into the future. 
%

Sincerely,%

%

One$Vermont$Steering$Committee$
$

Paul$A.$Cillo,%President%
Public%Assets%Institute%

 
Andrea Cohen, Executive Director 
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Joel Cook, Executive Director  
VT-NEA 
 
Karen Lafayette, Legislative Advocate 
Vermont Low Income Advocacy Council (VLIAC) 
 
Ed Paquin, Executive Director 
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Sheila Reed, Associate Director 
Voices for Vermont’s Children 
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Cc:%% The%Honorable%Peter%Shumlin,%Governor%

The%Honorable%Phil%Scott,%Lt.%Governor%

Members%of%the%General%Assembly%

%
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Vermont’s elected leaders face another projected budget gap as they work to fund state services for 
¿VFDO�������7KH\�EODPH�WKH�JDS�RQ�VWUXFWXUDO�SUREOHPV��D�PLVPDWFK�EHWZHHQ�WKH�JURZWK�LQ�UHYHQXHV�
DQG�WKH�JURZWK�LQ�VSHQGLQJ��7KH�SUHYDLOLQJ�UHVSRQVH�KDV�EHHQ�PRUH�EXGJHW�FXWV��ZKLFK�LV�PRVWO\�KRZ�
WKH\¶YH�DGGUHVVHG�EXGJHW�JDSV�IRU�WKH�SDVW�GHFDGH�

%XW�FXWWLQJ�WKH�EXGJHW�\HDU�DIWHU�\HDU�GRHV�QRW�DGGUHVV�WKH�XQGHUO\LQJ�FDXVHV��,W�VLPSO\�VKLIWV�FRVWV²
RQWR�SURSHUW\�WD[HV�RU�KHDOWK�LQVXUDQFH�SUHPLXPV��IRU�H[DPSOH²DQG�OHDYHV�PRUH�DQG�PRUH�9HUPRQWHUV�
ZLWKRXW�QHHGHG�VWDWH�VHUYLFHV��%XW�WKHUH�DUH�WZR�WKLQJV�WKH�/HJLVODWXUH�FDQ�GR�WKLV�\HDU�ERWK�WR�FORVH�WKH�
SURMHFWHG�EXGJHW�JDS�DQG�EHJLQ�WR�DGGUHVV�WKH�XQGHUO\LQJ�VWUXFWXUDO�SUREOHPV�

1. Adopt the governor’s payroll tax
7KH�JRYHUQRU¶V�SURSRVHG�����SHUFHQW�SD\UROO�WD[�ZRXOG�EHJLQ�WR�FUHDWH�D�UDWLRQDO�ZD\�WR�SD\�IRU�KHDOWK�
care for the increasing number of Vermonters who rely on the state rather than private insurance 
FRYHUDJH��7KLV�ZLOO�UHGXFH�WKH�XSZDUG�SUHVVXUH�RQ�WKH�SURSHUW\�WD[�DQG�SULYDWH�KHDOWK�LQVXUDQFH�
SUHPLXPV�DQG�VWHP�WKH�FRQWLQXLQJ�FXWV�WR�VWDWH�VHUYLFHV��

2. Reform income taxes
Vermont is one of six states in the country that uses federal taxable income rather than adjusted gross 
LQFRPH�DV�WKH�EDVH�IRU�WKH�VWDWH�LQFRPH�WD[��%HFDXVH�WKLV�EDVH�LV�ORZHU��WKH�VWDWH�PXVW�VHW�LWV�WRS�
PDUJLQDO�UDWH�KLJKHU�WKDQ�QHFHVVDU\�WR�UDLVH�WKH�QHHGHG�UHYHQXHV��$GGLWLRQDOO\��WD[�EUHDNV�WKDW�SULPDULO\�
EHQH¿W�XSSHU�LQFRPH�WD[SD\HUV�XQIDLUO\�EXUGHQ�ORZHU�LQFRPH�WD[SD\HUV��ZKLOH�DOVR�UHGXFLQJ�WKH�DPRXQW�
WKH�HQWLUH�WD[�V\VWHP�UDLVHV��7KH�VWDWH�FDQ�ORZHU�PDUJLQDO�UDWHV��LQFUHDVH�UHYHQXH��DQG�LPSURYH�WKH�
progressivity of the tax system by eliminating itemized deductions and replacing personal exemptions 
ZLWK�D�UHIXQGDEOH�WD[�FUHGLW�

How to Close the Budget Gap—Fiscal 2016 and Beyond

Effect of change by income group
Lowest 20% Second 20% Middle 20% Fourth 20% Next 15% Next 4% Top 1%

,QFRPH�5DQJH �����N ���N�±���N ���N�±���N ���N�±����N ����N������N ����N�±����N ����N�
$YHUDJH�,QFRPH ������� ������� ������� ������� �������� �������� ����������
&KDQJH��DYHUDJH�WD[ ±����� ±����� ±���� ������ ������ �������� ��������
&KDQJH����RI�LQFRPH ����� ����� ����� ����� ����� ����� �����

7KLV�UHIRUP�XVHV�IHGHUDO�DGMXVWHG�JURVV�LQFRPH�WR�FDOFXODWH�9HUPRQW�WD[DEOH�LQFRPH��UHSODFLQJ�LWHPL]HG
GHGXFWLRQV�ZLWK�D�KLJKHU�VWDQGDUG�GHGXFWLRQ�DQG�FRQYHUWLQJ�SHUVRQDO�H[HPSWLRQV�WR�D�UHIXQGDEOH�FUHGLW��%RWK�WKH�VWDQGDUG�GHGXFWLRQ
DQG�WKH�SHUVRQDO�H[HPSWLRQ�FUHGLW�SKDVH�RXW�DW�KLJKHU�LQFRPHV��$OO�LQFRPH�IRU�¿OHUV�RI����������RU�PRUH�LV�WD[HG�DW�WKH�WRS�UDWH�

 
Additional revenue:

$80 millionIncome tax: Eliminate itemized deductions and lower tax rates

The Institute on Taxation and Economic 
Policy (www.itep.org) in Washington, 
D.C., prepared the analysis and revenue 
estimate of the tax reform plan for Public 
Assets Institute. The revenue projection 
and estimated tax effects for taxpayers in 
various income brackets are for calendar 
year 2015.
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7KH�3XEOLF�$VVHWV�,QVWLWXWH�VXSSRUWV�GHPRFUDF\�E\�KHOSLQJ�9HUPRQWHUV�
understand and keep informed about how their government is raising and 
VSHQGLQJ�PRQH\�DQG�XVLQJ�RWKHU�SXEOLF�DVVHWV�

32�%R[������0RQWSHOLHU��9HUPRQW���������_����������������_��SXEOLFDVVHWV�RUJ

Vermont Can Balance the Budget 
without More Cuts to State Services
)<�����*HQHUDO�)XQG�%XGJHW�*DS�$QDO\VLV��LQ�PLOOLRQV��

,QLWLDO�)<�����JDS�SURMHFWLRQ �������� ��������
5HYHQXH�GRZQJUDGH��-DQXDU\������5HYHQXH�)RUHFDVW� �������� ��������
TOTAL GAP ($113.21) ($113.21)

$QWLFLSDWHG�)<�����VXUSOXV ������ ������
3URSRVHG�QHZ�UHYHQXH��GHWDLOV�EHORZ� ������� ��������
3URSRVHG�EXGJHW�FXWV��GHWDLOV�EHORZ� ������� ������
(Gap)/Surplus after new revenue and budget cuts ($16.60)� $3.15 

PROPOSED NEW REVENUE DETAILS
*29 21(�97

(OLPLQDWH�VWDWH�LQFRPH�WD[�GHGXFWLRQ�IRU�VWDWH�
income taxes

������� LQFO��
below

3RUWLRQ�RI������SD\UROO�WD[��WR�FRYHU�0HGLFDLG�
FDVHORDG�LQFUHDVH�

������� �������

Miscellaneous fees and revenue ������ ������

2QH�WLPH�WUDQVIHUV

3URSHUW\�WUDQVIHU�WD[ ������ ������

5DLQ\�'D\�)XQG ������ ������

2WKHU�RQH�WLPH�WUDQVIHUV�DQG�UHYHUVLRQV ������ ������

,QFRPH�WD[�UHIRUP��/RZHU�UDWHV�HOLPLQDWH�LWHP�
ized deductions

������ �������

Total new revenue $49.86 $114.36 

PROPOSED BUDGET CUTS DETAILS
*29 21(�97

(GXFDWLRQ�)XQG�FXWV�XVHG�WR�UHGXFH�*HQHUDO�)XQG

Current Use ������ ������

Community High School of Vermont ������ ������

/RWWHU\�UHYHQXH�XVHG�WR�IXQG�9HWHUDQV¶�+RPH ������ ������

Cuts other than human services

Current Use ������ ������

/LEUDULHV��-XGLFLDU\��1DWXUDO�5HVRXUFHV�%RDUG��HWF� ������ ������

Miscellaneous ������ ������

/DERU�UHGXFWLRQV

$FURVV�WKH�ERDUG�VDYLQJV��WR�EH�GHWHUPLQHG� ������� ������

Human Services

/,+($3��5HDFK�8S��JHQHUDO�DVVLVWDQFH��/HJDO�
$LG��HWF��

������� ������

2IIVHW�UHGXFWLRQV�LQ�IHGHUDO�IXQGV ������ ������

Total budget cuts $44.75 $0.00

�������E\�3XEOLF�$VVHWV�,QVWLWXWH��
7KLV�UHVHDUFK�ZDV�IXQGHG�LQ�SDUW�E\�WKH�$QQLH�(��
&DVH\�)RXQGDWLRQ��:H�WKDQN�WKHP�IRU�WKHLU�VXSSRUW�EXW�
DFNQRZOHGJH�WKDW�WKH�¿QGLQJV�SUHVHQWHG�LQ�WKLV�UHSRUW�DUH�
WKRVH�RI�WKH�3XEOLF�$VVHWV�,QVWLWXWH�DQG�GR�QRW�QHFHVVDULO\�
UHÀHFW�WKH�RSLQLRQV�RI�WKH�)RXQGDWLRQ��

Governor’s 
Proposal

One
Vermont

Proposal �

�� 'DWD�VRXUFH�IRU�JRYHUQRU¶V�EXGJHW�JDS�SURSRVDO�LV�D�-RLQW�)LVFDO�
2I¿FH�GRFXPHQW�GDWHG�)HEUXDU\�����������KWWS���ZZZ�OHJ�VWDWH�YW�XV�
MIR�DSSURSULDWLRQV�I\B�����0DMRU���&RPSRQHQWV���RI���*RY¶V���
���0���*DS���&ORVH�SGI

�� 3XEOLF�$VVHWV�,QVWLWXWH�LV�D�PHPEHU�RI�WKH�2QH�9HUPRQW�FRDOLWLRQ�DQG�
SUHSDUHG�WKLV�DQDO\VLV�IRU�WKH�FRDOLWLRQ��RQHYW�RUJ��

�� 5HYHQXH�SURMHFWLRQV�IRU�¿VFDO������ZHUH�ORZHUHG�D�ZHHN�DIWHU�
WKH�JRYHUQRU�SUHVHQWHG�KLV�EXGJHW�UHFRPPHQGDWLRQV�LQ�-DQXDU\��7KH�
administration and legislative committees are working to close the 
UHPDLQLQJ�JDS�

3$,�,%����


