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Pension Bonds (POBs) may help reduce pension costs

 Concept is to borrow at low interest rates and send funds to PERS;
if returns exceed borrowing rate, jurisdictions save.

 Under federal tax law, POBs must be sold on taxable basis, so
borrowing rates are higher than on capital borrowings.

 Bond funds for all Employers (ERs) are deposited into Side
Accounts (SAs) and invested within PERS fund, with
earnings/losses credited directly.

 SAs are drawn down and provide ‘rate credit’ over 20 years.
Previously, SAs were not always available to cities and counties.

 Over 150 Oregon POBs were issued from 1999-2021 at rates
ranging from 2.45% to 7.06%. Generally positive PERS returns
means most, but not all, have realized savings.

Presenter
Presentation Notes
-
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Now is a good time to borrow
Interest rates are still at historic lows
10 Year Treasury Rates vs. 30 Year Treasury Rates

Note: 30 year Treasury Bonds were not issued between 2002 and 2006.
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POBs are an arbitrage play!

Issuing a POB is not like refinancing your mortgage…

Success from borrowing largely depends on the market returning
more than the cost of the bond.

 If returns > borrowing rate, borrowers should expect to have
lower pension costs than they would otherwise be.

 If returns = borrowing rate, borrowers should expect to break
even.

 If returns < borrowing rate, borrowers would be worse off than
if they had not issued the bonds.

We are currently projecting borrowing rates of 3.50%.
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PERS Investments

OIC is responsible for PERS’ investments; has long
history of strong performance.

50-Year Average
Rates of Return (1970-2020):

Regular account earnings:  10.1%
Tier One Crediting:     9.4%
Variable Crediting: 8.9%
Avg. return on SAs 2004-2015: 8.16%

1-year earnings through 11/30/2021:     20.43% 
* The PERS Board originally credited these accounts at 20%. That allocation was later reduced to 
11.33% to comply with subsequent court decisions and legislative findings.
** Tier Two regular account crediting, based solely on earnings, was 13.74%. However, the PERS 
Board deployed $9 million from the Capital Preservation Reserve and $17 million from the 
Contingency Reserve that was added to Tier Two earnings. As a result, Tier Two was credited with 
a total of 18.31%. The dollars allocated from the reserves were originally withheld from Tier Two 
regular account earnings.
*** After crediting Tier One accounts with the assumed rate of 8%, member attorney fees in the 
Strunk case were deducted by order of the Oregon Supreme Court, resulting in an effective 
crediting rate of 7.97%.
**** Various Target-Date Fund returns.

Year
Earnings 

(%)
Tier 
One

Tier 
Two

Variable 
Account IAP

1970 5.09 5.09 7.47
1971 6.27 6.27 9.47
1972 7.46 7.46 13.87
1973 0.00 0.00 -16.39
1974 0.00 5.50 -18.16
1975 9.19 7.50 18.94
1976 10.38 7.75 18.58
1977 4.79 7.00 -2.62
1978 7.37 7.00 7.03
1979 12.32 11.09 20.40
1980 16.92 13.00 29.94
1981 4.37 7.50 -2.25
1982 15.31 11.50 22.39
1983 18.37 13.00 23.12
1984 7.33 7.50 4.00
1985 21.38 15.00 27.99
1986 22.70 18.37 18.98
1987 9.00 7.50 4.54
1988 16.86 13.50 18.62
1989 19.74 14.50 26.84
1990 -1.53 8.00 -7.84
1991 22.45 15.00 35.05
1992 6.94 8.00 10.54
1993 15.04 12.00 12.65
1994 2.16 8.00 -1.76
1995 20.78 12.50 29.92
1996 24.42 21.00 24.42 21.06
1997 20.42 18.70 20.42 28.87
1998 15.43 14.10 13.63 21.45
1999 24.89 11.33* 21.97 28.83
2000 0.63 8.00 0.54 -3.24
2001 -7.17 8.00 -6.66 -11.19
2002 -8.93 8.00 -8.93 -21.51
2003 23.79 8.00 22.00 34.68
2004 13.80 8.00 13.27 13.00 12.77
2005 13.04 8.00 18.31** 8.29 12.80
2006 15.57 8.00 15.45 15.61 14.98
2007 10.22 7.97*** 9.47 1.75 9.46
2008 -27.18 8.00 -27.18 -43.71 -26.75
2009 19.12 8.00 19.12 37.57 18.47
2010 12.44 8.00 12.44 15.17 12.13
2011 2.21 8.00 2.21 -7.80 2.15
2012 14.29 8.00 14.68 18.43 14.09
2013 15.76 8.00 15.62 25.74 15.59
2014 7.29 7.75 7.24 4.29 7.05
2015 2.21 7.75 1.87 -1.61 1.85
2016 6.9 7.50 7.15 8.76 7.13
2017 15.3 7.50 15.23 26.48 14.72
2018 0.19 7.20 0.23 -10.03 ****
2019 13.32 7.20 13.27 28.80 ****
2020 7.18 7.20 7.18 11.77 ****

Distributions (%)
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Statistically Based Assessment Required

Any district contemplating issuing pension obligation bonds is
required to:

a) Obtain a statistically based assessment from an
independent economic or financial consulting firm
regarding the likelihood that investment returns on bond
proceeds will exceed the interest cost of the bonds under
various market conditions; and

b) Make a report available to the general public that:
(A) Describes the results of the assessment

District participated in contract with ECONorthwest to conduct
this assessment in January.
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ECONorthwest Assessment on POBs

Source: ECONorthwest - Funding OPERS Side Accounts, A Risk vs. Reward Analysis, Modeling Results, January 6, 2022.  
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But there are other risks too…

 Timing of earnings matter; early negative returns are hard to
overcome, and may more than offset later positive returns.

 Rate credits will not be consistent:
 Earnings variability will cause volatility, even if earnings

rate exceeds bond rates.
 SAs cause ‘doubling down’ of investment performance in

Fund.
 Particularly fast or slow growth in payroll relative to 3.40%

assumption can cause increases or decreases.
 If SA builds large surpluses, rate relief may be delayed,

causing potential mismatch with debt service.
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Other Risks (cont’d)

 Unknown future changes to PERS may have negative
consequences.

 Reductions in assumed rate can reduce rate credits, at least
temporarily.

 POBs change ‘soft’ liabilities to hard liabilities.
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Timing Matters
School District A
 Issued twice in 2002 (5.60% TIC) & 2003 (5.73% TIC)
 Total issuance amount: $491,673,897
 Benefit from strong market returns prior to the 2008 great recession

School District B
 Issued twice in 2005 (4.77% TIC) & 2015 (4.15% TIC)
 Total issuance amount:  $142,135,000
 Benefit from low borrowing rate and strong early market returns 

School District C
 Issued once in 2007 (5.67% TIC)
 $41,385,000
 Combined impact of immediate negative market and payroll growth 

trends
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Summary of Results
Actual results through December 31, 2020.

School “A” School “B” School “C”

Bonds Issued 2002 (5.60% TIC)
2003 (5.73% TIC)

2005 (4.77% TIC) 
2015 (4.15% TIC) 2007 (5.67% TIC)

Total Amount Borrowed $491,673,897 $142,135,000 $41,385,000

Number of SAs Funded 
from Bonds 2 2 1

Final SA Amort. Date(s) 12/31/2027
12/31/2027

12/31/2027
12/31/2034 12/31/2027

Remaining Value of 
SA(s) as of 12/31/20 $470,803,426 $95,560,733 $18,975,388

Nominal Savings/(Costs) 
through 12/31/20 $317,153,536 $41,169,988 ($2,625,701)

Additional
Savings/(Costs)
Projected @ 6.90%

$149,679,484 $3,755,279 ($7,552,621)
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Bottom line…

 Those with SAs will have more volatility and less
predictability in payroll rates than those without.

 Volatility is not an indicator of whether ER is better or worse
off with POBs, but it may cause cash flow issues.

 It is prudent for ERs to create reserve accounts to offset
fluctuations.



PIPER SANDLER    |    13

Numerical Analysis
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Parkrose SD – Background Data

Source: Oregon Public Employees Retirement System – System Actuarial Valuation Reports and Employer Actuarial Valuation 
Reports.
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Parkrose SD – Payroll Growth

Source: Oregon Public Employees Retirement System – System Actuarial Valuation Reports and Employer Actuarial Valuation 
Reports.
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Parkrose SD – Historical Rate Credits & Savings

Source: Oregon Public Employees Retirement System – System Actuarial Valuation Reports and Employer Actuarial Valuation 
Reports.
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Parkrose SD – Projected Rate Credits & Savings

Source: Oregon Public Employees Retirement System – System Actuarial Valuation Reports and Employer Actuarial Valuation Reports.

Note: Because PERS changes rates on a fiscal year basis, projected rate credits and savings are projected to match that timing.

(1) Payroll growth projected at 3.40% annually, as assumed by PERS in its actuarial models.  Actual payroll growth may differ from the 
assumption, and any changes in payroll growth rates from the assumption will affect the actual savings or costs realized.

(2) Investment returns projected at 6.90% annually, as assumed by PERS in its actuarial models.  Actual rates of return may differ from the 
assumption, and any changes in investment earnings will affect the actual savings or costs realized. 

(3) In Fiscal Year 2021, ‘Balance July 1’ is actually the balance as of December 31, 2020, and rate credits, investment earnings and debt service 
represent only one half of projected cash flows for that FY 2021.  The ‘Balance June 30’ is as of June 30, 2021, and all rows following 2021 
revert to fiscal year data as marked.
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Parkrose SD – Sensitivity Analysis Summary

Assumes bonds sold at a TIC of 3.50%, leading to significantly
better results than District C (5.67% TIC) even with 2007
performance.
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Parkrose SD – Base Case Scenario

(1) Assumed earnings from the Payoff Date through December 31, 2041.
(2) Preliminary, based on current market conditions. Reflects a True Interest Cost (TIC) of 3.50%.
(3) Estimated present value savings discounted at the TIC on a monthly discounting of side account payments and semiannual discounting of bond payments. Percent savings 
shown at far right are Net PV Savings as a percentage of the payoff amount.
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Parkrose SD – 2002 Scenario

(1) Assumed earnings from the Payoff Date through December 31, 2041.
(2) Preliminary, based on current market conditions. Reflects a True Interest Cost (TIC) of 3.50%.
(3) Estimated present value savings discounted at the TIC on a monthly discounting of side account payments and semiannual discounting of bond payments. Percent savings 
shown at far right are Net PV Savings as a percentage of the payoff amount.



PIPER SANDLER    |    21

Parkrose SD – 2007 Scenario

(1) Assumed earnings from the Payoff Date through December 31, 2041.
(2) Preliminary, based on current market conditions. Reflects a True Interest Cost (TIC) of 3.50%.
(3) Estimated present value savings discounted at the TIC on a monthly discounting of side account payments and semiannual discounting of bond payments. Percent savings 
shown at far right are Net PV Savings as a percentage of the payoff amount.
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Pro forma timeline – SD Pool

 By Feb 15: Notify Piper and bond counsel if want to
proceed with Resolution.

 Feb 23: Nuts and Bolts webinar with Piper and Hawkins
 By Feb 28: Send payoff requests to PERS.
 By March 18: Adopt Resolution/Issue Public Report.
 March-April:  Development of POS, Rating.  Send 

assessment to Treasury. 
 Week of April 11: Structuring/Due Diligence calls
 April 25: Final decision to proceed
 Week of May 9: Bond Sale
 May 31: Closing, funds sent to PERS
 June 1: Payroll rates reduced.
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Questions
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Next Steps

Carol Samuels
(503) 275-8301
Carol.Samuels@psc.com

Lauren MacMillan
(503) 275-8302
Lauren. MacMillan@psc.com

Brendan Watkins
(503) 275-8307
Brendan.Watkins@psc.com

Contact Piper if interested in proceeding.
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Disclosure
Piper Sandler is providing the information contained herein for discussion purposes only in anticipation of being engaged to serve as
underwriter or placement agent on a future transaction and not as a financial advisor or municipal advisor. In providing the information
contained herein, Piper Sandler is not recommending an action to you and the information provided herein is not intended to be and should not
be construed as a “recommendation” or “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934. Piper Sandler is not
acting as an advisor to you and does not owe a fiduciary duty pursuant to Section 15B of the Exchange Act or under any state law to you with
respect to the information and material contained in this communication. As an underwriter or placement agent, Piper Sandler’s primary role is
to purchase or arrange for the placement of securities with a view to distribution in an arm’s-length commercial transaction, is acting for its own
interests and has financial and other interests that differ from your interests. You should discuss any information and material contained in this
communication with any and all internal or external advisors and experts that you deem appropriate before acting on this information or
material.

The information contained herein may include hypothetical interest rates or interest rate savings for a potential refunding. Interest rates used
herein take into consideration conditions in today’s market and other factual information such as credit rating, geographic location and market
sector. Interest rates described herein should not be viewed as rates that Piper Sandler expects to achieve for you should we be selected to act
as your underwriter or placement agent. Information about interest rates and terms for SLGs is based on current publically available information
and treasury or agency rates for open-market escrows are based on current market interest rates for these types of credits and should not be
seen as costs or rates that Piper Sandler could achieve for you should we be selected to act as your underwriter or placement agent. More
particularized information and analysis may be provided after you have engaged Piper Sandler as an underwriter or placement agent or under
certain other exceptions as describe in the Section 15B of the Exchange Act.

Piper Sandler Companies (NYSE: PIPR) is a leading investment bank and institutional securities firm driven to help clients Realize the Power of
Partnership®. Securities brokerage and investment banking services are offered in the U.S. through Piper Sandler & Co., member SIPC and
FINRA; in Europe through Piper Sandler Ltd., authorized and regulated by the U.K. Financial Conduct Authority; and in Hong Kong through Piper
Sandler Hong Kong Ltd., authorized and regulated by the Securities and Futures Commission. Asset management products and services are
offered through separate investment advisory affiliates.

© 2022 Piper Sandler Companies. 800 Nicollet Mall, Minneapolis, Minnesota 55402-7036
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