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On September 28, 2012, the Oregon Public Employees Retirement System (“PERS”) Board approved a 45%
net contribution rate increase for the 2013-15 biennium, potentially impacting the repayment ability of
PERS employers across the state, including most Oregon municipal bond issuers. Rates were increased to
reduce the $16 billion unfunded actuarial liability, which has been primarily attributed to investment losses
in 2008. While the level of increase is signiﬁcant, what many ﬁnd surprising, and perhaps more relevant,
is the variance of contribution rates and pension liability funding status amongst employers participating
in PERS. What has not been conveyed in the news reports is that several PERS employers do not face
extraordinary contribution rates, and there is a signiﬁcant difference in the funding level of pensions within
Oregon. This rate variance has increased in signiﬁcance as a factor in the analysis of municipal issuers for
the Aquila Tax-Free Trust of Oregon.
Individual employer contribution rates vary based upon a variety of factors, but are primarily inﬂuenced by
an employer’s funded status and side account utilization. Rates also vary by actuarial pool, which includes
separate pools for school districts, the State and Local Government Rate Pool (“SLGRP”) and independent
(non-pooled) employers. To illustrate the impact of the 2013-15 rate increase and the varied rate structure of
PERS, ﬁve employers were selected, including two small non-rated cities, two school districts and a relatively
large highly-rated city. Comparison criteria consisting of a variety of economic and demographic metrics
was collected based upon a variety of characteristics, outlined below, to provide an analytical framework for
comparison of employers on a relative basis.
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A Tale of Two Cities
We included two small cities, the Cities of Heppner and Condon, in this analysis to demonstrate the
signiﬁcant difference in rates amongst two seemingly similar entities. Both cities have a similar budget
size, payroll, number of employees and populations of approximately 1,000 residents. However, their PERS
contribution rates are very different. The City of Heppner has a PERS contribution rate for 2012-13 of 0.59%
compared to City of Condon’s contribution rate of 27.70%. The primary reason for this wide disparity is a
signiﬁcant unfunded pension liability of $527,538 that the City of Condon is carrying, relative to the City of
Heppner, which is overfunded by $165,793. PERS balances are driven by a variety of factors including when
the employer joined PERS, the level of returns experienced by PERS and the amount of contributions made
by the employer. What is most striking in this case is the change in rates between the two employers, with
the City of Heppner facing a 532% increase in contribution rates relative to an 11% increase in rate for the
City of Condon. Although 532% is a huge rate increase, Heppner’s contribution rates remain low relative
to their peers at 3.73% of payroll. The similarity of the two entities on the surface compared to the stark
difference after reviewing their retirement funds is a telling example of how two seemingly similar entities
can harbor surprisingly different pension liabilities.
Nevertheless, while Condon may face a contribution rate that seems overwhelming, its payroll consumes a
lower percentage of budget resources than Heppner. PERS rates are applied against an employer’s valuation
payroll, which is the portion of the employer’s payroll that includes those employees participating in
PERS, since not all employees are eligible to participate. In the case of Condon, while they may have a high
contribution rate at 27.7%, the eligible payroll is approximately 4% of budgeted resources, resulting in an
estimated impact of 1.1% of Condon’s budgeted resources.
Two Different Schools of Thought
The PERS school district pool has the highest system-wide contribution rate. For this reason, we conducted
another comparison of two school districts, Lincoln School District and Willamina School District. Both
districts are moderately sized and contribute to the same PERS school district pool. Lincoln School District
has a contribution rate of 0.59% of payroll while Willamina contributes at a rate of 16.14%. What is notable is
that Lincoln School District’s contribution rates did not increase for the 2013-2015 period, while Willamina
School District’s rates increased by over 40%. The primary difference in this case is the funding level of
Lincoln School District’s side account; however, a side account does not come without costs. In this case
Lincoln School District has approximately $40 million of outstanding pension obligation bonds which have
resulted in the District having an overfunded PERS account balance of $23.65 million. When analyzing
PERS rates it is essential to also consider any related liabilities and the associated debt service that may
be lowering those balances. Another form of pension relief many PERS employers use is a PERS reserve
fund. However, reserve funds are typically less stable than side accounts since the PERS accounts are held
by PERS while reserve funds could potentially be leveraged or re-appropriated to other purposes, such as
operations.
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Credit Quality
The City of Lake Oswego is one of very few entities to have received the highest credit rating of AAA from
both Moody’s and Standard and Poor’s, based upon its unenhanced underlying credit. However, the city has
a higher PERS contribution rate than both the non-rated City of Heppner and the AA3 rated Lincoln School
District. While pensions are not the prime determinant of credit worthiness, it should not be assumed that
highly rated entities will have lower pension obligations than lower or non-rated entities. In their most
recent reports, neither Moody’s nor Standard & Poor’s commented on Lake Oswego’s unfunded pension
liability of $27.9 million. While the excellent credit quality of the city is not in question, it should be noted
that national credit rating agencies are not a substitute for local credit research familiar with Oregon issuers
and Oregon’s speciﬁc pension issues.
Conclusion
In recent years, government pension funding has received increased attention from investors and the
ﬁnancial press as the signiﬁcance of local pension liabilities have increased due to dwindling investment
returns and declining revenue sources. For many local governments across the country, unfunded pension
liabilities remain a signiﬁcant issue in addition to debt obligations. While certain conclusions can be drawn
from PERS information when it is distributed, further investigation is required to understand the potential
impact to a speciﬁc issuer. Although the PERS system is underfunded, many Oregon local governments
are not overburdened by pension liabilities and in some cases have overfunded PERS accounts. For PERS
employers with signiﬁcant unfunded pension liabilities, credit research and due diligence can put pension
liabilities into context to determine the extent to which the employer is impaired, which on an overall basis
varies greatly from employer to employer. Nevertheless, high proﬁle pension concerns and the complexities
and nuances of PERS heighten the importance of local credit analysis and selective portfolio management.

Timothy Iltz
Vice President, Municipal Bond Analyst
Kirkpatrick Pettis Captial Management

Kirkpatrick Pettis Capital Management is the sub-advisor to the Aquila Tax-Free Trust of Oregon, one of the Aquila Group of Funds. Before investing in any of the Aquila Group of Funds, carefully read about and consider the
investment objectives, risks, charges, expenses and other information found in the prospectus. The prospectus
is available from your financial professional, and when you call 800-437-1020, or visit www.aquilafunds.
com.

NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE | NOT NCUA INSURED
Aquila Distributors, Inc. | 800-437-1020 | www.aquilafunds.com

