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The top 30 PERS employers have 67% of total PERS payroll. Excluding State Agencies
(with 27%), the top 29 have 40% of payroll, while the remaining 764 employers have 33%.

Based on Moody’s rating reports or else audited financial statements, the group of 29 have
annual operating revenues in excess of $10 billion and nearly $3 billion in cash balances
(28% of revenue in total), and strong average credit ratings of AaZ2.

Cash balances are important factors in Moody’s credit ratings because they represent the
paramount liquid resource available to fund unforeseen contingencies as well as likely future
liabilities.

For cities and counties, Moody’s expects cash balances to be between 10% and 25% of
revenues for the Aa categories. Lower cash balances are expected for school districts
(having more predictable cash inflows and outflows than municipalities) and higher balances
are expected for universities and other entities without significant tax revenues that rely
instead on revenues from tuition, grants & gifts, patient care or user fees.

Simply taking a portion of the $3 billion in cash balances would be detrimental for several
reasons: it would reduce reserves against future liabilities and contingent risks; it would
undermine confidence that the remaining balances would be available and not taken in the
future; and it would significantly undercut incentives and support for building future balances
(including fundraising for the universities).

On the other hand, since these same strong financial entities are also major holders of
PERS liability, there may be a way to optimize or harmonize the use of these balances, a
large portion of which can be expected to be held in perpetuity to maintain credit strength.

For example, the State could issue Notes (backed by its full faith and credit) equal to 25% of
each PERS Employer’s cash balances. They would hold these State Notes instead of other
deposits or investments, swapping out 25% of their cash.

The State Notes could bear interest at some appropriate rate but not have a maturity date
(somewhat analogous to British Consols). Instead, a PERS Employer could get cash back
from its State Note only if required to meet a financial contingency that would otherwise
impact its ability to pay debt service—that is, the same event that would cause it to draw
down on its cash reserves.

The State Notes could create an ongoing financing pool of approximately $750 million. This
in turn could be used to match new “side account” contributions of PERS employers, above
the required PERS contributions (from equity, not debt). This would incentivize them to
apply any surplus funds to the PERS UAL rather than other uses, multiplying the impact.

While the State Notes are a form of borrowing, it might be superior to a general pension
bond issue since they would be internal to the publicly-held balance sheets of Oregon that
also hold the PERS liability.
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