A Texas-Sized Problem

How Mounting Public Pension Debt
Is Threatening the Lone Star State




State and local governments across Texas owe
at least $67 billion in public pension debt.
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Texas is home to some of the fastest-growing local economies in the country.

Yet pension debt in the state’s largest cities
has quadrupled since 2007.

Municipal Pension Debt: Houston, Dallas, Austin, San Antonio, and Fort Worth
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By their own estimates, the cities of Houston, Austin, Dallas, Fort
Worth, and San Antonio owe $11.4 billion in pension debt.

Cities Owe Between $11.4 Billion and $49.7 Billion in Debt
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However, the problem is likely much worse than
governments admit.



How Did We Get Here?

Long-term mismanagement
Inadequate funding
Risky investments
Overly optimistic rates of return

Complex regulatory structure



Thirteen local pension systems are controlled by the
Texas Legislature, including plans in Houston, Dallas,
Austin, Fort Worth, San Antonio, El Paso, and Galveston.

Fort Worth:

El Paso * Fort Worth Employees’ Plan

* El Paso Police Plan
* [El Paso Firefighters’ Plan

® Dallas
® * Police and Fire Combined Plan
* Police and Fire Supplemental Plan
Austin °®
* Austin Firefighters’ Plan ® Houston . ,
«  Austin Police Plan PY ® * Houston Flre.ﬁghters Plan
* Austin Employees’ Plan * Houston Police Plan

* Houston Municipal Employees’ Plan

San Antonio

Galveston
* San Antonio Fire and Police Plan

* Galveston Employees’ Plan for Police



The thirteen plans under control of the
state legislature account for 56 percent of
Texas’ municipal pension debt.



Dallas, Houston, and Austin owe much more in pension debt than
they earn in revenue, which means they are at risk of not
being able to uphold their promises to workers.

Exhibit 5
Largest Local Governments Exhibit Substantial Variation in Adjusted Net Pension Liability and Cost Burdens
Moody's Adjusted Net Pension Liability FY 15 FY 15
(ANPL) as % of Operating Revenues Contributions Tread Water
FY 2015 ANPL as % as %

Issuer State Rating inbillions —FY2014 ' FY201S I M of Revenues of Revenues @
Chicago IL Bal $34.0 800% NN | 719% 159 [SS————137%
Dallas X Aa3 $76  417% 549% 11% Hmmm— 16%
Phoenix AZ Aal 357 364% Eesmm===l 434% 4% Fm— 21%
Houston > Aa3 $10.0  420% Fe=—— 414% 12% 14%
Los Angeles CA  Aa2 S214  416% [— 407% 15% mm— 14%
Cook County IL A2 $151 311% E— 387% 3% [— 15%
Chicago Public Schools (Cook County) IL B3 $20.0  349% E==——— 379% 12% fe— 16%
Jacksonville FL Aa2 $4.4  320% Eemmm== 369% 18% M 7%
Detroit MI B2 $43  307% 364% 18% Mmm— 16%
Metro. Water Reclamation District of Chicago ~ IL Aa2 $21  248% Eem==l 314% 1% Fme 13%
Clark County SD NV A1 $85  275% Eeme 288% 13% Mmmmm— 14%
Clark County NV Aa1 $5.6  275% = 281% 12% M 13%
Columbus OH Aaa $2.8  224% sl 278% 9% 8%
Austin X Aaa s27  203% ==l 267% 10% M 10%

Source: Moodys Investors Service (2016)



Che New Jork Times

November 20, 2016

Dallas Stares Down a Texas-Sized
Threat of Bankruptcy

“But under its glittering surface, Dallas has a problem that could bring it to its
knees, and that could be an early test of America’s postelection commitment to
safe streets and tax relief: The city’s pension fund for its police officers and
firefighters is near collapse and seeking an immense bailout.”




Dallas’ pension debt doubled between 2013 and 2015.

Dallas Pension Debt: All Plans
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What Are the Consequences?
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In 2015, Houston reported that it held $4.6 billion in pension debt.

Houston Pension Debt: All Plans
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However, Mayor Sylvester Turner has acknowledged that
the actual figure is closer to $7.7 billion.



HOUSTON;-CHRONICLE

December 30, 2016

For the First Time, City Ends
Year with Deficit

“We will not sugar-coat this ongoing trend, which is the reason | have
prioritized pension reform and financial stability through the first year of
my administration,” Turner said in a statement Friday.

“We must have meaningful pension reform...”




The number of public safety personnel has declined by 1.9 percent since 2007.

Public Safety Personnel Versus Expenditures
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Yet Houston’s public safety costs have grown by $475 million. This
increase has been driven by a 55 percent increase in pension costs.



How Cities Can Improve the Financial
Stability of Their Plans

Commit to paying down current pension debt in 30 years or less
Establish responsible funding and investment practices

Adopt systems for new workers that protect public servants and are
simpler and easier to manage



Suggested Changes to the State
Reqgulatory Structure

Allow cities to negotiate benefits and manage plans locally

Set limits on costly benefit elements such as Cost of
Living Adjustments (COLAs) and Deferred Retirement Option
Programs (DROPs)

Set non-negotiable minimum funding requirements for cities



WWW.pensionsecurity.org
www.arnoldfoundation.org
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