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The Issue

Absent approval from the Texas Legislature,
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Over the years, more than one dozen local retirement systems have successfully petitioned the Legislature to
codity certain aspects of their pension plans in state law, including provisions related to “contribution rates,
benefit levels and the composition of their board of trustees.” By establishing their plan provisions in state

statute, these select systems have erected a major political barrier to local oversight and control.

Overview of Local Retirement Systems Under State Governance
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Combined, unfunded pension liabilities for
these 13 state-governed systems, with more
than 50,000 active members, amount to $8.7

* Funded ratios in black denote systems that are below the 80% threshold, signifying a plan that may be considered actuarially unsound.

Source: Texas Bond Review Board

billion or $171,155 owed per active member. That is more than a $1 billion increase since June 2015s estimate of nearly $7.5 billion.

Among the plans, 4 of the 13 systems had unfunded liabilities in excess of $1 billion, while 6 of the systems’ future pension debt
was greater than $500 million. The Dallas Police & Fire Pension System—Combined has accumulated the highest total amount of

unfunded liabilities at $2.1 billion.
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What's more, nine of the 13 systems have funded ratios that are below 80%. It is generally presumed that “a ratio below 80% may
indicate a pension plan is not fiscally healthy;” according to the Texas Comptroller. However, even the 80% ratio is forgiving; only a
ratio of 100% or more would reflect a fully-funded plan. None of the state’s protected plans have funded ratios of 100% or more.

Another measure of a plan’s financial health—and the one favored by the Pension Review Board (PRB)—is the amortization
period. Yet, looking at that measurement, almost two-thirds of Texas’ state-governed systems still show the need for improvement.
Whereas the PRB recommends that a plan’s amortization period remain below 25 years, seven of the 13 systems ingrained in
state statute have amortization periods outside this guideline. Even the PRB’s “maximum” recommended guideline of 40 years is
exceeded by two systems: the Dallas Police & Fire Pension System—Combined (infinite) and the Fort Worth Employees’ Retire-
ment Fund (55.7 years).

In the absence of local control, the health and sustainability of some of Texas’ largest local retirement systems have come into
question. For this reason, it is critical that the Legislature move to restore local control of local retirement systems that are cur-
rently governed by state law. Policymakers should restore management and authority over these systems back to the community
of their origin, so that stakeholders can implement necessary changes and ensure these systems’ long-term viability and recovery.

The Facts

» More than one dozen local retirement systems in Texas have ingrained aspects of their plans in state law;, including benefit lev-
els, contribution rates, and the composition of their boards of trustees.

o In the absence of local control, the soundness and sustainability of these pension plans have come into question.

« Unfunded liabilities among these 13 state-governed plans totals $8.7 billion or $171,155 owed per active member.

Recommendation

The Legislature should restore local control of local retirement systems under state governance to allow for greater community
oversight.

Resources

Restoring Local Control of State-Governed Pension Plans by James Quintero, Texas Public Policy Foundation (June 2016).

“A Solution to Our Public Pension Problem” by Vance Ginn and James Quintero, Forbes (May 2,2016).
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