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March 25, 2019 
 

Testimony before the Senate Committee on State Affairs: SB 957 
 
Madame Chair and Members of the Committee— 
 
My name is James Quintero and I represent the Texas Public Policy Foundation, a free-market research 
institute based in Austin, Texas. Thank you for taking the time today to discuss Senate Bill 957, a bill to 
require municipalities to seek voter approval of pension obligation bonds issued in an amount that 
exceeds $50 million. I am here to testify in support of the bill.  
 
Pension obligation bonds (POBs) are a type of financial instrument used by some state and local 
governments to fund part or all of a plan’s unfunded liability through borrowing. Proceeds from the 
issuance of the bond are invested, through the pension fund, with the intent of realizing higher investment 
returns than otherwise possible using only contributions. As one might imagine, there is a certain degree 
of risk associated with using these instruments.  
 
In a January 2015 article, the Government Finance Officers Association cautioned the following of POBs:  
 

• The invested POB proceeds might fail to earn more than the interest rate owed over the term of 
the bonds, leading to increased overall liabilities for the governmental entity; 

• POBs are complex instruments that carry considerable risk. POB structures may incorporate the 
use of guaranteed investment contracts, swaps, or derivatives, which must be intensively 
scrutinized as these embedded products can introduce counterparty risk, credit risk, and interest 
rate risk;  

• Issuing taxable debt to fund the pension liability increased the jurisdiction’s bonded debt burden 
and potentially uses up debt capacity that could be used for other purposes. In addition, taxable 
debt is typically issued without call options or with “make-whole” calls, which can make it more 
difficult and costly to refund or restructure than traditional tax-exempt debt;  

• POBs are frequently structured in a manner that defers the principal payments or extends 
repayment over a period longer than the actual amortization period thereby increasing the 
sponsor’s overall costs; and  

• Rating agencies may not view the proposed issuance of POBs as credit positive, particularly if the 
issuance is not part of a more comprehensive plan to address pension funding shortfalls. 

 
Similar concerns were expressed by Moody’s Investor Services who, in a December 2012 article, asserted 
that: “…pension bonds are often a red flag associated with greater rigidity of long term obligations, 
failure to find sustainable solutions to pension funding and a pattern of pushing costs off into the future. 
For this reason, most pension bonds have, at best, a neutral impact on our overall assessment of an issuers 
credit quality.”  
 
In Texas, concerns about POBs are even more pointed because they can be issued without voter approval. 
 
Currently, POBs are the only type of general obligation bond allowed to be issued without an election, 
meaning that governments can expose the public to tremendous financial risk without allowing them a 
voice in the process first.  
 
Since these instruments were created in the early 2000s, Texas’ local governments have accumulated a 
substantial amount of POB debt. In 2017, a Pension Review Board report suggested that POB debt had 
grown to more than $1.2 billion. 
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Source: Pension Review Board, 2017 Guide to Public Retirement Systems in Texas 

 
Voters need to be included in this conversation, especially since taxpayers could be obligated for full 
repayment in the event that the bonds fail to perform as expected. For this reason, the Foundation 
supports the passage of SB 957. 
 
Thank you for your time. I look forward to answering any questions that you may have.  


