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The US Public Pension Landscape:  
Patterns of Funding, Correlation and Risk 
  

As state and local governments across the country grapple with the rising cost of defined 
benefit pensions, we set out over the last year to systematically evaluate the ability of these 
governments to control annual pension spending, adjust benefit levels and manage pension 
assets.  This research leverages our  large pension database, including more than 14,000 
pension plans mapped to approximately 8,000 local governments.  In this report we 
introduce new classifications of public pension plans as a way to categorize the wide diversity 
of funding and benefit schemes.  We also discuss the  various patterns on a state by state 
basis, types of control and, ultimately, the relative credit risks that pension plans create for 
state and local governments. 

Among Moody’s key findings: 

» The degree of control over pension costs, funding and exposure can vary widely for local 
governments within a given state, and also from one state to the next.   

» Pension plans create correlation risk among local governments through exposure to 
financial markets and asset  performance; exposure to equities in particular   has 
increased over the past decades.  Local governments that participate in a single cost-
sharing plan, or several such plans ultimately managed by the same state sponsor, are 
most correlated through their linkage to a single asset portfolio.  

»  State payments made on behalf of school districts create a contingent liability for school 
districts in 23 states, and a material contingent liability in 11 states.  Potential shifts in 
state policy could expose these local governments to increased pension costs over time. 

» The majority of local governments have only limited control over pension costs because 
of the dominance of cost-sharing plans, where pension funding, benefit decisions and 
investment strategy are centrally managed.  Single agent plans give local governments 
relatively more control over costs and investment decisions, though with a 
commensurately higher burden of management. 

» The ability to adopt pension reforms and reduce pension liabilities is limited by state law 
pertaining to pension benefits, but also by the pattern of pension plan sponsorship and 
control within a given state. 
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This report is broadly organized into two main parts.  

In Patterns, we organize the vast array of pension plan patterns into three broad groups of local 
government pensions. We describe our mapping and database analyses and the three types of pension 
plans upon which all municipal pensions are built.  We also identify three  main groups that categorize 
local government pensions across the states.  These groups are in order of increasing local government 
control: 

» Group 1:  A single cost-sharing plan  covers all local and state government employees  within a 
state.  These plans provide limited to no control to local governments on key funding, benefits 
and asset management decisions. 

» Group 2:  A few centrally-run pension plans dominate the landscape with some local variations.  
In these states, pension-related decisions are concentrated in the hands of a few large city or state 
plans.  

» Group 3:   Highly decentralized and dispersed plans giving maximum control over funding, 
benefits and investment decisions to local governments. 

In Credit Implications, we discuss the ramifications of the pension landscape : 

» correlation risk that broadly links local governments because of their defined benefit exposure to 
asset performance, and equity markets performance in particular; 

» the hidden risk to cost-shifting within states that subsidize local school and other pension costs; 

» the burden of overlapping pension exposures, particularly in urban settings 

» how the particular pattern of pensions and benefit control  within a given state can drive or inhibit 
pension reform  

Ultimately, a strong history of funding based on conservative financial assumptions confers low risk 
even if plan types are not conducive to local control of benefits or funding, or if state law constrains  
the ability to alter benefits. Risk is greatest when funding performance has been poor, resulting in a 
high level of net liabilities, and the combination of legal environment and local control means that 
improvements to funding will be difficult.  

PART I:  PATTERNS 

What Is the ‘Pension Landscape’? 

A. Unpacking Aggregate Public Pension Liabilities 

Defined benefit pensions across US local governments are not monolithic. This simple fact is little 
appreciated or understood,  even though “municipal pensions” has been a topic of much recent 
commentary. Certainly, credit pressure related to large pension liabilities has contributed to rating 
downgrades for several states and large cities, including Illinois, Connecticut, New Jersey, 
Pennsylvania, Puerto Rico, Chicago, Cincinnati, and Minneapolis. Pensions have played a significant 
contributory role in the recent bankruptcies of local governments as well, including Central Falls, 
Stockton and Detroit.  Further, in each of these cases the relative standing of pensions to debt  may 
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prove to be different as the latter two bankruptcy proceedings unfold, with potentially large 
consequences for the municipal market1. 

The unfunded liabilities of US municipal defined benefit pensions are significant, whether expressed in 
terms of balance sheet or annual budget. Across the approximate 8,000 local government general 
obligation credits rated by Moody’s, aggregate net pension liabilities are equivalent to  150% of 
outstanding direct debt, with an individual median of 100%.  This is roughly three times the as-
reported aggregate liability,  reflecting Moody’s adjustments2 that among other elements, incorporate 
more conservative discount rates.   More than half of rated local governments have Moody’s adjusted 
net pension liabilities (ANPL) greater than their direct debt. In budgetary terms, the approximate 
median ANPL for these local governments is equivalent to 100% of annual operations. 

Moody’s Adjustments to US State and Local Government Reported Pension Data 
As described in our April 17, 2013 Cross Sector Rating Methodology3, we make four principal 
adjustments to as-reported pension plan data:  

» Multiple-employer cost-sharing plan liabilities will be allocated to specific government employers 
based on proportionate shares of total plan contributions; this is a reliable proxy for covered 
payroll given existing disclosure  

» Accrued actuarial liabilities will be adjusted based on a high-grade long-term taxable bond index 
discount rate as of the date of valuation  

» Asset smoothing will be replaced with reported market or fair value as of the actuarial reporting 
date (currently states only). 

» The resulting adjusted net pension liability (i.e. adjusted liabilities less assets) will be amortized 
over 20 years using a level-dollar method to create a measure of annual burden related to the net 
pension liability.  

Though substantial, these aggregate numbers cannot explain the full  story because they disguise often 
significant variation across individual local governments, even within a single state. Some issuers—
ranging from large entities to very small towns—have managed their pension liabilities extremely well, 
and have little to no net pension liability even after periods of sharp market declines. Other issuers 
have not followed a conservative pension funding path and now find themselves heavily burdened with 
rising costs that are squeezing out spending on essential services. The variations across issuers concern 
not only historic funding, but the critical matters of pension asset management and control over 
benefits that together determine a local government’s future pension costs and budgetary burden.  

The wide variations among issuers’ pension liabilities depends on the type and pattern of defined 
benefit plans that make up an issuer’s pension program. This ‘landscape’ produces variation that leads 
to shared risks and correlations that are not immediately apparent, and which have significant credit 
implications that we discuss further below.    

                                                                        
1    See Moody’s, “Detroit Bankruptcy May Change How Other Distressed Cities Approach Their Pension and Debt Obligations” published July 26, 2013. 
2 April 17 Adjustments to US State and Local Government Reported Pension Data citation and hyperlink 
3    See Adjustments to US State and Local Government Reported Pension Data  

https://www.moodys.com/viewresearchdoc.aspx?docid=PBM_PBM156771
http://www.moodys.com/viewresearchdoc.aspx?docid=PBM_PBM151398
https://www.moodys.com/viewresearchdoc.aspx?docid=PBM_PBM151398
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Mapping the Landscape 

For each Moody’s rated local governments, we have assembled a standardized analysis of that entity’s 
total pension assets, liabilities, and funding progress, built from its component pension plans.  This 
enables us to readily assess and compare pension exposures and consequent budgetary impacts across 
entities by adjusting as-reported plan discount rates to more consistent and market-based rates. This 
process has significantly enhanced our understanding of the broader public sector pension issues, and 
set the foundation for our pension adjustments methodology.  

The process involved the assembly of more than 14,000 sets of pension plan data from state and local 
government audits for each fiscal year, beginning with 2010 and continually updated with subsequent 
fiscal year reports.  The liabilities, assets, and other characteristics of an individual pension plan may 
only explain part of a municipality’s pension exposure, because that exposure can derive from multiple 
pension plans—specifically, from any combination of  cost-sharing, agent, or single employer plan 
types, each with their own discount rate. Only when all the pension plans attributable to a state or 
local government have been identified and collected and allocated is comparative analysis possible. An 
essential step beyond raw data assembly, then,  is the  ‘mapping’ of the pension plan data to each rated 
municipal government. As we have described in our April 2013 Pension Adjustments, a major part of 
this concerns the allocation of state-wide cost-sharing plan assets and liabilities to each participating 
municipal government. That allocation is not discernable from the disclosure typically contained 
within a local government’s audited financial report alone.  

The mapping of various pension plans to a single municipal obligor is relatively static—the 
composition of plans will change only if a component plan is terminated, for example, or a new 
defined benefit plan is added, however unlikely that may be.  While the components within the 
mapping may not change, the total pension exposure consequences of that mapping will change 
annually, as the assets and liabilities of each component pension plan rise and fall. Cost-sharing plans 
feature an additional potential variation because the allocation of assets and liabilities to participants 
depends upon current payroll. So, in addition to annual movement in the centrally managed plan 
assets and liabilities themselves, the allocation to the individual municipal obligor will also shift with 
changes in participants’ employee head count.  This has important credit implications—potentially 
negative or positive— for municipal participants whose demographics are shifting, such as an urban 
school district with declining enrollment and teacher headcount; as will be discussed later, as these 
entities’ payroll drops, they essentially shift their historic share of retiree pension burden to remaining 
cost-sharing participants state-wide.   

Three Types of Public Sector Pension Plans 

A municipal government may have one or any combination of these types of pension plans. 

Multi-Employer Cost-Sharing  

Assets and liabilities are pooled and managed as a single fund for these types of plans. We allocate to 
participating state and local governments a pro-rata share based upon annual contribution, which is 
generally driven by current payroll. The cost-sharing plan governs and administers pension benefits 
centrally. In general, employees have the same or a similar benefit structure regardless of employer. 
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The largest 125 cost-sharing plans account for approximately 75% of US public sector pension 
liabilities for local governments; most direct state pension exposure derives from these cost-sharing 
plans.  Across Moody’s rated local governments, 83% participate in cost-sharing plans in whole or in 
part. 

Single Employer  

A single employer plan is associated solely with an individual local government, which generally is 
responsible for administration, asset management,  determination of benefits,  and the funding of  
annual contributions. These functions may be indirect, however; most large single employer plans are 
governed by an independent board of trustees with a fiduciary duty to the plan. But, single employer 
plans exist for large governmental units as well as small entities, where the fiduciary role may be 
limited as a function of scale. 

In some states, such as Illinois, benefit determination for certain groups of employees is entirely out of 
the hands of local governments and set centrally as a matter of state statute. 

Multi-Employer Agent 

Agent plans blend features of both single employer and cost-sharing plans. These types of plans are 
created and managed at a central  state or county  level. The state agent plans typically have some state 
oversight (e.g., gubernatorial appointees) but they are financially independent fiduciaries. An agent 
plan offers pooled financial management and benefit administration, but each participating employer’s 
assets and liabilities are held and accounted for separately, much like a mutual fund. Each participating 
employer is typically responsible for its own benefit structure. 

The California Public Employees’ Retirement System (CalPERS) serves as an agent for hundreds of 
local pension plans in California.  While the labor contracts of participating  local governments govern 
employee benefits, these are typically fitted to a menu of plans options offered by CalPERS, with some 
variation. CALPERS also provides centralized administrative and asset management services for these 
plans. 

B. Patterns of Pension Exposure  

The pattern of pension obligations across US state and local governments—the  ‘landscape’ of  local 
government pensions—is as varied as the diversity of the municipal bond market itself, with its wide 
assortment of issuer and security types. This goes well beyond the sheer number of individual plans; 
because even large, state-wide public sector pension plans are often  tailored to different groups of 
employees such as teachers, police,  or general employees, while a single municipal government may 
use multiple plans. Each of these plans will typically have its own characteristics including distinct 
benefit provisions, demographic composition, discount rate (or assumed rate-of-return), asset 
allocation and performance, and funding history.  However, the combination of types of pension plans 
used by local governments tends to follow a particular pattern within any one state that has resulted 
either from organic tradition, such as the town-by-town creation of pensions in parts of New England 
beginning in the 1930s, or through overarching statute that mandates the creation of a statewide 
pension sponsor. The result is that each state has its own pattern.  For example:  

» In Utah, along with more than a dozen other states, all municipalities—cities, counties, school 
districts—provide all pensions through a single state cost-sharing plan. 
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» In Rhode Island and Connecticut, where independent school districts are rare, towns or cities may 
have as many as five different pension plans, typically comprising a state cost-shared plan for 
teachers; an agent plan for municipal workers; and two or more single-employer plans for police 
and fire. 

This variation suggests that the responsibility for managing pension exposures and costs can be very 
different for a given type of local government from one state to the next.  More important from a 
credit perspective, a municipal government’s  ability to address already existing unfunded liabilities and 
alter the accrual of additional future liabilities is highly variable, and dependent upon the mix of 
pension plans driving that government’s pension exposure. 

The significance of plan types and patterns in local government’s control over pension exposure is 
represented below. Pension risk to a municipality increases inversely with four factors: actual funding 
progress and existing unfunded burden; control over funding and assets; control over benefits; and 
constraints to benefit changes: 

EXHIBIT 1 

Pension Risk Matrix: Plan Type Matters Because of Control over Funding  and Benefits 

 
 
 

Half of these factors—control over benefits, and funding and asset management— are a direct 
consequence of plan type.  

The categories of ‘funding progress’ on the left axis recognize the broad relationship between funded 
status and annual fixed costs. Even a 100% funded defined benefit plan will have some annual expense 
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in the form of the normal cost, which represents the incremental liability of benefits earned that year.  
A well-funded plan’s annual costs should be minimal. comprising the normal cost and an amount to 
amortize any unfunded liability4. For a poorly funded plan, the amount necessary to amortize the 
unfunded liability may be substantial, driving the total annual cost to 20% or more of operations.  

This matrix will be re-examined towards the end of this report in the context of particular pension 
plans. 

C. State vs. Local Government Pensions 

State or other centrally-administered cost-sharing plans account for some 75% of exposure at the local 
government level. A corollary observation, however, is that a state’s own pension exposure tends to be 
simpler than that of a local government because it generally derives from fewer separate funds, and 
primarily from cost-sharing plans. For example, Ohio has five separate cost-sharing pension plans, but 
the state’s liability for its own direct employees is largely tied to its share of just one of these—Ohio 
Public Employees Retirement System (OPERS).5 An Ohio city’s pension exposure, on the other hand, 
will likely be divided between its shares of OPERS and the separate police and fire pension fund 
(OP&F); a school district’s pension exposure similarly derives from OPERS and a separate plan 
(OSERS) for non-certificated school employees.  A state’s pension exposure can often be found in its 
own financial statements, though not directly on the balance sheet; determining a local government’s 
pension exposure will typically require multiple sources, including state and centrally-administered 
pension plan financial statements. 

Most important is that a state’s direct pension obligations can be assessed without reference to 
underlying units; if a state chooses to contribute to public school teacher pensions, it does so at its own 
option. But a local government’s pension exposure very often depends at least in part on one or more 
centrally-administered plans over which it has little control or influence.  

D. Pension Classifications Across the States  

Although the pattern of local government pensions within a given state can be unique, the pattern will 
exhibit important characteristics based on the composition of plan types. In particular, the  relative 
dominance of cost-sharing over single employer or agent plans is a strong indicator of local 
government control over pensions. We have found that, state by state, local government pensions can 
be classified into  three  main groupings, in order of increasing local government control. 

Group 1:  Presence of One Large Cost-Sharing Plan with Little to No Control for 
Local Governments  

In a third of the states, all local government pensions with limited exception are provided through a  
single centrally-administered cost sharing plan.   

Fifteen  states in all similarly feature a single cost-sharing plan for all state and local public sector 
employees. As summarized in Appendix A, they are  Hawaii, Idaho, Kansas, Maine, Mississippi, 
Nevada, New Hampshire, North Carolina, Oregon, South Carolina, South Dakota, Utah, 

                                                                        
4  Of course, a plan with unusually generous benefits will have a proportionally higher normal cost.   
5 The state also has a small portion of the pension plan for certificated teachers (OSTRS); the state highway patrol patrolmen’s plan is also entirely a state obligation, 

though it is relatively small. 
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Washington, Wisconsin, and Wyoming. This group includes situations where multiple cost-sharing 
plans are managed under a single umbrella as in Kansas and Washington.  

Generally the credit implications for local governments include little to no local government control 
over administration, asset management, discount rate and other key plan assumptions, or annual 
funding requirements. Within this group, the adjusted funding levels of the cost-sharing plans that 
affect local government pension burden range from about 45% (Kansas, New Hampshire, Hawaii) to 
80% (North Carolina). The range is broadly representative of local government pensions generally. 
The patterns in Nevada and Wisconsin are described in greater detail below.   

Nevada:  The “One Size Fits All” Single Cost-Sharing Plan Model 

Nevada is such an example, where the state-administered Public Employees Retirement System 
(PERS) cost-sharing plan is the pension vehicle not only for state employees but for all municipalities 
and local governments, including cities, counties, towns, and school and special districts. Given the 
state’s geographically concentrated population, the use of a single pension plan and sponsor may well 
confer benefits of efficiency, but as in other states that employ this approach, it means that all local 
governments are exposed to the investment performance of a single plan. They also have limited 
control over the annual required contribution, which can rise and fall with investment performance, 
changes in key assumptions like discount rate and shifts in state law or policy that aim to adjust 
funding levels.  These local governments consequently share the same funding progress, or lack 
thereof. 

Even within a ‘single pension’ state such as Nevada, however, local variation exists. Douglas County, 
Nevada near Lake Tahoe, includes the operations of several small towns and a large fire district in its 
financial statements as component unit funds. These entities, with their own headcount and 
operations, account for some 40% of the PERS obligations presented in  the County’s financial 
statements.   Across the 23 rated entities in Nevada, we encounter only one single employer plan, 
which relates to formerly separate water district now part of Clark County; this comprises about 2% of 
total adjusted net exposure for the Nevada entities. 

Essentially, a single pension plan covers 98% of exposure for Nevada local governments.  
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EXHIBIT 2 

Nevada: Local Government Pensions  

 
Source: Moody’s 2011  
 

The pension pattern of Nevada local governments is illustrative for several reasons. Because of the 
dominance of the single cost-sharing plan, every Nevada local government has the same funded ratio, 
as does the state itself, but this does not translate into a uniform pension burden for each participant. 
Salaries and benefits comprise the bulk of expenditures for local governments, but this varies by type; 
school districts, for example, can be very labor-intensive compared to other units of government and 
have  headcount densities  often determined by state formula. Public safety employees, on the other 
hand, often have relatively high compensation and benefits. When the adjusted net pension liabilities 
for the Nevada entities are expressed in terms  of their operating revenues (ANPL/operating revenues, 
or ‘pension burden’), we indeed see that the school districts are relatively uniform while there is more 
variation in the cities and counties. We note that the variation for cities and counties reflects that these 
entities can vary widely by size and function, which we will take into account when assessing the 
issuer-specific credit implications of pensions. For example, the outlier county in the Exhibit 3 below 
is Douglas, where the higher pension burden would be offset, in credit terms, by the support for 
pension costs   beyond main operations. Other credit considerations may involve the allocation of 
ANPL to operations beyond the General Fund that have organizational headcount, and thus 
contribute to pension costs. This would apply, for example, to a county with separate fund accounting 
for health and human service functions, or a to city whose a water/sewer enterprise employees are 
covered by the city’s pension plans.  
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EXHIBIT 3 

Nevada: In Cost-Sharing Plans, Pension Burden Varies by Local Government Type 
Moody's Adjusted Net Pension Liability/ Operating Revenues comparison 

 
Source: Moody’s 2011 
 

For those local governments dominated by cost-sharing plans, then, operating pension burden will 
tend to be similar by classes of governments that have similar staffing levels; in other words, pension 
exposure often follows headcount. 

What is striking about Nevada, however, is that the pension burden across all local governments  is 
still relatively similar in that it is nearly triple the median for all Moody’s-rated local governments; even 
the minimum burden found in one Nevada city is still twice the national median.  We  generally  put 
less emphasis on funded ratios in favor of adjusted net pension liability relative to operating revenues, 
and what that implies about annual fixed budget costs if a city were to fully amortize the liability. 
Other capacity-to-pay measures, such as full property value, are also directly relevant to credit.  
However, funded status still matters. The high relative pension burdens in Nevada local governments 
are a direct result of the funded status of the cost-sharing plan itself, which is about 53% on Moody’s 
adjusted basis. It is the amortization of this underfunding that is boosting the annual pension costs of 
Nevada local governments relative to others. When we perform the same analysis for another single 
cost-sharing plan state like Wisconsin, whose adjusted funding level  is about 70%, we see a similar 
pattern: pension burdens vary by type of government, with school districts again highly clustered and 
more variety in cities and counties.  However, the overall level of burden is much lower, with medians 
close to the national average. 
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EXHIBIT 4 

Wisconsin: Single Cost-Sharing Plan Is Better Funding, With Lower Average Pension Burden 
Moody's Adjusted Net Pension Liability/ Operating Revenues comparison 

 
Source: Moody’s 2011  

Group 2:  Predominance of Large Pension Plans, with Some Local Variations 

In ten other large states, a handful of cost-sharing plans—typically one for teachers, and another for 
general employees, but often managed within a single state agency—dominate municipal pensions, 
essentially conferring a similar pattern of central control. 

As listed in Appendix A, states that may be considered to have strong dominance over local 
government pensions through multiple cost-sharing plan include Alaska, Arizona, Iowa, Kentucky, 
Minnesota, Montana, New Jersey, New Mexico, New York, and Ohio. We discuss California in the 
context of this group because of the particular importance of centrally administered pensions there. 

The patterns in New York and California are described in greater detail below. 

New York:  Multiple Cost-Sharing Plans Dominate, but Control Remains Highly 
Concentrated  

New York State sponsors three cost-sharing plans for teachers, general municipal employees, and local 
police and firemen respectively. These three plans cover nearly all local governments entities except for 
New York City, which has four of its own plans apart from the state (the New York City pensions 
technically comprise three single employer plans for fire, police, and teachers,  and one cost-sharing 
plan for general employees). The nearly 1,000 rated entities in New York State are nominally covered 
by 50 different plans, but these includes 43 small single employer plans used by several of the mid-
sized cities and small special districts. The state’s four largest cities after New York City  manage their 
own school systems, but are nevertheless part of the state cost-sharing teachers pension plan.  
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EXHIBIT 5 

New York: Pensions Concentrated In New York City and State Plans 

 
Source: Moody’s,  2011  
 

In reality, over 99% of New York local government pension exposure maps to just seven distinct 
pension plans: the three state-wide cost-sharing plans that account for 34% of net exposure, and the 
four New York City pensions covering the remaining 66%.  Administration and control of pension 
funding and benefits in New York State, then, practically rests with just two entities: the state and 
New York City. The 43 smaller single employer plans are just a tiny fraction of exposure. 

341 Cities Participate in the New York State and 
Local Employees' Retirement System Cost 

Sharing Plan

1 City Participates in the New York City 
Employees' Retirement System Cost Sharing 

Plan

222 Cities Participate in the New York State and 
Local Police and Fire Retirement System Cost 

Sharing Plan

4 Cities Participate in the New York State 
Teachers' Retirement System Cost Sharing Plan 

(these who manage their own school system)

25 Cities Participate in 30 Single Employer Plans
(includes 3 New York City plans) 

48 Counties Participate in the New York State 
and Local Employees' Retirement System Cost 

Sharing Plan

6 Counties Participate in the New York State 
and Local Police and Fire Retirement System 

Cost Sharing Plan

11 Counties Participate in the New York State 
Teachers' Retirement System Cost Sharing Plan

All (529) School Districts Participate in the New 
York State and Local Employees' Retirement 

System Cost Sharing Plan

All (529) School Districts Participate in the New 
York State Teachers' Retirement System Cost 

Sharing Plan

37 Fire and Other Special Districts Participate in 
the New York State and Local Employees' 

Retirement System Cost Sharing Plan

15 Fire Districts Participate in the New York 
State and Local Police and Fire Retirement 

System Cost Sharing Plan

16 Fire and Other Special Districts Participate in 
16 Single Employer Plans

All 968 Credits Participate 
in 50 Plans

Cities: 343

Counties: 48

School Districts: 529

Fire and Other Special 
Districts: 48

New York Credits in the 
Moody's Database: 968
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EXHIBIT 6 

New York Local Governments: Who Controls the Pensions? 
percent of Moody's adjusted net pension liability 

 
Source: Moody’s 2011 
 

In California, centrally-administered pensions have a strong presence but the pattern is more mixed. 
Larger cities and counties often have their own single-employer pension plans, or participate in 
county-wide agent plans with a small number of overlapping or adjacent local government. However, 
the statewide CalSTRS6 (cost-sharing teachers) and CalPERS7 systems dominate all other municipal 
employee pensions. CalPERS is an unusual situation; as will be discussed later, it includes cost-sharing 
plans for state employees and for groups of local government employees such the non-teaching staff of 
school districts, but the large array of local government pension plans under the CalPERS umbrella are 
actually separate agent plans.  

Group 3:  States with Highly Decentralized and Dispersed Pension Plans Yield 
Maximum Control to Local Governments 

In nearly half of the states, local government pensions derive from multiple plans, with a more 
complex landscape and often more localized control. In these states, smaller towns, counties and cities 
often rely on single employer plans, shifting responsibility of managing, funding, and administering 
defined-benefit pensions to local governments.  Given this decentralized and dispersed control, we 
often see the greatest variation in funding levels. 

States that reflect  a substantial degree of diversity across local government pensions number 24, not 
including California:. As listed in Appendix A, these are Alabama, Arkansas, Colorado, Connecticut, 
Delaware, Florida, Georgia, Illinois, Indiana, Louisiana, Maryland, Massachusetts, Michigan. 
Missouri, Nebraska, North Dakota, Oklahoma, Pennsylvania, Rhode Island, Tennessee, Texas, 
Vermont, Virginia, and West Virginia.  

For our detailed discussion we explore pensions in Pennsylvania.   

  

                                                                        
6  California State Teachers’ Retirement System 
7  California Public Employees’ Retirement System 

New York State and Local 
Police and Fire Retirement 
System
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Employees' Retirement 
System
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New York State Teachers' 
Retirement System
20%

Single Employer Plans
0%

New York City Single 
Employer Plans
46%

New York City Employees' 
Retirement System
20%
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Pennsylvania: Diversity and Localized Control 

Pennsylvania offers one such example where a wide range of different plan types are used: 

» All school district pensions are covered by the state-wide Public School Employees’ Retirement 
System (PSERS) cost-sharing plan, which  includes the large Pittsburgh and Philadelphia school 
districts; all of these entities essentially have the same pension plan 

» The cities of Pittsburgh and Philadelphia themselves each maintain their own single employer 
plans, as do a wide variety of counties such as York, Erie, or Lancaster; Pittsburgh has three 
separate plans, while Philadelphia has one 

» Mid-sized cities such as Allentown, along with and some 900 other towns and counties, use agent 
plans via the Pennsylvania Municipal Retirement System (PMRS), often in conjunction with 
single employer plans  

» Smaller towns, counties, and special districts rely on single employer plans 

As a result, it is common for even small towns in Pennsylvania to have two or more single employer 
pension plans. Pennsylvania alone is reported to contain about a quarter of all US municipal pension 
funds, in part because of an unusual, tax-based subsidy that offsets local pension administrative costs. 
As a result, many of Pennsylvania’s 3,200 local government pensions have fewer than 25 participants; 
some 2,000 have fewer than 10 members8. While perhaps extreme, the broadly diverse pension pattern 
exhibited by non-school Pennsylvania entities is not atypical of other states with long histories of town 
and village government. For example, public education in New England is traditionally provided 
through towns, such that  independent school districts are rare. The examples of Rhode Island, 
Connecticut, and Massachusetts, where towns can have as many as five different pension plans, have 
already been cited.  

As a result, the 437 Moody’s rated entities in Pennsylvania involve 548 pension accounts, but because 
three fourths of the entities are school districts with the same statewide cost-sharing plan, the 437 total 
rated entities are really covered by 244 different pension plans; it’s only the cities and counties that 
exhibit pension diversity. The school districts, in contrast,  are directly pension-correlated in that they 
share the same pool of invested assets. 

                                                                        
8 http://www.bloomberg.com/news/2012-08-24/pennsylvania-pays-pension-penalty-as-bond-costs-climb.html  

http://www.bloomberg.com/news/2012-08-24/pennsylvania-pays-pension-penalty-as-bond-costs-climb.html
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EXHIBIT 7 

Pennsylvania: Local Government Pension Control is Highly Decentralized  

 
Source: Moody’s 2011 
 

Many small towns or rural counties in Pennsylvania thus shoulder the responsibility of managing, 
funding, and administering their own defined-benefit pensions, but some of them appear to have done 
a better job of this than the larger entities. The largest single unfunded liability is for the City of  
Philadelphia (ANPL of $7.3 billion; net liability burden of 1.87 x operating revenues).  The separate 
Philadelphia school district, which has the largest single share (10%) of the PSERS cost-sharing plan, 
has an ANPL of $2.4 billion after the state subsidy, and a resulting pension burden of 1.07x. By 
contrast, the City of Pittsburgh has an ANPL of $972 million for its three pensions on a comparable 
(actuarial asset) basis, equal to 1.99x revenues; however, following an agreement with the state, the city 
has bolstered its pensions with an infusion of cash and parking system revenues that reduces overall 
ANPL by over 40% on a market value basis. All of these large plans continue to use discount rates of 
8.0% or more, and are at the high end of the range for Pennsylvania entities, though Pittsburgh will 
move closer to the average with its improved funding. 

As with Nevada, Pennsylvania school districts are tightly clustered in terms of  ANPL/operating 
revenues, as might be expected given the similarity of employment density and  uniform cost-sharing 
pension plans—though as noted above, Philadelphia is at the high end of the in-state range. The 
Pennsylvania school district median is half that of Nevada school districts, however, reflecting the fact 
that Pennsylvania subsidizes annual pension payments by 50%; the Pennsylvania school cost-sharing 
plan’s adjusted funding level is very close to Nevada’s at 55% .  Unlike Nevada, though, we see a very 
wide range in net liability burden for cities and counties, since none of these participate in  uniform 
cost-sharing plans.  Not only are  pension plans  more diverse, but discount rates range widely. More 
to the point, the median net liability burden for Pennsylvania cities is only a quarter of that for 
Philadelphia or Pittsburgh. The Pennsylvania counties with net burdens above the state median 
include those in suburban Philadelphia and Pittsburgh, and around the medium-sized cities such as 
York or Altoona.  
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EXHIBIT 8 

Pennsylvania vs. Nevada: The Effect of Pension Plan Diversity 
Maximum, Median, and Minimum  
Moody's Adjusted Net Pension Liability / Operating Revenues comparison 

 
Source: Moody’s 2011 
 

Of particular note, the agent plans managed by PMRS have long used a constant 6.0% discount rate 
to assess liabilities and set contribution rates; while each of the 900-odd component plans in PMRS 
differ, it is not unusual to see very strongly funded plans in this system. The same applies to the many 
small single employer plans across smaller cities,  towns, and counties, which often use discount rates 
in the 6.0-%-7.5% range. Some single employer plans use extremely conservative discount rates similar 
to Treasuries; for example, Centre County uses  a 3.25% rate for its single employer plan; on a 
Moody’s adjusted basis, the County is more than fully funded. Pension plans with conservative 
discount rates tend to have higher annual contributions and consequently lower unfunded liabilities; 
the assessment of liabilities has not surprisingly changed very little under Moody’s adjustments, as in 
this comparison of Pennsylvania entities whose overall pension exposure included a PMRS agent plan 
and higher discount rate single employer plans.   

EXHIBIT 9 

Pennsylvania Agent Plan More Resilient to Lower Discount Rates  
Percent Increase from Reported to Moody's Adjusted AAL for Local Governments with Single 
Employer and Agent Plans 

 
Source: Moody’s 2011 
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Nevada School 
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High 2.65 1.71 1.18 3.51 2.99 2.61 
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Overall, a quarter of Moody’s rated cities and counties in Pennsylvania have relatively low net liability 
burdens no greater than 30% of operating revenues.  

PART II:  CREDIT IMPLICATIONS 

The patterns of pension control and funding has credit implications for local governments in a given 
state.  The key takeaways from this section are twofold:  First, pensions create a common element of 
credit strength or credit weakness that can affect a large number of local governments within a state, 
thereby creating correlation risk for local governments.  Second, on-behalf payments create a kind of 
hidden risk for local governments.  As states face underfunded pension and fiscal problems of their 
own, they may be forced to reduce or eliminate on-behalf payments and shift the pension burden to 
lower levels of government. Each of these credit implications is discussed further below. 

A. Pensions Confer Correlation Risk  

The broad presence of defined benefit pensions across US local governments brings with it a largely 
unappreciated degree of correlation risk. When a single municipal pension fund begins to deplete 
assets, the risks will transfer quickly to many local governments.  One set of policy actions, investment 
decisions, changes in key assumptions will have a ripple effect across many local governments balance 
sheets and income statements.  We see such municipal pension correlation risk emanating from two 
sources. 

First, the dominance of cost-sharing plans means that in half of the states many local governments of 
all types are directly linked to the asset performance of one or two large pension plans. As 
demonstrated in the examples of the Nevada and Wisconsin cost-sharing plans, changes in funded 
status directly affect the annual pension costs of participating local governments. Beyond this, 
however, is another layer of correlation affecting public school teachers, who comprise the single 
largest segment of municipal employees:  within any given state, all public school pensions are typically 
linked to the same cost-sharing plan. This applies whether the public school functions as an individual 
district or is part of town, city, or county operations. The only exceptions to this across the entire US 
are a handful of long-established pensions for urban school systems such as New York City, Newark, 
Chicago, and Denver that essentially function as single employer plans.     

EXHIBIT 10 

Correlation Risk Stemming from Cost Sharing Plans: All Rated Local Governments 

 
*83% of Moody's rated local governments have exposure to at least one cost sharing plan 
Source: Moody’s 2011 

Full Exposure to one Cost 
Sharing Plan; 31%

Full Exposure to two or 
more Cost Sharing Plans; 
39%

Partial Exposure to at least 
one cost Sharing Plan; 13%
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Sharing Plans; 17%
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The second source of correlation risk comes from simple exposure to the market. Even if pension plans 
within a given state are diversified, as defined benefit pensions they are still dependent upon asset 
investment performance. In their general operations, local governments do not have large asset 
portfolios and are not exposed to long term investment market risk, but the growth of pension 
liabilities and the burden of funding increases their exposure to investment performance.  In addition, 
municipal pension funds have over time become increasingly exposed to equities as they shifted away 
from government and other fixed income securities, in part to keep pace with optimistic rate-of-return 
assumptions or recover from market losses.   

EXHIBIT 11 

State and Local Government Retirement Plans Shift to Equities: 
Asset Allocation by Major Category (1982 - 2012) 

 
Source: U.S. Federal Reserve Board of Governors - Flow of Funds Accounts of the United States Table L.117 State and Local Government Employee 
Retirement Funds 
 

Over several decades, the proportion of fixed-income to total assets—once 60% or more—has 
essentially inverted and is less than 30% of asset allocation. The higher market correlation risk for any 
local government with a defined benefit pension plan has several corollaries: 

» The market dependence  of all local governments through their pension funds is significant, 
analogous to how endowment-dependent private universities are correlated through their exposure 
to market risk. 

» Management of this market risk is beyond the control of most local governments in cost-sharing 
plans, where they typically have little if any influence over investment policy or decisions. This 
lack of direct control may also occur where an independent board of trustees governs the 
administration of a single-employer or agent plan. 

» Pension plans with higher discount rates and assumed rates of return necessarily confer relatively 
higher levels of market risk to their sponsoring or participating  municipalities. High assumed 
rates of return displace and suppress contributions in the calculation of annual pension funding, 
and imply that the market will do more of the heavy lifting of pension funding. 

B. School Pensions:  State Subsidies and the Hidden Risk of Cost-Shifting 

Beyond the near-universal exposure of teacher pensions to single in-state cost-sharing plans, additional 
risk obtains in the more than a dozen states  that subsidize part or all of the annual contribution for 
teachers pensions through on behalf payments.  In some situations, on-behalf payments also extend to  
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state university pensions. We perceive a hidden risk of pension cost shifting in these on-behalf 
payments because states, facing underfunded pension and fiscal problems of their own, may be forced 
to reduce or eliminate on-behalf payments and shift the pension burden to lower levels of government. 
As shown in the earlier comparison of Nevada and Pennsylvania school district pension systems, we 
adjust for on-behalf payments by proportionally allocates the ‘gross’ pension liability between the state 
and the ‘net’ amount that remains with the local entity, consistent with its overall approach to cost-
sharing plans. As a consequence: 

» Illinois school districts show only small net pension liabilities, primarily for federally-funded 
teaching or other non-teaching staff 

» Towns in neither Connecticut nor Massachusetts bear any pension cost or liability for the school 
portion of their operations; the same applies to school districts in New Jersey 

» Towns in Rhode Island and school districts in Pennsylvania are subsidized for approximately half 
of their school pension costs by their respective states  

The relationship between net and gross liabilities is direct and obvious when considering individual 
school districts, as in Illinois or Pennsylvania, where the states pay 90% and 50% of annual school 
district pension costs respectively. When school operations are part of broader municipal operations , 
as in New England, the overall effect is muted by the presence of non-teacher pension plans that 
receive no subsidy. Still, in Connecticut and Massachusetts, state school pension subsidies still offset 
50%-70% of the annual cost of all local government pensions. Rhode Island covers about 40% of 
school pensions, but here the overall effect is similarly muted by the cost of non-school city pensions. 

EXHIBIT 12 

State Subsidies Can Significantly Alter Local Pension Liabilities 

 
Source: Moody’s 2011 
 

These and similar states have  absorbed teacher pension costs themselves, which is meaningful given 
the typically large size of school pension plans. Of the three large cost-sharing plans that comprise 
Illinois’ pension obligations, for example, only one concerns direct state employees; the other two 
concern public school teachers employed by local districts, and the employees of state universities.  

The state subsidy of school teacher pensions significantly eases the budget pressure for those local 
school districts or towns concerned, but it does so at some cost to the states, whether directly through 
appropriation or indirectly as an off-balance sheet unfunded pension liability. The risk, of course, is 
that  states that  face underfunded pension and fiscal problems of their own may be forced to reduce or 
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eliminate on-behalf payments and shift the pension burden to lower levels of government. This could 
significantly increase the budgetary burden on local entities. Without the subsidized pension 
payments, for example: 

» Illinois school districts’ burden for amortizing their share of UAAL would rise from under 2% of 
budget to 30% or more; current contractually required cost-sharing contributions would rise to 
about 15% of operating revenues. 

» Pennsylvania school districts’ burden for funding pension contributions, for which the state now 
pays, would approximately double to 15-20% of budget 

How likely is the risk that on-behalf payments would be terminated? For many states, it may not be a 
matter of “if” but “when”.  Legislative proposals to modify these subsidies have appeared in both 
Illinois and Maryland. Maryland has now acted to shift the burden of funding the pension ‘normal 
cost’ to local schools, leaving the state responsible to amortize the cost-sharing plan’s unfunded 
liability.  It is very unlikely, however, that school pension subsidies like these would be ended 
suddenly.  

We have found that 23 states in all are contributing to local pensions; in 11 of these situations, state 
payments are covering 40% or more of the total annual  local government contributions.  

EXHIBIT 13 

Nearly Half of All States Support Local Pensions: 
on-behalf payments as a share of all local government pension costs 
States in orange are paying at least 40% towards local government's pensions 

 
Source: Moody’s 2011 
 

Puerto Rico also subsidizes pensions for local subdivisions in its cost-sharing plans, including teachers 
and other municipal employees; we would consider this subsidy to be 100%.  New Jersey’s share 
reflects its practice of funding all local government required contributions to the teacher’s pension 
fund.  The state deferred these payments for 2011,  though the 100% funding is expected to continue. 

The subsidy risk exposure resulting from the state subsidy of local pension costs is perhaps obvious in 
the dozen or states with significant direct support,  but it can take a more subtle and indirect form in 
other situations. Just as a city can maintain apparently strong operating reserves by neglecting pension 
funding, states can maintain pension subsidies while cutting other aid. For example, Kansas is among 
the states that fund local school pensions.  However, Kansas has in recent years progressively reduced 
state aid to schools, which typically comprises 80% of revenues for the districts. So, while Kansas has 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%



 

 

  

U.S. PUBLIC FINANCE 

21   SEPTEMBER 9, 2013 SPECIAL COMMENT: THE US PUBLIC PENSION LANDSCAPE: PATTERNS OF FUNDING, CORRELATION, AND RISK 

not altered any  responsibility for the pension payment coverage, local districts’ state aid per pupil has 
decreased even as state pension contributions have increased in dollar terms.  

EXHIBIT 14 

Kansas: Offsetting Pensions with State Aid 
Employer Contributions to KPERS vs. Base State Aid Per Pupil 

 
Sources: Kansas Public Employees Retirement System 2010/2011/2012 CAFR, Kansas Legislative Research Department 
 

C. Fragmented Nature of Local Governments Can Cloud Large Aggregate Pension 
Exposure 

Pensions obligations are debt-like in a number of ways, and one is that taxpayers can be responsible for 
the pension obligations of multiple levels of government. City residents may be taxed for the GO ULT 
bonds of their own city and their share of the overlapping GO ULT debt of the county, school district, 
and overlapping special districts –so, too, with pensions. In general, the overlapping pension pattern 
will directly follow that for overlapping debt.  

An interesting of example of this applies to Chicago, where city resident support  through state and 
local taxes or service fees as many as 16 different pension plans: 

» City of Chicago’s four pension plans:  Policemen, Firemen, Laborers, and Municipal Employees 

» Chicago School District pension (coterminous with City) 

» Chicago Park and Recreation District pension (coterminous with City) 

» Chicago Transit Authority pension 

» Regional Transportation Authority pension 

» share of Cook County pension 

» share of Cook County Forest Preserve District pension 

» share of Chicago Metropolitan Water Reclamation District pension  

» share of State of Illinois’ five pensions: State Employees, Teachers, State Universities, Judges, and 
General Assembly 
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Chicago residents cover two teacher pension plans: their own citywide teachers’ pensions as well as a 
share of pensions for teachers across the rest of Illinois through the state cost-sharing plan. Chicago is 
unique in this regard, and it is the result of Illinois’ broad subsidy of teacher pension costs through 
state general revenues. There are a few other examples of large urban school districts that do not 
participate in statewide cost-sharing plans such as Denver and New York City, but in these situations 
the state teacher cost-sharing plans are supported only by the participating districts. 

For Chicago, the overlapping burden of debt and pensions upon a single tax base is substantial. 
Chicago’s direct debt is $8.8 billion, and the combined ANPL of its own four pensions is $28.2 
billion, or approximately 7x operating revenues. When adding in the debt and pensions of the tax-
supported coterminous Chicago districts and the 47% overlapping Cook County entities—that is, 
leaving aside the transit  and state pensions—Chicago’s tax base supports $19.2 billion in debt and 
$45.8 billion in ANPL across nine pensions.  

We recently lowered the ratings of the City of Chicago because of the magnitude of its direct pension 
liabilities and resulting high fixed costs pressuring the city’s budget, and the lack of a plan by the city 
to stabilize its funding situation. Ratings on a number of these related issuers also moved down because 
of their indirect exposure to the city’s financial issues and the accumulated pressure on the shared 
economic base. 

D. Pension Plan Types: Advantages and Disadvantages  

Any defined benefit pension plan creates potential risk for the sponsoring or participating municipality 
because it is the employer that bears the long term liability for the benefit and its two key 
components—annual funding, and asset performance. Each of three defined benefit plan types has 
inherent characteristics that may amplify or moderate risks in a particular situation.  

Cost-sharing Plans 

» Awareness and control: 

The dominant aspect of cost-sharing plans is that participating entities bear no burden for plan 
administration or management, including asset management. Plan benefits are also decided, to 
varying degrees, at the centralized plan level. While this may be advantageous for small, limited 
purpose entities such as school districts or villages with small administrative staffs, the downside is 
participants have little control over their pension liabilities or invested assets, and can do little 
other than respond to the annual funding directive from the plan. As a result, many participants 
have only little understanding of—or may not even acknowledge—their exposure to the unfunded 
pension liabilities of cost-sharing plans. Changes in plan benefits or funding levels and sources can 
only occur at the plan or state level. 

» Who pays for demographic change?: 

A little-appreciated aspect of cost-sharing plans stems from the simple mechanical allocation of 
annual funding responsibility, which is based upon current participant payroll as opposed to 
accrued liabilities or share of retirees. This has potentially significant credit implications for 
participants undergoing demographic change, or enrollment decline in the case of school districts. 
For example, both Chicago and Detroit have cost-sharing plans for their school teachers, and both 
cities have experienced population loss and school system downsizing—Detroit dramatically so.  
But because the Chicago plan concerns the city’s coterminous school district only,  the burden of 
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maintaining funding for a large population of plan retirees can only be borne by Chicago school 
system that is shrinking in terms of workforce, which will increase funding stress. In Detroit, by 
contrast, the very sizeable retiree funding burden of a once much larger school system is instead 
spread across the state and shouldered by all school districts, pro-rata by current payroll. This is 
mitigant to Detroit, but correspondingly adds incremental cost to other districts statewide   The 
same applies to other large urban school districts with declining enrollment that are part of state-
wide cost-sharing plans such as Philadelphia. 

Single Employer Plans 

» Management can be a burden: 

Single employer plans are used by very small towns and major cities alike, but their main 
differentiating characteristic is that management and administration is the primary responsibility 
of the municipality as plan sponsor, who may also act as plan fiduciary. These tasks include daily 
administration, benefit determination and negotiation,  annual funding, and asset management. 
The risks and benefits of a single employer plan, then, depend in large part upon the scale and 
sophistication of the entity. We have seen that Pennsylvania’s Centre County, for example, 
appears to deal with the problem of investment management and volatility by opting for a 
conservative funding policy. 

Agent Plans 

» The agent role is key: 

An agent plan theoretically combines attributes of the cost-sharing and single employer approach. 
As fiduciary, the agent provides local governments the economies of scale of centralized 
administration and asset management, while local governments retain control over their individual 
pension plans and benefits.  In the universe of Moody’s rated local governments, agent plans play 
important roles in California, Rhode Island, Pennsylvania, Illinois and Texas. As noted earlier, 
PMRS in Pennsylvania appears to have managed well for its participants in terms of rate of return 
expectations and annual funding.  In the case of the large and influential California Public 
Employees Retirement System (CalPERS), however, local government participants appear to have 
more limited control over their plans. Specifically, the cities of Vallejo, Stockton, and San 
Bernardino each have two agent pension plans for different categories of city employees with 
CalPERS, who nominally is the agent of the city in each case, These plans are the cities’ own, and 
funding problems do not weaken other cost sharing plans managed by CalPERS. However,  in 
disputing San Bernardino over the status and affordability of its pension plans in bankruptcy—
and most recently in petitioning the state legislature for the grant of a lien on all participating local 
government assets—CalPERS appears to be defining its agent role as that of fiduciary on behalf of 
beneficiaries.   

E. Reform and the Mitigation of Risk 

A final layer of correlation and risk for local government pensions concerns the matter of reform, or 
the degree to which there are opportunities to mitigate the risks that defined benefit pension liabilities 
and their costs pose to local governments. Whether this  involves the outright modification of benefits 
or shifts in contribution burden from employer to employee, reform measures can vary widely, most 
immediately in that only certain groups of beneficiaries may be affected (e.g. future hires only, current 
employees, or retirees). Thus, the extent to which reform efforts can actually reduce accrued liabilities 
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also vary significantly. COLA reductions for current retirees will serve to reduce existing accruals, for 
example. On the other hand,  creation of new reduced benefit tiers for future hires will not affect 
existing accruals but lower expected normal costs and reduce the growth of new accruals going 
forward.  

The degree to which reform is achievable by—or dictated to—local governments depends very much 
upon the distribution of sponsors and plan types within a given state. There are three main 
observations here: 

» pension reform is broadly correlated by state because the legal parameters governing benefit 
changes vary by state, established by statutory or constitutional provisions and/or other legal 
precedent. The options available to local governments for reducing the risks from unfunded 
pension liabilities depends upon the relative legal flexibility (or lack thereof) within the state in 
which a given municipality operates. 

» pension reform,  politically difficult and with many stakeholders, tends to be initiated at higher 
levels of government and then move ‘downhill’ and perhaps imitated, particularly in states with 
strong union presence.  Pension reform within a state likely begins not with a rural fire district but 
with a state cost-sharing plan or in a major city, such as in California, where voters in San Diego 
and San Jose passed reform initiatives.  Conversely, resistance to pension reform or change can 
also be effectively mounted at a state-wide level;  CalPERS’ influence, despite its theoretically 
more limited, official role as an agent or fiduciary, is a case in point 

» the reach and velocity by which pension reform can be extended to or enacted by local 
governments depends upon the distribution of plans and sponsors 

The Legal Framework 

Public Sector Pensions as Contracts: Two Types 

» Direct constitutional provision for pensions--strongest protection of benefits. Reform options are 
very limited in IL and NY for past and future benefits; constitutional provisions also secure 
accrued benefits in AK, AZ, HA, LA, and MI. 

» Statutory or implied contractual protection under Contract Clause of US Constitution applies to 
72% of states. Consensus is that in contract states, retiree benefits may not be diminished or 
impaired; which explains in part why retirements may spike in states where reforms are 
anticipated. Case law, as in California, can extend the contractual protection to existing 
employees’ future accruals. 

Public Sector Pensions as Property Interest 

Somewhat weaker in terms of benefit protections due to a burden to demonstrate that pension changes 
violate due process under US Constitution. Plan amendments have been found to constitute 
‘adjustment to benefits and burdens of economic life’ vs. taking of private property without just 
compensation. Property Interest states are CT, ME, NJ, NM, and RI.  
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Public Sector Pensions as Gratuities  

Subject to withdrawal or amendment, these have minimal protection compared to contractual or 
property rights based approach to pension obligations; applies to TX, and IN for compulsory pensions  

Despite the range of legal protections for pensions Moody’s assumes ‘contractual obligation’ until 
proven otherwise 
Pension reform or benefit modification is highly politicized even in non-contract states, and a lot 
depends upon court interpretations and decisions. Since 2009, 54 lawsuits have been filed in 22 states 
over pension reform. (including 10 in CA, 6 in RI, 4 each in NH and NJ) 

Sources: Monahan, University of Minnesota Law School Research Paper 10-13; Laura and John Arnold Foundation Pension Litigation 
Update April 2013 
 

Rhode Island is an excellent example of these points. Considered a ‘weak’ state in terms of legal 
protections, the state passed relatively far-reaching pension reforms in November 2011. These 
preserved accrued benefits through June 30, 2012, but moved most current and future state employees 
to a hybrid plan for future accruals, raised retirement ages, and most significantly suspended COLAs 
until Rhode Island’s plans, in the aggregate, are at least 80% funded. These reforms broadly apply to 
the state’s own employees and to its cost-sharing plan for school teachers, for which it subsidizes 40% 
of the annual funding burden. The teachers’ pension reforms also benefit cities and towns in Rhode 
Island, which carry out school operations and fund 60% of the annual pension costs, but they do not 
affect non-teacher local government employees, which are covered by a mix of single employer and 
agent plans at each municipality. So, in Rhode Island, the state commenced pension reform, but 
further reform efforts are left to local governments.  

Providence, Rhode Island’s largest municipality, made the next move in 2012 proposing significant 
reforms of its own that also included COLA suspensions; these reforms  passed final judicial review in 
spring 2013. Other  municipalities have followed this lead; Warwick, for example, recently negotiated 
a several-year COLA holiday with its police and fire unions. Other municipalities are holding off on 
reforms, while still others, such as Woonsocket, have effectively locked themselves out of reducing 
accrued liabilities through reforms when they debt-funded their pension liabilities several years earlier 
with pension obligation bonds.   

The Rhode lsland situation can be contrasted to Ohio, where the state of Ohio recently enacted a 
series of reforms for each of the five cost-sharing plans that between them cover nearly all state and 
local government employees. Ohio exhibited an interesting degree of flexibility in approach, using 
different combinations of  changes to benefits and contributions. These included adjustments to 
retirement age and service eligibility, final salary, benefit multipliers, COLAs, an increased employee 
contributions. The Ohio reforms will generally have the effect of reducing accrued liabilities, but 
without near term increases in contributions by municipal employers. However, due to the universal 
coverage of local government employees through these five plans—the high degree of pension 
correlation, in other words—the state’s comprehensive  reform actions are passed through to all local 
government units in Ohio. 

The Ohio example resulted in a credit strengthening for local governments by moderating future 
pension costs, all else being equal. However, in another state where all local governments were 
similarly dependent upon cost-sharing plans, state inaction on reform or other form of true cost 
reduction—as opposed to pension holidays—would be a broad negative.   
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Pension reform efforts have progressed state by state, but we note that as bellwether bankruptcy cases 
or lawsuits over the status of pensions and other retirement benefits are fought and decided, they could 
have enormous precedent-setting influence, even across state lines. Examples include Stockton, San 
Bernardino and Detroit, given the relative standing of bondholders to pensioners that is at stake in 
each of these situations.   

F. Evaluating Risks Across the Pension Landscape 

How do the multiple facets and general complexity of defined benefit plan liabilities translate into a 
measure of risk for a given local government? The most immediate manifestation in terms of credit 
quality is the assessment of pension burden in relation to overall operations—ANPL compared to 
operating revenues, which combined with debt service and OPEB payments enables a fixed-charge 
analysis. But this also needs to be evaluated in the context of the forward-looking issues described 
above that determine whether a local government has control over its pension exposure, including  
funding, asset management, and the ability to determine and alter benefits.  We earlier introduced a 
matrix representing these risks graphically, demonstrating how it increases inversely with four factors: 
actual funding progress and current pension burden; control over funding and assets; control over 
benefits; and external constraints to benefit changes.  Our key observations are: 

» A strong history of funding based on conservative financial assumptions confers low risk even if 
plan types are not conducive to local control of benefits or funding, or if state law constrains  the 
ability to alter benefits.  

» Risk is greatest when funding performance has been poor, resulting in a high level of net liabilities, 
and the combination of legal environment and local control means that improvements to funding 
will be difficult.  

» More moderate combinations of these factors will result in mid-range risks, but a poor funding 
history when local control is favorable is a sign of poor willingness to address a pension liability. 

Throughout this report, a number of pension plans have been discussed in some detail,  particularly in 
the Group 1-3 case study presentations in pages 7-15.  How might some of these pension plans fare 
under this risk-matrix assessment?: 
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EXHIBIT 15 

Pension Risk Matrix: Examples 

 
Source: Moody’s 2011 
 

Centre County, PA would score well in terms of pension risk given its strong funding history and 
relative lack of constraints to local control. Many of the PMRS plans would similarly rank highly; 
participants do not control assets but the PMRS agent appears to have done quite well as a fiduciary. 
Similarly, participants in the Wisconsin State cost-sharing plans control neither assets nor funding, but 
the plans have been well administered and funded, and pension burden to participants is low. Plans in 
Illinois tend to exhibit more risk because of the combination of legal constraints to managing benefit 
provisions; however,  well-funded single employer and agent plans do exist in Illinois and these would 
be worthy of low risk to their local government sponsors. Pittsburgh’s pension position is improving 
with pro-active funding boosts. The many CalPERS agent plans tend to come out mid-range in this 
ranking given moderate funding levels and the limited degree of participant control.  
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Appendix: Summary of Local Government Pension Plan Types by State 

EXHIBIT 16 

 

State 
State Subsidizes  Teachers’ 

Pensions 
One State Cost Sharing Plan 

Dominates Most Pensions 

2+ State Cost Sharing Plans 
Dominate Most Municipal 

Pensions 

More Diverse; Significant 
Presence of Single or Agent 

Plans  

State Cost Shared Plans 
Cover All Teachers 

Alabama      In all states, public school 
teacher pensions are 

provided through cost 
sharing plans. The only 

exceptions are several large 
cities that have their own 

teachers pensions 

Alaska      

Arizona      

Arkansas      

California    mixed mixed 

Colorado      

Connecticut      

Delaware      

Florida      

Georgia      

Hawaii      

Idaho      

Illinois      

Indiana      

Iowa      

Kansas      

Kentucky      

Louisiana      

Maine      

Maryland      

Massachusetts      

Michigan      

Minnesota      

Mississippi      

Missouri      

Montana      

Nebraska      

Nevada      

New Hampshire      

New Jersey      

New Mexico      

New York      

North Carolina      

North Dakota      

Ohio      

Oklahoma      
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EXHIBIT 16 

 

State 
State Subsidizes  Teachers’ 

Pensions 
One State Cost Sharing Plan 

Dominates Most Pensions 

2+ State Cost Sharing Plans 
Dominate Most Municipal 

Pensions 

More Diverse; Significant 
Presence of Single or Agent 

Plans  

State Cost Shared Plans 
Cover All Teachers 

Oregon       

Pennsylvania      

Puerto Rico     

Rhode Island      

South Carolina      

South Dakota      

Tennessee      

Texas      

Utah      

Vermont      

Virginia      

Washington      

West Virginia      

Wisconsin   9   

Wyoming      

Source: Moody’s 2011 

 

 

 

 

                                                                        
9 Excludes separate plans covering employees of the City of Milwaukee, as well as Milwaukee County 

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=157154
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