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August 7, 2026

To: David Douglas School Board
From: Patt Komar, Director of Administrative Services
Subject: Pension Obligation Bonds and PERS Rates Update

Over the past number of years the District has seen increases in its Public Employee
Retirement System (PERS) rates. Rates have fluctuated as follows:

Rates

Biennium Tier1/2  OPSRP
2011-13 16.42% 14.91%
2013-15 19.12%  17.12%
2015-17 18.47% 13.78%
2017-19 23.65% 18.32%
2019-21 28.45%  23.00%
2021-23 23.36% 20.25%
2023-25 23.86%  21.02%
2025-27* 25.29% 22.11%
* reduced 1.68% by one time
funding.

The District has two options to reduce its rates by increasing its actuarial assets either going out
for pension obligation bonds or contributing a lump-sum payment into a new side account. The
latter is difficult to do as it means having cash to deposit into a side account; at this time, the
District does not have cash to invest into a side account. In 2018, the District did discuss
potentially utilizing sale proceeds from Deardorff going into a side account to provide rate relief,
however Deardorff was not sold, and remains as surplus property.

Pension Obligation Bonds (POBs) are used by governmental entities to try to hedge the market
and reduce their pension liabilities. Once bonds are sold, the proceeds are put into an account
(referred to as a side account with PERS) that is invested and subject to market earnings
variability. The initial deposit plus investment earnings/losses are amortized over a set period of
years and annually applied to reduce employer contributions. This is known as the ‘rate relief or
‘rate credit’.



The primary advantage of using POBs is that the employer can borrow at a low interest rate and
offset an unfunded actuarial liability (UAL) obligation that is accruing at a higher rate. This
strategy can benefit an employer when the rate relief from the employer's side account exceeds
the POB debt-service cost. However, if side account earnings are less than the interest rate
being paid on the POBs or the account loses principal due to a severe market shift, the
employer may end up paying more in POB service costs than it receives in rate relief from its
side account.

Many Districts around the state saw significant savings from being able to reduce their employer
rates with PERS. In 2007, the District sold pension obligation bonds to assist in reducing its
PERS rates. Unfortunately, due to timing and economic conditions of the markets, the District
did not see a significant reduction in its rates and actually lost a significant portion of the initial
proceeds due to the market decline. These bonds are not eligible for refinancing, the side
account will most likely stop providing a rate credit in the spring of 2027, and bond payments will
continue until June 2028.

In 2018, the District initially prepared to go out for a second round of PERS Bonds; however,
decided not to due to the risk involved based on past experience.

In February, we brought forward a proposal to join with other Districts to complete a study on
the risk/return analysis of selling a new pension obligation bond. This analysis is required by
entities who may want to sell pension obligation bonds (POBs). In April, we shared the
agreement and minimal cost of $2,500 for the analysis.

In June, the District received the analysis from EcoNorthwest. It is attached along with their
presentation. This analysis uses a model to simulate side account performance at different
levels of interest rates and market performance. The study looks at two measures for
determining the outcomes (risk/reward) - the net present value of POB issuance (did the rate
relief obtained exceed the bond repayments) and the probability that the NPV was greater than
zero (this demonstrates the likelihood that the current value of the POB issuance would be more
than not having issued bonds).

The results of this study demonstrate that there is a probability of about 75% to 87% of having a
net present value from bond proceeds interest earnings result in greater than zero or a 25% to
about 13% probability of having losses as we did with our 2007 pension obligation bonds. This
analysis will be updated in 2027 and 2028. These probabilities vary as the true interest cost
(TIC) increases.

Piper Sandler Company prepared their own analysis by district. Their presentation and analysis
are attached. In their analysis, they replicated the rate of return on investment earnings
analysis with a base case and then modified to replicate the market impacts based on the 2002
Issuer experience and two versions for the 2007 Issuers.



If the District is interested in going out for a pension bond this February, the Board will need to
decide no later than September, 2026. Several processes must be completed that generally
take about seven to nine months to complete: The District will need to:

September:
o Select bond counsel and brokers
o Have bond counsel prepare and the Board approve an issuing resolution for a
bond sale
= The resolution must identify the UAL amount as of December 31, 2024
= |dentify the maximum True Interest Cost the District for the bond sale
November:
o Board adopts the resolution no later than November 15, 2026.
o District files the analysis with the State Treasury
o District has Milliman complete an analysis (or several) for the rate credit for a
new side account. This has fees of $1,000 plus $250 for additional scenarios.
December:
o District completes disclosures, trust, and intercept agreements no later than
December 2026.
o Rating and due diligence process begins
January 2027
o District receives final payoff letters from Milliman (payoff the existing UAL)
o Final opt-in forms sent to Piper Sandler week of January 25th
February
o Proposed sale week of February 15th
o Bond sale proceeds received by February 25th
March
o Payroll rates reduced.

We are providing this information so the Board can determine if it would like to sell Pension
Obligation Bonds and create a new side account in the Winter/Spring of this fiscal year. The
District may defer its decision as there will be two more opportunities to review the probabilities
of a positive outcome from a sale when EcoNorthwest completes the two other analyses. We
will bring this back for a decision in September.



