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Overview and Flow of Funds

Features Description

Purpose • Bonds are issued to finance the unfunded portion of an issuer’s pension liabilities

• Proceeds are deposited to the issuer’s pension fund

Tax Status • Federally taxable unlike tax-exempt municipal bonds

Security • Absolute and unconditional obligation; paid from legally available funds

Assumed Benefit • Lower budget cost of new lower employer contribution plus debt service versus current 

higher employer contribution

• “Pension arbitrage” earning more on the proceeds than the cost of issuance

POB Flow of Funds

Issuer Retirement PlanBond Investors

Net Proceeds to 

fund all or a portion 

of the Unfunded 

LiabilityBond Proceeds

Annual ContributionBond Principal & 

Interest

Key Features



History of Issuance (since 2000)

• Over the last 20 years, state and local government entities have:

• Issued a total of 660 series of pension obligation bonds (5 issues in Florida)

• With total principal of more than $56.6 billion

Source: Ipreo as of 1/14/2021
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US Municipal Pension Obligation Bond Issuance, 2000 - 2020
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Why do POBs seem attractive today?

• Since 2018, taxable municipal debt 

issuance has become more common

• Cost effectiveness of POBs improved:

• Interest rates have been dropping 

• Spreads for investment grade credits 

have narrowed relative to the high-

grade benchmark

• The spread between issuance cost 

and the expected return on 

investments has widened

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

A
A

A
 T

ax
ab

le
 Y

ie
ld

s

Taxable Yields from 2009 to 2021

5 Year Taxable Average 10 Year Taxable Average

30 Year Taxable 30 Year Taxable Average*Source: AAA Taxable Yields from Refinitiv (06/16/2009 - 03/08/2021)

0

50

100

150

200

250

300

350

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Sp
re

ad
 to

 3
0-

Ye
ar

 A
A

A
 T

ax
ab

le
 Y

ie
ld

s

Spread to 30-Year AAA Taxable Yields - 2009 to 2021

AA Taxable Spread A Taxable Spread BAA Taxable Spread

*Source: AAA Taxable Yields from Refinitiv (09/10/2009 - 03/08/2021)



Considerations for POBs

Municipal Issuers

• Does the POB produce budget savings sufficient to 

offset the risks?

• What pension or policy reforms will be needed to 

increase the future resilience of the plan?

• Funding (contribution) policy development

• Pension Stabilization Trust creation and funding

• Other?

• Will the proceeds be invested in a manner that 

improves likely future outcomes from sufficient 

“pension arbitrage” or liability defeasance?

• If there is negative investment experience 

subsequent to the POB, can the budget sustain the 

increased costs?

• How will rating agencies view the issuance of the 

POB?

Pension Trustees

• Is the employer looking to obtain concessions in 

exchange for issuing the POB?

• Are employer policies and other strategies in place to 

avoid future reversion to the current situation?

• Will the infusion of cash be used as an opportunity to 

revise assumptions to improve plan sustainability?

• How will the significant cash flow be invested:

• In equities, attempting to maximize pension arbitrage

• In the plan’s asset allocation

• In bonds, to defease known liabilities



Disclosures

PFM is the marketing name for a group of affiliated companies providing a range of services. All services are provided through separate 

agreements with each company. This material is for general information purposes only and is not intended to provide specific advice or a 

specific recommendation.

Financial advisory services are provided by PFM Financial Advisors LLC and Public Financial Management, Inc. Both are registered 

municipal advisors with the Securities and Exchange Commission (SEC) and the Municipal Securities Rulemaking Board (MSRB) under the 

Dodd-Frank Act of 2010. Investment advisory services are provided by PFM Asset Management LLC which is registered with the SEC under 

the Investment Advisers Act of 1940. Swap advisory services are provided by PFM Swap Advisors LLC which is registered as a municipal 

advisor with both the MSRB and SEC under the Dodd-Frank Act of 2010, and as a commodity trading advisor with the Commodity Futures 

Trading Commission. Additional applicable regulatory information is available upon request.

Consulting services are provided through PFM Group Consulting LLC. Institutional purchasing card services are provided through PFM 

Financial Services LLC. PFM’s financial modeling platform for strategic forecasting is provided through PFM Solutions LLC. A web-based 

platform for municipal bond information is provided through Munite LLC.

For more information regarding PFM’s services or entities, please visit www.pfm.com.


