Capital Debt Affordability Committee Meeting December 7, 2015, 1:00 PM
State House
Room 373

Minutes

A meeting of the Capital Debt Affordability Committee (DAC) was held on Monday, December 7, 2015 in Room 373, State House, Boston, Massachusetts, pursuant to notice duly given and posted.

Meeting was called to order at 1:05 pm

Committee members present were:  Chairwomen Jennifer Sullivan, designee of Secretary of Administration and Finance Kristen Lepore, Michelle Ho, designee of Secretary Pollack, Catherine Walsh, appointee of the Governor, and Sue Perez, designee of Treasurer Goldberg.

VOTE: Minutes from the October 16th meeting were voted on and approved at 2:08 pm.     

I. Review Requested Research

[bookmark: _GoBack]Jennifer Sullivan reviewed research requested by committee members on Other Post-Employment Benefits (OPEB) Liability, the Statutory Debt Limit, and Projections using historical revenue growth rates. 

Ms. Sullivan noted that the updated report on OPEB came out today, increase the OPEB liability to $15.9 B from $15.2 B. This increase was mainly driven by assuming greater life expectancy among beneficiaries. Ms. Sullivan emphasized the importance of OPEB management to ratings agencies, who consider OPEB as a fixed obligation along with debt and pension liability. DAC reviewed national OPEB medians and the state of OPEB in the commonwealth. Art Kimball of Housing Bonding asked about medical cost inflation assumptions in the OPEB liability, expressing concern that they were larger than long term revenue growth. 

Ms. Sullivan presented A&F’s analysis of the statutory debt limit. Treasury asked to go over the calculations, which A&F has done. Committee discussed potential need to exempt Rail Enhancement Program bonds from statutory debt limit, including effect on ratings though this is outside the scope of the DAC’s recommendation.

Ms. Sullivan also reviewed projections of debt affordability ratios using actual revenue growth rates from 2000-2015. Howard Merkowitz suggested using baseline tax revenue growth rather than actual, as actual includes tax law changes that may change results. Committee members noted that even in projected “recession years” modeled debt service did not exceed 8% of budgeted revenues, though it did get close. 


II. Review of Credit Outlook 
Sue Perez and Jennifer Sullivan discussed recent credit outlook revision from S&P and its implications for debt affordability. The opinion focused on stabilization fund draws or diversions in relatively strong revenue years; however, this opinion was given on a background of high levels of fixed obligations such as pension and debt according to the rating agency. 
III. Committee Discussion and Next Steps

The committee discussed three options presented by A&F for the Debt Affordability Recommendation. These included leaving the bond cap at $2.125 B, raising it 3% to $2.19 B, or raising the statutorily allowed $125 M to $2.25 B. Despite a robust discussion of the pros and cons of the various options, including affordability and capital needs, committee members felt they needed to review materials and deliberate before voting. 

The committee decided to reconvene on Friday, December 11 for a vote on the debt affordability recommendation. 

Jennifer Sullivan and committee members judged there was no further business to come before the Committee.  The meeting was adjourned at 2:40 p.m.
 

	
Benjamin S. Stone
Secretary



