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, Examine Size & Structure of Debt
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Key Conclusions:

e The Commonwealth had $18.9B
of direct debt outstanding as of
10/31/14 and $23.6B of total debt
outstanding.

» Statutory Debt is expected to
increase to approximately $20.0B
by June 30, 2016. The Statutory
Debt Limit for Fiscal Year 2016 is
$20.7B.

* The Committee finds that
issuance beyond FY16 may be
constrained by the Statutory Debt
Limit.

e Asof10/31/14 all but $900 M of
general obligation (“G.0.”) debt
was either fixed rate or hedged.
As part of the Asset Liability
Management Program initiated in
2014, Treasury intends to issue
more unhedged variable rate debt
to match variable rate assets.

e A balance of over S20B of
authorized but unissued debt is

expected to remain throughout
FY15 and FY16.




Review Capital Funding Needs

Key Conclusions:

Commonwealth of e The Commonwealth plans to spend
o over $4.0B in FY16 on capital
FY2015-2018 H H H
Five. Yaar Caplta prOJects., funded in part with debt.
Irestment Piarn All funding sources includes Bond

Cap, Non-Bond Cap, Operating
Funds, Federal Funds, Trust Funds
- and Other Funds.
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FY15 FY16
Community Investments 5 3183706,117 5 347,142,609
Corrections 5 14485000 % 9,200,000
Courts $ 60,067,114 & 115423187
Economic Development 5 285,450,000 5 135,178326
Energy And Environment 5 353572645 5 317,754,214
Fiscal 2015 Capital Spending by Investment Category Health And Human Services ] 228580873 § 98,165,803
Higher Education $ 272136156 & 270,325,000
Housing $ 180500484 & 172,156,965
u CommunityIvestments Public Safety $ 71,013,242 § 55485424
FY15 State Gov't Infrastructure s 405,042,377 & 309,328,670
B Corrections Transportation ] 2,256,235,085 '5 2,368,775,862
Total Capital Spending All Funding Sources 5 4,521,793,098 5 4199 936,067
m  Courts

B Economic Development

B Energy And Environment d The Committee Concluded that

= Health And Human Services projected debt maturities and
Higher Education . .

- duration are appropriately matched
Housing
Publicafety to the useful life of the assets the
State Gov't Infrastructure debt fu ndS.
Transportation
Source: Executive Office for Administration and Finance ® FoIIowing consideration of the

treatment of debt raised for non-

bond cap self-supporting projects, it

EY16 = Communiy nvestments was concluded that this debt would

" Comections be included in the projected debt

A service analysis and ratios. Self-

= Enersy And Environment supporting projects generate

= Health And Human services revenue or cost savings in excess of
et tetin the cost of financing these projects.

Fiscal 2016 Capital Spending by Investment Category

Housing
Public Safety

State Gov't Infrastructure

Transportation

Source: Executive Office for Administration and Finance
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== Assess Affordability of Debt Issuance

Affordability Definition:

* Forits deliberations, the Committee

10 Year Projection of Debt Service to Budgeted Revenue

Debt Service incl. Self- Total D.S. and C.A. adopted a Working definition Of debt
Supporting Project D.S. Contract Assistance Total D.S. and C.A. Proj d As a % of . .
2015 2,332,054,197 204,544,000  2,536,598,197 38,194,200,000 6.64% affo rd a b| | |ty as: ”t h ea b| | |ty to
2016 2,597,900,853 196,348,000  2,794,248,853 39,340,026,000 7.10%
2017 2,530,901,378 189,011,000  2,719,912,378 40,520,226,780 6.71% H H H
2018 2,666,851,268 196,848,000  2,863,699,268 41,735,833,583 6.86% su Sta Ina b l y me et p rOJ € Cte d d € bt service
2019 2,640,644,334 184,564,000  2,825,208,334 42,987,908,591 6.57% H . . .
uen  ameemin s zomssems  sarmsisus within the budget without raising taxes
2021 3,058,688,113 169,822,000  3,228,510,113 45,605,872,224 7.08% . .
2022 3,077,852,756 160,600,000  3,238,452,756 46,974,048,391 6.89% tO uncom petltlve Ieve I sorn egatlve Iy
2023 3,040,608,349 160,955,000 3,201,563,349 48,383,269,843 6.62% . . .. . . ”
2024 3,132,915,471 152,877,000  3,285,792,471 49,834,767,938 6.59% m p a Ct N g cri t ICa | p u b I IC Services.
2025 3,208,602,550 148,925,000  3,357,527,550 51,329,810,976 6.54%

Source: Executive Office for Administration and Finance

e Affordability is estimated by measuring
debt service as a percentage of revenue

10 Year Projection of Debt Service to Revenue
Versus DAC Range

Framework for Analysis:

[ $4,500,000,000
Target
Total Debt

ey * DAC developed a 10 year revenue and

.sere-] Ranging from

| 54,000,000,000

| $3somoemoco | Faea debt service projection model with
| ssomomono = assumptions as follows:

| 52500000000 | i ——— O Budgeted revenue growth 3%
| 8% Debt Service Limit

| 52,000,000,000 : .

' . O Debt issuance based on 5-year

| 1300000000 Capltal Plan thru FY19

| $1,000,000.000
O Level debt service for new issuance

500,000,000

50
2015 W16 2017 2018 2019 2020 2071 022 W23 2024

O 20-year term for two thirds of
issuance and 30 year term for one
third of issuance

O 20 year interest rate 4.25%; 30
year interest rate 4.50%

Source: Executive Office for Administration and Finance

Historic/ Projected Debt Service to Revenues

| Conclusion:
* Forecasted debt service to revenue was
evaluated and falls within three
- important parameters
m * The historical average
sty e The Patrick Administration’s
Lo policy not to exceed 8.0%.
o we wm mw wn mu mn ww ms ows ww s xs w e DAC’s recommended target of
Source: Executive Office for Administration and Finance 7.0% _ 7.5%.




Debt per Capita

$6,000
$5,000
$4,000
$3,000
$2,000 : { I I
$1,000 | H | H HHH
% | [l I
9%kt 5%%%%9%9%%%
@¢4;4p/ao4,>9,¢1z¢"o,@0 3
d‘%a,fy % % 8w n % % %
% 0, % %, % 0, % Q2% %
400 %'f@/f"io’éd‘eﬁ L, O
G, %y 9 %Y %%
"'ﬁ\ ’ﬁ,@ 4 ’)Q (]
Source: Treasurer’s Office
Debt as % of GDP

12%
10% i
8%

6%
4%
2%
0%
>

1 1 0
o () [ Z O %,
% 3 % b B, ®,
o%m*%%%%@%%*%@%
%3, 2 6‘(’1’%,0"@ %7 0,
G 6 p BT % Y % %
Gy, % 5, % + % Y D
% /54\ (o4 0@ ®
]

Source: Treasurer’s Office

Debt to Personal Income
12%
10%

8% |
6% || %
40/0 I |
m
0%

2
% %% %% % %%
(} 5) 2 % 0, % 7
% ® 5% % 0 "84 %
%% B UG G h % LY
%Y A % 5 %% %,
% 4,1-“ (3 % ]
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Source: Treasurer’s Office

Compare Debt Ratios of Peer States

Key Conclusions:

e Compared to its peer group,

Massachusetts has the second
highest level of debt based upon
the ratios of debt per capita, debt
as a percentage of GDP and debt
to personal income.

e Massachusetts issues debt at the

state level that other states issue
at the county/municipality level
which contributes to its debt
ratios appearing higher than peer
states.




Excerpt from Moody’s Report dated 10/16/14

SUMMARY RATING RATIONALE

Massachusetis' Aal general obligation rating reflects its strong financial management practices and its
demonstrated wilingness fo balance its budget when necessary through spending cuts, revenue increases and
use of reserves; a large aducation and health care secior that genarates high wages and helps to bolster
employment; state debt lavels that are amang the highest in the nation; and large unfunded pension abiliies. The
outhok is stabla.

STRENGTHS

- Strong financial management praclices, particulary a willingness ko promptly identify and close budget gaps
through expenditure reductions, revenue increases and overall prudent use of reserves

~ Budget reserves that provide an adequate cushion to anather downturn and the commonwealth's cormitment to
maintain tham &t healthy levels

- An economic base characterized by high wealth and high levels of educafional attainment that has provided a
degree of stabilty i the commonwealth's employment situation

CHALLENGES

~ State debi ratios that are amaong the naion’s highest and lame unfunded persion liabilities based on Moody's
adjusted figures

~ Large health care and other social services costs that drive the budget and ongaing spending pressure relted
fo the statewide fransportation systam

- Managing the burdan on the state budget of growing pansion contribuions a3 the commonwealth seeks to
address its unfunded pension liability

Excerpt from S&P’s Report dated 10/17/14

Summary:
Massachusetts; General Obligation
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Sandend & Foors Rettngs Sorvicos hes sexigned = AA=" raling and stablc outlook io Massarusetis' 5150 milon
gzl ohil fetion [C0) bonda coenldatod ioan of 2014 (MaaDins Notes), s 10-15, and 380 million GO bonds
coreniidated Ioan of 2015 (MazDiroct Noles), series 1-10.

Factom spporting the"AA+" rmitng induda what wa viow 22 Massachuselis”

= Strong budgel performence, with Bmaly moniiocing of revermes end expendiune wnd it ecion whan neaded o
meke afuamantz, with a focm on siructoml solutions bo bodgat balance

= Ompoing progress tn improing Snencal, dobe, and busget mensgement, nchaing Iormakasd policio reatng bo
doirt affordebily, oo wall as muithyoer capiisl imesiment and Snandel pleming, which an oy improvaments fom
2 cnudi stendpoint

= Halihy budget sishitzation Smd (BEF) taknon, which haa baen key {0 maraging budged wolality,

= High waalih end income loval and

= Diaap Gnd diverse RONONTY, Which DONSMES {0 SEperiance ety SConmmic TR0,

Sandend & Foors baleves the commomeealh’s high deid bunden end sgnificnt ndimded pension end othar

pestempioymant benatt (0P ER| abiitie: ere offsclting conadembions (o the curment mting, Wik wa view
Maszachusalis’ iotal posineticomant tiabiltes & roiatiely high, we bolleve the commonmweslih has baen actively
muaraping these Robifties with & fsous on cost conkrol end reform in recent years

Consider Rating Agencies’ Criteria

Key Conclusions:

e Moody’s rates the
Commonwealth’s G.O. debt at
Aal. See: Moody's 10/16/14

Report

e Standard & Poor’s rates the G.O.
debt at AA+ with stable outlook.
See: Standard & Poor's 10/17/14

Report

e Maintaining these high credit
ratings is an important factor in
obtaining low cost debt financing
and marketability of bonds



http://www.massbondholder.com/sites/default/files/downloads/Moody's Report_2.pdf
http://www.massbondholder.com/sites/default/files/downloads/Moody's Report_2.pdf
http://www.massbondholder.com/sites/default/files/downloads/S&P Report_2.pdf
http://www.massbondholder.com/sites/default/files/downloads/S&P Report_2.pdf
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Other Factors for Consideration

Stabilization Fund Balanee Fiscal Year End

52,500 1986 2014 Projected (3 milllons) 36
21558 3 119
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1586 1988 150 190 99 1996 199 2000 MO X0 2006 X0

Source: Office of Controller except 2015, Executive Office For
Administration and Finance

Approved funding schedule as of 1/14/14

Funding for Pension Obligations-SM
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7000

6000

5000
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Asof 1/1/14
1000 sof 1/1/

Source: Public Employee Retirement Administration Commission
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Source: Public Employee Retirement Administration Commission

Other Factors for Consideration:

e The Commonwealth Stabilization
Fund enhances the credit quality of
the Commonwealth. Net
withdrawals from the Stabilization
Fund, unless in periods of economic
downturn, are viewed negatively by
rating agencies and the investor
community.

e Other key positive credit factors
include strong fiscal management
and transparency.

* |n addition to debt, the
Commonwealth has other long-term
liabilities related to Other Post
Employment Benefits (“OPEB”) and
Pension Obligations. These other
long-term liabilities compete with
debt service for share of the
operating budget and negatively
affect the Commonwealth’s credit.




Recommendation

Debt Service to Revenue Ratio with FY16
$2.25 B of Bond Cap Debt Issuance

(*54,500,000,000

54,000,000,000
53,500,000,000

$3,000,000,000

== New Debt Service
52,500,000,000
— Existing Debt Service

—— &% Debt Service Limit
52,000,000,000

$1,500,000,000

$1,000,000,000

$500,000,000

50
2015 2016 2017 2018 29 2020 2021 2022 2023 2024

Source: Executive Office for Administration and Finance

35,000,000,000
30,000,000,000 mmm New Bond Cap Debt
25,000,000,000 -

e New Self-Supporting
20,000,000,000 Debt

m New 5.0, Transit

15,000,000,000 Bonds

10,000,000,000 m Existing Debt

5,000,000,000 —— Statutory Debt Limit

Source: Executive Office for Administration and Finance

Recommendation:

e The Debt Affordability Committee

finds that the Bond Cap proposed in
the Administration’s FY15-FY19
Capital Investment Plan for FY16 of
$2.25B is affordable.

e The Committee finds that this level of

debt issuance falls within targeted
debt service to revenue ratio levels.

e  Future analysis should take into

account other long-term liabilities
such as pension obligations and
OPEB.
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