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1. Introduction




Capital Debt Affordability Committee Overview

Enabling Act

Roles and
Responsibilities

Membership

U The Capital Debt Affordability Committee was established by Chapter 165 of the Acts of

2012, Section 60B for the purposes of reviewing on a continuing basis the amount and

condition of t he -sUpponedaddebtyasavéllattiieslebtohcrrtain state
authorities.

1 Responsible for providing an estimate of the total amount of new Commonwealth debt that

can prudently be authorized [i.e. issued] for the next fiscal year, taking into account certain
criteria, to the Governor and Legislature on or before December 15 of each year.

A Estimates are advisory and not binding on the Governor or the Legislature.
A The Legislature is responsible for authorizing Commonwealth debt.

A The Governor determines the total amount of capital spending for each fiscal year and the
amount of new Commonwealth debt that he considers advisable to finance such spending.

U The Committee consists of seven voting members, including the Secretary of Administration

and Finance (who chairs the Committee), the State Treasurer, the Comptroller, the Secretary
of Transportation, one appointee of the Governor and two appointees of the State Treasurer.

U The Committee also includes nonvoting members, including the House and Senate chairs

and the ranking minority members of the Committees on Bonding, Capital Expenditures and
State Assets, and the Committees on Ways and Means.



Statutory and Administrative Limits on Direct Debt

limit

Statutory Debt
Limit

o Too T To

Commonweal t h

U Outstanding Debt Limit: The amount of outstanding principal of
Adir ecl05®odelithel preap padt

FY 19 Limit: $24.0 billion
FY 20 Limit*: $25.2 billion
FY 21 Limit*: $26.5 billion
FY 22 Limit*; $27.8 billion

U Annual Borrowing Limit: Annual Debt Service Payments < 8% of budgeted

revenues
Debt ’;f;j’ircdab”“y A FY 19 Limit: $3.7 billion
y A FY 20 Limit: $3.8 billion

U Growth Limit: Annual growth in the bond cap 0$125 million.

*Unaudited




Historical Statutory Debt Limit vs. Actual Outstanding Direct Debt

Outstanding Direct Debt
Limit vs Actuals

$30,000

$25,000

$26,481

$20,000

$15,000 96%

Outstanding Principal (S M)

$10,000

$5,000

S0

2016 2017 2018 2019

* Unaudited

mmm Actual Outstanding Direct Debt,
Principal

89%

o Statutory Debt Limit

2020* 2021*

SOURCE: Commonwealth Information Statement, October 28, 2020



Long Term Debt Service vs. Net Revenues

x  Long Term Debt Service, Less Than 6% of Net Revenues

$50,000,000,000
$45,000,000,000
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$35,000,000,000
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$25,000,000,000
$20,000,000,000
$15,000,000,000
$10,000,000,000

$5,000,000,000

$-

$46.4B __$47.2B

FY15 FY16 FY17 FY18 FY19 FY20

mmm General Obligation Debt mmm Special Obligation Debt mmm Federal Grant Anticipation

Debt Service (GO, CTF, GANS) —— Net Revenue —— Debt Service to Total Revenue
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Debt Affordability Primary Considerations (1 of 2)

State Debt
Outstanding

Capital Plan
Spending

10 Year Debt
Service

Credit Ratings

Authorization

c:

c:

c:

Amount of state bonds that, during the next fiscal year, will be (1) outstanding and, (2)
authorized but unissued

The Commo n @apitlinvdstment Plan (CIP) prepared by the Secretary of
Administration and Finance (A&F)

Projections of debt service requirements during the next 10 fiscal years

The criteria that bond rating agencies use to judge the quality of issues of state bonds

The effect of authorizations of new state debt on each of the factors in this subsection



Debt Affordability Primary Considerations (2 of 2)

Debt Ratios
Analysis

State
Comparisons

Fixed, Variable,
and Hedged Debt

Other Tax
Supported Debt

U ldentification of pertinent debt ratios, such as debt service to General Fund revenues, debt
to personal income, debt to estimated full-value of property, and debt per capita

U A comparison of the debt ratios for the 5 other states in New England, New York and 5 other
states the committee determines to offer a fair comparison to the commonwealth

U A description of the percentage of the state's outstanding general obligation bonds
constituting fixed rate bonds, variable rate bonds, bonds that have effective rates through a
hedging contract

U The amount of issuances, debt outstanding, and debt service requirement of other classes
of commonwealth tax supported debt as well as other debt of commonwealth units




Debt Affordability and Revenue Analysis Approach

U For the purposes of the debt affordability analysis, debt service includes programs
expected to be funded both within and outside of the bond cap, including:

V Principal and interest payments on all general obligation debt;

Debt Service V Special obligation bonds secured by a specified portion of the motor fuels excise tax;
Included in
Affordability

Analysis Enhancement Program;

V Special obligation bonds issued to fund the Accelerated Bridge Program and the Rail

V Special obligation bonds secured by the Convention Center Fund,;
V General obligation contract assistance payment obligations; and

V Budgetary contract assistant payment obligations on certain capital lease financings.

U Budgeted revenue includes all Commonwealth taxes and other revenues available to pay
Commonwealth operating expenses, including debt service, pensions and other budgetary
obligations.

Budgeted
Revenues Included
in Affordability
Analysis

U It does not include off-budget revenues dedicated to the MBTA, the MSBA and the
Massachusetts Convention Center Authority (MCCA).

x This inclusive definition ensures that while some programs are expected to be funded
outside of the bond cap, the related debt service costs of the programs should be fully
accounted for under the debt affordability policy in recommending the bond cap at
appropriate limits.
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2. Advisory Recommendation for Fiscal 2022
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FY 2022 Bond Cap Recommendation: $125 Million Increase

$3.000 B
so100s $0125B
$0.125B  $0.125B  $0.1258  $0.125B $0.125B  $0.000B  $0.065B  $0.070B  $0.080B  $0.090B - 4.94%
0,
833%  7.69% 7.14%  6.67% 6.25% 0.00% 3.06%  3.20% 3.54% 3.85% 4.12%
$2.500 B _—
$2.000 B —
$1.500 B e
$1.000 B e
$0.500 B —
$0.000 B
FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22
Increase to Bond Cap $0.125B | $0.125B | $0.125B | $0.125B | $0.125B | $0.000B | $0.065B | $0.070B | $0.080B | $0.090B | $0.100B | $0.125B
Annual Cap Growth (%) 8.33% 7.69% 7.14% 6.67% 6.25% 0.00% 3.06% 3.20% 3.54% 3.85% 350% 4.94%
B Recommended Cap vs. $125M Max $0.000B | $0.000B | $0.000B | $0.000B | $0.000B | $0.125B | $0.060B | $0.055B | $0.045B | $0.035B | $0.025B | $0.000 B
m Recommended Bond Cap $1.500B | $1.625B | $1.7508 | $1.875B | $2000B | $2.125B | $2.125B | $2190B | $2.260B | $2.340B | $2430B | $2530B | $2655B
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DAC Debt Affordability Model Inputs

Held
Constant
Across
Modeling
Scenarios

Adjusted
Across
Modeling
Scenarios

Debt Service on Existing
Debt

Contract assistance
payments

Issuance maturity terms
for new debt

FY22 Projected Bond Cap
(DAC Recommendation)

A Projected debt service schedules for existing debt;
based on DBC reports

A Projected payment schedules for existing contract
assistance agreements

A Assumed bond maturity distribution across future
issuances

A Maturity Terms: 1 -10 yrs; 117 20 yrs; & 217 30yrs)

A Assumed rate at which the bond cap will grow
annually

A Assumed interest rates for future debt issuances by
maturity term

Input Description

13



$125 Million Bond Cap
Scenario 1

Annual Debt Service Expenditure ($ M)

10-Year Snapshot

6,000.0

5,000.0

4,000.0

3,000.0 ¢

2,000.0

1,000.0

0.0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Fiscal Year
mmm Debt service for existing CA s Debt service for existing GO Debt service for new GO = Debt service for existing SO

m Debt service for new SO ===7% of revenues ~8% of revenues

x 10 Year Outlook: Debt service remains under 8% limit and 7% 00

target

x 30 Year Outlook: Debt service remains under the 8% limit

Modeling Assumptions

x |Interest Rates: 2.5 % - 5.0%
ABased on Moodyds & | HS

x Annual Revenue Growth: 3.2%
A Based on 20-yr tax revenue Compound Annual
Growth Rate (CAGR)

x Bond cap continues to grow each year

30-Year Snapshot

10,0000 +

8,000.0 +

6,000.0

4,000.0 +

Annual Debt Service Expenditure ($ M)

2,000.0

2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049 2051
Fiscal Year

w— Debt service for existing CA wmm Debt service for existing GO Debt service for new GO wmm Debt service for existing SO
wm Debt service for new SO ===T7% of revenues ~8% of revenues
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$125 Million Bond Cap
Scenario 21 Stress Test

Annual Debt Service Expenditure ($ M)

10-Year Snapshot Modeling Assumptions

25000 x Interest Rates: 3.1 % - 5.25%
' A Based on prior year rates
35000 x Annual Revenue Growth: 1.6%

A Based on 20-yr tax revenue Compound
Annual Growth Rate (CAGR)

3,000.0

2,500.0

x Bond cap continues to grow each year

2,000.0

30-Year Snapshot

1,500.0

10,0000
1,000.0

500.0

0.0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Fiscal Year
' Debt service for existing CA mmm Debt service for existing GO Debt service for new GO  mmm Debt service for existing SO
Debt service for new SO~ ——7% of revenues ~—— 8% of revenues

Annual Debt Service Expenditure ($ M)
BEEREER

x 10 Year Outlook: Debt service remains under 8% limit; meets 7% .,
target in last year (2032)

2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049 2051
Fiscal Year

= Diebt service for existing CA mmm Debt service for existing GO - Debt service for new GO wem Debt service for existing SO

x 30 Year Outlook: Debt service exceeds 8% of budgeted revenues oo e
starting in 2036.
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3. Additional DAC Modeling
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FY 2022 Bond Cap Scenarios: $100M vs $110M vs. $125M

x  Average 5-Yr Annual Growth (Fy17i Fy21): 3.4%

$3.000 B
01008 soq00p  $0.110B 01208
$0.125B $0.125B $0.125B $0.125B $0.125B $0.000B $0.065B $0.070B $0.080B $0.090B $4'120/ 3.95% 4.35% 4.94%
0 o, 0 . 0 — —
8.33% 7.69% 7.14% 6.67% 6.25% 0.00% 3.06% 3.20% 3.54% 3.85%
$2.500 B Vs
$2.000 B E— E—
$1.500 B P P s
$1.000 B | | —
$0.500 B E— E— —
$0.000 B
FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22(a) FY22(b) FY22(c)
Increase to Bond Cap $0.125 B $0.125B $0.125B $0.125 B $0.125 B $0.000 B $0.065 B $0.070 B $0.080 B $0.090 B $0.100 B $0.100 B $0.110 B $0.125B
Annual Cap Growth (%) 8.33% 7.69% 7.14% 667% 6.25% 0.00% 3.06% 3.20% 354% 3.85% 350% 3.95% 435% 494%
mRecommended Cap vs. $125M Max | $0.000 B $0.000 B $0.000 B $0.000 B $0.000 B $0.125B $0.060 B $0.055 B $0.045 B $0.035 B $0.025 B $0.025 B $0.015B $0.000 B
mRecommended Bond Cap $1.625 B $1.750 B $1.875B $2.000 B $2.1258 $2.125B $2.190 B $2.260 B $2.340 B $2.430 B $2.530 B $2.630 B $2.640 B $2.655 B
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DAC Modeling

x  Per committee feedback and discussion, modeled the projected impact of a $125M, $110M, and
$100M bond cap increase under 2 different scenarios.

FY22 Bond Cap Increase $100M | $110M | $125M
Model Input Scenario 1 Scenario 2
(stress test)
FY2linterest Rates . 2.5% - 3.5% 3.1% - 3.75%
NOTE: Model assumes interest rates increase q dv s 4 Hase® o o
0.3% annually through 2026 Base on Moody©os a on prioro/gaeassumptiomss
0 0
Revenue Growth 3.2% 1.6%
Lowest 20-yr tax CAGR Lowest 10-yr tax CAGR

18



DAC Focus

DAC Modeling Outcomes: $100M vs $110M vs $125M

Model Input Scenario 1 S(Sferl?[égt)z
FY21 Interest Rates 2.5% - 3.5% 3.1% - 3.75%
NOTE: Model assumes interest rates increase Based on Moodyéos B& (I:I HS. ' i
0.3% annually through 2026 projections ASer On prior year assumptions
3.2% 1.6%

Revenue Growth

: Scenario 1 Scenario 2
Debt Service Target Target Met? Target Met?

10-Year Outlook ~ ~

Annual Debt Service < 8% of Revenues $110M: & $110M: &
$125M: A $125M: a
$100M: & $100M: X (2032)

10-Year Outlook = X

Annual Debt Service < 7% of Revenues $110M: & $110M: (2032)
$125M: @ $125M: X (2032)
$100M: & $100M: X (2036 and on)

30-Year Outlook .5

Annual Debt Service < 8% of Revenues $110Mm: $110M: X (2036 and on)
$125M: A $125M: X (2036 and on)
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Annual Debt Service Expenditure ($ M)

$100 Million Bond Cap
Scenario 1

10-Year Snapshot

6,000.0

Modeling
Assumptions

5,000.0 —

x Interest Rates: 2.5 % - 5.0%

4,000.0

x Annual Revenue Growth: 3.2%

3,000.0

30-Year Snapshot

2,000.0 12,0000

10,0000 +

1,000.0

0.0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Fiscal Year

Annual Debt Service Expenditure ($ M)

mmm Debt service for existing CA mmm Debt service for existing GO Debt service for new GO  mmmm Debt service for existing SO

i Debt service for new SO =—7% of revenues —=8% of revenues

2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049 2051
Fiscal Year

Debt service for existing CA mmm Debt service for existing GO Debt service for new GO mmm Debt service for existing SO
= Debt service for new SO 7% of revenues ~—8% of revenues
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Annual Debt Service Expenditure ($ M)

$100 Million Bond Cap

Scenario 21 Stress Test

5,000.0

10-Year Snapshot

4,500.0

4,000.0

3,500.0

3,000.0

2,500.0 -

2,000.0

1,500.0

1,000.0

500.0

0.0

2015 2016 2017 2018

2019 2020 2021

2022

2023 2024 2025 2026
Fiscal Year

mmm Debt service for existing CA mmm Debt service for existing GO Debt service for new GO

[ Debt service for new SO

=—=7% of revenues

——=8% of revenues

2027 2028 2029 2030 2031

mmm Debt service for existing SO

2032

Annual Debt Service Expenditure ($ M)

Modeling
Assumptions

x Interest Rates: 3.1 % - 5.25%

x Annual Revenue Growth: 1.6%

30-Year Snapshot

10,000.0

19,0000

8,0000

7,000.0

6,0000

2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049 2051
Fiscal Yoar

= Debt service for existing CA wmm Debt service for existing GO Debt service for new GO wmm Debt service for existing SO
s Debt service for new SO = 7% of revenues 8% of revenues
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Annual Debt Service Expenditure ($ M)

$110 Million Bond Cap
Scenario 1

10-Year Snapshot

6,000.0 ]
Modeling
Assumptions
5,000.0 —
x Interest Rates: 2.5 % - 5.0%
4,000.0 x Annual Revenue Growth: 3.2%

3,000.0

30-Year Snapshot

2,000.0

12,0000

10,0000

H
1,000.0 i
i
£
3
E
g
0.0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Fiscal Year 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049 2051
Fiscal Year
mmm Debt service for existing CA mmm Debt service for existing GO Debt service for new GO mmm Debt service for existing SO Dt s for exising CA. Dt s6mvice for cisting GO - Dt serice for mew GO et serice for exising 50

s Debt service for new SO ——7% of revenues — 8% of revenues

[ Debt service for new SO —T7% of revenues —8% of revenues
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Annual Debt Service Expenditure ($ M)

$110 Million Bond Cap

Scenario 21 Stress Test

10-Year Snapshot

5,000.0

4,500.0

4,000.0

3,500.0

3,000.0

2,500.0 A

2,000.0

1,500.0

1,000.0

500.0

0.0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
Fiscal Year
B Debt service for existing CA mmm Debt service for existing GO Debt service for new GO

i Debt service for new SO

=—7% of revenues

—=8% of revenues

2027 2028 2029 2030 2031

B Debt service for existing SO

2032

Annual Debt Service Expenditure ($ M)

Modeling
Assumptions

x Interest Rates: 3.1 % - 5.25%

x Annual Revenue Growth: 1.6%

30-Year Snapshot

2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 2045 2047 2049 2051
Fiscal Year

- Debi service for existing CA mmm Debt service for existing GO = Debl service for new GO Debt service for existing 5O

w Debt service for new S0 ——7% of revenues ——8% of revenues
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4. Revenue & Interest Rates
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Long Term Tax Revenue Growth: CAGR Method

X CAGR (Compound Annual Growth Rate) is the geometric average annual growth over a given period. It is
generally accepted as an accurate way to compare growth rates over different timelines.

U Lowest 10-Year Tax CAGR: 1.6%

U Lowest 20-Year Tax CAGR: 3.2%

Source: DOR reports on annual revenue. Analysis for DAC purposes only. 25



