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Meeting Minutes

Debt Affordability Committee
December 4, 2020
1:30 pm
Executive Office for Administration and Finance
WebEx: URL: https://www.webex.com; Meeting ID: 179 757 4557; Password: DAC120420 Teleconference: Conference line: 1-617-315-0704; Access code: 179 757 4557
A meeting of the Debt Affordability Committee was held on December 4, 2020, pursuant to notice duly given, and in accordance with the Governor’s Executive Order Suspending Certain Provisions of the Open Meeting Law, G.L. c. 30A, § 20, signed and dated March 12, 2020, was held via WebEx and teleconference.
The meeting was called to order at 1:33 pm.
Board members comprising a quorum:
Kaitlyn Connors, Executive Office for Administration & Finance
Sue Perez, Office of the Treasurer and Receiver-General
Catherine Walsh, Governor’s Appointee, Northeastern University 

Michael Butler, Treasurer’s Appointee

Michelle Ho, Massachusetts Department of Transportation 

Howard Merkowitz, Office of the Comptroller
Others in attendance:
William Archibald, Executive Office for Administration & Finance
Jamie Howell-Walton, House Committee on Bonding, Capital Expenditures and State Assets
Minutes:

Ms. Connors called the meeting to order. Upon a motion by Ms. Ho, and duly seconded, the Committee unanimously voted to adopt the minutes from the November 20, 2020 meeting. 

Ms. Connors began with an overview of the Committee’s enabling act and roles and responsibilities, followed by a recap of the parameters the Committee needs to consider with respect to their FY22 advisory recommendation. Ms. Connors noted that the Committee’s final deck will also be made public and available for all interest parties.

Ms. Connors continued with an overview of the Committee’s three options for a bond cap increase: 
A. $100M
B. $110M, or

C. $125M. 
When comparing the three options, Ms. Connors noted that the average 5-year annual growth from FY17-21 has been 3.4%. Using this revenue growth assumption under option A, a $100M bond cap increase would represent a 3.95% increase over the prior year and bring the cap to $2.63B. Likewise, for the option B, with a $110M bond cap increase, this would represent a 4.35% increase over the prior year and bring the cap to $2.64B. And finally, under option C, with a $125M bond cap increase, this would constitute a 4.94% increase over the prior year and bring the cap to just under $2.66B.

Ms. Connors presented her model findings, which were suggested by Committee members in prior meetings. The two scenarios were:

1. Scenario 1 used assumptions based on Moody’s and IHS projections that interest rates in FY22 would be between 2.5-3.5%, increase 0.3% annually through 2026, and then are held constant beyond. The revenue growth assumption for scenario 1 is equal to the 20-year low CAGR, or 3.2%. 
2. Scenario 2 was a stress test, and included higher (or more conservative) interest rate assumptions, which were based on the Committee’s models from prior years, and a revenue growth assumption that used the lowest 10-year CAGR, or 1.6%.

Under option A and scenario 1, Ms. Connors said with a $100M bond cap increase, the model shows that debt service would remain underneath both the 7% and 8% thresholds after 10 years. Looking 30 years out, we would still remain below the 8% threshold, but exceed 7% by 2038. Under option A and scenario 2, the model shows that debt service would reach the 7% threshold but not the 8% threshold after 10 years. Looking 30 years out, we would exceed the 8% threshold by about 2035.

Under option B and scenario 1, Ms. Connors said with a $110M bond cap increase, the model shows that debt service would remain underneath both the 7% and 8% thresholds after 10 years as well. Looking 30 years out, we would still remain below the 8% threshold, but exceed 7% by 2038. Under option B and scenario 2, the model shows that debt service would reach the 7% threshold but not the 8% threshold after 10 years. Looking 30 years out, we would exceed the 8% threshold by about 2035.

And finally, under option C and scenario 1, Ms. Connors said with a $125M bond cap increase, the model shows that debt service would remain underneath both the 7% and 8% thresholds after 10 years as well. Looking 30 years out, we would still remain below the 8% threshold, but exceed 7% by 2038. Under option C and scenario 2, the model shows that debt service would reach the 7% threshold but not the 8% threshold after 10 years. Looking 30 years out, we would exceed the 8% threshold by about 2035.

Ms. Walsh noted her appreciation of the additional model for the $100M bond cap increase option, as she was interested in seeing the model’s outcomes.

Ms. Connors explained the big takeaway from the different modeling scenarios was that there is no noticeably significant swing between the three different bond cap increases. Under scenario 1, all targets are met, no matter whichever bond cap increase option. Under scenario 2 (the stress test), we only meet the 8% threshold after 10 years.

Ms. Connors reminded the Committee that their recommendation is what they deem “affordable,” and opened up for feedback or questions. 
Ms. Walsh stated she appreciated the slide that displayed all of the modeling outcomes. Mr. Butler agreed, however, Mr. Butler asked if Ms. Connors could explain what changes in the formulas prompted different model outcomes from previous meetings. Ms. Connors responded that the slope increase that Mr. Butler pointed out in the previous meeting was due to due to user error in the model’s formula that assumed the first new year of debt service was for four years out, and ended up artificially inflating the debt service. 
Mr. Butler also mentioned that the 3.2% lowest tax CAGR was appropriate, but that he was interested in seeing what debt service as a percentage of revenue over the next 6 years would be. Ms. Connors responded that a $125M bond cap increase in FY22 would translate to 5.8% of revenue, and would decline each year until hitting 5.2% in 2028, but with different numbers that would only be marginally lower. When looking at previous years’ ratios, Mr. Butler confirmed that 5-5.7% of revenues made sense. Mr. Butler also noted that a vote from the Committee, no matter what bond cap increase, would not lock the Commonwealth in long-term (i.e. for the next 30 years). Ms. Connors agreed, as the model’s inputs assume $110M increase each year until 2040, and then a $125M beyond. Mr. Merkowitz asked for clarification as to whether the model assumes the same increase each year out or not. Ms. Connors responded in the affirmative—we assume $110M increases each year, regardless of what number the Committee decides on this year. 
Mr. Merkowitz asked if any Committee members were concerned about hitting over 7% of revenues in the 30-year snapshot. Mr. Butler responded that it appeared the increasing interest rates and lower revenue growth numbers seemed to be the primary culprits. Ms. Ho added that the Committee is taking a conservative approach that also assumes no new debt management policy changes, but the Committee revisits the bond cap increase recommendation every year, so the recommendation does not necessarily reflect what actually gets issued. Ms. Connors confirmed, stating that the Committee is simply recommending to the Governor and Legislature prudent and affordable debt levels when considering the next fiscal year’s borrowing. 
Ms. Perez commented that the recommendation is for capital expenditures—these get used for the capital plan. Ms. Perez also confirmed that the Commonwealth issues debt and then replenishes the General Fund as needed. Ms. Perez further expanded on Mr. Butler’s comment regarding the 5-5.7% range: the maturities of the Commonwealth’s debt have a larger effect on the debt service ratio to revenues, and so the consistency of this ratio’s range makes sense, considering the Commonwealth mostly issues long-term debt (60% of debt issued consists of 10-20 year maturities). 
Ms. Connors stated that with interest rates being incredibly low now, it makes sense to issue debt, and that this is a one-year recommendation, so she is leaning closer to the $125M recommendation, especially considering there is minimal difference between the three options. Mr. Merkowitz agreed. Ms. Walsh stated that even though she had previously been thinking something more conservative, she also supported a $125M increase, as it would be good to give A&F and the Governor some borrowing flexibility next year.

Ms. Connors noted that she also ran the model with a fourth bond cap increase option of $90M, but did not want to overload the Committee with too many modeling scenarios, as again, it made minimal difference across the different scenarios. Ms. Connors explained that the revenue growth number really makes the big difference.

Ms. Ho stated that with no real difference between the Committee’s three bond cap options and a low interest rate environment, a $125M bond cap increase made sense. Ms. Perez agreed.
There were no further questions on the recommendation.

Upon a motion by Ms. Perez, and duly seconded, the Committee unanimously voted to make an advisory recommendation to the Governor to increase the bond cap by $125M for FY22, and to make the model and slide deck publicly available online.
Ms. Connors continued with a brief overview of the letter that will be submitted to the Governor and Legislature, and that she will circulate to the group within the next week. Ms. Connors also stated that she will revise the slide deck and make it available online soon.
Ms. Connors stated there is no future meeting scheduled yet, but similar to this year’s cadence of meetings, sometime in the middle of next year made sense. All Committee members agreed that this year’s schedule made sense and showed their appreciation for all of Ms. Connors’ efforts this year.

There were no further questions/matters.

Meeting adjourned at 2:12pm.
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