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Executive Summary

Introduction

There are more than 100 entities in Rhode Island with the authority to issue public debt. These issuing
entities range from the State itself, to municipalities and school districts, water districts and fire districts,
and quasi-public entities that manage important public infrastructure like airports and bridges. Combined,
these Rhode Island entities have accumulated approximately $10.5 billion of debt outstanding in various
forms.

Maintaining an ability to borrow, often called “debt capacity,” is critical for state and local governments.
Without debt capacity the State may not be able to maintain aging infrastructure and invest in projects that
support economic growth. Public capital investments attract private capital investments, which create jobs
and improve the quality of life for residents of the State.

While it is often useful and necessary for public entities to take on debt to spread the cost of large capital
projects across multiple budget cycles, the power to issue public debt must be exercised with care. When a
public entity issues long-term debt, it binds citizens to make debt service payments for many years in the
future, through taxes, fees, tolls or utility rate charges. Sometimes even when public debt is not explicitly
backed by taxpayer funds, taxpayers can find themselves liable for the cost of debt when the original
revenue stream becomes insufficient to cover the cost of debt service. Therefore, it is important for each
issuer of public debt to have a clear sense of how much debt it can prudently issue at any given time.

Since the 2017 Rhode Island Debt Affordability Study was published its findings about state and local debt
capacity were used to inform a variety of decisions about appropriate levels of debt issuance. The 2017
study was referenced in numerous legislative hearings and was consulted during important policy
discussions related to investing in economic development, education and transportation improvements at
the state and local levels. This 2019 version refreshes and expands the 2017 analysis to provide an up-to-
date, and even more complete picture of Rhode Island’s long-term liabilities.

Scope of the Debt Affordability Study

The Public Finance Management Board (PFMB) was created during the 1986 Session of the General
Assembly for the purpose of providing advice and assistance to issuers of tax-exempt debt in the State of
Rhode Island. In 2016, at the request of the Office of the General Treasurer, the General Assembly enacted
a series of measures to strengthen debt management in Rhode Island, including the requirement that the
PFMB produce a debt affordability study every two years to recommend limits of indebtedness for all
issuers of public debt in the state. This is the second debt affordability analysis conducted since the 2016
law was enacted.

This study examines the levels of indebtedness of the state, its Quasi-Public agencies, municipalities and
districts, and recommends debt affordability limits for each issuer. The study is premised on the concept
that resources, not only needs, should guide debt issuance.

For the purposes of this study, debt affordability is defined as the issuer’s ability to repay all its obligations
based on the strength of its revenue streams and the capacity of the underlying population to afford the cost
of borrowing. Maintaining an appropriate level of debt affordability is crucial for ensuring long-term fiscal



sustainability and economic competitiveness while investing in projects necessary to deliver essential
public services.

Because of the diverse nature of Rhode Island’s population and the diverse functions of the Quasi-Public
agencies, the PFMB does not recommend a single overall limit for public debt across all issuers. The public
debt burden that is affordable for the population of one community might be higher or lower than the
affordable level for a community located elsewhere in the State, and the unique functions of Quasi-Public
agencies result in yet a different basis of affordability. Accordingly, this report recommends separate
affordability limits for the State, the Quasi-Public agencies and each municipality.

Debt is not the only type of long-term liability that states, municipalities and other public entities incur.
Most notably, pension liabilities that have been contractually or statutorily promised to public employees
represent long-term liabilities of the entities responsible for debt repayment. Further, other post-
employment benefit (OPEB) obligations, which primarily include retiree health care benefits, are long-term
liabilities that are generating increased attention from policy makers and bond market participants.

In embarking on this study, the PFMB felt that the level of debt that is affordable for a public entity to issue
cannot be measured in isolation but must be viewed in the context of the amount of pension and OPEB
liabilities that the issuing entity has taken on. Therefore, where possible, this report recommends holistic
affordability limits for public entities in Rhode Island that include debt, pension and OPEB liabilities
together.

This is the first time that Rhode Island has integrated OPEB liabilities into debt affordability targets. While
this has not been done in past affordability studies, the PFMB believes that OPEB liabilities are significant
enough that they must be considered together with traditional debt and pension liabilities. The credit rating
agencies have recently begun to adopt methodologies that combine debt, pension and OPEB liabilities into
the same affordability measurements, and it is expected that these comprehensive liability metrics will only
become more common over time.

Part 1: State Tax-Supported Debt.

The first part of the study considers all tax-supported debt of the State. As of June 30, 2018, the State had
a total of $1.86 billion of tax-supported debt outstanding. In addition, as of June 30, 2018, the State had
approximately $3.38 billion of unfunded actuarial accrued liability (UAAL) in connection with its four
pension programs. The most recent actuarial study completed as of June 30, 2017 estimates the State’s
OPEB unfunded liability in FY 2018 at approximately $616 million.

Comparing pension and OPEB liabilities across states can be challenging, as the pension liabilities and
annual costs that states report can vary considerably based on the assumptions and policies that states use
to govern their pension systems. The PFMB partnered with the Center for Retirement Research at Boston
College (CRR) to develop a model in which the pension and OPEB liabilities of all 50 states were adjusted
to conform to the discount rate and amortization that Rhode Island uses for its pension and OPEB systems
in order to provide an “apples to apples” comparison of the liability burdens of all 50 states.

This analysis showed Rhode Island ranks 14" in the level of Total Liabilities relative to Personal Income
and ranks 17" in the country in annual liability costs relative to Own Source Revenues.



Part 2: Quasi-Public Agencies.

The second part of the study evaluates the debt of the State’s Quasi-Public agencies. Quasi-Public agencies
are governmental agencies with tax-exempt bonding authority that are managed with a degree of
independence from the legislative and executive branches of state government.

Quasi-Public agency debt falls into two general categories: (i) debt secured by revenues of the agency
(Direct Borrowers) and (ii) conduit debt which is borrowed on behalf of another underlying entity, be it
another government agency, a private corporation or nonprofit organization, to help the underlying
borrower achieve tax-exempt status or a lower cost of financing (Conduit Issuers).

The debt issued by the quasi-public agencies is usually in the form of revenue bonds, in which debt service
is payable solely from the revenues derived (i) from a dedicated revenue source, (ii) from operating
businesses or a facility, or (iii) under a loan or financing agreement with an underlying conduit borrower.

Quasi-Public Agency Issuers

Direct Borrower \ Type/Purpose of Bonds

Narragansett Bay Commission Wastewater System Revenue Bonds

Rhode Island Turnpike and Bridge Authority Toll Revenue Bonds

Tobacco Settlement Financing Corporation Tobacco Master Settlement Agreement Bonds

Rhode Island Resource Recovery Corporation Resource Recovery System Revenue Bonds

Conduit Issuer \ Type/Purpose of Bonds

Rhode Island Commerce Corporation GARVEEs, Airport Revenue Bonds, Economic Development

(including Rhode Island Industrial Facilities Corporation tax-
exempt private activity bond debt)

Rhode Island Health and Educational Building | Public School, Higher Education, Other Education, Health
Corporation Care Revenue Bonds (includes Pooled Bonds)

Rhode Island Housing and Mortgage Finance | Single-Family and Multi-Family Housing Revenue Bonds
Corporation
Rhode Island Infrastructure Bank Water Pollution Control, Safe Drinking Water, Sewer
Revenue Bonds, Energy Efficiency Loans, Municipal Road
and Bridge Loans

Rhode Island Student Loan Authority Student Loan Revenue Bonds

As of June 30, 2018, Quasi-Public Agencies in the State had a total of almost $6.9 billion of debt
outstanding, excluding debt held by non-profit and private conduit borrowers.

Part 3: Municipalities and Special Districts.

The third part of the study considers debt of the municipalities, fire districts, special districts and other local
authorities of the State. Rhode Island has 39 municipalities, 41 fire districts, and 17 special districts and
local authorities that can issue debt. Most of the Rhode Island municipalities and local districts issue general
obligation bonds directly and enter capital leases supported by property tax revenue. Many also borrow
through the Rhode Island Health and Educational Building Corporation (“RIHEBC”) Public Schools
Revenue Bonds Financing Program, a conduit bond program. In some cases, municipal entities issue
revenue bonds secured by the revenues of public utilities like water and sewer systems.



Most municipalities and districts also have pension liabilities, which are accounted for in this study. There
are 150 pension plans for municipal employees across Rhode Island, 118 of which are managed centrally
by the State through the Municipal Employees Retirement System (MERS), and 34 of which are managed
independently by municipalities. Regardless of the management structure, the municipalities and districts
are fully responsible for the cost of the liabilities of these plans. In addition, school districts participate in
the statewide Employees Retirement System (ERS), in which the State is responsible for 40% of the liability
and the school district is responsible for 60% of the liability. Further, most municipalities offer retired
public employees OPEB benefits, either on a pay-as-you-go basis, or in a pre-funded trust.

Overall municipal and local district tax-supported debt!, excluding the debt of overlapping state quasi-
public agencies, in FY 2017-18 was $1.7 billion?, an increase of $17.5 million or 1% from FY 2015. Total
unfunded pension liabilities in 2017-18 were almost $4.4 billion, and total OPEB liabilities were $2.4
billion.

Aggregate Debt Outstanding

General Lease/ Revenue Revenue (Private/ Pension Total Outstanding
Obligation Appropriation i Non-Profit Liabilit iabili Liabilities

Outstanding Debt (FY 2018)
State of Rhode Island $ 1,159,995,000 $ 701,808,587 $ 3,379,840,000 $ 615,850,000 $  5,857,493,587

Quasi Public Agencies

Narragansett Bay Commission (Not including R11B Debt) $ 242,820,000 $ 19,376,984 $ 4,265,419 $ 242,820,000
Rhode Island Turnpike and Bridge Authority $ 50,000,000 $ 50,000,000
Tobacco Settlement Financing Corporation $ 739,500,000 $ 739,500,000
Rhode Island Resource Recovery Corporation $ 21,384,740 $ 609,000 $ 21,993,740
Rhode Island Commerce Corporation
GARVEEs $ 476,205,000 $ 476,205,000
Airport Revenue Bonds $ 316,319,000 $ 2,135,747 $ 437,010 $ 316,319,000
Other (based on June 30, 2017) $ 87,270,759
Rhode Island Health and Education Building Corp.
Education $ 280,695,000 $ 1,526,194,444 $  1,806,889,444
Healthcare $ 559,929,936 $ 559,929,936
Rhode Island Housing and Mortgage Finance Corp. $ 1,290,817,095 $ 6,327,254 $  1,297,144,349
Rhode Island Infrastructure Bank
Water Pollution Control $ 492,730,000 $ 492,730,000
Safe Drinking Water $ 184,895,000 $ 184,895,000
Municipal Road and Bridge Revolving Loan Fund $ 13,965,000 $ 13,965,000
Efficient Buildings Fund (Bonds issued in Nov. 2018) $ 18,310,000 $ 18,310,000
Other $ 73,729,000 $ 73,729,000
Rhode Island Student Loan Authority $ 499,689,213 $ 499,689,213
Municipalities and Special Districts (FY 2017/2018) $ 1,377,047,399 $ 353,453,138 $ 135,824,761 $ 4,397,775,662 $ 2,432,041,526 $  8,696,142,486
GRAND TOTAL $ 2,537,042,399 $ 1,055,261,725 $ 4,836,883,809 $ 2,173,395139 $ 7,777,615662 $ 3,054,827,780 $ 21,347,755,755

Note: for this table, RIHEBC Public School Revenue Bonds and RIHEBC Providence Public Building Authority are not included in RIHEBC debt and
are included in the General Obligation debt of Municipalities and Special Districts. RIIB Water Pollution Control and Safe Drinking Water debt, shown
as RIIB debt, are not included in Revenue debt of Municipalities and Special Districts. Narragansett Bay Commission debt does not include RIIB debt
and is shown as NBC debt and not included in Revenue debt of the participating municipalities. NBC and RIAC pension and OPEB liabilities are included
in the State’s total and therefore not calculated in total outstanding debt of Quasi-Public-agencies.

1 Overall municipal debt is the sum of general obligation debt, loans payable, capital leases, and a portion of
municipal enterprise debt (as described in the Note at the bottom of the table) and the debt of overlapping agencies.
2 Due to lack of FY 18 data availability, FY 17 data is used for a handful of communities.




PFMB Recommendations and Rationale

The PFMB considered several factors in developing its debt affordability recommendations. For each
issuer, the PFMB considered relevant peer comparisons, Rating Agency guidance, and legal requirements
contained in bond indentures. These affordability limits are purely advisory and represent what the PFMB
feels are prudent levels of indebtedness given the available information.

The PFMB recognizes that it may be appropriate for affordability targets to be temporarily exceeded if
increased capital spending is needed to manage emergency situations or revenues are temporarily impaired
by economic downturns. It is recommended that issuers endeavor to return to their target ratios in a
reasonable period of time.

The PFMB recommends that the state of Rhode Island seek to limit its liabilities to acceptable levels as

measured by the following criteria:

Part 1: State Recommendations.

Recommended State Liability Limits

Recommended Limit

Rationale for Measure

Rational for Level

Current Level (FY19)

The PFMB recommends that
Debt Service to General Revenue
not exceed 7.0%

Metric most frequently used by
statess to  assess  debt
affordability, comparing the
annual cost of debt payments to
the state’s annual budget. Both
components of this ratio (debt
service and revenues) are
largely within the control of the
State.

Should be set to ensure that
annual debt service payments
do not consume so much of the
State’s annual operating budget
as to hinder the State’s ability to
provide core  government
services and provide flexibility
to respond to economic
downturns. In the 2017 study,
this limit was 7.5%; however,
considering recent experience
and projections, the PFMB felt
that achieving a 7.0% limit is
now reasonable.

6.01%

The PFMB recommends that
State Tax-Supported Debt to
Personal Income not exceed
4.0%.

Represents a broader measure
of a state’s ability to pay its
debts. State personal income is
not directly dependent on tax
policy choices and is the base
from which state revenues can
be generated. All three rating
agencies review the debt to
personal income ratio as part of
the rating process, and the ratio
is a good measure for long-
term debt affordability

To stay within S&P’s
recommended range for an AA
rating score, the State should
maintain a ratio of less than 4%.
Further, the PFMB believes that
establishing a recommended
limit of debt to personal income
of 4% is realistic given that the
State has only exceeded 4%
twice since 2006.

3.96%




Net Tax Supported Debt
Service + Pension ARC +
OPEB ARC to General
Revenues not exceed
18%.

Rating agencies and investors
are increasingly  assessing
states’ liabilities holistically,
looking at debt, pension
liabilities and OPEB liabilities
in combination to determine
the full picture of a state’s
liability burden. A state’s
ability to meet future annual
liability payments with
available revenues is a critical
indicator of whether these
liabilities are manageable.

Moody’s and Fitch both use a
version of a ratio that compares
the annual servicing cost of a
state’s total liabilities to the
annual budget of the state.
When an 18% level of Net Tax
Supported Debt Service +
Pension ARC + OPEB ARC to
General Revenues is adjusted to
the Fitch and Moody’s ratios,
the 18% limit is roughly
equivalent to an AA level in
both agency methodologies. RI
has historically been below
18%.

14.91%

The PFMB recommends
that Debt + Pension
UAAL+ OPEB UAAL to
Personal Income not
exceed 12%.

The measurement compares
the total liabilities of the state
to the ability of the underlying
population to afford those
liabilities, irrespective of tax
policy decisions by the State.

Moody’s and Fitch use a ratio
comparing total liabilities to the
ability of the underlying
population to repay. When a
12% level of Debt and Pension
Liability and OPEB Liability to
Personal Income is adjusted to
the Moody’s and Fitch ratio, RI
would fall into the AA range for
both agencies. Rhode Island
has been below the 12% limit
for the past 5 years.

10.68%

The PFMB recommends
the state continue to fund
100% of its Pension ARC
and OPEB ARC.

When states fail to make their full actuarially required
contributions to their pension and OPEB trusts, unfunded liabilities
increase. Failure to make full anural required contributions has
been one of the leading causes of the spike in unfunded liabilities
across the United States. Rhode Island has not missed a pension
ARC payment since 1995 and has made 100% of OPEB ARC
payments consistently since FY 2011, when the OPEB trust began,
and should continue these practices.

100% funded Pension
ARC and OPEB ARC

The state is currently within all recommended affordability targets, and the PFMB estimates that the State
has available capacity to authorize up to $176.4 million of new bonds in fiscal years 2020-2021 with total
debt capacity of approximately $2.37 billion over the next 10 years.

Part 2: Quasi-Public Recommendations.

Each of the State’s Quasi-Public agencies is unique, with

different revenue streams and functions. After considering the unique considerations of each Quasi-Public
agency, relevant ratings agency guidance and peer comparisons, the PFMB recommends the following
individualized affordability ratios for each agency.

The table below shows the recommended affordability metrics for each quasi-public agency, with green
shaded levels indicating the Quasi-Public agency is within the recommended target and red shaded levels
indicating current levels are slightly above recommended targets. In no case is a State Quasi-Public Agency
significantly above its recommended affordability level at the current time, though the PFMB notes that
several Quasi-Public agencies are currently considering investing in large capital projects in the coming
years and will need to carefully evaluate the affordability of those projects should they move forward.




Quasi-Public Agency Affordability Metrics (PFMB Recommended Limits)

Borrowers

Narragansett Bay Commission

Affordability Metric

1.3x debt service coverage for both
Commission debt and RIIB loans. Recommend
adoption of low-income customer affordability
program.

Rhode Island Turnpike and Bridge
Authority

Rhode Island Resource Recovery
Corporation

Rhode Island Department of
Transportation Grant
Anticipation Revenue Bonds
(GARVEEsS)

1.7x debt service coverage

Despite strong financials, it is recommended
that RIRRC refrain from any new issuance of
long-term debt until there is a clear plan for

what the Corporation will do when the landfill
reaches capacity

Maintain minimum coverage of 3.5x

Current Level

Debt Service Coverage 1.32x

Debt Service Coverage 1.59x

Debt Service Coverage 4.00x

Debt Service Coverage 4.0x

Rhode Island Airport Corporation

1.5x debt service coverage when including the
Coverage Account Ending Balance, and

$100 debt per enplaned passenger

Rhode Island Health and
Educational Building Corporation
— University of Rhode Island

Total Debt to Cash Flow of less than 11.0x as a
factor required for Additional Bonds.

Debt Service Coverage 2.10x

$110 debt per enplaned passenger

7.0x Debt to Cash Flow

Rhode Island Housing and
Mortgage Finance Corporation

Target minimum Program Asset to Debt Ratio
(PADR) of 1.10x based on Moody’s rating
criteria for Aaa rating.

PADR of 1.26x (Single Family) PADR
of 1.18x (Multi-Family)

Rhode Island Infrastructure Bank
(Clean Water and Drinking Water
Programs)

Maintain a minimum of 1.25x debt service
coverage and

Maintain asset to liabilities ratios at a minimum
of 1.3x for all programs

Debt service coverages: 1.3x for

Clean Water and EBF; 1.5x for Drinking
Water & 2.44x for MRBF

Asset to liabilities ratios: 1.5x for Clean
Water, 1.6x for Drinking Water; 1.8x for
EBF & 3.03x for MRB

Rhode Island Student Loan Authority

Target minimum Parity Ratio of 110%

[Meets recommended target

Parity Ratio of 120.6%

Exceeds recommended target/Recommended no new debt

Part 3: Municipal/Local Recommendations. Municipal governance in Rhode Island is comprised of a
patchwork of overlapping authorities. In addition to the state’s 39 cities and towns, local government
includes dozens of regional and local districts, some contained entirely within a municipality and others
across multiple municipalities. Some of these governmental entities raise revenue through property taxes,
and others through charges such as utility fees.

In determining how to set targets for this complex patchwork of municipal issuers, the PFMB ultimately
determined that the most important consideration is the ability of the underlying population of a
municipality to afford the aggregate levels of debt their governmental agencies have taken on. Therefore,
three of the four recommended affordability targets for debt incorporate the debt of municipalities and
overlapping districts into combined ratios.



Recommended Municipal Liability Limits

Recommended Limit

Definition

Rational for Level

Net Direct Debt to Full Assessed
Property Values: Less than 3%

Debt of the municipality typically paid
for through the municipal budget with
taxpayer funds. (Does not include
revenue bonds that are supported by
ratepayers, such as water and sewer
bonds).

Moody’s provides suggested levels of
net direct debt to full value for each
rating category. A ratio of 3% is in
Moody’s mid-point range for ‘A’ rated
communities.

S&P also uses 3% net direct debt as a
percent of market value as a benchmark
in its methodology. If a community’s
ratio is below 3%, S&P can improve the
community’s debt score by one point.

Overall Net Debt to Full Value: Less
than 4%

Net direct debt plus the direct debt of any
overlapping taxing authority, but still
not revenue bonds that are supported by
ratepayer funds.

Consistent with the rationale for the 3%
measure above; however instead of
using Moody’s mid-point range, the
rationale was to reference the high-end
of Moody’s ‘A’ range, to account for the
additional overlapping debt.

Overall Debt + Net Pension Liability +
OPEB Liability to Full Value: Less
than 9.2%

Total debt of the municipality and all
overlapping jurisdictions, including
revenue bonds, as well as total unfunded
pension and OPEB liabilities.

The PFMB believes it is important to
consider the total liability burdens of
municipalities, including all debt,
pension and OPEB, relative to the
underlying population’s ability to pay.
Although each rating agency considered
OPEB and pension liabilities differently,
the PFMB estimates that a limit of
Overall Debt + Net Pension Liability +
OPEB Liability to Full Value of 9.2%
would approximate the ratings agencies
expectations for an ‘A’ rated
community.

Governmental Debt Service + Pension
ADC + OPEB Required Payment to
Governmental Expenditures: Less than
22.5%

Total governmental debt service,
pension ADC (actuarial determined
contribution) and OPEB required
contribution of the municipality to

governmental expenditures

Compares the annual cost of liabilities to
the annual municipal budget. Formula is
based off Fitch’s “Carrying Cost”
metric, the only OPEB inclusive ratings
methodology. This metric isolates fixed
obligation spending. As for states, Fitch
considers a carrying cost metric of:

-less than 10% to be consistent with a
‘aaa’ assessment; less than 20%, ‘aa’;
less than 25%, ‘a’; and less than 30%,
‘bbb’.

PFMB recommends 22.5% consistent
with the mid-point of an ‘a’” rating.

The table below shows the current liability levels for each municipality according to these four ratios with
green shaded levels indicating the municipality is within the recommended limits, yellow shaded levels
indicating current levels are within 75% of the recommended limits and red shaded levels indicating the
current levels significantly exceed the recommended limits.



Debt and Pension Affordability Ratios for Municipalities

Net Direct Debt

Overall Net Debt

Overall Debt + Net
Pension Liability +

Governmental
Debt Service +
Pension ADC +

. to Assessed to Assessed N OPEB Required
Municipality OPEB Liability to
Value Value Assessed Value Payment to
Target < 3.00% Target < 4.00% Governmental
Target <9.2% :
Expenditures
Target < 22.5%
Barrington 2.6% 2.6% 5.0% 11.2%
Bristol 1.0% 1.3% 3.6% 17.1%
Burrillville 0.6% 0.9% 3.2% 8.9%
Central Falls 2.3% 2.3%
Charlestown 0.2% 0.7% 1.0% 5.3%
Coventry 1.2% 1.3% 7.1% 14.7%
Cranston 1.2% 1.2% 7.9% 17.0%
Cumberland 1.3% 1.6% 5.3% 15.0%
East Greenwich 1.9% 1.9% 6.7% 19.4%
East Providence 1.1% 1.1% 9.1% 15.7%
Exeter 0.1% 0.3% 0.3% 1.3%
Foster 0.0% 2.0% 3.0% 3.9%
Glocester 0.2% 2.2% 3.4% 5.2%
Hopkinton 0.3% 1.3% 1.7% 3.2%
Jamestown 0.4% 0.4% 1.5% 12.4%
Johnston 1.3% 1.3%
Lincoln 0.8% 0.9% 5.0% 12.7%
Little Compton 0.5% 0.5% 0.9% 12.1%
Middletown 1.2% 1.2% 3.4% 15.2%
Narragansett 0.5% 0.5% 2.9% 22.0%
New Shoreham 0.9% 0.9% 1.5% 15.4%
Newport 0.5% 0.5% 5.5% 15.5%
North Kingstown 0.8% 0.8% 3.7% 15.2%
North Providence 0.5% 0.5% 8.3% 11.5%
North Smithfield 1.8% 1.8% 4.1% 15.6%
Pawtucket 2.6% 2.6% 20.5%
Portsmouth 0.7% 0.8% 3.6% 15.6%
Providence 3.7%
Richmond 0.4% 1.5% 1.8% 2.9%
Scituate 0.4% 0.4% 3.2% 12.6%
Smithfield 0.8% 0.8% 4.9% 11.9%
South Kingstown 0.3% 0.3% 2.0% 9.7%
Tiverton 2.1% 2.4% 5.3% 14.9%
Warren 1.2% 1.6% 2.8% 10.3%
Warwick

West Greenwich

West Warwick

Westerly

Woonsocket

Meets recommended limit

75% of limit reached




The liability levels of most of Rhode Island’s municipalities remain within acceptable levels, though there
are seven municipalities that are above at least one of the recommended limits. For most municipalities,
traditional debt is within acceptable limits, while unfunded pension liabilities remain the largest and most
costly liability.

It is also worth noting that some of the state’s most highly indebted municipalities have seen their debt
burdens become more affordable since the prior study two years ago. For example, Woonsocket’s Overall
Net Debt has fallen from 10% of Assessed Property Value in FY 2015, to 7.5% of Assessed Property
Value in FY 2017. Similarly, Providence’s Net Debt to Assessed Value has fallen from 4.4% to 3.7%.

Analysis and Conclusions

This study represents the most comprehensive analysis of public liabilities the state has ever undertaken. It
reveals a complicated and nuanced picture, in which some arms of government in Rhode Island borrow
well within their means and others struggle with significant liabilities that place great stress on government
entities and the citizens they serve.

At the state level, the debt of Rhode Island and its Quasi-Public agencies is generally affordable and within
acceptable levels. The debt and pension liabilities of the State of Rhode Island are somewhat higher than
national medians but have trended downward in recent decades, and are currently manageable. The state-
level OPEB liability is lower than that of most other states. Future decisions could alter the state’s debt
affordability considerably, for better or for worse, and debt affordability must remain a key consideration
for state policymakers going forward.

At the municipal level, degrees of indebtedness vary greatly. Even when pension, OPEB and overlapping
liabilities from local districts are included, some municipalities enjoy very low liability burdens. The
liabilities in some other municipalities are very high.

The purpose of this study is not to single out any particular public entity, and this report should not be read
as a criticism of an entity that has a level of debt in excess of its recommended target. In most cases where
an agency or municipality exceeds its target, it took on significant liabilities long before its current
leadership was in place, and grappling with inherited legacy costs can be a tremendous challenge even for
the most skilled management teams.

The PFMB hopes to provide a useful guide that policymakers in Rhode Island can refer to when making
decisions in the future. Assuming new debt can be prudent and necessary to provide essential public services
to citizens, but the decision to borrow with the public’s dollars must always be made with care.
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Debt Affordability Study
Part One: State tax-supported debt and long-term liabilities
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Part One — State Tax-Supported Debt and Long-Term Liabilities

Part One of the debt affordability study focuses on the debt and long-term liabilities of the State and the
obligations supported by the State’s general operating budget. References to debt in this section refer to all
tax-supported debt of the State. The study reviews various debt affordability measures to determine which
would be appropriate measures to assess the State’s debt affordability, and under these metrics, what the
State’s debt capacity is for future capital budget planning.

Outstanding Tax-Supported Debt

The State has several categories of outstanding tax-supported debt: (i) direct debt or general obligation
bonds, (ii) appropriation debt, and (iii) certain moral obligation debt.

General Obligation Bonds

Under the State Constitution, the General Assembly cannot incur State debt in excess of $50,000 without
the consent of the people, except in the case of war, insurrection or invasion. By judicial interpretation,
this limitation has been judged to include all debts of the State for which the full faith and credit are pledged,
including general obligation bonds and notes guaranteed by the State and debt or loans insured by agencies
of the State.

As of June 30, 2018, the State has a total of $1.16 billion of outstanding general obligation bonds.
Appropriation Debt and Moral Obligation Debt

The State has entered into certain contractual agreements which, while not considered general obligations
of the State, are still subject to annual appropriation by the General Assembly. Certain of these obligations
are contractual agreements with State agencies or authorities, including the Rhode Island Commerce
Corporation, the Rhode Island Convention Center Authority and the Rhode Island Turnpike and Bridge
Authority. In addition, the Rhode Island Commerce Corporation has entered into performance-based
obligations for which the State has made partial payments for debt service.

The State also has moral obligation debt. Moral obligation debt differs from other debt obligations in that
there is no legal requirement to make debt service payments. A moral obligation pledge represents a promise
by a government obligor to seek future appropriations for debt service payments, typically in order to make
up deficits in a reserve fund should it fall below its required level. While there is no legal requirement to
appropriate funds sufficient to make the payment, rating agencies will view failure to do so unfavorably
and likely take negative action on the State’s rating. Certain agencies of the State have the ability to issue
bonds which are also secured by a capital reserve fund. In accordance with enabling legislation, if at any
time the capital reserve falls below its funding requirement, the agency is authorized to request the General
Assembly to appropriate the amount to the agency. The following table summarizes the State’s current
outstanding moral obligation debt.

Outstanding

Issuer Description as of June 30, 2018
Commerce Corporation Job Creation Guaranty $33,000,000
Commerce Corporation Fidelity Building Performance Agreement $6,518,887
Commerce Corporation Fidelity Building Il Performance Agreement $6,229,700
Commerce Corporation Fleet National Bank Performance Agreement $6,070,000
R_I Housing and Mortgage Multl_-famlly Housing Bonds and Rental $29.320,000
Finance Corporation Housing Bonds
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The State has been paying its obligations on the Job Creation Guaranty (38 Studios) moral obligation bonds
and the two Fidelity Management Resources projects. Therefore, these bonds are counted as tax-supported
debt of the State for the purposes of this study. Other moral obligation bonds for the Fleet National Bank
and Rhode Island Housing and Mortgage Finance Corporation are not included as tax-supported debt for
the purposes of this study because the State has never been required to appropriate funds for debt service
on these bonds.

Below is a summary of the different types of tax supported debt and amounts outstanding as of June 30,
2018.

Outstanding

Tax Supported Debt as of June 30,
2018
General Obligation Debt $1,159,995,000
Certificates of Participation 173,835,000
Convention Center Authority 231,595,000
Rhode Island Turnpike & Bridge Authority (Motor Fuel) 113,020,000
Commerce Corporation - Transportation (Motor Fuel) 35,020,000
Commerce Corporation - URI Power Plant 2,405,000
Commerce Corporation - Job Creation Guaranty 33,000,000
Economic Development Corporation - 1-195 Land Sale 38,400,000
Loan Agreement - Historic Structures Tax Credit Fund 51,995,000
Subtotal $1,839,265,000

Performance Based Agreements

Commerce Corporation- Fidelity Building $6,518,887
Commerce Corporation- Fidelity Building 11 6,229,700
Commerce Corporation- Providence Place Mall 9,790,000
Subtotal $22,538,587
Total GO + COPs + Other Tax-Supported Debt $1,861,803,587

13



Other Long-Term Liabilities

Pension liabilities

The Employees Retirement System of Rhode Island is a pooled defined benefit pension system that provides
retirement security to nearly 60,000 public employees. The State is required by law to make budget
appropriations to help fund the pension benefits of state employees, state police, and judges, while also
splitting the cost of the pension system for teachers with the State’s school districts (the state is responsible

for 60% of required contribution to the teachers plan, and the districts are responsible for 40%).

The table below summarizes the projections of the unfunded actuarial accrued liability (UAAL) for State
employees, the State share for teachers, State police and judges.

(State Employees, State Share for Teachers, State Police, Judges) *»

Projections for Pension UAAL

State Teachers

Employees (State Share) State Police Judges Total
FY2018 $1,997.19 $1,352.62 $27.50 $2.52 $3,379.84
FY2019 $1,996.66 $1,355.76 $29.24 $2.97 $3,384.62
FY2020 $1,987.55 $1,351.50 $30.17 $3.33 $3,372.55
FY2021 $1,965.35 $1,341.31 $29.87 $3.39 $3,339.92
FY2022 $1,930.80 $1,323.93 $29.94 $3.50 $3,288.16
FY2023 $1,882.12 $1,298.37 $29.65 $3.49 $3,213.63

*Amounts in millions
~ Projections assume all assumptions exactly met, including an annual 7.00% return on the current actuarial value of assets.
Source: Employees Retirement System of Rhode Island, January 2019

The State has made its full Pension Annual Required Contribution (Pension ARC) every year since 1995.
In FY 2018, the state’s Pension ARC totaled $276.03 million.

The table below summarizes the actuarial projections for the Pension ARC for State employees, the State
share for teachers, State police and judges.

Projections for Pension Annual Required Contribution (ARC)

(State Employees, State Share for Teachers, State Police, Judges) *

State Teachers

Employees (State Share) State Police Judges Total
FY2018 $163.46 $107.21 $3.38 $1.98 $276.03
FY2019 $172.54 $115.03 $4.37 $2.14 $294.09
FY2020 $185.44 $120.98 $4.83 $2.24 $313.49
Fy2021 $195.59 $127.01 $5.23 $2.28 $330.11
FY2022 $206.79 $133.51 $5.63 $2.43 $348.37
FY2023 $219.05 $140.73 $5.99 $2.59 $368.37
*Amounts in millions
~ Projections assume all actuarial assumptions are met.
Source: Employees Retirement System of Rhode Island, January 2019
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Other Post-Employment Benefit Liabilities (OPEB)

In addition to pension benefits, which provide cash payments of retirement income to retirees, the State
also offers plans to eligible retirees for retiree medical benefits, a liability to the state known as OPEB.
Rhode Island prefunds its OPEB obligations through a trust, established in fiscal year 2011, and unlike
most states, Rhode Island has consistently met its annual Actuarially Determined Contribution (ADC) for
the OPEB trust.

The most recent actuarial study completed as of June 30, 2017 estimates the State’s OPEB unfunded
liability in FY 2018 at approximately $615.85 million for State employees, teachers, state police, judges,
legislators and the board of education. The total OPEB ADC for the fiscal year beginning July 1, 2019 will
be $61.51 million.

The table below summarizes the Unfunded Actuarial Accrued Liability (UAAL) for the State’s OPEB
plans.

Projections for Unfunded Actuarial Accrued Liability (UAAL)

State Employees' and Electing Teachers OPEB
Based on the June 30, 2017 Actuarial Valuation*”

Actuarial
Valuation State State Board
Date Employees Teachers Police Judges of Ed | Legislators Total
6/30/2018 $522.14 $1.09 $44.28 ($2.38) $52.05 ($1.33) | $615.85
6/30/2019 $517.98 ($1.38) $41.99 ($2.54) $50.50 ($1.40) | $605.15
6/30/2020 $507.68 ($1.58) $40.75 ($2.70) $49.17 ($1.45) | $591.87
6/30/2021 $497.90 ($1.66) $39.88 ($2.82) $48.01 ($1.46) | $579.85
6/30/2022 $486.58 ($1.75) $38.88 ($2.94) $46.69 ($1.47) | $565.99
6/30/2023 $473.60 ($1.83) $37.74 ($3.07) $45.18 ($1.48) | $550.14
*Amounts in millions for the year ending on the actuarial valuation date.
~Projections assume all assumptions exactly met, including an annual 5.00% return on the current actuarial value of assets.
Source: Employees Retirement System of Rhode Island
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The table below summarizes the ADC for the OPEB plans.

Projections for Actuarially Determined Contribution*

State Employees' and Electing Teachers OPEB
Projections based on the June 30, 2017 actuarial valuation”™

Actuarial
Valuation State State Board of
Date Employees Teachers Police Judges Ed | Legislators Total
6/30/2018 $44.17 $2.32 $7.67 $0.00 $5.61 $0.01 | $59.79
6/30/2019 $45.50 $2.32 $7.90 $0.00 $5.78 $0.01 | $61.51
6/30/2020 $51.98 $0.00 $6.91 $0.00 $5.57 $0.00 [ $64.46
6/30/2021 $53.54 $0.00 $7.12 $0.00 $5.74 $0.00 | $66.39
6/30/2022 $55.14 $0.00 $7.33 $0.00 $5.91 $0.00 [ $68.39
6/30/2023 $56.80 $0.00 $7.55 $0.00 $6.09 $0.00 | $70.44
*Amounts in millions for the year ending on the actuarial valuation date.
Projections assume all assumptions exactly met, including an annual 5.00% return on the current actuarial value of assets.
Source: Employees Retirement System of Rhode Island

Common Debt Affordability Measures
Debt Ratios Used By Other States
There are many ways to measure the liability burden of a state, and no one ratio or metric can paint a

comprehensive picture. Some of the most common ratios used by states, ratings agencies, and other bond
market participants to measure debt affordability include:

Debt Service as Percent of State Annual Debt Service Requirement
Revenues = General Revenues of the State
Debt per Capita = Net Tax-Supported Debt

State’s Population

Debt as Percent of Personal Income = Net Tax Supported Debt
Total Personal Income of State’s Population

Debt as Percent of State Revenues = Net Tax Supported Debt
General Revenues of the State

Debt as % of Full Valuation of Taxable Net Tax Supported Debt
Property = Full Valuation of All Taxable Property

Debt as % of Gross State Product = Net Tax Supported Debt
Gross State Product

Rapidity of Repayment = Total Net-Tax Supported Debt Retired in 10 Years
Total Net-Tax Supported Debt

The table below summarizes debt ratios used by peer states to Rhode Island based on size and region. For
additional comparisons, Appendix A provides debt capacity measures used by other states. While analyzing
which ratios other states use is informative, Rhode Island must consider its own set of circumstances to
determine which debt affordability measures are most relevant.
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Debt Affordability Ratios Used by Peer States

MADS = maximum annual debt service)
State Debt Service Debt to Debt Debt

(Ratings: M/S/F) to Revenues Personal Income to Revenues per Capita
Rhode Island 7.0% of General 4.0% Rapidity of Debt
(Aa2/AA/AA) Revenues Repayment > 50%
in 10 Years
Delaware MADS <15% of New debt < 5% of G.0. MADS <
(Aaa/AAAJAAA) | General + Net Budgetary Estimated Cash
Transportation Trust General Fund Balance for
Fund Revenues Revenue for FY following FY
Connecticut Outstanding and
(AL/AIAT) Authorized but
Unissued Debt <
160% of General
Fund Tax Receipts
Maine 5.0% of General
(Aa2/AA/AA) Revenues
Massachusetts 8.0% of Annual

(Aal/AA/AA+) Budgeted Revenues
New Hampshire | 10% of Unrestricted
(Aal/AA/AA+) General Fund
Revenues in Prior FY

Vermont 6.0% of Annual < 5-Year Adjusted < 5-Year Average
(Aal/AA+/AAA) | General + Average of the mean of the mean and
Transportation Trust | and median of a peer median of a peer
Fund Revenues group of triple-A group of triple-A
rated states rated states

Metrics for Pension and OPEB Liabilities

Policymakers and credit rating agencies are increasingly focusing on pension and OPEB liabilities, as in
most states, including Rhode Island, combined pension and OPEB liabilities far exceed traditional debt.

Pension and OPEB ARCs are long-term fixed costs, similar to debt service, which can impact expenditures
and create structural imbalance if not managed prudently, and therefore should be taken into consideration
in assessing a government’s long-term liability burden. Recently updated credit rating agency
methodologies for state ratings released in recent years have increasingly incorporated quantification of
pension liabilities.

Rating agencies have not historically viewed OPEB liabilities similar to debt since states generally have
more legal flexibility to adjust OPEB liabilities, and the scale of OPEB liabilities can be difficult to estimate
accurately. However, severely underfunded OPEB liabilities can influence the rating agencies’ assessments
of state liability burdens, and rating agencies have begun to give heightened scrutiny to OPEB in assigning
ratings to states and municipalities. Additionally, governmental accounting standards are moving towards
increased reporting and standardization of OPEB liabilities.

The following ratios have been used by rating agencies, policy makers and other bond market participants
to measure the burden of pension and OPEB liabilities:

- Unfunded Liability per Capita

- Unfunded Liability as Percent of Personal Income

- Unfunded Liability as Percent of State Revenues

- Unfunded Liability as Percent of Gross State Product

- Debt Service, Pension/OPEB ADC as Percent of State Revenues or State Expenditures
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Liability Ratios Used by Rating Agencies

Debt and other long-term liabilities are one factor that the rating agencies consider in the assessment of a
state’s overall financial health. The rating agencies evaluate debt burden and debt affordability and also
consider the state’s capacity to meet its other long-term obligations, such as unfunded pension liabilities.
The approaches of the three major rating agencies in judging debt and long-term liabilities are described
below.

Fitch Ratings: In Fitch’s “U.S. Tax-Supported Rating Criteria” updated on April 3, 2018, one of the key
rating drivers is long-term liability burden. Fitch uses the following metric to measure long-term liability
burden:

Direct Debt + Fitch’s Adjusted Net Pension Liability
Personal Income

Fitch’s Adjusted Net Pension Liability standardizes pension liabilities across states by adjusting the
discount rate to 6%. No liability adjustment is made if the pension’s assumed return is already at or below
6.0%. In addition, using the adjusted net pension liability as a starting point, Fitch also calculates an annual
benchmark contribution that would eliminate the liability over time assuming level dollar payments over a
fixed, 20-year period. As measured by Fitch, Rhode Island’s long-term liability burden is 13.8% of
personal income, which is above the state median of 6.0% (as reported in Fitch’s fiscal 2017 pension
update). The following table summarizes how Fitch views the long-term liability burden:

Elevated but Still

Liability

Burden Moderate in Moderate Range High Very High
Rating aaa aa a bbb bb
Assessment
Ratio Level | Liabilities Less Liabilities Less Liabilities Less Liabilities Less Liabilities 60%
than 10% of than 20% of than 40% of than 60% of or More of
Personal Income | Personal Income | Personal Income | Personal Income | Personal Income
(Rl = 13.8%)*

*Rhode Island ratio as calculated by Fitch.
While Fitch does not include OPEB as part of the calculation of long-term liability burden, Fitch states that

the liability assessment burden could be negatively affected by “exceptionally large” OPEB liability without
the ability or willingness to make changes to the benefits.

Fitch also considers the annual “Carrying Cost” of total Debt, Pension and OPEB liabilities:

Debt Service + Pension ADC + OPEB Actual Payment
Governmental Expenditures

The following table summarizes how Fitch views the Carrying Cost:

Carrying Cost

Assessment
Ratio Level Carrying Cost
Less than 10%

(RI = 7.54%)

Carrying Cost
Less than 20%

Carrying Cost
Less than 25%

Carrying Cost
Less than 30%
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Moody’s Investors Service: On April 12, 2018, Moody’s revised its rating methodology for U.S. States.
The four broad rating factors are the same — economy, finances, governance and debt and pensions. Debt
and pensions represent 35% of the total score in the rating methodology.

In the new methodology, for the debt and pensions component, Moody’s now judges states by a combined
ratio for debt and pensions:

(Adjusted Net Pension Liability + Net Tax-Supported Debt)
State Gross Domestic Product

Adjusted Net Pension Liability (ANPL) is the difference between the fair market value of a pension
plan’s assets and its adjusted liabilities. Moody’s adjusts the reported pension liabilities of U.S states
to improve comparability and transparency based on a market-determined discount rate (the FTSE
Pension Liability Index, which was 4.14% as of June 30, 2018) and the market value of assets.

Net Tax-Supported Debt (NTSD) is debt paid from statewide taxes and other general resources, net of
obligations fully and reliably supported by pledged sources other than state taxes or operating resources,
such as utility or local government revenue.

State Gross Domestic Product (State GDP) is used as a proxy for a state’s capacity to carry liabilities,
because the economy drives current and future tax revenue.

The table below summarizes how Moody’s assesses the debt and pension ratio for the scorecard and its
calculation of the ratio for Rhode Island using FY 2017 pension data.

Measurement Aaa

(ANPL+NTSD)/ Less than 10% - 20%

% - 309 0% - 4009 % - 500
State GDP 10% (RI = 15.29%) 20% -30% | 30% -40% | 40% - 50%

Under the new methodology, Moody’s also has added a Fixed Cost Ratio in the Finances rating factor. The
Fixed Cost Ratio is calculated as follows:

(Debt Service + Moody’s Tread Water Annual Pension Cost + Annual OPEB Payment)
State Own Source Revenues

The table below summarizes how Moody’s assesses the Fixed Cost Ratio for the scorecard and its
calculation of the ratio for Rhode Island using FY 2017 pension data.

Measurement
Fixed Costs / State 0 5% - 15% o - 900 0 - 950 % - 359
Own-Source Revenue Less than 5% (Rl =12.5%) 15% - 20% | 20%-25% | 25% - 35%

Standard & Poor’s. Standard & Poor’s published its current rating methodology for states, “U.S. State
Ratings Methodology,” on October 17, 2016. The five main factors in Standard & Poor’s analytic
framework are the same factors it has always reviewed: government framework, financial management,
economy, budgetary performance and debt and liability profile. Under the debt and liability profile,
Standard & Poor’s evaluates three key metrics, which are scored individually and carry equal weight: debt
burden, pension liabilities and OPEB. For each metric, there may be multiple indicators that are scored
from 1 (strongest) to 4 (weakest) and then averaged to develop the overall score for the metric. These
indicators are provided in the table below. Standard & Poor’s assigned a 2.6 score to Rhode Island’s debt
and liability profile in its last full analysis, dated February 27, 2018.
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Indicator Score:1 Score: 2 Score: 3 Score: 4
Debt Burden

. $500 - $2,000
Debt per Capita Below $500 (RI = $1,728) $2,000 - $3,500 Above $3,500
Debt to Personal 0 2% - 4% o 70 0
Income Below 2% (RI - 3.4%) 4% - 7% Above 7%
Debt Service to
General 0 2% - 6% 6% - 10% 0
Government Below 2% (RI =5.5%) Abave 10%
Spending
Debt to Gross State 0 2% - 4% I 0
Product Below 2% (RI = 3.01%) 4% - 7% Above 7%
Debt Amortization o 1000 60% - 80% o AN 0
(10 Years) 80% - 100% (RI = 75%) 40% - 60% Less than 40%

Pension Liabilities

3-Year Avg Pension
Funded Ratio

90% or above

80% - 90%

60% - 80%

60% or below
(Rl =55%)

Pension Funding
Discipline

Pension contribution
is actuarially based
and full funding of

ARC. Total plan
contributions >
service cost + interest
+ amortization
component

(RI funding actuarial

ARC since 1995)

Pension contribution
is not actuarially
based and ARC is not
fully funded. Total
plan contributions >
service cost + interest
+ amortization
component

Pension contribution
is actuarially based
and full funding of

ARC. Total plan
contributions <=
service cost + interest
+ amortization
component

Pension contribution
is not actuarially
based and ARC is not
fully funded. Total
plan contributions <=
service cost + interest
+ amortization
component

Unfunded Pension

Positive Adjustment: At or Below $500

Personal Income

Liabilities per Negative Adjustment: At or Above $3,500
Capita (RI = $3,143 — No adjustment to initial pension score)
Unfunded Pension Positive Adjustment: At or Below 2%
Liabilities to Negative Adjustment: At or Above 7%

(RI = 6.2% - No adjustment to initial pension score)

OPEB Risk Assessment

OPEB Risk
Assessment

Limited benefits, high
level of discretion to
change benefits, pay-
go costs not
significantly different
from ARC

Average liability
relative to other
states, proactive
management of
liability, some
flexibility to change
benefit levels,
contributions in
excess of annual pay-
go amount

(R = Moderate)

Above average
liability relative to
other states, options
to address liability are
being considered but
plans not well-
developed, limited
flexibility to change
benefits

High liability relative
to other states, high
level of benefits and
inflexible to change,
lack of action to
address liability
leading to
accelerating pay-go
amount

Rhode Island ratios and assessment as derived by Standard & Poor’s,

Amortization, which were calculated by PRAG.
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Summary of Rating Agency Ratios. The table below summarizes the debt and pension ratios used by the
three major rating agencies, including those used in the respective scoring and those that the rating agencies
also take into consideration but not used in scoring.

Debt Ratio Fitch Moody’s S&P

Debt to Personal Income v v v
Debt to Revenues v
Debt Service to Revenues v

Debt Service to Expenditures v

Debt Per Capita v v

Debt to Gross State Product v v

v

Rapidity of Repayment v
Pension Ratio

3-Year Average Pension Funded Ratio
Pension Funding Levels v
Unfunded Pension Liabilities Per Capita
Pension Liabilities to Personal Income

3-Year Average Pension Liability to Revenues v
Debt + Pension + OPEB Ratios

SNENENAN

Debt + Unfunded Pension Liability to Personal Income v
Debt + Adjusted Net Pension Liability to Gross State Product v
Fixed Cost (Debt Service + Pension & OPEB Annual Cost) v v

to Revenues or Expenditures

A full list of Rating Agency Debt and Liability Ratios and Medians, including a summary of each state’s
liability burden under the various Rating Agency criteria, can be found in the appendix.

Peer Comparisons

In addition to Rating Agency guidance, the PFMB found it useful to consider how Rhode Island’s debt and
pension liability burdens compare to peer states. While “following the herd” may not always yield the
correct results, it can be helpful to understand the national context and the decision that other state-level
policy makers have made.

The following graphs show how the states compare on two commonly used debt affordability ratios, Debt
Service to Revenues, and Debt to Personal Income.
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Comparing pension and OPEB liabilities across states can be challenging, as the liabilities and annual costs
that states report can vary considerably based on the assumptions and policies that states use to govern their
pension and OPEB systems. For example, all else equal, a pension system that assumes an 8% assumed
investment rate of return in calculating its liability will report a lower liability than a state assuming a 7%
rate of return. A state that amortizes its pension payments over 25 years will have lower up-front costs than
a state that amortizes over 20 years. In order to draw a true comparison of pension liabilities across states,
an attempt must be made to normalize the state pension liabilities across a common set of assumptions.

The PFMB partnered with the Center for Retirement Research at Boston College (CRR) to develop a model
in which the pension and OPEB liabilities of all 50 states were adjusted to conform to the discount rate and
amortization that Rhode Island uses for its pension and OPEB systems. This normalization helps to provide
a better “apples to apples” comparison of the relative pension liabilities of each state. More information on
the CRR methodology can be found in the appendix.

The following graphs show the combined total liabilities of each state, with normalized discount rates and
amortizations to produce an apples-to-apples comparison. This process reveals that Rhode Island’s total
liability burden is in the middle of the pack relative to other states, and slightly above the state median.

Rhode Island ranks 17" in the country in Debt Service + Pension ARC + OPEB ARC relative to Own
Source Revenues. Rhode Island ranks 14" in the level of Total Liabilities relative to Personal Income.
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Recommended Long-Term Liability Affordability Measures

Rhode Island can measure and limit state liability with a variety of ratios. No single gauge of debt
affordability is perfect, so the use of multiple debt and liability ratios helps ensure both near-term
affordability and long-term capacity to maintain financial health and flexibility.

The PFMB recommends that Rhode Island seek to limit its liabilities to acceptable levels as measured by
the following criteria:

o Debt Service on Net Tax-Supported Debt as a percentage of General Revenues;

o Net Tax-Supported Debt as percentage of Personal Income;

e Net Tax-Supported Debt Service + Pension ARC + OPEB ADC as a percentage of General
Revenues;

e Net Tax-Supported Debt + Pension UAAL + OPEB UAAL as a percentage of Personal Income;

e Rapidity of Repayment or the amount of debt to be retired over the next ten years; and

e Pension ARC and OPEB ADC funding.

Debt Ratios

The PFMB recommends that Debt Service to General Revenue not exceed 7.0%.

Rationale for this metric: This is the metric most frequently used by states to assess debt affordability,
comparing the annual cost of debt payments to the state’s annual budget. Both of the components of this
ratio (debt service and revenues) are largely within the control of the State.

Rationale for this recommended limit (7%): The recommended limit for the debt service to revenues ratio
should be set to ensure that annual debt service payments do not consume so much of the State’s annual
operating budget as to hinder the State’s ability to provide core government services and provide
flexibility to respond to economic downturns.

e Other states that use this ratio to assess debt affordability have recommended limits generally in
the range from 5% to 10%.

o S&P examines a variety of ratios to measure debt burden, and debt service as a percent of general
government spending, which is closely aligned with general revenues, is one of the ratios. S&P
considers the range of 2% to 6% as “moderate” and the range of 6% to 10% as “moderately
high”.

o Rhode Island has been below 7% for the past eight years.
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The PFMB recommends that State Tax-Supported Debt to Personal Income not exceed 4.0%.

Rationale for this metric: Debt to personal income represents a broader measure of a state’s ability to pay
its debts. State personal income is not directly dependent on tax policy choices, and is the base from which
state revenues can be generated. All three rating agencies review the debt to personal income ratio as part
of the rating process, and the ratio is a good measure for long-term debt affordability.

Rationale for this recommended limit (4%):

e  While Moody’s, Fitch & S&P provide high-level guidance on this recommended limit, S&P’s
guidance is the most explicit. To stay within S&P’s recommended range for a AA rating score,
the State should maintain a ratio of less than 4%.

e The PFMB believes that establishing a recommended limit of debt to personal income of 4% is
realistic given that the State has only exceeded 4% twice since 2006.

Debt, Pension & OPEB Liability Ratios

Net Tax Supported Debt Service + Pension ARC + OPEB ARC to General Revenues not exceed
18%.

Rationale for the metrics: Rating agencies and investors are increasingly assessing states’ liabilities
holistically, looking at debt, pension liabilities and OPEB liabilities in combination to determine the
full picture of a state’s liability burden. A state’s ability to meet future annual liability payments
with available revenues is a critical indicator of whether these liabilities are manageable.

Rationale for this limit:
e In their rating methodologies, Moody’s and Fitch both use a version of a ratio that compares
the annual servicing cost of a state’s total liabilities to the annual budget of the state.

e The Moody’s and Fitch ratios vary from each other in a few ways. The two agencies use a
slightly different method of calculating and normalizing pension costs and also differ in the
type of revenue they compare annual costs to, with Fitch using total governmental
expenditures and Moody’s using own-source revenues

o The PFMB believes that the most appropriate ratio of this type to use for Rhode Island’s
capital planning is Net Tax Supported Debt Service + Pension ARC + OPEB ARC to
General Revenues, as in Rhode Island only General Revenues are available to pay for for
general obligation debt service.

¢ When an 18% level of Net Tax Supported Debt Service + Pension ARC + OPEB ARC to
General Revenues is adjusted to the Fitch and Moody’s ratios, the 18% limit is equivalent
to a AA level in both agency methodologies. Specifically, staff estimates that an 18% level
of Debt Service + Pension ARC + OPEB ADC to General Revenues would be equivalent
to about a 15% level of the Moody’s Fixed Cost Ratio, the high end of Moody’s ‘Aa’ range.
Staff estimates that an 18% level of Debt Service + Pension ARC + OPEB ADC to General
Revenues would be equivalent to about a 9% level of the Fitch Carrying Cost ratio, which
is slightly lower than their ‘AA’ range. Maintaining the state’s AA rating is a key objective
of the PFMB.

e Rhode Island has historically been below the 18% limit, and is currently at 14.9%.
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Debt + Pension Unfunded Liability (UAAL)+ OPEB UAAL to Personal Income

The PFMB recommends that Debt + Pension UAAL+ OPEB UAAL to Personal Income not
exceed 12%.

Rationale for this limit: The measurement compares the total liabilities of the state to the ability of
the underlying population to afford those liabilities, irrespective of tax policy decisions by the State.

Rationale for this recommended limit (12%):

o In their methodologies, Moody’s and Fitch both use versions of a ratio that compares total liabilities
to the ability of the underlying population to repay. Moody’s uses Debt and Adjusted Net Pension
Liability relative to Gross Domestic Product, and Fitch uses Debt and Adjusted Net Pension
Liability to Personal Income.

o When a 12% level of Debt and Pension Liability and OPEB Liability to Personal Income, is
adjusted to the Moody’s and Fitch ratio, Rhode Island would fall into the AA range for both
agencies even though the Rhode Island ratio includes OPEB and the Fitch and Moody’s ratios do
not. Specifically, the recommended 12% limit for Liabilities to Personal Income would equate to
about 15% under Fitch’s, Direct Debt + Fitch’s Adjusted Net Pension Liability to Personal Income,
well within the Fitch ‘AA’ range. Moody’s uses a measure of Liabilities to GDP instead of
Liabilities to Personal Income. The recommended 12% limit for Liabilities to Personal Income
would equate to about 16.6% under Moody’s Liabilities to GDP, well within the Moody’s ‘Aa’
range. Maintaining the state’s AA rating is a key objective of the PFMB.

¢ Rhode Island has been below the 12% limit for the past 5 years, and is currently at 10.2%.

Fund 100% of its Pension ARC and OPEB ARC

The PFMB recommends the state continue to fund 100% of its Pension ARC and OPEB ARC.

Rationale: When states fail to make their full actuarially required contributions to their pension and OPEB
trusts, unfunded liabilities increase. Failure to make full annual required contributions has been one of the
leading causes of the spike in unfunded liabilities across the United States. Rhode Island has not missed a
pension ARC payment since 1995, and has made 100% of OPEB ARC payments consistently since FY
2011, when the OPEB trust began. The state should continue these practices.

Rapidity of Debt Repayment

The PFMB recommends that expected Rapidity of Debt Repayment equal at least 50% in 10 years.
Rationale for this metric: Rapidity of repayment measures how much debt is retired over a defined period.
This is a good metric to monitor, to ensure there is a level of equity across years in the way costs of servicing
debt are allocated. Credit analysts view rapid repayment more favorably than slower.

Rationale for this recommended limit (at least 50% in 10 years): The benchmark of 50% of principal repaid
in 10 years is considered best practice among states and municipalities.

The State typically structures its general obligation bonds with 20-year amortization to achieve level debt
service, which permits the State to retire 50% or more of its debt within 10 years.
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Note on Recommendations

The PFMB makes these recommendations with the aim of encouraging responsible budgeting and capital
planning practices, but also notes that these recommendations, and particularly the recommended liability
limits, may be exceeded from time to time due to unforeseen events such as recession, natural disaster or
other emergency. In these events, policymakers should seek to return to recommended liability limits in a
reasonable amount of time.

Current Debt and Pension Projections

The following two charts show existing levels of outstanding tax-supported debt (page 29) and the impact
on debt capacity over the next ten years if future debt issuance levels are constrained by the recommended
limits (page 30). Over the next decade, the State is estimated to have $2.37 billion in available bonding
capacity (through 2029).

Assumptions for Determining Debt Capacity

The following assumptions were applied to the issuance of the authorized but unissued debt and applied in
determining the additional debt capacity that the State has for new State tax-supported debt over the next
ten-year period.

1. All debt will be issued as 20-year debt.

2. Interest (coupon) rate is assumed to be 5.00%.

3. There are no refunding savings during the period.

4. Previously authorized but unissued debt (including the $367.3 million in the November 2018
referendum) is issued from FY2019 through FY2023 in equal amounts.

5. General revenue projections through 2023 are from the enacted 2019 budget and growth after 2023
is assumed to be 1.50%.

6. Personal income projections through 2023 are from the November 2018 Revenue Estimating
Conference and growth after 2023 is assumed to be 3.00%.

Future Debt Capacity

Debt, Pension and OPEB Ratios
With Additional Debt Capacity Constrained to Recommended Limits

Maximum Level
(Year of Occurrence)

Debt Service on Tax-Supported Debt to General Revenues | 7.00% Maximum (FY2023 & FY2030)

Ratio

Net Tax-Supported Debt as Percentage of Personal Income 3.96% Maximum (FY2019)
Rapidity of Repayment over 10 Years 59% (FY2025 - FY2027)
Net Tax-Supported Debt Service + Pension ARC + OPEB 0

ADC as a Percentage of General Revenues 17.49% (FY2030)

Net Tax-Supported Debt + Pension Liability (UAAL) + 10.68% (FY 2019)

OPEB Liability as a Percentage of Personal Income
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Outstanding Tax- Supported Debt
Including Authorized But Unissued Debt

GO Authorized but Unissued* 674,000,000
Appropriation Authorized but Unissued 175,300,000
Total Authorized but Unissued 849,300,000

* Includes $367.3M from Nov. 2018 Ballot.
(Assumption: Issued Over Next 5 Years in Equal Amounts)

Estimated Authorized but Unissued @ Interest Rate of 5.00%

Outstanding Tax-Supported Debt Service ($849.3M lIssued In Equal Amounts Over 5 Years) Outstanding+Authorized but | Outstanding+Authorized but Unissued
(as of June 30, 2018) *No Additional Authorization After November 2018 Ballot Unissued Debt Ratios Debt + Pension+OPEB Ratios
Total Tax-Supported DS~ Tax-Supported
Outstanding + Total Debt Total Debtto  + Pension ARC Debt + Pension +
Fiscal Projected Debt Service to Personal +OPEB ADCto  OPEB UAAL to
Year Principal Interest Debt Service Principal Interest Debt Service Service Revenues Income Revenues Personal Income
2019 154,980,806 84,946,439 239,927,245 239,927,245 6.01% 3.96% 14.91% 10.68%
2020 169,940,838 77,196,439 247,137,277 5,137,006 8,493,000 13,630,006 260,767,283 6.31% 3.79% 15.46% 10.19%
2021 168,764,658 69,103,148 237,867,806 10,530,862 16,729,150 27,260,012 265,127,818 6.33% 3.61% 15.80% 9.69%
2022 147,748,928 61,436,249 209,185,177 16,194,411 24,695,607 40,890,018 250,075,194 5.86% 3.19% 15.63% 8.94%
2023 175,250,655 54,424,254 229,674,909 22,141,137 32,378,886 54,520,023 284,194,932 6.51% 2.81% 16.57% 8.24%
2024 144,515,827 46,134,348 190,650,175 28,385,200 39,764,829 68,150,029 258,800,204 5.84% 2.44% 16.00% 7.54%
2025 127,864,697 39,874,650 167,739,347 29,804,460 38,345,569 68,150,029 235,889,376 5.25% 2.13% 15.50% 6.89%
2026 122,242,537 34,181,993 156,424,530 31,294,683 36,855,346 68,150,029 224,574,559 4.92% 1.86% 15.28% 6.27%
2027 108,439,641 28,814,078 137,253,719 32,859,417 35,290,612 68,150,029 205,403,749 4.44% 1.60% 14.90% 5.54%
2028 76,680,000 23,242,938 99,922,938 34,502,388 33,647,641 68,150,029 168,072,968 3.58% 1.37% 14.15% 4.83%
2029 63,115,000 19,889,791 83,004,791 36,227,508 31,922,522 68,150,029 151,154,821 3.17% 1.19% 13.70% 4.25%
2030 63,565,000 16,720,916 80,285,916 38,038,883 30,111,146 68,150,029 148,435,945 3.07% 1.03% 13.56% 3.59%
2031 52,865,000 13,746,919 66,611,919 39,940,827 28,209,202 68,150,029 134,761,948 2.74% 0.88% 13.35% 2.93%
2032 55,200,000 11,421,251 66,621,251 41,937,868 26,212,161 68,150,029 134,771,280 2.70% 0.74% 13.28% 2.34%
2033 44,775,000 9,285,184 54,060,184 44,034,762 24,115,267 68,150,029 122,210,213 2.41% 0.61% 12.96% 1.78%
2034 40,450,000 7,565,890 48,015,890 46,236,500 21,913,529 68,150,029 116,165,919 2.26% 0.49% 12.88% 1.23%
2035 38,040,000 5,926,487 43,966,487 48,548,325 19,601,704 68,150,029 112,116,516 2.15% 0.39% 7.02% 0.76%
2036 29,125,000 4,414,196 33,539,196 50,975,741 17,174,288 68,150,029 101,689,225 1.92% 0.28% 6.81% 0.51%
2037 25,330,000 3,256,574 28,586,574 53,524,528 14,625,501 68,150,029 96,736,603 1.80% 0.19% 6.52% 0.27%
2038 19,640,000 2,199,223 21,839,223 56,200,755 11,949,275 68,150,029 89,989,252 1.65% 0.12% 6.02% 0.11%
2039 9,645,000 1,408,840 11,053,840 59,010,792 9,139,237 68,150,029 79,203,869 1.43% 0.06% 2.93% 0.05%
2040 10,115,000 935,667 11,050,667 48,331,326 6,188,697 54,520,023 65,570,690
2041 10,610,000 439,365 11,049,365 37,117,887 3,772,131 40,890,018 51,939,383
2042 2,900,000 124,381 3,024,381 25,343,775 1,916,237 27,260,012 30,284,393

1,861,803,587 616,689,217 2,478,492,804 836,319,042 513,051,538  1,349,370,580 3,827,863,384
Note: Assumes the full $849.3 million of authorized but unissued debt is issued over the next five years. The UAAL and the Pension ARC are based on projections provided by
the Employee Retirement System of Rhode Island. The General Revenues are based on the projected revenues for FY2019 through FY2023 and 1.50% annual growth thereafter.
The projected personal income for FY2019 through FY2023 is based on the forecast in the November 2018 Revenue Estimating Conference report, and after FY2023, annual
growth is assumed to be 3.00%.
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Net Tax-Supported Debt Capacity Over Next Ten Years

Additional Debt Capacity Over Next 10 Years @ 5.00% Interest
Debt, Pension and OPEB Ratios

Tax-Supported DS + Tax-Supported Debt
Total Debt Total Debt to Pension ARC + + Pension + OPEB
Service to Personal OPEB ADC to UAAL to Personal
Additional Revenues Income 10-Year Payout Revenues Income
Fiscal 'Debt Over Next Additional Debt| Recommended Recommended Recommended Recommended Recommended
Year 10 Years Service| Limit: 7.0% Limit: 4% Minimum: 50% Limit: 18% Limit: 12%
2019 0 0 6.01% 3.96% 68% 14.91% 10.68%
2020 88,200,000 0 6.31% 3.79% 67% 15.46% 10.19%
2021 88,200,000 7,077,396 6.50% 3.75% 64% 15.97% 9.83%
2022 88,200,000 14,154,792 6.19% 3.44% 62% 15.96% 9.20%
2023 301,420,000 21,232,189 7.00% 3.18% 62% 17.06% 8.60%
2024 301,420,000 45,418,909 6.87% 3.21% 60% 17.02% 8.31%
2025 301,420,000 69,605,630 6.80% 3.26% 59% 17.05% 8.02%
2026 301,420,000 93,792,350 6.98% 3.31% 59% 17.34% 7.73%
2027 301,420,000 117,979,071 6.98% 3.35% 59% 17.45% 7.29%
2028 301,420,000 142,165,792 6.60% 3.38% 60% 17.18% 6.84%
2029 301,420,000 166,352,512 6.65% 3.44% 61% 17.19% 6.50%
2030 190,539,233 7.00% 3.48% 63% 17.49% 6.04%
2031 190,539,233 6.62% 3.16% 67% 17.23% 5.21%
2032 190,539,233 6.52% 2.86% 72% 17.10% 4.46%
2033 190,539,233 6.18% 2.56% 76% 16.72% 3.73%
2034 190,539,233 5.97% 2.28% 81% 16.59% 3.02%
2035 190,539,233 5.80% 2.02% 85% 10.67% 2.39%
2036 190,539,233 5.52% 1.76% 89% 10.41% 1.99%
2037 190,539,233 5.35% 1.51% 92% 10.07% 1.60%
2038 190,539,233 5.14% 1.29% 96% 9.51% 1.28%
2,374,540,000 2,392,631,739
2020 Ballot 176,400,000 2026 Ballot 602,840,000
2022 Ballot 389,620,000 2028 Ballot 602,840,000
2024 Ballot 602,840,000

Note: Assumes the full $849.3 million of authorized but unissued debt is issued over the next five years. The UAAL and the Pension
ARC are based on projections provided by the Employee Retirement System of Rhode Island. The General Revenues are based on
the projected revenues for FY2019 through FY2023 and 1.50% annual growth thereafter. The projected personal income for
FY2019 through FY2023 is based on the forecast in the November 2018 Revenue Estimating Conference report, and after FY2023,
annual growth is assumed to be 3.00%.
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Debt Affordability Study

Part Two: State-level agencies, public and Quasi-Public corporations debt
and long-term liabilities
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Part Two — State of Rhode Island Quasi-Public Agencies

The second part of the debt affordability study focuses on the long-term liabilities of the Quasi-Public corporations and
agencies in the State. These liabilities do not include any quasi-public agency debt that is also tax-supported debt of the
State, as this is accounted for in Part | of the study. There is a wide variety of issuers in this category with different
bonding programs, as listed below. Appendix B also provides a list of Quasi-Public agencies with debt outstanding and
the bonding programs under each.

Most of the debt issued by the Quasi-Public agencies is not an obligation of the State, and the State does not provide any
backstop or guarantee for the repayment of the debt, except for certain debt issued by the Rhode Island Commerce
Corporation and the Rhode Island Housing and Mortgage Finance Corporation. However, the quasi-public bond issuing
agencies perform important functions for the State, and thus, the State maintains a strong interest in the viability and
sustainability of the Quasi-Public agencies’ finances.

Overview of Quasi-Public Agencies

The Quasi-Public agencies in this part of the debt affordability study fall into two general categories: (i) those that issue
debt secured by their own revenues and (ii) those that act as a conduit for debt secured by the revenues of separate
underlying borrower(s) through loan or financing agreements. The table below summarizes the Quasi-Public agencies in
these two categories.

Direct Borrower \ Type/Purpose of Bonds

Narragansett Bay Commission Wastewater System Revenue Bonds

Rhode Island Turnpike and Bridge Authority | Toll Revenue Bonds

Tobacco Settlement Financing Corporation Tobacco Master Settlement Agreement Bonds
Rhode Island Resource Recovery Corporation | Resource Recovery System Revenue Bonds

Rhode Island Commerce Corporation GARVEEs, Airport Revenue Bonds, Economic

Development (including Rhode Island Industrial
Facilities Corporation tax-exempt private activity

bond debt)
Rhode Island Health and Educational Public School, Higher Education, Other
Building Corporation Education, Health Care Revenue Bonds (includes

Pooled Bonds)

Rhode Island Housing and Mortgage Finance | Single-Family and Multi-Family Housing
Corporation Revenue Bonds

Rhode Island Infrastructure Bank Water Pollution Control, Safe Drinking Water,
Sewer Revenue Bonds, Energy Efficiency Loans,
Municipal Road and Bridge Loans

Rhode Island Student Loan Authority Student Loan Revenue Bonds

In addition to the Quasi-Public agencies above, the State also has other Quasi-Public agencies that do not have any bonds
currently outstanding, including the Rhode Island Public Transit Authority.

The Rhode Island Convention Center Authority bonds and the Rhode Island Turnpike and Bridge Authority’s Motor Fuel
Tax Revenue Bonds are included in Part One of this study as tax-supported debt of the State. The Rhode Island Commerce
Corporation also has a portion of its debt that is treated as the tax-supported debt of the State, including the Transportation
Motor Fuel Tax Bonds, URI Power Plant, Job Creation Guaranty, 1-195 Land Sale, Historic Structures Tax Credit and
various Performance Based Agreements. This debt is included in the debt analysis of Part | of the study, and will generally
not be included in this section of the study, to avoid double-counting.



Framework for Considering Debt Affordability Guidelines for Quasi-Public Agencies of the State

The debt issued by the Quasi-Public agencies usually consists of revenue bonds, in which debt service is payable solely
from the revenues derived (i) from a dedicated revenue source, (ii) from operating businesses or the facilities acquired or
constructed with proceeds of the bonds or (iii) under a loan or financing agreement.

Among the Quasi-Public agencies in Rhode Island, there are a variety of revenue bonds, including those backed by utilities,
toll revenue, GARVEEs, airport, housing, student loan, healthcare, higher education, secondary education and other not-
for-profits. The appropriate debt affordability measure for each must be considered separately. Since revenues are the
source of repayment for the debt, the PFMB believes the focus of debt affordability should generally be based on some
type of debt service coverage ratio, which may come in the form of an additional bonds test and/or an annual rate covenant
requiring a minimum debt service coverage level.

Revenue bonds are issued pursuant to a trust indenture or a bond resolution, which are legal documents describing in
specific detail the terms and conditions of a bond offering, the rights of the bondholder to receive revenue repayment, and
the obligations of the issuer to the bondholder. These documents describe the revenues that are pledged for the repayment
of debt and may incorporate a rate covenant, as described further below.

A rate covenant is a legal commitment by a revenue bond borrower to maintain rates, fees, charges, etc. at levels necessary
to generate sufficient revenues to provide specified debt service coverage. With revenue bonds, the most frequently used
measure of financial health is debt service coverage or the margin of safety for payment of debt service on a revenue bond
which reflects the amount by which the net revenues (generally total revenues less operation and maintenance expenses)
exceed the debt service that is payable for a 12-month period of time. The trust indentures may also include an additional
bonds test (ABT), which specifies a certain debt service coverage level must be met, including the proposed new debt,
before new (additional) bonds can be issued. The legal requirements established in the indenture are reviewed by the
rating agencies and are key factors in determining the rating. In addition, while the rate covenant provides the minimum
acceptable debt service coverage, credit analysts will generally want to see higher levels of debt service coverage than
what is legally required for highly rated entities.

Because an issuer’s ability to meet the rate covenant and/or ABT specified in a trust indenture is a legal commitment, any
debt affordability target cannot be weaker than the ABT in the covenant.

There are different considerations in the application of debt affordability guidelines to the two categories — direct
borrowers and conduit issuers of quasi-public agencies in Rhode Island. The discussion below describes the debt programs
for each of the quasi-public agencies and a proposed debt affordability limit for each Quasi-Public agency.

Direct Borrowers

This category includes the Narragansett Bay Commission, the Rhode Island Turnpike and Bridge Authority, the Tobacco
Settlement Financing Corporation and the Rhode Island Resource Recovery Corporation. With these borrowers, debt is
secured by the entity’s own revenues and the State does not provide any backstop or guarantee for the repayment of the
debt. For the Tobacco Settlement Financing Corporation, only refunding bonds can be issued; no new debt can be issued.

The debt service coverage ratio provides a measure by which we can assess the Quasi-Public agencies’ ability to repay
their debt and is a key statistic used by rating agencies in their review of the credit of revenue bonds. In cases where the
Quasi-Public agencies’ debt is secured by loans, an asset-liability ratio provides a useful measure to assess the Quasi-
Public agencies’ ability to repay their debt and is a key statistic used by rating agencies in their review of certain types of
revenue bonds.

Narragansett Bay Commission

The Narragansett Bay Commission (NBC) issues debt on its own and also borrows through the Rhode Island Infrastructure
Bank (RIIB). As of June 30, 2018, NBC had approximately $262.6 million of NBC issued bonded debt outstanding and
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approximately $303 million in subsidized loans from the Rhode Island Infrastructure Bank’s clean water state revolving
loan fund, for a total of $565.6 million of total debt outstanding.

Amount of Debt and Liabilities Outstanding

While the PFMB does not recommend pension and OPEB limits for the quasi-public agencies, the following chart provides
background on Narragansett Bay Commission’s overall liability burden:

. ; Debt Other Long- Total
Qu'zs' Public Outstanding as Pension Term Liabilities
gency of 6/30/2018 Liabilities

Narragansett $262,604,184 $19,376,984, also | $4,265,419, also Net other $591.6
Bay revenue bonds counted in Part 1 counted in Part 1 accrued million
Commission of this report of this report expenses:

Net long-term $2,390,869

RIIB loans

payable:

$302,974,434

Rating Agency Guidance and Peer Comparison

NBC’s Trust Indenture requires an ABT of 1.25x for non-RIIB bonds and 1.35x for its RIIB loans. In its criteria for
utilities, Standard & Poor’s assesses coverage in the 1.25x to 1.40x range as “strong”; NBC’s ABT of 1.25x/1.35x is in
this range. Standard & Poor’s confirmed its ‘AA-’ rating with a stable outlook for the NBC in January 2019. Based on
the Standard & Poor’s report, for 2009 through 2018, net revenues covered debt service by at least 1.2x with debt service
coverage for 2018 at 1.2x which includes an offset of $5 million to net revenues because of a transfer to the State of Rhode
Island. NBC has been able to maintain its high “AA-" rating.

The following table summarizes S&P rating considerations for debt service coverage for water and sewer utility systems
and a comparison of the ABT and rate covenant and debt service coverage levels of peer utility systems.

Rating Agency Criteria for Utilities

Standard & Poor’s | As part of the Financial Risk Profile, S&P reviews and scores the following factors:
Debt Service Debt to
Score Coverage Days’ Cash Actual Cash Capitalization®
1 1.60x or Above > than 150 > than $75 MM Up to 20%
2 1.40x to 1.60x 90 to 150 $20 MM to $75 MM 20% to 35%
3 1.20x to 1.40x 60 to 90 $5 MM to $20 MM 35% to 50%
4 1.10xto 1.20x  30to 60 $1 MM to $5 MM 50% to 65%
5 1.00xto 1.10x 15t0 30 $500,000 to $1 MM 65% to 80%
6 Below 1.00x <than 15 < than $500,000 Greater than 80%

Debt Service Cash on Hand

Ratings ABT/Rate Coverage (2017 (2017 unless Debt to
(M/S/F) Covenant unless noted) noted) Capitalization

Narragansett Bay --IAA-/-- NBC: 1.25x | 1.32x (FY 2018) | 200 (FY 2018)
Commission RIIB: 1.35x2
Massachusetts Water | Aal/AA+/AA+ Senior: 1.20x Senior: 1.7x 168 days 75.5%
Resources Authority Sub.: 1.10x Sub.: 1.1x
Boston Water and Aal/AA+AA+ 1.25x 1.4x 150 days 55.4%
Sewer Commission (Moody’s)

246 days (Fitch)
City of Philadelphia AL/A+IA+ 1.20x 1.42x (Moody’s) 79 days 71.1%
Water and Sewer 1.2x (Fitch) (Moody’s)
Bonds 276 days (Fitch)
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St. Louis Aal/AAAIAA+ Senior: 1.25x Senior: 2.8x 623 days 36.1%
Metropolitan Sewer Sub.: 1.15x Sub.: 1.8x (Moody’s)

District 726 days (Fitch)

City of Baltimore Aa3/AA-/-- Senior: 1.15x 0.8x (M FY16) 114 days 70.9%
Water and Sub.: 1.10x (FY16)

Wastewater Bonds

Source: Rating reports and annual reports for each issuer and NBC’s Comprehensive Annual Financial Report, FY 2018

(1) Standard and Poor’s uses the Debt to Capitalization metric to measure the relative leverage of the utility by comparing the total of all long and short-term debt
outstanding (numerator) to the total debt as calculated in the numerator plus the utility’s Net Position (denominator).

(2) Higher coverage on the Commission’s RIIB Loans relate to the subsidized nature of the obligation.

The Narragansett Bay Commission’s debt and other financial statistics presented above represent the recent, point-in-time
numbers. Both the fiscal year 2017 and fiscal year 2018 results reflect an improvement in Net Position (a 6.3% increase
in FY 2017 and a 4.4% increase in FY 2018).

Recommendation for Debt Limit and Rationale

NBC'’s Trust Indenture dated April 2004, and as supplemented, requires NBC to maintain debt service coverage of 1.25x
for debt directly issued by NBC and 1.35x for debt issued through RIIB. S&P Global’s rating guidance for wastewater
programs stipulates that coverage between 1.25x and 1.40x is “strong”. Historic coverage for NBC has been at least
1.25x since 2009 (currently 1.32x) and peer wastewater programs have coverages ranging from 0.8x (Baltimore) and
2.8x (St. Louis). The PFMB recommends 1.30x coverage, because it is in the mid-point of a “strong” S&P rating
and it is within the range of peer comparisons (0.8x-2.8x).

Recommendations

Quasi-Public Indenture Required for Current Debt
Agency Additional Bonds Test Debt Affordability | Level (FY 2018)
Measure
Narragansett Requires estimated net revenues (gross revenues | 1.3x debt service 1.32x
Bay less operating and maintenance expenses) for the | coverage for
Commission three years following the issuance of bonds to be | commission debt
(--/AA-/--) at least 1.25x the debt service requirement for
revenue bonds and 1.35x! the debt service Provide notice to
requirement for RI1IB loans PFMB of any rating
action
Establish an
affordability
program for low-
income ratepayers

(1) Higher coverage on the Commission’s RIIB Loans relate to the subsidized nature of the obligation.

While NBC'’s current level of indebtedness is within the recommended limit, the PFMB notes that NBC is in the design
stage of a large federally mandated capital program, which includes construction of Phase Il of the Combined Sewer
Overflow Control Facilities program (CSO Phase II1).

According to NBC’s 2017 reevaluation of the CSO TII project, the total pre-design cost estimate for the CSO Phase 111
program was $760 million, with the cost expecting to rise in 2018 to $804 million, not including interest. NBC plans to
complete the project in four phases, with the bulk of the expense occurring before year 2025 for the construction of a deep
rock tunnel. In November 2018, the NBC learned that it was invited to apply for a federal Water Infrastructure Finance
Innovation Act (WIFIA) loan, potentially making it eligible for a low interest loan of up to 49% or approximately $251
million (based on 2018 dollars) for design and construction of Phase A of the CSO Il program.

While NBC has the authority to raise rates in order to meet debt service obligations, subject to Rhode Island Public Utility
Commission approval, affordability for ratepayers is a concern. A majority of the ratepayers served by NBC are middle
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and upper income and can likely afford the higher rates necessary to fund the CSO Phase Il program. However, about 1/3
of ratepayers are lower income, and the increased rates could pose a meaningful burden to those households.

The table below lists the pre-design project schedule and cost estimates for the CSO Phase I11 program.®

CSO PHASE Ill, Projected Impact CSO Phase Il Timeline and Costs
Projected Customer Rates
2017 Constant Dollars Timeline Cost
Phase
2017 2025 = C = (in millions)
PhaselllA Design onstruction
A 2017 to 2021 2021 to 2025 S 476.5
CentralFalls |5 4635 609 B |2017t0o2021 [2028t02030 | $ 31.2
increase 33%
Pawtucket S 450 $ 609 C 2031to 2034 2034 to 2037 S 164.5
; ) D 2036 to 2039 2039 to 2041 S 83.4
increase 33%
Providence $ 459 § 621 Total s 755.6
increase 35%

While the investment in wastewater infrastructure is critical, the PFMB remains concerned that the CSO Phase 111 program
may be unaffordable for more than 40,000 households based on NBC’s goals as set forth in NBC’s CSO Amended
Reevaluation Report.* These families have median incomes of about $27,000 per year and make up about 1/3 of NBC’s
ratepayers. Under the CSO Phase Il program, rates may rise by 35-40% in the next seven years to around $620 dollars
annually per household. Specifically, the table above highlights the increase in rates.

The maps below highlight in red census tracts in three communities that may have financial burdens of greater than 2%
of the median household income based on the weighted average residential index.

Central Falls Pawtucket

Providence

The successful completion of the CSO Phase 11l program will ensure compliance with federal law, improve the water
quality of Narragansett Bay for all Rhode Islanders and is critical to preserving one of Rhode Island’s most important
ecological habitats. However, as the data above shows, the costs for many Rhode Island families under the current plan
will be too high at best, and unaffordable at worst. The PFMB recommends that NBC and state policymakers should
develop a program to assist low income ratepayers with the cost of their bills, while moving ahead with the CSO
111 project.

3 NBC Phase 111 CSO Reevaluation — Revised CDRA Supplement Chapter 1 — Plan Overview, Financial Impact and Affordability

Analysis

4 NBC Phase 111 CSO Amended Reevaluation — Revised CDRA Supplement Chapter 12 — Phase 111 Amended Recommended Plan
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Rhode Island Turnpike and Bridge Authority

The Rhode Island Turnpike and Bridge Authority (RITBA) was created in 1954 by the Rhode Island General Assembly
to construct, acquire, maintain and operate bridge projects. RITBA operates and maintains four bridges, including the
Newport Pell Bridge (the only toll bridge in Rhode Island), and the portion of State Route 138 in Jamestown.

RITBA issues toll revenue bonds with an ABT and rate covenant that require net revenues plus dedicated payments
pledged to the bonds to be at least 1.20x annual debt service. As of June 30, 2018, RITBA had $50 million of toll revenue
bonds outstanding.

In addition to toll revenue bonds, RITBA also issues motor fuel tax bonds, secured by state appropriations of the gas tax
allocated by law to the RITBA. These bonds are considered tax supported debt of the State, and are covered in Part 1 of
this report. As of June 30, 2018, RITBA had $113,020,000 of motor fuel bonds outstanding.

Amount of Debt and Liabilities Outstanding

Debt Other Long-
A Outstanding as Pension Term
gency of 6/30/2018 Liabilities
Rhode Island | $163,020,000
Turnpike and
Bridge
Authority

Quasi-Public

$163,020,000

Rating Agency Guidance and Peer Comparison

RITBA’s 1.20x rate covenant / additional bonds test coverage requirement is on the low side compared to its toll road peer
organizations; however, actual debt service coverage has been healthy. According to RITBA, the flexibility afforded
RITBA by the lower rate covenant is important to a one facility toll issuer. Annual debt service coverage has ranged from
1.6x to 2.1x from fiscal years 2012 through 2016, with debt service coverage at its low point of 1.6x in fiscal year 2016,
which Standard & Poor’s still considers strong. S&P’s and Fitch’s ratings outlooks for RITBA remain Stable. As specified
in Standard & Poor’s toll road criteria, the most common ratio used in a toll covenant is 1.25x.

The table below summarizes Fitch and S&P rating considerations for debt service coverage for toll revenue bonds and a
comparison of the ABT and rate covenant and debt service coverage levels of peer toll facilities (small expressway or
stand-alone toll facilities).

Rating Agency Criteria for Toll Revenue Bonds

Fitch Ratings For small networks and stand-alone toll road:

“A” Rating Category: Average debt service coverage of 1.7x and above
“BBB” Rating Category: Average debt service coverage of 1.4x and above
AA rating category is unlikely based on asset size/geographical concentration.

Standard & Poor’s Rating for toll revenue bonds above ‘A’ category is unlikely.

Typical rate covenant is 1.25x.

Does not provide indicative rating levels for different debt service coverage levels.
Typical coverage for existing toll facilities is in the 1.5x-2.0x range.
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Deb e e overage 0 ear Average Deb

Rating a\= 0 a A a e e Coverage
e Rate Covena Debt Se e enior Deb

RITBA --IA-1A 1.20x 1.59x (2018) 1.81x (2018)
Richmond Metropolitan Al/--IA 1.25x (1.0x on all 1.96x (2017) 2.00x (2017)
Authority (VA) obligations)
Buffalo & Fort Erie Public -IA+/A 1.25x (1.0 onall 2.31x (2017) 2.02x (2017)
Bridge Authority (NY) obligations)
Lee County (FL) Toll A2/A/-- 1.20x (1.0 onaall 1.75x (2017) N.A.
Bridges obligations)
Greater New Orleans --A/-- Senior: 1.2x 2.05x (2017) N.A.
Expressway Commission Sub: 1.35x

(12.0x on all

obligations)
Niagara Falls Bridge --A+/-- 1.30x 2.02x (2017) N.A.
Commission (NY)

Source: Ratings reports and Official Statements for each issuer. *Coverage levels from Fitch Ratings, “Peer Review of U.S. Toll Roads,” October 2018

Recommendation for Debt Limit and Rationale

RITBA’s current debt service coverage covenant is 1.20x, with historic levels ranging from 2.09x to 1.59x (2009-2018).
Fitch Ratings criteria generally cites coverage of 1.7x for a single A rating, RITBA’s rating tier. S&P does not provide
indicative rating levels for different debt service coverage levels, but provides guidance that typical coverage is in the
1.5x-2.0x range. RITBA’s peer coverage ranges from 1.75x to 2.31x. The PFMB recommends RITBA seek to maintain
minimum coverage of 1.7x, because this is at the low-end of Fitch criteria for an “A” rating, toward the low-end of
S&P’s indicative range, and is near RITBA’s peer group (1.75x-2.31x).

Recommendation for Current

Quasi-Public Indenture Required .

Agency Additional Bonds Test Debt Affordability Debt Level

Measure

Rhode Island | Net Revenues (gross revenues less operating and 1.7x Debt Service 1.59x Debt
Turnpike maintenance expenses) plus Dedicated Payments in Coverage Service
and Bridge most recent fiscal year or projected for each of the next Coverage
Authority 5 fiscal years must be at least 1.20x* Maximum ) (2018)
(—-IA-IA) Annual Debt Service. Notify the PFMB of

any rating change.

(1) On April 1, 2010, the Authority amended and restated its Master Trust Indenture which included a revised ABT (from 1.25x to 1.20x, effective December 1,
2017).

RITBA’s debt service coverage has decreased from 1.97x in 2017 to 1.59x in 2018, putting the agency below the PFMB’s
recommended limit of 1.7x. RITBA’s decline in year-over-year coverage is due largely to flat revenues and a $3.4 million
increase in expenses. The largest expense increase was related to Personnel Services and Other Supplies and Expenses,
driven by RITBA’s continued effort to bring painting and maintenance of bridges in-house.

RITBA expects to issue motor fuel or toll or combined revenue bonds in calendar year 2019, though at time of publication,
size and timing of 2019 issuance was unknown. The remaining amount of authorized but unissued bonds of RITBA under
existing General Assembly authorizations is $15,500,000.

Rhode Island Resource Recovery Corporation

The Rhode Island Resource Recovery Corporation (RIRRC) is responsible for managing Rhode Island's solid waste and
recyclables. RIRRC provides several distinct onsite processing and disposal services to its customers: sanitary landfilling,
commercial composting, recyclables sorting and processing and small vehicle waste sorting. RIRRC’s central landfill,
located in Johnston, is currently projected to reach the end of its useful life in 2038. However, because of recent high
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usage, it is possible that the end of its actual useful life may occur several years earlier. As of June 30, 2018, the Rhode
Island Resource Recovery Corporation had $21.4 million of debt outstanding, the final term of which is FY 2023.

Amount of Debt and Liabilities Outstanding

: : Debt Other Long-
QUXZIQ:ESIIC Outstanding as Pension ‘ OPEB ‘ Term Liabilities
of 6/30/2018
Rhode Island $21,384,740 N/A $609,000 Long term $130.6
Resource landfill post million
Recovery closure
Corporation $91,099,055 and
pollution
remediation
$17,467,329

Rating Agency Guidance and Peer Comparison

The Rhode Island Resource Recovery Corporation issued revenue bonds through a private placement with an ABT and
rate covenant that requires net revenues (after payment of operating and maintenance expenses) plus State Subsidy, and
Assets Held in Trust to be at least 1.25x debt service. Standard & Poor’s assesses coverage in the 1.25x to 1.40x range as
“strong”.

The Rhode Island Resource Recovery Corporation’s debt is not rated, however general rating agency criteria for utilities
can be reviewed and the peer comparison for the Rhode Island Resource Recovery Corporation, as summarized above can
be used as a reference.

Rating Agency Criteria for Utilities

Standard & Poor’s | As part of the Financial Risk Profile, S&P reviews and scores the following factors:

Debt Service Debt to
Score Coverage Days’ Cash Actual Cash Capitalization®
1 1.60x or Above > than 150 > than $75 MM Up to 20%
2 1.40x to 1.60x 90 to 150 $20 MM to $75 MM 20% to 35%
3 1.20xto 1.40x 60 to 90 $5 MM to $20 MM 35% to 50%
4 1.10xto 1.20x 30 to 60 $1 MM to $5 MM 50% to 65%
5 1.00xto 1.10x  15to 30 $500,000 to $1 MM 65% to 80%
6 Below 1.00x <than 15 < than $500,000 Greater than 80%
Ratings ‘ ABT/Rate Debt Service Cash on Hand Debt to
(M/S/F) Covenant Coverage Capitalization
Rhode Island Not Rated 1.25x 10.09x (2018) 337 24%
Resource Recovery 8.16x (2017) days (2017)
Corporation
Delaware Solid Aa3/AA+/-- 1.1x 3.80x (2017) 30 days (2017) 9.0%
Waste Authority

Source: Rating reports and annual reports for each issuer.
Standard and Poor’s uses the Debt to Capitalization metric to measure the relative leverage of the utility by comparing the total of all long and short-term debt

outstanding (numerator) to the total debt as calculated in the numerator plus the utility’s Net Position (denominator). Debt does not include unfunded pension
and OPEB liabilities.

Recommendation for Debt Limit and Rationale

Despite RIRRC’s strong financials, the PFMB recommends that the Corporation refrain from any issuance of long-
term debt, until there is a clear plan for what will be done when the landfill reaches capacity.
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Recommendations for

Quasi-Public Indenture Required o
Agency Additional Bonds Test Dloit AT Lol 157 Current Debt Level
Measure
Rhode Island For any 12-month period out of the last 18 months, | PFMB recommends the 10.09x (2018) Debt
Resource Net Revenues (gross revenues less operating and Corporation refrain fromany | Service Coverage
Recovery maintenance expenses) plus State Subsidy plus issuance of long-term debt
Corporation Assets Held in Trust must be at least 1.25x until the Corporation
(Not Rated) Maximum Annual Debt Service completes its capital

improvement plan and the
future of the facility is more
certain.

The Resource Recovery Corporation does not intend to issue future debt. Over the next 24-36 months the organization
intends to pursue a capital planning process, in which they will identify capital needs, options, and implementation steps.

Conduit Issuers
Many state quasi-public agencies issue conduit debt on behalf of other underlying borrowers. In these issues the key to
affordability is the credit worthiness of the underlying borrower(s). Underlying borrowers can be single entities or

multiple entities under a pooled bond program.

1. Conduit Issuers -- Single Entity Borrowers

With the single-entity underlying borrower, the PFMB considered debt affordability targets for each underlying entity.
For example, the Rhode Island Health and Educational Building Corporation, based on its FY2018 annual report, had 80
different single-entities as underlying borrowers; the Rhode Island Commerce Corporation has seven single-entity
underlying borrowers; and the Rhode Island Industrial Facilities Corporation has six single-entity underlying borrowers.

The underlying borrowers can be categorized into different groups:

(i) State agency® (e.g. Rhode Island Department of Transportation, University of Rhode Island);
(if) Political subdivision of the State (e.g. City of Pawtucket, City of Providence);

(iif) Non-profit entity (e.g. Lifespan Obligated Group, Brown University, Providence College); or
(iv) Private for-profit entity (e.g. CAPCO Steel, Bullard Abrasives).

The PFMB does not set recommended debt limits for non-profit and private entities that secure debt with their own revenue
sources and are not subject to a moral obligation. Responsibility for repayment of these debts lie solely with the non-profit
and private entities, the taxpayers bear no liability, and it is unlikely that the State or a local government would ever
assume these liabilities should the underlying borrower be unable to make debt service payments.

5 State agencies includes State Boards and State Chartered Institutions, such as the University of Rhode Island.
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Rhode Island Commerce Corporation

In addition to issuing bonds backed by state tax revenues, which are covered in Part | of this report, Rhode Island
Commerce Corporation also issues conduit bonds for the Rhode Island Department of Transportation and Rhode Island
Airport Corporation.

Additionally, the Commerce Corporation issues tax exempt private activity bonds for the Rhode Island Industrial Facilities
Corporation (RIIFC). RIIFC bonds fund the construction of manufacturing and industrial space for private projects deemed
by the Commerce Corporation to be of significant importance to economic development in the state. The companies
benefitting from the facilities are solely responsible for the bonds and there is no state obligation under any circumstance.
There are currently $41,102,000 of RIIFC bonds outstanding, and as there is no taxpayer exposure to this debt the PFMB
does not recommend any specific limitation on the amount of borrowing under this program

Rhode Island Department of Transportation

The Rhode Island Department of Transportation (RIDOT) issues Grant Anticipation Revenue Vehicles (GARVEES)
through the Rhode Island Commerce Corporation. GARVEEs are bonds secured by future Federal highway funds received
by the State and provide a mechanism for accelerating construction projects that would otherwise be funded on a pay-go
basis. With the outstanding GARVEES, Rhode Island chose to pledge Motor Fuel Tax revenue bonds as the federally
required state match to GARVEE bonds, and such Motor Fuel Tax revenue bonds are included in the State’s tax-supported
debt covered in Part | of this Debt Affordability Study. GARVEES enable the State to fund essential transportation projects
without impacting the State’s General Obligation borrowing capacity, reducing the need for tax supported debt.
GARVEEs do not include any federal guarantee of repayment and are subject to federal reauthorization risk, and to
mitigate the risk GARVEEs are generally structured with short maturities, high ABTs and high debt service coverage.

Rating agencies assess the affordability of GARVEE bonds by comparing debt service coverage levels to the additional
bonds test, which in Rhode Island is 3.0x. The chart below demonstrates projected debt service coverage levels of
outstanding GARVEEs, assuming 2018 federal reimbursement levels remain constant into the future.

Debt Service

2018 Federal
Coverage on

Outstanding Debt

Service Reimbursement Outstanding DS
2019 $57,535,250 | $230,779,651 4.0x
2020 $57,536,500 | $230,779,651 4.0x
2021 $57,540,250 | $230,779,651 4.0x
2022 $57,540,000 | $230,779,651 4.0x
2023 $57,536,500 | $230,779,651 4.0x
2024 $57,535,250 | $230,779,651 4.0x
2025 $42,501,250 | $230,779,651 5.4x
2026 $42,501,000 | $230,779,651 5.4x
2027 $42,500,250 | $230,779,651 5.4x
2028 $42,500,250 | $230,779,651 5.4x
2029 $42,502,000 | $230,779,651 5.4x
2030 $42,501,250 | $230,779,651 5.4x
2031 $42,498,750 | $230,779,651 5.4x
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Based on 2018 Federal highway reimbursements, Rhode Island’s level of coverage (4.0x) was the lowest of any state
GARVEE program secured solely by federal highway reimbursements. While the GARVEE program does not require
any on-going legal rate covenant or minimum debt service coverage, a low level of coverage can be cause for concern, as
federal reimbursement levels vary from year to year and face risks at the federal level that are beyond the control of Rhode
Island.

The chart below details historic federal reimbursement amounts available to pay for GARVEE bond payments:

Federal
Federal Reimbursement

Year Over
Year %

Fiscal Year Available for
Change

Bond Payments

2007 $166,550,120 104
2008 $173,103,169 4%
2009 $171,698,008 -1%
2010 $207,839,190 21%
2011 $212,974,483 2%
2012 $205,573,994 -3%
2013 $189,313,545 -8%
2014 $210,272,184 11%
2015 $252,154,162 20%
2016 $214,685,748 -15%
2017 $217,764,218 1%
2018 $230,779,651 6%

Rating Agency Guidance and Peer Comparison
The table below summarizes Moody’s and Standard & Poor’s rating considerations for the additional bonds test and debt

service coverage for GARVEEs and a comparison of the ABT and debt service coverage levels of GARVEE programs of
other states, which, like Rhode Island GARVEEs, are secured solely by Federal highway reimbursements.
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Rating Agency Criteria for GARVEES

Moody’s Rating methodology for GARVEEs is based on Moody’s Special Tax Methodology. ABT
of 3.00x and higher are scored ‘Aaa’. Moody’s assessment of the revenue outlook and
trend limit the rating from reaching the ‘Aaa’ or ‘Aa’ levels. Furthermore, a below the line
adjustment attributable to Federal reauthorization risk results in primarily ‘A’ rating level.

Standard & Poor’s | AA Rating Category: Additional bonds test of at least 2.0x, coverage levels of at least 3.0x
A Rating Category: Additional bonds test of at least 1.5x, coverage levels of at least 1.5x

Ra 0 Adadditional Bona Deb e e Coverage
e e 0

Rhode Island A2/AA-/-- 3.0x 4.0x (2018)

Delaware Al/AA/-- 3.0x 14.1x

District of Columbia A2/AA/-- 3.0x 12.7x

Georgia A2/AAIA+ 3.0x 6.9x

Idaho A2/--|A+ 3.33x 4.6X

Kentucky A2/AAIA+ 4.0x 6.4x

Maine A2/--|A+ 3.0x 8.4x

Michigan A2/AA/-- 3.0x 7.6X

Mississippi** Aa3/AA-/-- 3.75X 6.2X

Montana A2/AA/-- 3.0x 24.4x

New Hampshire A2/AA/-- 3.0x 8.2x

North Carolina A2/AAIA+ 3.0x 10.2x

Ohio Aa2/AA/-- 5.0x 7.9

Oklahoma --IAA/-- 5.0x 68.5X

Washington A2/AA/-- 3.5x 6.1x

West Virginia A2/AA/-- 3.0x 12.7x

Source: Rating reports for each issuer. Official Statements and Continuing Disclosure filings on EMMA.

* Coverage levels for other states based on Federal-Aid Highway Program Obligation Limitation for FY2017. Pro Forma Coverage
calculated by dividing Obligation Limitation by MADS as displayed in latest Official Statement; note that mismatch may occur between
FFY and individual state FY. Source for FFY 2017 OA:

https://www.fhwa.dot.gov/legsregs/directives/notices/n4520240/n4520240 t1.cfm

**The State of Mississippi’s GARVEE bond programs has an aggregate debt limitation rather than one based on coverage.

Recommendation for Debt Limit and Rationale

Recommendations for

Indenture Required

Underlying Borrower Additional Bonds Test Debtaggszdraébility Current Debt Level
Rhode Island Department Federal Transportation Funds | 3.5x Debt service coverage | 4.0x Coverage
of Transportation Grant must be 3.00x maximum bond
Anticipation Revenue payments in any federal fiscal
Bonds (GARVEEsS) year
(A2/AA-/--)

PFMB recommends minimum debt service coverage level of 3.5x as a limit, because this level will allow the state
flexibility to make infrastructure investments while providing a more stringent requirement than the required ABT
(of 3.0x), and staying within recommended rating agency levels of 3.0x coverage. For ‘AA’ rating level, S&P expects
coverage levels of 3.0x. Moody’s generally does not rate any stand-alone GARVEEs higher than the ‘A’ rating level and
has indicated 3.0x as a threshold baseline level of coverage with above 2.0x coverage as a threshold under a stress-test
scenario to achieve an A rating. The recommended limit of 3.5x will allow the state to maintain a coverage ratio of 3.0x
in a scenario where federal reimbursements are cut by up to 25%.
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Rhode Island Airport Corporation

The Rhode Island Airport Corporation (RIAC) is a semi-autonomous subsidiary of the Rhode Island Commerce
Corporation. RIAC is responsible for the operation of six state-owned airports, the largest of which is T. F. Green Airport.
T.F. Green airport is located 8 miles south of Providence in Warwick and is the third largest airport in New England. As
of June 30, 2018, Green was served by seven mainline carriers, 11 domestic affiliate carriers, four international carriers

(including several new carriers) and six all cargo carriers.

Amount of Debt and Liabilities Outstanding

As of June 30, 2018, RIAC had $105.6 million in privately placed general airport revenue tax-exempt bonds in addition
to $130.5 million general airport revenue bonds, $39.2 million First Lien Special Facility Interlink Bonds, and $41.1

million in a TIFIA loan.

Quasi-Public

Agency

Rhode Island Airport
Corporation

Airport
Revenue
Special
Facility
Revenue
Bonds
Subordinate
TIFLA Loan
Private
Placements

Debt

Outstanding as
of 6/30/2018

Airport
Revenue:
$236,033,000
Special Facility
+

TIFIA:
$80,286,000
Private
Placement:
$105,576,365
(included in
revenue total
above)

Pension

$2,135,747,
also counted in
Part 1 of this
report

$437,010, also
counted in Part 1
of this report

Other Long-

Term

Liabilities

Due to other
government
units.
$1,504,967

Total
Non-
current
Liabilities
$320.4
million

Rating Agency Guidance and Peer Comparison

The following table summarizes Fitch, Moody’s and S&P rating considerations for debt ratios for airport revenue bonds
and a comparison of the ABT and rate covenant and debt ratios of peer airport facilities (regional origination and
destination airports). In December 2018 S&P upgraded RIAC’s general airport revenue bonds and special facility bonds

to A from BBB+.

Rating Agency Criteria for Airports

Fitch Ratings

Fitch considers metrics for liquidity, debt service coverage and leverage in the context of the
overall risk profile of the airport. Fitch assesses RIAC’s resiliency of the passenger volume as
weaker and the strength and competitiveness of RIAC’s contractual framework with its airline
partners and other commercial operators (price) as mid-range. Given this risk profile (weaker
volume risk and midrange price risk), Fitch’s rating guidance has RIAC ratings capped at the BBB
level with ultimate rating factoring in liquidity, coverage and leverage:

BBB: Net Debt to Cash Flow Available for Debt Service (CFADS)): < 4x
BB: Net Debt to Cash Flow Available for Debt Service (CFADS)): > 4x
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Moody’s Moody’s employs a scoring methodology with two factors, market position and service offering,

Investors having a combined weight of 85%. The remaining 15% of the scoring is based on leverage and
Service coverage using the following subfactors:
Rating Category Aaa Aa A Baa
Debt Service Coverage >2.5x 1.75x — 2.5x 1.3x — 1.75x 1.1x—1.3x
Debt per O&D Enplaned
Passenger < $25 $25 - $50 $50 - $75 $75 - $100
Standard & | S&P does not use scoring in its methodology and does not have a percentage score for debt. In
Poor’s reviewing the credit, S&P’s analysis begins with the service area characteristics and air traffic

demand and then factors in the legal provisions:
Rate covenant: S&P states that most senior lien airport revenue bonds have a 1.25x rate
covenant. S&P views meeting the rate covenant from operating cash flow with no addition to
revenues from other sources is stronger.
Additional bonds test: S&P states that most ABTSs in the airport sector allow for the use of
projected revenues in meeting the typical 1.25x existing and future debt service obligations.
Net Debt to

ABT/ Cash on Cash Flow Debt per
Ratings Rate Debt Service Hand Available for ~ Enplaned
Issuer (M/S/F) Covenant Coverage (2018)  (2018) D/S Passenger
Rhode Island Airport Revenue 1.25x 2.1x (including M: F: 5.2x (FY $110
Airport Baal/A/BBB+ rolling coverage | 467days 16) (2018)
Corporation account) (FY 18)
1.7x (without
coverage
account)
FY 18
Hartford- --IA+A 1.10x F: 628 F: 1.7x S:$37.31
Springfield 2.5x (including | days (FY
(Bradley rolling coverage 17)
Airport) account)
2.2x (without
coverage account
Manchester, Baal/BBB+/-- 1.25x M: 454 N.A. M:
NH days $132.44
1.6x (including | (FY16) FY16)
rolling coverage
account
1.2x (without
coverage
account)
FY 16
Dayton, OH --/BBB+/BBB 1.25x S: 288 N/A N/A
Sub: 1.1x | 1.9x (including days
subsides) (FY17)
1.3x (projected, F: 319
as subsides are days
phased out) (FY17)
Long Beach, A3/--/A- 1.25x 1.8x (without 346 days N/A $82.45
CA transfers) (FY17)

Source: Rating reports and annual reports for each issuer.
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Recommendation for Debt Limit and Rationale

Recommendations

Underlying Indenture Required for Debt Current Debt
Borrower Additional Bonds Test Affordability Levels
Measure
Rhode Island Airport Revenues Bonds: RIAC’s net revenues 1.5x coverage when | 2.10x coverage
Airport (include rentals, fees, and other charges) and certain | including the (2018) and
Corporation Passenger Facility Charge revenues must be 1.25x Coverage Account | $110 per
debt service (Baal/A/BBB+) Ending Balance and | enplaned
Special Facility Revenue Bonds: Revenues debt per enplaned passenger
generated by the operation of the Intermodal passenger to $100. | (2018)
Facility, including Customer Facility Charges,
Rental Car Companies fees and Parking Revenues
must be 1.25x debt service (Baal/A/--)

At this time, the PFMB recommends RIAC maintain a minimum debt service coverage of 1.5x for its general
airport revenue bonds, as this is the middle range for an A rating category based on Moody’s methodology and in
the middle of the range of debt service coverage levels (1.42x-1.96x) of peer airports. RIAC’s 2018 coverage level
was 2.10x, placing it above the PFMB’s recommended range.

The PFMB also recommends RIAC maintain its target debt per enplaned passenger of $100, because this target is
at the bottom of the ‘Baa’ rating category based on Moody’s methodology and on the higher end when compared
to most of its peers.

Although RIAC currently exceeds the recommended limit for debt per enplaned passenger, it has improved its level of

debt per enplaned passenger from $137 in 2015 to $110 in 2018. A continued increase in the number of passengers, and/or
a decrease in outstanding debt could help RIAC meet its target of $100 per enplaned passenger.

2. Conduit Issuers — Pooled Bond Programs

The Rhode Island Health and Educational Building Corporation (RIHEBC), the Rhode Island Infrastructure Bank (RIIB),
the Rhode Island Housing and Mortgage Finance Corporation (Rl Housing) and the Rhode Island Student Loan Authority
(RISLA) are conduit issuers that issue pooled bonds for various purposes.

Pooled bonds are assessed differently by rating agencies. There are some conduit bonds for which rating agencies base
their ratings solely on the credit of the underlying borrowers (i.e. municipalities’ general obligation pledge). An example
of this type of pooled bond is RIHEBC’s school construction program. This type of conduit debt is included in Part 11 of
this study.

Other pooled bonds, including the Water Pollution Control and Safe Drinking Water programs at the Rhode Island
Infrastructure Bank, are assessed by rating agencies at the program level, meaning that the rating for each program is based
on the combined credit of all participants. This type of conduit debt is included in this section.

To assist Quasi-Public agencies in determining appropriate debt affordability measures, this report includes relevant rating
agency criteria, and reviews of peer agencies in other states.
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Rhode Island Health and Educational Building Corporation

The Rhode Island Health and Educational Building Corporation (RIHEBC) manages financing programs that provide
educational and health care institutions with access to tax-exempt capital. RIHEBC is the designated issuer of tax-exempt
bonds for school projects for cities and towns eligible for state school construction aid. It also issues taxable and tax-
exempt bonds to provide conduit financing for public, non-profit, and private hospitals, universities, and other community
education and health facilities.

Only RIHEBC conduit debt issued on behalf of public higher education institutions is evaluated for affordability in this
section of the report. Conduit debt issues on behalf of municipalities is counted in Part 111 of this report as debt of the
municipalities. Conduit debt RIHEBC issues on behalf of non-profit or private institutions is not considered in this study,
as there is no governmental or taxpayer liability for that debt.

RIHEBC Issuance for Public School Debt

RIHEBC’s Public Schools Revenue Bond Financing Program issues bonds for the benefit of the state’s 36 local
educational authorities (LEAS) for the purpose of constructing, renovating, and improving public schools. Debt issued by
RIHEBC for municipalities through this program is counted in Part Il of this report as debt of the municipalities.

RIHEBC lIssuance for Pubic Higher Education Debt

RIHEBC issues bonds for the benefit of University of Rhode Island (“URI”), Rhode Island College (“RIC”) and the
Community College of Rhode Island (“CCRI”, and collectively the “State Colleges”). RIHEBC’s Higher Education
Facility Revenue Bond programs consist of (i) the Educational and General Revenue Bond credit and the Auxiliary
Enterprise Revenue Bond credit of the collective State Colleges and (ii) the Educational and General Revenue Bond credit
and the Auxiliary Enterprise Revenue Bond credit solely of URI.

The bonding for all of these programs is generally serviced by either Educational and General revenues generated by
unrestricted general revenues including tuition and State appropriations or by Auxiliary Enterprise revenues including fees
from housing, dining and other auxiliary services.

Rating Agency Guidance and Peer Comparison

Both Moody’s and Standard & Poor’s use scorecards for rating higher education pool programs and specific institutions.
Both agencies focus on fundamentals that drive financial performance including Market Position, Management, Operating
Performance and Debt Affordability. Rating agencies use maximum annual debt service (MADS) and total debt as
measurement tools. RIHEBC’s Educational and General Revenue Bonds ABT of 1.00x and Auxiliary Enterprise Revenue
Bond ABT of 1.20x are on the low side compared to peer states.

The following table summarizes Moody’s and S&P’s key statistics for Higher Education bonds, and a comparison of the

current debt service coverage ratio, operating margin, MADS burden and Total Debt to Cash Flow of peer large State
Flagship Universities in the New England States.
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Moody’s Investors Service

Rating Agency Criteria for Higher Education Issuers
Scorecard includes four broad factors: Market Profile, Operating Performance, Wealth and
Liquidity and Leverage.
Several of the factors measure how the University and System are positioned as it relates to
size, attendance and revenue diversity.
Operating Margin and Total Debt to Cash Flow serve as two primary statistics for measuring
annual performance and debt affordability.

Rating Category Aaa Aa A Baa
Operating Margin (%) >20 11-20 45-11 1-45
Total Debt to Cash Flow 0<4 >4-10 >10-16 >16 - 22

Considers the Enterprise (Market Position and Governance) Profile and Financial Profile of the institution equally.
MADS Burden is one primary factor in assessing debt affordability:
Score Burden
2% or less
2% to 4%
4% to 6%
6% to 8%
8% to 10%
Greater than 10%

Standard & Poor’s

OO0 WN

Operating
Margin
(FY 2017
unless

Total Debt to
Cash Flow
(FY 2017

Debt Service

Coverage

Ratings ABT/Rate (FY 2017 MADS

(M/S/F) Covenant unless noted) noted) Burden unless noted)
University of Rhode Island | Aa3/A+/-- 1.60x (FY 18) | 8% (FY 18) 7.0x (FY 18)
— Educational and General
Revenue Bonds®
University of Rhode Island | ALl/A+/-- 1.2x 2.4x (FY 18) | 8% (FY 18) 3.9% 7.0x (FY 18)
— Auxiliary Enterprise
Revenue Bonds
University of Connecticut Aa3/AA-/-- 1.25x 1.4x 16.0% 12.54% 7.9
University System of New Aa3/AA-/-- N/A 3.0x 12.7% 8.66% 4.4x
Hampshire
University of Massachusetts | Aa2/AA- N/A 2.2Xx 13.6 % 7.23% 6.8x

[AA

University of Vermont & Aa3/A+/-- N/A 3.7x (FY 16) 14.6% 4.9% 5.8x (FY 16)
State Agricultural College (FY16)

* Statistics provided from recent rating reports published.

Recommendation for Debt Limit and Rationale

Quasi-Public

RECOMNICTIHAtIONS for Current Level of Debt

Agency Debt Affordability Measure
University of Total Debt to Cash Flow of less than 10.0x as | 7.0x Debt to Cash Flow
Rhode Island a factor required for Additional Bonds.

Provide notice to PFMB of any rating action

The PFMB recommends debt to cash flow of less than 10%o, because this is at the high-end of “Aa” issuers and
toward the lower-end of “A” ratings categories. Peers range between 4.4% (UNH) to 7.9x (UCONN).

6 State College and University of Rhode Island credit statistics reflect all debt obligations which may include portions of certain general obligation
and certificate of participations issued by the State.
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URI plans to issue approximately $27 million through RIHEBC for renovations and improvements to the health and
counseling center in Q4 2019 and is seeking approval to issue approximately $52 million for a new student union building
in 2020.

Rhode Island Infrastructure Bank

Rhode Island Infrastructure Bank (the “Bank”) issues pooled revenue bonds secured by revenues of its borrowers in four
core lending programs along with several smaller programs. The four core programs include: (i) Clean Water State
Revolving Loan Fund (Water Pollution Control Revenue Bonds), (ii) Drinking Water State Revolving Loan Fund (Safe
Drinking Water Revenue Bonds), (iii) Municipal Road and Bridge Revolving loan fund and (iv) the Efficient Buildings
Fund.

Loan Programs ‘ Debt Outstanding

(FY 2018)
Water Pollution Control Revenue Bonds $492,730,000
Safe Drinking Water Revenue Bonds $184,895,000
Municipal Road and Bridge Revolving Loan Fund $13,965,000
Efficient Buildings Fund $23,345,000
Other Water Pollution Control and Drinking Water (non- $73,729,000
SRF conduit bonds)

* The $23,345,000 in Efficient Buildings Fund debt outstanding at June 30, 2018 represents short-
term Bond Anticipation Notes that were refunded subsequent to the end of fiscal year 2018 with an
$18,310,000 long-term bond issue. Please see below.

The Water Pollution Control Revenue Bonds and Safe Drinking Water Revenue Bond programs provide below-market
financing to governmental entities and water suppliers throughout the State for eligible wastewater and drinking water
projects, respectively. Bond proceeds are combined with other sources of funding to provide below-market rate loans to
underlying borrowers, primarily municipalities, sewer and water utilities. Ratepayer charges are typically used to pay for
debt service on these bonds.

The Municipal Road and Bridge Revolving Fund provides below-market financing to municipalities for eligible road,
bridge and related infrastructure projects. Bond proceeds are combined with funds appropriated and allocated by the State

to make loans. Municipal general obligation pledges secure the program’s underlying loans.

The Efficient Buildings Fund provides below-market financing to municipalities and quasi-public agencies to complete
energy efficiency and renewable energy upgrades to pub