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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 TF Green airport and the Pell
Bridge. Combined, these 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 creates jobs
and improves 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.

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 to all issuers
of public debt in the state.

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 of 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, 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. Instead, 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. 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 liability that the issuing entity has
taken on. Therefore, where possible, this report will utilize affordability targets that include both debt and
pension liabilities together.



This is the first time that Rhode Island has integrated pension liabilities into debt affordability targets. While
this has not been done in past affordability studies, the PFMB believes that pension liabilities are significant
enough that they must be considered together with traditional debt. The ratings agencies have recently
begun to adopt methodologies that combine pension and debt into the same affordability measurements,
and while no other state has formally adopted a debt affordability target that integrates pension liabilities,
several have indicated that they will consider doing so in the future.

The PFMB also considered whether to integrate other post-employment benefits (OPEB), which primarily
include retiree health care benefits, into the report’s affordability targets. Several challenges to integrating
OPEB into affordability targets emerged, including the lack of uniformity in reporting, the difficulty of
accurately forecasting OPEB cost inflation, and legal uncertainty around the ease with which states and
other public entities can change OPEB polices. As a result, the PFMB is not including OPEB liabilities in
the current debt affordability study, but will revisit the feasibility of integrating OPEB when the next study
is performed in 2019.

Summary of Debt Currently Outstanding

State Tax-Supported Debt. The first part of the study considers all tax-supported debt of the State. The
State of Rhode Island raises revenue from a variety of sources including an income tax, sales tax, revenues
from lottery and gambling activities, State-level tax-supported debt includes three different types of
issuance:

Q) Direct debt or general obligation bonds — debt of the State for which the full faith and credit
are pledged, usually through a referendum of the electorate

(i) Appropriation debt — debt secured by contractual agreements which, while not considered
General Obligations of the State, are still subject to annual appropriation by the General
Assembly

(iii) Moral obligation debt — debt secured by a pledge that 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.

As of June 30, 2016, the State had a total of $1.87 billion of tax-supported debt outstanding. In addition,
as of June 30, 2016, the State had approximately $2.83 billion of unfunded actuarial accrued liability
(UAAL) for its pensions.

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, in order 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 (iii) under a loan or financing agreement with an underlying conduit borrower.

! This study does not recommend targets for non-profit and private entities that borrow conduit debt through quasi-
public agencies, secure the debt with their own revenue sources, and do not have a moral obligation or any other
connection with the State, an agency of the State or a municipality. 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 a state or local
government would ever assume these liabilities should the underlying borrower be unable to make debt service
payments.
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Table I — 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, Moral Obligation Bonds

Rhode Island Health and Educational Building Public School, Higher Education, Other Education, Health

Corporation (RIHEBC) Care Revenue Bonds (Includes Pooled Bonds)

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

Corporation Moral Obligation Bonds

Rhode Island Infrastructure Bank (R11B) Water Pollution Control, Safe Drinking Water, Water,
Sewer Revenue Bonds, Energy Efficiency Loans (Includes
Pooled Bonds)

Rhode Island Student Loan Authority Student Loan Revenue Bonds

As of June 30, 2016, Quasi-Public Agencies in the State had a total of almost $5.0 billion of debt
outstanding, excluding debt held by non-profit and private conduit borrowers.

Municipalities and Special Districts. The third part of the study considers debt of the municipalities, fire
districts, special districts and local authorities of the State. Rhode Island has 39 municipalities, 44 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 into 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, 116 of which are managed centrally
by the State through the Municipal Employees Retirement System (MERS), 34 of which are managed
independently by municipalities. Regardless of the management structure, the municipalities and district
are fully responsible for 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.

Pension liabilities are calculated through a series of assumptions, and thus can be difficult to estimate with
precision. For the purposes of this study, municipal pension liabilities are derived from the financial
statements of the municipalities, under rule 68 of the Governmental Accounting Standards Board (GASB)
framework.

As of June 30, 2015, municipalities and special districts in the State had a total of $2.0 billion of debt and
$3.69 billion of pension liabilities outstanding?.

2 At the time of publication of this study, debt and pension information for some special districts, particularly
housing authorities, was not immediately available. The figures in this study represent only those districts whose
financial information as available to the PFMB at the time of publication.
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Table 11 — Aggregate Debt and Pension Liabilities Outstanding

Revenue

Outstanding Debt (FY2016) Ol)claizgii:)a: Appropl;iit??;rﬁ R(TD\;ebTil:S (Private/ O-L::?allrzi?:;
Non-Profit
State of Rhode Island $1,051,810,000 $821,164,296 $ - $ - $1,872,974,296
Quasi-Public Agencies
Narragansett Bay Commission 242,820,000 $242,820,000
Rhode Island Turnpike and Bridge Authority 56,160,000 $56,160,000
Tobacco Settlement Financing Corporation 604,785,000 $604,785,000
Rhode Island Resource Recovery Corporation 29,142,861 $29,142,861
Rhode Island Commerce Corporation
GARVEEs 230,280,000 $230,280,000
Airport Revenue Bonds 356,096,991 $356,096,991
Other - 92,764,023 $92,764,023
Rhode Island Health and Educational Building Corp.
Education 229,255,000 1,498,476,283 $1,727,731,283
Healthcare - 698,009,135 $698,009,135
Rhode Island Housing and Mortgage Finance Corp. 1,211,845,486 $1,211,845,486
Rhode Island Infrastructure Bank
Water Pollution Control 522,700,000 $522,700,000
Safe Drinking Water 264,742,000 $264,742,000
Rhode Island Student Loan Authority 525,988,000 $525,988,000
Municipalities and Special Districts (FY 2015) $1,322,423,557 $390,571,530 $334,271,474 $ - $2,047,266,561
GRAND TOTAL $2,374,233,557  $1,211,735,826  $4,608,086,812  $2,289,249,441 $10,483,305,636

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 and not included in Revenue debt of Municipalities and Special Districts.
Narragansett Bay Commission debt is shown as NBC debt and not included in Revenue debt of the participating municipalities.
Information on the local housing authorities is not readily available at this time and will therefore, not be included in this iteration
of the debt affordability study.

PFMB Recommendations and Rationale

The PFMB considered several factors in developing its debt affordability recommendations. For each
issuer, the PFMB considered relevant peer comparisons, Ratings 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, but issuers are recommended to endeavor to return to their target ratios in normal
economic circumstances.

State Net Tax Supported Debt and Pension Liability.

For the State, the PFMB recommends the following Debt and Pension Affordability Ratios. Generally
speaking, the PFMB finds the level of State indebtedness to be manageable but recommends somewhat
lower debt affordability targets than the State has used previously, reflecting the fact that Rhode Island’s
state-level debt and pension liabilities are at the high end relative to other states. At the same time, these
new targets allow the state room to continue making important capital investments in projects to promote
the economic health of the state and the well-being of its citizens.



Table 111 — State Debt and Pension Affordability Ratios (PFMB Recommended Targets

' Current Level (FY2017) Recommended Target

Debt Service on Tax-Supported 6.1% Not to exceed 7.5% within the next

Debt to General Revenues ' five years and 7.0% thereafter

Net Tax-Supported Debt as 3.4% Not to exceed 4.0%

Percentage of Personal Income

Rapidity of Repayment over 10 Amount of debt to be retired over the

Years 76.1% next ten years targeted at no less than
50%

Net Tax-Supported Debt Service
+ Pension ARC as a Percentage 13.07% Not to exceed 16%
of General Revenues

Net Tax-Supported Debt +

Pension Liability (UAAL) as a 8.5% Not to exceed 8% beginning in 2021
Percentage of Personal Income
Pension ARC and OPEB ARC 100% 100%

Funding Level

Based on these recommended debt affordability targets for State net tax-supported debt, the PFMB
estimates that the State has available capacity to assume approximately $221.8 million of new debt in 2019,
the first year in which any authorization from a 2018 voter referendum could be issued, and remaining
capacity of approximately $1.25 billion over a ten-year period.

Quasi-Public Agencies. 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 on the following page 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 yellow
shaded levels indicating current levels are slightly above recommended targets. In no cases is a State Quasi-
Public significantly above its recommended affordability level at a current time, though the PFMB notes
that several Quasi-Public agencies are currently considering investing large capital projects in the coming
years, and will need to carefully evaluate the affordability of those projects should they move forward.



Borrowers
Narragansett Bay Commission

Table IV — Quasi-Public Agency Affordability Metrics (PFMB Recommended Targets

Affordability Metric
1.3x debt service coverage for both
Commission debt and RIIB loans

Current Level
Debt Service Coverage 1.4x

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

4.5x debt service coverage

Debt Service Coverage 1.68x

Debt Service Coverage 4.00x

Debt Service Coverage 4.5x

Rhode Island Airport
Corporation

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

$100 debt per enplaned passenger

Debt Service Coverage 1.76x

$137 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.

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 1.19x (Single Family)
PADR of 1.12x (Multi-Family)

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

Maintain a minimum of 1.2x debt service
coverage and

Maintain asset to liabilities ratios at a
minimum of 1.3x.

Debt service coverages: 1.3x for
Clean Water and 1.5x for Drinking
Water

Asset to liabilities ratios: 1.5x for
Clean Water and 1.6x for Drinking
Water.

Rhode Island Student Loan
Authority

Target minimum Parity Ratio of 110%

Parity Ratio of 120.97%

Meets recommended target Current level slightly above recommended target |

Municipal/Local Debt and Pension Liability. 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.



Table V — Local Debt and Pension Affordability Ratios (PFMB Recommended Targets
Ratio Components Recommended Target
Net Direct Debt to | Net Direct Debt is only the tax-supported debt of a
Full Value municipality, and does not include the debt of overlapping

districts or enterprise debt that is funded by non-tax revenue
such as utility charges. Less than 3%

Full value represents the total assessed value of the
municipality, including real property and tangible personal
property less exemptions

Overall Net Debt Overall Net Debt is tax-supported debt of a municipality AND
to Full Value tax supported debt of overlapping districts, but does not include
enterprise debt that is funded by non-tax revenue such as utility
charges. Less than 4%

Full value represents the total assessed value of the
municipality, including real property and tangible personal
property less exemptions

Overall Debt + Overall Debt includes all debt of a municipality and its

Net Pension overlapping districts, including tax-supported debt and debt

Liability to Full supported by other revenues such as utility charges.

Value g P Y Y J Less than 4.50%
Full value represents the total assessed value of the
municipality, including real property and tangible personal
property less exemptions

Overall Debt + Overall Debt includes all debt of a municipality and its

Net Pension overlapping districts, including tax-supported debt and debt

Liability to supported by other revenues such as utility charges.

Personal Income Personal Income represent the average income of a resident of Less than 20%

the municipality as calculated applying the ratio of money
income to per capita money income for the county to the
city/town’s money income and multiplying by population.

The table below shows the current levels of these affordability ratios for each municipality with green
shaded levels indicating the municipality is within the recommended limits, yellow shaded levels indicating
current levels are slightly above the recommended limits and red shaded levels indicating the current levels
significantly exceed the recommended limits.



Table VI — Debt and Pension Affordability Ratios for Municipalities

Debt Ratios Debt + Pension Ratios
Overall Debt + Net Overall Debt + Net

Net Direct Debt to Overall Net Debt to

Assessed Value Assessed Value Pension Liability to Pension Liability to

Assessed Value Personal Income

Obligor Name

Barrington 0.5% 0.5% 2.5% 4.6%
Bristol 1.1% 1.6% 3.0% 6.8%
Burrillville 1.2% 1.3% 3.1% 5.3%
Central Falls 3.7% 3.7% 17.3%
Charlestown 0.2% 0.5% 3.1%
Coventry 1.3% 1.4% 11.5%
Cranston 1.1% 1.1% 11.9%
Cumberland 1.4% 1.5% 1.7%
East Greenwich 2.3% 2.3% 4.8% 9.8%
East Providence 1.1% 1.1% 4.6% 8.1%
Exeter 0.1% 0.1% 0.1% 0.3%
Foster 0.0% 2.7% 3.6% N/A
Glocester 0.3% 3.2% 4.0% 6.9%
Hopkinton 0.2% 1.3% 1.6% 3.0%
Jamestown 0.4% 0.4% 1.1% 5.5%
Johnston 1.1% 1.1% 19.2%
Lincoln 1.5% 1.6% 10.0%
Little Compton 0.6% 0.6% 1.0% N/A
Middletown 1.0% 1.0% 2.6% 8.0%
Narragansett 0.5% 0.5% 2.0% 8.6%
New Shoreham 1.1% 1.1% 1.5% N/A
Newport 0.8% 0.8% 4.9% 19.5%
North Kingstown 1.1% 1.1% 3.3% 7.3%
North Providence 0.7% 0.7% 5.1% 6.8%
North Smithfield 2.0% 2.0% 3.7% 7.4%
Pawtucket 1.8% 1.8% 20.1%
Portsmouth 0.4% 0.5% 2.7% 7.2%
Providence _ 4.4%
Richmond 0.4% 1.4% 1.7% 3.2%
Scituate 0.4% 0.4% 0.6% 1.4%
Smithfield 0.5% 0.5% 3.1% 7.1%
South Kingstown 0.3% 0.3% 1.6% 4.2%
Tiverton 1.9% 2.2% 3.3% 7.2%
Warren 1.2% 1.9% 2.8% 5.3%
Warwick 12.0%
West Greenwich 3.4%
West Warwick 16.4%
Westerly 11.0%
Woonsocket 22.3%
Exceeds recommended target slightly

Meets recommended target

'(Note: above ratios include allocation of Narragansett Bay Commission debt to municipalities in its service area.)



Analysis and Conclusions

This study represents the most comprehensive analysis of public debt in Rhode Island 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 as defined by ratings agencies. 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. 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 liabilities and overlapping
debts from local districts are included, some municipalities enjoy very low liability burdens. The liabilities
in some other municipalities are exceptionally 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 authors of this study hope 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.



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) 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, 2016, the State has a total of $1.05 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 and 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 of the agency. The following table summarizes the State’s current
outstanding moral obligation debt.

Outstanding

Description as of June 30, 2016
Commerce Corporation Job Creation Guaranty (38 Studios Bonds) $53,965,000
Commerce Corporation Fidelity Building Performance Agreement) $10,043,400
Commerce Corporation Fidelity Building 1l Performance Agreement $7,150,896
Commerce Corporation Fleet National Bank Performance Agreement $6,950,000
E‘I Housing and Mortgage Multl_-famlly Housing Bonds and Rental $65.669,132
inance Corporation Housing Bonds

Since the State has been meeting its obligation on the 38 Studios moral obligation bonds and the two Fidelity
Management Resources projects and has been transferring sufficient funds to the Rhode Island Commerce
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Corporation to satisfy the debt service obligations, this debt is included as tax-supported debt of the State.
Other moral obligation bonds for the Fleet National Bank and Rhode Island Housing and Mortgage Finance
Corporation, is not included as tax-supported debt for the purposes of this study since the State has never
had to appropriate funds for debt service on these bonds.

Below is a summary of the debt subject to appropriation and moral obligation bonds and amounts
outstanding as of June 30, 2016.

Outstanding as of

Debt Subject to Annual Appropriation June 30, 2016
Convention Center Authority $203,880,000
Rhode Island Turnpike & Bridge Authority (Motor Fuel) 117,590,000
Commerce Corporation - Transportation (Motor Fuel) 53,965,000
Commerce Corporation - URI Power Plant 4,585,000
Commerce Corporation - Job Creation Guaranty 51,315,000
Projected Economic Development Corporation - 1-195 Land Sale 38,400,000
Certificates of Participation, Series 2007A 1,565,000
Certificates of Participation, Series 2007B 6,485,000
Certificates of Participation, Series 2007D 10,145,000
Certificates of Participation, Series 2007E 930,000
Certificates of Participation, Series 2007F 2,940,000
Certificates of Participation, Series 2009B 6,485,000
Certificates of Participation, Series 2009C 22,775,000
Certificates of Participation, Series 2011A 18,555,000
Certificates of Participation, Series 2013A 30,515,000
Certificates of Participation, Series 2013B 30,655,000
Certificates of Participation, Series 2013C 12,945,000
Certificates of Participation, Series 2013D 6,700,000
Certificates of Participation, Series 2013E 12,510,000
Certificates of Participation, Series 2014A 10,700,000
Certificates of Participation, Series 2014B 7,465,000
Certificates of Participation, Series 2014C 27,930,000
Loan Agreement - Historic Structures Tax Credit Fund 106,995,000
Subtotal $786,030,000
Performance Based Agreements

Commerce Corporation- Fidelity Building $10,043,400
Commerce Corporation- Fidelity Building Il 7,150,896
Commerce Corporation- Providence Place Mall 17,940,000
Subtotal $35,134,296
Total COPs + Other Tax-Supported Debt $821,164,296

The table below summarizes the State’s total outstanding tax-supported debt as of June 30, 2016 by type of

debt.
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Total Outstanding State Tax-Supported Debt
(as of June 30, 2016)

Outstanding Lease Participation

Convention Center Authority
+ Commerce Corporation
+ RITBA Motor Fuel Tax Bonds

Outstanding Tax-Supported Debt Service

Outstanding General Obligation Bonds Certificates + Other Tax-Supported Debt (as of June 30, 2016)

Fiscal

Year Principal Interest  Debt Service Principal Interest  Debt Service Principal Interest  Debt Service Principal Interest Debt Service
2017 47,930,000 47,746,734 95,676,734 27,035,000 9,263,056 36,298,056 58,825,034 33,280,396 92,105,430 133,790,034 90,290,186 224,080,220
2018 79,995,000 45,916,491 125,911,491 22,975,000 8,145,125 31,120,125 62,090,675 29,168,585 91,259,260 165,060,675 83,230,201 248,290,876
2019 81,155,000 42,285,620 123,440,620 24,055,000 7,177,206 31,232,206 45,375,806 25,635,965 71,011,771 150,585,806 75,098,791 225,684,597
2020 85,865,000 38,411,227 124,276,227 25,250,000 6,102,594 31,352,594 47,835,838 23,121,004 70,956,842 158,950,838 67,634,825 226,585,663
2021 82,470,000 34,586,994 117,056,994 24,165,000 4,939,375 29,104,375 50,739,658 20,419,789 71,159,447 157,374,658 59,946,158 217,320,816
2022 81,520,000 30,724,126 112,244,126 19,795,000 3,813,413 23,608,413 38,283,928 18,049,900 56,333,828 139,598,928 52,587,439 192,186,367
2023 77,880,000 26,836,108 104,716,108 20,885,000 2,820,225 23,705,225 64,370,655 16,319,888 80,690,543 163,135,655 45,976,221 209,111,876
2024 78,185,000 23,116,083 101,301,083 17,865,000 1,814,913 19,679,913 35,810,827 22,559,282 58,370,109 131,860,827 47,490,278 179,351,105
2025 73,785,000 19,544,813 93,329,813 14,085,000 1,050,463 15,135,463 27,464,697 11,698,825 39,163,522 115,334,697 32,294,100 147,628,797
2026 76,740,000 15,887,573 92,627,573 3,395,000 621,819 4,016,819 28,937,537 10,275,064 39,212,601 109,072,537 26,784,455 135,856,992
2027 64,790,000 12,406,865 77,196,865 2,815,000 454,000 3,269,000 27,239,641 8,736,939 35,976,580 94,844,641 21,597,804 116,442,445
2028 50,890,000 9,532,571 60,422,571 2,980,000 315,925 3,295,925 8,590,000 6,342,327 14,932,327 62,460,000 16,190,823 78,650,823
2029 36,060,000 7,414,218 43,474,218 3,150,000 172,313 3,322,313 9,045,000 5,884,882 14,929,882 48,255,000 13,471,412 61,726,412
2030 37,685,000 5,523,162 43,208,162 850,000 13,813 863,813 9,550,000 5,378,387 14,928,387 48,085,000 10,915,362 59,000,362
2031 26,840,000 3,561,981 30,401,981 10,085,000 4,843,477 14,928,477 36,925,000 8,405,458 45,330,458
2032 28,105,000 2,302,037 30,407,037 10,605,000 4,331,015 14,936,015 38,710,000 6,633,052 45,343,052
2033 17,230,000 1,332,761 18,562,761 11,145,000 3,789,089 14,934,089 28,375,000 5,121,850 33,496,850
2034 11,770,000 753,466 12,523,466 11,770,000 3,163,590 14,933,590 23,540,000 3,917,056 27,457,056
2035 8,110,000 366,678 8,476,678 12,395,000 2,533,056 14,928,056 20,505,000 2,899,734 23,404,734
2036 4,805,000 144,150 4,949,150 6,160,000 1,866,850 8,026,850 10,965,000 2,011,000 12,976,000
2037 6,440,000 1,584,050 8,024,050 6,440,000 1,584,050 8,024,050
2038 6,740,000 1,286,750 8,026,750 6,740,000 1,286,750 8,026,750
2039 7,085,000 941,125 8,026,125 7,085,000 941,125 8,026,125
2040 7,450,000 577,750 8,027,750 7,450,000 577,750 8,027,750
2041 7,830,000 195,750 8,025,750 7,830,000 195,750 8,025,750

1,051,810,000 368,393,657 1,420,203,657

209,300,000 46,704,238 256,004,238

611,864,296 261,983,733 873,848,029

1,872,974,296 677,081,628 2,550,055,924
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Other Long-Term Liabilities

Pension liabilities

The Employees Retirement System of Rhode Island is a pooled defined benefit pension system that provides
retirement income 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 table below summarizes the projections of the unfunded actuarial accrued liability (UAAL) for State
employees, the State share for teachers, State police and judges.

Projections for UAAL

(State Employees, State Share for Teachers, State Police, Judges)
($ millions)

State Employees Teachers State Police Judges Total
(State Share)

FY2016 $1,722.10 $1,093.51 $11.72 $0.89 $2,828.22
FY2017 $1,772.32 $1,129.73 $14.81 $2.01 $2,918.87
FY2018 $1,819.67 $1,163.28 $18.12 $3.24 $3,004.31
FY2019 $1,855.18 $1,192.29 $19.97 $4.20 $3,071.64
FY2020 $1,871.72 $1,210.11 $21.76 $5.15 $3,108.74
FY2021 $1,832.81 $1,189.46 $21.62 $5.08 $3,048.96
FY2022 $1,798.08 $1,172.13 $21.39 $4.98 $2,996.58
FY2023 $1,751.94 $1,148.32 $21.08 $4.87 $2,926.21
FY2024 $1,696.40 $1,120.48 $20.68 $4.72 $2,842.28
FY2025 $1,631.84 $1,088.99 $20.17 $4.55 $2,745.55
FY2026 $1,553.35 $1,049.77 $19.54 $4.35 $2,627.01
FY2027 $1,417.19 $975.99 $18.79 $4.12 $2,416.08
FY2028 $1,264.15 $893.28 $17.90 $3.84 $2,179.18
FY2029 $1,141.34 $830.75 $16.85 $3.53 $1,992.47
FY2030 $957.29 $732.57 $15.64 $3.17 $1,708.67
FY2031 $755.63 $626.05 $14.24 $2.76 $1,398.68
FY2032 $580.00 $507.80 $12.64 $2.30 $1,102.74
FY2033 $388.52 $408.97 $10.82 $1.78 $810.10

FY2034 $178.24 $301.38 $8.77 $1.20 $489.60

FY2035 $0.00 $184.60 $6.45 $0.55 $191.59

FY2036 $0.00 $115.20 $5.28 $0.77 $121.25

Projections assume all assumptions exactly met, including an annual 7.50% return on the current actuarial value of assets.
Source: Employees Retirement System of Rhode Island

The State has made its full Pension Annual Required Contribution (Pension ARC) for the last 19 years. In
FY 2016, the state’s Pension ARC totaled $256.32 million. The table below summarizes the actuarial
projections for the Pension ARC for State employees, the State share for teachers, State police and judges.
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Projections for Pension Contributions

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

($ millions)
State Employees Teachers State Police Judges Total
(State Share)
FY2016 $156.27 $94.82 $3.21 $2.02 $256.32
FY2017 $158.36 $97.66 $3.10 $2.01 $261.13
FY2018 $169.32 $102.22 $3.90 $1.98 $277.43
FY2019 $176.28 $107.58 $4.16 $2.01 $290.03
FY2020 $182.86 $112.66 $4.42 $2.04 $301.98
FY2021 $190.05 $117.66 $4.69 $2.16 $314.56
FY2022 $198.40 $122.48 $4.99 $2.31 $328.17
FY2023 $204.21 $124.65 $5.30 $2.46 $336.62
FY2024 $211.79 $127.87 $5.42 $2.59 $347.67
FY2025 $217.81 $131.12 $5.57 $2.73 $357.23
FY2026 $224.29 $134.25 $5.75 $2.74 $367.03
FY2027 $231.21 $137.75 $5.93 $2.70 $377.59
FY2028 $238.28 $141.25 $6.12 $2.68 $388.32
FY2029 $241.78 $142.39 $6.30 $2.65 $393.13
FY2030 $246.02 $143.62 $6.47 $2.54 $398.65
FY2031 $253.62 $147.48 $6.67 $2.48 $410.25
FY2032 $257.00 $148.72 $6.89 $2.40 $415.02
FY2033 $262.30 $150.12 $7.14 $2.27 $421.82
FY2034 $270.59 $151.53 $7.39 $2.34 $431.86
FY2035 $28.71 $97.69 $6.27 $1.56 $134.23
FY2036 $29.37 $100.43 $7.50 $2.11 $139.41

Source: The Pension ARC is based on projections provided by the Employee Retirement System of Rhode Island.
Projections assume all assumptions exactly met, including an annual 7.50% return on the current actuarial value of assets

OPEB

Pursuant to legislation enacted by the General Assembly, the State established a trust in fiscal year 2011 to
accumulate assets and pay benefits and costs associated with OPEB plans, and effective in fiscal year 2011,
all participating employers were required by law to fully fund the actuarially determined OPEB annual
required contribution (OPEB ARC). The most recent actuarial study completed as of June 30, 2015
estimates the OPEB unfunded liability at approximately $593 million for State employees, teachers, state
police, legislators and board of education. The total OPEB ARC for the fiscal year beginning July 1, 2017
will be $60.7 million. Rhode Island is one of only a handful of states to consistently fund 100% of the
OPEB ARC in recent years.

Common Debt Affordability Measures
Prior PFMB Credit Guidelines

In 1999, the PFMB adopted guidelines for State tax-supported debt intended to be restrictive enough to
maintain affordable debt levels, with enough flexibility to facilitate the funding of critical infrastructure
needs. The 1999 guidelines were as follows:

e Tax-Supported Debt to not exceed the target range of 5.0% to 6.0% of personal income
o Debt Service on Tax-Supported Debt to not exceed 7.5% of General Revenues
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Rhode Island has successfully remained within these targets in recent years.

Annual Debt Service to General Revenues Net Debt to Personal Income

8.0% 6.00% -

7.0% 6.6%

5.00%

6.0% -

4.00% |3:85% 3.83%

5.0% -
2.0% - 3.00%
3.0% - 2.00%
2.0% -
1.0% -

iR R an

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

1.00%

0.00%

ez Net Debt to Personal Income ~#—PFMB Minimum Guideline
&=z Annual Debt Service to General Revenues ~ —fli=PFMB Guideline —&—PFMB Maximum Guideline

Debt Ratios Used By Other States

There are a number of different ratios used by other issuers, state governments, and rating agencies to
measure debt affordability, such as:

Debt Service as Percent of State Revenues = Annual Debt Service Requirement
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 Property =  Net Tax Supported Debt
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 states identified in previous PFMB reports as 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
suitable.
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Debt Affordability Ratios Used by Peer States

State Debt Service to Revenues Debt to Personal Income Debt to Revenues Debt per Capita Other

Rhode Island 7.5% of General Revenues 5.0% - 6.0%

(Aa2/AAIAA)

Delaware MADS < 15% of General + New debt < 5% of Net G.O0. MADS < Estimated
(Aaa/AAAJAAA) [Transportation Trust Fund Budgetary General Fund Cash Balance for following

Revenues

Revenue for Fiscal Year

fiscal year

Connecticut
(Aa3/AA-IAA-)

Outstanding and Authorized
but Unissued Debt < 160% of]
General Fund Tax Receipts

Maine
(Aa2/AAIAA)

5.0% of General Revenues

Massachusetts
(Aal/AA+IAA+)

8.0% of Annual Budgeted
Revenues

New Hampshire

10% of Unrestricted General

Trust Fund Revenues

group of triple-A
rated states

(Aal/AA/AA+)  |Fund Revenues in Prior Fiscall

Year
Vermont 6.0% of Annual Aggregate of [< 5-Year Average of the < 5-Year Average of the
(Aaa/AA+/AAA) |General + Transportation mean and median of a peer mean and median of a peer

group of triple-A
rated states

MADS = maximum annual debt service.
Pension and OPEB Considerations

The municipal debt market has seen increasing attention on pension liabilities and OPEB liabilities over
the years. Pension ARCs are long-term fixed costs, similar to debt service, both of 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. While rating agencies have always
taken pension funding into consideration, updated rating agency state ratings methodologies released in
recent years have included increasing quantification of pension liabilities. Rating agencies have not viewed
OPERB liabilities similar to debt since states generally have the legal flexibility to adjust OPEB liabilities.
However, severely underfunded OPEB liabilities can influence the assessment of the long-term liability
burden. Similar to the debt ratios above, the following ratios have been used to measure the burden of
pension and OPEB liabilities, but with the pension liability or OPEB liability used in the numerator rather
than debt and these ratios can also be calculated with just the pension or OPEB liability or added together
with debt:

- 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
- Pension/OPEB ARC as Percent of State Revenues

Debt Ratios Used by Rating Agencies

Debt and other long-term liabilities is 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.
Described below are the approaches of the three major rating agencies in assessing measuring debt and
long-term liabilities.

Fitch Ratings: In Fitch’s “U.S. Tax-Supported Rating Criteria” released April 18, 2016, one of the key
rating drivers is long-term liability burden. Fitch uses the following metric to measure long-term liability
burden:

17



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

The Fitch pension adjustment inflates the reported pension liability by 11% for every 1% by which the
assumed investment return exceeds 7%. No adjustment is made if the pension’s assumed return is already
at or below 7.0%. As measured by Fitch, Rhode Island’s long-term liability burden is 10.6% of personal
income, which is above the state median of 5.8% (as reported in Fitch’s 2015 pension update). The
following table summarizes how Fitch views the long-term liability burden:

Liability Moderate Elevated but Still

Burden in Moderate Range

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
(RI'=10.6%)

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.

Moody’s Investors Service. In Moody’s updated “US States Rating Methodology” published on April 13,

2013, Moody’s introduced a new state methodology scorecard, which was intended to provide guidance for
the factors that generally are the most important in determining the ratings for states. In this scorecard, debt
is given a 20% weight with bonded debt comprising 10% and adjusted net pension liabilities providing the
remaining 10%. The table below summarizes the debt factors used by Moody’s and how the ratios are
assessed by rating category. Moody’s calculations of the ratios are also shown in the table.

Measurement Baa and below
NTSD/Total & .

Governmental Fund | Less than 15% | 15%-30% | 00~ %9% | 5005-00% | 909 - 1300 | Creater than
Povenc] (RI = 31.7%) 130%
3-Yr Average ANPL/ TR

Total Governmental | Less than 25% | 25% - 40% 4&”)_ 8%% /’ 80% - 120% | 120% - 180% Grefg%ﬁ)/tha”
Fund Revenues (RI=80%) °

Rhode Island ratios as calculated by Moody’s.
NTSD = Net Tax-Supported Debt. ANPL = Adjusted Net Pension Liability.

To calculate Moody’s Adjusted Net Pension Liability (ANPL), Moody’s adjusts the reported unfunded
actuarial accrued liabilities to reflect their preference for a market discount rate and also assigns liabilities
to other participating governments. Moody’s then takes a three-year average to reduce year-to-year
volatility.

While not part of the scorecard but reported in the annual State Debt Medians report, Moody’s also
considers debt to personal income, debt per capita, debt to gross state product and debt service as a
percentage of revenue. Additionally, Moody’s does not include OPEB liabilities in its scorecard, but in the
case of severely underfunded OPEB liabilities the scoring for the debt factor could be adjusted lower.

Standard & Poor’s. Standard & Poor’s published its new rating methodology for states, “U.S. State Ratings
Methodology,” on October 17, 2016. Standard & Poor’s states that its new methodology “better aligns our
criteria with revised governmental pension reporting and disclosure standards.” 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
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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. Rhode Island has not been reviewed yet under
this new methodology, but Standard & Poor’s calculations of these ratios under the previous methodology
are indicated in the table below. Standard & Poor’s assigned a 2.3 score to Rhode Island’s debt and liability

profile in its April 2016 report, based on its previous criteria.

Indicator Score:1 Score: 2 Score: 3 Score: 4
Debt Burden

. $500 - $2,000
Debt per Capita Below $500 (RI = $1,672) $2,000 - $3,500 Above $3,500
Debt to Personal 0 2% - 4% - 0
Income Below 2% (RI — 3.3%) 4% - 7% Above 7%
Debt Service to
General 0 0 0 6% - 10% 0
Government Below 2% 2% - 6% (Rl = 7.2%) Above 10%
Spending
Debt to Gross State 0 2% - 4% o o 0
Product Below 2% (RI = 3.2) 4% - 7% Above 7%
Debt Amortization o 1000 60% - 80% o RO 0
(10 Years) 80% - 100% (RI = 79%) 40% - 60% Less than 40%

Pension Liabilities

3-Year Avg Pension
Funded Ratio

90% or above

80% - 90%

60% - 80%

60% or below
(RI = 58.8%)

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 for last 19
years)

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 =$2,623 — No adjustment to initial pension score)
Unfunded Pension Positive Adjustment: At or Below 2%
Liabilities to Negative Adjustment: At or Above 7%

(Rl =5.2% - 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

(RI = 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.
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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
Rapidity of Repayment v 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 + Unfunded Pension Liability to Personal Income v

MYRYRNAN

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 PEMB 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.



Debt Service to Revenues

50 States

16.0%

14.0%

12.0%

10.0%
8.0%

6.0%

4.0%
2.0%

0.0%

50 State Debt Service to Revenues Median: 4.3%

Double-A States Debt Service to Revenues Median: 4.7%

1nandsuuod
| llemeH

I S S —— ST’snyOesse|A

( stoul||

| Kasiar MaN

| HOA MN

H Axomuay

aleme[aq
| uolbuIysepmy

| UISUODSIM

6.40%

| e1b1089

| puels| apoyy

| eIuIBIIA 153

| puejliey

1ddt

' yein

| uobaio

I BPeASN

eluIoyed

oo
| sure

| eluIBIA

| alysdweH maN

| euozuy
| 00IX3N MON

| epLoj4
| sesuexy

| eweqe)y

| elURAASUUR]
| BI0SOUUIIA

| BUIl0JBD YINOS
| BUI0JED YMON
| LINOSSIA
sesuey|
BUBISINOT
ewouepio
0pelIojod
uebiyoIN
exisely
sexal
€10%eq YINos
JUOWIBA
oyep|
938S0UUB L
BUBJUOA
BURIPU|

BMO|

€103eq YUON
[YSILEIN
BuiwoApn

Source: Moody’s State Debt Medians 2016, May 6, 2016.

Debt to Personal Income
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Comparing pension 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. 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
amortized 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 liabilities of all 50 states were adjusted to conform to the assumptions that Rhode
Island uses for its pension system. This normalizes 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 debt and pension liabilities of each state, utilizing the normalized
pension liabilities produced by the CRR model.

Debt Service + Pension Actuarial Required Contribution (ARC)
to Own Source Revenues

50 State Debt Service + ARC to Own Source Revenues Median: 8.2%
Double-A States Debt Service + ARC to Own Source Revenues Median: 8.3%
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Net-Tax Supported Debt + Pension Unfunded Actuarial Accrued
Liability (UAAL) to Personal Income

50 State Net-Tax Supported Debt + UAAL to Personal Income Median: 4.5%
Double-A States Net-Tax Supported Debt + UAAL to Personal Income Median: 4.8%
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Recommended Long-Term Liability Affordability Measures

Rhode Island can measure state debt affordability with a variety of ratios. No single gauge of debt
affordability is perfect and the State should employ multiple debt and liability ratios that compare the State’s
debt burden with the resources available for meeting these obligations. The use of multiple debt and liability
ratios will ensure both near-term affordability and long-term capacity to maintain financial health and
flexibility. Additionally, with increasing focus on pension liabilities and the recognition that these are fixed
costs similar to debt, the PFMB integrates pension liabilities in the assessment of affordability of long-term
obligations.

After a review of the debt burden metrics, the PFMB has determined the ratios that best measure debt
burden for the State and will establish a policy target to be used for planning purposes. In the event of an
economic downtown or if increased capital spending is needed to manage emergency situations, the policy
targets may be exceeded temporarily, but the expectation is to return to the level of the established targets.
Each measure is discussed in more detail below.

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

Net Tax-Supported Debt as percentage of Personal Income;

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

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

Net Tax-Supported Debt + Pension Liability (UAAL) as a percentage of Personal Income; and
Pension ARC and OPEB ARC should be funded at 100%.
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Debt Service to General Revenues.

The metric most frequently used by states to assess debt affordability is debt service as a percent of State
revenues, comparing annual debt service to annual State revenues and providing an indicator of near-term
affordability. This is a good measure because it provides a direct comparison of the state’s debt obligations
to the currently available resources to pay them. The target level 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. This ratio is also appropriate because both components are within the
control of the State.

The 1999 PFMB guidelines included a target debt service to revenues ratio of 7.5% and in review of other
states that use this ratio for debt affordability, the target levels generally range from 5% to 10%. The median
is 4.3% for all 50 states with a range of 0.5% (North Dakota) to 14.3% (Connecticut). Since 2000, the State
has been below 7% in all years except in 2010 when the debt service to revenues ratio was at 7%.

The PFMB recommends that Debt Service to General Revenue not exceed 7.5% within the next 5 years
and 7.0% thereafter.

Debt to Personal Income.

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

The 1999 PFMB guidelines include the target range of tax-supported debt to personal income of 5.0% to
6.0%. In 2000, this ratio was 5.02%, but since then has been below 5.0% and since 2011 has been below
4.0%.

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

Rapidity of Debt Repayment.

The rapidity of debt repayment ratio measures how much of the State’s total long-term debt is retired after
10 years. Credit analysts view rapid repayment more favorably than slower amortization with 50% retired
in 10 years as average. The State typically structures its general obligation bonds with 20-year amortization
to achieve level debt service, which on its own will permit the State to retire 50% or more of its debt within
10 years. This will ensure retirement of debt sufficiently fast enough to allow for additional capacity in
future years. PFMB notes that the State's current debt structure results in rapidity of repayment of tax-
supported debt in 10 years of over 70% which resulted from past general obligation debt restructuring.

The PFMB recommends that expected Rapidity of Debt Repayment equal at least 50% in 10 years.
Ratios with Pension Liabilities

States have begun to review their debt affordability criteria while also considering whether to include
additional metrics to account for unfunded pension liabilities and OPEB liabilities. To date, no state has
added a metric accounting for pension or OPEB liabilities in their debt affordability analysis. However,
since rating agencies have incorporated pension ratios in the updated rating methodology for states, states
will likely eventually incorporate a metric accounting for pension liabilities.

The funding of the pension annual required contribution (ARC) is a gauge of the effort states are making
to fund their pension plans. A state that has paid the ARC in full has met its obligation to cover the pension
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benefits accrued that year and to pay down a portion of any liabilities that were not pre-funded in previous
years. Assuming projections of actuarial experience hold true, a payment less than the full ARC means the
unfunded liability will grow and require greater contributions in future years. The unfunded accrued
actuarial liability (UAAL) is the appropriate pension liability measure since it the basis for determining a
portion of the ARC.

e The PFMB recommends that Debt Service + Pension ARC to General Revenues not
exceed 16%

e The PFMB recommends that Debt + Pension Liability (UAAL) to Personal Income not
exceed 8%, beginning in 2021.

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

Current Debt and Pension Projections

Based on currently outstanding State tax-supported debt and pension liabilities as of June 30, 2016, the
table on the next page summarizes the maximum level of each target ratio.®> While these numbers do don’t
include new debt that may be added in the future, it is still useful to consider the projected cost of the states
existing liabilities relative to the recommended targets.

Debt and Pension Ratios
Based on Current Outstanding Net Tax-Supported Debt

Ratio Maximum Level

Debt Service on Tax-Supported Debt to General Revenues 6.64% (FY2018)
Net Tax-Supported Debt as Percentage of Personal Income 3.40% (FY2017)
Rapidity of Repayment over 10 Years 76% (FY2017)

Net Tax-Supported Debt Service + Pension ARC as a

0
Percentage of General Revenues 13.83% (FY2023)
Net Tax-Supported Debt + Pension Liability (UAAL) as a 8.520 (FY2017)
Percentage of Personal Income
Pension ARC and OPEB ARC Funding Level 100%

Current and Authorized Debt and Pension Projections

Further, the State currently has authorized but unissued debt of $319.575 million for general obligation
bonds and $219.210 million for debt subject to appropriation. An additional $227.5 million of debt was
approved by referendum in November. With the passage of the referendum, the State has a total of
approximately $766.285 million in authorized but unissued debt, as summarized below.

Current Authorized but Unissued GO Debt $319,575,000*

November 2016 Referenda GO Debt 227,500,000
Total GO Authorized but Unissued Debt $547,075,000

Current Authorized but Unissued Appropriation Debt 219,210,000**
Total Authorized but Unissued Debt $766,285,000

*$60.5 million is not planned to be issued under the current 5-year capital plan.
** $81.7 million is not planned to be issued under the current 5-year capital plan.

3 The pension liability is the State’s projected UAAL as provided by the Employees Retirement System of Rhode
Island. The General Revenues are based on the projected revenues for FY2017 through FY2021 that was
incorporated into the FY2017 enacted budget, and after FY2021, annual growth in General Revenues is assumed to
be 0.50%, based on guidance from the State Budget Office. The projected personal income for FY2017 through
FY?2021 is based on the forecast in the November 2016 Revenue Estimating Conference report, and after FY2022,
annual growth is assumed to be 3.00%, based on guidance from the State Budget Office.
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The table below shows the projected debt burden ratios with all currently outstanding State tax supported
debt and the full issuance of the $766.285 million authorized but unissued debt in equal annual amounts
over the period FY2017 through FY2021 at 5.00% interest and amortized over 20 years, structured as level
debt service.

With the assumed issuance of all authorized but unissued debt over the next five years, the following
summarizes the maximum of each ratio:

Debt and Pension Ratios
Based on Current Outstanding Net Tax-Supported Debt + Authorized and Unissued Debt

Maximum Level

Ratio

(Year of Occurrence)
Debt Service on Tax-Supported Debt to General Revenues 6.97% (FY2018 and FY2023)
Net Tax-Supported Debt as Percentage of Personal Income 3.40% (FY2017)
Rapidity of Repayment over 10 Years 76% (FY2017)
Net Tax-Supported Debt Service + Pension ARC as a 15.429%% (FY2023)
Percentage of General Revenues
Net Tax-Supported Debt + Pension Liability (UAAL) as a 8.520 (EY2017)
Percentage of Personal Income
Pension ARC and OPEB ARC Funding Level 100%
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Outstanding Tax- Supported Debt and Pension Liabilities
Debt and Pension Ratios

Outstanding Tax-Supported Debt Service

(as of June 30, 2016)

Target PFMB Guidelines:
Debt Service to General Revenues:
Less Than 7.5% Within Next 5 Years and 7.0% Thereafter
Tax-Supported Debt to Personal Income: 4.0%

Debt + Pension Ratios

Tax-Supported

Outstanding Tax- Tax-Supported DS + Pension Tax-Supported Debt +
Fiscal General Supported DS to Debt to Personal ARC to Projected UAAL to Personal
Year Principal Interest Debt Service Revenues  Revenues Personal Income Income Pension ARC  Revenues UAAL Income
2017 133,790,034 90,290,186 224,080,220 3,674,742,668 6.10% 55,167,600,000 3.40% 256,320,447 13.07% 2,828,215,805 8.52%
2018 165,060,675 83,230,201 248,290,876 3,737,237,978 6.64% 57,389,900,000 3.03% 261,126,905 13.63% 2,918,866,146 8.12%
2019 150,585,806 75,098,791 225,684,597 3,745,894,748 6.02% 59,859,200,000 2.63% 277,426,348 13.43% 3,004,305,781 7.65%
2020 158,950,838 67,634,825 226,585,663 3,794,833,717 5.97% 62,416,700,000 2.28% 290,025,315 13.61% 3,071,643,695 7.20%
2021 157,374,658 59,946,158 217,320,816 3,847,663,594 5.65% 64,965,900,000 1.95% 301,981,514 13.50% 3,108,735,096 6.73%
2022 139,598,928 52,587,439 192,186,367 3,866,901,912 4.97% 67,634,200,000 1.64% 314,563,239 13.10% 3,048,958,469 6.15%
2023 163,135,655 45,976,221 209,111,876 3,886,236,422 5.38% 69,663,000,000 1.39% 328,173,642 13.83% 2,996,583,946 5.69%
2024 131,860,827 47,490,278 179,351,105 3,905,667,604 4.59% 71,752,000,000 1.12% 336,619,084 13.21% 2,926,205,254 5.20%
2025 115,334,697 32,294,100 147,628,797 3,925,195,942 3.76% 73,904,000,000 0.91% 347,668,886 12.62% 2,842,280,241 4.76%
2026 109,072,537 26,784,455 135,856,992 3,944,821,921 3.44% 76,121,000,000 0.73% 357,229,504 12.50% 2,745,552,992 4.34%
2027 94,844,641 21,597,804 116,442,445 3,964,546,031 2.94% 78,404,000,000 0.57% 367,034,977 12.20% 2,627,011,783 3.92%
2028 62,460,000 16,190,823 78,650,823 3,984,368,761 1.97% 80,756,000,000 0.44% 377,587,891 11.45% 2,416,083,834 3.43%
2029 48,255,000 13,471,412 61,726,412 4,004,290,605 1.54% 83,178,000,000 0.35% 388,321,482 11.24% 2,179,178,470 2.97%
2030 48,085,000 10,915,362 59,000,362 4,024,312,058 1.47% 85,673,000,000 0.28% 393,125,091 11.23% 1,992,471,964 2.61%
2031 36,925,000 8,405,458 45,330,458 4,044,433,618 1.12% 88,243,000,000 0.22% 398,648,318 10.98% 1,708,668,534 2.16%
2032 38,710,000 6,633,052 45,343,052 4,064,655,786 1.12% 90,890,000,000 0.17% 410,250,226 11.21% 1,398,683,392 1.71%
2033 28,375,000 5,121,850 33,496,850 4,084,979,065 0.82% 93,616,000,000 0.13% 415,020,461 10.98% 1,102,739,500 1.30%
2034 23,540,000 3,917,056 27,457,056 4,105,403,961 0.67% 96,424,000,000 0.09% 421,819,279 10.94% 810,101,503 0.93%
2035 20,505,000 2,899,734 23,404,734 4,125,930,980 0.57% 99,316,000,000 0.07% 431,856,018 11.03% 489,595,532 0.56%
2036 10,965,000 2,011,000 12,976,000 4,146,560,635 0.31% 102,295,000,000 0.045% 134,231,144 3.55% 191,592,647 0.23%
2037 6,440,000 1,584,050 8,024,050
2038 6,740,000 1,286,750 8,026,750
2039 7,085,000 941,125 8,026,125 |Revenue Growth After 2021 0.50% Rapdity of Repayment
2040 7,450,000 577,750 8,027,750 |Personal Income Growth After 2023 3.00% 5 Years 40.88%
2041 7,830,000 195,750 8,025,750 |Population (2015) 1,056,298 10 Years 76.07%
1,872,974,296 677,081,628 2,550,055,924 |Gross State Product (2016-1st Quarter) (000s) 58,295,000 20 Years 98.10%

Note: 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 FY2017 through FY2021 and 0.50% annual growth thereafter. The projected personal income for FY2017 through FY2022 is based on the forecast in the

November2016 Revenue Estimating Conference report, and after FY2022, annual growth is assumed to be 3.00%.
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Outstanding Tax- Supported Debt
With Estimated Authorized But Unissued Debt
Debt and Pension Ratios

Outstanding Tax-Supported Debt Service

(as of June 30, 2016)

Estimated Authorized but Unissued @ 5.00% Interest
($766.285M Issued In Equal Amounts Over Next 5 Years)

Outstanding+Authorized but
Unissued (Current Revenue
Projections)

Debt + Pension Ratios

Total

Tax-Supported

Outstanding + Total Debt DS + Pension  Tax-Supported Debt

Fiscal Projected Debt Serviceto  Total Debt to ARC to + UAAL to
Year Principal Interest Debt Service Principal Interest Debt Service Service Revenues Personal Income Revenues Personal Income
2017 133,790,034 90,290,186 224,080,220 0 0 0 224,080,220 6.10% 3.40% 13.07% 8.52%
2018 165,060,675 83,230,201 248,290,876 4,600,240 7,772,455 12,372,695 260,663,571 6.97% 3.30% 13.96% 8.38%
2019 150,585,806 75,098,791 225,684,597 9,433,719 15,311,670 24,745,389 250,429,986 6.69% 3.13% 14.09% 8.15%
2020 158,950,838 67,634,825 226,585,663 14,512,271 22,605,813 37,118,084 263,703,747 6.95% 2.99% 14.59% 7.92%
2021 157,374,658 59,946,158 217,320,816 19,848,326 29,642,453 49,490,779 266,811,595 6.93% 2.85% 14.78% 7.63%
2022 139,598,928 52,587,439 192,186,367 25,454,947 36,408,526 61,863,473 254,049,840 6.57% 2.70% 14.70% 7.21%
2023 163,135,655 45,976,221 209,111,876 26,745,621 35,117,852 61,863,473 270,975,349 6.97% 2.38% 15.42% 6.68%
2024 131,860,827 47,490,278 179,351,105 28,101,770 33,761,703 61,863,473 241,214,578 6.18% 2.05% 14.79% 6.13%
2025 115,334,697 32,294,100 147,628,797 29,526,717 32,336,757 61,863,473 209,492,270 5.34% 1.77% 14.19% 5.62%
2026 109,072,537 26,784,455 135,856,992 31,023,954 30,839,520 61,863,473 197,720,465 5.01% 1.53% 14.07% 5.14%
2027 94,844,641 21,597,804 116,442,445 32,597,150 29,266,324 61,863,473 178,305,918 4.50% 1.31% 13.76% 4.66%
2028 62,460,000 16,190,823 78,650,823 34,250,160 27,613,313 61,863,473 140,514,296 3.53% 1.11% 13.00% 4.10%
2029 48,255,000 13,471,412 61,726,412 35,987,037 25,876,436 61,863,473 123,589,886 3.09% 0.96% 12.78% 3.58%
2030 48,085,000 10,915,362 59,000,362 37,812,037 24,051,436 61,863,473 120,863,835 3.00% 0.84% 12.77% 3.16%
2031 36,925,000 8,405,458 45,330,458 39,729,633 22,133,840 61,863,473 107,193,932 2.65% 0.72% 12.51% 2.65%
2032 38,710,000 6,633,052 45,343,052 41,744,527 20,118,947 61,863,473 107,206,525 2.64% 0.61% 12.73% 2.15%
2033 28,375,000 5,121,850 33,496,850 43,861,657 18,001,817 61,863,473 95,360,324 2.33% 0.51% 12.49% 1.68%
2034 23,540,000 3,917,056 27,457,056 46,086,213 15,777,261 61,863,473 89,320,529 2.18% 0.42% 12.45% 1.26%
2035 20,505,000 2,899,734 23,404,734 48,423,649 13,439,824 61,863,473 85,268,207 2.07% 0.33% 12.53% 0.83%
2036 10,965,000 2,011,000 12,976,000 50,879,696 10,983,777 61,863,473 74,839,473 1.80% 0.26% 5.04% 0.44%
2037 6,440,000 1,584,050 8,024,050 53,460,376 8,403,097 61,863,473 69,887,523
2038 6,740,000 1,286,750 8,026,750 43,799,322 5,691,456 49,490,779 57,517,529
2039 7,085,000 941,125 8,026,125 33,648,261 3,469,823 37,118,084 45,144,209
2040 7,450,000 577,750 8,027,750 22,982,326 1,763,063 24,745,389 32,773,139
2041 7,830,000 195,750 8,025,750 11,775,391 597,304 12,372,695 20,398,445

1,872,974,296 677,081,628  2,550,055,924 766,285,000 470,984,468 1,237,269,468 3,787,325,392

Note: Assumes the full $766.285 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 FY2017 through FY2021 and 0.50% annual growth thereafter.
The projected personal income for FY2017 through FY2022 is based on the forecast in the November 2016 Revenue Estimating Conference report, and after FY2022, annual
growth is assumed to be 3.00%.
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Debt Capacity Based on Target Debt Affordability Ratios

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. Authorized but unissued debt (including the $227.5 million in the November 2016 referendum) is
issued from FY2017 through FY2021 in equal amounts.

5. General revenue projections through 2021 are from the enacted 2017 budget and growth after 2021
is assumed to be 0.50%.

6. Personal income projections through 2022 are from the November 2016 Revenue Estimating
Conference and growth after 2023 is assumed to be 3.00%.

Debt Capacity for Next Voter Referendum and Future Capacity

The PFMB, based on peer comparisons, rating agency methodologies, and capital needs, is recommending
a set of debt affordability targets. Given the State’s current debt profile, the Debt Service to General
Revenues ratio is the most constraining target. If the 7.0% target is to be strictly enforced right away, the
State would not have the capacity to add new debt in the 2018 referendum. However, the PFMB notes that
the heightened debt service costs in the next several years are in part due to a one-time event - the 2015
general obligation bond restructuring - which allowed policymakers to raise funding for economic
development incentives to help boost the State’s sluggish economic recovery. Therefore, due to the one-
time nature of the 2015 restructuring, the PFMB feels comfortable recommending that $221.8 million be
included in the next referendum, and that the Debt Service to General Revenues target be set at 7.5% for
the next five to six years before reverting to a long-term 7.0% target level.

The table on the following page, shows available capacity of approximately $221.8 million in 2019, the
first year in which any authorization from the 2018 referendum could be issued, and remaining capacity of
approximately $1.25 billion over the ten-year period. Based on these assumptions, the Debt Service to
General Revenues ratio peaks at 7.46% in FY 2023 (below the 7.50% first five-year target). The Debt
Service + Pension ARC to General Revenues is the other constraining ratio with a target of 16.0% during
the ten-year measurement period; the Debt Service + Pension ARC to General Revenues ratio peaks at
15.91%. Based on current assumptions, the additional debt capacity is estimated such that all the debt
affordability ratios stay within the PFMB recommended ratios. The table below summarizes the debt
affordability ratios with the additional capacity estimated to stay within the PFMB recommended ratios.

Debt and Pension Ratios
With Additional Debt Capacity Constrained to Target Ratios

Ratio Ratio Level
(YYear of Occurrence)

Debt Service on Tax-Supported Debt to General Revenues 7.46% Maximum (FY2023)
Net Tax-Supported Debt as Percentage of Personal Income 3.40% Maximum (FY2017)

2.46% (FY2027)
Rapidity of Repayment over 10 Years 76% (FY2017)

65% (FY2027)
Net Tax-Supported Debt Service + Pension ARC as a 15.91%% (FY2023)
Percentage of General Revenues 15.76% (FY2027)
Net Tax-Supported Debt + Pension Liability (UAAL) as a 8.52% Maximum (FY2017)
Percentage of Personal Income 5.81% (FY2027)
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Net Tax-Supported Debt Capacity with Debt Service to Revenues Assumed Target of 7.5% Within Next 5 Years and Constrained to Target Ratios

Outstanding Tax-Supported Debt Service Estimated Authorized but Unissued @ 5.00% Interest Additional Debt Capacity @ 5.00% Interest
(as of June 30, 2016) ($766.285M lIssued In Equal Amounts Over Next 5 Years) Debt and Pension Ratios
Total Tax-Supported
Outstanding + = Additional Debt Total Debt  Total Debt to DS + Pension  Tax-Supported Debt
Fiscal Projected Debt Over Next 10 Additional Debt ~ Service to Personal 10-Year ARC to + UAAL to
Year Principal Interest Debt Service Principal Interest Debt Service Service Years Service  Revenues Income Payout Revenues Personal Income
2017 133,790,034 90,290,186 224,080,220 0 0 0 224,080,220 0 6.10% 3.40% 76% 13.07% 8.52%
2018 165,060,675 83,230,201 248,290,876 4,600,240 7,772,455 12,372,695 260,663,571 0 0 6.97% 3.30% 76% 13.96% 8.38%
2019 150,585,806 75,098,791 225,684,597 9,433,719 15,311,670 24,745,389 250,429,986 221,840,000 0 6.69% 3.13% 5% 14.09% 8.15%
2020 158,950,838 67,634,825 226,585,663 14,512,271 22,605,813 37,118,084 263,703,747 0 17,801,016 7.42% 3.35% 69% 15.06% 8.27%
2021 157,374,658 59,946,158 217,320,816 19,848,326 29,642,453 49,490,779 266,811,595 15,470,000 17,801,016 7.40% 3.18% 68% 15.25% 7.96%
2022 139,598,928 52,587,439 192,186,367 25,454,947 36,408,526 61,863,473 254,049,840 0 19,042,368 7.06% 3.03% 67% 15.20% 7.54%
2023 163,135,655 45,976,221 209,111,876 26,745,621 35,117,852 61,863,473 270,975,349 0 19,042,368 7.46% 2.69% 69% 15.91% 6.99%
2024 131,860,827 47,490,278 179,351,105 28,101,770 33,761,703 61,863,473 241,214,578 331,535,000 19,042,368 6.66% 2.34% 70% 15.28% 6.42%
2025 115,334,697 32,294,100 147,628,797 29,526,717 32,336,757 61,863,473 209,492,270 162,600,000 45,645,595 6.50% 2.49% 66% 15.36% 6.34%
2026 109,072,537 26,784,455 135,856,992 31,023,954 30,839,520 61,863,473 197,720,465 257,925,000 58,693,039 6.50% 2.42% 66% 15.56% 6.02%
2027 94,844,641 21,597,804 116,442,445 32,597,150 29,266,324 61,863,473 178,305,918 487,025,000 79,389,608 6.50% 2.46% 65% 15.76% 5.81%
2028 62,460,000 16,190,823 78,650,823 34,250,160 27,613,313 61,863,473 140,514,296 118,469,755 6.50% 2.80% 15.98% 5.79%
2029 48,255,000 13,471,412 61,726,412 35,987,037 25,876,436 61,863,473 123,589,886 118,469,755 6.05% 2.54% 15.74% 5.16%
2030 48,085,000 10,915,362 59,000,362 37,812,037 24,051,436 61,863,473 120,863,835 118,469,755 5.95% 2.30% 15.72% 4.63%
2031 36,925,000 8,405,458 45,330,458 39,729,633 22,133,840 61,863,473 107,193,932 118,469,755 5.58% 2.08% 15.44% 4.01%
2032 38,710,000 6,633,052 45,343,052 41,744,527 20,118,947 61,863,473 107,206,525 118,469,755 5.55% 1.87% 15.65% 3.41%
2033 28,375,000 5,121,850 33,496,850 43,861,657 18,001,817 61,863,473 95,360,324 118,469,755 5.23% 1.66% 15.39% 2.84%
2034 23,540,000 3,917,056 27,457,056 46,086,213 15,777,261 61,863,473 89,320,529 118,469,755 5.06% 1.47% 15.34% 2.31%
2035 20,505,000 2,899,734 23,404,734 48,423,649 13,439,824 61,863,473 85,268,207 118,469,755 4.94% 1.29% 15.40% 1.78%
2036 10,965,000 2,011,000 12,976,000 50,879,696 10,983,777 61,863,473 74,839,473 118,469,755 4.66% 1.12% 7.90% 1.30%
2037 6,440,000 1,584,050 8,024,050 53,460,376 8,403,097 61,863,473 69,887,523 1,476,395,000 1,342,685,169
2038 6,740,000 1,286,750 8,026,750 43,799,322 5,691,456 49,490,779 57,517,529
2039 7,085,000 941,125 8,026,125 33,648,261 3,469,823 37,118,084 45,144,209 |Total through 2022 237,310,000
2040 7,450,000 577,750 8,027,750 22,982,326 1,763,063 24,745,389 32,773,139 |Total through 2023-2027 1,239,085,000
2041 7,830,000 195,750 8,025,750 11,775,391 597,304 12,372,695 20,398,445

1,872,974,296 677,081,628  2,550,055,924 766,285,000 470,984,468  1,237,269,468  3,787,325,392
Note: Assumes the full $766.285 million of authorized but unissued debt is issued over the next five years. The UAAL and the Pension ARC through 2025 is based on projections
provided by the Employee Retirement System of Rhode Island and after 2025 reflects an annual increase based on the growth rate in 2025 of 2.59%. The General Revenues are
based on the projected revenues for FY2017 through FY2021 and 0.50% annual growth thereafter. The projected personal income for FY2017 through FY2022 is based on the
forecast in the November 2016 Revenue Estimating Conference report, and after FY2022, annual growth is assumed to be 3.00%.
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Sensitivity Cases for Debt Capacity
Revenue Sensitivity

If revenue projections are different, there will be different levels of additional capacity — all other factors
staying constant. The effect on debt capacity resulting from projected revenue changes is summarized in
the table below. With revenues at 90% of projections, the Debt Service + Pension ARC to General
Revenues ratio will exceed the 16% target with the current outstanding tax-supported debt and assuming
all the authorized but unissued debt is issued over the next five years, and there is no additional capacity
until FY2025 if the 16% target is maintained.

Additional Debt Capacity Under Different
Revenue Assumptions®

General Revenues General Revenues

General Revenues

el Ve @ 90% of Projections | @ 95% of Projections @ 100% of Projections
2017 $ 0 $ 0 $ 0
2018 0 0 0
2019 0 44,495,000 221,840,000
2020 0 0 0
2021 0 12,100,000 15,470,000
2022 0 0 0
2023 0 0 0
2024 0 237,090,000 331,535,000
2025 57,935,000 161,225,000 162,600,000
2026 254,560,000 256,545,000 257,925,000
2027 483,640,000 485,635,000 487,025,000
Total Additional $796,135,000 $1,197,090,000 $1,476,395,000
Capacity

* Assumed 5.00% interest rate.

Interest Rate Sensitivity

For the debt capacity analysis, a 5.00% interest rate was assumed for the issuance of all future debt. The
table below summarizes the debt capacity based on 4.00% and 6.00% interest rates.

Additional Debt Capacity Under Different Interest Rates
(Assuming Debt Service to Revenues Ratio Capped at 7.5% for Next 5 Years and Constrained Targets Thereafter)

Interest Rate at Interest Rate at

Interest Rate at
Fiscal Year 4.00%

5.00% 6.00%
2017 $ 0 $ 0 $ 0
2018 0 0 0
2019 297,585,000 221,840,000 155,225,000
2020 11,175,000 0 0
2021 19,610,000 15,470,000 2,005,000
2022 0 0 0
2023 0 0 0
2024 361,545,000 331,535,000 305,135,000
2025 177,320,000 162,600,000 149,655,000
2026 281,275,000 257,925,000 237,385,000
2027 531,110,000 487,025,000 443,245,000

Total Additional $1,679,620,000 $1,476,395,000 $1,297,650,000

Capacity
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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
included as tax-supported debt of the State, which is accounted for in Part One of the study. There is a wide
variety of issuers in this category with different bonding programs, as listed below. Appendix B provides a
list of quasi-public agencies with debt outstanding and the bonding programs under each with a description
of the security and the current additional bonds test legally required under each bonding program.

None of the debt issued by the quasi-public agencies is a direct 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. In addition, some
guasi-public conduit issuers may have bonding programs that pool a group of underlying borrowers into a
single debt issue. 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

Conduit Issuer | Type/Purpose of Bonds |

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

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, Moral Obligation Bonds

Rhode Island Infrastructure Bank Water Pollution Control, Safe Drinking Water,
Water, Sewer Revenue Bonds, Energy Efficiency
Loans (Includes Pooled Bonds)

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 and the Rhode
Island Water Resources Board.

Further, as covered in Part One of this debt affordability study, 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 One of the study, and will generally not be included in this section of the study, to avoid
double-counting.
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Framework for Considering Debt Affordability Guidelines for Quasi-Public Agencies of the State

The debt issued by the quasi-public agencies are usually 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 utilities,
toll revenue, GARVEEsS, airport, housing, student loan, healthcare, higher education, secondary education
and other not-for-profits. The appropriate debt affordability measure for each must be considered. 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 types of 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 and provisions for the issuance of additional debt, 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 number of times 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 measure
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. Debt is issued pursuant to the respective trust
indentures. For the Tobacco Settlement Financing Corporation, under its master indenture only refunding
bonds can be issued; no new debt can be issued. This analysis will focus on the Narragansett Bay
Commission, the Rhode Island Turnpike and Bridge Authority and the Rhode Island Resource Recovery
Corporation.

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, 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.
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Narragansett Bay Commission

The Narragansett Bay Commission (NBC) issues debt on its own and also borrowers through the Rhode
Island Infrastructure Bank (R1IB). As of June 30, 2016, NBC had approximately $242.82 million of NBC
issued bonded debt outstanding under the trust indenture and approximately $385.09 million in subsidized
loans from the Rhode Island Infrastructure Bank’s clean water state revolving loan fund. For NBC’s bonded
debt, the trust indenture requires an ABT of 1.25x 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 July
2016. Based on the Standard & Poor’s report, for 2009 through 2015, net revenues covered debt service
by at least 1.25x with debt service coverage for 2015 at 1.4x. NBC has been able to maintain its high “AA-
” rating and maintain debt service coverage at or above the required level. The following is an excerpt from
the July 2016 S&P report:

“The strong financial risk score reflects DSC being no less than about 1.25x and unrestricted
liquidity ranging between about 130-150 days' cash equivalent. The commission's financial performance
remains strong, in our opinion. For audited years 2009-2015, net revenues covered debt service by at least
1.25x; for the fiscal year ended June 30, 2015, coverage was 1.4x. Also, unrestricted cash has not dropped
below a level representing 134 days' operating expenses since 2009, and it was at 157 days in 2015
(equivalent to $16.0 million). For fiscal 2016, management does not anticipate major deviations from these
trends. Also, supporting the financial risk profile is the "strong" financial management assessment,
indicating that, in our view, financial practices are strong, well embedded, and likely sustainable. Examples
include the existence of long-term capital planning, formal investment and debt policies, and monthly
review of budget performance by the commission.”

At this time, the PFMB recommends NBC target debt service coverage of at least 1.3x for both debt issued
directly by NBC and debt issued through RIIB. Based on S&P criteria, the 1.3x is in the mid-range of what
S&P considers ‘strong’ and consistent with NBC’s AA- rating. Additionally, the 1.3x guideline is within
the range of coverage levels (1.3x-3.3x) of NBC’s peer group. NBC’s current debt service coverage of 1.4x
meets the recommended target.

Recommendations
Quasi-Public Indenture Required for Current Debt

Agency Additional Bonds Test Debt Affordability Level
Measure

Narragansett Requires estimated net revenues (gross revenues 1.3x debt service
Bay less operating and maintenance expenses) for the | coverage for both
Commission three years following the issuance of bonds to be | Commission debt and
(--/AA-/--) at least 1.25x the debt service requirement for RIIB loans

revenue bonds and 1.35x* the debt service

requirement for RIIB loans Provide notice to

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

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.
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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 1.10x to 1.20x 30 to 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%

Ratings ABT/Rate Debt Service Cash on Hand Debt to
Issuer (M/S/F) Covenant Coverage (2015) 2015 Capitalization

Narragansett Bay --IAA-/-- NBC: 1.25x 1.4x 157 days 59%
Commission RIIB: 1.35x2
Massachusetts Water | Aal/AA+/AA+ Senior: 1.20x Senior: 2.10x 138 days 25.4%
Resources Authority Sub.: 1.10x Sub.: 1.20x
Boston Water and Aal/AA+AA+ 1.25x 1.76x 161 days 57.9%
Sewer Commission
City of Philadelphia Al/A+IA+ Senior: 1.20x 1.33x 292 days 73.9%
Water and Sewer Sub.: 1.00x
Bonds (includes RSF)
St. Louis Aal/AAAIAA+ Senior: 1.25x Senior: 3.30x 297 days 31.7%
Metropolitan Sewer Sub.: 1.15x Sub.: 2.10x
District
City of Baltimore Sen: Aa2/AA/-- Senior; 1.15x 1.30x 205 days 40.3%
Water and Sub: Aa3/AA-/- Sub.: 1.10x
Wastewater Bonds

Source: Rating reports and annual reports for each issuer.

(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 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 2016 and budgeted fiscal year 2017 results reflect a slight
improvement in Net Position, resulting in coverage levels at or above 1.40x.

While the NBC’s current level of indebtedness is currently within the recommended limit, the PFMB notes
that the NBC is in the evaluation stages of a large capital program (over $700 million), to construct Phase
111 of the Combined Sewer Overflow Control Facilities program (CSO I11). The final scope and specific
financing sources of CSO I11 are still to be determined, and the PFMB intends to study the plan closely
before the NBC goes to market for financing in order to ascertain the affordability of the CSO Il proposal.

Rhode Island Turnpike and Bridge Authority

The Rhode Island Turnpike and Bridge Authority (RITBA) issues toll revenue bonds with an ABT and rate
covenant that, once the outstanding 2003 bonds are retired on December 1, 2017, requires net revenues
(after payment of operating and maintenance expenses) plus Dedicated Payments (which are described in
the bond indenture as without limitation, any gifts, grants, or other payments to the Authority from the
United States government, the State or any public or private instrumentality) pledged to the bonds to be at
least 1.20x1. As of June 30, 2016, RITBA had $53.2 million of toll revenue bonds outstanding. As specified
in Standard & Poor’s toll road criteria, the most common ratio used in a toll covenant is 1.25x. Based on
the Standard & Poor’s RITBA report dated April 1, 2016, annual debt service coverage has ranged from
1.6x to 2.1x from fiscal years 2011 through 2015, with debt service coverage at its low point of 1.6x in
fiscal year 2015, which Standard & Poor’s still considered strong. RITBA’s 1.20x covenant requirement
is on the low side; however, actual debt service coverage has been healthy. In 2016, S&P and Fitch revised
the RITBA rating outlook from Negative to Stable.
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At this time, the PFMB recommends RITBA target debt service coverage of at least 1.7x for its toll revenue
bonds. Based on Fitch criteria for small networks and stand-alone toll facilities, average debt service
coverage of 1.7x and above is consistent with an ‘A’ rating category, and the 1.7x guidance is in the middle
of the range for debt service coverage for existing toll facilities based on S&P methodology. RITBA’s 10-
year average debt service coverage of 1.78x meets the recommended target and the debt service coverage
of maximum annual debt service is just below 1.7x.

Recommendation for
Debt Affordability Current

Quasi-Public Indenture Required

Agency Additional Bonds Test

Measure Debt Level
Rhode Island | After retirement of 2003A Bonds, Net Revenues (gross | 1.7x Debt Service 1.68x Debt
Turnpike revenues less operating and maintenance expenses) Coverage Service
and Bridge plus Dedicated Payments in most recent fiscal year or Coverage
Authority projected for each of the next 5 fiscal years must be at
(--/A-1A) least 1.20x* Maximum Annual Debt Service.

(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). The
1.2x ABT referenced will take effect upon the maturity of the outstanding Series 2003 Bonds (December 1, 2017).

The table of the following page 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.

Debt Service Coverage = 10-Year Average Debt
Ratings ABT/ of Maximum Annual Service Coverage
Issuer (M/SIF) Rate Covenant Debt Service (Senior Debt)*

RITBA --IA-IA 1.20x 1.68x 1.78x
Richmond Metropolitan A2/--IA 1.25x (1.0x onall 1.77x 2.00x
Authority (VA) obligations)

Buffalo & Fort Erie Public --[A+/A 1.25x (1.0x onall 4.16x 2.05x
Bridge Authority (NY) obligations)

Lee County (FL) Toll A3/A/-- 1.20x (1.0x onall 2.25X N.A.
Bridges obligations)

Greater New Orleans --A/-- 1.20x (1.0x onall 2.18x N.A.
Expressway Commission obligations)

Niagara Falls Bridge --At/-- 1.30x 1.74x N.A.
Commission (NY)

* Ten-year Average Coverage levels from Fitch Ratings, “‘Peer Review of U.S. Toll Roads,” December 2016.

The RITBA’s debt and other financial statistics presented above represent the recent, point-in-time
numbers. Net Revenues for fiscal year 2016 represent a 28% increase over fiscal year 2015 thereby
generating coverage in excess of 2.00x.
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Rhode Island Resource Recovery Corporation

The Rhode Island Resource Recovery Corporation (RIRRC) is responsible for managing Rhode Island's
solid waste and recyclables. RIRRC is a landfill management and recycling organization, committed to
providing economically sound and environmentally safe solid waste management services to all
communities in Rhode Island. 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 usage, it is likely that the end of its actual useful
life may occur several years earlier. PFMB recommends the RIRRC refrains from the issuance of additional
long-term debt until the future of the facility is more certain.

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. As of June 30, 2016, the
Rhode Island Resource Recovery Corporation had $29.1 million of debt outstanding. Generally, for
utilities, Standard & Poor’s assesses coverage in the 1.25x to 1.40x range as “strong”.

Recommendations for
Debt Affordability
Measure

Quasi-Public Indenture Required

Agency Additional Bonds Test Current Debt Level

Rhode Island For any 12-month period out of the last 18 months, PFMB recommends the 4.00x Debt Service
Resource Net Revenues (gross revenues less operating and Corporation refrain fromany | 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 future of the facility

(Not Rated) Maximum Annual Debt Service is more certain.

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  15to0 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

(M/S/F) Covenant | Coverage (2015) (2015) Debt Ratio
Rhode Island Not Rated 1.25x 4.00x 330 Days 32%
Resource Recovery
Corporation
Delaware Solid Aa3/AA+/-- 1.10x 2.08x 658 days 33%
Waste Authority

The Rhode Island Resource Recovery Corporation’s debt and other financial statistics presented above
represent the recent, point-in-time numbers. Preliminary results show an improved Net Position in fiscal
year 2016. This is the direct result of a 7.4% increase in revenues over those generated in fiscal year 2015
and a nearly 15% decrease in expenses over those incurred in fiscal year 2015.
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Conduit Issuers

Most 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). There are two categories of
underlying borrowers: (i) single entity and (ii) 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 FY2015 annual report, had 50 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);
(ii) Political subdivision of the State (e.g. City of Pawtucket, City of Providence);

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

For the non-profit and private entities that secure the debt with their own revenue sources and those
revenues are not subject to a moral obligation or any other connection with the State, an agency of the State
or a municipality, PFMB does not recommend any debt targets. 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 a
state or local government would ever assume these liabilities should the underlying borrower be unable to
make debt service payments.

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-aid highway funds received by the State and provide a mechanism for accelerating construction
projects that would otherwise be funded on a pay-go basis. GARVEES enable the State to fund essential
transportation projects without impacting the State’s borrowing capacity and reduce use of tax supported
debt. GARVEES do not include any federal guarantee of repayment however the market views these credits
favorably as they are structured with short maturities, high ABTs and high debt service coverage.

With debt service coverage currently at 4.5x, Rhode Island’s level of coverage is among the lowest of
GARVEE programs of other states, but still well within coverage levels viewed favorably by the ratings
agencies. PFMB recommends using the current coverage level of 4.5x as a debt limit going forward.

Recommendations for
Debt Affordability Current Debt Level
Measure
Coverage Level of 4.5x.

Indenture Required

Underlying Borrower Additional Bonds Test

Rhode Island Department Federal Transportation Funds 4.5x Coverage

of Transportation Grant must be 3.00x maximum bond

Anticipation Revenue payments in any federal fiscal | Provide notice to PFMB of
Bonds (GARVEEs) year any rating action
(A3/AA/--)

4 State agencies includes State Boards and State Chartered Institutions, such as the University of Rhode Island.
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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 and have no back-up security.

Rating Agency Criteria for GARVEEs

Moody’s Rating methodology for GARVEE:s 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 Additional Bonad
e e ADS Debt Service Coverage

Rhode Island A2/AA-/-- 3.0x 4.5x

Delaware Al/AA/-- 3.0x 13.3x

District of Columbia A2/AAI-- 3.0x 12.8x

Georgia A2/AA-IA+ 3.0x 6.6X

Idaho A2/--|A+ 3.33x 4.5x

Kentucky A2/AAIA+ 4.0x 6.5x

Maine A2/--|A+ 3.0x 8.5x

Michigan A2/AA/-- 3.0x 7.7X

Mississippi Aa3/AA-/-- $375mm** 6.6X

Montana A2/AAI-- 3.0x 24.6X

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

North Carolina A2/AAIA+ 3.0x 9.9x

Ohio Aa2/AA/-- 5.0 7.9

Oklahoma A2/--IA+ 3.0x 21.6x

Washington A2/AA/-- 3.5x 6.3x

West Virginia A2/AA/-- 3.0x 41.4x

* Coverage levels based on Federal-Aid Highway Program Obligation Limitation for FY2016. 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 2016 OA:

https://www.fhwa.dot.gov/legsregs/directives/notices/n4520240/n4520240 _t1.cfm

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

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. Green is currently served by five U.S. flag carriers and two
international airlines. In February 2017, RIAC announced that Norwegian Airlines, a low-cost, long-haul
carrier, will begin service this summer from T. F. Green to six European destinations.
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http://media.norwegian.com/us/#/pressreleases/norwegian-named-worlds-best-low-cost-long-haul-airline-and-best-low-cost-airline-in-europe-1473813

At this time, the PFMB recommends RIAC target debt service coverage of 1.5x for its general airport
revenue bonds, which 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 current
coverage of 1.76x when including the rolling coverage account, is well within this target. Further, the PFMB
recommends RIAC target debt per enplaned passenger of $100. 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 is currently above the recommended target for debt per enplaned passenger ($137) an
increase in the number of passengers could help RIAC meet its target of $100 per enplaned passenger. The
above noted announcement regarding Norwegian Airlines launch of discounted international fares may
enhance the enplaned passenger counts for the airport.

Underlying Indenture Required Recommendations | Current Debt
Borrower Additional Bonds Test for Debt Levels

Affordability
Measure
1.5x coverage when

Rhode Island Airport Revenues Bonds: RIAC’s net revenues 1.76x coverage

Airport (include rentals, fees, and other charges) and certain | including the and $137 per
Corporation Passenger Facility Charge revenues must be 1.25x Coverage Account | enplaned
debt service (Baal/BBB+/BBB+) Ending Balance and | passenger
Special Facility Revenue Bonds: Revenues debt per enplaned
generated by the operation of the Intermodal passenger to $100.

Facility, including Customer Facility Charges,
Rental Car Companies fees and Parking Revenues
must be 1.25x debt service (Baal/BBB+/--)

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).

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

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.
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Net Debt to

ABT/ Cash on Cash Flow Debt per
Ratings Rate Debt Service Hand Available for =~ Enplaned
Issuer M/S/F Covenant | Coverage (2015) | (2015) D/S Passenger
Rhode Island | Airport Revenue 1.25x 1.76X (including | 397 days 6.10x $137
Airport Baal/BBB+/BBB+ rolling coverage
Corporation Special Facility account)
Baal/BBB+/-- 1.47x (without
coverage account)
Hartford- --IAIA N.A. 1.76x (including | 489 days 2.38x $43
Springfield rolling coverage
(Bradley account)
Airport) 1.29x (without
coverage account)
Manchester, Baal/BBB+/-- 1.25x 1.96x (including | 567 days N.A. $143
NH rolling coverage
account)
1.02x (without
coverage account)
Dayton, OH --/AA/BBB+ 1.25x 1.42x (including | 421 days 2.42x $74
subsidies)
1.30x (projected)
Long Beach, A3/--IA- 1.25x 1.42x (without | 603 days 4.53x $86
CA transfers)

Source: Rating reports and annual reports for each issuer.

The RIAC’s debt and other financial statistics presented above represent the recent, point-in-time numbers.
RIAC’s fiscal year 2016 results are generally consistent with, to slightly weaker than, fiscal year 2015
results. Despite an improvement in operating revenues, expenses increased by a greater amount putting
pressure on Net Revenues.

2. Conduit Issuers — Pooled Bond Programs

The Rhode Island Health and Educational Building Corporation (RIHEBC), the Rhode Island Infrastructure
Bank (RI1IB), 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.

For conduit bond issues with municipalities as the underlying borrower, the general obligation of the
municipality or specified revenues secures the debt and debt affordability measures for these municipalities
is considered in Part Three of this debt affordability, as debt of the municipalities.

Given the uniqueness of each of these quasi-public agencies, there are some different considerations for
determining appropriate debt affordability measures. To assist in determining appropriate debt affordability
measures, rating agency criteria have been compiled along with a review of peer agencies and current
procedures and policies of the quasi-public agencies and debt management practices of selected New
England states. Appendix C contains:

* Rating agency criteria for pooled loan programs and state revolving funds, which can be applied to

the RIHEBC pooled programs and the RIIB pooled programs.
* Debt management practices of selected New England states with respect to quasi-public agencies.

42



Rhode Island Health and Educational Building Corporation

The Rhode Island Health and Educational Building Corporation (RIHEBC) runs financing programs
designed to aid educational and health care institutions gain access to tax-exempt capital through conduit
debt or lease structures and a community loan program. 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. The debt RIHEBC issues on behalf of municipalities
for the school construction projects will be reflected in Part Three of this study, while the debt RIHEBC
issues on behalf of the state’s higher education institutions is reflected herein. Given the stand-alone non-
recourse nature of the debt of the conduit debt RIHEBC issues on behalf of non-profit or private institutions,
this study does not include any analysis or consideration of those entities. Only RIHEBC conduit debt
issued on behalf of municipalities (Part Three) and public higher education institutions (Part Two) is being
evaluated for affordability by PFMB.

There is one active pooled bond program under RIHEBC for public schools and two RIHEBC programs
for higher education with the Board of Education, Counsel of Post-Secondary Education as the borrower.

With the RIHEBC Public Schools Revenue Bond Financing Program, the underlying borrowers are Rhode
Island municipalities, and these participating borrowers are ultimately responsible for the payment of the
debt service. Prior to submitting an application to RIHEBC, these municipalities have received city or town
council authorization and/or voter approval for the issuance of the debt. Public School revenue bond debt
are addressed in Part Three of this study.

Through the two higher education programs, RIHEBC also 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 program and (ii) the Auxiliary
Enterprise Revenue Bond program. For the Educational and General Revenue Bond pool program debt
service is paid from revenues of the Rhode Island Board of Education and from educational and general
revenues derived from, or appropriated by the State for, the State Colleges. RIHEBC also issues
Educational and General Revenue Bonds on a stand-alone basis for the University of Rhode Island.

For the Auxiliary Enterprise Revenue Bond pool program debt service is paid from Auxiliary Enterprise
Revenues derived from the State Colleges. RIHEBC also issues Auxiliary Enterprise Revenue Bonds on a
stand-alone basis for the University of Rhode Island.

RIHEBC lIssuance for Pubic Higher Education Debt

As noted above, RIHEBC issues debt for public universities either in a pooled program or on a stand-alone
basis for the University of Rhode Island. In both categories, RIHEBC separately secures its Educational
and General Revenue Bonds and its Auxiliary Enterprise Revenue Bonds. Educational and General
Revenue Bonds are paid for through the collection of tuition and student fees, together with other available
moneys (which could include State appropriations). To service the Auxiliary Enterprise Revenue Bonds,
requires the Rhode Island Council for Postsecondary Education collects fees and charges for housing and
dining.

As of June 30, 2016, RIHEBC reported the following amounts outstanding:
$51.8 million of URI Educational and General Revenue Bonds

$25 million of State Colleges Educational and General Revenue Bonds
$136.9 million of URI Auxiliary Enterprise Revenue Bonds

$6.1 million of State Colleges Auxiliary Enterprise Revenue Bonds
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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. While historically, annual
maintenance targets (rate covenant) and ABT have driven ratings, higher education issuers have moved
away from including those covenants in their security packages. As such, the rating agencies now use more
holistic statistics to capture all leverage, (using 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.

Rating Agency Criteria for Higher Education Issuers

Moody’s Investors Scorecard includes four broad factors: Market Profile, Operating Performance, Wealth
Service 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

Standard & Poor’s

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
1

Burden

2% or less
2% to 4%
4% to 6%
6% to 8%
8% to 10%

OOk wWN

Greater than 10%

Ratings

ABT/

Rate Coverage

Debt Service

Operating

Margin

MADS

Total Debt to
Cash Flow

(M/SIF) Covenant (FY 2015) (FY 2015) Burden (FY 2015)
University of Rhode Aa3/A+/--
Island — Educational
and General Revenue
Bonds®
University of Rhode Al/A+/-- 1.20x 1.5x 7.5% 3.9% 7.0x
Island — Auxiliary
Enterprise Revenue
Bonds
University of Aa2/AA-/-- 1.25x 7.3 14.9% 12.54% 7.2
Connecticut
University System of Aa3/AA-/-- N/A 3.5x 12.7% 8.66% 4.5x
New Hampshire
University of Aa2/AA- N/A 1.7x 11.0% 7.23% 9.4x
Massachusetts /AA
University of Vermont Aa3/A+/-- N/A 2.8x 12.7% 5.10% 5.5x
& State Agricultural
College

* Statistics provided from recent rating reports published.

5 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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URT’s debt and other financial statistics presented above represent the recent, point-in-time numbers. Fiscal
year 2016 results are not yet publicly available. URI is reportedly considering a new student housing
projects that may include future borrowing. PFMB will continue to monitor URI’s borrowing plans.

Quasi-Public Recommendations for

Agency Debt Affordability Measure CunEt e OF [DE
University of Total Debt to Cash Flow of less than 11.0x as | 7.0x Debt to Cash Flow
Rhode Island a factor required for Additional Bonds.

Provide notice to PFMB of any rating action

Rhode Island Infrastructure Bank

The Rhode Island Infrastructure Bank currently administers four core pooled loan programs and a number
of smaller programs. The four core programs include: (i) clean water state revolving loan fund, (ii) drinking
water state revolving loan fund, (iii) municipal road and bridge revolving loan fund and (iv) the efficient
buildings fund.

Loan Programs ‘ Debt Outstanding

(FY 2016)
Water Pollution Control Revenue Bonds $522,700,000
Safe Drinking Water $264,742,000
Municipal Road and Bridge Revolving Loan Fund Newly Established
Efficient Buildings Fund Newly Established

The focus for this study will be on the Water Pollution Control Revenue Bonds and Safe Drinking Water
bond programs, which provide subsidized 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 subsidized loans to underlying borrowers, primarily
municipalities, sewer and water utilities. The Municipal Road and Bridge Fund and the Efficient Buildings
Fund are new programs that are in early stages of development and have not issued a significant amount of
debt. The PFMB will not provide targets for these programs until they are more fully developed, and the
recommended targets for the Water Pollution Control and Safe Drinking Water programs should not be
considered applicable to the Municipal Road and Bridge Fund or Efficient Buildings Fund.

Fitch and Standard & Poor’s calculate the program’s asset strength ratio or asset liability ratio, which
includes the sum of the total scheduled pledged loan repayments, account interest earnings and reserves
divided by total scheduled bond debt service. Rating agency criteria provides a limit on the number of
borrowers at certain rating levels that can be included and the overall weighted pool rating. RIIB has an
agreement with the Narragansett Bay Commission, its largest borrower, to reserve 50% of its annual Clean
Water SRF funding capacity for the Narragansett Bay Commission through 2021 to help meet the capital
needs of the Narragansett Bay Commission. Both Fitch and S&P conduct cash flow modeling analyses to
demonstrate that the programs can continue to pay debt service even with loan defaults in excess of the
agencies’ “AAA” rating stress default levels.

The following table summarizes Fitch and S&P rating key statistics for State Revolving Loan Fund bonds
and other leveraged municipal pools revenue bonds, and a comparison of the asset/liability ratio, projected
debt service coverage levels, largest borrower percentage and the rating of the largest borrower of peer
State revolving loan fund borrowers. See Exhibit B for a more detailed summary of the rating agencies’
criteria for evaluating state revolving pooled loan programs and other municipal pool programs.
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Rating Agency Criteria for State Revolving Loan Bonds and Similar Municipal Loan Pools

Fitch's key rating drivers include: Portfolio Credit Risk, Strength of Financial Structure,
Fitch Ratings Legal Risk, Adequacy of Program Management and Counterparty Risk.

Indicative rating is determined from a combination of the Financial Risk Score and
Enterprise Risk Scores. Financial Risk Score includes a Primary Loss Coverage Score
(calculated by S&P), with an adjustment for a Least Favorable Largest Obligor Test
Standard & Poor’s | result, and an Adjusted Loss Coverage Score with an adjustment for Financial Polices
and Operating Performance Scores. Enterprise Score is calculated based on a Market
Position Score and an Industry Risk Score. S&P considers the Market Position Score
and an Industry Risk Score for municipal utility borrower to be in the low risk category.

Projected
Asset / Minimum Rating of
Ratings Liability Debt Service Largest Largest
(M/S/F) Ratio Coverage Borrower (%) Borrower
: 1.5(CwW)/ 1.3x(CW)/ 47.0%(CW)/ e
RlE IAANAAA |1 6 DwW) 15xDW) | 30.606DwW) | AAAA
Connecticut SRF Aaa/AAA/AAA 1.3 1.0 21.5% AA+
Florida Water
Pollution Control Aaa/AAA/AAA 2.0 1.7 51.9% A

Corporation
Maryland Water
Quality Financing Aaa/AAA/AAA 94 5.3 12.9% AAA
Administration
Maine Bond Bank

(SRF Program) Aaal AAA /- 20.1 N.A. 8.0% AA
Arizona Water

Infrastructure Finance | Aaa/AAA/AAA 46.6 3.7 18.1% AA
Authority

Source: Fitch State Revolving Fund and Municipal Loan Pool Peer Review: 2016, October 31, 2016

The RIIB’s debt and other financial statistics presented above represent the recent, point-in-time numbers.
The RIIB’s fiscal year 2016 results are stronger when compared with fiscal year 2015 results. The Bank’s
operating revenues increased by nearly 15% while expenses remained flat to slightly lower. The strong
fiscal year 2016 results provide ample cushion for the Bank’s various loan programs.

At this time, the PFMB recommends RI1B target debt service coverage of at least 1.2x and a minimum asset
to liability ratio of 1.3x for the Water Pollution Control and Safe Drinking Water bond programs, which
would be on the low end of the levels required to maintain RIIB’s triple-A ratings based on rating agency
criteria and in comparison to its peers. While RIIB’s current debt service coverage levels and asset to
liabilities ratios for these two programs are well within the recommended ratios and RI1B maintains triple-
A ratings from Fitch and Standard & Poor’s, the PFMB recognizes that these levels may not be able to be
maintained if there are critical infrastructure needs for the State. However, the triple-A ratings are a
significant strength, and any decision that could lead to the ratings for these programs to be lowered should
be made with careful consideration of the pros and cons.

Quasi-Public Recommendations for

Current Debt Levels

Agency Debt Affordability Measure

Rhode Island Maintain a minimum of 1.2x debt service Debt service coverage of 1.3x for Clean
Infrastructure coverage and maintain RIIB’s asset to liabilities | Water and 1.5x for Safe Drinking Water
Bank ratios at a minimum of 1.3x.

Asset to liabilities ratio of 1.5x for Clean
Provide notice to PFMB of any rating action Water and 1.6x for Safe Drinking Water.
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Rhode Island Housing and Mortgage Finance Corporation

Rhode Island Housing and Mortgage Finance Corporation (“Rhode Island Housing) provides loans, grants,
education, advocacy, and counseling to customers to rent, buy and retain homes. The agency also provides
builders and developers loans, tax credits, and other forms of assistance to attract development. This study
focuses on debt issued by the agency to fund its single, multi-family, and rental assistance lending—namely
its Homeownership Opportunity Bonds and Multi-Family Development Bonds.® Like many Housing
Finance Agencies (HFAs), Rhode Island Housing uses these tax-exempt bonds to finance low-interest
mortgages for low- and moderate-income home buyers, and in the case of multi-family homebuyers, the
properties financed with these proceeds are then rented to low-income renters. The underlying mortgage
loans and revenues in Rhode Island Housing’s portfolio serve as the security for these bonds, which are
often securitized and purchased by Freddie Mac or Ginnie Mae.

Debt Outstanding

Rhode Island Housing’s Financing Programs

(FY 2016)
Homeownership Opportunity Bonds $611,704,448
Home Funding Bonds and Notes $130,262,468
Multi-Family Housing Bonds $630,000
Rental Housing Bonds $65,039,132
Multi-Family Funding Bonds $88,760,000
Multi-Family Development Bonds $214,758,428
Multi-Family Mortgage Rev Bonds $100,691,010

There are several pooled loan programs under the Rhode Island Housing and Mortgage Finance Corporation
for single-family and multi-family housing. Two of the programs, Multi-family Housing Bonds and the
Rental Housing Bonds have the moral obligation of the State, in which the State agrees to make up any
shortfalls in the Capital Reserve Fund. RI Housing indicated that they do not plan to issue any additional
bonds under these two programs and anticipate all of the outstanding moral obligation debt to be retired in
four to five years. If this plan changes, it may be prudent to limit the issuance of additional debt under
these two programs, applying any new issuance to the state’s tax-supported debt affordability limits
reflected in Part One.

A key ratio that is assessed by rating agencies is the program asset-to-debt ratio (PADR) with 1.00 required
for investment grade ratings. Moody’s rates most of the State’s housing bonds at the Aa2 level and based
on its criteria, requires a 1.04 to 1.02 level to be maintained for both single and multi-family housing.
Moody’s reports a PADR of 1.19x as of June 30, 2015 for RI Housing’s single-family Homeownership
Opportunity Bonds, and a PADR of 1.12x as of June 30, 2015 for the Multi-Family Development Bonds.
PFMB recommends the RI Housing allow for a minimum PADR level to ensure debt affordability
measures. Additionally, PFMB requires notice of any rating agency action, including confirmation of
ratings, outlook changes, or any upgrade/downgrade of the rating.

The following table summarizes the key rating considerations for assessing financial position of housing
revenue bonds by Moody’s, which rates the RI Housing’s currently active housing bonds, and a comparison
of the key financial ratios of peer state housing agencies.

6 The agency has also previously issued Home Funding Bonds and Notes, Multi-Family Housing Bonds, Rental
Housing Bonds, and Multi-Family Mortgage Revenue Bonds, all of which are outlined in greater detail on page B-4
of the Appendix.
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Moody’s | Program Asset to Debt Ratio (Program Assets to Total Bonds Outstanding Plus Accrued Interest):
Investor | Aaa: 1.10x
sService |Aal:  1.04x

Aa2: 1.02x

Aa3: 1.00x

Cash Flow Projections:

Aaa: Meets cash flow stress tests under all scenarios. Robust ability to absorb future financial stress.

Aa: Meets cash flow stress tests under all scenarios. Strong ability to absorb future financial stress.

A: Meets cash flow stress tests under all scenarios except for most stressful scenarios. Moderate ability to
absorb future financial stress.

Historical Financial Performance:

Aaa: Fund balance % of bonds outstanding on average over 3 years above 15%; profitability (net
operating revenue as % of total operating revenue) above 15% on average.
Aa: Fund balance % of bonds outstanding on average 8% - 15%; profitability above 10% - 15% on
average.
A: Fund balance % of bonds outstanding on average 3% - 8%; profitability above 3% - 8% on average.

Ratings PADR Profitability Ratings Profitability
Issuer (M/SIF) (2015) (2015) (M/SIF) (2015) (2015)
Rhode Island Aa2/AA+/-- Aa2/--/--
Housing (Homeownership (Multi-Family
Opportunity Development
Bonds) Bonds)
Connecticut Aaa/AAA/--
(Housing 128
28x 5.86% Aaa/AAA 1.29x (2014) | 11.5% (2014)
Mortgage
Finance Program)
Maine Aal/AA+/-- 1.22x 7.20% Aal/AA+/-- 1.22x 7.2%
Massachusetts Aal/AA/-- Aa2/AA/--
(Single Family 1.15x 6.03% (Housing 1.14x 18.7%
Housing) Bonds)
New Aa2/--/-- Aa2/--/--
Hampshire (Single Family 1.04x 6% (2000-2013 1.13x 18.3%
Mtg Acq) Indenture)
Vermont Aa3/--IAA Aa3/A+/--
(Multi-Purpose 1.22x 15.39% (Multi-Family 1.22x 38.3%
Bonds) Mortgage)

*Source: Moody'’s rating reports for each issuer. Moody’s Multi-Family Medians, April 2016.

The RI Housing’s debt and other financial statistics presented above represent the recent, point-in-time
numbers. The RI Housing’s fiscal year 2016 operating income is up approximately 55% year over year.
Further, Rl Housing reports increases in assets and decreases in bonds and note payable thereby enhancing
the overall program asset-to-debt ratio. At this time, the PFMB recommends RI Housing target a PADR of
not less than 1.10x based on Moody’s rating criteria for Aaa rating.

Quasi-Public

Recommendations for

Current Debt Level

Agency
Rhode Island
Housing

Debt Affordability Measure
Target minimum PADR of 1.10x

Provide notice to PFMB of any rating action

PADR of 1.19x (Single-Family) and
PADR of 1.12x (Multi-Family)
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Rhode Island Student Loan Authority

The Rhode Island Student Loan Authority (“RISLA”) uses its tax-exempt bonding authority to offer low
cost student loans to underlying borrowers. There are two distinct pooled loan programs administered by
RISLA: (i) a Federal Family Educational Loan Program (FFELP), and (ii) a state-based Supplemental Loan
Program. Since July of 2010, FFELP can no longer be originated, and therefore, since no new bonds, except
refunding bonds can be issued, the PFMB guidance debt affordability for RISLA debt will focus on the
Supplemental Loan Program.

The Parity Ratio is the percentage of total assets, including loans and funds in the loan acquisition account
and the reserve account, to the total outstanding bonds. With the issuance of the 2016 bonds in April, the
RISLA’s parity ratio was calculated as 119.46% at closing.

Rating Agency Criteria for Student Loan Bonds

Fitch Fitch does not have a scoring methodology for defined metrics. Reviews collateral to determine
Ratings expected loss frequency and loss severity, reviews historical performance and runs stress tests on
expected cash flows. Performs quarterly monitoring.

e Reviews Parity Ratio: Percentage of total assets, including loans and funds in the loan
acquisition account and the reserve account, to the total outstanding bonds.

e Reviews Overcollateralization: Difference between asset balance and outstanding bonds.

e Reviews Credit Enhancement: Includes Overcollateralization and excess spread (difference
between interest collections on the assets and the sum of debt interest costs, servicing fees and
other trust expenses).

Standard S&P reviews loan attributes, performs stress cases with various default and recovery scenarios, taking
& Poor’s into account historical performance. Does not have specific financial metrics in its rating criteria but
cites the parity ratio and credit enhancement.

Ratings Credit Enhancement
Issuer (M/SIF) Parity Ratio (% to Total Assets)
Eggg;'j:ﬁgfif;”de"t —IAAGST/AASF Af'z";‘:r']’;%fon 120.97% 16.29%
Massachusetts
Educational Financing --IAA(sF)/A (sf) Ratings Affirmation 109.32% 9.16%
Authority (MEFA)
Connecticut (CHESLA) Aa3/--|A+ Credit based on State Special Capital Reserve Fund Make-Up
Vermont(VSAC) --/A (sf)/Asf None 135% 26.03%
New Jersey (HESAA) Sen: Aa2/AA (sf)/-- | Parity Percentage at 108% Sen: 17.3%
Sub: A2/A(sf)/-- least 103% Sub: 12.8%
Bm ;tt‘)‘/dé’(‘)trgggt‘ion ~IA (sfy/Asf | Ratings Affirmation %ﬁﬁt}:{; 329 (Initial)

* Source: Most recent Fitch pre-sale rating reports for each issuer and Quarterly disclosures published by each agency.

RISLA’s debt and other financial statistics presented above represent the recent, point-in-time numbers.
RISLA’s fiscal year 2016 results are generally with fiscal year 2015 results. The Authority reduced
expenses in Fiscal Year 2016, however operating revenues were lower creating a flat to slightly lower
operating income.

At this time, the PFMB recommends RISLA’s target a Parity Ratio of 110% based on the lower range of
Parity Ratios of its peer group. Additionally, PFMB requests notice of any rating agency action, including
confirmation of ratings, outlook changes, or any upgrade/downgrade of the rating.

Quasi-Public Agency Recommendations for Current Debt Levels
Debt Affordability Measure
Rhode Island Student Target minimum Parity Ratio of 110% Parity ratio of 120.97%
Loan Authority Provide notice to PFMB of any rating action
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Debt Affordability Study

Part Three: Municipalities, regional authorities, fire districts and
other special district debt and long-term liabilities
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Part Three — Municipalities, Fire Districts, Special Districts and Local Authorities

The third part of the debt affordability study focuses on the debt of the municipalities, fire districts, special
districts and local authorities of the State. While the primary focus of this first debt affordability study for
municipalities, fire districts, special districts and local authorities will be on debt, the PFMB recognizes
that pensions represent additional long-term liabilities, and therefore, will include pension liability for the
municipalities in determining appropriate measures of debt and liability affordability ratios. This debt
affordability study will use the net pension liability as reported in the annual financial statements of the
municipalities. It should be noted that the municipalities do not have consistent measures and assumptions
in determining pension liabilities to make them comparable on these measures, but the PFMB believes
recognition of pension liabilities is critical in assessing long-term debt affordability. This study does not
include pensions for fire districts, special districts and local authorities, but the PFMB will endeavor to
include this information in future iterations of the study. In addition, similar to Part One, OPEB liabilities
will also not be considered in this first debt affordability study. Future debt affordability studies will
endeavor to capture these additional long-term liabilities into the analysis.

Rhode Island Municipalities

Rhode Island has 39 municipalities. The table below summarizes the current general obligation ratings of
the municipalities.

Barrington Aal AAA NR New Shoreham NR AA NR
Bristol Aa? AA+ NR Newport NR AA+ NR
Burrillville Aa2 NR AAA North Kingstown Aa2 AA+ NR
Central Falls Ba2 BBB NR North Providence A2 AA- NR
Charlestown Aa2 NR NR North Smithfield Aa? NR NR
Coventry Al AA NR Pawtucket A3 A A+

Cranston Al AA- AA+ Portsmouth Aa2 AAA NR
Cumberland Aa3 AA NR Providence Baal BBB A-

East Greenwich Aal AA+ NR Richmond Aa3 NR NR
East Providence A2 AA NR Scituate NR AA NR
Exeter NR NR NR Smithfield Aa? AA NR
Foster NR NR NR South Kingstown Aal NR NR
Glocester NR AA+ NR Tiverton Al AA NR
Hopkinton Aa3 NR NR Warren Aa3 NR NR
Jamestown Aal NR NR Warwick Al AA- NR
Johnston A3 AA- NR West Greenwich NR AA+ NR
Lincoln Aa2 NR AA West Warwick Baa2 NR BBB
Little Compton NR NR NR Westerly Aa3 AA NR
Middletown Aal NR NR Woonsocket Ba3 NR BB+
Narragansett Aa2 AA+ NR

Appendix C provides a summary of the outstanding debt for each municipality for FY2015, including types
of debt and associated FY2015 debt service. The 39 municipalities have tax-supported debt that includes
the following: (i) general obligation bonds (ii) loans payable, (iii) capital leases and (iv) enterprise debt. In
addition, the as reported net pension liability is included in Appendix C.

Fire Districts
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Based on FY2015 information from the Division of Municipal Finance, there are 44 fire districts in Rhode
Island as summarized in the table below with the corresponding town or towns that each serves.

Fire District Fire District

Oakland-Mapleville Burillville Lime Rock Lincoln

Pascoag Burillville Lonsdale Lincoln

Harrisville Burrillville Manville Lincoln

Nasonville Burrillville Quinnville Lincoln

Charlestown Charlestown Saylesville Lincoln

Quonochontaug Central Charlestown Bonnet Shores Narragansett

Shady Harbor Charlestown Pojac Point North Kingstown

Central Coventry Coventry Portsmouth Water and Fire Portsmouth

Coventry Coventry Richmond Carolina Richmond

Hopkins Hill Coventry Indian Lake South Kingstown

Western Coventry Coventry Kingston South Kingstown

Cumberland Cumberland Union South Kingstown

Cumberland Hill Cumberland North Tiverton Tiverton

North Cumberland Cumberland Stone Bridge Tiverton

Valley Falls Cumberland Buttonwoods Warwick

Exeter Exeter Bradford Westerly

Chepachet Glocester Misquamicut Westerly

Harmony Glocester Shelter Harbor Westerly

West Glocester Glocester Watch Hill Westerly

Ashaway Hopkinton Weekapaug Westerly

Hope Valley-Wyoming :&ﬂﬂgﬁg' Westerly Westerly

Albion Lincoln Dunn’s Corners Westerly-
Charlestown

Exhibit B summarizes the debt outstanding for 2015, as compiled by the Division of Municipal Finance
(the “Division”) from the data self-reported by the fire districts in the Division’s FY'15 Fire District Adopted
Budget Survey (based on self-reported data). Based on the Division’s Report on Rhode Island Fire Districts
Based on Annual Fire District Survey 2013, all fire districts have the authority to borrow money, and most
fire district charters include a debt limit, which varies from district to district.

Fire districts in Rhode Island have the authority to tax real property, automobiles and tangible property
located within the district. The taxes assessed and collected are an additional tax to the district population,
separate from annual property taxes billed by the municipality. The tax revenues generated within the
districts are used for operation, capital needs and debt service (if debt has been issued) of the individual fire
district. For most of the districts, property tax revenue is the primary source of revenue. However, other
fees from other services such as rescue, fire hydrant rentals, inspections, fire prevention/plan review,
hazardous material and hall rentals provide additional revenues to the districts.

Other Special Districts and Local Authorities
There are 17 special districts and local authorities in Rhode Island that have been rated by the three national
rating agencies, as summarized with the ratings in the following table. Exhibit C provides a summary of

the debt outstanding and debt service for FY2015 (if available). Information on the local housing authorities
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is not readily available at this time and will therefore, not be included in this iteration of the debt
affordability study.

Special Districts/Local Authorities Moody's

Bristol-Warren Regional School District Aa3 NR NR
Bristol County Water Authority? NR NR NR
Burrillville Housing Authority NR A+ NR
Chariho Regional School District? Aa3 NR NR
Coventry Housing Authority NR AA- NR
Cumberland Housing Authority NR AA- NR
Exeter-West Greenwich Regional School District Al NR NR
Foster-Glocester Regional School District Aa3 NR NR
Kent County Water Authority® Aa3 AA- NR
North Providence Housing Authority NR AA- NR
Pascoag Utility District* NR A- NR
Pawtucket Housing Authority NR A+ NR
Providence Housing Development Corp. NR AA- NR
Providence Public Building Authority NR BBB- NR
Providence Redevelopment Agency NR BBB- NR
Providence Water Supply Board NR AA- NR
Woonsocket Housing Authority NR A+ NR

1. Previously rated by Moody’s and Standard & Poor’s. Ratings no longer outstanding.

2. Regional school district for the towns of Charlestown, Hopkinton and Richmond.

3. Provides water supply services in the communities of Coventry, Warwick, West Warwick, East Greenwich, West
Greenwich, and in smaller sections of Cranston, Scituate and North Kingstown.

4. Provides electric services to Villages of Pascoag and Harrisville, both in the Town of Burrillville, and provides water
services to Village of Pascoag.

Municipal Debt Classifications

In assessing the debt burden of a municipality, various levels of debt need to be considered. Rating agencies
will measure the burden of Gross Direct Debt, Net Direct Debt, Overall Debt and Overall Net Debt.

» Gross Direct Debt.

Definition: The sum of the total bonded debt and any short-term debt of the issuer. This
debt includes: (i) general obligation bonds; (ii) other obligations such as loan agreements
secured by taxes; (iii) capital lease obligations that are secured by lease rental or contract
payments subject to appropriation; (iv) special assessment obligations; and (v) any
enterprise debt.

Examples: City of Providence General Obligation Debt, and Providence Water Supply
debt.

e Net Direct Debt.

Definition: Gross direct debt less all self-supporting debt. Net Direct Debt excludes
enterprise bonds (water, sewer, solid waste and electric revenue bonds), where enterprise
fund revenues cover debt service by at least 1.0x for at least the last three fiscal years.

Examples: City of Providence General Obligation Debt, but not Providence Water Supply
Debt.
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»  Overlapping Debt.

- Definition: The issuer’s proportionate share of the debt of other local governmental units
that either overlap it (the issuer is located either wholly or partly within the geographic
limits of the other units) or underlie it (the other units are located within the geographic
limits of the issuer). The debt is apportioned based upon some measure such as relative
assessed values or student enrollment in the case of school districts.

- Examples: Bristol-Warren School System, Albion Fire District, Narragansett Bay
Commission, Kent County Water Authority.

e Overall Debt.

- Definition: Gross direct debt plus the issuer’s applicable share of the total debt of all
overlapping jurisdictions.

- Examples: Includes all examples listed for the above categories.

» Overall Net Debt.

- Definition: Net direct debt plus the issuer’s applicable share of the net direct debt of all
overlapping jurisdictions. Excludes enterprise bonds (water, sewer, solid waste and electric
revenue bonds), where enterprise fund revenues cover debt service by at least 1.0x for at
least the last three fiscal years.

- Examples: Includes City Providence General Obligation debt, Albion Fire District, but not
Providence Water Supply or Narragansett Bay Commission.

Most of the Rhode Island municipalities issue general obligation bonds directly and enter into capital leases.
Many also issue bonds through the Rhode Island Health and Educational Building Corporation Public
Schools Revenue Bonds Financing Program (RIHEBC Bonds), which are secured by financing agreements
between the municipality and RIHEBC in which the municipality pledges its general obligation. To
calculate gross direct debt, all general obligations bonds, capital leases and the municipality’s share of
RIHEBC Bonds would be included. For the City of Providence, debt of both the Providence Public
Buildings Authority and the Providence Redevelopment Agency, which are subject to City of Providence
appropriation, and debt of the Providence Water Supply Board, are included in Providence’s gross direct

debt.

Under Rhode Island law, the State provides aid to municipalities for the cost of school building construction
or renovation. The most typical type of aid the State provides to municipalities is a reimbursement for a
portion of the debt service of these projects, with the amount of reimbursement determined by a formula
tied to the economic conditions of the municipality. It is important to note that in some cases, municipalities
would not issue as much general obligation debt for school projects were it not for the fact that the state
had promised a partial reimbursement of the debt service costs. Nevertheless, for the purpose of this study,
all general obligation debt for school building projects is counted as debt of the municipality regardless of
whether the municipality expects to receive state aid, because state aid is subject to annual appropriation
and if the state were to fail to make an appropriation for the full amount of expected housing aid, the
responsibility for those debt service payments would rest with the municipality. Appendix C provides a
summary of the reimbursements the State is expected to provide to each school district from FY2017
through FY2030.

In addition, many municipalities issue water and sewer bonds directly, through the Rhode Island
Infrastructure Bank (RIIB) or through a special utility district, and the City of Providence issues bonds
through the Providence Water Supply Board. This enterprise debt is also included in gross direct debt
calculation and to the extent enterprise revenue funds have historically covered debt service, the debt is
subtracted out to calculate net direct debt for the municipality.
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Rhode Island also has four regional school districts that cover multiple cities and towns and the Kent County
Water Authority provides water services to eight different communities. The debt issued by these issuers
is overlapping debt and the proportionate share of the debt needs to be allocated to determine the overall
debt of the affected communities. Further, the Kent County Water Authority debt is self-supporting and
thus, subtracted from the overall debt of the communities to derive overall net debt.

Some of the fire districts also have debt outstanding secured primarily by taxes on real property,
automobiles and tangible property located within the district. Since the tax base is within a town or city or
in some cases multiple towns/cities, this debt would be considered overlapping debt and would need to be
included in the overall debt of the municipality.

The Narragansett Bay Commission (NBC) provides wastewater collection and treatment services to its
service area, which includes Providence, North Providence, Johnston, Pawtucket, Central Falls,
Cumberland, Lincoln, the northern portion of East Providence and small sections of Cranston and
Smithfield. As of June 30, 2016, NBC had approximately $242.82 million of NBC issued bonded debt
outstanding under the trust indenture and approximately $385.09 million in subsidized loans from the
Rhode Island Infrastructure Bank’s clean water state revolving loan fund. The debt is secured by revenues
of the system derived from the fees paid by the NBC customers. Since this debt is paid by the taxpayers of
communities in the service area and to encompass the overall burden on the taxpayer, for purposes of this
debt affordability study, the NBC debt is allocated to the municipalities in its service area based on the
municipality’s percentage of 2016 revenues, as shown in Appendix C.

Debt Affordability Measures
Statutory Debt Limitation for Municipalities

Under Rhode Island state law, municipalities are limited to a level of indebtedness at or below 3% of the
full assessed value of the city or town. There are, however, avenues for municipalities to receive permission
to take on levels of debt outside of the 3% cap, including through special legislation of the General
Assembly authorizing a voter referendum, or ministerial approval by the state Auditor General or Director
of Revenue if the community satisfies certain requirements.

Rating Agency Debt Ratios for Local Governments

Rating agencies have developed criteria for rating debt of local governments. Below is a summary of the
debt and liability measures used by Fitch, Moody’s and Standard & Poor’s, how they score these ratios and
other considerations they take into account with respect to debt and other liabilities.

Fitch Ratings. Fitch uses the following metric to measure long-term liability burden for local governments:

Overall Local Government Debt + Fitch’s Adjusted Direct Unfunded Pension Liability
Personal Income

The Fitch pension adjustment inflates the reported pension liability by 11% for every 1% by which the
assumed investment return exceeds 7%. No adjustment is made if the pension’s assumed return is already
at or below 7.0%. To calculate a personal income for local governments, Fitch takes the U.S. Bureau of
Economic Analysis (BEA) per capita personal income number that is available for counties but no other
levels of local government and uses that county-level data to develop a proxy for lower levels of
government. Specifically, Fitch takes the U.S. Census Bureau per capita money income statistic, which is
a narrower measure of income but one available for all units of local government, calculates the ratio of
money income to per capita personal income for the county in which the rated issuer is located, and then
applies that ratio to the issuer's money income. This per capita information is then multiplied by population
to generate the denominator for the liability metric.

55



The following table summarizes how Fitch scores the long-term liability burden:

Elevated but Still in

Liability

Burden e e Moderate Range A Ve =1
Rl 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 Personal Income Personal Personal Income
Income Income

In addition, for local governments, Fitch also considers the liability burden as a percentage of property
value. Further, 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.

Moody’s Investors Service. For Moody’s, debt and pensions comprise 20% of a municipality’s overall
rating score. The table below summarizes the debt factors used by Moody’s.

Rating Factor / Weight | Aaa | Aa A Baa
et Direct %%Zt)/ <0.75% | 0.75%-175% | 175%-4% | 4% - 10%
Net Direct Debt/

Operating Revenues (5%)

3-Year Avg of Moody’s Net
Pension Liability/ Full Value (5%)
3-Year Avg of Moody’s Net
Pension Liability/ Operating < 0.4x 0.4x — 0.8x 0.8x — 3.6x 3.6x — 6x
Revenues (5%)

< 0.33x 0.33x — 0.67x 0.67x — 3x 3X —5x

<0.9% 0.9% - 2.1% 2.1%-4.8% | 4.8%-12%

To arrive at net direct debt, Moody’s takes the local government’s gross debt burden, including general
obligation bonds, notes, loans, capital leases, any third-party debt backed by a local government’s general
obligation guarantee, lease and other appropriation debt, special tax debt if these obligations represent
future claims on operating resources. Debt for essential service utilities (such as water and sewer systems)
that is self-supporting from user fees for the previous three years is subtracted out to arrive at net direct
debt.

Moody’s will also look at other factors and potentially make adjustments (up or down) to its debt/liability
scoring. These other factors include:

» Very high or low debt service relative to budget

» Very high or low overall debt burden (including overlapping debt)
» Heavy capital needs implying future debt increases

» Rapidity of debt repayment within 10 years

« High OPEB liability

Standard & Poor’s. In assessing a municipality’s debt and contingent liability Standard & Poor’s looks at
the combination of two measures:

M Total governmental funds debt service as a percentage of total governmental funds
expenditures, and
(i) Net direct debt as a percentage of total governmental funds revenue
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The following table summarizes how the two measures are combined to determine a score for the debt and
contingent liabilities.

Net Direct Debt As % of Total Governmental Funds Revenue
Total Governmental Funds
Debt Service as % of Total
Governmental Funds
Expenditures

< 30% 30% to 60% 60% to 120% 120% to 180% >180%

<8% 1 2 3 4 5
8% 10 15% 2 3 4 4 5
15% to 25% 3 4 5 5 5
25% to 35% 4 4 5 5 5
=35% 4 5 5 5 5

1 = very strong, 2 = strong, 3 = adequate, 4 = weak, 5 = very weak

In addition, Standard & Poor’s looks at the following qualitative factors with a positive impact on the initial
score (each can increase initial debt score by 1 point):

» Overall net debt as a percentage of market value below 3%
» Overall rapid annual debt amortization with more than 65% coming due in 10 years

While the following factors would have a negative impact (each can decrease initial debt score by 1 point
(or up to 2 for pension and OPEB):

» Significant medium-term debt plans produce a higher initial score when included

» Exposure to interest rate risk or instrument provisions that could increase annual payment
requirements by at least 20%

» Overall net debt as a percentage of market value exceeding 10%

» Unaddressed exposure to unfunded pension or OPEB obligations leading to accelerating payment
obligations over the medium term that represent significant budget pressure

Speculative contingent liabilities or those likely to be funded on an ongoing basis by the government and
representing more than 10% of total governmental revenues

Debt Affordability Measures to Apply to Municipalities

Considering the patchwork nature of municipal governance in Rhode Island, with dozens of overlapping
districts and authorities issuing different types of debt, the PFMB ultimately determined that the most
important factor in judging municipal debt affordability is the ability of each municipality’s underlying
population to afford the liabilities of the various governmental agencies that serve them. For the purposes
of this study, affordability is measured in two ways: the average income of the population in a town or city,
and the assessed property value in a municipality, because property tax revenues are the primary source of
income for most governmental units.

The PFMB recognizes that despite applying a unified set of affordability targets to all overlapping local
governmental entities in a municipality, these entities do not always act in a coordinated fashion when
making financing decisions, and municipal governments often have limited ability to influence the actions
of special districts in their communities. Nevertheless, the purpose of this report is to provide a greater level
of transparency on public debt, and to recommend some guidelines for how much total public debt
municipal residents can afford.

As with state-level debt, the PFMB believes that municipal debt must be looked at in the context of other
long-term liabilities, particularly pension liabilities. There are 150 pension plans for municipal employees
across Rhode Island, 116 of which are managed centrally by the State through the Municipal Employees
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Retirement System (MERS), 34 of which are managed independently by municipalities. Regardless of the
management structure, the municipalities and districts are fully responsible for 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.

Pension liabilities are calculated through a series of assumptions, and thus can be difficult to estimate with
precision. For the purposes of this study, municipal pension liabilities are derived from the financial
statements of the municipalities, under rule 68 of the Governmental Accounting Standards Board (GASB)
framework.

In setting these recommended targets, the PFMB relied heavily on Ratings Agency guidance, selecting
ratios similar to those used by ratings agencies, and generally recommending a level equivalent to an A
rating for each ratio.

Recommended Debt and Liability Ratios and Targets

» Net Direct Debt to Full Value: Less than 3% (includes tax-supported debt of a municipality)

» Overall Net Debt to Full Value: Less than 4% (includes tax-supported debt of a municipality and any
overlapping districts)

» Overall Debt + Net Pension Liability to Full Value: Less than 4.50% (includes all tax-supported debt,
enterprise debt, and pension liabilities of a municipality and overlapping districts)

» Overall Debt + Net Pension Liability to Personal Income: Less than 20% (includes all tax-supported
debt, enterprise debt, and pension liabilities of a municipality and overlapping districts)

The income measurement is the total personal income of the municipality using Fitch’s methodology for
calculating personal income for localities. The full value measurement is the gross assessed value less
exemptions, which is consistent with the rating agency methodologies. Communities that choose to have
large homestead exemptions might be artificially inflating their debt ratios with a lower taxable base. The
PFMB considered using the gross assessed value because communities could potentially end exemptions if
needed, but since all three rating agencies use assessed value net of exemptions, the PFMB decided to be
consistent with the rating agency approach.

The table below shows the current levels of these affordability ratios for each municipality with green
shaded levels indicating the municipality is within the recommended limits, yellow shaded levels indicating
current levels are slightly above the recommended limits and red shaded levels indicating the current levels
significantly exceed the recommended limits.
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Debt Ratios Debt + Pension Ratios
Overall Debt + Net Overall Debt + Net

Net Direct Debt to Overall Net Debt to

Assessed Value Assessed Value Pension Liability to Pension Liability to

Assessed Value Personal Income

Obligor Name

Barrington
Bristol 1.1% 1.6% 3.0% 6.8%
Burrillville 1.2% 1.3% 3.1% 5.3%
Central Falls 3.7% 3.7% 17.3%
Charlestown 0.2% 0.5% 3.1%
Coventry 1.3% 1.4% 11.5%
Cranston 1.1% 1.1% 11.9%
Cumberland 1.4% 1.5% 1.7%
East Greenwich 2.3% 2.3% 4.8% 9.8%
East Providence 1.1% 1.1% 4.6% 8.1%
Exeter 0.1% 0.1% 0.1% 0.3%
Foster 0.0% 2.7% 3.6% N/A
Glocester 0.3% 3.2% 4.0% 6.9%
Hopkinton 0.2% 1.3% 1.6% 3.0%
Jamestown 0.4% 0.4% 1.1% 5.5%
Johnston 1.1% 1.1% - 19.2%
Lincoln 1.5% 1.6% 10.0%
Little Compton 0.6% 0.6% 1.0% N/A
Middletown 1.0% 1.0% 2.6% 8.0%
Narragansett 0.5% 0.5% 2.0% 8.6%
New Shoreham 1.1% 1.1% 1.5% N/A
Newport 0.8% 0.8% 4.9% 19.5%
North Kingstown 1.1% 1.1% 3.3% 7.3%
North Providence 0.7% 0.7% 5.1% 6.8%
North Smithfield 2.0% 2.0% 3.7% 7.4%
Pawtucket 1.8% 1.8% 20.1%
Portsmouth 0.4% 0.5% 2.7% 7.2%
Providence 4.4%
Richmond 0.4% 1.4% 1.7% 3.2%
Scituate 0.4% 0.4% 0.6% 1.4%
Smithfield 0.5% 0.5% 3.1% 7.1%
South Kingstown 0.3% 0.3% 1.6% 4.2%
Tiverton 1.9% 2.2% 3.3% 7.2%
Warren 1.2% 1.9% 2.8% 5.3%
Warwick 12.0%
West Greenwich 3.4%
West Warwick 16.4%
Westerly 11.0%
Woonsocket 22.3%
Exceeds recommended target slightly

(Note: above ratios include allocation of Narragansett Bay Commission debt to municipalities in its service area.)
Net Direct Debt: All debt of an issuer less self-supporting enterprise debt. Enterprise Debt: Debt for essential service utilities that
is self-supporting from user fees. Overlapping Debt: Issuer’s proportionate share of the debt of other local governmental units
that either overlap or underlie it. Overall Debt: Net debt + Enterprise Debt + Overlapping Debt.
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The charts below show the debt only ratios for the municipalities.
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The charts below show the combined debt and pension ratios for the municipalities.

Overall Debt + Net Pension Liability to Assessed Value by Component
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Overall Debt includes (1) Net Direct Debt: All debt of an issue less self-supporting enterprise debt; (2) Enterprise Debt: Debt for essential service utilities that is
self-supporting from user fees; (3) Overlapping debt: Issuer’s proportionate share of the debt of other local governmental units that either overlap or underlie it.
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Overall Debt includes (1) Net Direct Debt: All debt of an issue less self-supporting enterprise debt; (2) Enterprise Debt: Debt for essential service utilities that is
self-supporting from user fees; (3) Overlapping debt: Issuer’s proportionate share of the debt of other local governmental units that either overlap or underlie it.
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Part Four- Guidelines for Debt Management Best Practices
Guidelines for State-Level Debt Management

In maximizing debt affordability, the State should maintain certain guidelines on how best to issue and
structure its tax-supported debt in order to minimize borrowing costs and to maintain, and if possible,
eventually improve, its credit rating. The following provides debt structuring, issuance and post issuance
compliance guidelines for State tax-supported debt.

Purpose

These guidelines are intended to aid the Department of Administration, Office of the General Treasurer,
State agencies, commissions, boards and authorities in structuring their financing arrangements in a manner
consistent with the best interests of the State. These are guidelines only, and consideration of a structure
outside of these guidelines may be warranted under certain circumstances.

Applicability

These guidelines apply to all State agencies, corporations, boards and authorities where the debt service
payments are expected to be made, in whole or in part, directly or indirectly, from tax revenues, including
appropriations of the State and moral obligation debt.

Types of Debt

Debt financing may include State general obligation bonds, revenue bonds, certificates of participation, and
lease/purchase debt. The primary debt type used has been State general obligation bonds. However, other
outstanding tax supported debt has been issued by the Convention Center Authority and the Commerce
Corporation. In addition, the State has issued Certificates of Participation and performance based
obligations. The State has identified different categories of net tax-supported debt:

Direct debt

Guaranteed debt

Contingent debt

Other obligations subject to appropriation

Debt Structuring Practices

The following guidelines, which may be modified by an issuer to meet the particulars of the financial
markets at the time of the issuance of a debt obligation, describe the basic debt issuance and debt structuring
components and the terms and parameters are intended to provide general guidance to the issuer.

Method of Sale: Municipal bonds are typically sold by negotiated sale or competitive sale. With a negotiated
sale, the issuer selects an underwriter, or more likely a group of underwriters, called a syndicate, to sell the
bonds in a public offering. The book-running senior manager acts as the lead representative of the syndicate.
The issuer, with advice from its financial advisor, will negotiate with the senior manager to determine the
optimal structure, price, underwriter’s discount and institutional and retail placement of the bonds.
Negotiation may provide more flexibility as to timing, structure and pricing of the transaction. With a
competitive sale, the issuer prepares a Notice of Sale, which is published with the preliminary offering
document and describes all the parameters for bids on the bonds. On the day and time set for the sale, as
established in the Notice of Sale, bidders submit bids and the bid with the lowest true interest cost wins. The
winning bidder sells the bonds to investors at the prices that were bid. A third method of sale that is used
much less frequently is a private placement, where bonds are not publicly offered, rather they are and sold
directly to qualified investors. Private placements, including bank loans, bank funding agreements, and
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master lease programs can be cost effective for certain types of financings including: variable rate, short-
term and smaller size issuances due to lower costs of issuance compared to publicly marketed securities.

Issuers should sell their debt using the method of sale that is most likely to achieve the lowest cost of
borrowing. Under certain circumstances, a competitive sale will generally result in the lowest cost of
borrowing and should be the preferred method of sale if certain factors are present. In determining the method
of sale, the issuer should consider the following factors:

Factor | Competitive Sale Negotiated Sale
Credit General obligation credits New credit
High ratings Complex credit with a “story”
No negative outlook on the ratings Low credit ratings (Baa/BBB)
Size of the Issue Bond issue under $500 million for Large debt issue that raises concerns
Rhode Island about market saturation. Threshold
level varies from issuer to issuer.
Financing Fixed rate, current interest bonds with | Structure is complex and is difficult to
Structure serial maturities or term bonds sell through a competitive sale.
Complex refunding structure.
Market Volatility Capital markets are functioning Capital markets are experiencing wide

normally with no extreme volatility in | shifts in interest rates and investor
interest rates and/or investor demand demand (e.g., financial crisis in late

2008/early 2009)
Retail Investor Retail investors are not the target Structure of the bonds is conducive to
Demand buyers retail investor demand, with the

expectation that many of the bonds
would be placed with retail investors

The State’s general obligation bonds are good candidates for a competitive sale. With ratings of
Aa2/AAJAA and a stable outlook from all three major rating agencies and typical fixed rate, amortizing
structure and manageable size, the State can sell its general obligation bonds on a competitive basis and
achieve the lowest cost of borrowing. The State successfully sold its General Obligation Bonds, Series
2016A and General Obligation Refunding Bonds, Series 2016B competitively in April 2016. Strong
demand for the state’s first competitive bond sale since 2007 was reflected in the number of bidders and
the pricing levels bid. The state received highly competitive bids from six underwriters for its sale of tax-
exempt bonds, securing a true interest cost of 2.39 percent for the twenty year borrowing.

In certain circumstances, the State may want to consider issuing a private placement, a direct sale/purchase
of securities or entered into a bank loan transaction as an alternative to issuing publicly offered municipal
bonds. Private placements, direct sales and bank loans are often competitive with a public sale of securities
in cases when the transaction size is small, when the term of debt is short and when the interest rate mode
is variable. With a private placement, the State would typically issue a solicitation, based on the advice of
its financing advisor, for offers from qualified lending institutions. The solicitation responses are then
reviewed and compared with careful consideration being given to any non-standard or onerous covenants
and a winning offer is selected and the terms are locked in. In evaluating the use of these alternatives, the
State and its Financial Advisor should compare the costs of the private debt vs. a public sale of securities,
taking into account the interest cost and upfront financing costs.

Term of the Debt: The Term (final maturity) of a financing must not exceed a conservative estimate of the
useful life of the assets to be financed (or the remaining useful life of assets associated with refunding
bonds). A term of twenty-years (20) years has been used for State general obligation bonds. Longer Terms
are appropriate for project finance issues and financings where debt service is paid from a specific revenue
stream. Shorter Terms are appropriate for financings which rely on non-State or limited revenue sources
to pay debt service such as GARVEE financings and other special obligation financings.
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Amortization Structure of Debt: An amortization that produces level-annual debt service should be used
unless otherwise dictated by considerations provided below. However, in all circumstances, the weighted
average maturity must not be greater than useful life of the assets to be financed. Amortization structures
that produce an increasing level of debt service (ascending debt service) are generally only appropriate for
non-contingent debt. Level principal amortization or an amortization schedule producing descending debt
service could be used to reduce interest cost and shorten the weighted average maturity of the bonds being
issued. Principal repayment should begin within eighteen months of the issuance unless debt repayment is
solely dependent on revenues derived from the project being financed or there is an overwhelming business
rationale. Structures utilizing term bonds or other “balloon” payments should require annual sinking fund
payments that achieve the required amortizations discussed above. Issuers may combine two or more series
of bonds issued under a common plan of finance to achieve the required amortization structures. If one of
the series includes a taxable component, it is generally advisable to amortize the taxable series with a shorter
weighted average maturity. Issues with a fully funded debt service reserve fund should use any balance
remaining at maturity to make the final payment.

Sizing the Issue: For bonds other than State General Obligation bonds approved by the voters, the project
draw (spending) schedule should be used as the basis for sizing the issue. If possible, net funding, which
takes into account the projected earnings on the bond proceeds as a source of funds for project costs using
anticipated spending schedules and an assumed rate of investment earnings, should be used to size the issue,
as this results in a smaller overall issue size.

Capitalized Interest: When interest is capitalized, a portion of the proceeds of an issue is set aside to pay
interest on the bonds for a specified period of time. Capitalized interest should only be used when necessary
(typically for revenue-producing projects) and should be limited to six months beyond the projected
completion date of the project.

Call Provisions: Bonds issued without call provisions generally carry lower interest costs. However, issuing
non-callable debt may inhibit a government’s ability to effectively restructure future debt payments, if
needed, and take advantage of refunding opportunities, thus reducing the debt service interest payments. It
is standard for most bonds to be issued with a ten year call at a redemption price of 100% of the principal
amount of the bonds to be redeemed, plus accrued interest to the redemption date. Issuers and their
Financial Advisors should evaluate non-standard call provisions using an option analysis to estimate the
value or cost of call option alternatives to determine the most beneficial structure. For competitive sales,
the issuer’s Financial Advisor should determine the option value and the necessary spreads to the municipal
benchmark index needed to achieve the estimated benefit from a non-standard call provision.

Premium or Discount: Unless otherwise prohibited, the issuer should use the net original issuance premium
(original issuance premium, less original issuance discount less underwriters’ discount) for project costs
for a new money financing and escrow costs for refunding bonds. Using net original issuance premium for
the next interest or principal payment to bondholders is considered capitalized interest, which may be
appropriate in the case of project financings or for tax-law considerations.

Credit Enhancement: The use of credit enhancement through the purchase of a municipal bond insurance
policy to improve the credit ratings on a financing may be considered on transactions where the improved
bond rating and corresponding reduction in interest rates paid by the issuer more than offsets the cost of
the enhancement due at issuance. A cost-benefit analysis should be performed to determine if insurance or
another type of enhancement is warranted. It is encouraged that the cost-benefit analysis be done to both
the maturity of the bonds and to the bond’s first call-date.

Election to Issue Variable Rate: Issuing Variable Rate Debt gives an issuer access to rates on the very short
end of the yield curve. The difference between short versus long-term rates varies with the shape of the
yield curve and has recently ranged from 100-300 basis points (or 1.0% to 3.0%). By issuing Variable Rate
Debt, the issuer is subject to interest rate risk. However, Variable Rate Debt has historically been at lower
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interest rate levels than recognized fixed rate indices, and may enable an issuer to create a natural hedge
against changes in its short-term investment portfolio. Variable Rate Debt may be used for two purposes:
(1) as an interim financing device (during construction periods) and (2) subject to limitations, as a strategy
to lower the issuer’s overall effective cost of capital. Under either circumstance, when the cycle of long-
term rates moves down to or near historic lows, consideration should be given to fixing (converting to a
fixed rate) a portion of the then outstanding Variable Rate Debt to take advantage of the attractive long-
term fixed rates. Generally no more than 20% of an issuer’s aggregate outstanding debt should be in a
variable rate mode. Before using variable rate debt, the issuer should understand the risks and compare the
cost to a long term fixed rate borrowing to determine if the benefit outweighs the risks.

Interest Rate Swaps and Other Synthetic Products: To the extent permitted by State law, the use of
contracts on interest rates, currency, cash flows, etc., including (but not limited to) interest rate swaps,
interest rate caps and floors and guaranteed investment contracts (GICs) should not be used unless the
issuer has adopted a separate policy regarding the use of such products and compared the risks and potential
benefits against non-synthetic alternatives. Prior to entering into any Interest Rate Swaps and Other
Synthetic Products associated with any Net Tax Supported Debt, the issuer should review the proposed
product and transaction with the Office of the General Treasurer.

Refunding of Outstanding Debt

A refunding should only be done if there is a resulting economic benefit regardless of whether there is an
accounting gain or loss, or a subsequent reduction or increase in cash flows. The issuer and its Financial
Advisor will monitor the municipal bond market for opportunities to obtain interest savings by refunding
outstanding debt. Refunding Bonds should be issued only when the issuance is of benefit to the issuer
and/or the State. Tax-exempt bonds issued after 1986 can only be Advance Refunded one time; therefore,
the one opportunity should be reserved for situations where the refunding is prudent and warranted.
Refundings are generally undertaken for three reasons: (i) to provide present value debt service savings to
the issuer; (ii) to escape burdensome or restrictive covenants imposed by the terms of the bonds being
refinanced; (iii) to restructure debt for an appropriate purpose for the State. Refunding issues should be
amortized to achieve level annual debt service savings or proportional savings based on the principal
amount of the bonds being refunded. “Up-front” or “deferred” debt service savings structures should be
employed only as necessary to meet specific objectives and dissavings in any year should be avoided, if
possible. In addition, the final maturity on the Refunding Bonds should be no longer than the final maturity
on the Refunded Bonds unless a debt restructuring is undertaken for an appropriate purpose for the State.

Advanced Refundings: For refundings for savings, the following parameters are suggested to ensure that
the single advanced refunding opportunity is warranted:

e For bonds with call dates within two years of the delivery date of the refunding bonds, at
least 3% present value savings on a maturity by maturity basis. For bonds with call dates
two or more years past the delivery date of the refunding bonds, at least 5% present value
savings on a maturity by maturity basis.

e The level of negative arbitrage, on a maturity by maturity basis, should not be greater than
present value savings, and if relatively large, a higher level of present value savings should
be required. Generally, negative arbitrage should be 50% or less than the net present value
savings.

e On a bond series basis, the breakeven increase in interest rates should be calculated. The
breakeven increase in interest rates is a calculation of how much rates have to increase
between an advance refunding of the bonds today and a current refunding at the time the
bonds are callable to result in the same amount of present value savings. The breakeven
increase in interest rates should not exceed the forward interest rate forecast or a pre-
established target based on past market volatility. Generally, a breakeven increase in interest
rates of 75 basis points to 100 basis points has been targeted by some issuers, but length of
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time to the call date, market conditions, shape of the yield curve and interest rate expectations
are factors to be considered in determining the target.

o Lower maturity by maturity net present value savings targets may be appropriate for shorter
term or smaller fixed rate refunding issues or series, including maturities outstanding less
than two years from the call date.

Current Refundings. Current refundings are a diminishing asset. Current refundings should be completed
as long as the net present value savings is meaningful and the market for tax-exempt bonds is not
extraordinary volatile.

Forward Refunding. A refunding in which bonds are sold with the intent to close or deliver at some future
point in time, generally more than 30 days after pricing, and often to coincide with a date 90 days prior to
the call date on the refunded bonds, thereby qualifying the issue as a current refunding. In general, the
issuer should evaluate the breakeven savings rate (described above) to consider the likelihood of achieving
higher savings than a current refunding, while minimizing other risks associated with a Forward Refunding.

Debt Issuance Practices

Sale Process: A competitive bond offering involves bid solicitation from potential purchasers, principally
underwriters. It is a public bid where the bonds are sold to the underwriter or other purchaser that offers the
lowest “true interest cost” or TIC. TIC is defined as the rate necessary, when compounded semi-annually,
to discount the amounts payable on the respective principal and interest payment dates back to the delivery
date where the total equals the purchase price received for the new issue securities.

A negotiated offering differs from a competitive offering in the method used for selecting the underwriter,
the role of the underwriter in the bond marketing process, and the procedures used for determining interest
rates and underwriter compensation. In a negotiated offering, the underwriter is selected first, generally
through the solicitation of competitive requests for proposals. The underwriter or senior underwriter will
engage in pre-sale marketing and will negotiate interest rates. The State should conduct financings on a
competitive basis; however, negotiated financings may be used due to market volatility or the use of an
unusual or complex financing or security structure. Retail only issues or sales are sold through a negotiated
process. Also, bond refundings are often conducted through a negotiated process, due to complexities
associated with refunding economics and escrow structuring. However, a straightforward refunding can be
done on a competitive basis. In either case, there should still be a competitive process, in the first case, by
virtue of the bid of the bonds and in the latter case by an RFP process to select an underwriting firm or
firms. The negotiated offering is structured to require the solicitation of multiple underwriting proposals
and permits the issuers to solicit the advice of several underwriters about how to structure and price a
proposed bond issue. To provide the broadest distribution of bonds, the use of co-managers and selling
groups are encouraged in negotiated transactions. The size of the transaction, anticipated retail/institutional
demand, experience, etc., will determine the number of participants.

Competitive Sale: After disclosure documents are completed and structuring issues have been decided, the
competitive sale process may begin. A Summary Notice of Sale can be published in the Bond Buyer alerting
potential bidders to the date and time of the sale, approximately one or two weeks in advance of the sale
date. Simultaneously, the State posts and electronically distributes its Preliminary Official Statement that
contains a detailed Notice of Sale containing the relevant aspects of the sale including precise bidding rules
and the date and times bidders must submit their bids. The most common on-line bidding platform used by
the municipal market is Parity IPREO. Bids are promptly “opened” and disclosed. As a condition of
submitting a bid, bidders may have to provide a good faith pledge, typically 1% of the value of the bonds
being offered. On a date specified, after all legal documentation has been completed, the sale closes. The
final purchase price of the bonds is wired to the State and the bonds are released.

Negotiated Sale: A sale date is chosen by the issuer with input from the underwriter and the Financial
Advisor. Prior to any pre-marketing of the bonds, the Book-running senior underwriter should submit
proposed pricing to the Financial Advisor and the issuer which will include proposed coupons, yields and
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take downs for each maturity to be sold. The scale should reflect input from the other members of the
underwriting groups (co-managers and so-senior managers if any), known as price views, and a consensus
scale. The proposal should also include all fees and costs associated with the underwriting. The issuer and
the Financial Advisor should consider the proposal and negotiate any recommended changes. Following
the pre-marketing, this process should be repeated with information gained from the pre-marketing activity
and investor interest. Prior to the official pricing date, a retail order period may be held to solicit orders
from retail investors. On the day of the institutional pricing an interest rate scale is released to potential
investors through a pricing wire. The issuer and the Financial Advisor should review the pricing wire and
confirm that it is consistent with agreed upon terms. An order period is conducted lasting several hours.
During the order period, orders are placed by investors through the senior manager, the co-managers and
selling group. The issuer and the Financial Advisor may view the orders as they are placed and entered
into the senior manager’s order management System, using the IPREO system. After the order period
closes, the senior manager, issuer and Financial Advisor review the "book of orders.” Based on the amount
and distribution of orders, the senior manager and the issuer determine whether any adjustments to the
pricing of the bonds are necessary. After the bonds are repriced, the management group checks to see
whether additional orders can be obtained and/or whether initial orders are withdrawn. Several iterations of
this process may take place. When the senior manager (on behalf of the entire underwriting group), the
issuer and Financial Advisor agree on a price, a verbal award is made. Subsequent to pricing, an official
Bond Purchase Agreement is signed between the underwriting group and the issuer. A good faith deposit
is obtained, similar to the competitive process. On a date specified, after all legal documentation has been
completed, the sale closes. The final purchase price of the bonds is wired to the State and the bonds are
released, as with the competitive process.

Professional Services: The State or the issuer will employ financial specialists to assist it in developing a
bond issuance strategy, preparing bond documents, and marketing bonds to investors. The key Financing
Team members include the issuer’s financial advisor, bond counsel, underwriter (in a negotiated sale) and
in some instances, a disclosure counsel. The use of an independent Municipal Advisor is encouraged. Bond
Counsel and Underwriters’ Counsel should not be the same firm. Other outside firms, such as those
providing paying agent, trustee, and/or printing services, are retained as required. For refunding bonds, the
issuer will likely need to retain a verification agent (that verifies the refunding cash flows) and an escrow
agent (hold the refunding moneys in trust until the bonds are redeemed). Depending on the statutory
authority, the costs for these services and fees can be paid through the proceeds of the bonds or through
budgeted appropriations.

Credit Ratings and Rating Agencies. Obtaining a minimum of two ratings is encouraged as the use of two
or more ratings broaden the pool of investors. Obtaining one rating can be appropriate for smaller or unique
transactions. The cost of ratings can be the highest single cost other than the underwriters’ discount,
especially for larger transactions. Other states have had success reducing its transactional State and State
agency rating costs by annually negotiating with each of the agencies and receiving a price for all state and
state-agency expected transactions.

Underwriters’ Discount: The underwriters’ discount or spread is the difference between the price the
underwriter pays the issuer for the bonds and the price the underwriter receives from the resale of those
bonds to investors. Underwriter’s compensation consists of takedown, management fee, underwriting risk,
and expenses, although currently spreads reflect the amounts of only takedown and expenses. The expense
component is made up of costs incurred by the underwriter on behalf of the issuer, including underwriters’
counsel. The costs for these services need to be managed, through the competitive bid process used to select
underwriters and subsequent negotiation and monitoring of fees.

Pricing/Sale Date: The Sale date should be driven by the need for proceeds and an appropriate time that
the State is able to generate a thorough disclosure document, either due to the availability of financials or
the ability to dedicate necessary State resources. The issuer should not attempt to “time the market”;
however, issuers should avoid market competition with other state issues and/or comparable credits.
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Closing Date: Sufficient time should be allowed between the sale (or pricing) date and the closing date to
permit adequate review and execution of all closing documents. Issues requiring the execution of any
document by the Governor (e.g., Consent of the Governor, Governor’s Certificate, etc.) may require
additional time to allow for review and execution by the Governor. Closing documents requiring the
approval of and/or execution by the General Treasurer must be provided as soon as possible after pricing
in order to allow adequate time for review and approval. Where appropriate, draft documents may be
provided prior to pricing in order to speed the process.

Rating Agency Relations: Full disclosure of operations and open lines of communication shall be made to
the rating agencies. Large and frequent issuers, such as the State, should meet with the rating agencies no
less than annually to provide relevant updates on financial, economic and operational performance.

Disclosure: The State of Rhode Island is committed to continuing disclosure of financial and pertinent
credit information relevant to the State’s outstanding securities and will abide by the provisions of Securities
and Exchange Commission (SEC) Rule 15¢2-12 concerning primary and secondary market disclosure. See
below.

Investment of Bond Proceeds: All general obligation and revenue bond proceeds shall be invested in
separate bond accounts by issuance to aid in calculating arbitrage. Investments will be consistent with those
authorized by existing statute and by the State’s investment policies. If invested in a portfolio of securities,
the portfolio should be structured to meet expected spending requirements. Accordingly, draw schedules
should be reviewed and updated periodically and provided to the investment manager. The investment of
a refunding escrow portfolio should include an analysis of the use of State and Local Government Securities
(SLGs) and open market securities. The State’s or the issuer’s municipal advisor should estimate any potential
benefit of the use of an open market escrow and the State or the issuer should determine if the potential savings
will be worth the time and the risk of the bid.

Pre-Issuance Review of Projects: Prior to the issuance of the bonds, the State should conduct a review of
the projects to be financed, in coordination with bond counsel in order to confirm that the projects are
eligibility to be financed on a tax-exempt basis.

Disclosure and Post Issuance Debt Management

Municipal securities are exempt from the disclosure regulations generally applied to corporations in both
the Securities Act of 1933 and the Securities Exchange Act of 1934. Municipal securities, however, are
subject to the anti-fraud provisions of the acts and related rules, specifically, section 17(a) of the 1933 Act,
Section 10(b) of 1934 Act, and SEC Rule 10b-5 states that it is unlawful “to make an untrue statement of a
material fact or to omit to state a material fact necessary in order to make the statements made, in light of
the circumstances under which they were made, not misleading.” As the issuer of the bonds, the State has
the responsibility to assure the accuracy and completeness of information provided to the potential
investors. Issuers such as the State must also comply with SEC Rule 15¢2-12. It is an SEC rule under the
1934 Act setting forth certain obligations of underwriters to receive, review and disseminate official
statements prepared by issuers of most primary offerings of municipal securities.

The State issues a preliminary and final Official Statement (OS) in connection with its bonds. The Official
Statement is one of the most critical documents produced by the bond financing team. The OS document
discloses material information on a new issue including the purposes of the issue, how the securities will
be repaid, and the financial, economic and demographic characteristics of the State. Investors, analysts and
rating agencies may use this information to evaluate the credit quality of the securities. Federal securities
laws generally require that if an official statement is used to market an issue, it must fully disclose all facts
that would be of interest to potential investors evaluating the bonds. The OS also includes a statement that
there have been no material misstatements or omissions by the issuer with respect to the issue, and that no
facts have become known which would render false or misleading any statement which was made. While
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the State employs consultants and bond counsel to assist in this task, the ultimate responsibility for the
document rests with the State.

In addition to paying principal and interest on the bonds, after the bonds are issued the State has continuing
obligations to bondholders including:
e Compliance with IRS code relative to arbitrage earnings, private use, useful life and the tax-
exempt status of the bonds; and
e Secondary Market Disclosure requirements for the issuer or the State to provide:
(1) ongoing information on State’s or the issuer’s financial condition and

(i) disclosure to bondholders about material events that affect the status of the bonds
including arbitrage and tax compliance, and

(iii)  for the benefit of individuals purchasing and/or holding the securities subsequent to their
initial issuance.

Issuers must commit in the bond documents to provide secondary market disclosure.

Compliance with IRS Code: The primary IRS code applicable to tax-exempt bonds are the Federal Tax
Reform Act of 1986 as incorporated in the U.S. Treasury Internal Revenue Code (IRC) sections 103 and
141 through 150. While there are many criteria, the most common issues relate to private use, arbitrage,
and useful life. Section 103 of the Code indicates that an “arbitrage bond” under Section 148 will not be
tax-exempt. “The basic arbitrage rule is that a municipality may not invest the proceeds of a tax-exempt
note or bond in such a manner so that the yield on the invested funds exceeds the interest rate being paid
on its borrowing by more than .125%. This should be distinguished from an unintentional generation of
arbitrage earnings. Intent factors into the determination of “arbitrage.” If projects fall behind schedule, there
may be an arbitrage “rebate’ to the IRS but not necessarily a determination that an arbitrage bond exists. In
these cases, there are safe harbors such as spend down exemptions and there are certain requirements for
tracking the arbitrage rebate. Intentional arbitrage would, however, affect the tax status of the bonds. In
addition to arbitrage, another requirement is that tax-exempt bonds issued must be for a public, not private
use, which generally includes bridges, schools, infrastructure used by the general public. There are,
however, private uses that have a public benefit; pollution related clean-up, affordable housing, etc. Private
use and private debt service of the bond cannot exceed 10% of the issue (5% on certain loans). Another
issue is continued private use. For instance, a building constructed using bond funds for a public use may
not generally be resold for private use, although the “change in use” provisions do provide for certain
remedies. In addition, bonds may not exceed certain useful life criteria for the underlying capital assets.
For any matters relating to the use of proceeds or investments, the State should always consult with bond
counsel to ensure compliance with IRS Code and other governing provisions.

Continuing/Secondary Market Disclosure: At the time of issuance, disclosure of material facts is made.
Issuers such as the State have a continuing obligation for disclosure. This is required by SEC Rule 15¢2-12
as stated by the MSRB:

“Under Rule 15¢2-12(b)(5), an underwriter for a primary offering of municipal securities subject
to the rule currently is prohibited from underwriting the offering unless the underwriter has
determined that the issuer or an obligated person for whom financial information or operating
data is presented in the final official statement has undertaken in writing to provide certain items
of information to the marketplace. Rule 15¢2-12(b)(5) provides that such items include: (A)
annual financial information concerning obligated persons; (B) audited financial statements for
obligated persons if available and if not included in the annual financial information; (C) notices
of certain events, if material; and (D) notices of failures to provide annual financial information
on or before the date specified in the written undertaking.”

The SEC further defines “obligated person” as:
“... any person, including an issuer of municipal securities, who is either generally or through an
enterprise, fund, or account of such person committed by contract or other arrangement to support
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payment of all or part of the obligations on the municipal securities sold in a primary offering
(other than providers of bond insurance, letters of credit, or other liquidity facilities).”

The SEC further requires that broker-dealers can only buy securities for which the issuer has agreed to
provide written assurance of their continuing disclosure. As noted above, the SEC does not have authority
over disclosure requirements in the municipal bond market. Through these rules, however, the SEC has
placed restrictions on underwriters, broker-dealers and other business partners, creating effective
compliance.

SEC Rule 15¢2-12 mandates continuing disclosure unless the bonds qualify for an exemption, which is
generally not the case given the size of State issues. The State is responsible for providing ongoing
disclosure information to established national information repositories and for maintaining compliance with
disclosure standards. The State works with Bond Counsel or Disclosure Counsel to assure that this is
completed annually and in the event of the occurrence of a disclosure event. Notice would be required for
the following events:

e Principal and interest payment delinquencies
Non-payment related defaults
Unscheduled draws on the debt service reserves reflecting financial difficulties
Unscheduled draws on the credit enhancements reflecting financial difficulties
Substitution of the credit or liquidity providers or their failure to perform
Adverse tax opinions or events affecting the tax-exempt status of the bonds
Modifications to rights of bondholders
Optional, contingent or unscheduled calls of bonds
Defeasances
Release, substitution or sale of property securing repayment of the bonds
Rating changes
Bankruptcy, insolvency, receivership or similar event of the obligated person
Consummation of a merger, consolidation, or acquisition involving an obligated person
Appointment of a successor or additional trustee

Annual filings are to be sent to and posted on the MSRB’s Electronic Municipal Market Access database
(“EMMA”). In addition, if the State determines that the occurrence of an above listed event is material
under applicable federal securities laws, the State has a duty to promptly file a notice of such occurrence
and have it posted on EMMA. http://www.emma.msrb.org/

It is also a best practice that issuers also disclose any private placements, direct sales and bank loans to the
public market on the EMMA system. The SEC is currently considering including the disclosure private
placements, direct sales and bank loan as required disclosure for issuers of municipal securities.
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Guidelines for Debt Management - Rhode Island Quasi-Public Entities and Local Governments

In maximizing debt affordability, Rhode Island Quasi-Public Entities, Local Governments, Local
Authorities and Special Districts (the “Issuers”) should consider the guidelines outlined below regarding
how best to issue and structure its tax-supported debt in order to minimize borrowing costs and to maintain,
and if possible, eventually improve, its credit rating. The following section provides debt structuring,
issuance and post issuance compliance guidelines for Issuer debt.

Purpose

These guidelines are intended to aid Issuer finance professionals and policy makers in structuring their
financing arrangements in a manner consistent with the best interests of the Issuer. These are guidelines
only, and consideration of a structure outside of these guidelines may be warranted in certain circumstances.
In addition, these guidelines should be considered in conjunction with the specific state law and governing
provisions to which the Issuer is required to comply. Specifically, certain state law provisions, local
resolutions or charters may include limitations on issuance practices or structure that are more stringent
than the recommendations provided herein.

Applicability
These guidelines apply to Issuers where the debt service payments are expected to be made, in whole or in

part, directly or indirectly, from Rhode Island Quasi-Public Entities, Local Government, Local Agency
and Special District revenues.

Types of Debt

Debt financing may include Issuer general obligation bonds, revenue bonds, certificates of participation,
and lease/purchase debt. The primary debt type used by Rhode Island Quasi-Public Entities has been
revenue bonds. The primary debt type used by Local Governments and Special Districts has been general
obligation bonds. However, other outstanding debt has been issued by Local Governments and Special
Districts in the form of revenue bonds, certificates of participation, and lease/purchase debt. PFMB has
identified different categories of local government debt:

e Gross Debt
Net Direct Debt
Overlapping Debt
Overall Debt
Overall Net Debt
Other long-term obligations subject to appropriation

Debt Structuring Practices

The following guidelines, which may be modified by an issuer to meet the particulars of the financial
markets at the time of the issuance of a debt obligation, describe the basic debt issuance and debt structuring
components and the terms and parameters are intended to provide general guidance to the Issuer.

Method of Sale: Municipal bonds are typically sold by negotiated sale or competitive sale. With a negotiated
sale, the issuer selects an underwriter, or more likely a group of underwriters, called a syndicate, to sell the
bonds in a public offering. The book-running senior manager acts as the lead representative of the syndicate.
The issuer, with advice from its financial advisor, will negotiate with the senior manager to determine the
optimal structure, price, underwriter’s discount and institutional and retail placement of the bonds.
Negotiation may provide more flexibility as to timing, structure and pricing of the transaction. With a
competitive sale, the issuer prepares a Notice of Sale, which is published with the preliminary offering
document and describes all the parameters for bids on the bonds. On the day and time set for the sale, as
established in the Notice of Sale, bidders submit bids and the bid with the lowest true interest cost wins. The
winning bidder sells the bonds to investors at the prices that were bid. A third method of sale that is used
much less frequently is a private placement, where bonds are not publicly offered and sold directly to qualified
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investors. Private placements, including bank loans, bank funding agreements, and master lease programs
can be cost effective for certain type of financings including: variable rate, short-term and smaller size
issuances due to lower costs of issuance compared to publicly marketed securities.

Issuers should sell their debt using the method of sale that is most likely to achieve the lowest cost of
borrowing. In stable markets and for a straightforward issuance, a competitive sale will generally result in the
lowest cost of borrowing and should be the preferred method of sale if certain factors are present. In
determining the method of sale, the issuer should consider the following factors:

Factor | Competitive Sale Negotiated Sale

Credit General obligation credits New credit
High ratings Complex credit with a “story”

No negative outlook on the ratings Low credit ratings (Baa/BBB)

Size of the Issue Bond issue over $5 to $10 million Small debt issues for issuers with

limited resources may be appropriate.

Financing Fixed rate, current interest bonds with | Variable rate bonds. Structure is

Structure serial maturities or term bonds complex and is difficult to sell through

a competitive sale.
Complex refunding structure.

Market Volatility Capital markets are functioning Capital markets are experiencing wide
normally with no extreme volatility in | shifts in interest rates and investor
interest rates and investor demand demand (e.qg., financial crisis in late

2008/early 2009)
Retail Investor Retail investors are not the target Structure of the bonds is conducive to
Demand buyers retail investor demand, with the
expectation that many of the bonds
would be placed with retail investors

In certain circumstances, Issuers may want to consider issuing a private placement, a direct sale/purchase
of securities or entered into a bank loan transaction as an alternative to issuing publicly offered municipal
bonds. Private placements, direct sales and bank loans are often competitive with a public sale of securities
in cases when the transaction size is small, when the term of debt is short and when the interest rate mode
is variable. With a private placement, the issuer typically issues a solicitation, based on the advice of its
financing advisor, for offers from qualified lending institutions. The solicitation responses are then
reviewed and compared with careful consideration being given to any non-standard or onerous covenants
and a winning offer is selected and the terms are locked in. In evaluating the use of these alternatives, the
Issuers and their Financial Advisor should compare the costs of the private debt vs. a public sale of
securities, taking into account the interest cost and upfront financing costs.

Term of the Debt: The Term (final maturity) of a financing must not exceed a conservative estimate of the
useful life of the assets to be financed (or the remaining useful life of assets associated with refunding
bonds). Longer Terms are appropriate for project finance issues and financings where debt service is paid
from a specific revenue stream. Shorter Terms are appropriate for financings with limited revenue sources
to pay debt service.

Amortization Structure of Debt: For self-supporting proprietary operations, the primary strategy is to use
an amortization structure that produces level annual debt service. To the extent that shorter maturities or
alternative amortization strategies are utilized in an effort to reduce the effective borrowing costs, any
comparative advantages must be considered in relationship to the potential negative impacts on user fees,
rates and charges. For other categories of debt, an amortization that produces level-annual debt service
should be used unless otherwise dictated by considerations provided below. However, in all circumstances,
the weighted average maturity must not be greater than useful life of the assets to be financed. Amortization
structures that produce an increasing level of debt service (ascending debt service) are generally only
appropriate for non-contingent debt. Level principal amortization or an amortization schedule producing
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declining annual debt service could be used to reduce interest cost and shorten the weighted average maturity
of the bonds being issued. Some revenue or asset backed bonds which rely on the repayment of loans will
required accelerated prepayment and redemption based on loan repayments. Principal repayment should
begin within eighteen months of the issuance unless debt repayment is solely dependent on revenues derived
from the project being financed or there is an overwhelming business rationale. Structures utilizing term
bonds or other “balloon” payments should require annual sinking fund payments that achieve the required
amortizations discussed above. Issuers may combine two or more series of bonds issued under a common
plan of finance to achieve the required amortization structures. If one of the series includes a taxable
component, it is generally advisable to amortize the taxable series with a shorter weighted average maturity.
Issues with a fully funded debt service reserve fund should use any balance remaining at maturity to make
the final payment.

Sizing the Issue: Generally, the project draw (spending) schedule should be used as the basis for sizing the
issue. If possible, net funding, which takes into account the projected earnings on the bond proceeds as a
source of funds for project costs using anticipated spending schedules and an assumed rate of investment
earnings, should be used to size the issue, as this results in a smaller overall issue size.

Capitalized Interest: When interest is capitalized, a portion of the proceeds of an issue is set aside to pay
interest on the bonds for a specified period of time. Capitalized interest should only be used when necessary
(typically for revenue-producing projects) and should be limited to six months beyond the projected
completion date of the project.

Call Provisions: Bonds issued without call provisions generally carry lower interest costs. However, issuing
non-callable debt may inhibit a government’s ability to effectively restructure future debt payments, if
needed, and take advantage of refunding opportunities, thus reducing the debt service interest payments. It
is standard for most tax-exempt bonds to be issued with a ten-year call at a redemption price of 100% of
the principal amount of the bonds to be redeemed, plus accrued interest to the redemption date. Issuers and
their Financial Advisors should evaluate non-standard call provisions using an option analysis to estimate
the value or cost of call option alternatives to determine the most beneficial structure. For competitive
sales, the issuer’s Financial Advisor should determine the option value and the necessary spreads to the
municipal benchmark index needed to achieve the estimated benefit from a non-standard call provision.

Premium or Discount: Unless otherwise prohibited, the issuer should use the net original issuance premium
(original issuance premium, less original issuance discount less underwriters’ discount) for project costs
for a new money financing and escrow costs for refunding bonds (effectively reducing the bond issue size).
Using net original issuance premium for the next interest or principal payment to bondholders is considered
capitalized interest, which may be appropriate in the case of project financings or for tax-law considerations.

Credit Enhancement: The use of credit enhancement through the purchase of a municipal bond insurance
policy to improve the credit ratings on a financing may be considered on transactions where the improved
bond rating and corresponding reduction in interest rates paid by the issuer more than offsets the cost of
the enhancement due at issuance. A cost-benefit analysis should be performed to determine if insurance or
another type of enhancement is warranted. It is encouraged that the cost-benefit analysis be done to both
the maturity of the bonds and to the bond’s first call-date.

Election to Issue Variable Rate: Issuing Variable Rate Debt gives an issuer access to rates on the very short
end of the yield curve. The difference between short versus long-term rates varies with the shape of the
yield curve and has recently ranged from 100-300 basis points (or 1.0% to 3.0%). By issuing Variable Rate
Debt, the issuer is subject to interest rate risk. However, Variable Rate Debt has historically been at lower
interest rate levels than recognized fixed rate indices, and may enable an issuer to create a natural hedge
against changes in its short-term investment portfolio. Variable Rate Debt may be used for two purposes:
(1) as an interim financing device (during construction periods) and (2) subject to limitations, as a strategy
to lower the issuer’s overall effective cost of capital. Under either circumstance, when the cycle of long-
term rates moves down to or near historic lows, consideration should be given to fixing (converting to a
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fixed rate) a portion of the then outstanding Variable Rate Debt to take advantage of the attractive long-
term fixed rates. Generally, no more than 20% of an issuer’s aggregate outstanding debt should be in a
variable rate mode. Before using variable rate debt, the Issuers should understand the risks and
administrative burden and compare the cost to a long term fixed rate borrowing to determine if the benefit
outweighs the risks.

Interest Rate Swaps and Other Synthetic Products: To the extent permitted by Rhode Island state law, the
use of contracts on interest rates, currency, cash flows, etc., including (but not limited to) interest rate
swaps, interest rate caps and floors and guaranteed investment contracts (GICs) should not be used unless
the issuer has adopted a separate policy regarding the use of such products and compared the risks and
potential benefits against non-synthetic alternatives. Prior to entering into any Interest Rate Swaps and
Other Synthetic Products, the Issuers should review the proposed product and transaction with the Office
of the General Treasurer.

Refunding of Outstanding Debt

A refunding should only be done if there is a resulting economic benefit regardless of whether there is an
accounting gain or loss, or a subsequent reduction or increase in cash flows. The Issuer and its Financial
Advisor should monitor the municipal bond market for opportunities to obtain interest savings by refunding
outstanding debt. Refunding Bonds should be issued only when the issuance is of benefit to the issuer
and/or the Issuer. Tax-exempt bonds issued after 1986 can only be Advance Refunded one time; therefore,
the one opportunity should be reserved for situations where the refunding is prudent and warranted.
Refundings are generally undertaken for three reasons: (i) to provide present value debt service savings to
the Issuer; (ii) to escape burdensome or restrictive covenants imposed by the terms of the bonds being
refinanced; (iii) to restructure debt for an appropriate purpose for the Issuer. Refunding issues should be
amortized to achieve level annual debt service savings or proportional savings based on the principal
amount of the bonds being refunded. “Up-front” or “deferred” debt service savings structures should be
employed only as necessary to meet specific objectives and dis-savings in any year should be avoided, if
possible. In addition, the final maturity on the Refunding Bonds should be no longer than the final maturity
on the Refunded Bonds unless a debt restructuring is undertaken for an appropriate purpose for the Issuer.

Advanced Refundings: For refundings for savings, the following parameters are suggested to ensure that
the single advanced refunding opportunity is warranted:

e For bonds with call dates within two years of the delivery date of the refunding bonds, at
least 3% present value savings on a maturity by maturity basis. For bonds with call dates
two or more years past the delivery date of the refunding bonds, at least 5% present value
savings on a maturity by maturity basis. However, lower maturity by maturity net present
value savings targets may be appropriate for shorter term or smaller fixed rate refunding
issues or series, including maturities outstanding less than two years from the call date.

e The level of negative arbitrage, on a maturity by maturity basis, should not be greater than
present value savings, and if relatively large, a higher level of present value savings should
be required. Negative arbitrage should be less than the net present value savings. Issuers
may want to adopt a more stringent standard.

e On a bond series basis, the breakeven increase in interest rates should be calculated. The
breakeven increase in interest rates is a calculation of how much rates have to increase
between an advance refunding of the bonds today and a current refunding at the time the
bonds are callable to result in the same amount of present value savings. The breakeven
increase in interest rates should not exceed the forward interest rate forecast or a pre-
established target based on past market volatility.

Current Refundings. Current refundings are a diminishing asset. Current refundings should be completed
as long as the net present value savings is meaningful and the market for tax-exempt bonds is not
extraordinary volatile.
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Forward Refunding. A refunding in which bonds are sold with the intent to close or deliver at some future
point in time, generally more than 30 days after pricing, and often to coincide with a date 90 days prior to
the call date on the refunded bonds, thereby qualifying the issue as a current refunding. In general, the
Issuer should evaluate the breakeven savings rate (described above) to consider the likelihood of achieving
higher savings than a current refunding, while minimizing other risks and future administrative burdens
associated with a Forward Refunding.

Debt Issuance Practices

Sale Process: A competitive bond offering involves bid solicitation from potential purchasers, principally
underwriters. It is a public bid where the bonds are sold to the underwriter or other purchaser that offers the
lowest “true interest cost” or TIC. TIC is defined as the rate necessary, when compounded semi-annually,
to discount the amounts payable on the respective principal and interest payment dates back to the delivery
date where the total equals the purchase price received for the new issue securities.

A negotiated offering differs from a competitive offering in the method used for selecting the underwriter,
the role of the underwriter in the bond marketing process, and the procedures used for determining interest
rates and underwriter compensation. In a negotiated offering, the underwriter is selected first, generally
through the solicitation of competitive requests for proposals. The underwriter or senior underwriter will
engage in pre-sale marketing and will negotiate interest rates. Issuers should consider conducting fixed rate
financings on a competitive basis if they meet the criteria described above; however, negotiated financings
may be used due to market volatility or the use of an unusual or complex financing or security structure.
Retail only issues or sales are sold through a negotiated process. Private placements, direct purchase and
bank loans should be considered for small, shorter-term and variable rate financing and should be compared
to the cost (taking into account upfront fees and interest rates) and administrative burden associated with a
public sale of securities. Also, bond refundings are often conducted through a negotiated process, due to
complexities associated with refunding economics and escrow structuring. However, a straightforward
refunding can be done on a competitive basis. In either case, there should still be a competitive process, in
the first case, by virtue of the bid of the bonds and in the latter case by an RFP process to select an
underwriting firm or firms. The negotiated offering is structured to require the solicitation of multiple
underwriting proposals and permits the state to solicit the advice of several underwriters about how to
structure and price a proposed bond issue. To provide the broadest distribution of bonds, the use of co-
managers and selling groups are encouraged for larger negotiated transactions. The size of the transaction,
anticipated retail/institutional demand, experience, etc., should be considered in determining the number of
participants.

Competitive Sale: After disclosure documents are completed and structuring issues have been decided, the
competitive sale process may begin. A Summary Notice of Sale can be published in the Bond Buyer alerting
potential bidders to the date and time of the sale, approximately one or two weeks in advance of the sale
date. Simultaneously, the issuer posts and electronically distributes its Preliminary Official Statement that
contains a detailed Notice of Sale containing the relevant aspects of the sale including precise bidding rules
and the date and times bidders must submit their bids. The most common on-line bidding platform used by
the municipal market is Parity IPREO. Muniauction can also be considered. Bids are promptly “opened”
and disclosed. As a condition of submitting a bid, bidders may have to provide a good faith pledge, typically
1% of the value of the bonds being offered. On a date specified, after all legal documentation has been
completed, the sale closes. The final purchase price of the bonds is wired to the Issuer and the bonds are
released.

Negotiated Sale: A sale date is chosen by the issuer with input from the underwriter and the Financial
Advisor. Prior to any pre-marketing of the bonds, the Book-running senior underwriter should submit
proposed pricing to the Financial Advisor and the Issuer which will include proposed coupons, yields and
take downs for each maturity to be sold. The scale should reflect input from the other members of the
underwriting groups (co-managers and so-senior managers if any), known as price views, and a consensus
scale. The proposal should also include all fees and costs associated with the underwriting. The Issuer and
the Financial Advisor should consider the proposal and negotiate any recommended changes. Following
the pre-marketing, this process should be repeated with information gained from the pre-marketing activity
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and investor interest. Smaller negotiated sale offering may not include a pre-marketing process. Prior to
the official pricing date, a retail order period may be held to solicit orders from retail investors, if a retail
order period is recommended by the senior manager and the Financial Advisor agrees. On the day of the
institutional pricing an interest rate scale is released to potential investors through a pricing wire. The Issuer
and the Financial Advisor should review the pricing wire and confirm that it is consistent with agreed upon
terms. An order period is conducted lasting several hours. During the order period, orders are placed by
investors through the senior manager, the co-managers and selling group (if a selling group is used). The
Issuer and the Financial Advisor may view the orders as they are placed and entered into the senior
manager’s order management system, using the IPREO system. After the order period closes, the senior
manager, Issuer and Financial Advisor review the "book of orders." The Issuer should request the Financial
Advisor’s input and recommendation. Based on the amount and distribution of orders, the senior manager
and the Issuer determine whether any adjustments to the pricing of the bonds are necessary. After the bonds
are repriced, the management group checks to see whether additional orders can be obtained and/or whether
initial orders are withdrawn. Several iterations of this process may take place for a larger sales in certain
circumstances. When the senior manager (on behalf of the entire underwriting group), the Issuer and
Financial Advisor agree on a price, a verbal award is made. Subsequent to pricing, an official Bond Purchase
Agreement is signed between the underwriting group and the Issuer. A good faith deposit is obtained,
similar to the competitive process. On a date specified, after all legal documentation has been completed,
the sale closes. The final purchase price of the bonds is wired to the Issuer and the bonds are released, as
with the competitive process.

Professional Services: The Issuer will employ financial specialists to assist it in developing a bond issuance
strategy, preparing bond documents, and marketing bonds to investors. The key Financing Team members
include the Issuer’s financial advisor, bond counsel, underwriter (in a negotiated sale) and in some
instances, a disclosure counsel. The use of an independent Municipal Advisor is encouraged. Bond Counsel
and Underwriters” Counsel should not be the same firm. Other outside firms, such as those providing paying
agent, trustee, and/or printing services, are retained as required. For refunding bonds, the Issuer will likely
need to retain a verification agent (that verifies the refunding cash flows) and an escrow agent (hold the
refunding moneys in trust until the bonds are redeemed). Depending on the statutory authority, the costs
for these services and fees can be paid through the proceeds of the bonds or through budgeted
appropriations.

Credit Ratings and Rating Agencies. Obtaining a minimum of two ratings is encouraged as the use of two
or more ratings broaden the pool of investors. Obtaining one rating can be appropriate for smaller or unique
transactions. The cost of ratings can be the highest single cost other than the underwriters’ discount,
especially for larger transactions. Issuers and Financial Advisors on behalf of their issuer clients have had
success reducing its transactional rating costs by annually negotiating with each of the agencies and
receiving a price for all issuer’s expected transactions.

Underwriters’ Discount: The underwriters’ discount or spread is the difference between the price the
underwriter pays the issuer for the bonds and the price the underwriter receives from the resale of those
bonds to investors. Underwriter’s compensation consists of takedown, management fee, underwriting risk,
and expenses, although currently spreads reflect the amounts of only takedown and expenses. The expense
component is made up of costs incurred by the underwriter on behalf of the issuer, including underwriters’
counsel. The costs for these services need to be managed, through the competitive bid process used to select
underwriters and subsequent negotiation and monitoring of fees.

Pricing/Sale Date: The Sale date should be driven by the need for proceeds and an appropriate time that
the Issuer is able to generate a thorough disclosure document, either due to the availability of financials or
the ability to dedicate necessary Issuer resources. The Issuer should not attempt to “time the market”;
however, issuers should avoid, if possible, market competition with other Rhode Island issues and/or
comparable credits.

Closing Date: Sufficient time should be allowed between the sale (or pricing) date and the closing date to
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permit adequate review and execution of all closing documents. Where appropriate, draft documents may
be provided prior to pricing in order to speed the process.

Rating Agency Relations: Full disclosure of operations and open lines of communication shall be made to
the rating agencies. Larger and frequent issuers, should communicate with the rating agencies no less than
annually to provide relevant updates on financial, economic and operational performance. Communication
at times not related to a rating of a particular bond issue is encouraged for more frequent issuers.

Disclosure: Issuers should take their disclosure obligations seriously by providing disclosure of financial
and pertinent credit information relevant to the Issuer’s outstanding securities and abide by the provisions
of Securities and Exchange Commission (SEC) Rule 15¢2-12 concerning primary and secondary market
disclosure. See below.

Investment of Bond Proceeds: Proceeds of tax-exempt bonds may be invested in separate bond accounts
by issuance to aid in calculating arbitrage. Investments will be consistent with those authorized by existing
statute, bond documents and by the Issuer’s investment policies. If invested in a portfolio of securities, the
portfolio should be structured to meet expected spending requirements. Accordingly, draw schedules should
be reviewed and updated periodically and provided to the Issuer’s investment manager. The investment of
a refunding escrow portfolio should include an analysis of the use of State and Local Government Securities
(SLGs) and open market securities. The Issuer’s Municipal Advisor should estimate any potential benefit
of the use of an open market escrow and the Issuer should determine if the potential savings will be worth
the time and the additional risk of the bid.

Pre-Issuance Review of Projects: Prior to the issuance of the bonds, the Issuer should conduct a review of
the projects to be financed, in coordination with bond counsel in order to confirm that the projects are
eligibility to be financed on a tax-exempt basis.

Disclosure and Post Issuance Debt Management

Municipal securities are exempt from the disclosure regulations generally applied to corporations in both
the Securities Act of 1933 and the Securities Exchange Act of 1934. Municipal securities, however, are
subject to the anti-fraud provisions of the acts and related rules, specifically, section 17(a) of the 1933 Act,
Section 10(b) of 1934 Act, and SEC Rule 10b-5 states that it is unlawful “to make an untrue statement of a
material fact or to omit to state a material fact necessary in order to make the statements made, in light of
the circumstances under which they were made, not misleading.” As the issuer of the bonds, the Issuer has
the responsibility to assure the accuracy and completeness of information provided to the potential
investors. Issuers must also comply with SEC Rule 15¢2-12. It is an SEC rule under the 1934 Act setting
forth certain obligations of underwriters to receive, review and disseminate official statements prepared by
issuers of most primary offerings of municipal securities.

The Issuer issues a preliminary and final Official Statement (OS) in connection with its public sale of bonds.
The Official Statement is one of the most critical documents produced by the bond financing team. The OS
document discloses material information on a new issue including the purposes of the issue, how the
securities will be repaid, and the financial, economic and demographic characteristics of the Issuer.
Investors, analysts and rating agencies may use this information to evaluate the credit quality of the
securities. Federal securities laws generally require that if an official statement is used to market an issue,
it must fully disclose all facts that would be of interest to potential investors evaluating the bonds. The OS
also includes a statement that there have been no material misstatements or omissions by the issuer with
respect to the issue, and that no facts have become known which would render false or misleading any
statement which was made. While the Issuer may employ consultants and bond counsel to assist in this
task, the ultimate responsibility for the document rests with the Issuer.

In addition to paying principal and interest on the bonds, after the bonds are issued the Issuer has continuing
obligations to bondholders including:
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e Compliance with IRS code relative to arbitrage earnings, private use, useful life and the tax-
exempt status of the bonds; and

e For the benefit of individuals purchasing and/or holding the securities subsequent to their initial
issuance, Secondary Market Disclosure requirements for the Issuer or Obligated Party to provide:
(iv) ongoing information on Issuer’s and/or Obligated Party’s financial condition, and

(V) disclosure to bondholders about material events that affect the status of the bonds
including arbitrage and tax compliance.

Issuers must commit in the bond documents to provide secondary market disclosure for most publicly issued
municipal securities (see below).

Compliance with IRS Code: The primary IRS code applicable to tax-exempt bonds are the Federal Tax
Reform Act of 1986 as incorporated in the U.S. Treasury Internal Revenue Code (IRC) sections 103 and
141 through 150. While there are many criteria, the most common issues relate to private use, arbitrage,
and useful life. Section 103 of the Code indicates that an “arbitrage bond” under Section 148 will not be
tax-exempt. “The basic arbitrage rule is that a municipality may not invest the proceeds of a tax-exempt
note or bond in such a manner so that the yield on the invested funds exceeds the interest rate being paid
on its borrowing by more than .125%. This should be distinguished from an unintentional generation of
arbitrage earnings. Intent factors into the determination of “arbitrage.” If projects fall behind schedule, there
may be an arbitrage “rebate’ to the IRS but not necessarily a determination that an arbitrage bond exists. In
these cases, there are safe harbors such as spend down exemptions and there are certain requirements for
tracking the arbitrage rebate. Intentional arbitrage would, however, affect the tax status of the bonds. In
addition to arbitrage, another requirement is that tax-exempt bonds issued must be for a public, not private
use, which generally includes bridges, schools, infrastructure used by the general public. There are,
however, private uses that have a public benefit; pollution related clean-up, affordable housing, etc. Private
use and private debt service of the bond cannot exceed 10% of the issue (5% on certain loans). Another
issue is continued private use. For instance, a building constructed using bond funds for a public use may
not generally be resold for private use, although the “change in use” provisions do provide for certain
remedies. In addition, bonds may not exceed certain useful life criteria for the underlying capital assets.
For any matters relating to the use of proceeds or investments, issuers should always consult with their bond
counsel to ensure compliance with IRS Code and other governing provisions.

Continuing/Secondary Market Disclosure: At the time of issuance, disclosure of material facts is made.
Issuers have a continuing obligation for disclosure. This is required by SEC Rule 15¢2-12 as stated by the
MSRB:

“Under Rule 15¢2-12(b)(5), an underwriter for a primary offering of municipal securities subject
to the rule currently is prohibited from underwriting the offering unless the underwriter has
determined that the issuer or an obligated person for whom financial information or operating
data is presented in the final official statement has undertaken in writing to provide certain items
of information to the marketplace. Rule 15¢2-12(b)(5) provides that such items include: (A)
annual financial information concerning obligated persons; (B) audited financial statements for
obligated persons if available and if not included in the annual financial information; (C) notices
of certain events, if material; and (D) notices of failures to provide annual financial information
on or before the date specified in the written undertaking.”

The SEC further defines “obligated person” as:
“... any person, including an issuer of municipal securities, who is either generally or through an
enterprise, fund, or account of such person committed by contract or other arrangement to support
payment of all or part of the obligations on the municipal securities sold in a primary offering
(other than providers of bond insurance, letters of credit, or other liquidity facilities).”
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The SEC further requires that broker-dealers can only buy securities for which the issuer has agreed to
provide written assurance of their continuing disclosure. As noted above, the SEC does not have authority
over disclosure requirements in the municipal bond market. Through these rules, however, the SEC has
placed restrictions on underwriters, broker-dealers and other business partners, creating effective
compliance.

SEC Rule 15¢2-12 mandates continuing disclosure unless the bonds qualify for an exemption. The Issuer
is responsible for providing ongoing disclosure information to established national information repositories
and for maintaining compliance with disclosure standards. The Issuer should work with Bond Counsel or
Disclosure Counsel to assure that this is completed annually and in the event of the occurrence of a
disclosure event. Notice would be required for the following events:

Principal and interest payment delinquencies

Non-payment related defaults

Unscheduled draws on the debt service reserves reflecting financial difficulties

Unscheduled draws on the credit enhancements reflecting financial difficulties

Substitution of the credit or liquidity providers or their failure to perform

Adverse tax opinions or events affecting the tax-exempt status of the bonds

Modifications to rights of bondholders

Optional, contingent or unscheduled calls of bonds

Defeasances

Release, substitution or sale of property securing repayment of the bonds

Rating changes

Bankruptcy, insolvency, receivership or similar event of the obligated person

Consummation of a merger, consolidation, or acquisition involving an obligated person or the
sale of all or substantially all of its assets, other than in the ordinary course of business

e Appointment of a successor or additional trustee or the change of name of a trustee, if material.

Annual filings are to be sent to and posted on the MSRB’s Electronic Municipal Market Access database
(“EMMA”). In addition, if the Issuer determines that the occurrence of an above listed event is material
under applicable federal securities laws, the Issuer has a duty to promptly file a notice of such occurrence
and have it posted on EMMA. http://www.emma.msrb.org/

It is also a best practice that issuers also disclose any private placements, direct sales and bank loans to the
public market on the EMMA system, if the Issuer has outstanding publicly offered securities. The SEC is
considering including the disclosure private placements, direct sales and bank loan as required disclosure
for issuers of municipal securities.
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APPENDIX A—-PART ONE
STATE DEBT AND PENSION RATIOS
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Moody's State Debt Medians

Debt Service to Debt to Personal Debt Per Capita Debt to Gross
Revenues State Product
50 State Median 4.3% 2.5% $1,025 2.21%
Double-A Median 4.7% 2.7% $1,132 2.28%
(Ffl]:gd/;l,il/ﬂ) 6.4% 3.7% $1,813 3.51%
'(A/\Alx?itl)%\n,:/AAﬂ 3.9% 2.3% $849 2.06%
'(D"A'ZZ';Z A+AAH) 2.4% 2.7% $1,422 1.85%
'8‘;;22‘;21/__) 4.6% 2.1% $776 1.85%
'E‘A”;i?;a;/__) 4.1% 1.7% $628 1.56%
gg?ﬂ?/AA-) 5.3% 4.7% $2,323 3.94%
Eff;‘l’;aAdX/__) 2.5% 0.9% $424 0.76%
E:Aog‘,of‘/ﬂ‘f;‘; A) 14.3% 9.8% $6,155 8.82%
('?:;Z/"f‘fA/ AAA) 7.3% 5.2% $2,385 3.56%
(F'Lc;rl'?z ANAAA) 4.2% 2.5% $1,038 2.51%
?::ar?& AAAR) 6.6% 2.7% $1,029 2.21%
E:‘mx AHAR) 10.9% 9.9% $4,557 8.56%
Ei\i\q(;AAHAAﬂ 1.6% 1.2% $455 1.19%
Egi;aoZi/SBBB/BBBﬂ 2% 5.2°% $2,522 4.41%
Eﬂ;"‘: T, 1.2% 1.2% $463 0.96%
E/ZV;:/ Do rvann) 0.7% 0.5% $239 0.44%
&":;7; A 3.4% 3.4% $1,534 3.09%
E(:gztﬁ?/’ A 7.6% 5.2% $1,954 4.60%
'(‘::;7223/ AR 3.1% 3.8% $1,609 2.99%
E"AE:;/*’A AAA) 5.1% 2.2% $928 2.21%
'(\'/'AZZ';TA/ AAR) 6.2% 3.5% $1,028 3.34%
'(\"'A?f;’}a‘f/ﬁﬂ 10.6% 9.5% $5,502 8.34%
?"A'gfl'ﬁaA“ IAR) 2.5% 1.8% $719 1.59%
?"Ai;‘l”/eAsjﬁ AAA) 3.7% 3.2% $1,527 2.64%
?”A;;;SASE‘XA) 6.0% 5.0% $1,707 4.88%
?A,J;;;)XXA/ AAA) 3.5% 1.4% $574 1.25%
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Moody's State Debt Medians

Debt Service to Debt to Personal Debt Per Capita Debt to Gross
Revenues Income State Product
?//lAZT/?XIAAﬂ 1.3% 0.6% $247 0.58%
?'im) 0.3% 0.0% $8 0.01%
?I:XS?:A/AAﬂ 5.6% 1.5% $591 1.26%
?:g/ii/nﬂrf 4.7% 1.5% $808 1.53%
?IAegAJf/rZe)y 8.5% 7.3% $4,141 6.72%
(N:zﬁll\,g%if;) 4.4% 3.3% $1,230 2.79%
(N/favi/mli/AAﬂ 1.6% 5.4% $3,021 4.29%
XJQD‘EZZDTXM 3.5% 1.8% $721 1.50%
('\,IAO:E?,E,:E;)H; 0.5% 0.3% $166 0.22%
Sﬁr\]ai;)/AA+/AA+) 5.2% 2.6% $1,001 2.20%
%g?mimm) 2.6% 0.9% $397 0.85%
gzg?£A+/M+) 5.7% 4.6% $1,907 3.61%
?Aeggfxy&ﬂi-) 3.8% 2.5% $1,172 2.28%
(SX:;?ACXT/)KEA) 3.7% 1.7% $603 1.56%
(SX;;?AI?:IZ\CI),?AA) 2.2% 1.4% $652 1.21%
(TAeQQ/e:S:Z/AAA) 1.3% 0.7% $298 0.66%
(TAe;(:/SAAA/AAA) 2.4% 0.9% $383 0.64%
gAth;/AAA/AAA) 9% 2.5% $921 1.97%
zggngHAAA) - 2.1% $1,002 2.14%
zﬂgii,ﬂaAA, M. 5.0% 2.9% $1,418 257%
szslh/iAn%tf/nAAﬂ 708 5.7% $2,761 4.68%
YXZT/XZ?}RT\) S 2.8% $1,020 2.53%
}/XiaS;/OAnZi\/nAA) 6.8% 4.0% $1,780 3.55%
}/-\{7222/9-) 0.1% 0.1% $45 0.06%

Source: Moody’s State Debt Medians 2016, May 6, 2016. Alabama, Arizona, Massachusetts, New Mexico, West Virginia &
Wyoming debt service to revenues based on fiscal 2014 revenues; fiscal 2015 audited financial statements not available at
time of publication.

84



Moody's State Pension Medians

2015 ANPL as 3-Yr Avg ANPL 3-Yr Avg ANPL

ANPL as % of ANPL as % of

(0) - (0)
A)chu(l?(\:/;n as % of Own- éivfr?lfrr;z%tg I Personal Gross State AL Py
Source Revenues Product

REVENIES Revenues
50 State Median 85% 88% 53% 5.8% 5.0% $2,393
Double-A Median 95% 107% 57% 5.8% 5.0% $2,394
("‘:‘:Zd/;"i'/a:i) 121% 134% 80% 9.7% 9.0% $4,843
'&'\Zﬁ‘}‘m AAY) 57% 61% 35% 3.5% 3.2% $1,344
Alaska 241% 261% 179% 32.4% 25.3% $18,112
(AQ2IAA+AA+) ' : :
(A';;ZZC;Z;/__) 61% 66% 35% 3.5% 3.2% $1,369
(Apt';i‘;‘ia:/__) 59% 70% 39% 4.7% 4.5% $1,858
g:‘;gfﬂ?/ AA) 115% 114% 74% 9.1% 7.6% $4,775
(CA‘";‘;;ZGIX/) 143% 144% 90% 7.1% 6.2% $3,601
(C;‘):;ﬂcf;‘m 288% 298% 209% 22.0% 20.5% $14,738
(D:;z/""are AAA) 68% 75% 59% 8.5% 5.7% $4,078
(FL‘;&';’? AR 33% 37% 23% 1.7% 1.7% $751
?:;’;/9'3 AAA) 86% 88% 50% 4.6% 3.9% $1,879
Hawaii 118% 156% 111% 12.0% 10.3% $5,728
(Aal/AA+/AA) ° ° p i o7 :
Idaho s b o o o
(ARAAH/AAY) 31% 33% 24% 2.7% 2.6% $1,010
Ilinois N A o 0 o
(Baa2/BBE/BEBH) 437% 419% 280% 30.3% 24.9% $14,996
EZ‘::/”‘"" AAA) 91% 100% 61% 6.2% 5.0% $2,543
Eg";’:/ AAA) 37% 38% 24% 2.7% 2.1% $1,197
ﬁ;;sz - 168% 181% 126% 11.0% 9.9% $5,049
5:;‘;;‘2\':3/’ AR 261% 283% 162% 20.7% 18.4% $8,092
'&’:5:225} AR 92% 225% 119% 5.8% 4.8% $2,497
Maine 168% 175% 108% 13.5% 13.4% $5,717
(Aa2/AAJAA) 0 0 0 70 7 :
?ga%'a”d AAA) 200% 197% 133% 13.6% 12.6% $7,624
Massachusetts
(AL/AAHAAY) 182% 201% 125% 13.8% 12.0% $8,419
?"Aﬂ‘;ﬂ AR 107% 85% 51% 7.9% 7.1% $3,357
Minnesota o o 0 0 o
(ASL/AAT/AAA) 43% 40% 28% 4.0% 3.3% $2,000
'(V'A';;}S;'/f/ﬂ n 70% 113% 61% 5.8% 5.7% $2,052
'(\”Ajjz;’“ri AAA) 80% 71% 39% 4.0% 3.5% $1,706
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Moody's State Pension Medians

2015 ANPL as 3-Yr Avg ANPL

3-Yr Avg ANPL ANPL as % of  ANPL as % of

OBHONTL as % of Own- EI GO e Personal Gross State ANPL Per
Source Source Revenues O Product
- Revenues Revenues

'(\"'AZT/?Z/AAH 147% 138% 81% 11.2% 10.3% $4,599
Eﬁfﬁ--) 33% 21% 14% 2.1% 1.6% $988

?f;’;/‘fN AAY) 122% 100% 52% 4.9% 4.2% $2,076
?ﬁﬂﬂ%”ﬂff 50% 51% 33% 2.3% 2.3% $1,267
?E\ll 'it_e/rze)y 227% 220% 157% 16.8% 15.9% $10,070
?E;’; /X%'Cg’ 66% 68% 40% 7.4% 6.4% $2,843
?Eeg/mli/AAﬂ 30% 35% 22% 2.4% 1.9% $1,402
[\g?&f/'x " 22% 37% 23% 1.4% 1.2% $589

?X’ﬁ'}fﬁt}’“’; 20% 48% 38% 3.1% 2.3% $1,658
%2/AA+/AA+) 43% 48% 27% 2.7% 2.2% $1,173
%;?Kﬁi/AAﬂ 83% 114% 71% 5.2% 5.0% $2,290
(PXZQ/SX'X‘"?AZ) 160% 172% 108% 10.4% 9.5% $5,100
(SX:;?A(XSK%A) 177% 132% 79% 12.1% 11.4% $4,615
?ng‘mLaM) 75% 69% 40% 41% 3.4% $1,842
(ASHAAAAAR) il il < o o o
(TX;ZSAANAAA) 189% 179% 109% 9.6% 7.8% $4,509
&ZQAANAAA) 53% 51% 35% 3.7% 2.9% $1,439
?ggﬂ)r JAAA) 106% 105% 65% 12.3% 12.1% $5,873
zﬂgfiaAA/AAA) 62% 67% 48% 3.6% 3.2% $1,859
\(’Xaaslf}iA“%f/“AAﬂ 98% 88% 48% 6.1% 5.0% $3,106
\(’Xisltlxxg;m) 134% 151% 91% 13.2% 12.2% $4,887
E’XisgfmAA) 22% 23% 15% 1.6% 1.4% $722

‘(’_‘g’gmﬁ_) 43% 80% 55% 4.0% 3.4% $2,220

Source: Moody’s Medians — Low Returns, Weak Contributions Drive Growth of State Pension Liabilities, October 6, 2016.
ANPL is adjusted net pension liability.
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Moody's Fixed Costs as Percent of Own Source Revenues

2015 Debt Service

. 2015 Pension . 2015 OPEB FY 2015 Total
2015 Debt Service Contribution C+ Pe_nS|o_n Contribution Eixed Costs
ontribution
50 State Median 4.2% 3.4% 7.6% 0.9% 8.5%
Double-A Median 4.6% 3.0% 8.3% 0.7% 9.7%
FAh:SeA ':/'i'j:') 6.4% 6.0% 12.4% 1.4% 13.7%
CA'Z??X‘Z/ AAY) 3.9% 2.0% 5.9% 1.3% 7.2%
Alaska
(Aa2IAA+IAAL) 2.4% 2.5% 4.9% 2.2% 7.2%
'?Ar';i?za:/__) 4.1% 2.5% 6.6% 0.6% 7.2%
California 5 3% 3.8% 9.1% 1.3% 10.3%
(Ra3/AA-IAA-)
Colorado 2 50 3.4% 5.9% 0.4% 6.3%
(Aal/AA/--)
Connecticut 14.3% 12.2% 26.5% 3.1% 29.5%
(Ra3/AA-IAA-)
Delaware 6.6% 3.5% 10.1% 4.1% 14.2%
(Aaa/AAA/AAA)
Florida 4.2 1.0% 5.2% 0.2% 5.4%
(Aal/AAAIAAA)
Georgia 6.6% 3.3% 9.9% 1.3% 11.2%
(Aaa/ AAA/AAA)
Hawaii 10.9% 5.1% 16.0% 5.7% 21.6%
(Aal/AA+IAA)
Idaho
(AaL/AA+AAY) 16 1.6% 3.2% 0.2% 5%
Ilinois 9.2% 15.4% 24.6% 2.1% 26.7%
(Baa2/BBB/BBB+) e T o7 P -
aV;ZIAAA/AAA) 0.7% R 22% o 2o
Kansas 3.4% 6.0% 9.4% 0.2% 9.6%
(Aa2/AA-I--)
Kentucky 76% 5.9% 13.5% 2.6% 16.1%
(Aa2/A+/IAA-)
Louisiana 3.1% 5.8% 8.9% 1.5% 10.4%
(Aa3/AAJAA-)
Maine 5.1% 6.8% 11.9% 2.2% 14.1%
(Aa2/AAIAA)
Maryland 6.2% 7.7% 13.9% 2.0% 16.0%
(Aaa/AAA/AAA)
Massachusetts 11.7% 5.6% 17.3% 2.0% 19.3%
(Aal/AA+HAA+)
Michigan 2504 4.8% 7.3% 2.6% 9.9%
(Aal/AA-IAA)
Minnesota 3.7% 1.0% 4.7% 0.3% 5.0%
(Aal/AA+/AAA)
Muississippi 6.0% 2204 8.2% 0.4% 8.6%
(Aa2/AAIAA)
?"A';fXXA/ ) 3.5% 3.7% 7.2% 0.9% 8.1%
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Moody's Fixed Costs as Percent of Own Source Revenues

2015 Debt Service

STV R T N R e e
ontribution
(I\Q\ZT/aAnz/AAJ,) 1.3% 5.9% 7.2% 0.4% 7.6%
('\_l?/tm__) 0.3% 1.6% 1.9% 0.0% 1.8%
(NAe;;/dAaA/AAJ,) 5.6% 3.7% 9.3% 0.8% 10.0%
(N:zﬁ/iﬁ/]ﬂrf 4.7% 2.1% 6.8% 3.0% 9.7%
(NXZY,i?},iiy 8.5% 2.2% 10.7% 4.1% 14.8%
?I:zﬁ/'\AAZif;) 4.3% 2.0% N/A 0.0% 6.3%
?I:aq/;%mm) 7.6% 1.7% 9.3% 1.7% 11.0%
?'Aoar;? AC:ZTEA) 3.5% 1.3% 4.8% 1.7% 6.5%
?‘charf/‘f:f?te; 0.5% 0.6% 1.1% 0.2% 1.3%
?Aheimi/AA+/AA+) 5.2% 1.3% 6.5% 0.3% 6.7%
%g?f\ﬂimm) 2.6% 6.8% 9.4% 0.5% 9.9%
giﬁ?ﬂmmm) 5.7% 1.2% 6.9% 0.2% 7.1%
E:ngxlx??&-) 3.8% 7.1% 10.9% 2.5% 13.4%
(SX:;?:,ZT/)KEA) 3.7% 5.3% 9.0% 4.5% 13.5%
AN AAA) 2.2% 2.0% 4.2% 0.0% 4.2%
(B ANAIAAR) 13% 23% 3.6% 0.7% 4.3%
(TAezg/SAAA/AAA) 23R 3.9% 6.3% 1.6% 8.0%
EJAtZZ,AAA, AAA) 5.9% 8.7% 14.6% 0.4% 14.9%
E/AegzerJrlAAA) 2.1% 3.7% 5.8% 1.3% 7.0%
E/Aj;%i,nAiZ AAAA) 5.0% 2.4% 7.4% 0.8% 8.1%
\(/XZSIP}iAng[fPAAﬂ 8.3% 1.9% 10.2% 0.3% 10.5%
}AAZT/XZ?}/TX) 6.2% 8.5% 14.7% 1.9% 16.6%
YXES?:%]M) 6.8% 1.5% 8.3% 0.2% 8.5%
}N)'mg) 0.1% 2.0% N/A 0.3% 2.5%

Source: Moody’s Medians — Low Returns, Weak Contributions Drive Growth of State Pension Liabilities, October 6, 2016.
ANPL is adjusted net pension liability.
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Moody's Debt Service to Revenues
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Moody's State 2015 Adjusted Net Pension Liability

as % of Own Source Revenues
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500%

450%

Double-A Rated 2015 ANPL to Own Source Revenues: 95%

50 State 2015 ANPL to Own Source Revenues: 85%

stoutf|
N2198UU0D
ISBIDIEN]
ese|y

Aesiar MaN
puejAteN
sexa
spasnyoessen
eUIj0JeD YIN0S
sesuey|
aurepy
elURAJASUUAY
BURIUON
0pelojo)
BIUIBAIA 1S3
BpeASN
puejs| apoyy
1emeH
eluiojifed
uebIyoIN
JUOWLIBA
uoiBuiysepn
eURISINOT
euelpu|
e1b1099
ewioyepo
1INOSSIN
eloxeq yinos
1ddississin
alemelaq
091XaN MaN
elubnp
euozUY
sesuex Iy
eweqe|y
yein
anysdweH maN
oo
BJOSBUUIIA
BuiwoAmn
99SS3UUd |
uobal0

BMO|

epuol4
©yselgaN
oyep|

NIOA MaN
UISUOISIAN
euljoJeD YHoN
el0xeq YHoN

d Costs As Percent of Own Source Revenues

s Fixe

Moody

50 States

35.0%

30.0%

20.0%

15.0%

10.0%

5.0%

0.0%

Double-A States Fixed Costs as % of Own Source Revenues Median: 9.7%

50 State Fixed Costs as % of Own Source Revenues Median: 8.5%

— 25.0%

N2123UL0D

' sioul
- llemer

| S|esnyoesse|n

13.7%

| eluIBIIA 1S9

[ Apmuay

| puejliein
- yeIn

WESEWIEN]

| alemelaq

BT

|

| puels| spoyy

BUINOIBD YINOS
" elueAjAsuusd

| 2161099

| MIOA MAN

" uoiBulyse
" eURISINOT

' eluloyied

| epeAsN

| BWOLRNO

- ueBIYOIN
| aaysdweH maN
| sesuey|

I

 1ddississIN

| UISUODSIAN

| eluIBIA

| LINOSSIN

| sexal

| euRUOIN

" sesueyIy

 Bisely
BURgelY

" uobalo

" JUOWLIBA

" euelpu|

)

| euozLy

| eUIj0JeD YLION

" 00IXaIN MaN

" opeliojo)

' epuold

| ©10SaUUIA|

| 99559UUS |

| Blodeq yinos

| oyepl
BuiwoAm

| eMO|

| eyseIgeN

| E103eQ UHON

2015 OPEB Contribution

m 2015 Pension Contribution

m 2015 Debt Service

91



Fitch Estimated State Net Tax-Supported Debt and Unfunded Pension Obligations

Debt & Adjusted
Pension Allocation 2015 2015
as % of Personal Funded Ratio % of ADEC Paid
Income

Adjusted Pension

Debt as % of

Allocation as % of
Personal Income

Personal Income

50-State Median 2.4% 2.1% 5.1% NA NA
Double-A Median 2.4% 2.1% 5.1% NA NA
Rhode Island 0 o o State: 56.6% 0
(Aa2/AAIAA) 4.1% 6.2% 10.3% Teachers: 58.8% 100.0%
Alabama 0 o o State: 67.3% 0
(Aal/AA/AA+) 2.2% 6.6% 8.7% Teachers: 68.3% 100.0%
Alaska 0 o o State: 67.0% State: 231.7%
(Aa2/AA+AAT) 2.6% 19.4% 22.0% Teachers: 76.9% Teachers: 527.7%
Arizona 0 o o Public Safety: 49% Public Safety: 96.5%
(Aa2/AA/--) 2.2% 2.3% 4.4% State: 77.1% State: 100.0%
Arkansas 0 o A State: 79.1% State: 100.0%
(Aal/AA/--) 1.6% L.7% B% Teachers: 79.6% Teachers: 86.0%
California State: 76.3% (2014) State: 100%

0, 0, 0,
(Aa3/AA-IAA-) 4.0% 3.9% (9% Teachers: 68.5% Teachers: 53.1%
Colorado
(Aal/AA/--) 0.5% 3.8% 4.3% 57.6% 80.4%
Connecticut State: 43.3% State:99.5%

0, 0, 0,
(Aa3/AA-IAA-) 8.9% 12.5% 21.4% Teachers: 59.0% Teachers: 100.0%
Delaware 5.4% 2.0% 7.4% 91.6% 100.0%
(Aaa/AAA/AAA) : : - : :
Florida
(AaL/AAA/AAA) 2.4% 0.4% 2.8% 86.5% 100.0%
Georgia State: 74.1%
(Aaa/AAAJAAA) 2.6% 1.8% 4.4% Teachers: 79.1% 100.0%
Hawall 10.0% 7.2% 17.2% 62.2% 102.2%
(Aal/AA+/AA)
Idaho o 0 0 o 0
(Aal/AA+/AAL) 1.2% 0.4% 1.6% 90.4% 98.2%
Ilinois State: 36.2% State: 88.2%

0, 0, 0,
(Baa2/BBB/BBB+) & i 9% 22.9% Teachers: 42.0% Teachers: 82.0%
Indiana State: 78.6% State: 103.6%
(Aaa/AAAIAAA) 0.9% 4.2% 5.1% Teachers: 30.4% (Pre- Teachers: 100% (Pre-

96)/92.5% (1996) 96)/115.4% (1996)

lowa
(Aaa/AAA/AAA) 0.6% 0.8% 1.5% 83.7% 101.9%
A A 3.3% 1.9% 5.2% 67.1% 74.5%
Kentucky State: 19.0% State: 100.1%

0, 0, 0,
(Aa2/A+IAA-) 5.1% 16.5% 21.7% Teachers: 55.3% Teachers: 61.2%
Louisiana State: 62.1% State: 103.6%

0, 0, 0,
(Aa3/AA/AA-) 3.6% 3.4% 7.0% Teachers: 60.9% Teachers: 107.5%
Maine
(A22/AAIAA) 2.1% 4.1% 6.1% 82.2% 100.0%
Maryland State: 66.7% State: 83.9%

0, 0, 0,
(Aaa/AAATAAA) 3.8% 6.3% 10.1% Teachers: 71.9% Teachers: 89.4%
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Fitch Estimated State Net Tax-Supported Debt and Unfunded Pension Obligations

Debt & Adjusted
Pension Allocation 2015 2015
as % of Personal Funded Ratio % of ADEC Paid
Income

Adjusted Pension

Debt as % of

Allocation as % of
Personal Income

Personal Income

Massachusetts State: 63.5%
0, 0, 0, 0,
(Aal/AAHAAY) 5.2% 8.0% 17.1% Teachers: 52.8% 75.0%
Michigan State: 64.2% State: 114.5%
0, 0, 0,
(Aal/AA-IAA) 1.7% 2.0% 3.7% Schools: 60.6% Schools: 90.1%
Minnesota State: 76.3% State: 83.2%
0, 0, 0,
(Aal/AA+IAAA) 3.1% 1.7% 4.8% Teachers: 77.1% Teachers: 76.9%
Mississippi 5.6% 3.1% 8.7% 60.4% 107.1%
(Aa2/AA/AA) 070 470 A A% 1%
Missouri State: 75.0%
0, 0, 0, 0,
(Aaa/AAA/AAA) 0.4% 2.3% 3.1% DOT & Hwy: 52.9% 100.0%
Montana State: 76.1% State: 102.4%
0, 0, 0,
(Aal/AAIAAT) 0.6% 5.0% Siig Teachers: 67.5% Teachers: 100.0%
Nebraska State: 102.5%
0, 0, 0, 0,
(—/AAA/-) 0.0% 0.6% 0.6% Teachers: 88.0% 100.0%
N
( :;’;f: AAAH) 1.5% 2.1% 3.6% 73.2% 95.8%
New Hampshire
(Aal/AAIAA+) 1.7% 1.3% 3.0% 63.4% 100.0%
New Jersey State (Local/State):
(A2/A-IA) 73.0%/41.0% State (Local/State): NA
Teachers: 51.1% Teachers: 23.4%
0, 0, 0,
6.9% 5% Ze Police/Fire Police/Fire (Local/State):
(Local/state): 100%/33.6%
76.7%/44.4%
New Mexico State: 74.9%
0, 0, 0, 0,
(Aal/AA/--) 3.6% 62 B8 Teachers: 63.7% 100.0%
New York State: 93.8%
0, 0, 0, 0,
(AaL/AA+AA+) 4.6% \ 51% Police/Fire: 93.2% 100.0%
North Carolina
(Aaa/ AAAJAAA) 1.7% 0.3% 2.1% 95.6% (2014) 100.0%
North Dakota State: 68.6% State: 65.9%
0, 0, 0,
(Aal/AA+/--) U Lo L.7% Teachers: 61.6% Teachers: 110.2%
Ohio State: 85.0% State:100.0
0, 0, 0,
(Aal/AA+IAAT) 2.2% S 3.9% Teachers: 69.3% Teachers: 105.9%
Oklahoma State: 93.6% State: 145.5%
0, 0, 0,
(Aa2/AA+IAAT) 1.1% 1.5% 2.6% Teachers: 66.6% Teachers: 132.3%
Oregon
g 4.4% 0.5% 4.8% 78.7% 100.0%
(Aal/AA+AA+)
Pennsylvania State: 58.0% State: 92.5%
0, 0, 0,
(Aa3/AA-IAA-) 2.8% 2.5% 5.3% Teachers: 60.6% Teachers: 78.5%
South Carolina State: 62.0%
0, 0, 0, 0,
(AaalAA+IAAA) 16% 1.8% 3.4% Police: 69.2% 100.0%
South Dakota
(Raa/AAAIAAA) 1.3% 0.0% 1.3% 100.0% 115.1%
Tennessee . 0 0 0 0
(Aaa/AAAIAAA) 0.8% 0.5% 1.3% 95.2% 100.0%
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Fitch Estimated State Net Tax-Supported Debt and Unfunded Pension Obligations

Adjusted Pension DEIBE & (GBI

Debt as % of Allocation as % of Pension Allocation 2015 2015
Personal Income Personal Incor(:1e as % of Personal Funded Ratio % of ADEC Paid
Income
Texas State: 80.2% State: 67.9%
0, 0, 0,
(Aaa/AAA/AAA) 1.3% 3.9% 5.2% Teachers: 76.3% Teachers: 93.6%
Utah State: 86.5%
0, 0, 0, 0,
(AaalAAAIAAA) 2.3% 1.3% 3.6% Public Safety: 85.1% 100.0%
Vermont State: 75.1% State: 125.1%
0, 0, 0,
(AaalAA+IAAA) 2.2% 6.3% 8.5% Teachers: 58.6% Teachers: 100.1%
Virginia
g 2.7% 1.5% 4.2% 73.3% 83.5%
(Aaa/AAA/AAA)
\(/Xaslf;i:gAtOPAA ) State Plan 1 & 2/3: State Plan 1 & 2/3:
a HAAT 58.3/88.4% 101.8/96.5%
0, 0, 0,
5.4% 1.2% 6,67 Teachers 1 & 2/3: Teachers 1 & 2/3:
64.5/91.9% 102.4%/99.2%
West Virginia State: 86.8% State: 103.4%
0, 0, 0,
(Aal/AA-IAA) 2.4% 6.5% 9.0% Teachers: 66.0% Teachers: 107.9%
Wisconsin
(Aa2/AAJAA) 5.0% 0.0% 5.0% 100.0% 100.0%
Wyoming State:78.2% State:85.9%
(--/AAA/--) 0.1% 1.5% 1.6% Law Enforcement: Law Enforcement:
98.8% 108.5%

Source: Fitch 2016 State Pension Update, November 15, 2016. ADEC: Actuarially determined employer contribution.

Fitch Debt & Adjusted Pension Allocation as a % of Personal Income

50 States

50 State Debt to Personal Income Median: 2.4%
Double-A States Debt to Personal Income Median: 2.5%

50 State Adjusted Pension to Personal Income Median: 2.1%

Double-A Adjusted Pension to Personal Income Median: 2.2%

50 State Debt + Adjusted Pension to Personal Income Median: 5.1%
Double-A States Debt + Adjusted Pension to Personal Income Median: 5.2%

10.3%

lowa s

Idaho s

Utah ess—
Ohio j—m—

Texas A_I

25.0%

20.0%

15.0%

10.0%

5.0%

0.0%

Maine A_-

Washington |

Florida jes——

New Hampshire e
Missouri pm—
Arkansas |j—m—

South Carolina j—
Nevada j—
Virginia mesm—
Colorado pe—

Arizona me——
Georgia ——
Minnesota e—
Oregon [ —
Wisconsin —
Indiana e—
New York j—
Kansas j——
Pennsylvania me——
Montana |jee——

Alabama |
Mississippi |
Hawaii |
New Jersey |
Alaska |
Illinois

Vermont |
West Virginia |

Delaware |
California |

Michigan jem—

Nebraska =
South Dakota s
Tennessee
Wyoming s
North Dakota s
North Carolina s
Oklahoma s
Louisiana |
Maryland |
Rhode Island
Connecticut |
Kentucky |

New Mexico |
Massachusetts |

= Debt as % of Personal Income u Adjusted Pension Allocation as % of Personal Income
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Standard & Poor's Debt Ratios

Debt Per [l)Deebrtssagf) Debt as % Debt Service as %
Capita income GSP General Spending
50 State Median $1,018 2.5% 2.4% 3.9%
Double-A States Median $1,068 2.6% 2.5% 4.0%
(Fj:‘:;}mirf) $1,708 3.5% 3.6% 7.2%
'&'227;‘2/ AAY) $982 2.6% 2.6% 4.0%
'8;25252 AHAAY) $1,396 2.6% 1.8% 0.8%
'(’ngzzc}fN__) $652 1.7% 1.7% 3.7%
'?Ar';ifza:/__) $607 1.6% 1.6% 4.0%
g‘gﬁgﬁ IAA) $2,254 4.6% 3.8% 7.5%
E:AO:;;TX/__) $436 0.9% 0.8% 3.0%
E:AO:;;XX‘_:;’;A_) $5,707 8.8% 9.0% 12.3%
?AE’;Z/""’A?EA/ AAA) $2,348 5.1% 3.5% 5.5%
(Fgli?z ANAAA) $1,064 2.5% 2.5% 7.2%
?:;;,%A/ AAA) $930 2.4% 2.2% 6.8%
'(jfa"ﬁ‘g AHAR) $4,520 9.9% 8.4% 12.0%
szZhﬁ AAHAAY) $134 0.4% 0.4% 0.9%
Egi;zfzilsBBB /BEEH) $2,672 5.6% 5.1% 9.1%
22‘2:,% AAA) $227 0.6% 0.5% 1.0%
E&";’:/ h. $286 0.6% 0.5% 15%
A A $1,085 2.4% 2.4% 2.9%
:(Ae:;‘/‘;'_‘x AR $1,757 4.7% 4.1% 5.2%
(LAC’:;ﬁT/ AR $1,602 3.8% 3.0% 5.1%
xii;fA AAR) $691 1.7% 1.8% 3.5%
('\QZ%Z”A"A/ AAA) $1,034 3.6% 3.6% 5.9%
'(\AAZSf/aAChA”ff:Zﬂ $5,122 8.7% 8.2% 7.0%
'(V'A';f/'gf 1AR) $838 2.1% 1.8% 2.7%
'(V'Ai:f/foAti IAAA) $1,585 3.2% 3.0% 3.9%
'(\AAiaS;i/S‘ASEﬂA) $1,751 5.1% 5.5% 6.5%
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Standard & Poor's Debt Ratios

Debt Per [l)Deebrtssagf) Debt as % Debt Service as %
Capita income GSP General Spending
?"AEZ;’XZA/ AAA) $583 1.4% 1.3% 3.5%
?,"AZT/?;/ AR $175 0.4% 0.5% 1.4%
(N__e/txzsx__) $8 0.0% 0.0% 0.2%
(N:;/;?:N AAY) $635 1.6% 1.5% 4.2%
(N,fzﬁ gf}ﬂf; $725 1.4% 1.5% 4.0%
(N:Z‘,’ X?;Z‘;y $4,008 7.1% 6.5% 9.6%
('\,':zﬁ /'X%'C;’ $1,230 3.3% 3.1% 3.5%
(I\,ID(\EAIYL/,YDS;\-IK- IAA#) $2,538 4.6% 4.0% 6.0%
(NAO(,:;? SEXIXA) $656 1.7% 1.4% 3.2%
(NAOQ? ADA""':?ta) $107 0.2% 0.2% 1.0%
?Ah;‘;/ AAHAAY) $975 2.3% 2.2% 3.8%
?Aﬂgs‘gﬁi IAA#) $542 1.2% 1.3% 4.4%
8{2%?/2 AHAAY) $1,966 4.8% 3.7% 5.8%
(P,iggxxa?&) $1,483 3.1% 3.1% 3.0%
(SXZ;? :2:32%) $425 1.2% 1.1% 3.6%
(SXZ;? A‘ffoA) $520 1.1% 1.1% 1.3%
(T:Z;,e:fz/ AAA) $304 0.8% 0.7% 2.0%
(T:;(:/SAAA/ o $413 0.9% 0.7% 2.4%
tJAtgg/ AAAAAN $1,192 3.2% 25% 4.9%
zfggﬁ+ AAA) $986 21% 2.3% 2.0%
E/A';%'/m AAA) $1,314 2.6% 2.6% 3.4%
\(’Xfl'}iAnitf/”A A $2,552 5.1% 4.3% 5.7%
\(’xzslt/\A/iAr?/iEZ) $1,050 2.9% 2.9% 3.5%
\(’Xi;;/"A”ZL“AA) $2,207 5.0% 4.4% 7.0%
\(N)'Xﬁx'lg) $46 0.1% 0.1% 0.1%

Source: Standard & Poor's Debt Levels Flatline As U.S. States Prioritize Management Over Investment, June 14, 2016
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Standard & Poor's Pension Ratio & Total State Debt + Liabilities Per Capita

Funo!ed State NEL Debt Per OPPeErB Debt, Pension &
Ratio Per Capita Capita Capita OPEB Per Capita

50 State Median 74.6% $894 $1,018 $896 $3,016
Double-A States Median | 69.0% $716 $1,068 $562 $3,016
(FX];SZZI;% 55.5% $3,051 $1,708 $630 $5,389
'&2?722/ AAY) 67.0% $711 $982 $2,395 $4,088
'&252'7;A+ A 67.5% $7,405 $1,396 $9,086 $17,887
'(L:‘;EEA/__) 63.2% $716 $652 $52 $1,420
gZi?ZaZ/__) 82.4% $515 $607 $637 $1,758
(C:;g;’ga A 75.0% $1,651 $2254 | $1,893 $5,798
(C/i);i;ZdAo/) 60.0% $1,676 $436 $233 $2,344
(c’&);;ﬂcg A) 49.4% $7,660 $5,707 $6,116 $19,484
[(f;:/"ffA/ AAA) 89.1% $1,090 $2,348 $6,351 $9,789
EL‘;&";ZAA/ AAA) 92.0% $113 $1,064 $840 $2,017
(G:;’;E& AAAR) 80.7% $632 $930 $1,365 $2,927
mﬁ?joim An) 62.4% $4,328 $4,520 $5,958 $14,806
azhl‘; AAAAR) 91.3% $215 $134 $52 $402

E'E';Z‘;zifBBB . 40.2% $9,078 $2,672 $2,570 $14,320
Lrg:/”: B AARA) 60.3% $1,984 $227 $50 $2,261
zz";:/ D 85.1% $321 $286 $70 $677

g";‘;}"‘;A ) 65.2% $2,383 $1,085 $148 $3,616
ﬁ;‘;‘/ﬁi’ AAY) 37.4% $7,046 $1,757 $1,042 $9,845
(L'::éjm AR 63.8% $1,302 $1,602 $1,090 $3,994
'(\,AA?;/QAA/ AR) 81.3% $1,481 $691 $1,402 $3,574
?"'A%'ETA/ AAA) 68.8% $3,382 $1,934 $1,559 $6,876
'(\"'A?ff":gtf/e;t;) 61.5% $4,451 $5,122 $2,339 $11,912
?"A'ﬂ‘/'ga: AR 66.5% $618 $838 $952 $2,408
('\"A';‘{‘/ﬁi AAA) 78.8% $546 $1,585 $121 $2,252
?’A‘;Zﬁfg N 61.8% $1,018 $1,751 $245 $3,013
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Standard & Poor's Pension Ratio & Total State Debt + Liabilities Per Capita

Funo!ed State NEL Debt Per OPPeErB Debt, Pension &
Ratio Per Capita Capita Capita OPEB Per Capita
'(\A'Aj;z;JXZA/AAA) $773 $1,805
'(\,/'Azqt,aprjz/ AAH) 74.5% $1,665 $175 $452 $2,292
?‘e,m) 88.8% $121 $8 N/A $130
?Ee\l/%d:A/AAﬂ 75.2% $664 $635 $494 $1,793
?'ﬁﬂ)li?ffﬂff 65.4% $611 $725 $2,100 $3,436
NBIAIAS 37.8% | $10648 $4,008 | $9,409 $24,065
?Eﬁ,’f\%'? 70.6% $2,073 $1,230 $1,613 $4.916
?Egﬁ/ﬂimm) 98.1% $74 $2,538 $3,932 $6,544
(N,g;? ACA""X’,'EX A 94.6% $169 $656 $2,655 $3,480
(N,gi?,o[ﬁ?t% 70.4% $481 $107 $91 $679
%2/ AAHAAY) 78.8% $251 $975 $1,310 $2,536
&ﬂgyﬂimm) 80.3% $483 $542 $1 $1,025
8(2?72A+/AA+) 91.9% $271 $1,966 $60 $2,296
fﬁggf,{'ﬁ\a?;&\) 57.6% $981 $1,483 $1,608 $4,072
(SX:;? ACA"’T;EEA) 57.9% $2,434 $425 $1,906 $4,765
(SX:;?A?SZ\(;KAA) 104.1% (109) $520 N/A $411
(T,EQQ:SAGZ/AAA) 27 $195 $304 $218 $717
(T:;(:fA ANAAA) 75.6% $1,515 $413 $2,884 $4,812
&ZZ/AAA/AAA) 88.5% $402 $1,192 $62 $1,655
EQEX%/AAA) 2 $2,750 $986 $3,348 $7,084
zﬂgﬂi AAAA) 74.6% $806 $1,314 $96 $2,216
\(’XZ?X%T;‘A A% 86.8% $372 $2,552 $95 $3.019
YXZT,XZ?},T; 76.9% $2,012 $1,050 $52 $3.114
\(/xschAnﬂAA) 102.7% (119) $2,207 $16 $2,104
\(N)'mg) 80.1% $592 $46 $4 $642

Source: Standard & Poor's U.S. State Pensions: Weak Market Returns Will Contribute to Rise in Expense, September 12, 2016
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Boston College - Center for Debt + Pension Ratios with Boston

Retirement Research Pension College - Center for Retirement
Statistics Research Pension Statistics
Annual Required A tUn_fl:rf\ed q Net-Tax
Contribution L(': E?Ir'la Uﬁlﬁ Debt Service +  Supported Debt +
(ARC) la ;'tYlf. ) ARCto Own UAAL to
($ million) (Smillion) Source Revenues  Personal Income
50 State Median 465.0 3,026.6 8.2% 4.5%
Double-A Median 419.2 2,728.1 8.3% 4.8%
Rhode Island
(Aa2/AA/AA) 240.1 2,882.0 12.1% 9.1%
Alabama
(Aal/AAIAA+) 286.8 6,483.5 6.3% 5.7%
Alaska
(Aa2/AA+IAA+) 301.8 3,963.3 7.8% 12.1%
Arizona
(Aa2/AA/--) 213.1 2,574.2 6.1% 2.9%
Arkansas
(Aal/AA/--) 841.0 1,950.6 13.2% 3.4%
California
(Aa3/AA-IAAY) 7,454.2 64,034.1 9.9% 7.4%
Colorado
(Aal/AA/--) 646.3 0,884.8 7.2% 4.4%
Connecticut
(Aa3/AA-IAA-) 2,448.2 30,564.3 27.7% 21.3%
Delaware
(Aaa/ AAAIAAA) 178.1 692.5 10.8% 6.5%
Florida
(Aal/AAA/AAA) 558.2 5,062.2 5.5% 2.9%
Georgia
(Aaa/ AAAIAAA) 615.3 6,175.9 9.4% 4.1%
Hawaii
(Aal/AA+IAA) 625.0 5,360.5 19.9% 17.2%
ldaho
(Aal/AA+IAA+) 60.1 15.2 2.1% 1.2%
Illinois
(Baa2/BBB/BBB+) 9,072.3 107,100.0 29.7% 21.6%
Indiana
(Aaa/ AAAIAAA) 864.4 8,397.1 5.8% 4.1%
lowa
(Aaa/AAAIAAA) 696.4 1,129.6 7.3% 1.3%
Kansas
(Aa2/AA-I--) 530.8 1,373.1 9.5% 4.3%
Kentucky
(Aa2/A+IAA-) 1,794.7 23,230.2 20.7% 18.7%
Louisiana
(Aa3/AA/AAY) 1,000.6 8,594.8 10.9% 8.0%
Maine
(Aa2/AA/AA) 197.2 1,678.8 9.5% 5.1%
Maryland
(Aaa/AAAIAAA) 2,468.1 18,162.9 16.9% 8.8%
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Debt + Pension Ratios with Boston
College - Center for Retirement

Boston College - Center for
Retirement Research Pension

Statistics Research Pension Statistics
Annual Required Un_ﬁ:'jged ’ Net-Tax
Contribution L?‘E?‘Ir.'ta Uﬂjﬁ Debt Service +  Supported Debt +
(ARC) s Ylf. ) ARC to Own UAAL to
($ million) ($milfion) Source Revenues  Personal Income
Massachusetts
(Aal/AA+HAAT) 3,452.6 33,141.2 20.6% 16.7%
Michigan
(Aal/AA-IAA) 626.4 7,951.7 4.5% 3.6%
Minnesota
(Aal/AA+IAAA) 448.1 5,258.7 5.5% 4.9%
Mississippi
(Aa2/AAJAA) 257.5 3,171.2 8.9% 8.0%
Missouri
(Aaa/ AAAIAAA) 598.4 5,520.8 8.1% 3.5%
Montana
(Aal/AAIAA+) 184.4 1,709.7 7.2% 4.5%
Nebraska
(--IAAAI--) 59.0 1,077.6 1.4% 1.2%
Nevada
(Aa2/AAJAAT) 217.9 1,623.1 10.1% 2.8%
New Hampshire
(Aal/AAJAA+) 94.3 974.9 7.5% 2.8%
New Jersey
(A2/A-IA) 3,012.5 43,651.4 16.1% 15.0%
New Mexico
(Aal/AA/--) 270.6 2,565.8 7.3% 6.5%
New York
(Aal/AA+AA+) 2,476.1 5,806.1 10.2% 5.6%
North Carolina
(Aaa/AAAIAAA) 208.3 442.9 4.3% 1.9%
North Dakota
(Aal/AA+/--) 74.0 707.8 1.7% 2.0%
Ohio
(Aal/AA+IAA+) 442.7 2,273.8 6.5% 3.0%
Oklahoma
(Aa2/AA+HAA+) 395.7 1,996.0 6.3% 2.0%
Oregon
(Aal/AA+AA+) 243.7 683.1 7.6% 4.7%
Pennsylvania
(Aa3/AA-IAAY) 2,747.1 32,627.2 10.5% 7.5%
South Carolina
(Aaa/AA+/AAA) 763.9 9,941.5 9.7% 6.9%
South Dakota
(Aaa/AAAJAAA) 36.7 0.0 4.0% 1.4%
Tennessee
(Aaa/AAAJAAA) 163.3 1,465.7 2.2% 1.2%
Texas
(Aaa/ AAAIAAA) 5,726.8 47,784.3 11.1% 4.5%
Utah
(Aaa/ AAAIAAA) 192.8 975.7 8.3% 3.2%
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Boston College - Center for
Retirement Research Pension

Debt + Pension Ratios with Boston
College - Center for Retirement

Statistics Research Pension Statistics
Annual Required Un_fulrjged ’ Net-Tax
Contribution L?‘Eidlr.'ta Uﬂjﬁ Debt Service +  Supported Debt +
(ARC) s Ylf. ) ARC to Own UAAL to
($ million) ($milfion) Source Revenues  Personal Income
Vermont
(Aaa/AA+/AAA) 125.6 1,976.2 5.8% 8.6%
Virginia
(Aaa/ AAAIAAA) 821.7 6,882.0 8.3% 4.3%
Washington
(Aal/AA+IAA+) 555.3 2,498.3 9.1% 6.0%
West Virginia
(Aal/AA-IAA) 481.9 3,592.2 13.6% 8.1%
Wisconsin
(Aa2/AAIAA) 178.6 0.0 7.8% 3.9%
Wyoming
(-IAAAI--) 86.9 708.7 2.7% 2.2%

Source: Debt: Moody's State Debt Medians 2016. UAAL: Boston College Center for Retirement Research
pension model. Personal Income: Bureau of Economic Analysis, 2015 Personal Income

The Boston College Center for Retirement Studies pension model produces a standardized annual required
contribution (ARC) and unfunded accrued actuarial liability (UAAL) for each of the 50 states and relies on
data from fiscal year 2014 state Comprehensive Annual Financial Reports (CAFRs) and actuarial valuations
and CAFRs for pension plans. For each state, the analysis includes only pension plans to which the state
has a funding obligation. The model adjusts the reported ARC and liabilities based on differences between
each plan’s own assumptions and methods and a selected discount rate, amortization period, amortization
level, and payroll growth assumptions. For its larger plans (State Employees and Teachers), Rhode Island
assumes a 7.5% discount rate, 21 year amortization period, level percent amortization method and 3.00%
payroll growth, and these are the assumptions used in the CRR model to normalize the pension liabilities
across the 50 states.

To standardize the reported ARC for a plan CRR first separates the reported ARC into its normal cost and
amortization components because the standardization process is different for each component. The normal
cost represents the cost of benefits accrued in the current year, while the amortization component represents
the schedule of payments required to pay off the unfunded liability. For many of the large plans, the two
components are presented separately in plan financial reports. When plan data are not available, the plan’s
funded ratio and discount rate are used to estimate the proportion of the ARC that is normal cost and the
proportion that is the amortization payment.

Once the ARC has been separated into its components, each component is standardized independently. The
normal cost is adjusted using an actuarial rule-of-thumb that assumes a 22.5% change in the normal cost
for each 1% change in the discount rate. The adjustment for the amortization payment involves three steps:
1) re-discounting the accrued liability using an actuarial rule-of-thumb that assumes a 12.5% change for
each 1% change in the selected discount rate; 2) calculating a standardized UAAL using the actuarial assets
and the re-discounted liability; and 3) calculating an amortization payment for the new UAAL using the
selected discount rate and amortization period. When selecting a level-dollar amortization method, the
amortization payment is calculated as constant annual dollar amounts. When selecting a level-percent
amortization method, the amortization payment is calculated using a fixed percentage of future payroll
growth based on the selected payroll growth assumptions. The adjusted normal cost and amortization
payments are then re-combined to get the standardized ARC.
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Appendix B - Part Two
Quasi-Public Agencies Debt Information
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Quasi-Public Agencies with Debt Outstanding

Issuer/Debt Program

Ratings

Security

Indenture Required Additional Bonds Test

Outstanding

as of 6/30/2016

Narragansett Bay Commission

(M/SIF)

assignment effected by the Agreement, all
other monies and securities held from time to
time by the Trustee and letter of credit.

and ratably secured with the Bonds and secured
with a letter of credit.

Wastewater System Revenue Bonds --IAA-/-- Revenues derived from operation of the Requires estimated net revenues for the three $242,820,000
(Also issues debt through the Rhode wastewater system years following the issuance of bonds to be at (2016)
Island Infrastructure Bank) least 1.25x the debt service requirement for
revenue bonds and 1.35x the debt service
requirement for RIIB loans
Rate Covenant: 1.25x the debt service
Rhode Island Turnpike and Bridge Authority
Toll Revenue Bonds --IA-I1A Net revenues derived from the operation of the | After retirement of 2003A Bonds, Net Revenues $56,160,000
System (currently tolls from Newport Bridge) | plus Dedicated Payments (gifts, grants or other (2016)
payments to the Authority from US government,
State or any public or private entity) in most
recent fiscal year or projected for each of the
next 5 fiscal years must be at least 1.20x
Maximum Annual Debt Service
Tobacco Settlement Financing Corporation
Tobacco Settlement Asset-Backed S: A, BBB+, BBB | Pledged Tobacco Settlement Revenues Additional bonds may be issued only for the $604,785,000
Bonds F: BBB+sf purpose of refunding outstanding bonds (2016)
Rhode Island Resource Recovery Corporation
Resource Recovery System Revenue Not Rated (Private | Net revenues of the Corporation For any 12 month period out of the last 18 $29,142,861
Bonds Placement) months, Net Revenues plus State Subsidy plus (2016)
Assets Held in Trust must be at least 1.25x
Maximum Annual Debt Service
Rhode Island Commerce Corporation
Rhode Island Department of A3/AA-/-- Federal reimbursements for eligible projects Additional bonds test — Federal Transportation $230,280,000
Transportation Grant Anticipation Funds must be 3.00 maximum bond payments in (2016)
Revenue Bonds (GARVEES) any federal fiscal year
Rhode Island Airport Corporation Airport Revenues: Pledge of RIAC’s net revenues | Rate covenant: 1.25x rate covenant (including Airport
Airport Revenue Baal/BBB+/BBB+ | (include rentals, fees, and other charges) and pledged passenger facility charges). Revenue:
Special Facility Revenue Bonds Baal/BBB+/-- certain Passenger Facility Charge revenues Additional bonds test - 1.25x $265,973,591
Subordinate TIFIA Loan Special Facility: Revenues generated by the (2016)
operation of the Intermodal Facility, including Special Facility
Customer Facility Charges, Rental Car Companies + TIFIA:
fees, Parking Revenues $90,123,400
(2016)
YMCA of Pawtucket S: AA-/A-1+ Secured by Borrower’s pledge and grant, Additional bonds may be issued that are equally $10,404,400
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Quasi-Public Agencies with Debt Outstanding

Issuer/Debt Program FJ};?E; Security Indenture Required Additional Bonds Test ag:ft sg/asrg)(/jzlggs
RI Philharmonic Orchestra S: AA-/A-1+ Secured by assignment effected by the Agreement, | Additional bonds may be issued that are equally $5,285,000
all other monies and securities held from time to and ratably secured with the Bonds and secured
time by the Trustee, pledge of Borrower’s Gross with a letter of credit.
Receipts and letter of credit.
Rhode Island Health and Educational Building Corporation -Education
Public Schools Revenue Bond Various. Range of | Loan repayments reflecting general obligation Additional bonds may be issued and separately $461,709,000
Financing Program Alto Aa3 pledge of the participating borrowers. Failure to secured by applicable revenues. Intercept of
pay would result in intercept of the State Housing | State Housing Aid and Basic Education Aid is
Aid and Basic Education Aid of a borrower available
Higher Education Facility Revenue Various: A+ Rent payments, Educational and General Additional bonds test: 1.0x MADs $39,505,000
Bonds Range of Al to Aa3| Revenues of specific university/state colleges
Board of Governors for Higher Aa3/--/-- Rent payments, Educational and General Revenues, | Additional bonds test: 1.0x MADs $189,750,000
Education including tuition and state appropriations, except
Auxiliary Enterprise Revenues
Brown University Aal/AA+/-- General obligation of Brown University No additional bonds test $639,850,000
Bryant University A2/A/-- General obligation of Bryant University If rated below investment grade, additional $116,570,000
bonds must be secured by a letter or credit.
Catholic School Pool Program S: A-/A-2 Each Borrower has a general obligation for No additional bonds test $5,705,000
their share
CVS-Highlander Charter School S: AA-/A-1+ General obligation pledge of Borrower’s Gross | Additional bonds must have a letter of credit and $3,520,000
Receipts and letter of credit. ratings confirmation.
Johnson & Wales University A2/A-[--- Secured by pledge of tuition fees similar to Additional bonds permitted $37,380,614
other Johnson & Wales debt
Meeting Street School M: A2/VMIG-1 Secured by pledge of School’s Gross Receipts | Additional bonds must have a letter of credit and $7,465,000
and letter of credit. ratings confirmation.
Moses Brown School S: A+/A-1 Secured by the loan, all moneys and securities | Unless Institution maintains an Investment $27,000,000
held by the Trustee, mortgage and letter of Grade Rating, any additional bonds shall be
credit. secured by a letter of credit.
New England Institute of Technology --IA-IA+ General obligation of New England Institute of | Additional bonds permitted with DSRF $107,275,000
Technology and a mortgage.
Providence College A2/A/-- General obligation secured by a pledge of Additional bonds test: 1.1x MADs $116,775,000
certain Tuition Fees up to 1.1Xx MADs
Providence Public Buildings Authority | Baa2 Secured by payments under the financing No additional bond test $245,680,000
Insured: agreements and an intercept of the State
Al/Al Housing Aid and Basic Education Aid and a
mortgage.
Rhode Island School of Design Al/--IA+ Pledge of Unrestricted College Revenues. Additional bonds must have a letter of creditand | $153,510,000
ratings confirmation.
Roger Williams University S: AA+HA-1+ Pledge of Tuition Fees and Rentals up to 1.1x | Additional bonds must have a letter of creditand | $109,848,630

MADs

ratings confirmation.
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Quasi-Public Agencies with Debt Outstanding

Issuer/Debt Program FJ};?E; Security Indenture Required Additional Bonds Test ag:ft sg/asrg)(/jzlggs
Salve Regina University --/IBB/-- Secured by Tuition Fees and Mortgage Additional bonds may be issued pursuant to a $46,490,059
supplemental loan and trust agreement
St. George's School M: Aa3/VMIG-1 Secured by assignment effected by the Additional bonds may be issued that are equally $44,251,077
Agreement and all other monies and securities | and ratably secured with the Bonds.
held from time to time by the Trustee.
The Groden Center --IAA-/-- Secured by revenues of the Institution. Additional bonds may be issued that are equally $3,050,000
and ratably secured with the Bonds with rating
confirmation.
Rhode Island Health and Educational Building Corporation — Health Care
Care New England Health System --/BB/BBB- General obligation of the Borrower. Secured Additional bonds test at 1.10x of historical debt $152,706,644
by Gross Receipts of the Obligated Group. service
Child and Family Services of Newport S: AA-/A-1+ Secured by Borrower’s pledge and grant, Additional bonds may be issued that are equally $9,256,190
County assignment effected by the Agreement, all and ratably secured with the Bonds and secured
other monies and securities held from time to with a letter of credit.
time by the Trustee and letter of credit.
Home & Hospice Care of RI S: AA-/A-1+ General obligation secured by pledge of Additional bonds permitted with a letter of credit $8,814,500
Borrower’s Gross Receipts and letter of credit. | and ratings confirmation.
Lifespan Obligated Group --/BBB+/BBB+ Gross receipts from the hospitals, including Additional indebtedness with 1.25x coverage $322,897,776
contributions, donations, pledges and revenues | with additional tests.
derived from the operation of all the facilities
of the members of the obligated group. Also
secured by mortgages on portions of certain
hospital campuses.
Newport Hospital S: AA+HA-1+ Secured by Borrower’s Gross Receipts, letter Additional bonds permitted with a letter of credit $19,098,000
of credit and Guaranty. and ratings confirmation.
NRI Community Services, Inc. S:AA-/A-1+ Secured by assignment effected by the Additional bonds may be issued that are equally $2,710,000
Agreement, all other monies and securities and ratably secured with the Bonds and secured
held from time to time by the Trustee and letter | with a letter of credit.
of credit.
Seven Hills Rhode Island Inc. Baa3/BBB/-- Unlimited obligation of the Hospital and Additional bonds test with 1.30x coverage $4,842,499
pledge of Gross Receipts and a mortgage. historical and 1.40x coverage projected.
South County Hospital Baa3/BBB/-- Unlimited obligation of the Hospital and Additional bonds test with 1.30x coverage $43,620,000
pledge of Gross Receipts and a mortgage. historical and 1.40x coverage projected.
St. Antoine Residence M: Aa2/VMIG-1 | Secured by Revenues of Borrower and letter of | Additional bonds may be issued so long as loan $10,085,000
credit agreement is in effect, no event of default shall
exist and written consent of the letter of credit
bank.
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Quasi-Public Agencies with Debt Outstanding

Issuer/Debt Program

Ratings

Security

Indenture Required Additional Bonds Test

Outstanding
as of 6/30/2016

(M/SIF)

Steere House --/--/BBB- Secured by pledge of Gross Receipts of Additional bonds may be issued that are equally $4,802,000
Institution, monies in the Debt Service Fund, and ratably secured with the Bonds and pursuant
monies in the Debt Service Reserve Fund and | to a supplemental loan and trust agreement.
Mortgage.
Tockwotton Home -~--/-- Secured by mortgages on current facility of Additional bonds require majority holder consent | $40,300,000
Borrower and on project facility of the above $1 million.
Borrower and security interest in the
unrestricted Borrower revenues.
Rhode Island Infrastructure Bank
Water Pollution Control Revenue --IAAA/AAA Pledged loan payments from underlying Additional senior bonds can be issued if projected $522,700,000
Bonds borrowers and Local Interest Subsidy Trust loan revenues and LIST earnings are at least 1x (2016)
(LIST) fund reserves maximum annual debt service (MADS) on existing
and proposed senior bonds. When incorporating
planned LIST de-allocations and direct loan
principal, these revenues need to represent at least
1.15x MADS on senior bonds. To issue
subordinate bonds, all available revenues must
represent at least 1x pro forma MADS.
Safe Drinking Water --IAAA/AAA Pledged loan payments from underlying Additional senior bonds can be issued if $186,475,000
borrowers and Local Interest Subsidy Trust projected loan revenues and LIST earnings are at (2016)
(LIST) fund reserves least 1x MADS on existing and proposed senior
bonds. When incorporating planned LIST de-
allocations and direct loan principal, these
revenues need to represent at least 1.15x MADS
on senior bonds. To issue subordinate bonds, all
available revenues must represent at least 1x pro
forma MADS.
Other Safe Drinking Water (non-SRF) | A3/A/-- Pawtucket Water Supply Board's (PWSB) net Revenue Sufficiency Certificate, stating that $78,267,000
& Water Utility Revenue Bonds revenue pledge secures the bonds revenues are sufficient to pay debt service. (2016)
City of Pawtucket
Rhode Island Housing and Mortgage Finance Corporation
Homeownership Opportunity Bonds Aa2/AA+/-- Secured by bond proceeds, mortgage revenues | Certificate stating revenues are sufficient to $611,704,448
and non-mortgage receipts, accounts under the | provide for the payment of bonds (2016)
resolution and all program obligations financed
by the resolution
Home Funding Bonds and Notes Aa2/--/-- Secured by all proceeds of bonds deposited to | Certificate stating revenues are sufficient to $130,262,468
the Loan Account and revenues derived from provide for the payment of bonds (2016)

program obligations
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Quasi-Public Agencies with Debt Outstanding

Ratings

Outstanding

Issuer/Debt Program (M/S/F) Security Indenture Required Additional Bonds Test as of 6/30/2016
Multi-Family Housing Bonds Aa2/--/-- Includes moral obligation to fill-up capital Certificate stating revenues are sufficient to $630,000
reserve fund provide for the payment of bonds (2016)
Rental Housing Bonds S: AIA-1+ Mortgage loans financed from bond proceeds Certificate stating revenues are sufficient to $65,039,132
and Revenues, including Pledged Receipts or provide for the payment of bonds (2016)
payments required by any Mortgage Loan.
Includes moral obligation to fill-up capital
reserve fund
Multi-Family Funding Bonds Aaa/--/-- Mortgage loans and revenues Certificate stating revenues are sufficient to $88,760,000
provide for the payment of bonds (2016)
Multi-Family Development Bonds Aa2/--/-- Mortgage loans and revenues Certificate stating revenues are sufficient to $214,758,428
provide for the payment of bonds (2016)
Multi-Family Mortgage Rev Bonds S: AAA/A-1+ Freddie Mac credit enhancement. Mortgage Certificate stating revenues are sufficient to $100,691,010
loans and revenues provide for the payment of bonds (2016)
Rhode Island Student Loan Authority
Student Loan Program Revenue Bonds | --/AA(sf)/AAsf Secured by non-federal loans, various accounts | Requires rating affirmations from rating agencies | $239,755,000
established under the indenture, payments of rating the bonds. (as of February
principal and interest on Non-Federal Loans 29, 2016)
financed pursuant to the Indenture and
investment earnings.
FFELP Loan Program Revenue Bonds | --/AA+(sf)/AAAsf | Secured by FFELP Loans, all amounts held The FFELP Loan program is not available. Any | $286,233,000
under the indenture, and the rights to the additional bonds would likely be only for as of February
servicing agreements and guarantee refinancing outstanding bonds. 29, 2016

agreements related to the loans.
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Comparison of Rating Agency Methodologies for Pooled Programs and State Revolving Funds

Portfolio Analysis

Fitch Ratings
Assess Weighted Average Default Rate
(WADR) and calculates a Portfolio Stress
Calculator (PSC) based on long-term default
rates of corporate entities.
Assess credit quality of underlying
borrowers:
* AAA Median investment grade
borrowers: 70%
Calculate Pool Concentration:
* AAA Median single-borrower concentration:
18%
* AAA Median for top 10 borrowers: 55%
Liability Rating Stress Hurdle
Portfolio Stress Calculator

Moody’s Investors Service
Pool financings: Debt obligations secured
by loan repayments from a small group of
obligors
Evaluate underlying credit quality of pool
participants and nature of obligation.
Employ Weighted Average Probability of
Default or Weak Link Plus approach.
Determine weighted average credit quality
of pool participants.

State Revolving Funds: Evaluate Portfolio

Credit Quality and Default Tolerance

Score:

e Portfolio size and diversity (size,
percentage of borrowers with less than
1% of the portfolio, percentage of loans
to the top five borrowers)

Standard & Poor’s

Calculate Enterprise Risk Score

e Industry risk for government and not-for-
profit municipal pool programs equates
to low risk

» Market position reflects level of
government support received, existence
of legislative authorization and presence
of any significant challenges that could
affect demand.

* Geographic concentration — programs
that target only one metropolitan area
receive a one-notch negative adjustment

Calculate Financial Risk Score

» Determine relative default rates given
credit quality of underlying loan
portfolio

* Review operating performance

* Review financial policies and practices

Required program-level reserves

Moral obligation to fund debt service
reserve funds may benefit from one to three
notch rating improvement

Surplus Reserve Fund release requirements
(cash flow coverage test must be met before
surplus is released or de-allocated)

Review Additional Bonds Test

Review other credit enhancements (debt
service fund, additional local reserve
requirements, higher interest rate on a
delinquent loan)

Review any provisions for cross-
collateralization.

Provision for obligating pool participants to
make up any funding shortfall or refill a
DSRF.

Restrictions on removing surplus funds
from the program.

SRF: Review rate covenants, pledged
reserves at borrower level; presence of state
aid intercept or moral obligation; presence
of step-provisions.

Review assets pledged, cross-
collateralization.

Surplus Reserve Fund release requirements
(cash flow coverage test must be met
before surplus is released or de-allocated)
Review additional bonds test, reserve
requirements.

Program Evaluate management’s processes and Review program and portfolio Review Loan Origination Policies, Loan
Management procedures, including underwriting criteria, | management: loan underwriting standards, | Monitoring Policies, Default and
loan monitoring procedures, technology, portfolio monitoring Delinquencies Policies, Long-term
program goals and requirements, historical Planning, Investment Policies
loan delinquencies and defaults
Legal Review State aid intercept mechanisms Requirement for debt service reserve fund. | Examine state sponsored programs for

power to influence local borrower
behavior:

* Regulatory or oversight authority
* State intercept provisions

* Reserve balances
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Comparison of Rating Agency Methodologies for Pooled Programs and State Revolving Funds

Cash Flow
Sufficiency

Fitch Ratings
Review cash sources (loan repayments,
subsidies, reserves and surplus fund
balances)
Coverage requirements of at least 1.25x
viewed as strong; 1.1x or less viewed as
weaker
Program Asset Strength Ratio: Aggregate
Pledged Assets (loan repayments plus
reserve funds, account earnings) divided by
aggregate outstanding debt service. 2016
Median of 1.9x

Moody’s Investors Service
Review cash flow structure and over-
collateralization of loans to bonds.

Standard & Poor’s
Loss Coverage:
Leverage Test for AAA rated programs :
Review leverage level - Total loan revenue
receivable plus pledged reserves divided by
total bond debt service payable
Operating Performance: Number of non-
performing loans as a percent of total loans
and percent of payments more than five
days late in the past 12 months

Stress Tests

Use internal Cash Flow Model to test stress
scenarios and find the 4 year default
tolerance rate.

Assess cash flow under different interest
rates and loan performance scenarios

Largest obligor test — assess possibility of
default if largest obligor defaults

Clean Water and
Drinking Water
SRF

Many have significant enhancement from
federal capitalization grants and required
state matching grants (typically state
appropriations, state revenues, or state bond
proceeds), which are usually invested in
reserve funds and used to provide
overcollateralization.

State Revolving Fund and Leveraged
Municipal Loan Pool Criteria, October 20,
2016

Public Sector Financings, July 18, 2012
U.S. State Revolving Fund Debt, March 20,
2013

U.S. Public Finance Long-Term Municipal
Pools: Methodology and Assumptions,
March 19, 2012
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Debt Management Practices of Selected New England States with Quasi Public Agencies

Connecticut

Massachusetts

Connecticut does not have debt policies for quasi-public agencies.

There is no formal oversight of quasi-public agencies.

State Treasurer sits on the board of quasi-public agencies.

Certain agencies are able to use the Special Capital Reserve Fund (SCRF)

A SCRF is a debt service reserve fund set up at the time the bonds are issued, in an amount equal to the lesser of either one year's
principal and interest on the bonds or ten percent of the issue.

If the borrower makes the scheduled debt service payments, the interest earnings on the reserve fund will pay the interest on the
bonds that created it and the principal will go to retire the final maturity of the bond issue.

If the borrower is unable to pay all or part of the scheduled debt service payments, the reserve may be drawn upon to pay debt
service.

The reserve provides up to a year's adjustment time to deal with a revenue shortfall.

When the SCRF has been drawn down in part or completely, a draw on the General Fund is authorized and the reserve is fully
restored. The draw on the General Fund is deemed to be appropriated and is not subject to the constitutional or statutory
appropriations cap. All that is required is a certification by the issuing authority of the amount required. If draws on a SCRF
continue, the annual draws on the General Fund required to refill it also continue.

State Treasurer conducts a full review and analysis for cash flow sufficiency to ensure that the State will not be making any debt
service payments. There are no defined debt affordability measures.

Currently, only the South Central Regional Water Authority has debt with SCRF.

Massachusetts does not have procedures to control debt by quasi-public agencies.

Treasurer sits on the board of quasi-public agencies.

Massachusetts does not allow any moral obligation debt.

Massachusetts has a debt management policy for the state’s six bond programs: General Obligation Bonds, Special Obligation Revenue
Bonds (motor fuel excise), Special Obligation Dedicated Tax Revenue Bonds (Convention Center), Senior Federal Highway Grant
Anticipation Notes (or GANs), Commonwealth Transportation Fund Bonds (CTF for the Accelerated Bridge Program), and Federal
Highway Grant Anticipation Notes (Accelerated Bridge Program)

New Hampshire

New Hampshire does not have procedures to control debt by quasi-public agencies.
Treasurer sits on the board of several quasi-public agencies.

New Hampshire has various guarantee programs

The statutes authorizing the guarantee programs require approval by the Governor and Council of any award of a State guarantee
Statutory limitations may be either on the total amount guaranteed or on the total amount guaranteed that remains outstanding at
any time (a revolving limit)
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Debt Management Practices of Selected New England States with Quasi Public Agencies

The statutory dollar limit may represent either the total amount of principal and interest or only the total amount of principal
- The State has the following guarantee programs: Local Water Pollution Control Bonds; Local School Bonds; Local Superfund Site

Bonds; Local Landfill and Waste Site Bonds; Business Finance Authority Bonds, Loans; Pease Development Authority; and
Housing Finance Authority Child Care Loans

Vermont

e The Vermont Treasurer is responsible for managing all tax-supported debt, which is all State of Vermont issued debt
o Vermont does not have specific procedures to control debt by quasi-public agencies.

o The Vermont Treasurer sits on boards of debt issuing quasi-public agencies and all quasi-public agencies that have moral obligation
authority.

e The Vermont Treasurer chairs the Capital Debt Affordability Advisory Committee which has established a target of total moral obligation

debt as a percentage of total State tax supported debt as way to have a high-level management of quasi-public agency moral obligation
debt.
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Appendix C — Part Three

Municipality Debt, Demographic and Economic Statistics,
Debt and Pension Liability Ratios and State Reimbursements for
School Projects
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Outstanding Municipality Debt

Governmental Activities - Tax-Supported (FY2015) Business Activities (FY2015)
General Loans Capital . GO Debt |Loans Debt| Lease Total Debt . X Gross Direct .
. . L Net Direct X . . Enterprise | Debt Service Overlapping
Obligor Name Fitch Obligation Payable Leases Debt Service Service | Payments Service Debt (FY2016) Debt Debt Overall Debt
Bonds (FY2015)| (FY2015) (FY2015) (2016) (2016) (2016) (2016) (FY2015)
Barrington 11,250,000 | 2,981,156 87,911 14,319,067 1,698,280 303,936 28,332 2,030,548 17,964,084 1,052,335 32,283,151 0 32,283,151
Bristol Aa2 NR AA+ 29,078,334 | 1,400,933 463,418 | 30,942,685 2,818,721 na na 3,157,654 | 36,041,885 2,318,363 | 66,984,570 | 13,333,440 | 80,318,010
Burrillville Aa2 AAA NR 16,992,655 0 0| 16,992,655 2,547,729 0 0| 2,547,729 1,033,000 0| 18,025,655 2,290,714 | 20,316,369
Central Falls Ba2 NR BBB 6,665,000 | 8,195,000 21,244 14,881,244 2,483,035 na na 2,483,035 26,372,183 0 41,253,427 0 41,253,427
Charlestown Aa2 NR NR 5,220,000 0 229,820 5,449,820 271,915 0 na 271,915 0 0 5,449,820 5,564,909 [ 11,014,729
Coventry Al NR AA 41,425,000 28,531 0| 41,453,531 5,243,847 na 0| 5,243,847 | 25,052,412 1,739,738 | 66,505,943 | 4,873,009 | 71,378,952
Cranston Al AA+ AA- 71,060,000 0 365,000 | 71,425,000 9,727,260 0 370,475 | 10,097,735 | 24,873,477 2,225,218 | 96,298,477 0| 96,298,477
Cumberland Aa3 NR AA 22,155,000 | 23,576,715 1,631,769 | 47,363,484 3,547,041 | 1,723,215 562,173 5,832,429 | 40,151,784 421,276 | 87,515,268 5,679,230 [ 93,194,498
East Greenwich Aal NR AA+ 51,711,667 0 83,055 | 51,794,722 6,062,830 0 38,376 | 6,101,206 | 23,732,443 2,484,186 | 75,527,165 0| 75,527,165
East Providence A2 NR AA 15,545,800 | 2,254,509 | 24,725,418 | 42,525,727 na na na 5,260,080 [ 81,672,266 4,857,690 | 124,197,993 0| 124,197,993
Exeter NR NR NR 757,454 0 192,971 950,425 123,089 0 64,424 187,513 0 0 950,425 0 950,425
Foster NR NR NR 0 0 80,421 80,421 0 0 43,864 43,864 0 0 80,421 14,473,985 14,554,406
Glocester NR NR AA+ 2,495,000 195,731 20,210 2,710,941 568,539 na 15,408 583,947 0 0 2,710,941 | 27,158,053 | 29,868,994
Hopkinton Aa3 NR NR 1,103,000 | 467,178 156,894 1,727,072 156,727 na| 110,622 267,349 0 0 1,727,072 9,333,553 | 11,060,625
Jamestown Aal NR NR 8,305,591 0 0 8,305,591 1,054,663 0 0 1,054,663 8,318,818 955,310 16,624,409 0 16,624,409
Johnston A3 NR AA- 23,787,250 20,321 1,567,750 | 25,375,321 2,825,679 na na 3,334,621 | 36,523,459 271,169 | 61,898,780 0| 61,898,780
Lincoln Aa2 AA NR 29,900,000 0 229,049 | 30,129,049 | 4,145,906 0| 109,390 | 4,255,296 | 41,264,678 449,616 | 71,393,727 2,116,242 | 73,509,969
Little Compton NR NR NR 11,195,000 0 86,124 | 11,281,124 913,275 0 66,842 913,275 0 0| 11,281,124 0| 11,281,124
Middletown Aal NR NR 24,776,114 450,000 1,311,314 26,537,428 2,940,019 na 664,206 3,604,225 8,648,900 1,066,610 35,186,328 0 35,186,328
Narragansett Aa2 NR AA+ 20,690,000 | 1,614,640 561,213 22,865,853 2,265,900 177,421 212,856 2,656,177 3,660,869 659,363 26,526,722 0 26,526,722
New Shoreham NR NR AA 17,370,847 0 227,003 | 17,597,850 2,042,562 0 na 2,042,562 3,817,040 214,836 | 21,414,890 0| 21,414,890
Newport NR NR AA+ 44,678,536 | 1,500,000 675,422 | 46,853,958 7,072,284 na| 124,970 | 7,197,254 | 120,960,036 | 10,079,413 | 167,813,994 0| 167,813,994
North Kingstown Aa2 NR AA+ 41,985,660 0 0 41,985,660 5,651,208 0 0 5,651,208 12,204,625 1,137,289 54,190,285 0 54,190,285
North Providence A2 NR AA- 15,055,000 0 897,668 | 15,952,668 na 0 na 4,257,613 | 51,362,965 0| 67,315,633 0| 67,315,633
North Smithfield Aa2 NR NR 29,855,000 0 693,252 | 30,548,252 3,197,649 0| 226,131 3,423,780 | 6,213,964 919,496 | 36,762,216 0| 36,762,216
Pawtucket A3 A+ A 51,158,658 230,000 8,987,680 | 60,376,338 5,234,705 na na 5,234,705 | 211,674,146 8,454,366 | 272,050,484 0 | 272,050,484
Portsmouth Aa2 NR AAA 12,278,655 0 0| 12,278,655 2,659,709 0 0 2,659,709 1,692,439 254,230 | 13,971,094 3,179,000 [ 17,150,094
Providence Baal A- BBB 149,207,000 | 2,382,000 | 340,155,000 | 491,744,000 | 58,337,000 92,000 | 3,850,000 | 62,279,000 | 384,154,110 | 6,449,000 | 875,898,110 0 | 875,898,110
Richmond Aa3 NR NR 3,890,000 0 69,220 3,959,220 547,338 0 36,642 583,980 2,090,161 91,431 6,049,381 8,135,996 | 14,185,377
Scituate NR NR AA 3,075,000 | 3,275,000 353,500 | 6,703,500 830,956 | 308,562 | 101,000 1,240,518 241,738 0| 6,945,238 0| 6,945,238
Smithfield Aa2 NR AA 13,390,000 0 461,110 13,851,110 2,159,751 0 na 2,159,751 8,505,769 590,521 22,356,879 0 22,356,879
South Kingstown Aal NR NR 12,511,000 0 0| 12,511,000 2,377,933 0 0 2,377,933 1,744,978 210,474 | 14,255,978 1,759,744 | 16,015,722
Tiverton Al AA NR 36,410,000 0 999,757 37,409,757 4,012,388 0 230,341 4,242,729 0 0 37,409,757 5,712,861 43,122,618
Warren Aa3 NR NR 13,628,560 0 0| 13,628,560 1,563,794 0 0 1,563,794 4,746,594 0| 18,375,154 8,544,282 | 26,919,436
Warwick Al NR AA- 46,286,654 0 2,570,079 | 48,856,733 6,300,740 0| 1,146,676 7,447,416 | 102,213,290 | 13,091,434 | 151,070,023 0| 151,070,023
West Greenwich NR NR AA+ 5,915,000 96,593 0| 6,011,593 na na 0 560,304 192,737 0| 6204330| 2955925 9,160,255
West Warwick Baa2 BBB NR 23,118,000 0 62,483 | 23,180,483 na na na| 2,519,923 | 27,638,479 2,423,742 | 50,818,962 0| 50,818,962
Westerly Aa3 NR AA 55,225,000 | 24,373,250 2,516,178 82,114,428 6,004,737 na na 6,004,737 3,944,877 728,245 86,059,305 1,317,314 87,376,619
Woonsocket Ba3 BB+ NR 163,802,308 0 89,597 | 163,891,905 18,823,512 na na| 18,823,512 43,391,000 3,224,839 | 207,282,905 0 | 207,282,905

Net Direct Debt: All debt of an issuer less self-supporting enterprise debt. Enterprise Debt: Debt for essential service utilities that is self-supporting from user
fees. Overlapping Debt: Issuer’s proportionate share of the debt of other local governmental units that either overlap or underlie it. Overall Debt: Net debt +
Enterprise Debt + Overlapping Debt.
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Municipality — Net Pension Liability and Demographic/Economic Statistics

Pensions Demographics/Economic Statistics
. Governmental |Governmental

) . Net Pension | Overall Debt + . Personal Taxable Assessed

Obligor Name Moody's Fitch o . Fund Fund Population
Liability Pensions ) Income Value
Revenues Expenditures

Barrington 40,447,827 72,730,978 71,228,849 71,690,844 16,310 [ 1,592,991,872 2,920,827,036
Bristol Aa2 NR AA+ 3,632,408 83,950,418 45,519,910 47,401,067 22,954 | 1,231,393,654 2,779,444,157
Burrillville Aa2 AAA NR 24,684,338 45,000,707 50,051,487 50,298,617 15,955 849,713,781 1,440,926,137
Central Falls Ba2 NR BBB 35,623,954 76,877,381 19,828,801 20,159,569 19,376 444,231,555 400,392,007
Charlestown Aa2 NR NR 3,040,325 14,055,054 27,184,408 26,442,304 7,827 456,444,781 2,310,582,454
Coventry Al NR AA 132,096,776 203,475,728 101,410,120 106,151,962 35,014 | 1,763,149,138 3,217,528,723
Cranston Al AA+ AA- 367,469,373 463,767,850 | 282,386,525 284,617,071 80,387 | 3,902,202,870 6,789,734,897
Cumberland Aa3 NR AA 65,874,675 159,069,173 94,596,729 94,549,715 33,506 | 2,055,367,324 3,457,627,615
East Greenwich Aal NR AA+ 34,570,652 110,097,817 64,553,685 64,937,979 13,146 | 1,123,664,826 2,295,007,887
East Providence A2 NR AA 50,975,676 175,173,669 157,126,101 146,532,869 47,037 | 2,152,826,793 3,824,830,967
Exeter NR NR NR 0 950,425 14,038,504 14,058,101 6,425 356,681,047 823,936,514
Foster NR NR NR 4,832,125 19,386,531 13,981,245 13,574,061 4,606 N/A 545,985,397
Glocester NR NR AA+ 6,993,427 36,862,421 27,828,156 27,039,766 9,746 535,020,314 926,453,714
Hopkinton Aa3 NR NR 2,289,184 13,349,809 24,480,856 24,796,789 8,188 438,445,878 852,674,706
Jamestown Aal NR NR 7,893,162 24,517,571 23,149,427 22,862,143 5,405 445,108,958 2,179,117,027
Johnston A3 NR AA- 231,992,614 293,891,394 108,058,725 106,861,374 28,769 | 1,528,855,845 2,264,511,642
Lincoln Aa2 AA NR 55,350,589 128,860,558 81,454,779 79,542,213 21,105 | 1,283,713,598 2,050,427,747
Little Compton NR NR NR 6,783,195 18,064,319 13,393,025 13,011,605 3,492 N/A 1,888,036,899
Middletown Aal NR NR 32,717,042 67,903,370 66,802,466 72,544,660 16,150 848,199,618 2,593,097,228
Narragansett Aa2 NR AA+ 63,213,103 89,739,825 59,530,281 59,599,076 15,868 | 1,047,294,863 4,506,548,896
New Shoreham NR NR AA 3,307,716 24,722,606 13,387,920 13,152,337 1,051 N/A 1,674,915,396
Newport NR NR AA+ 127,118,734 294,932,728 109,699,083 108,675,918 24,672 | 1,509,461,963 5,985,006,479
North Kingstown Aa2 NR AA+ 69,322,717 123,513,002 99,590,564 101,819,016 26,486 | 1,697,953,026 3,794,759,142
North Providence A2 NR AA- 43,342,895 110,658,528 99,464,236 100,348,443 32,078 | 1,623,692,693 2,160,222,000
North Smithfield Aa2 NR NR 19,204,973 55,967,189 42,777,128 41,609,120 11,967 756,081,663 1,508,659,420
Pawtucket A3 A+ A 241,600,615 513,651,099 217,171,660 | 226,480,543 71,148 | 2,560,427,934 3,448,728,766
Portsmouth Aa2 NR AAA 65,573,431 82,723,525 63,776,594 65,480,830 17,389 | 1,144,515,477 3,076,103,172
Providence Baal A- BBB 1,089,055,000 | 1,964,953,110 | 763,899,000 | 787,313,000 178,042 | 6,481,180,624 11,053,091,000
Richmond Aa3 NR NR 596,326 14,781,703 23,991,508 23,811,951 7,708 468,276,119 883,964,542
Scituate NR NR AA 2,914,006 9,859,244 35,059,352 34,885,091 10,329 720,397,186 1,541,787,480
Smithfield Aa2 NR AA 57,697,715 80,054,594 67,839,386 68,523,703 21,430 | 1,124,411,083 2,574,912,619
South Kingstown Aal NR NR 49,749,074 65,764,796 90,541,487 90,384,158 30,639 | 1,579,105,515 4,123,048,580
Tiverton Al AA NR 21,366,529 64,489,147 50,415,815 55,322,367 15,780 901,435,148 1,945,050,139
Warren Aa3 NR NR 5,520,228 32,439,664 26,668,079 27,955,343 10,611 611,158,608 1,157,254,861
Warwick Al NR AA- 387,338,603 538,408,626 303,190,264 | 313,493,806 82,672 | 4,488,281,568 8,954,268,641
West Greenwich NR NR AA+ 2,417,241 11,577,496 18,724,059 18,959,922 6,135 339,560,093 815,581,301
West Warwick Baa2 BBB NR 148,895,806 199,714,768 92,742,926 92,472,273 29,191 | 1,218,351,842 | 2,061,023,813 (a)
Westerly Aa3 NR AA 53,544,094 140,920,713 94,567,589 100,430,302 22,787 | 1,286,198,278 5,989,385,500
Woonsocket Ba3 BB+ NR 126,087,184 333,370,089 147,453,145 142,137,086 41,186 | 1,496,918,627 1,638,383,940
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Municipality — Other Debt and Pension Ratios

Other Debt Ratios Other Pensions Ratios
Overall Debt| Net Direct Moody's Debtto[ Net Direct| Governmenta s&p Net Pension Moody's
Obligor Name to Assessed Debt to Score Personal Debtto| | Funds DS to Score Liability to Score
Value Revenues Income Revenues Expenses Assessed Value

Barrington 1.11% 0.20x| Aaa 2.0% 20.1% 2.8% 1 1.4% Aa
Bristol Aa2 NR AA+ 2.89% 0.68x A 6.5% 68.0% 6.7% 3 0.1% Aaa
Burrillville Aa2 AAA NR 1.41% 0.34x Aa 2.4% 34.0% 5.1% 2 1.7% Aa
Central Falls Ba2 NR BBB 10.30% 0.75x A 9.3% 75.0% 12.3% 4 8.9% Baa
Charlestown Aa2 NR NR 0.48% 0.20x| Aaa 2.4% 20.0% 1.0% 1 0.1% Aaa
Coventry Al NR AA 2.22% 0.41x Aa 4.0% 40.9% 4.9% 2 4.1% A
Cranston Al AA+ AA- 1.42% 0.25x| Aaa 2.5% 25.3% 3.5% 1 5.4% Baa
Cumberland Aa3 NR AA 2.70% 0.50x Aa 4.5% 50.1% 6.2% 2 1.9% Aa
East Greenwich Aal NR AA+ 3.29% 0.80x A 6.7% 80.2% 9.4% 4 1.5% Aa
East Providence A2 NR AA 3.25% 0.27x| Aaa 5.8% 27.1% 3.6% 1 1.3% Aa
Exeter NR NR NR 0.12% 0.07x| Aaa 0.3% 6.8% 1.3% 1 0.0% Aaa
Foster NR NR NR 2.67% 0.01x| Aaa NA 0.6% 0.3% 1 0.9% Aaa
Glocester NR NR AA+ 3.22% 0.10x| Aaa 5.6% 9.7% 2.2% 1 0.8% Aaa
Hopkinton Aa3 NR NR 1.30% 0.07x| Aaa 2.5% 7.1% 1.1% 1 0.3% Aaa
Jamestown Aal NR NR 0.76% 0.36x Aa 3.7% 35.9% 4.6% 2 0.4% Aaa
Johnston A3 NR AA- 2.73% 0.23x| Aaa 4.0% 23.5% 3.1% 1 10.2% Baa
Lincoln Aa2 AA NR 3.59% 0.37x Aa 5.7% 37.0% 5.3% 2 2.7% A
Little Compton NR NR NR 0.60% 0.84x A NA 84.2% 7.0% 3 0.4% Aaa
Middletown Aal NR NR 1.36% 0.40x Aa 4.1% 39.7% 5.0% 2 1.3% Aa
Narragansett Aa2 NR AA+ 0.59% 0.38x Aa 2.5% 38.4% 4.5% 2 1.4% Aa
New Shoreham NR NR AA 1.28% 1.31x A NA 131.4% 15.5% 5 0.2% Aaa
Newport NR NR AA+ 2.80% 0.43x Aa 11.1% 42.7% 6.6% 2 2.1% Aa
North Kingstown Aa2 NR AA+ 1.43% 0.42x Aa 3.2% 42.2% 5.6% 2 1.8% Aa
North Providence A2 NR AA- 3.12% 0.16x| Aaa 4.1% 16.0% 4.2% 1 2.0% Aa
North Smithfield Aa2 NR NR 2.44% 0.71x A 4.9% 71.4% 8.2% 4 1.3% Aa
Pawtucket A3 A+ A 7.89% 0.28x| Aaa 10.6% 27.8% 2.3% 1 7.0% Baa
Portsmouth Aa2 NR AAA 0.56% 0.19x| Aaa 1.5% 19.3% 4.1% 1 2.1% Aa
Providence Baal A- BBB 7.92% 0.64x Aa 13.5% 64.4% 7.9% 3 9.9% Baa
Richmond Aa3 NR NR 1.60% 0.17x| Aaa 3.0% 16.5% 2.5% 1 0.1% Aaa
Scituate NR NR AA 0.45% 0.19x| Aaa 1.0% 19.1% 3.6% 1 0.2% Aaa
Smithfield Aa2 NR AA 0.87% 0.20x| Aaa 2.0% 20.4% 3.2% 1 2.2% A
South Kingstown Aal NR NR 0.39% 0.14x| Aaa 1.0% 13.8% 2.6% 1 1.2% Aa
Tiverton Al AA NR 2.22% 0.74x A 4.8% 74.2% 7.7% 3 1.1% Aa
Warren Aa3 NR NR 2.33% 0.51x Aa 4.4% 51.1% 5.6% 2 0.5% Aaa
Warwick Al NR AA- 1.69% 0.16x| Aaa 3.4% 16.1% 2.4% 1 4.3% A
West Greenwich NR NR AA+ 1.12% 0.32x| Aaa 2.7% 32.1% 3.0% 2 0.3% Aaa
West Warwick Baa2 BBB NR 2.47% 0.25x| Aaa 4.2% 25.0% 2.7% 1 7.2% Baa
Westerly Aa3 NR AA 1.46% 0.87x A 6.8% 86.8% 6.0% 3 0.9% Aaa
Woonsocket Ba3 BB+ NR 12.65% 1.11x A 13.8% 111.1% 13.2% 4 7.7% Baa
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SUMMARY OF FIRE DISTRICTS

FY15 Debt Service Payment**

FY15 Long-Term

Long-Term Approved  Debt as % of

Fire District Debt Limit Principal Interest Total Debt FY15*** Budget FY15 Budget*
Albion $50,000 N/A N/A $138,530 1,437,904 1,060,074 135.64%
Ashaway 3% of assessed 30,740 109,610 140,350 2,518,859 477,200 527.84%
Bonnet Shores None - - - N/A 275,486 N/A
Bradford <9% of assessed 19,992 7,608 27,600 67,972 119,656 56.81%
Buttonwoods 20,000 - - - N/A 105,179 N/A
Central Coventry 1/2 of annual budget 106,775 25,590 132,365 3,119,178 5,810,549 53.68%
Charlestown 5,000,000 N/A N/A 224,672 NR 753,471 UNK
Chepachet None 27,955 4,045 32,000 86,518 570,069 15.18%
Coventry 500,000 NR NR 169,000 464,896 2,810,800 16.54%
Cumberland 250,000 NR NR NR 1,389,457 1,610,950 86.25%
Cumberland Hill 25% of budget NR NR NR 2,137,739 2,015,700 106.05%
Dunn's Corners None N/A N/A 106,667 1,081,662 896,347 120.67%
Exeter 200,000 - - - N/A 1,231,196 N/A
Harmony 3% of assessed NR NR 19,874 158,993 616,552 25.79%
Harrisville None NR NR 87,448 2,160,817 1,440,341 150.02%
Hope Valley-Wyoming None NR NR 135,111 783,174 740,938 105.70%
Hopkins Hill 1,000,000 - - - N/A 1,115,650 N/A
Indian Lake Shores Value of taxed property - - - N/A 38,245 N/A
Kingston 970,000 NR NR 207,876 1,348,482 683,358 197.33%
Lime Rock 1,000,000 - - - N/A 2,332,147 N/A
Lonsdale 100,000 UNK UNK UNK UNK 617,260 UNK
Manville None - - - N/A 330,078 N/A
Misquamicut 100,000 - - - N/A 674,667 N/A
Nasonville 3% of assessed - - - N/A 499,730 N/A
North Cumberland None 50,305 8,516 58,821 1,118,168 1,784,143 62.67%
North Tiverton None 96,825 142,304 239,129 4,542,881 4,198,880 108.19%
Oakland-Mapleville 3% of assessed 10,976 25,718 36,694 512,533 458,089 111.89%
Pascoag 2,500,000 66,580 52,420 119,000 1,286,574 1,280,993 100.44%
Pojac Point 1,500 - - - N/A 75,000 N/A
Portsmouth Water & Fire |None 269,634 113,042 382,676 2,789,000 4,063,224 68.64%
Quinnville 125,000 - - - N/A 87,365 N/A
Quonochontaug Central ~ |1.5% of assessed 7,916 6,484 14,400 117,544 262,560 44.77%
Ricmond Carolina 1% of assessed 105,143 63,100 168,243 1,286,263 495,092 259.80%
Saylesville 2,000,000 71,181 41,152 112,333 678,338 731,033 92.79%
Shady Harbor 3% of assessed 4,750 6,252 11,002 123,500 156,705 78.81%
Shelter Harbor None - - - N/A 214,363 N/A
Stone Bridge 2,274,167 20,635 7,676 28,311 1,169,980 968,009 120.86%
Union 10,000,000 177,618 47,172 224,790 411,262 3,157,207 13.03%
Valley Falls 50% of previous year budget NR NR NR 1,033,866 1,793,239 57.65%
Watch Hill TAN limit of $100,000 31,496 50,464 81,960 948,224 1,032,644 91.82%
Weekapaug 75,000 - - - N/A 393,400 N/A
West Glocester 630,000 - - - N/A 409,436 N/A
Westerly 1% of assessed - - - N/A 1,296,720 N/A
Western Coventry 2,000,000 36,806 58,461 95,267 1,288,935 577,167 223.32%

* From Division of Municipal Finance: For "Tier" Classification purposes, Outstanding debt/FY15 annual budget ratio is used to determine if the outstanding

debt is greater than 3x the amount of the FY15 budget.

** Source: RI Division of Municipal Finance, based on FY15 RI Fire District Adopted Budget Survey (based on self-reported data)
*** Source: RI Division of Municipal Finance, FD-4 report; audit report
Cumberland, Cumberland Hill, North Cumberland and Valley Falls fire districts have since merged into a single Cumberland Fire District as of 7/1/2016
Central Coventry's long term liabilities include receivership claims of $2,806,014
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Other Special Districts

Governmental Activities

GO Debt
Moody's Fitch GO Bonds / Loans Payable | Capital Leases Total Service /Bond| Loans Debt |Lease Payments| Total Debt
Bonds Outstanding Debt Service (2016) (2016) Service (2016)
T Service(2016)

Special Districts
Bristol-Warren Regional SD Aa3 NR NR 20,400,000 0 0 20,400,000 3,176,216 0 0 3,176,216
Bristol Cnty Wtr Auth NR NR NR 15,188,776 7,121,692 0 22,310,468 2,876,757 606,113 0 3,482,870
Burrillville Hsg Auth NR NR A+
Chariho Regional School District Aa3 NR NR 17,904,000 1,009,160 27,467 18,940,627 na na na 1,298,445
Coventry Hsg Auth NR NR AA-
Cumberland Hsg Auth NR NR AA-
Exeter-West Greenwich Regional S.D. Al NR NR 700,000 4,340,000 398,685 5,438,685 205,231 528,550 198,179 931,960
Foster-Glocester School District Aa3 NR NR 0 41,725,000 0 41,725,000 0 5,083,298 0 5,083,298
Kent County Water Authority Aa3 NR AA- 14,495,000 0 0 14,495,000 2,149,800 0 0 2,149,800
North Providence Hsg Auth NR NR AA-
Pascoag Util Dist NR NR A- 1,033,000 0 0 1,033,000 76,555 0 0 76,555
Pawtucket Hsg Auth NR NR A+ 4,610,000 0 2,053,179 6,663,179 253,550 0 N/A 253,550
Providence Hsg Dev Corp NR NR AA- 9,635,000 0 10,322,040 19,957,040 1,138,844 0 1,046,565 2,185,409
Providence Pub Bldg Auth NR NR BBB- 306,682,004 0| 463,644,081 | 770,326,085 36,147,448 0 23,755,846 59,903,294
Providence Redev Agy NR NR BBB- Included in City of Providence tax-supported debt.
Providence Wtr Supply Brd NR NR AA- 78,174,019 0 0 78,174,019 6,448,718 0 0 6,448,718
Woonsocket Hsg Auth NR NR A+ 6,130,000 0 0 6,130,000 775,850 0 0 775,850
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Other Special Districts

Allocation of Narragansett Bay Commission Debt

NBC Debt NBC RIIB Debt
Outstanding Outstanding Total NBC Debt
6/30/16 6/30/16 Outstanding
242,820,000 385,089,111 627,909,111

Municipality % of Revenues

FY2016* NBC Debt  NBC RIIB Debt Total
Central Falls 4.20% 10,198,440 16,173,743 26,372,183
Cranston 0.19% 461,358 731,669 1,193,027
Cumberland 5.76% 13,986,432 22,181,133 36,167,565
East Providence 3.60% 8,741,520 13,863,208 22,604,728
Johnston 5.44% 13,209,408 20,948,848 34,158,256
Lincoln 5.69% 13,816,458 21,911,570 35,728,028
North Providence 8.18% 19,862,676 31,500,289 51,362,965
Pawtucket 18.04% 43,804,728 69,470,076 113,274,804
Providence 48.73% 118,326,186 187,653,924 305,980,110
Smithfield 0.09% 218,538 346,580 565,118
Other 0.08% 194,256 308,071 502,327
Total 100.00% 242,820,000 385,089,111 627,909,111

* From Narragansett Bay Commission
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State Reimbursements for School Building Projects (FY2017-FY2030)

State Housing Aid - Final Entitlements (Construction Entitlement + Interest Entitlement + Adjustments)

District 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Barrington $769,427 $437,589 $274,871 $184,089 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Bristol Warren $1,849,418 $2,771,695 $1,798,349 $1,671,471 $1,321,378 $1,213,466 $1,045,532 $1,045,244 $550,234 $550,843 $512,752 $304,499 $0 $0
Burrillville $1,147,803 $819,274 $487,405 $276,869 $263,526 $253,367 $240,175 $230,168 $220,161 $210,153 $0 $0 $0 $0
Central Falls $1,456,220 $1,400,018 $1,456,088 $598,695 $95,288 $96,400 $97,286 $97,953 $98,398 $103,062 $107,282 $0 $0 $0
Chariho $1,253,869 $1,369,807 $1,011,279 $876,493 $878,079 $878,079 $877,316 $878,841 $502,853 $502,766 $503,903 $297,937 $297,937 $299,075
Coventry $1,472,583 $1,365,535 $1,303,858 $1,275,730 $1,247,741 $1,285,244 $627,473 $308,344 $304,476 $296,720 $288,963 $281,207 $273,450 $265,177
Cranston $1,981,594 $2,444,765 $1,822,478 $1,665,915 $1,534,181 $1,504,873 $1,208,456 $1,200,754 $1,141,909 $900,497 $528,610 $533,577 $533,498 $276,890
Cumberland $2,631,835 $1,757,886 $1,462,344 $1,444,791 $1,431,631 $1,406,009 $1,406,577 $1,355,902 $1,269,339 $1,258,441 $904,157 $865,866 $0 $0
East Greenwich $1,766,751 $1,550,267 $1,418,560 $1,396,605 $1,367,767 $1,334,128 $1,330,652 $1,327,895 $1,248,566 $1,248,078 $1,248,565 $1,222,525 $1,207,337 $964,463
East Providence $1,949,162 $1,971,327 $1,711,025 $1,614,596 $1,361,697 $1,239,827 $1,335,494 $1,336,191 $1,107,419 $484,009 $484,595 $484,728 $485,625 $485,957
Bxeter-West Greenwich $610,137 $921,937 $283,259 $275,482 $267,248 $256,270 $247,578 $238,658 $136,271 $130,839 $125,407 $119,975 $114,407 $0
Foster $0 $28,673 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Foster-Glocester $3,304,866 $3,559,855 $3,429,962 $3,392,109 $2,597,664 $2,253,048 $2,136,812 $2,135,722 $1,643,093 $1,642,733 $1,643,432 $797,485 $796,707 $0
Glocester $24,903 $97,999 $21,217 $20,471 $19,725 $18,979 $18,383 $17,637 $16,891 $16,220 $15,549 $0 $0 $0
Jamestown $30,938 $104,308 $57,297 $67,792 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Johnston $355,058 $486,175 $343,729 $307,708 $243,323 $124,667 $161,469 $160,043 $89,555 $0 $0 $0 $0 $0
Lincoln $1,264,262 $970,475 $809,689 $747,240 $747,023 $746,985 $746,985 $745,485 $746,074 $746,081 $745,688 $0 $0 $0
Little Compton $349,009 $332,801 $330,472 $330,432 $330,495 $330,495 $332,029 $331,719 $331,098 $330,166 $330,554 $330,359 $330,127 $331,447
Middletown $318,188 $278,714 $210,978 $134,414 $82,529 $78,779 $74,954 $27,508 $0 $0 $0 $0 $0 $0
Narragansett $495,835 $685,421 $485,745 $485,745 $485,445 $485,895 $485,895 $486,855 $486,300 $486,750 $486,225 $486,225 $486,675 $0
New Shoreham $200,426 $200,600 $195,688 $195,892 $194,363 $194,246 $195,462 $191,931 $194,124 $34,182 $15,750 $15,750 $15,750 $15,750
Newport $1,456,244 $1,849,322 $1,486,588 $1,449,413 $1,402,461 $1,357,948 $1,021,808 $967,716 $939,225 $913,969 $888,713 $863,457 $831,887 $800,317
North Kingstown $1,165,823 $1,115,383 $1,020,136 $949,518 $909,493 $885,715 $855,728 $828,137 $806,477 $783,179 $767,271 $206,910 $200,640 $193,952
North Providence $997,175 $693,431 $565,142 $545,077 $521,496 $495,312 $512,064 $198,066 $0 $0 $0 $0 $0 $0
North Smithfield $1,058,258 $1,109,730 $1,114,699 $1,076,170 $1,079,769 $1,105,076 $1,022,555 $1,029,910 $1,033,679 $1,056,892 $856,713 $860,787 $0 $0
Pawtucket $2,185,121 $2,791,445 $2,928525 $2,828,919 $2,681,187 $2,612,352 $2557,171 $2,124,876 $2,061,667 $2,001,656 $1,795,333 $1,773374 $1,524,037 $1,159,779
Portsmouth $775,970 $866,515 $516,501 $365,089 $259,091 $192,244 $146,979 $141,101 $119,796 $114,669 $16,542 $16,065 $0 $0
Providence $24,871,033 $24,858,077 $23,248,070 $22,419,009 $20,591,393 $20,382,225 $20,065,795 $19,778,664 $17,411,499 $16,171,752 $16,180,917 $12,064,541 $1,906,977 $487,173
Scituate $140,872 $139,790 $136,979 $92,876 $92,951 $92,876 $93,296 $93,596 $93,600 $92,925 $92,100 $92,625 $92,925 $0
Smithfield $517,710 $825,738 $339,288 $291,749 $286,825 $281,620 $276,238 $253,344 $158,240 $154,179 $150,119 $146,058 $143,622 $141,084
South Kingstown $808,748 $850,643 $538,943 $524,836 $297,523 $144,350 $139,514 $122,036 $74,141 $64,295 $52,364 $35,478 $34,637 $33,797
Tiverton $822,208 $1,064,755 $904,893 $818,430 $815,234 $811,155 $808,400 $803,159 $800,944 $796,000 $738,013 $501,699 $264,146 $0
Warwick $1,250,607 $1,763,069 $1,344,323 $1,185,838 $1,136,321 $1,052,359 $867,729 $694,809 $610,614 $534,612 $512,856 $297,646 $294,577 $291,361
West Warwick $1,060,330 $1,218,514 $660,694 $646,770 $637,243 $582,479 $458,804 $93,047 $92,416 $93,019 $85,273 $85,928 $84,979 $85,316
Westerly $1,864,927 $1,845,053 $1,759,614 $1,734,074 $1,707,162 $1,683,775 $1,663,661 $1,643,919 $1,624,490 $936,199 $707,704 $518,140 $497,823 $476,962
Woonsocket $5,362,181 $5,145,070 $5,031,110 $5,014,887 $5,001,334 $4,945,310 $4,896,239 $4,570,001 $4,310,645 $4,310,646 $4,309,327 $4,310,102 $4,312,274 $4,311,266

Source: Rl Department of Elementary and Secondary Education
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Glossary of Terms

1.

10.

11.

12.

13.

14.

15.

Additional bonds test (ABT) — A provision typically included in a bond resolution or indenture that
established the terms under which any proposed new bonds can be issued. The terms specified are usually in
the form of meeting a pre-established debt service coverage level and compliance with other security features
of the transaction.

Amortization — The repayment schedule (in regular installments) over a period of time used to retire the
applicable debt.

Appropriation debt (pledge) - Debt secured by contractual agreements which, while not considered General
Obligations of the Issuer, are still subject to annual appropriation by the Issuer or an Obligated Party.

Avrbitrage - Simultaneous purchase and sale of an asset to profit from a difference in the price. It is a trade that
profits by exploiting the price differences of identical or similar financial instruments on different markets or
in different forms. For tax-exempt bonds, Issuers using tax-exempt proceeds are generally not able to keep
investment earnings in amount higher than the yield on the tax-exempt bonds. Negative arbitrage is the term
related to the difference between a lower investment yield on a refunding escrow compared to the yield on
tax-exempt refunding bonds. Higher negative arbitrage indicates a less efficient escrow.

Bond resolution — A legal document approved by the issuer that allows bonds to be issued and sold for a
specific purpose and defines the rights and responsibilities of each party to a bond contract -- the issuer and
the bondholder.

Call provisions - Allows the issuer to redeem and retire the bonds in advance of their stated maturity;
typically comes with a time window within which the bond can be called, with a specific price to be paid to
bondholders, and any accrued interest defined within the provision.

Capital lease - Contract entitling a renter to temporary use of an asset, and such a lease has economic
characteristics of asset ownership.

Conduit debt — Debt issued by a state or local governmental entity for the purpose of providing capital
financing for a specific third party that is not a part of the issuer's financial reporting entity; the government
issuer has no obligation for such debt beyond the resources provided by a lease or loan with the third party on
whose behalf they are issued.

Contingent debt or Contingency liability - Debt or liability that can become an obligation of the Issuer or
Obligated party, which is dependent on uncertain future developments.

Debt affordability - The willingness and ability of the Issuer to pay the debt service when due, taking into
account existing revenue and future resources and other issuer needs and constraints, as well as and the
capacity of the underlying population to afford the cost of borrowing

Debt capacity - Maintaining an ability to access the capital markets and borrow money within the
requirements set forth in an issuer’s bond resolution or indenture.

Debt service - The amount of money required to make principal and interest payments on outstanding debt
and loans.

Debt structure - The duration and timing of principal and interest payments; typically refers to characteristics
such as the maturity dates, the principal repayment terms and the call provisions.

Defeasance — When a borrower sets aside cash to pay off the bonds so that the outstanding debt and cash
offset each other on the balance sheet and do not need to be recorded.

Draw schedules - Detailed payment plan (often monthly) for funding a project.
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Enterprise debt - Municipal debt that is secured by fees charged in the exchange for goods services provided,
usually associated with public utilities, revenue generating recreation, transportation and other business
activities.

GARVEE - Grant Anticipation Revenue Vehicle; a security structure most often used in transportation
finance for which the revenue source is future expected Federal-aid reimbursements.

General obligation - Municipal bonds backed by the full faith and credit of the issuing jurisdiction rather than
the revenue from a given project; for government entities that have taxing power.

Gross Direct Debt - The sum of the total bonded debt and any short-term debt of the issuer. This debt
includes: (i) general obligation bonds; (ii) other obligations such as loan agreements secured by taxes; (iii)
capital lease obligations that are secured by lease rental or contract payments subject to appropriation; (iv)
special assessment obligations; and (v) any enterprise debt

Guaranteed debt - Debt which was guaranteed by an entity, to be paid if the issuer and/or obligated party
defaults due to insolvency or bankruptcy.

Guaranteed investment contracts (GICs) - Financial service company contracts that guarantee the owner
principal repayment and a fixed or floating interest rate for a predetermined period of time.

Interest rate swaps - An agreement between two counterparties in which one stream of future interest
payments is exchanged for another based on a specified principal or notional amount; usually involve the
exchange of a fixed interest rate for a floating rate, or vice versa.

Moral obligation debt - 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. There is no legal requirement to appropriate funds to make the payment.

Net tax supported debt - Long-term and short-term indebtedness payable from tax revenues less self-
supporting debt.

Net Direct debt - Gross direct debt less all self-supporting debt. Net Direct Debt excludes enterprise bonds
(water, sewer, solid waste and electric revenue bonds), where enterprise fund revenues cover debt service by
at least 1.0x for at least the last three fiscal years.

Obligated party - An entity that is responsible for the repayment of the bonds.

Official Statement - Discloses material information on a new issue including the purposes of the issue, how
the securities will be repaid, and the financial, economic and demographic characteristics of the State. It must
fully disclose all facts that would be of interest to potential investors evaluating the bonds; the ultimate
responsibility for the document rests with the Issuer or the Obligated party.

Original issue discount - Discount from par value at the time a bond is issued,; it is the difference between the
stated redemption price at maturity and the actual issue price.

Original issue premium — Premium from par value at the time a bond is issued; amount a bond is priced
higher than its par value at the time a bond is issued.

Other post-employment benefits (OPEB) - Retirement benefits other than pension; can include healthcare
benefits, insurance premiums, and deferred-compensation arrangements.

Overall Debt - Gross direct debt plus the issuer’s applicable share of the total debt of all overlapping
jurisdictions.

Overall Net Debt - Net direct debt plus the issuer’s applicable share of the net direct debt of all overlapping
jurisdictions. Excludes enterprise bonds (water, sewer, solid waste and electric revenue bonds), where
enterprise fund revenues cover debt service by at least 1.0x for at least the last three fiscal years.
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Overlapping debt - The issuer’s proportionate share of the debt of other local governmental units that either
overlap it (the issuer is located either wholly or partly within the geographic limits of the other units) or
underlie it (the other units are located within the geographic limits of the issuer).

Pooled bond program - Municipal bond offering in which a sponsor sells an issue of bonds with proceeds
used by two or more parties, usually municipalities or other tax-exempt organizations.

Private placements - Bonds that are not publicly offered and sold directly to qualified investors; i.e. bank
loans, bank funding agreements, direct investor purchase securities and master lease programs.

Quasi-public entities - Corporation in the public sector that is established by a higher-level unit of government
that has a public mandate to provide a given service.

Rate covenant - Legal commitment by a revenue bond issuer to maintain rates, fees, charges, etc. at levels
necessary to generate sufficient revenues to exceed projected debt service in order to provide “debt service
coverage”.

Ratings agency - Moody's Investors Service, Standard & Poor's (S&P) and Fitch Ratings are the three most
prominent national agencies that provide credit ratings for municipal bonds.

Refunding — Process of retiring or redeeming an outstanding bond issue at maturity by using the proceeds
from a new debt issue with the objective of ensuring significant reduction in interest expense for the issuer.

Revenue bonds - Debt service is payable solely from the revenues derived from; a dedicated revenue source,
operating businesses or the facilities acquired or constructed with proceeds of the bonds, or under a loan or
financing agreement.

Self-supporting debt - Bonds that have dedicated non-tax revenues sufficient to fully repay the required debt
service amounts.

Sinking fund - Fund formed by periodically setting aside money for the gradual repayment of a debt; a means
of repaying funds borrowed through a bond issue through periodic payments to a bond trustee who retires part
of the issue by redeeming the bonds.

Special district - A political subdivision established to provide a single public service (as water supply or fire
services) within a specific geographic area.

State revolving loan fund - A fund administered by a state or state agency for the purpose of providing low-
interest loans, usually for investments in water and sanitation infrastructure.

Takedown - The price at which underwriters obtain securities to be offered to the public usually calculated on
a dollar per bond basis and fluctuates with the size of a transaction.

True interest cost (TIC) - The actual cost of issuing a bond, expressed as yield percentage, including
underwriting fees and costs, as well as factors related to the time value of money.

Trust Indenture - An agreement in the bond contract made between a bond issuer and a trustee that represents
the bondholder's interests by highlighting the rules and responsibilities that each party must adhere to.

Unfunded actuarial accrued liability (UAAL) - The amount of retirement that is owed to pension participants
in future years that exceed current assets and their projected growth; the difference between the actuarial
values of assets (AVA) and the actuarial accrued liabilities (AAL) of a plan.

Variable rate debt - Any type of debt instrument that does not have a fixed rate of interest over the life of the
instrument.

Weighted average maturity - weighted average amount of time until the debt matures; a reflection of the
rapidity with which the principal of an issue is expected to be paid.
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