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Supplement to the February 2019 State Debt Affordability Study

This supplement, dated February 5, 2020, to the February 2019 State Debt Affordability Study updates
unrestricted revenues available for the fiscal year ending August 31, 2018 per Table 11 of the
Comptroller of Public Accounts’ 2018 Annual Cash Report as well as updates the Constitutional Debt
Limit (CDL). On January 24, 2020, the Comptroller of Public Accounts published a revised
unrestricted general revenue (UGR) figure for fiscal year 2018. Because UGR impacts the CDL
calculation, the following text and figures have been updated in this report as stated below.

The paragraph in the Executive Summary on page iii, regarding the Constitutional Debt Limit
calculation, is replaced with the following text:

As of August 31, 2018, the Constitutional Debt Limit (CDL) was 1.34 percent for outstanding
debt and 2.21 percent for outstanding and authorized but unissued debt. This is a 6.0 percent
decrease from the 2.35 percent calculated for fiscal year 2017.

The bullet point in both the Executive Summary on page iv and Chapter 4 on page 18, regarding the
additional not self-supporting debt capacity as of fiscal year-end 2018, is replaced with the following
text:

e Atfiscal year-end 2018, BRB staff estimated that approximately $17.00 billion in additional
NSS debt capacity was available before reaching the Constitutional Debt Limit (CDL).

The sentence in Chapter 2 on page 7, regarding the growth rate of unrestricted general revenue over
the past 10 years, is replaced with the following text:

The state’s unrestricted general revenue (UGR) increased from $34.71 billion in fiscal year
2009 to $56.73 billion in fiscal year 2018, an increase of 63.4 percent over the 10-year period.

The paragraph in Chapter 2 on page 10, regarding the Constitutional Debt Limit calculation, is
replaced with the following text:

The Constitutional Debt Limit

As of August 31, 2018, the Constitutional Debt Limit (CDL) remained below the maximum
of 5 percent with 1.34 percent calculated for not self-supporting (NSS) debt outstanding and
2.21 percent calculated for both outstanding and authorized but unissued NSS debt. The CDL
declined 6.0 percent from the 2.35 percent for both outstanding and authorized but unissued
debt calculated for fiscal year 2017. (See Appendix D for more discussion regarding the CDL.)

Supplement to the February 2019 State Debt Affordability Study

February 5, 2020



Supplement to the February 2019 State Debt Affordability Study

Figure 2.7 and subsequent text on page 11, regarding the Constitutional Debt Limit calculation, is
replaced with the following figure and text:

Figure 2.7
Unrestricted General Revenue and Constitutional Debt Limit for Fiscal Years 2009-
2018
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Source: Texas Bond Review Board.

The two curves at the top of Figure 2.7 show the state’s UGR (brown curve) and the three-
year moving average for UGR (green curve) used to calculate the CDL. (Note that the scale
for those curves is on the left side of the graph.)

The red curve in the middle of Figure 2.7 shows the maximum amount of UGR available for
debt service under the CDL, i.e., 5 percent of the moving average of the UGR. The blue curve
at the bottom shows debt service for outstanding and authorized but unissued NSS debt.
(Note that the scale for those curves is on the right side of the graph.) The white space between
the red and blue curves represents available NSS debt service capacity under the CDL.

During the 10-year period from fiscal year 2009 to fiscal year 2018, UGR increased by 63.4
percent from $34.71 billion to $56.73 billion. The projected debt service for outstanding and
authorized but unissued NSS debt decreased by 19.9 percent from $1.47 billion in fiscal year
2009 to $1.18 billion in fiscal year 2018.
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The paragraph in Appendix D on page 29, regarding the Constitutional Debt Limit calculation, is
replaced with the following text:

The Constitutional Debt Limit (CDL) is expressed as a percentage of debt service to the three-
year average of UGR funds. As of August 31, 2018, the CDL percentage remained below the
maximum of 5 percent with 1.34 percent calculated for not self-supporting (NSS) debt
outstanding and 2.21 percent calculated for both outstanding and authorized but unissued
debt, a 6.0 percent decline from the 2.35 percent calculated for fiscal year 2017.

The sentence in Appendix D on page 30 as well as Figure D1, regarding the Constitutional Debt Limit
as a percentage of unrestricted general revenue, is replaced with the following text and figure:

Fignure D1 shows the CDL percentages for fiscal years 2004-2018. For fiscal year 2018, the
CDL percentage was 1.34 for issued debt and 2.21 for issued and authorized but unissued

debt.
Figure D1
Constitutional Debt Limit as a Percentage of Unrestricted General Revenue
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Totals may not sum due to rounding.
Source: Texas Bond Review Board.

The paragraph in Appendix D on page 31 as well as Figure D2, regarding unrestricted general revenue,
is replaced with the following text and figure:

Unrestricted General Revenue
UGR is the net amount of general revenue remaining after deducting all constitutional
allocations and other restricted revenue from total general revenue. The UGR figure can be
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found in Table 11 in the Comptroller’s Annual Cash Report. The average UGR was $53.19
billion for fiscal years 2016-2018 (Figure D2). Thus, the maximum amount available for debt
service is 5 percent of $53.19 billion, or $2.66 billion.

Figure D2
Unrestricted General Revenue (thousands)

Unrestricted General Revenue (amounts in thousands)
General Revenue Available After Constitutional Dedications (Year Ending 8/31/16) $ 50,619,001
General Revenue Available After Constitutional Dedications (Year Ending 8/31/17) 52,225,394
General Revenue Available After Constitutional Dedications (Year Ending 8/31/18) 56,729,502
Average Amount of Unrestricted General Revenue Available for the Three Preceding Fiscal Years $ 53,191,299

Source: Texas Bond Review Board and Comptroller of Public Accounts.

The sentence in Appendix D on page 32, regarding the Constitutional Debt Limit calculation, is
replaced with the following text:

As of August 31, 2018, debt service for issued debt will require 1.34 percent of the average of
UGR for the prior three fiscal years (see Figure D5).

The sentence in Appendix D on page 33, regarding the Constitutional Debt Limit calculation, is
replaced with the following text:

Completing the CDL Calcnlation

For fiscal 2018, the CDL for both debt classifications was computed by adding the 1.34
percent computed for debt service on outstanding debt plus the 0.87 percent computed for
debt service on authorized but unissued debt to obtain the total of 2.21 percent.

The paragraph in Appendix D on page 33, regarding the additional debt capacity under the
Constitutional Debt Limit, is replaced with the following text:

Additional Debt Capacity under the CDL

At fiscal year-end 2018, BRB staff estimated that approximately $17.00 billion in additional
debt capacity was available before reaching the CDL. This figure accounts for the $767.7
million of revenue bonds authorized by the 84 ILegislature, 2015, for the Texas Facilities
Commission, of which $705.7 million remained unissued as of fiscal year-end 2018. Because
the interest rate for authorized but unissued debt is conservatively assumed to be 6 percent
over a 20-year period, debt issuance has historically increased debt capacity under the CDL.
Staff thus expects the CDL capacity for authorized but unissued debt to increase slightly with
the issuance of authorized debt.
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Figure D5 on page 34, regarding the Constitutional Debt Limit calculation, is replaced with the
following figure:

Figure D5

Constitutional Debt Limit Calculation
Constitutional Debt Limit - Article ITI Section 49-j

Based on Estimated Debt Outstanding as of 8/31/18

(All figures are thousands, except percentages.)

Percentage

Maximum Annual Debt Service on Outstanding Debt! Authorized Debt Debt Service of UGR

Debt Service on Bonds Payable from the General Revenue Fund *
General Obligation Bonds (Not Self-Supporting)
(10 percent of EDAP Considered Self-Supporting)
Non-General Obligation Bonds (Not Self-Supporting)

$691,760
(2,916)
14,972
$703,816

Debt Service on Commercial Paper Payable from the General Revenue Fund

TPFA MLPP Commercial Paper ($33.65 million MLPP outstanding) ** $9,818

Lease-Purchase Payments Greater than $250,000 Payable from the General Revenue Fund

$713,634 1.34%

Total Debt Service on Outstanding Debt Payable from the General Revenue Fund

Authorized but Unissued Debt
TTC Prop 12 General Obligation Bonds (Not Self-Supporting) -
General Obligation Bonds (Not Self-Supporting) excluding TTC Prop 12 $1,753,819
(10 percent of EDAP Considered Self-Supporting) (5,349)
Non-General Obligation Bonds (Not Self-Supporting) excluding MLPP 826,551
Total Authorized but Unissued Bonds Payable from the General Revenue Fund $2,575,021
Estimated Debt Service on Authorized but Unissued Bonds Payable from the General Revenue Fund *#* $224. 502

Estimated Debt Service on HEF Bonds Payable from the General Revenue Fund $192,434

Amount of Authorized but Unissued MLPP Commercial Paper $116,350

Estimated Debt Service on MLLPP Commercial Paper **¥* $44,601

$461,537 0.87%)

Total Debt Setvice on Authorized but Unissued Debt Payable from the General Revenue Fund

Debt Setvice on Outstanding and Authorized but Unissued Debt $1,175,171 2.21%

Unrestricted General Revenue

General Revenue Available After Constitutional Dedications (Year Ending 8/31/16) $50,619,001
General Revenue Available After Constitutional Dedications (Year Ending 8/31/17) 52,225,394
General Revenue Available After Constitutional Dedications (Year Ending 8/31/18) 56,729,502

Average Amount of Unrestricted General Revenue Available for the Three Preceding Fiscal Years $53,191,299

Debt Limit Percentages
Debt Service on Outstanding Debt as a Percentage of Unrestricted General Revenue

Debt Service on Authorized but Unissued Debt as a Percentage of Unrestricted General Revenue

Debt Service on Outstanding and Authorized but Unissued Debt as a Percentage of General Revenue After

Constitutional Dedications (The Constitutional Debt Limit) - May Not Sum Due to Rounding 2.21

Notes:
! Debt service is based on maximum annual debt service payable from general revenue.
*  The maximum amount occurs in fiscal year 2019.
** Amortization provided by TPFA.
*f+ Estimated debt service assumes 20 year, level debt service financing at 6 percent.

Rix Interest rate of 5 percent provided by TPFA.
Source: Texas Bond Review Board and Comptroller of Public Accounts.
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Executive Summary

The 80" Legislature, 2007, passed Senate Bill 1332 that amended the Texas Government Code,
Chapter 1231 to require the Texas Bond Review Board (BRB), in consultation with the Legislative
Budget Board, to prepare annually the state’s Debt Affordability Study (DAS).

The DAS Debt Capacity Model (DCM) assesses the impact on general revenue of the state’s annual
debt service requirements for current and projected levels of not self-supporting (NSS) debt over
the next five years. Credit rating agencies examine variations of these debt capacity measures to
assess the state’s debt burden, a key factor affecting the state’s credit rating and capacity for debt
issuance.

State Debt Outstanding and the Constitutional Debt Limit

At the end of fiscal year 2018, Texas had $56.83 billion in total debt outstanding. Of this amount,
$6.97 billion (12.3 percent) was NSS debt and $49.86 billion (87.7 percent) was self-supporting. The
state’s total NSS debt outstanding has increased 126.3 percent from $3.08 billion in fiscal year 2009,
a compound annual growth rate of 8.51 percent.

As of August 31, 2018, the Constitutional Debt Limit (CDL) was 1.34 percent for outstanding debt
and 2.21 percent for outstanding and authorized but unissued debt. This is a 6.0 percent decrease
from the 2.35 percent calculated for fiscal year 2017.

Assumptions for the Debt Capacity Model
The DCM contains assumptions for the fiscal years under review, 2019-2023, including:
e Estimates of unrestricted general revenue (UGR)
e Estimates of NSS debt issuance
e Estimates of appropriations for Special Debt Commitments - (Tuition Revenue Bonds
(TRBs) for higher education, and Instructional Facilities Allotment (IFA), Existing Debt
Allotment (EDA) and the Additional State Aid for Homestead Exemption for Facilities
(ASAHE - Facilities) for public education)

e Estimates of Texas’ future population and total personal income

Ratios Used in the Debt Capacity Model
The DCM uses five ratio calculations to assess the impact of the state’s annual debt service
requirements paid from general revenue for current and projected levels of NSS debt over the next
five years. A summary of each ratio follows:

e Ratio 1: Not Self-Supporting Debt Service as a Percentage of Unrestricted General Revenue
measures the impact of debt service on the rolling three-year average of UGR. Because NSS
debt service as a percentage of UGR has historically been below 2 percent, Ratio 1 has a
target of 2 percent, a cap at 3 percent and a maximum of 5 percent. Ratio 1 resembles the
CDL but is only a guideline while the CDL is a legal limit set by the state’s constitution. (See
Appendix D for a discussion of the CDL.) Ratio 1 is calculated two ways: 1) using only NSS
debt service and 2) using NSS debt service plus Special Debt Commitments to show the
latter’s impact on the state’s debt capacity. (See Chapters 1 and 3 and Appendix C.)

e Ratio 2: Not Self-Supporting Debt Service as a Percentage of Budgeted General Revenue

measures the debt service as a ratio to the budgeted general revenue for fiscal year 2019
based on the 2018-19 General Appropriations Act (GAA) Senate Bill 1 from the 85"
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Legislature, 2017, and for fiscal years 2020 and 2021 budgeted general revenue figures
introduced in the house version of the 2020-21 GAA (House Bill 1) from the 86"
Legislature, 2019. This ratio is generally more restrictive because it does not use a rolling
three-year average.

Ratio 3: Not Self-Supporting Debt as a Percentage of Personal Income is an indicator of the
state’s ability to repay debt obligations by transforming personal income into revenue
through taxation.

Ratio 4: Not Self-Supporting Debt per Capita measures the dollar amount of debt per
person.

Ratio 5: Rate of Debt Retirement is the rate at which outstanding long-term debt is retired
and measures the extent to which new debt capacity is created for future debt issuance.

Major Findings

With moderate economic growth expected over the next five years, the state’s General
Revenue Fund is generally expected to increase for fiscal years 2019-2023. Assuming
projected NSS debt issuance of $2.56 billion over the next five fiscal years, Ratio 1 remains
below the target of 2 percent. Assuming revenues available for NSS debt service average
$4.50 billion less per year than originally forecast, the ratio still remains below the 2 percent
target.

Including Special Debt Commitments (Tuition Revenue Bonds (TRBs) for higher education,
and the Instructional Facilities Allotment (IFA), Existing Debt Allotment (EDA) and the
Additional State Aid for Homestead Exemption for Facilities (ASAHE — Facilities) for
public education) and NSS debt, total debt service expected to be paid from general revenue
appropriations exceeds Ratio 1’s cap of 3 percent for fiscal years 2019 and 2020 only but
remains below the 5 percent maximum for fiscal years 2019-2023. (See Figure 1.2, Chapter 3,
Figure 4.1 and Appendix C.)

Special Debt Commitments are projected to account for more than half of the total debt
service expected to be paid from general revenue appropriations for fiscal years 2019-2023.
For fiscal years 2019-2023, NSS debt service plus debt service for Special Debt
Commitments are projected to peak in fiscal 2022. (See Figure 4.1.)

At fiscal year-end 2018, BRB staff estimated that approximately $17.00 billion in additional
NSS debt capacity was available before reaching the Constitutional Debt Limit (CDL).

NSS debt as a percentage of personal income and debt per capita are expected to be better
than rating agency benchmarks through fiscal 2023.

The rates of debt retirement for NSS debt outstanding for the five and 10-year periods meet
the rating agency benchmarks.

Ratio 1 remains below the 2 percent target after a one-time hypothetical debt issuance of $1
billion in addition to the $2.56 billion of NSS debt expected to be issued over the next five
fiscal years.

Assuming $2.56 billion of projected NSS debt issuance coupled with scheduled retirements
of $1.88 billion over the next five fiscal years, Texas is expected to have exhausted almost all
its authorized but unissued NSS debt by fiscal year 2023.

Debt Affordability Study — February 2019 iv Executive Summary



Table of Contents

EXECULIVE SUMMATY .ottt 1
CautioNALY STALEMENLS ....cvviriirerciiiiiteie ettt sttt sttt sa b sensenes X
Chapter 1 - Summary of ReSUILS .....c.couviviviiiiiiiiiccccc e 1
Chapter 2 - Current Debt Position of the State ..., 6
Chapter 3 - Debt Ratios in the Debt Capacity Model..........ccccoviiiviiiiiiniciiiiciiiicnn, 12
Chapter 4 - CONCIUSION ...uiiiiiiiiriiiiiiii e 18
Appendix A - Methodology and the Debt Capacity Model.........ccccoovviiiviniiinniiiirinnen, 20
Appendix B - Debt Capacity — Ratio ANalysis........ccovieiiiieiiiniiciiiicriieesceessenes 22
Appendix C - Special Debt Commitments — TRBs, EDA and IFA .......cccccoooiiiinnnnne 25
Appendix D - Constitutional Debt LIMit.......cccccoieuiiiieiiiiiniciiiceiieeiceesseesssenens 29
Appendix E - State Debt Overview and Debt Outstanding .........cccccvvvevivnicviniccinincnen, 35
Appendix F - Texas Debt Compared to Other States.......ccovvivivininininiiiiciiccccceeeene 39
Appendix G - Investment Grade Credit Ratings .......ccccceuvvviieiiiniiciiiiniciriiceicceicenens 43
Appendix H - State Pension LIabilities .......ccccviviieiiiiiiciiiiiciiieeiceeice e 47
APPENIX I - GLOSSALY ..o 50

Debt Affordability Study — February 2019 v Table of Contents



Figures

Figure 1.1: Debt Service Commitments as a Percentage of Unrestricted

General REVENUE ..o 2
Figure 1.2: Summary of Ratios 1-5 ..o 5
Figure 2.1: Debt Type and EXamples........ccviiiiiiciiiiiiiiiciieesiieessiseeneieens 6
Figure 2.2: Current Debt Outstanding (thousands) .........ccccccvviciiinicinniciinc, 7
Figure 2.3: Texas Debt Outstanding: General Obligation and Revenue for

Fiscal Years 2009-2018 ......cccoiviiiiiiniiiiiiiiiiieccecenccescseenns 7
Figure 2.4: Texas Debt Outstanding: Self-Supporting and Not Self-Supporting

for Fiscal Years 2009-2018........cccoviiiiniiiiiiniiiiniicsieesseeennne 8
Figure 2.5: Texas Debt Service on Outstanding Debt as of August 31, 2018 .............. 9
Figure 2.6: NSS Debt Issuance Projections for Fiscal Years 2019-2023

($2.56 DIlION) oot 10
Figure 2.7: Unrestricted General Revenue and Constitutional Debt Limit for

Fiscal Years 2009-2018........ccciiiiiiiiiiiiiiiniiccsicisicsssssessans 11
Figure 3.1: Ratio 1: Not Self-Supporting Debt Service as a Percentage of

Unrestricted General Revenue for Fiscal Years 2019-2023....................... 13
Figure 3.2: Debt Service Commitments as a Percentage of Unrestricted

General REVENUE ... 13
Figure 3.3: Ratio 2: Not Self-Supporting Debt Service as a Percentage of

Budgeted General Revenue for Fiscal Years 2009-2021 ........cccccceviueunnnes 15
Figure 3.4: Ratio 3: Not Self-Supporting Debt as a Percentage of Personal

Income for Fiscal Years 2019-2023.......c.cccooviiiiinniiiiicccncceans 15
Figure 3.5: Ratio 4: Not Self-Supporting Debt per Capita for

Fiscal Years 2019-2023 ... sssssans 16
Figure 3.6: Ratio 5: Rate of Debt Retirement in 5 and 10 Years for

Not Self-Supporting and Self-Supporting Debt ... 17
Figure 4.1: Summary of Ratios 1-5 ... 19

Debt Affordability Study — February 2019 vi Table of Contents



Figure Al: Percentage Growth Rates of Economic Factors Used in the

Debt Capacity MOdel......c.coiiiiiiiiiiiiiciiniiccicccceeeenens 20
Figure B1: Ratio 1: Not Self-Supporting Debt Service as a Percentage of

Unrestricted General Revenue for Fiscal Years 2019-2023...........ccc.ce..ee. 22
Figure B2: Impact of Additional Debt on Ratio T........ccccoiiiiiiiinniniinne, 23
Figure B3: Ratio 3: Not Self-Supporting Debt as a Percentage of

Personal Income for Fiscal Years 2019-2023.......ccccccccvvvvvnninninnninccnn. 24
Figure B4: Ratio 4: Not Self-Supporting Debt per Capita for

Fiscal Years 2019-2023 ... sssesans 24
Figure C1: Annual Projected Debt Appropriation Payments for Special Debt

Commitments for Fiscal Years 2019-2023 .......cccovviiiiiiiiiiccininne, 27
Figure C2: Impact of Special Debt Commitments on Ratio 1 for

Fiscal Years 2019-2023........ccccviiiiiiiiiiiiniciiciciiccissssssesenans 28
Figure D1: Constitutional Debt Limit as a Percentage of Unrestricted

General REVENUE ... 30
Figure D2: Unrestricted Genera Revenue (thousands)........cecevvvvnnincncccccccccenenes 31
Figure D3: Not Self-Supporting Debt Service Requirements of Texas

State Debt by Fiscal Year (thousands) ........ccccccceveeeeeeennnnnnnnncenee 32
Figure D4: Authorized but Unissued Not Self-Supporting Debt.........ccccvuviiiirinannne. 33
Figure D5: Constitutional Debt Limit Calculation .........covveviiiiicccceceeeiene 34
Figure E1: State Debt ISSUCTS ... 35
Figure E2: State Debt Outstanding, as of August 31, 2018 (thousands).........ccc.cuucee. 38
Figure F1: Comparison of Highly Rated States and Debt Affordability

Usage, as of January 2019.......cccoiiiiiiiiininiiiiienccneeeeniens 39
Figure F2: State Debt: Texas Compared to the Ten Most Populous States, 2018.....40
Figure F3: Selected Debt Measures by State ..., 41
Figure F4: Total State and Local Debt Outstanding..........ccoevievviniceirinicienincennn, 42

Debt Affordability Study — February 2019 vil Table of Contents



Figure G1: Investment Grade Bond Ratings by Rating Agencies........cccoeuvvuviriniinnee. 43

Figure G2: Factors Affecting State General Obligation Bond Ratings.........c.ccccuceuce. 44
Figure G3: Changes in Texas’ GO Bond Ratings for Calendar Years 1961
tO CULLENL oottt 46

Debt Affordability Study — February 2019 viii Table of Contents



Cautionary Statements

Chapter 1231 of the Texas Government Code directs the Bond Review Board (BRB) to annually
prepare a study regarding the state’s current debt burden. The report must analyze the amount of
additional not self-supporting debt the state can accommodate. It must include analysis which may
serve as a guideline for debt authorizations and debt-service appropriations by including ratios of such
debt to personal income, population, budgeted and expended general revenue, as well as the rate of
debt retirement and a target and limit ratio for not self-supporting debt service as a percentage of
unrestricted general revenues. BRB shall deliver the report to the Governor, Lieutenant Governor,
Comptroller of Public Accounts, Senate Committee on Finance and House Appropriations
Committee. This report is intended to satisfy these Chapter 1231 duties.

The data in this report and on the BRB’s website is compiled from information reported to the BRB
from various sources and has not been independently verified. The reported debt data of state agencies
may vary from actual debt outstanding, and the variance for a specific issuer could be substantial.

State debt data compiled does not include all installment purchase obligations, but certain lease-
purchase obligations are included. In addition, SECO LoanSTAR Revolving Loan Program and
certain other revolving loan program debt and privately-placed loans are not included. Outstanding
debt excludes debt for which sufficient funds have been escrowed to retire the debt either from
proceeds of refunding debt or from other sources.

Future revenues, population and personal income information of the state are derived from third-
party estimates. They are inherently subject to various known and unknown risks and uncertainties,
including the possible invalidity of underlying assumptions and estimates; possible changes or
developments in social, economic, business, industry, market, legal, and regulatory circumstances and
conditions; extreme weather events; and actions taken or omitted to be taken by third parties, including
consumers, taxpayers, and legislative, judicial, and other governmental authorities and officials, all of
which are beyond the control of the BRB. Future debt issuance is based on estimates supplied by each
issuing agency. Future debt service on variable rate, commercial paper, and other short-term and
demand debt is estimated on the basis of interest rate and refinancing assumptions described in the
report. Actual future issuance and debt service could be affected by changes in agency financing
decisions, prevailing interest rates, market conditions, and other factors that cannot be predicted.
Consequently, actual future data could differ from estimates included in this report, and the difference
could be substantial. The BRB assumes no obligation to update any such estimate of future data.

Historical data and trends presented are not intended to predict future events or continuing trends,
and no representation is made that past experience will continue in the future.

This report is intended to meet Chapter 1231 requirements and inform the state leadership and the
Legislature to provide a guideline for state debt authorizations and debt-service appropriations. This
report is not intended to inform investors in making a decision to buy, hold, or sell any securities, nor
may it be relied upon as such. Data is provided as of the date indicated and may not reflect debt, debt
service, population or other data as of any subsequent date. This data may have changed from the date
as of which it is provided. For more detailed or more current information, see the issuers’ websites or
their filings at Electronic Municipal Market Access (EMMA®). The BRB does not control or make
any representation regarding the accuracy, completeness or currency of any such site, and no
referenced site is incorporated herein by that reference or otherwise.
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Chapter 1 - Summary of Results

Background

The 80" Legislature, 2007, passed Senate Bill 1332 that amended the Texas Government Code,
Chapter 1231 to require the Texas Bond Review Board (BRB), in consultation with the Legislative
Budget Board, to prepare annually the state’s Debt Affordability Study (DAS).

As defined in this study, debt affordability is the determination of the state’s capacity for additional
not self-supporting (NSS) debt, i.e., debt funded from unrestricted general revenues that has a direct
impact on state finances. Debt affordability provides an integrated approach that helps manage and
prioritize state debt by analyzing data on historical, current and projected uses of NSS debt in
conjunction with the financial and economic resources of the state and its capital needs.

Debt service for NSS debt depends solely on legislative appropriations from the state’s general
revenue fund and draws upon the same sources otherwise used to finance the operation of state
government. The DAS Debt Capacity Model (DCM) provides financial data policymakers can use to
review the impact of various strategies for NSS debt to determine acceptable levels of annual debt
service and prioritize the state’s available revenues to meet its priority needs.

The DCM uses five ratio calculations to assess the impact on general revenue of the state’s annual
debt service requirements for current and projected levels of NSS debt over the next five years.
Credit rating agencies examine variations of these debt capacity measures to assess the state’s debt
burden, a key factor affecting the state’s credit rating and capacity for debt issuance. The DAS DCM
does not take into account the state’s pension liabilities or other post-employment benefit
obligations.

The DAS DCM does not consider the state’s pension liabilities. While pension liabilities are not the
focus of this report, the BRB has included a brief discussion of state pension liabilities into this
year’s debt affordability study. The BRB believes that the state’s pension liabilities are significant
enough to be considered along with traditional debt for a better understanding of state debt. See
Appendix H for a summary of the state’s pension liabilities.

Summary of Results

This study is based on the $6.97 billion of NSS debt outstanding as of August 31, 2018, and an
estimated $2.56 billion in authorized and projected NSS debt that is expected to be issued between
fiscal year 2019 and fiscal year 2023 for the following transactions:

e $1.08 billion in General Obligation (GO) debt, related to Proposition 15 for cancer research
(Texas Public Finance Authority (TPFA));

e §$1.23 billion in GO and revenue debt for capital projects for certain state agencies (TPFA),
including $46.0 million of Proposition 4 authorization from the November 2007 General
Election and $705.7 million of debt authorized by the 84" Legislature, 2015, for phase one
of the Texas Facilities Commission (TFC) Capital Complex and North Austin Complex
projects, and a projected $474.9 million for phase two of the TFC projects (TPFA);

e $196.9 million in GO bonds for the Higher Education Assistance Fund; and

e §$53.5 million in GO bonds for the Texas Water Development Board’s (TWDB)
Economically Distressed Areas Program.
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In November 2011, voters approved Proposition 2 which enables the TWDB to issue additional
debt for its Development Fund II Program in an amount not to exceed $6 billion of debt
outstanding at any time. Legislative action is required for the issuance of NSS debt under this
authorization. See Appendix B for an analysis of the debt ratios if a hypothetical §1 billion is issued
in addition to the $2.56 billion in new NSS debt issuances currently projected for fiscal years 2019-
2023. See Figure E2 in Appendix E for detail on the state’s debt outstanding as of August 31, 2018.

With moderate economic growth expected over the next five years, the General Revenue Fund is
generally projected to increase at an average growth rate of 2.7 percent. Additionally, the February
2019 DAS estimates a decrease of 9.4 percent ($264.9 million) in total NSS debt to be issued during
fiscal years 2019-2023, including authorized and unauthorized amounts, compared to the $2.83
billion estimated for fiscal years 2018-2022 in last year’s DAS. The decrease in projected debt is
mainly due to the issuance of CP in the amount of $222.2 million by TPFA for cancer research.

The following explains the ratios used in the DAS. The table below shows the results of the study.

Ratio 1: Not Self-Supporting Debt Service as a Percentage of Unrestricted General Revenue

Ratio 1 is calculated by dividing future debt service by the rolling three-year average of unrestricted
general revenue (UGR). Chapter 1231 of the Texas Government Code requires the DAS to include
a target and cap for Ratio 1, both of which can be adjusted as requested or as directed by the BRB
or Legislative Budget Board. Since Texas has historically appropriated less than 2 percent of its
UGR for NSS debt service, the analysis of Ratio 1 utilizes 2 percent as the target ratio, 3 percent as
the cap ratio and a maximum of 5 percent. UGR projections are provided by the Legislative Budget
Board. (Ratio 1 should not be confused with the Constitutional Debt Limit (CDL) calculation. See
Appendix D for further discussion of the CDL.)

Ratio 1 can be used to assess the impact of Special Debt Commitments (SDC) on the general
revenue fund. Tuition Revenue Bonds (TRBs) for higher education, and the Instructional Facilities
Allotment (IFA), Existing Debt Allotment (EDA) and the Additional State Aid for Homestead
Exemption for Facilities (ASAHE - Facilities) for public education comprise the SDC.

Figure 1.1 illustrates Ratio 1 for NSS annual debt service and SDC. Figure 1.2 provides additional
detail showing the impact of SDC on Ratio 1. (See also Chapter 3 and Appendix C.)

Figure 1.1
Debt Service Commitments as a Percentage of Unrestricted General Revenue
2019 2020 2021 2022 2023
February 2019
NSS Annual Debt Service 1.31% | 1.31% | 1.35% | 1.39% | 1.37%
Tuition Revenue Bonds (TRBs) 0.89% | 0.83% | 0.81% | 0.78% | 0.70%
IFA, EDA and ASAHE - Facilities 0.87% 0.91% 0.82% 0.77% 0.73%
Total 3.08% | 3.05% | 2.98% | 2.95% | 2.80%

Totals may not sum due to rounding.
Source: Texas Bond Review Board.
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Results

e Excluding SDC, debt service as a percentage of unrestricted general revenue is projected to
remain below the 2 percent target and the 3 percent cap. (See Figure 1.2, Chapter 3 and
Appendix C.) Assuming revenues available for NSS debt service average $4.50 billion less
than originally forecasted, the ratio still remains below the 2 percent target and 3 percent
cap. See Appendix A for a discussion of the methodology used for the DCM.

e Including SDC, debt service as a percentage of unrestricted general revenue is expected to
exceed the 3 percent cap for fiscal years 2019 and 2020 only but remain below the 5 percent
maximum for the next five years. SDC are projected to account for more than half of total
debt service expected to be paid from general revenue appropriations for fiscal years 2019-
2023.

Ratio 2: Not Self-Supporting Debt Service as a Percentage of Budgeted General Revenue

Unlike Ratio 1, this ratio does not use a rolling three-year average of UGR but instead uses the
budgeted general revenue figures for fiscal year 2019 based on Senate Bill 1 of the 2018-19 General
Appropriations Act (GAA) from the 85" Legislature, 2017, and for fiscal years 2020 and 2021
budgeted general revenue figures introduced in the house version of the 2020-21 GAA (House Bill
1) from the 86" Legislature, 2019.

Results

Ratio 2 is 1.42 percent for fiscal year 2019 and rises to 1.43 percent for fiscal year 2021. Historically,
Texas’ NSS debt service commitment has been less than 1.5 percent of budgeted general revenue as
shown in Figure 3.3 in Chapter 3.

Ratio 3: Not Self-Supporting Debt as a Percentage of Personal Income
This ratio is obtained by dividing NSS debt by total personal income and is an indicator of the state’s
ability to repay debt obligations by transforming personal income into revenues through taxation.
This is one ratio rating agencies review when establishing the state’s credit rating. Personal income
projections are provided by the Texas Comptroller of Public Accounts.

Results
Ratio 3 is 0.48 percent for fiscal year 2019 and peaks at 0.49 percent for fiscal year 2020. These
figures are below the rating agency benchmark of 2 percent.

Ratio 4: Not Self-Supporting Debt per Capita

This ratio is the amount of NSS debt divided by the state’s population and measures the dollar
amount of debt per person. Like Ratio 3, Ratio 4 is reviewed when establishing the state’s credit
rating.

Results
Ratio 4 is $239 for fiscal year 2019 and rises to $256 in fiscal year 2021. These figures are below the
rating agency benchmark of $500 per capita.
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Ratio 5: Rate of Debt Retirement

The rate at which long-term debt is retired measures the extent to which new debt capacity is
created for future debt issuance. Credit rating agencies review the length of time needed for debt to
be retired with the expectation that on average, 25 percent of the principal amount of debt with a
20-year maturity is retired in five years and 50 percent is retired in 10 years.

Results

In five years, 27.0 percent of NSS debt will be retired and 50 percent will be retired in 10 years.
These figures meet the rating agency benchmarks. In 15 years, approximately 70.1 percent of NSS
debt will be retired and all outstanding NSS bonds are expected to mature by 2046.

Fignre 1.2 summarizes the ratio analysis for fiscal year 2018 through fiscal year 2022. The negative

numbers in Ratio 1 indicate shortfalls in debt service when compared to the corresponding target,
cap or maximum percentage.
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Figure 1.2
Summary of Ratios 1-5

Fiscal Year 2019 2020 2021 2022 2023
RATIO 1: Not Self-Supporting Debt Service as a Percentage of Unrestricted General Revenue
NSS Debt Service
Issued $ 716,550,269 1.28% $ 671,496,995  1.14% | $ 653,029,193  1.09% $ 636,632,142 1.03% | $ 617,000,179  0.97%
Authorized but Unissued $ 19,879,439 0.04% $ 56,635,045 0.10% | $ 107,853,707  0.18% $ 168,850,194  0.27% | $ 191,673,235  0.30%
Projected $ 214,200 0.00% $§ 46,913,263 0.08% | $§ 52,283,099  0.09% $§ 58,014,502  0.09% | $§ 64,458,678  0.10%
Total NSS Debt Service (excluding SDC) $ 736,643,908 1.31% $ 775,045,303  1.31% | $ 813,166,000  1.35% $ 863,496,838  1.39% | $ 873,132,092  1.37%
Special Debt Commitments § 990,592,565  1.76% | $1,025,574,766  1.74% | $ 982223526  1.63% | $ 965,370,187 1.56% | $ 910,177,829  1.43%
Total NSS and SDC Debt Service $1,727,236,473 3.08% $1,800,620,069  3.05% | $1,795,389,526  2.98% $1,828,867,025  2.95% | $1,783,309,921  2.80%
SDC as a % of Total 57.4% 57.0% 54.7% 52.8% 51.0%
Remaining Debt Service Capacity excluding SDC*
Target (2%) $ 380,443,449 0.69% $ 404,510,532 0.69% | $ 390,145,174  0.65% $ 374,891,461  0.61% | $ 400,629,472  0.63%
Cap (3%) $ 947,987,128 1.69% $ 994,288,450  1.69% | $ 991,800,760  1.65% $ 994,085,610  1.61% | $1,037,510,254  1.63%
Max (5%) $2,071,074,485 3.69% $2,173,844,285  3.69% | $2,195,111,934  3.65% | $2,232,473,909  3.61% | $2,311,271,818  3.63%
Remaining Debt Service Capacity including SDC*
Target (2%) $ (604,149,116)  -1.08% $ (621,064,234) -1.05% | $ (592,078,352) -0.98% | $ (590,478,726) -0.95% | $ (509,548,357) -0.80%
Cap (3%) $  (42,605,438)  -0.08% $ (31,286,316) -0.05% | $ 9,577,234  0.02% $ 28715423  0.05% | § 127,332,425  0.20%
Max (5%) $1,080,481,920 1.92% $1,148,269,519  1.95% | $1,212,888,408  2.02% $1,267,103,723  2.05% | $1,401,093,989  2.20%
RATIO 2: Not Self-Supporting Debt Service as a
Percentage of Budgeted General Revenue 1.42% 1.32% 1.43%,
RATIO 3: Not Self-Supporting Debt as a
Percentage of Personal Income 0.48% 0.49% 0.48% 0.45% 0.42%
RATIO 4: Not Self-Supporting Debt Per Capita
$239 $254 $256 $250 $239
RATIO 5: Rate of Debt Retirement in 5 Years 10 Years
Not Self-Supporting Debt 27.0% 51.0%
Self-Supporting Debt 19.3% 38.7%
* Debt service capacity is the available capacity to meet target, cap or maximum percentages.
Totals may not sum due to rounding.
Source: Texas Bond Review Board.
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Chapter 2 - Current Debt Position of the State

Texas has a decentralized approach to debt management. Debt issuance occurs at the level of the
agency or institution of higher education rather than at the state level. Apart from Tax Revenue
Anticipation Notes, State Highway Fund Revenue Anticipation Notes, Permanent University Fund
issuances and non-general obligation issuances by university systems that have an unenhanced long-
term debt rating of at least AA- or its equivalent, the Bond Review Board provides oversight for all

state debt issuances with a maturity of more than five years or a principal amount greater than
$250,000.

When the Legislature considers the authorization of new debt, the legislation is typically considered
by legislative finance committees. The Legislature usually appropriates debt service payments for
existing debt in the General Appropriations Act that is organized by article based on governmental
function. Subsequently, this process leads policymakers to review, develop and approve proposed
budget requests by agency or program.

Debt Types
Debt issued by Texas state entities falls into two major categories:

e General Obligation (GO) debt is legally secured by a constitutional pledge of the first
monies coming into the state treasury that are not constitutionally dedicated for another
purpose. GO debt must be passed by a two-thirds vote of both houses of the Legislature
and a majority of the voters.

e Non-General Obligation (Revenue) debt is legally secured by a specific revenue source
and does not require voter approval.

State debt is further classified based on its impact on the state’s General Revenue Fund:

e Self-Supporting (SS) debt is designed to be repaid with revenues other than state general
revenue and can be either GO debt or Revenue debt. Revenue SS debt also includes conduit
debt that is not an obligation of the state and is repaid from funds generated by a third-party
borrower. For more information regarding conduit debt, see the Bond Review Board’s Fiscal
Year 2018 State Debt Annual Report.

e Not Self-Supporting (NSS) debt is intended to be repaid with state general revenue and
can be either GO debt or Revenue debt.

Figure 2.7 illustrates the classifications for state debt and provides program examples for each type.

Figure 2.1
Debt Type and Examples
Debt Type General Revenue Impact Debt Program

General Obligation [Not self-supporting Highway Improvement (Prop 12) Bonds
Cancer Prevention and Research Bonds

General Obligation [Self-supporting Certain Texas Water Development Bonds
Veterans' Land and Housing Bonds

Revenue Not self-supporting Texas Military Facilities Commission Bonds
Building Revenue Bonds

Revenue Self-supporting College and University Revenue Financing System Bonds
Texas Department of Housing Single Family Mort. Bonds

Source: Texas Bond Review Board.
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State Debt Outstanding
Figure 2.2 provides detalil for the state’s total debt outstanding on August 31, 2018.

Figure 2.2
Current Debt Outstanding (thousands)

Bond Types Self-Supporting | Not Self-Supporting Total
General Obligation | § 11,737,400 | $ 6,852,010 | § 18,589,410
Revenue $ 30,356,625 [ § 118,035 | $ 30,474,660
Conduit $ 7,769,410 | $ - $ 7,769,410
Total $ 49,863,435 | $ 6,970,045 | $ 56,833,480

Source: Texas Bond Review Board.

Growth Rates in Unrestricted General Revenue and Total Debt Outstanding
The state’s unrestricted general revenue (UGR) increased from $34.71 billion in fiscal year 2009 to
$56.73 billion in fiscal year 2018, an increase of 63.4 percent over the 10-year period.

GO debt increased by 49.4 percent from $12.44 billion in fiscal year 2009 to $18.59 billion in fiscal
year 2018. At fiscal year-end 2018, 36.9 percent of the GO debt outstanding was NSS.

Figure 2.3 illustrates Texas’ debt outstanding during the past 10-year period by debt type.

Figure 2.3

Texas Debt Outstanding: General Obligation and Revenue for Fiscal Years 2009-2018
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Totals may not sum due to rounding.
Source: Texas Bond Review Board.
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During the 10-year period ending at fiscal year-end 2018, revenue debt increased by 55.1 percent
from $19.65 billion to $30.47 billion, and conduit revenue debt outstanding increased by 292.4
percent from $1.98 billion to $7.77 billion. During the same time period, the state’s total debt
outstanding increased by 66.8 percent from $34.08 billion to $56.83 billion.

Figure 2.4
Texas Debt Outstanding: Self-Supporting and Not Self-Supporting for Fiscal Years 2009-2018
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D 2010 2011 2012 2013 2014 2015 2016 2017 2018
BSelf-supporting® $31.00 | $3472 | $3636 | $36.90 | $38.69 | $3950 | $41.04 | $43.04 | $4584 | $49.86
BNot Self supporting|  $3.08 $3.09 §4.15 §4.09 5484 | $483 $6.05 $6.71 $7.18 §6.97
Total $3408 | $37.82 | $40.50 | $40.99 | $4354 | $4433 | $47.09 | $4975 | $53.02 | $56.83

*Self-supporting debt portion includes all conduit debt.
Totals may not sum due to rounding.
Source: Texas Bond Review Board.

As shown in Figure 2.4, SS debt (including conduit debt), which is repaid with program revenues,
increased by 60.8 percent over the past 10-year period. During the same time period, NSS debt,
which is typically repaid with general revenue, increased by 126.3 percent. With projected issuances
of NSS debt totaling approximately $2.56 billion during fiscal years 2019-2023 and retirements of
issued NSS debt projected to be $1.88 billion during the same period, NSS debt outstanding is
expected to continue to increase in upcoming fiscal years.
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Debt Service Commitments
Figure 2.5 illustrates the projected annual debt service for NSS and SS debt outstanding as of August
31, 2018.

Figure 2.5
Texas Debt Service on Outstanding Debt as of August 31, 2018
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Source: Texas Bond Review Board.

Not Self-Supporting Debt

NSS debt is generally repaid from the state’s General Revenue Fund. At fiscal year-end 2018, NSS
debt outstanding comprised 12.3 percent ($6.97 billion) of the state’s total debt outstanding and
consisted of 98.3 percent GO and 1.7 percent revenue debt.

Based on the authorizations for which the approximate issuance date is known, an estimated $2.56
billion in projected NSS debt is expected to be issued between fiscal year 2019 and fiscal year 2023,
while retirements of issued NSS debt is currently scheduled to be $1.88 billion during the same
period. The issuances are included in each of the five ratios discussed throughout this report. Figure
2.6 shows NSS debt issuance projections by debt program for fiscal years 2019-2023.
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Figure 2.6
NSS Debt Issuance Projections for Fiscal Years 2019-2023 ($2.56 billion)
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Source: Texas Bond Review Board.

The Constitutional Debt Limit

As of August 31, 2018, the Constitutional Debt Limit (CDL) remained below the maximum of 5
percent with 1.34 percent calculated for not self-supporting (NSS) debt outstanding and 2.21
percent calculated for both outstanding and authorized but unissued NSS debt. The CDL declined
6.0 percent from the 2.35 percent for both outstanding and authorized but unissued debt calculated
for fiscal year 2017. (See Appendix D for more discussion regarding the CDL.)
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Figure 2.7
Unrestricted General Revenue and Constitutional Debt Limit for Fiscal Years 2009-2018
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The two curves at the top of Figure 2.7 show the state’s UGR (brown curve) and the three-year
moving average for UGR (green curve) used to calculate the CDL. (Note that the scale for those
curves is on the left side of the graph.)

The red curve in the middle of Figure 2.7 shows the maximum amount of UGR available for debt
service under the CDL, i.e., 5 percent of the moving average of the UGR. The blue curve at the
bottom shows debt service for outstanding and authorized but unissued NSS debt. (Note that the
scale for those curves is on the right side of the graph.) The white space between the red and blue
curves represents available NSS debt service capacity under the CDL.

During the 10-year period from fiscal year 2009 to fiscal year 2018, UGR increased by 63.4 percent
from $34.71 billion to $56.73 billion. The projected debt service for outstanding and authorized but
unissued NSS debt decreased by 19.9 percent from $1.47 billion in fiscal year 2009 to $1.18 billion in
fiscal year 2018.
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Chapter 3 - Debt Ratios in the Debt Capacity Model

An analysis of state debt ratios helps to assess the impact of bond issuances on the state’s fiscal
position. Credit rating agencies use ratios to evaluate the state’s debt position and help determine its
credit rating. As a mechanism for the state to determine debt affordability, the Debt Capacity Model
(DCM) computes five key ratios that provide an overall view of the state’s debt burden. Projections
of these ratios under varying debt assumptions can provide state leadership with guidelines for
decision making for future debt authorization and debt service appropriations.

Ratio 1: Not Self-Supporting Debt Service as a Percentage of Unrestricted General Revenue
Ratio 1 is calculated by dividing not self-supporting (NSS) debt service by a rolling three-year
average of unrestricted general revenue (UGR). UGR estimates for fiscal years 2019, 2020 and 2021
were obtained from the Legislative Budget Board (LBB) using the Comptroller of Public Accounts’
(CPA) January 2019 Biennial Revenue Estimate. The LBB also provided revenue projections for
fiscal years 2022 and 2023. With moderate economic growth expected over the next five years, funds
available for debt service are expected to increase.

This ratio is a critical determinant of debt capacity because the ability to generate revenue through
taxation and appropriate funds for debt service is within the state’s control. State revenues available
to pay debt service are legislatively determined by taxation on such items as sales, business
franchises, fuels, crude oil production and natural gas production. The Legislature then appropriates
debt service based on the amounts needed for both existing and newly authorized debt.

Target and cap limits for Ratio 1 provide the Legislature with realistic benchmarks against which to
weigh the fiscal impact of new bond authorizations. For the purposes of this report, guideline ratios
include a 2 percent target, a 3 percent cap to provide room for growth and flexibility and a
maximum of 5 percent. Two percent is used as the target ratio because NSS debt service as a percent
of UGR has historically been less than 2 percent.

Figure 3.1 shows that the annual debt service requirements as of August 31, 2018, over the next five
fiscal years for issued, authorized but unissued and projected NSS debt will increase from $736.6
million in fiscal year 2019 to $873.1 million by fiscal year 2023. Debt service as a percentage of UGR
will increase from 1.31 percent in fiscal year 2019 to a peak of 1.39 percent in fiscal year 2022. Figure
3.1 only considers the projected debt service ratios for NSS debt for which the state’s general
revenue is required for repayment. (Neither Figure 3.1 nor Ratio 1 should be confused with the
Constitutional Debt Limit (CDL) calculation. See Appendix D for further discussion of the CDL.)

Debt Affordability Study — February 2019 Page 12 Chapter 3



Figure 3.1
Ratio 1: Not Self-Supporting Debt Service as a Percentage of Unrestricted General Revenue
for Fiscal Years 2019-2023

Fiscal Year 2019 2020 2021 2022 2023

Projected Unrestricted General Revenue $58,569,016,012  $60,695,665,994  $61,231,993,994  $63,830,584,878  $66,001,655,737
Not Self-Supporting
Annual Debt Service

Issued Debt $716,550,269 $671,496,995 $653,029,193 $636,632,142 $617,000,179

Authotized but Unissued Debt $19,879,439 $56,635,045 $107,853,707 $168,850,194 $191,673,235

Projected Debt $214,200 $46,913,263 $52,283,099 $58,014,502 $64,458,678
Total Debt Service $736,643,908 $775,045,303 $813,166,000 $863,496,838 $873,132,092
Debt Service as a Percentage of Unrestricted General Revenue

Issued Debt 1.28% 1.14% 1.09% 1.03% 0.97%

plus Authotized but Unissued Debt 1.31% 1.23% 1.26% 1.30% 1.27%

plus Projected Debt 1.31% 1.31% 1.35% 1.39% 1.37%
Remaining Debt Service Capacity

Target (2%) $386,443,449 $404,510,532 $390,145,174 $374,891,461 $400,629,472

Cap (3%) $947,987,128 $994,288,450 $991,800,760 $994,085,610  $1,037,510,254

Max (5%) $2,071,074,485  $2,173,844,285  $2,195,111,934  $2,232,473,909  $2,311,271,818

Source: Texas Bond Review Board, Comptroller of Public Accounts and Legislative Budget Board.

Ratio 1 of the DCM can be used to provide various scenarios to assess the impact of increasing or
decreasing the debt service capacity of Special Debt Commitments (SDC). SDC consist of Tuition
Revenue Bonds (TRBs) for higher education, and the Instructional Facilities Allotment (IFA),
Existing Debt Allotment (EDA) and the Additional State Aid for Homestead Exemption for
Facilities (ASAHE - Facilities) for public education. The impacts of these payments on total debt
capacity are shown in Figure 3.2.

Figure 3.2
Debt Service Commitments as a Percentage of Unrestricted General Revenue
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Totals may not sum due to rounding.
Source: Texas Bond Review Board, Comptroller of Public Accounts and Legislative Budget Board.
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Ratio 1 resembles the CDL calculation, but the latter includes certain items that are not included in
Ratio 1. For example, because debt service for Higher Education Fund (HEF) bonds is paid from a
general revenue appropriation, the CDL calculation process requires that the maximum annual debt
service for these bonds be included while Ratio 1 uses annual projections for debt service.

In addition, the CDL calculation omits certain debt service for Economically Distressed Areas
Program (EDAP) bonds issued by the Texas Water Development Board (TWDB). Proceeds from
the sale of EDAP bonds are used to make loans or grants to local governments or other political
subdivisions for projects involving water conservation, transportation, storage and treatment. Up to
90 percent of the bonds can be used for grants, and at least 10 percent must be used to make loans.
For purposes of the CDL calculation, the debt service on the 10 percent used for loans is assumed
to be repaid from sources other than general revenue and is omitted from the CDL calculation.

The CDL calculation for authorized but unissued debt assumes a single-issue date for all debt, level
debt service, a conservative interest rate (6 percent in recent fiscal years) and a 20-year term. By
comparison, Ratio 1 uses projections provided by each issuer to more accurately reflect issuance
timing, structure, and term.

For fiscal year 2019, Ratio 1 is 1.31 percent but increases to 3.08 percent with the addition of SDC.
Including SDC, Ratio 1 peaks at 3.08 percent in fiscal 2019. (See Appendix C for more information
on the impact of special debt commitments.)

Ratio 2: Not Self-Supporting Debt Service as a Percentage of Budgeted General Revenue
This ratio is similar to Ratio 1 but is generally more restrictive because the amount of available
general revenue in this ratio is limited to budgeted general revenue. Unlike Ratio 2, UGR in Ratio 1
is based on a rolling three-year average (fiscal years 2017-2019).

Texas expended an average of 1.33 percent of budgeted general revenue for NSS debt service in
fiscal years 2009-2018. Based on Senate Bill 1 of the 2018-19 General Appropriations Act (GAA)
from the 85" Legislature, 2017, NSS debt service as a percentage of budgeted general revenue is
projected to be 1.42 percent for fiscal year 2019. Based on the 2020-21 GAA Introduced House Bill
1 from the 86" Legislature, 2019, NSS debt service as a percentage of budgeted general revenue is
projected to be 1.32 percent for fiscal year 2020 and 1.43 percent for fiscal year 2021. (See Figure
3.3)

Debt Affordability Study — February 2019 Page 14 Chapter 3



Figure 3.3
Ratio 2: Not Self-Supporting Debt Service as a Percentage of Budgeted General Revenue for
Fiscal Years 2009-2021

2.00%

1.50% 4 1.42% 1.43% 1.46% 1 419,

1.38% 1.42% 1-430/0
o — 1279 13Ty
1.10%

1.32% 1.32%
116%
1.00% A ]
0.50% -
0.00% : : : : : : : : : : : :

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Source: Texas Bond Review Board and Legislative Budget Board.

Ratio 3: Not Self-Supporting Debt as a Percentage of Personal Income

Ratio 3 is NSS debt divided by total personal income and is an indicator of a government’s ability to
repay debt obligations by transforming personal income into revenues through taxation. The rating
agencies review this ratio when establishing the state’s credit rating.

Based on personal income projections from the Comptroller of Public Accounts Fall 2018 Texas
Economic Forecast, Ratio 3 peaks in fiscal year 2020 at 0.49 percent (Figure 3.4). Standard & Poor’s
considers a debt burden of less than 2 percent to be low.

Figure 3.4
Ratio 3: Not Self-Supporting Debt as a Percentage of Personal Income for
Fiscal Years 2019-2023
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Ratio 4: Not Self-Supporting Debt per Capita

Ratio 4 is the amount of NSS debt divided by the state’s population and measures the dollar amount
of debt per person. Like Ratio 3, the rating agencies review this ratio when establishing the state’s
credit rating.

Based on population projections by the Comptroller of Public Accounts Fall 2018 Texas Economic
Forecast, the NSS debt per capita is expected to be $239 in fiscal year 2019 and is projected to
increase to $256 in fiscal year 2021 (Figure 3.5). Standard & Poor’s considers less than $500 of state
debt per capita to be low.

Although tax-supported debt per capita and debt as a percent of personal income at the state level
are low, it is important to note that Texas’ local debt burden is higher than other states. Among the
nation’s 10 most populous states, Texas ranks second in population and seventh in total state debt
per capita but second in total local debt per capita with an overall rank of fourth for total (state and
local) debt per capita. Approximately 82.3 percent of the state’s total debt is local debt. (Source: U.S.
Census Bureau, State and Local Government Finances by Level of Government and by State: 2016
and July 2018 U.S. Census Bureau, Population Division, the most recent data available.) See
Appendix F for a comparison of Texas’ debt with that of other states.

Figure 3.5
Ratio 4: Not Self-Supporting Debt per Capita for Fiscal Years 2019-2023
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Source: Texas Bond Review Board and Comptroller of Public Accounts.

Ratio 5: Rate of Debt Retirement

The rate of debt retirement is calculated as Ratio 5 in the DCM. This rate measures the extent to
which new debt capacity is created for future debt issuance. Level principal payments result in more
rapid repayment of principal than other structures such as level debt service payments. Annual debt
service is higher in the eatlier years for debt structured with level principal payments, but the more
rapid principal amortization results in lower overall interest costs and more rapid replacement of
debt capacity than level debt payments. Credit rating agencies use the rate of principal retirement for
NSS debt as a measure of the state’s debt capacity and have benchmarked a rate of 25 percent of the
principal amount of 20-year maturities to be retired in five years and 50 percent in 10 years.
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Of Texas’ NSS debt outstanding as of August 31, 2018, 27.0 percent will be retired in five years and
51.0 percent will be retired in 10 years. (See Figure 3.6.) The rate of debt retirement decreased from
fiscal year 2010’s rates of 46.4 percent and 72.3 percent for the five-year and 10-year periods,
respectively, primarily due to the Texas Transportation Commission’s (T'TC) issuance of $977.8
million of Proposition 12 Bonds in September 2010 and an additional $918.2 million issued in
December 2012, both with level debt service instead of level principal payments, and a maturity of
30 years. In October 2014, May 2016 and November 2016, TTC issued $1.26 billion, $615.0 million
and $588.8 million, respectively, of the remaining Proposition 12 Bonds, with a level-principal
structure to accelerate the repayment of the debt and reduce overall interest costs. In 15 years,
approximately 71.4 percent of NSS debt will be retired and all outstanding bonds are expected to
mature by 2046.

Approximately 19.3 percent of the state’s self-supporting (SS) debt will be retired in five years and
38.7 percent of debt will be retired in 10 years. The slower rate of retirement for SS debt is due in
part to the use of level debt service or other forms of delayed principal repayment as well as the
issuance of debt with maturities of 30 years or more to match the useful life of the projects financed
(i.e., housing and water development programs).

Figure 3.6
Ratio 5: Rate of Debt Retirement in 5 and 10 Years for Not Self-Supporting and Self-
Supporting Debt

5 Years 10 Years
Not Self-Supporting Debt 27.0% 51.0%
Self-Supporting Debt 19.3% 38.7%

Source: Texas Bond Review Board.
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Chapter 4 - Conclusion

The 80" Legislature, 2007, mandated the Texas Bond Review Board (BRB), in consultation with the
Legislative Budget Board (LBB), to prepare annually the state’s Debt Affordability Study (DAS). The
DAS and its Debt Capacity Model provide the state’s policymakers, leadership and credit rating
agencies with a comprehe