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MEMORANDUM TO: The Honorable Catherine Provencher  

   Treasurer 

   State of New Hampshire 

 

FROM:  Public Resources Advisory Group ("PRAG") 

 

SUBJECT:  Debt Affordability Study Update 

 

DATE:   December 18, 2012 

      

 

As requested, we have updated the debt affordability study for the State of New Hampshire.  This 

study analyzes only net General Fund debt outstanding at June 30, 2012.  The School Building Aid bonds 

are included in the study.  The rating agencies opine that the State has "manageable debt levels with debt 

ratios well below Moody’s 50-state medians" (Moody’s Investors Service report dated November 9, 

2012), “The state’s debt ratios are low-to-moderate ” (Standard & Poor’s report dated November 12, 

2012) and “debt levels are low, amortization is rapid” (Fitch Ratings report dated November 9, 2012). 

Thus, the credit agencies recognize the State’s fiscal prudence in regard to debt.   

 

Assumptions 
 

The following assumptions were used in preparing the base case analysis that projects the State’s 

future debt ratios:     

1. $67.5 million of tax-exempt general obligation debt to be issued in each of fiscal years 

2013 through 2019.  Each issue is assumed to be amortized over 20 years and carry an 

interest rate of 5.00%, with 60% of principal amortized in equal annual installments over 

the first ten years and 40% in equal annual installments over the second ten years.  Future 

debt issuance includes $17.5 million annually for the University System of New 

Hampshire in fiscal years 2013 through 2019, totaling $122.5 million. 

2. $50 million of the Commercial Paper is reissued in fiscal year 2013 and the outstanding 

Commercial Paper rolled over each year through 2019 at an assumed rate of 3.00%. 

3. General Fund Unrestricted Revenues reflect actual revenues for fiscal year 2012 and 

projected revenues for fiscal year 2013 with the portion of meals and room tax revenues 

designated for the debt service of school building aid included and an average annual 

growth of 2.50% in fiscal years 2014 through 2019.  

4. Total personal income is based on 2011 figure of $60.480 million and is projected to grow 

at an average annual rate of 4.00%. 

5. Population is based on 2011 figure of 1.318 million and is projected to grow at an average 

annual rate of 0.70% per year. 

 

We have also projected the State's debt ratios including certain State guaranteed debt.  In doing 

so, we have made the following assumptions: 

 

1. State guaranteed debt taken into account includes debt issued for local Superfund sites, 

Business Finance Authority ("BFA") and Pease Development Authority ("PDA") and 
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Division of Water Resources.  The analysis excludes State guaranteed debt issued for 

water pollution control, local schools and local landfills and Division of Water Resources 

(program eliminated). 

2. Future issuances of State guaranteed debt are assumed to be as follows: 

Expected Issuances of State Guaranteed Debt 

Fiscal Year Dollar Amount Purpose 

2014 $29,400,000 Superfund, BFA, Pease 

2015 29,400,000 Superfund, BFA, Pease 

2016 29,300,000 Superfund, BFA, Pease 

2017 6,400,000 BFA 

2018 6,400,000 BFA 

3. New State guaranteed debt is assumed to be taxable with level debt service over 20 years 

at an average interest rate of 6.00%. 

4. An analysis of each case is contained in the Appendix to this report.  

 

Effect of General Obligation Debt Issuance on Debt Ratios 
 

Chart One of the Base Case (page 3 of the Appendix) shows the effect on the State’s debt ratios, 

based on the above assumptions including the issuance of $67.5 million of tax-exempt general obligation 

debt in each of fiscal years 2013 through 2019 in addition to the issuance of $50 million of Commercial 

Paper in fiscal year 2013.  Combining these issuances and repayments of outstanding debt, the total issuance 

is approximately $22.7 million less than retirements during the period, causing the State's net general fund 

debt to decrease from $807.8 million at June 30, 2012 to $786.2 million at June 30, 2019, a total decrease of 

2.7% or 0.4% annually.  

 

At the current time, New Hampshire's ratios of debt to personal income and debt per capita are 

significantly below the 2012 Moody’s medians for states.  New Hampshire's net general fund debt service 

to revenues ratio at 7.8% for fiscal year 2012 was higher than the median of 4.9% but well below the level 

that credit analysts use as a warning sign of excessive debt service burden of 10.0%.  By issuing general 

obligation debt over the projected period in the amounts outlined above, New Hampshire's debt ratios 

would remain under the 2012 Moody’s medians for states except for the debt service to revenues ratio, as 

summarized in the following chart: 
 

Summary of Debt Ratios for Net General Fund Debt 

 Moody's Median New Hampshire 

 2012 June 30, 2012 June 30, 2019 Est. 

Debt to Personal Income 2.8% 1.3% 0.9% 

Debt Per Capita $1,117 $609 $564 

Debt Service to Revenues 4.9%* 7.8% 7.5% 

    

* Ten percent is rule of thumb used by rating agency analysts as a warning level that should not be exceeded, as 

a greater relative amount would place too heavy a fixed cost burden on the budget, thereby limiting fiscal 

flexibility. 
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As can be seen, the ratio of debt service to revenues is projected to decrease to 7.5% at June 30, 

2019 although it would reach 8.0% in fiscal year 2015.  Debt to personal income would decline over the 

period, from 1.3% at June 30, 2012 to 0.9% at June 30, 2019 and debt per capita would decline from $609 

to $564.  These ratios relative to Moody’s medians form the basis for the rating agencies assessment of 

the State’s debt position.   

 

Sensitivity Analyses: Effects of Constant Revenues and Higher Interest Rates 

 

  Given the current and future uncertainty regarding the economy and the markets, it is even more 

difficult than ever to make forecasts.  Accordingly, a sensitivity case on General Fund revenues was 

developed, assuming no growth of revenues after fiscal year 2013.  Under these assumptions, New 

Hampshire’s debt ratios would change as summarized in the chart below: 

 
Debt Ratios Assuming Constant Revenues After FY 2013 

Summary of Debt Ratios for Net General Fund Debt 

 

Moody's 

Median 

New Hampshire 

Base Case 

Constant  Revenue 

Assumption   

 2012 FY 2012 

FY 2019 

Est. FY 2012 

FY 2019 

Est. 

Debt to Personal Income  2.8% 1.3% 0.9%  1.3% 0.9% 

Debt Per Capita  $1,117 $609 $564  $609  $564 

Debt Service to Revenues  4.9%* 7.8% 7.5%  7.8%  8.7% 

 

With the constant revenue, the ratio of debt service to revenues would increase substantially from 

7.8% for fiscal year 2012 to 8.7% for fiscal year 2019, comparing to 7.5% in the Base Case.  At the 8.7% 

level, this ratio would be still below the 10.0% rule of thumb.  Other ratios would not change since the 

amount of bonds issued would not change.  (The details of this analysis are shown on pages 12-13 of the 

Appendix).  

 

A second sensitivity analysis was developed with regard to different market rates.  It assumes that 

tax-exempt interest rates increase by 100 basis points.  The results are as follows: 

 
Debt Ratios Assuming Increased Tax-Exempt Rates 

Summary of Debt Ratios for Net General Fund Debt 

 Moody's Median New Hampshire 

  Base Case  1% Interest Rate Increase   

 2012 FY 2012 FY 2019 Est. FY 2012 FY 2019 Est. 

Debt to Personal Income  2.8% 1.3% 0.9%  1.3%  0.9% 

Debt Per Capita  $1,117 $609 $564  $609  $564 

Debt Service to Revenues  4.9%* 7.8% 7.5%  7.8%  7.7% 

      
 

* Ten percent is a rule of thumb used by rating agency analysts as a warning level that should not be exceeded, as a greater 

relative amount would place too heavy a fixed cost burden on the budget, thereby limiting fiscal flexibility. 
 

The ratio of debt service to revenues would decrease from 7.8% in fiscal year 2012 in the Base 

Case to 7.7% for fiscal year 2019, still below the 10% rule of thumb.  Other ratios would not change since 

the amount of bonds issued would not change.  (The details of this analysis are shown on pages 15-16 of 

the Appendix).  
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Effect of State Guarantees on Debt Ratios 

 

Chart Two of the Base Case (page 4 of the Appendix) shows the effect of State guarantees on 

New Hampshire’s debt ratios.  For this analysis there was $98.9 million of outstanding guaranteed debt at 

June 30, 2012, which added to the State’s net General Fund debt bringing the total to $906.8 million, as 

shown in the table below: 

 
Net General Fund and Guaranteed Debt at June 30, 2012 

 ($ in millions) 

Net General Fund Debt  $807.8 

Guaranteed Debt  

Pease Development Authority 3.0 

Business Finance Authority 63.0 

Qualified School Construction Bonds (QSCBs) 32.9 

Total Guaranteed Debt $98.9 

  

Total Net General Fund and Guaranteed Debt $906.8 

 

There is approximately $100.9 million of authorized but unissued State guaranteed debt at June 

30, 2012, as shown in the table below: 

 
Authorized But Unissued State Guaranteed Debt at June 30, 2012 

Purpose Amount 

 ($ in millions) 

Local Superfund Sites   $20.0 

Business Finance Authority 32.0 

Pease Development Authority   48.9 

Total             $100.9 

 

For this scenario, we assumed that:  the Business Finance Authority would issue $6.4 million in 

each of fiscal years 2014 through 2018; Pease Development Authority would issue $16.3 million in each of 

fiscal years 2014 through 2016; and the Local Superfund would issue $6.7 million in each of fiscal years 

2014 and 2015 and $6.6 million in fiscal year 2016. 

 

The table below compares the ratios in four cases.  The first case is the Base Case, without 

guaranteed debt. The second case, which is a more pessimistic scenario, shown on page 4 of the 

Appendix, includes all the outstanding and additional debt issuances for State guaranteed debt described 

above.  In this second case, the State's maximum exposure would rise to approximately $1.0 billion at 

June 30, 2016, which is $168.1 million more than the net General Fund debt expected to be outstanding at 

that time.  The third case, shown in the Appendix on page 5, includes outstanding and additional 

issuances of State guaranteed debt, described above, but assumes that $20 million BFA loan and Pease 

Development Authority-Lonza Biologics (Celltech) issue have become self-supporting three years after 

commencement of their respective debt service payments.  Contingent debt is deemed by credit analysts 

to be self-supporting if cash flow from operations is sufficient to pay debt service for three consecutive 

fiscal years.  To the extent any other contingent debt becomes self-supporting; the ratios would be 

improved by excluding such obligations from State indebtedness.  The last “worst case” scenario 

combines outstanding and additional issuances of the State guaranteed debt (Case 2) with a flat revenue 
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assumption (Sensitivity Case 2), shown in the Appendix on page 14.  The resulting debt ratios are 

summarized in the following chart: 

 

Summary of Debt Ratios Including State Guaranteed Debt 

 

 

New Hampshire 

 
 

Including Guaranteed Debt 

 

 

Moody's 

Median 

 

Case 1 (Base Case) 

Net General Fund Debt 

 

Case 2 

 All Guaranteed  Debt 

Case 3 

Excluding Self-Supporting 

Guaranteed Debt 

Case 4 

All Guaranteed Debt and 

Flat Revenues 

 
 

2012 

 

FY 2012 

FY 2019 

Est. 

 

FY 2012 

FY 2019 

Est. 

 

FY 2012 

FY 2019 

Est. 

 

FY 2012 

FY 2019 

Est. 

Total Debt Outstanding (000,000) --- $808 $766 $906 $946 $884 $923  $907 $946 

Debt to Personal Income 2.8%  1.3% 0.9% 1.4% 1.1% 1.4% 1.1% 1.4% 1.1% 

Debt Per Capita $1,117 $609 $564    $683 $679 $666 $662 $683 $679 

Debt Service to Revenues 4.9%* 7.8% 7.5% 8.7% 8.5% 8.0% 8.5% 8.7% 9.9% 

          

*   Ten percent is a rule of thumb used by rating agency analysts as a warning level that should not be exceeded, as a greater relative amount would place too 

heavy a fixed cost burden on the budget, thereby limiting fiscal flexibility. 

 Rule of thumb used by rating agency analysts as a warning level that should not be exceeded, as a greater relative amount would 

place too heavy a fixed cost burden on the budget, thereby limiting fiscal flexibility. 

        

As would be expected, all debt ratios rise as a result of additional State guaranteed debt issuances.  

At June 30, 2019, the State's debt to personal income would be 1.1% in Case 2 as opposed to 0.9% in the 

Base Case while reaching 1.5% in fiscal year 2013.  Debt per capita would be $679 in Case 2 as opposed to 

$564 in the Base Case; and debt service to revenues would be 8.5% as opposed to 7.5% in the Base Case.  In 

Case 3, the State's debt to personal income at June 30, 2019, would be 1.1%, while debt per capita would be 

$662 as opposed to $679 in Case 2.  Debt service to revenues would be 8.5%, same as in Case 2.  Debt per 

capita and debt to personal income ratio would be lower than the 2012 Moody's medians.  Debt service to 

revenue ratio would remain below the “warning level” of 10%.  With an assumption of no revenue growth 

added to Case 2, the “worst case” scenario, debt service to revenue ratio increases to 9.9% in fiscal year 2019, 

almost reaching the “warning level.”  

 

Conclusion 
 

The State's debt ratios are considered "manageable" to “low” by the rating agencies.  If the State 

issues $522.5 million of general obligation debt in fiscal years 2013 through 2019, as outlined above, the 

amount of debt outstanding would fall slightly and the effect on the debt ratios would be as follows:  debt 

to personal income would decrease from the current level of 1.3% to 0.9% at the end of fiscal year 2019; 

debt service to revenues would decrease from 7.8% to 7.5% at June 30, 2019; and debt per capita would 

decline from $609 to $564.  At these levels, the debt ratios would continue to remain “manageable.” 

 

Sensitivity analyses show that with constant revenues the debt service to revenue ratio would be 

8.7% in fiscal year 2019, above the 7.5% level in the Base Case, and it would be 7.7% in the scenario 

with increased interest rates.  At these levels, the debt service to revenue ratios in the two sensitivity cases 

would still be below the warning level for excessive debt service burden of 10%, although closer to it.   

 

When existing and additional State guaranteed debt are added to the Base Case scenario, debt to 

personal income declines from the fiscal year 2012 level of 1.4% to 1.1%, maintaining that level through 

fiscal year 2016, before gradually falling down to 1.1% in fiscal year 2019.  Debt per capita and the debt 

service ratio would rise above both current and projected Base Case ratios under the “worst case” scenario 

of constant revenues, with the most substantial effect on the projected ratio of debt service to revenues, 

which would rise from the projected Base Case level of 7.5% in fiscal year 2019 to 9.9%.  Exclusion of debt 

expected to be self-supporting would lower this ratio to 8.5% at June 30, 2019. Debt to personal income 
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ratio would be 1.1%, the same as under the “worst case” scenario.  Debt per capita would be lowered from 

$679 in the “worst case” scenario to $662.   

 

Since the ratio of debt service to revenues is already above the Moody’s median level, the State 

should watch closely this ratio and take corrective action if revenue growth falls below the level projected in 

the Base Case.  This becomes particularly important if the 10% “warning level” is approached. 

 




































