City of Raleigh Budget Note # 6

INTEROFFICE MEMORANDUM

May 30, 2009
MEMO TO: J. Russell Allen
City Manager
FROM: Perry James, Chief Financial Officer
SUBJECT: Budget Note — General Debt Model

The Finance Department, through its Treasury Services Office, maintains debt models for the
following programs:

General Debt

Water & Sewer Debt
Parking Fund Debt
Convention Center Debt

With the exception of the General Debt Model, all other models receive dedicated revenues
specific to each particular enterprise or program. Water and sewer debt is funded by
water/sewer charges; parking debt is funded by parking fees; and the Convention Center debt is
funded by interlocal taxes. The General Debt program is funded mostly by General Fund
transfers to the General Debt Service Fund.

The General Debt Model presents a 10-year projection of revenues and expenditures although

we internally have modeling through the end of all debt service obligations. The amounts reflect
currently budgeted and projected revenue streams and the incurred or anticipated debt service

expenses on debt proposed to be included in this budget.

Debt service, as a percentage of the total budget, is a key ratio in measuring the fiscal health of
the City’s operations. The General Fund’'s proposed allocation to the debt model for FY 2009-
10 represents 10% of the General Fund budget. A reasonable benchmark for debt service
burdens for the General Fund is 15% or less. While tax rate increases modeled in FY’s 10-11,
12-13 and 14-15 will increase the size of the allocations from the General Fund, it is anticipated
that the total debt service burden will remain under 15% during the 10-year projection period.

Fund balance, as shown on the model, is maintained to primarily meet two overall objectives:

1. To provide the ability to meet spikes in resource requirements from future debt
issuances. Particularly as we build in debt service for several large capital projects, the
Public Safety Center and Remote Operations Facilities, the dedication of a stream of
revenues to the model allows for the resources to stay relatively level as the debt builds
up over the construction periods. Because of the size and incremental timing of these
projects, the fund balance in the model accumulates in the early years to larger than
normal levels. However, as the debt builds, the dedication of the proposed 1 cents
increase in FY11 and the two later tax dedications of 2 cents each are sufficient to fund
long-term debt requirements on new proposed projects that grow as high as $87 million
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per year. All fund balance is invested and proceeds are used to help moderate other
resource requirements.

2. To provide flexibility in structuring new issues as they are identified. As plans change
due to different timing decisions or variations in financing rates, the fund balance is
important in providing funding that can cover those changes.

Other highlights of the General Debt Model are as follows:

e The current model continues the 1.68 cents dedicated tax from the 2008 revaluation
adjustment approved last year.
e The new debt-related projects are included in the FY 2009-10 model are as follows:
0 The $226 million CEL Public Safety Center
0 The $276 million remote operations facilities
e These new debt items require dedicated general fund resources to support the debt
service. At the height of debt repayments these projects total approximately $47
million in annual debt service. Three proposed incremental tax increases of 1 cent in
FY11, 2 cents each in FY13 and FY15 are needed to fulfill the debt service
requirements of these major facilities projects.

In addition to modeling the current and planned debt projects, the debt model allows future debt
options to be modeled as “what if” scenarios, allowing decisions to better be made as to size
and timing of projects.

We are available to review the model further and answer any questions that there may be.
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