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The Public School Capital Outlay Council and the legislature use supplemental severance tax
bond proceeds budgeted in the Public School Capital Outlay Fund for several purposes pursuant
to the Public School Capital Outlay Act’. Generally, the uses are:

State match distributions for Capital Improvements Act (aka “SB-9”);
Lease assistance awards;

Master plan awards;

PSFA’s fiscal year operating budget; and

Standards-based project awards

A

Annually, approximately 25% of SSTB proceeds are for uses 1-4, with the remaining 75% for
standards-based projects. The PSCO Act specifies these uses but may also use money in the
fund generally for “capital expenditures deemed necessary by the council for an adequate
educational program”.? Recently, the legislature has through the capital outlay bill for
statewide projects, made appropriations from the public school capital outlay fund for various
other purposes (See Table 1. “Detailed Use of Education Capital” on following page).

Prior to 1999, public school capital outlay funding received for school projects were made
annually by the legislature, to the PSCOC program formerly known as “critical capital outlay”.
The source of funds ranged from general fund and (statewide) general obligation bond
proceeds, to senior severance tax bond proceeds. Annual appropriations were highly variable
from year to year. In 1999-2000, the litigant districts in the Zuni lawsuit successfully challenged

! See PSCOC Financial Plan Summary, August 27, 2013 (Attachment A.)
? 22-24-4(B) NMSA 1978.
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the constitutionality of New Mexico’s school capital outlay financing practice and required the
State to establish and implement a uniform system to fund future public school capital
improvements. Supplemental severance tax bonds were created to provide a dedicated funding
stream for public school capital improvements and the system referred to as “standards-based
was developed to prioritize greatest funding needs.

PSCOC Finances, SSTB’s and the Severance Tax Permanent Fund

Between 1982 and 1999, the state bonding program operated so that 50% of the severance
taxes were used for statewide capital projects and the other 50% deposited into the Severance
Tax Permanent Fund. But as a result of the Zuni Lawsuit, the Legislature amended the law to
allow (up to) 45% of the balance of the deposits in the Bonding Fund to be used instead for
issuing supplemental severance tax bonds for public school capital outlay. The last 5% remains
for transfer to the Permanent Fund.® Since 2001, the Board of Finance has issued SSTBs for
PSCOC programs totaling $1,779,691,542.* The Special Master assigned by the federal court to
oversee the state’s progress acknowledged the states’ efforts in remedying the issues brought
by the litigant districts yet the Zuni Lawsuit remains open.

Table 1. PSCOC (“Educational Capital”) and Other Bonding Program Uses (millions)

Uses of Bond Funds FY14 Pct(%)
GO Bonds (Statewide Capital Projects) 155.0 | 24%
Statewide Capital Projects 250.1 39%
Water Projects 31.3 5%
Colonias Projects 15.6 2%
Tribal Projects 15.6 2%
Education Capital 180.7 28%

Total $648.3 100%

Detailed Use of Education Capital: FY14 Pct(%)
SB-9 19.8 11%
Lease Assistance 13.0 7%
PSFA Operating 5.6 3%
School Buses (SB60) 13.0 7%
Pre-kindergarten classrooms (SB60) 2.5 1%
NMSD Projects (district share) (SB60) 7.3 4%
NMSBVI Projects (district share) (SB60) 7.3 4%
PSCOC Standards Based Projects (state share) 112.2 62%

Total $180.7 100%

Source: December 2012 Consensus Revenue Estimate, PSFA files, SB60 (Laws 2013, ch. 226, §§ 52, 53, 54).

*The legislature has increased the limit to issue supplemental sponge notes several times: capped at 75% of the deposits
into the Bonding Fund during the preceding fiscal year (Laws 2000 (1 S.S.), ch. 6, § 7); then raised to 87.5% (Laws 2000
(2nd S.S.), ch. 11, § 2); and raised again to 95% (Laws 2004, ch. 125, § 2). Memo to State Board of Finance from Sutin,
Thayer & Browne, August 16, 2011 (Attachment B.)

* See Attachment C. “Department of Finance and Administration: Appropriations by Agency: Agency Code94000” Date:
09/04/2013. Note: does not include senior severance tax bonds totaling $190,899,999.54. listed on report.
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PSCOC Funding Outlook

The PSCOC Financial Plan utilizes the most recent bond forecast provided by the Consensus
Revenue Estimators (Current: December 2012). On average, revenues available annually for
“Education Capital” total $193 million (FY14-FY17). Accounting for the other uses, the average
available for use for PSCOC Standards-based Projects is $153.1 million.

Avg.
Sources FY14 FY15 FY16 FY17 FY14-17
Education Capital (SSTB's) 180.7| 191.5| 1989 2007] $193.0]|

Avg.
Uses FY14 FY15 FY16 FY17 FY14-17  Pct(%)
SB-9 19.8 20.0 20.2 20.4 $20.1 10%
Lease Assistance 13.0 13.6 14.3 15.0 $14.0 7%
PSFA Operating 5.6 5.9 5.9 5.9 $5.8 3%
School Buses (SB60) 13.0 - - - $3.3 2%
Pre-kindergarten classrooms (SB60) 2.5 - - - $0.6 0%
NMSD Projects (district share) (SB60) 7.3 - - - $1.8 1%
NMSBVI Projects (district share) (SB60) 7.3 - - - $1.8 1%
PSCOC Standards Based Projects 112.2 152.0 158.5 159.4 $145.5 75%

Total 180.7 191.5 198.9 200.7 193.0 100%

To maintain the overall statewide facility condition (FCI), the PSFA estimates that the state
PSCOC Standards-based program should be at or about $140.3 million.> This is based on a total
of $359.8 million in capital renovation and repairs that is estimated must be made annually
(from all sources, state and local) to maintain the current school Facility Condition Index of
34.62%. Funding at a lower level could place the state’s investment in school facilities at risk, as
funding gaps may increase the rate of school facility degradation.

Statewide Facility Condition Index (FCI) for NM Public Schools
Current Funding Level vs. 5 year Funding Hiatus
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Note: With new degradation rate applied, the FCI
32.00% worsens at the current funding level (2015-
2022) then gradually improves.

30.00%

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Current Funding Level | 33.47% | 33.50% | 33.55% | 33.63% | 33.72% | 33.76% | 33.82% | 33.82% | 33.81% | 33.80% | 33.73% | 33.63% | 33.46% | 33.26% | 32.97% | 32.58% | 32.16%
=5 Year Funding Hiatus | 35.54% | 37.64% | 39.75% | 41.90% | 44.06% | 44.10% | 44.16% | 44.17% | 44.15% | 44.14% | 44.07% | 43.98% | 43.81% | 43.60% | 43.32% | 42.93% | 42.50%

> Last updated January 2013 for PSCOC Legislative Brochure.
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The lower blue line indicates the statewide average school facilities condition utilizing the full
$367 million annually from all funding sources (local share 61.1%). The red line indicates
removal of school construction funding (from all sources, state & district match) for five years.
While this scenario is not likely, it is intended to demonstrate that reduced funding will result in
a decline in the average statewide school facilities condition (higher FCl score) that will be
difficult to recoup.

Funding Allocations

Annually, the PSCOC solicits applications from school districts with facilities in greatest need of
repair and/or renovation — usually those in the top 60 or 100 on the Ranked List.® Successful
applicants receive state matching funds in two phases: Phase 1 — Planning & Design, Phase 2 -
Construction.

PSCOC Design District 9 School District State / PSFA
Phase 1: Award Procurement Purchase Order || Purchase QOrder

Phase 2: Oor::,r::;m" ng::rt;:-ntent * -AVE. Phase Duration: 18 Months.*

* Projects typically commence construction soon after the design work is complete but not always. Three factors

Avg. Phase Duration: 12 Months.*

that can prolong construction & project completion are: The size of a project (larger projects take longer), multiple
phase projects and school district funding difficulties (failed bond elections).

Utilizing a two phase funding approach, the PSCOC achieves a more efficient flow of funds as well as
more accurate projections of anticipated funding for both the planning and design phase and the
construction phase (See Attachment E. “PSCOC Project Encumbrance Schedule Detail).

Phase 1 Funding — Planning & Design

Typically around 10% of anticipated Total Project Cost, Phase 1 funding includes cost for “Early
Planning” Phase of the Project including:

1. Cost for Educational Specifications, hiring an Educational Planner, if
needed.

2. Cost for a Feasibility Study if determining whether to

renovate/remodel/replace.

Cost for pre-design services (site surveys, geo-tech & hazmat testing)

4. Cost to enter into an Owner/Architect Agreement; resulting in
programming, schematics, Design Development, and Final Construction
Documents.

w

® See Attachment D. “2013-2014 wNMCI PRELIMINARY Ranking, Sorted by Rank”
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The result and chief benefit of early planning, and phasing the funding, is a better defined scope
of work. This method provides actual project cost details from the selected and approved
general contractor(s) through various project delivery methods:

1. Low Bid
2. RFP —Qualifications Based Selection
3. Construction Manager At Risk (CMAR)

Due to the fact that the Phase 2 funding request is based on actual general contractor costs as
described in the construction documents (either Low Bid, RFP or CMAR), we ensure that the
requested funding is sufficient, but not excessive, for the project completion (barring any
unknown conditions).

By this method, which we call “Just in Time Funding”, PSCOC funds begin flowing through the
local economy within 3 to 4 weeks after the (Phase2) construction funding is awarded by the
PSCOC.

PSCOC Fund Project Encumbrance Schedule Detail

FY14 Phase 2 Awards Outlook
July 2013 - June 2014

(millions)
Phase 1 - Design Award
FY09 FY10 FY1ll FY12 FY13 FY14
District School Facility Q1 Q2 Q3 m
Alamogordo Yucca ES Renovation S0.3

Alamogordo  Yucca ES New School S0.7
Albuquerque Douglas MacArthur ES S0.0
Albuquerque  McKinley MS S0.4
Belen Family School S0.0
Bernalillo Bernalillo HS S1.4
Bernalillo Santo Domingo ES/MS $0.7
Capitan Capitan ES/HS $0.5
Central Naschitti ES $0.5
Clovis James Bickley ES S0.6
Espanola Velarde ES $0.0
Espanola E.T.S. Fairview ES $0.8
Espanola Los Ninos Kindergarten $0.1
Farmington Farmington HS $3.2
Gadsden Gadsden HS $0.0 -
Gallup Church Rock Academy

$0.9
Los Alamos Aspen ES $0.3
Los Lunas Los Lunas HS $2.4 -
NMSBVI NMSBVI Site 50'3

Improvements

NMSD Site (Santa Fe Campus) $0.3
West Las Vegas West Las Vegas MS $0.1

$6.5 $54.3 $14.1 $89.6
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PSFA tracks specific project cash flow beginning with the Phase 1 — Planning & Design as well as
Phase 2 — Construction by Fiscal Year and Calendar Year by Monthly Quarters. This
documentation gives all involved a transparent view of each projects anticipated required
funding needs and when and how much to certify to the Board of Finance based on specific
project schedules (See Attachment E. “PSCOC Project Encumbrance Schedule Detail”).

Project Status Report - PSR

The PSR is a monthly report to the PSCOC that includes project progress, current status of
funding committed and expended and includes specifics of each projects progress from the
regional managers (See Attachment F. for complete “Project Status Report”).
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Facility Condition Index

Out-year projections on funds needed to maintain FCl and explanation of methodology used to
calculate:

A life-cycle renewal requirement exists when a building system is in use beyond its expected
life. Each building system is assessed against the original install or last renovation date to
determine the percent-used based on BOMA system lifespan. For example, a roof that has a 20-
year life expectancy, installed in 1984, would be considered 100% used in the year of 2005. It is
important to note that an incremental life cycle renewal requirement is generated even though
the system or equipment may still be functioning effectively and is within its lifecycle. In this
regard, the FAD also captures degradation costs for building systems which are less than 100%
used. The deterioration in quality, level, or standard of performance of a functional unit is
taken into account through the equation:

(Current Age of System)?
(System Expected Life)?

Percent Degraded =
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The following graph illustrates this degradation (this example is for a system with an expected

life of 20 years.)
NM PSFA's Degradation Curve
This example is for a system with a 20 year lifecycle
100.00% »
90.00% /
80.00% //
- 70.00%
é 60.00% /
g 50.00% /
8 40.00%
g 30.00% /
20.00% /
10.00% /
0.00% @ M
1 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
Year

The job of determining when building systems need to be renewed is done by performing a

Facility Condition Assessment. This analysis can be done by walk-through inspection,

mathematical modeling, or a combination of both. The most accurate way of determining the

condition requires on-site examination. Once the examination data has been collected,

appropriate estimates to correct the deficiencies are prepared and entered into FAD.

It is said that buildings don’t wear out, systems and components do. Accordingly, the battle
against dilapidation and obsolescence is usually joined on several fronts simultaneously—

building envelope, configuration of interior spaces, interior finishes, building systems, code

compliance and energy conservation. But whatever the focus of interest, two general

strategies can be employed: preservation and renewal. Preservation includes a range of tactics,

starting with preventive maintenance and an effective program of maintenance and repairs.

These efforts are funded out of a school’s annual operating budget. Still, well maintained

building systems and components have finite life cycles, and capital renewal is necessary to

replace building systems and components at the end of their useful life. Because of the size

and infrequent nature of these expenditures, they are normally handled as capital expenses.



Page 8 of 9

The following table (See Attachment G) is an example of the degradation on a typical school
building:

Bistriet - Sehool - Schoal - Sytemn - Sypstemn - Sysem-  Syitem - Cabudatrd Cakulated Caleulatrd
Dintriet Sehool - School  Unwrighted  Replacement e Syitens . Yem  Syitem. Renewal
Name Hwme Fepain (ot Coat Aaset - Asset Hame Foctage Syitem - System Mame Cont [ SF mitalled Lifetime L) Cowt Uned - 2018 Repair Cont Used - 2014 Used - 2015
Bemalilo  Algocones£5 SLOSAMG  SA1440M O R esn  238m2 Cauipment 5296 1950 20 10 ST06TIIS 100.00% §T2.27.1 100.00% 100.00%
Beraliio  Alposcmes £S5 SLESA0M6 54044034 Chassroom/Libraniemin (1990) 2 Celtng Finisnes 554 1930 = 10 S1ALENL0 58.78% £91,681.37 E400% Egask,
Beralin  Algescees£5  SLES4DS6 54144034 Clswoom/Libmry/Asein (1990) ? CommunicanonsasdSecunty 5200 1960 it 80 54804755 100.00% 54318445 10000% 100.00%
Bermalio AlgosenesFS  SLESA0ME 541440 O i {1990y ency Light and Fower 504 190 = W0 503439 100 0% 5923845 100.00% 100.00%
Bermalile  Alpodtnes(s  SLSBAGHE  SAIMOM  Classroom/Library/Admn (1990) xtesiar DS B Windaws s 10 x 10 HNEME TR 8456147 w00 BB
Bemailo  Algocooetts  SLSS4086  S41440%4  Classroom/LibaaryfAdmin (1990  Z9HT2 ExteriorWals s 10 100 100 524971806 s 51,1839 576% 520 51557648
Beralig  Algodones 05 SLESA0M6 540440 Cngsroom/Ubraryfdomin (1990 23,672 Fire Devection/Alerm 18 003 % a0 $43,80243 dd iy F17474.30 SL7EN 00 515.063,00
Bemaiiio  Algoocnes[s  SLOSASG  SAI40M  ChssroomyUbraryAcmen (1950) 23671 Fioor finines 5551 150 1 10 313051840 100.00% 514468815 100.00% 500.00% 514468515
Beraliio  Algodomes B3 SLSSEDE 54344084 ¥ 1o 39ET , . 51568 1080 100 100 T8 529 518,801 15 5765 [EE SI1IM 56
Bermatic Aposcnes £l SLASA0N8 S444084  Clssroom/UbraryfAcmin (1990]  ILETD HVAC s:s8 1m0 % 100 SSEGETIAT  SATEW 344092158 54.00% S578.558.21 LT S807.481.78
Uemallic  Algedonesls  SLESADME  SA1M0M  Cissrcom/Lbrarg(Admin (1990  20H72 Intenor Doort and Partiicns e 1m0 E 90 S19700068 2116% $37,506.02 2300% £40,808.31 25.00% £44312.40
Bermaimo  MlgodomesS  SLAGADAS  SHIAA0M  (Classroom/LibearyfAcmn |1990) 185 190 @ W SmomIe 1a g Sramas e 16.00% 525951 64 E" S78.181 50
Berraliio  Algescees®5  SLES40S5 54144034 Classroom/LivmrefAcmin (1990) 051 190 'l 90 SIS0BBI0S  SATEM 513272531 400% 514451536 Crrs 5156,509.20
Bermaliin  Alpodoned £ SLESEMME 54344034 Cusiroom/Libmary/Admin (1950) B 1980 = 80 5I5NNT sa TN 54008 52137 Baaam SN
Berralila  Algodones P53 SLSS4OME 54344084 Classroom/Libwary Admn (1980) 5581 1m0 & 10 sskuIm 14.60% 16.00% SR 17.38% 53017084
Berrallo  Algodones I3 SLESADAS  SAMA0M  Chassroom/Librang/Admin (1990 $1613 190 » 00 SmAFEmM sa.Ten A00% 529643543 59.88%, $267.999.56
Beraiiio  Algodones £5 SLESA08G 54044034  Chassroom/LibraryAdmin (1990) $1448 2008 » 120 $M560950 6.25% S.00% 33700099 12.25% 55081298
Bemalile  Algesomes£5  SLES4086 4144034 Olwssroom/Library/Acmin (1590) 2 Speinkers and Srandpipes 5563 1990 E 130 Seds5i0g IR 2048 52695500 25,00 52806299
Beralin  AlgeaceesBS  SLES4046 54144034 Clavwoom/Linmry/Asmin (1990) 3 Wl Finishes 5406 190 1 100 SEESH T4 100.00% 160 00% $98.92032 100.00% £06.500.12
$1459,400 57 $1567.158.34 SLUEL AT
Deita S107.554.57 S1IA2I60%
BASED ON P3FA “Smant Moder™ 1o "Real Werld™ total project ot {for 2013105 520965/ $150.04 = 1B21420571) 1821428570 1821438571
Hinal Dy Mewcded! o Mainanin for JO14. 5186,8409.30 208,054 58

The total dollar value of degradation accumulates over time and is added to the numerator of
the FCl equation. Expired facility systems, such as roofs, heating, cooling, plumbing, lighting,
doors, windows, etc. are all added over time. Once completely aged/used they contribute 100%
of their value to the facility renewal cost. It is important to note that when an increasing
number of building systems exceed their expected lives, systems failures increase significantly
and can ultimately accelerate deterioration of other building systems. This becomes a strong
leading indicator of overall campus renewal need.

The following graph forecasts the total number of building systems reaching their end of life in
the year indicated:

School Systems Beyond Expected Life
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In the time period we are currently in, systems beyond expected life are increasing with a
forecasted peak in 2018. As you can see, even though there is a reduction in systems reaching
end of life, every year moving forward in the subject window shows there are more systems
reaching this important milestone than in the years past.

When these systems reach end of life, condition metrics, building system failures, and
maintenance workloads will all increase. In the years immediately following the Deficiencies
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Correction Program and the inception of the standards based process, many systems past their
expected lives were renewed. Through the aging process, facilities have continued to degrade
since. The expected new degradation that will hit the FCI equation in 2014 is calculated at
$359,843,283. Since the state share has historically been, 39% this comes to $140,338,880 in
FY14. The six year funding need is as follows:

State and District Funds Required to Maintain
Current Facility Conditions
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2014 2015 2016 2017 2018 2019
M District Funds $219.5 $230.2 $233.0 $237.8 $239.3 $235.7
M State Funds $140.3 $147.2 $148.9 $152.0 $153.0 $150.7




