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Original sponsor: Cotten Offered: 2/3/82
Referred: Judiciary

UN.THE HOUSE. BY THE STATE AFFAIRS COMMITTEE

CS FOR HOUSE JOINT RESOLUTION NO. 71 (State Affairs)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION

Proposing an amendment to the Consti­

tution of the State of Alaska relating

to incurring general obligation 

indebtedness for veterans housing.
i

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Article IX, sec. 8, Constitution of the State of Alaska * is 

amended to read: . . . . .

SECTION 8. STATE DEBT. No state debt shall be contracted unless

authorized by law for capital improvements or unless authorized by law

for housing loans for veterans and ratified by a majority of the quali- 

.. fied voters of the State who vote on the question. The State may, as 

provided by law and without ratification, contract debt for the purpose 

of repelling invasion, suppressing insurrection, defending the State in 

war, meeting natural disasters, or redeeming indebtedness outstanding at 

the time this constitution becomes effective.

* Sec. 2. The amendment proposed by this resolution shall be placed 

before the voters of the state at the next general election in conformity 

with art. XIII, sec. 1, Constitution of the State of Alaska, and the election
9

laws of the state.
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The Honorable Ray Metcalfe, Chairman 
House State Affairs Committee 

. Pouch V
Juneau, AK 99811

Re: HJR 71

' Dear Mr. Chairman:

I have received and reviewed copies of Alternatives 1 and 2 for 
' a Committee Substitute for HJR 71. Alternative 1 incorporates the l an­

guage which I recommended both in my analysis in the Fiscal Note for this 
Resolution and in my personal testimony before your Committee.

After discussion of both alternatives with legislative counsel 
and with the State Bond Committee's bond counsel, I am persuaded that 
Alternative 2 is superior to Alternative 1. One of my concerns was that 
the phrase "state debt" might not allow bonds to be issued by an instru­
mentality of the State that were guaranteed by a pledge of the State's 
full faith and credit. As I pointed out, we would not want to limit our­
selves to the case where the State alone would be able to issue such 
bonds, as Oregon did. However, bond counsel has reassured me that such a 
guarantee by the State would be "state debt" as that phrase is used in 

the Constitution.
*

In addition, legislative counsel explained to me the superiority 
of having the phrase "unless authorized by law" where it is in Alter­
native 2, instead of where it would have been in my proposal (Alternative 

1).

Therefore, I have no further drafting problems or suggestions 
with respect to Alternative.^, and I further recommend that if your Com­
mittee wishes to act favorably on HJR 71, Alternative 2 should be used as 
the basis for a Committee Substitute.

Very truly yours,

Thomas K. Williams 
Commissioner of Revenue

TKW

cc: "Representative Cotten
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THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution No^ HJR 7 1 ________________________________ _____
Title Constitutional'"Amendment for G.O. bonds for veterans housing 
Requested bv House State Affairs Committee_______________Date__________

II. FISCAL DETAIL 
Agency Affected_
Program Category Affected

Revenue/State Bond Commi ttee
General Government

BRU, Program, Or Subprogram(s) Affected,
(Note: If more than one budget component is affected, separate line-item 

amounts and funding .for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars) • V- •

FY 82 FT 83 FY 84 FY • 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

-  .

•

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS

FULL TIME •

PART TIME •

TEMPORARY.

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

This proposed amendment to the State Constitution seeks to take advantage 
of existing provisions in the Internal Revenue Code which allow tax-exempt bonds to 
be issued to finance housing for veterans, provided those bonds are either general 
obligation bonds of a state or are guaranteed by the general obligation (or full faith 
and credit) of a state. Unlike tax-exempt bonds which AHFC may currently issue (which 
don't have the guarantee of the State's full fajth and credit), the b^nds under the 
proposed amendment would not be subject to the same strict eligibility requirements 
that are imposed under the federal tax law for the AHFC tax-exempt bonds. In addition, 
the authority for AHFC to issue tax-exempt bonds at all will expire after 1983 unless 
Congress acts to extend this deadline; there would be no such expiration problem for 
the veterans bonds under the proposed amendment.

.Continued on next page

IV. d a t e  Oanuary 26, 1982 _PREPARED BY____
•agency Revenue

Original: Legislative Finance PHONE 465-2300 
cc: Budget and Management

Prime Sponsor (First Legislator Named) 
33-001 (Rev. 12/81)



Fiscal Analysis for HJR 71 continued 
Page 2 ' •■ ■•• • •

January 26, 1982

........ T h e . reason for this provision in the Internal Revenue Code
favoring veterans housing when financed by bonds secured by the full
faith and credit of a state is that the author of the 1980 legislation
which so curtailed AHFC's tax-exempt program was Representative A1 Ullman 
of Oregon. Oregon's constitution specifically authorized the State of 
Oregon to issue its general obligation bonds to finance veterans
housing. As one can see from ny description of the difference between 
AHFC-type programs and Oregon's veterans program, Mr. Ullman was quite
successful in protecting the special interests of his home constituency.

Unfortunately for the security of Oregon's veterans program, Mr. 
Ullman was not re-elected to Congress is 1980, and consequently a 
representative from another state (Mr. Rostenkowski of Illinois) is 
Chairman of the House Ways and Means Committee (where all tax legislation 
would originate). With Mr. Ullman gone, there is much less assurance 
that the federal tax laws won't be changed to limit or cut off the 
tax-exempt status of state general obligation bonds for veterans housing, 
especially as the Reagan Administration is looking at cutting off certain 
tax-exempt bond programs as a means of gaining additional income taxes 
and reducing the projected federal deficits.

Despite these uncertainties over its future, the federal tax law 
currently allows state general obligation bonds for veterans housing to 
be tax-exempt. Assuming that this law is not changed, an amendment to 
the Constitution of the State of Alaska authorizing the issuance of such 
bonds would allow veterans to get mortgages financed based on tax-exempt 
rates and thereby reduce the amount-of State subsidies needed for housing 
statewide through AHFC.

* ! i

There are two ways to go in amending the State Constitution to 
set up a veterans housing bond program. One is to ha v e :the State itself 
issue general obligation bonds. The other is to have a different entity 
like AHFC actually issue the bonds, which would then be guaranteed by a 
pledge o f .the full faith and credit of the State of Alaska. Under this 
second approach the voters would have to ratify and approve a specified 
amount of bonds to be so .guaranteed, just as (under the first alter­
native) they would have .to ratify and approve the amount of general 
obligation bonds that .the State would directly issue for veterans 
housing. In other words, from the perspective of having the people vote, 
on the amount to which the full faith and credit of the State would be.' 
pledged in support of the financing of veterans housing, both approaches' 
are essentially the same.

From the perspective of the State's continued credit rating, 
however, the difference between the two approaches would be significant. 
Under the first approach the bonds that are issued are direct obligations



Fiscal Analysis for HJR 71 continued
Page 3
January 26, 1982

of the State, while under the second they would be contingent obligations
—  that is, AHFC would first have to be unable to meet the debt service 
of the bonds on its own before there would be a call placed against the 
resources of the State (of course, if such a.call were made, it would be 
a paramount demand upon the State's resources, the same as with the
State's own general obligation bonds). The difference boils down to this
—  under the first approach the payment of the debt service on the 
veterans housing bonds is a paramount demand on the State's resources 
each and every time an installment, of the debt service comes due, and.the-
State would have to.come up with the money to meet that debt service
payment regardless of any cash flow problems it might temporarily be 
experiencing at the due date; whereas, under the second approach, AHFC 
would first have to be unable to meet the debt service on the veterans 
housing bonds before the State would be subject to the paramount demand 
upon its resources. With AHFC acting as a buffer between the bondholders 
and the State under the second approach, it provides an additional
measure of assurance that the debt service on the veterans housing bonds 
will be paid in full and on time. This assurance becomes greater, the

' more AHFC's own programs and financial strength remain sound.

The disadvantage of the .first approach (which is to have the
State issue general obligation bonds directly) is best illustrated by the 
example of Oregon. Oregon financed veterans housing through general 
obligation bonds issued in its own name. As the program continued over 
the years, Oregon issued millions and millions of dollars of its own 
general obligation bonds for • veterans housing and millions more for
regular capital projects. Eventually its credit rating started to slip, 
making it more and more expensive for Oregon to finance either the
veterans mortgages or its capital projects. Today both Oregon's credit
rating and its capacity to borrow are materially impaired as the result
of its veterans housing bond program.

The constitutional amendment as proposed in HJR 71 would follow 
the same approach as Oregon used. I believe (as does the State Bond 
Committee's Financial Advisor) that if the State of Alaska is going to 
pledge its full faith and credit for bonds issued to finance veterans 
housing and thereby take advantage of a present feature of the Internal 
Revenue Code, the better way to do this is with an instrumentality of the 
State like AHFC serving as the actual issuer of the bonds and with the 
State pledging its full faith and credit to guarantee . those bonds.
Ultimately, we should be able to issue more bonds with a better credit
rating and at lower interest rates.

I would therefore recommend for the Committee's consideration 
the following change to HJR 71 —  delete lines 12 - 19 and substitute the 
f ol 1 owi n g :



Fiscal Analysis for HJR 71 continued
Page 4
January 26, 1982

SECTION  8 . S TA TE  DEBT, No s t a t e  d e b t s h a l l  be c o n t r a c t e d  
[UNLESS AUTHORIZED BY LAW] f o r  c a p i t a l  im provem ents n o r  s h a l l  
th e  f u l l  f a i t h  and c r e d i t  o f  th e  S t a t e  be p led g ed  t o  g u a ra n tee  
bonds is s u e d  by th e  S t a t e  o r  an in s t r u m e n ta l i t y  o f  th e  S t a t e  to  
f in a n ce  h o u s in g  f o r  v e te r a n s ,  u n le s s  a u th o r iz e d  by law and 
r a t i f i e d  by a m a jo r i t y  o f  th e  q u a l i f i e d  v o t e r s  o f  th e  S t a t e  who 
v o te  on. th e  q u e s t io n .  Th e  S t a t e  may, as p ro v id e d  by law  and 
w ith o u t  r a t i f i c a t i o n ,  c o n t r a c t  d e b t f o r  th e  p u rp o se  o f  r e p e l l in g  
in v a s io n ,',  su p p re s s in g  i n s u r r e c t i o n ,  d e fe n d in g  th e  S t a t e  in  w ar, 
m eeting  n a tu ra l;  d i s a s t e r s ,  o r  redeem ing in d e b te d n e s s  o u ts ta n d in g  
a t  th e  tim e  t h i s - c o n s t i t u t i o n  becom es e f f e c t i v e .

T h i s . language w ould  a llo w  th e  se con d  approach  to  be ta k en  in s te a d  o f  
go in g  th e  way Oregon d id ,  b u t  a t  th e  same tim e  i t  w ould  a l lo w  th e  S ta te  
t o  is s u e  genera l o b l ig a t io n  bonus in  i t s  own name, w ith o u t  h a v in g  to  
re-am end th e  S ta t e  C o n s i t i t u t i o n  t o  do so , in  th e  e v e n t  AHFC ( o r  w ha tever 
in s t r u m e n ta l i t y  i s  s e t  up t o  is s u e  th e  v e te ra n s  h ou sing  b o n d s ) f o r  some 
rea so n  p ro ves  to  be u n s a t i s f a c t o r y .

*■*
y



FISCAL NOTE

I. REQUEST
Bill/Resolution No. CS for H J R  71____________ ___________________
TitleA m e n d i n g  t h e ~ 5 o n stitution for G.O. Bonds for Veterans' M ortgag 
Requested bv _________________________________________ Date_______________

II. FISCAL DETAIL
Agency Affected State B o n d  Committee ________________________________
Program Category Affected General Government
BRU, Program, Or Subprogram(s) Affected____________________________________
(Note: If more than one budget component is affected, separate line-item 

amounts and funding .for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

_

N o n e  U n k n o w n  U n k n o w n  U n k n o w n  U n k n o w n  U n k n o w n

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source) •

POSITIONS

FULL TIME
PART TIME
TEMPORARY

- •

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

U n t i l  legislation;)'is e n a cted to implement this c o nstitutional 
amendment, the-fiscal e f f e c t s %cannot be estimated. However, 
if such i m plementing l e g i s l a t i o n  provides for the issuance of 
bonds b y  an i n s t r u m e n t a l i t y  like A H F G  w i t h  the State's pledge 
of its full faith and credit as a g u a rantee of those bonds, the 
State's own b o n d i n g  c a p acity and credit r a t i n g  w i l l  b e  better 
p r e served than if such bonds were, to be issued directly in the 
State's own name.

IV. DATE F e b r u a r y  8. 1982 PREPARED BY,
AGENCY_________“Rpypniip

■ Original:, Leqisl9tiv5.-E.inan.ce_ PHONE__________ /,
cc: Budget and Management

Prime Sponsor (First Legislator Named) 
33-001 (Rev. 12/81)
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Driginal:sponsor: Cotteri Offered: 2/3/82
Referred: Judiciary

EN THE HOUSE BY THE STATE AFFAIRS.COMMITTEE

CS FOR HOUSE JOINT RESOLUTION NO. 71 (State Affairs)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - SECOND SESSION

Proposing an amendment to the Consti­

tution of the State of Alaska relating 

to incurring general obligation 

indebtedness for veterans housing.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. Article IX, sect 8, Constitution of the State of Alaska ■, is 

amended to read:

SECTION 8. STATE DEBT. No state debt shall be contracted unless 

authorized by law for capital improvements or unless authorized by law 

for housing loans for veterans and ratified by a majority of the quali- 

.. fied voters of the State who vote on the question. The State may, as 

provided by law and without ratification, contract debt for the purpose 

of repelling invasion, suppressing insurrection, defending the State in 

war, meeting natural disasters, or redeeming indebtedness outstanding at 

the time this constitution becomes effective.

*  Sec. 2. The amendment proposed by this resolution shall be placed 

before the voters of the state at the next general election in conformity 

with art. XIII, sec. 1, Constitution of the State of Alaska, and the election 

laws of the state.

-1- CSHJR 71(SA)




