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IN TR O D U C T IO N

In the per iod which has fo l l owed the recent recession, the pe r fo rmance o f  the states on the 
whole has marked ly improved. This is due to the fact  that most states have a high re l iance 
on sales tax revenues and income tax revenues, and that these sources o f  funds benef i t  
posit ive ly f r om an upturn in the economy. Certa in states have a lso seen improved revenues 
due to the implementat ion o f  increased tax rates .  During this per iod cer ta in  states have 
imposed tougher con t ro ls  on state expenditures which, when combined with higher revenues, 
have resul ted in stronger genera l  fund balances.

Some a reas that continue as question marks in state pe r fo rmance are tax -payer  ini tiat ives 
which would put press re on revenues, as we l l  as the price levels o f  speci f ic resources that a 
state may re ly heav i ly  upon fo r  funds. As an example ,  the weakness in oi l  pr ices has 
severe ly  strained the revenue stream o f  such states as Louisiana, Texas and Alaska. As an 
indication o f  just how big an impact this source can have , consider tha t  fo r  every  $1 drop in 
the price o f  o i l ,  these states lose app rox imate ly  $150 mi l l ion in revenues. Fina l ly ,  the 
s tream o f  funds to the state c o f f e r s  f rom the Federa l  government remains a large question 
mark as it concerns the amount o f  aid which can be expected f rom this source.

When considering the rat ing to place on a state c red it ,  the above fac to rs  play a ve ry  large 
ro le .  In addit ion to these areas , the aspects which are unique to each state are examined. 
Included in this analysis is an examination o f  the h is to r ica l  pe r fo rmance o f  f inancia l  pol icy 
makers  as to whether  operat ions have been run conserva t ive ly  o r  if es t imations o f  revenues 
and expenditures have c ~»stently been beyond reasonable expectat ions.  A histo ry o f  good 
ope rat ions tends to indk . te s imi la r pe r fo rmance in the fu tu re .  Also examined are the 
economics o f  the states ,  with positive emphasis on those exhibiting wel l -d ive rs i f i ed _,;d 
growing cha rac ter is t ics ,  as wel l  as on those str iving to d ive rs i fy .  States which possess 
economies re l iant  on one or  two industries,  pa r t icu la r ly  i f  cyc l ica l  industries,  a re  c lose ly  
scrut inized fo r  o the r  aspects which can help to ove rcome this problem. Other pieces in the 
ana ly t ica l  puzz le include the wi l l ingness to raise revenue sources, debt levels ,  wealth levels 
and h is to r ica l  emp loyment  levels .  When combined, a l l  o f  the above a reas  give us an idea o f  
just how the state wil l pe r fo r in ,  and helps us to assign a rat ing on outstanding debt.
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Definition of Ratios

Net  G .O .  Debt Pe r Capi ta -  This is a measure o f  the state's debt burden. By dividing net 
G.O . debt by the state's populat ion, we gain a be t te r  perspect ive o f  the amount o f  debt p ; r  
person that is supported by the gc le ra l  taxing powers o f  the s ta te .

Net G .O .  Debt as a % o f  Persona l Income -  Tin is rat io  divides the net G .O .  debt by the 
state's tota l  personal income. It provides a too l  fo r  standardiz ing and measuring the Durden 
o f  a state's debt ,  and gives an indication o f  the taxpayer 's abi l i ty  to support the debt.

Net G .O .  Debt as  a % o f  Fu l l  Market Value -  By dividing the net G .O .  debt o f  the state by 
the fu l l  marke t  value o f  a l l  r ea l  proper ty  in the s ta te ,  a perspect ive can be gained on the 
relat ionship between the size o f  debt and wealth o f  the s ta te .  This percentage a lso a l l ows 
insight into the burden and magnitude o f  a state's debt re la t ive  to o the r  states .

Genera l  Fund Balance as a %  o f  Genera l  Fund Revenues -  This rat io  gives an indication o f  a 
state's f inanc ia l  pe r fo rmance by re la t ing its degree o f  solvency to its exist ing revenue 
capaci ty .

U .S. Trends and Averages

Unemployment 
1984: 7 .5%
Five year  ave rage :  S.3%

Per capi ta  income (1984) :  $11 ,675

Median Debt Rat ios  
Pe r cap ita :  $258
Debt as % o f  personal income: 2 .3% 
Debt as % o f  fu l l  ma rke t  va lue:  1.1%

Trend o f  State Revenue Sources (as % o f  t o t a l  revenues)

Sales Tax Income Tax License Tax Other To ta l
1957 58.1 17.6 15.1 9.2 100.0
1967 58.2 22.4 11.4 8.0 100.0
1977 "1.8 34.3 7.1 6.8 100.0
1982 • 8.4 36.7 6.3 8.6 100.0
1983 48.9 36.7 6.2 S.2 100.0
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SLB SLB Moody’s/ Population
Rating Trend S&P (000's)

A labama Lower AA Stable Aa/AA 4 , 110.0
Alaska Mid AA Stable Aa/AA- 5 1 0 . 5
Ca l i fo rn ia Upper AA Stable Aa/AA + 2 5 , 6 2 2 . 0
Connect icut Mid A A Upward A a l /A A 3 , I 3 S . 0
De laware Mid AA Stable Aa/AA 6 0 6 . 0
Flor ida Mid A A Stable Aa/AA 1 0 , 9 7 6 . 0
Georgia Upper A A Upward Aaa/AA 5 , S 3 7 . 0
Hawaii Lowe: A A Stable Aa/AA I . 0 3 8 . 7
I l l inois Upper AA Stable Aaa/AA + 11 5 1 1 . 0
Iowa Lower M1G- 1 Stable M IG -2 /NR 7 , S 9 4 . 0
Louisiana Lower AA Stable A l /A A - 4 , 4 6 2 . 0
Maine Upper A A Sta ble Aa 1/AAA 1 , 1 5 0 . 0
Maryland Lower AAA Stable Aaa/AAA 4 , 3 5 4 . 0
Massachusetts Upper A Stable A l /A A 5 , 7 6 7 . 0
Michigan Mid A Stable A/A+ 9 , 1 0 7 . 0
Minnesota Mid A A Stable Aa/AA + 4 , 1 6 2 . 0
Mississippi Lower AA Stable Aa/AA- 2 , 59S .0
Missouri Mid AAA Stable Aaa/AAA 4 . 9 S 5 . 0
Montana Mid A A Stable Aa/AA 8 2 4 . 0
Nevada Mid A A Stable Aa/AA 9 1 1 . 0
New Hampshire Mid AA Stable Aa/AA 9 7 7 . 0
New Jersey Mid AAA StaMe Aaa/AAA 7 , 5 1 5 . 0
New Mexico Mid A A Stable Aa/AA I , 4 2 4 . 0
New York Upper A Stable A/A+ 1 7 , 7 3 5 . 0
North Caro l ina Mid AAA Stable Aaa/AAA 6 , 1 6 4 . 2
North Dakota Upper AA Stable Aa/AA 6 7 3 . 0
Ohio Mid AA Stable Aa/AA 1 0 , 7 5 2 . 0
Oregon Upper A Stable A1/A + 2 , 6 7 4 . 0
Pennsy lvania Mid A Upward A /AA- 1 1 , 9 0 1 . 0
Rhode Island Mid AA Downward Aa/AA- 9 5S .2
South Caro l ina Lower AAA Stable Aaa/AAA 3 , 3 0 0 . 0
Tennessee Lower AAA Stable Aaa/AA + 4 , 7 2 2 . 0
Texas Mid AAA Stable Aaa/AAA 1 5 , 2 2 1 . 0
Utah Lower AAA Stable Aaa/AAA 1 , 6 7 2 . 0
Vermont Mid AA Downward Aa /NR 5 3 0 . 0
Virginia Mid AAA Stable Aaa/AAA 5 , 6 3 6 . 0
Washington Lower AA Downward A /AA- 4 , 3 4 9 . 0
West Virginia Upper A Stable A l /A A - 1 , 9 5 3 . 0
Wisconsin Mid AA Stable Aa/AA 4 , 7 6 6 . 0

f t

Per  Capi ta  Net GO Debt /  Net GO Debt /  Genera l  Fund Ba lance /  
Debt Personal Income Market Value Genera l  Fund Revenues

$ 267 2 .9% 1 . 6% 4. 2°6
2 , 1 2 5 13.1 2 . 7 54 .1

110 O.S 0 . 3 1 .4
749 5 . 4 3.1 3 . 9
929 7 . 2 4.  1 12 .7
270 2 . 3 1.1 8 . 9
2S6 2. S 0 . 9 2 . 6

1 ,60S 1 3 . 5 4 . 3 11 .9
30S 2 . 2 1 . 5 2 . 2
155 1 . 3 0 . 6 0 . 3
707 6 . 9 2.  S 0.1
256 2 . 9 i . l 2 . 2
6S2 5 . 2 2 . 7 1 . 2
777 5 . 9 3 . 6 0 . 3
144 1 . 3 0 . 7 5.1
273 2 . 3 0 . 9 1 . 6
257 3 . 2 2 . 2 O.S
59 0 . 5 0 . 5 10 .5

2S6 2 . 9 1 . 4 12 .6
101 0 . 8 0 . 2 15 . 6
365 3 .1 1 . 2 0
421 3 . 0 1 . 5 9 .1
247 2 . 6 1 . 2 4 . 0
613 4 . 7 4. 1 0 . 2
143 1 . 5 0 . 7 4 . 8
94 0 . 8 0 . ? 1 4 . 6

294 2 . 6 1 . 2 0 . 9
174 1 .6 0 . 6 8 . 4
387 3 . 4 3 . 4 0 . 6
372 3 . 2 1 . 7 2 . 5
196 2 . 2 1 . 0 4 . 4
111 1 . 0 0 . 5 5 . 0
67 0 . 6 0 . 2 12 .9

177 2 . 0 0 . 6 1 3 . 9
516 4 . 8 1 . 6 ( 1 0 . 7 )
84 0 . 7 0 . 7 6 .1

574 4 . 4 1 . 6 5 .1
396 4 . 3 1 . 6 9 . 9
324 3 . 4 1 . 3 a 3. 4



ALABAMA
Moody's: Aa SLB:  Lower A A 

Trend: Stable
S & P : AA

In the 1984 f isca l  year f inancial  pe r fo rmance within the State improved signi f icant ly ,  with 
the unencumbered Genera l  Fund balance increasing to a leve l o f  $21 .6  mi l l ion ,  f rom $6.9 
mi l l ion. The ma jo r  sources o f  revenues include corpora t ion taxes, gross receipts business 
taxes and income taxes . The last income tax rate increase was implemented in 1982.

The economy o f  Alabama is e x t r eme ly  sensitive to business cyc les ,  due to a heavy rel iance 
on the durable goods manufactur ing sector .  This sector  expanded 8 .8% between '83 and '84, 
with the service secto r expanding 4.1%. Wealth leve ls within the State are  low, with 
unemployment rates having been t rad it iona l ly  high. Debt rat ios " n Alabama are 
average .  As a bu f fe r  fo r  State operat ions , the Heri tage Trust Fund is c u n an t l y  a t  a leve l o f  
$120 mi l l ion.  Due to the highly cyc l ica l  economy and low leve ls o f  State wea lth , we view 
the State as a Lower AA with a stable t rend.

Populat ion (19S4) :  4 ,110 ,000
% change 19S0-19S4: + 5.7%

Employment Distribut ion
Manufactur ing: 19.9%
Wholesale and Re ta i l  Trade :  16.2%
Service Industries:  12.7%
Government :  16.4%

Unemployment (1984) :  11.1%
5 year  ave rage :  11 .07%

Wealth Stat istics
Per capita income: $9 ,242 
% change 1980-1984:  +13.9%
Famil ies below poverty  leve l :  N.A.

Genera l  Fund (G .F . )  Balance
1981 $ 1 5 , 3 0 0 , 0 0 0
1982 $ 1 1 , 1 0 0 , 0 0 0
1983 $ 6 , 9 0 0 , 0 0 0
1984 $ 2 1 , 6 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 4 .2%
Debt Ra t ios

Outstanding 
(000 ,000 )  Pe r  Capi ta

%  o f  
Persona l Income

% o f  Ful l  
Market Value

Net G.O. Debt 1098.2 $ 2 6 7 2 .9% 1.6%



A L A S K A

The Sta te ,  which re l ies on oil taxes and roya l t ies fo r  close to  85% o f  its revenues, was hurt  
in 1984 as o i l  pr ices remained weak.  Revenues in the Genera l  Fund decreased 2.2%, with 
expenditures  a lso declining, a t  a ra te  o f  11.9%. The Genera l  Fund balance fe l l ,  a lbeit 
modest ly ,  to a level o f  $2 .09 bi l l ion Every $1 decrease in the pr ice o f  a ba r re l  o f  oi l  
t rans la tes  into a loss o f  revenues o f  approx imate ly  $150 mi l l ion,  which has placed the State 
under a grea t  deal o f  revenue pressure. Some oi l  ana lys ts  are cu r ren t l y  pro ject ing a pr ice 
tor oi l  below $20 a ba r re l  within the next few years .  Oil and gas production taxes, the single 
largest revenue source, f e l l  6 .S% in 19S4.

With an economy dependent on oi l  and gas, revenue pro jec t i ons have been sharply reduced 
fo r  the 19S5 fiscal  yea r .  What the State has in its f a v o r  is a huge Genera l  Fund balance and 
the Alaska Pe rmanent Fund, which cur ren t ly  has a principal balance o f  ove r  $6 bi l l ion. The 
Permanent Fund serves as a const i tu t iona l ly  established "savings account" .  F i f ty  percent o f  
the income generated by the Permanent Fund is t rans fe r red  to the Genera l  Fund. Debt 
rat ios are ex t r eme ly  high, with State unemployment a lso on the high side. Alaska does, 
however ,  possess very  high wealth levels and a rapidly expanding population base. While the 
si tuation in terms o f  oi l re la ted revenues is dete r io ra t ing a t  a fas t  pace, the abi l i ty to 
con t ro l  expenses, large fund cushions, and as yet  untapped tax sources (i .e.  sales and 
personal income taxes) provide adequate securi ty f o r  the State's debt ,  a lthough the situation 
bears watching.

Populat ion (1983 ) :  510 ,550
% change 1 9 8 0 - 1 9 8 4 :+ 2 2 . 9%

Employment Distribut ion 
Manufactur ing :
Wholesa le and Reta i l  Trade:
Service Industries:
Gove rnment :

Unemployment (1984 ) :  10 .6%
5 year  ave rage :  9 .96%

Wealth Stat ist ics
Pe r  capita  income: $17 ,194  
% change 19S0-1984 : +32.2%
Famil ies  below pove r ty  leve l :  8 .6%

Genera l  Fund (G .F . )  Balance
1981 $ 2 , 1 8 7 , 1 0 0 , 0 0 0
1982 $ 2 , 3 3 4 , 3 0 0 , 0 0 0
1983 $ 2 , 1 5 4 , 7 0 0 , 0 0 0
1984 $ 2 , 0 9 1 , 2 8 5 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 54 .1%

Debt Rat ios
Outstanding %  o f

(000 ,000 )  Pe r  Capita Persona l Income

Moody's: Aa S L B : Mid A A S 6c P : AA-
Trend : Stable

%  o f  Fu l l  
Market  Value

6 . 7%
17 . 9%
17.2%
3 2 . 2%

G.O. + Special  Obl ig.  1085.1 $ 2 , 1 2 5 13.1% 2 .7%



CAL IFORN IA
Moody's: Aa SLB:  Upper A A 

Trend: Stable
S&P: AA +

Ca l i fo rn ia ,  one o f  the wea lth iest  states ,  possesses an economy marked by its diversi f ied 
cha rac te r .  While s t i l l  sensitive to a downturn in the economy ,  the low leve l o f  Ca l i fo rn ia 's 
debt burden ($110 net G.O. debt) provides exce l len t  securi ty f o r  outstanding bonds.

The 1983-8** f isca l  year  was a turnaround year fo r  the S ta te .  Major revenue sources, helped 
in part by \ue upsurge o f  the nat iona l economy, rebounded strong ly .  Sales and personal 
income tax grew at an annual rate o f  12.9?o and 20.6% respect ive ly  in 19S**. The Genera l  
Fund moved f r om  a de f ic i t  o f  ove r  $60S mi l l ion in 1983, to  a surplus o f  $328 mi l l ion in '8*#, 
helped in part by expenditure con t ro l s  (3 .6% over  1983 leve ls ) .  Future in i t iat ives,  such as 
the de feated Oarvis IV, could a f f e c t  the revenue raising capabi l i t ies  o f  the State .  Any such 
init iat ives wi l l  have to be examined as they are presented in o rde r  to de te rm ine their 
potent ia l  impact on Ca l i fo rn ia .  Moves by the State to reduce its unfunded pension l iabi l i ty 
should be a p r io r i ty  in the fu tu re .  The population o f  the State is growing at a fas t pace, and 
the State possesses ve ry  high wealth leve ls .  Unemployment levels approx imate  the nat ional  
ave rage .

Populat ion (19S*f): 25 ,622 ,000
% change 1980-198**: +7.8%

Employment  Distribut ion (198**)
Manufactur ing: 19.**%
Wholesale and Re ta i l  Trade : 23 .8%
Service Industries : 23 .7%
Government:  16.3%

Unemployment  (198**): 7 .8%
5 year ave rage :  8 .32%

Wealth Statist ics
Per capita income: $1**,**82 
% change 1980-198**: +31.**%
Famil ies below poverty leve l :  10 .7%

Genera l  Fund (G .F . )  Balance
1981 $ 3 **9 ,793 ,000
1982 $ (15** ,20**,000)
1983 $ ( 6 0 8 , * * 0 0 ,0 0 0 )
198** $ 3 2 7 , 6 0 0 , 0 0 0

198** G .F .  Balance as % o f  G .F .  revenues: 1.**%

Debt Rat ios
Outstanding
(000,000) Pe r  Capi ta  Persona l Income 

$110.10 .8%
$ 2 9 8 . 5 3  2 . 1 %

%  o f %  o f  Fu l l  
Market  Value

.3%

.9%

Net G.O. Debt 2821 .085
G.O. and Enterpr ise 79**9.**32 2.1%

9



C O N N EC T IC U T

Moody's: Aa 1 SLB:  Mid AA 
Trend : Upward

S <5c P : AA

I9S4 was a banner year f o r  Connect icut ,  with t o t a l  Genera l  Fund revenues increasing 17.1%, 
and an unappropriated de f ic i t  o f  $ 47 .9  mi l l ion in 1983 being comp le te ly  drawn down (with 
$165  mi l l ion placed in a Budget Reserve Fund).  Sales tax revenues, which account fo r  
approx imate ly  one third o f  revenues, increased a t  a 21 .4% cl ip ,  with co rpora te  p ro f i t s  taxes 
rising 20 .2%. The State f inds i t se l f  in the enviable posit ion o f  looking fo r  a reas in which to 
slash taxes, in order  to stem the f low o f  surplus funds. To this point in f isca l  '85, 
Connect icut  has a l r eady reg is te red a pro jec ted surplus o f  approx imate ly  $50 mi l l i on .

The economic base o f  the State is re la t iv e ly  nar row in scope, but it has shown movement  
towards d ive rs i f icat ion.  S im i la r l y ,  the tax base is a lso nar row in scope. The debt rat ios are 
very  high, and are expected to move even higher with the planned in fras t ruc tu re  borrowing. 
Ove ra l l ,  the wealth o f  k.he State and continuing strong f inancia l  pe r fo rmance  help to 
mit igate  high debt and the na rrow economic  base, just i fy ing an upward trend.

Populat ion 0 9 8 4 ) :  3 ,138 ,000
% change 1980-1984 :  +1.0%

Employment  Distribut ion (1984 )
Manufactur ing : 27 .9%
Wholesale and Re ta i l  Trade : 21 .4%
Service Industries:  21 .9%
Government :  12 .4%

Unemployment (1984 ) :  4 .7%
5 year ave rage :  6 .1%

Wealth Statist ics
Per capita income:  $14 ,948  
% change 1980 -1984 :  +27 .8%
Fami l ies  below pove r ty  l eve l :  8 .0%

Genera l  Fund (G .F . )  Balance
1981 $ ( 6 5 , 6 8 7 , 0 0 0 )
1982 $ ( 3 9 , 8 3 8 , 0 0 0 )
1983 $ ( 4 7 , 9 5 0 , 0 0 0 )
1984 $ 0 ( $ 1 6 5 . 2  mi l l ion t rans fe r red to  Budget Reserve Fund)

1984 G .F .  Balance as % o f  G .F .  revenues: 3 .9%

Debt Rat ios
Outstanding
(000,000) Per Capita Persona l Income

% o f %  o f  Ful l  
Market Value

Net tax  supported debt 2327.1 $749 5.4% 3.1%
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DELAW ARE

Moody's: Aa SLB :  Mid AA 
Trend : Stable

S & P : A A

A f t e r  three years o f  operat ing a t  or near a de f ic i t  in the Genera l  Fund, the 19S4 f i sca l  year 
ended with an operat ing surplus o f  $48.1 mi l l i on .  The fo l lowing revenue a reas a l l  showed 
strong gains: personal income taxes (+9 .9%) ,  f ranchise taxes (+S.6%) and co rpo ra te  income 
taxes (+46.2%) ,  with to ta l  revenues increasing 12%. Disbursements increased at  a rate o f  
only 2 .9%. Overa l l ,  the Genera l  Fund balance improved to finish a t  a t o t a l  o f  $97.4 mi l l ion .

Manufactur ing, par t icu la r ly  in chemica ls  and automobi les dominates the State's economy .  
DuPont accounts fo r  38% o f  manufactur ing emp loyment  and 9% o f  t o ta l  State emp loyment .  
Growth in the trade sector  helps to o f f s e t  the cyc l ic a l i t y  o f  the manufactur ing sector .  
Wealth levels in the State a -e high with unemployment recent ly  fa l l ing below the nat iona l 
ave rages . Debt rat ios in the State are e x t r eme ly  high. Revenues are re l iant  on income tax 
revenues, with no sales tax cur ren t ly  being levied. We l l - con t ro l l ed  f inances, a diversi fy ing 
economy ,  consistent balances and untapped revenue sources provide adequate securi ty f o r  
the outstanding debt,  placing De laware as a Mid AA with a stable t rend.

Populat ion (19S4) :  606 ,000
% change 1980 - 1 9 8 4 :+ 2 . 0%

Employment Distribut ion (1984)
Manufactur ing: 26 .1%
Wholesa le and Reta i l  Trade:  22 .7%
Service Industries:  19.7%
Government:  16.7%

Unemployment (1984) :  6 .7%
5 year  ave rage :  7 .7%

Wealth Statistics
Per capita income: $12 ,665  
% change 1980-1984 : +25.9%
Famil ies below poverty  leve l :  11.8%

Genera l  Fund (G .F . )  Balance
1981 $ 5 0 , 9 0 0 , 0 0 0
1982 $ 5 1 , 3 0 0 , 0 0 0
1983 $ 4 9 , 4 0 0 , 0 0 0
1984 $ 9 7 , 4 5 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 12.7%
Debt Rat ios

Outstanding 
(000 ,000 )  Pe rPe r  Capi ta  Persona l Income Market Value

%  o f %  o f  Fu l l

Net G.O. Debt 563.5 $929.87 7.2%
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FLO R IDA

In f isca l  1984, F lo r ida revenues were sl ightly below pro ject ions and expenditures were also 
s l ightly below pro jected leve ls .  To ta l  operat ing expenses f e l l  by app rox imate ly  
$750 ,000 ,000 ,  with taxes, l icenses and fee revenues increasing by approx imate ly  $1 .5  bi l l ion. 
The State ended the year with an operat ing surplus in the Genera l  Fund o f  $131 mi l l ion.  The 
Genera l  Fund balance has f i rmed its posit ion since substantial  decl ines in the 19S2 f isca l  
yea r .
F lo r ida has an economy which has moved away f rom a rel iance on tourism and citrus 
agr icul tu re to more o f  a divers i f ied make-up . Manufacturing has been increasing at an 
average annual rate  during the past 10 years o f  3 .6%,  with Flor ida ranked //I in its 
a tt rac t iveness as a business c l imate  f o r  manu fac tu re rs .  Unemployment  has t rad it iona l ly  
been below the nat ional ave rage ,  with wealth leve ls at the nat ional ave rage .  Debt rat ios are 
modera te ,  with a ma jo r i ty  o f  debt being double ba r re l led .  The quick pace o f  growth, a 
diversi fy ing economy and the double ba r re l led  nature o f  debt provide good securi ty fo r  the 
bonds, and cause us to view Flo r ida as a Mid AA with a stable t rend.

Populat ion (1 9S^ ) :  1 0 , 9 7 6 , 0 0 0
% change 1980-1984 : + 1 2 . 6%

Employment Distr ibut ion (1984)
Manu factu r ing :
Wholesa le and Re ta i l  Trade:
Service Industries:
Government:

Unemployment (19S4) :  5 . 4 0%
5 year ave rage :  6 .98%

Wealth Statist ics
Per capita income: $11 ,689  
% change 1980-1984 :  +27.1%
Famil ies below poverty  leve l :  13.4%

Genera l  Fund (G .F . )  Balance
1981 $ 6 5 1 , 9 7 0 , 0 0 0
1982 $ 4 0 4 , 4 0 0 , 0 0 0
19S3 $ 4 5 6 , 5 0 0 , 0 0 0
1984 $ 4 5 9 , 7 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 8 .9%

Debt Ra t ios

Moody's: Aa SLB: Mid A  A 5&P: A  A
Trend: Stable

Outstanding
(000,000) Per Capita

Net tax supported debt 2867.3 $270

%  of %  of Full
Personal Income Market Value

2.3% 1.1%

11.9%
2 6 . 8%
2 4 . 7%
16.3%
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G E O R G I A

In the 19S4 f isca l  year ,  Georgia saw strong gains in its revenue s t ream , and as a resu l t ,  was 
able to replenish the monies in the Revenue Sho r t fa l l  Reserve Fund (funded with 3% o f  
revenues) and Mid-year Adjustment Reserve Fund (funded with 1% o f  revenues) which had 
been depleted during the 1982 and 19S3 f iscal  years .  To date in 19S5, revenue receipts a re  
running ahead o f  State est imates by a ra the r  substantial  margin.  The two largest sources o f  
revenue fo r  Georgia ,  sales and income taxes, each saw sizable increases f rom '83 to 'S4, 
increasing 10.796 and 12.S96 respect ive ly .

The State possesses a sound economic foundation, with agr icu l tu re  becoming less important ,  
as o ther  sectors have taken over .  The growing services secto r  ( increasing 3.696 in '82 and 
5.796 in ’S3) has helped to insulate Georgia f rom recessionary per iods. The most recent  
recession, as evidenced by a revenue stream only somewhat a f f e c t ed ,  points to this f a c t .  
The populat ion o f  the State has been increasing at a fast pace, with unemployment holding 
a t  very  low leve ls .  Pe r capita income, while below the nat iona l ave rage ,  is on par with that 
o f  the region. Debt rat ios o f  the State are modera te ,  and when combined with an improved 
economic make-up, improved financials and a growing population base cause us to view the 
State as an Upper AA with an upward trend.

Populat ion (1984) :  5 , 8 3 7 , 0 0 0
96 change 19SQ-19S4: +6.9°6

Employment  Distribut ion (1984)
Manufactur ing:
Wholesa le and Reta i l  Trade:
Service Industries:
Government:

Unemployment (19S4):  6 .096 
5 year ave rage :  6 .8496

Wealth Statistics
Per capita income: $ 1 0 , 3 7 9  
96 change 1980 -1984 : +29.496 
Fami l ies below poverty  leve l :  16 .6°6

Genera l  Fund (G .F . )  Balance
1981 $ 7 0 , 6 0 0 , 0 0 0  ( $ 9 3 , 0 0 0 , 0 0 0  Mid-year  Adjus tment Revenue Re se rve )
1982 $ 0 ( $ 5 0 , 0 0 0 , 0 0 0  Mid-year  Adjustment Revenue Rese rve )
1983 $ 0 ( $ 2 2 , 0 0 0 , 0 0 0  Mid -year  Adjus tment Revenue Rese rve )
19S4 $ 0 ( $ 1 0 5 , 0 0 0 , 0 0 0  Mid -year  Adjustment Revenue Rese rve )

1984 G .F .  Balance as 96 o f  G.F. revenues: 2 .6% (includes monies in revenue sho r t f a l l  and 
rnid-year ad justment reserve )

Moody's: Aaa SLB: Upper A A  S<5cP: A A
Trend: Upward

22.496 
2 4 . 0%
17.496 
19.296

Debt Ratios Outstanding %  of %  of Full
(000,000) Per Capita Personal Income Market Value

Net tax supported debt 1670.5 $ 2 8 6 2.896 . 996



HAWAII
Moody's: Aa SLB;  Lower AA 

Trend: Stable
S <5c P: A A

The budgetary gap which the State has been experiencing was substant ial ly narrowed in the 
I9S4 fiscal  year to a leve l o f  $20 mi l l i on ,  f rom a level o f  $92 mi l l ion in 19S3. However ,  as a 
resu l t  o f  this gap, the Genera l  Fund balance declined once again in ’34, to a leve l  o f  $105 
m i l l i on .  Revenues were lessened in 19S4 due in par t to a cessation o f  the gross rece ipts tax 
on air l ines .

Ove ra l l ,  the a l ready high debt burden o f  Hawaii has increased since the last survey, although 
this is consistent with the growth mode the State is in. The economy is reasonably 
dive rs i f ied,  with a strong re l iance on tour ism, fede ra l  defense and ag r icu l tu re .  Tourism 
trade in Hawaii has been cons is tent ly  strong even during economic downturns, with a 19S4 
increase in visi tors o f  10.6% over  19S3. Even with the strength o f  the do l la r  against the 
yen, the eve r  impor tant Japanese tourist segment increased 15.7% over  1983 leve ls .  The 
do l la r  has recent ly  shown signs o f  weakening which should bode well  fo r  the State's Japanese 
tour ist t rade. Given the State's debt burden and l imited economic dive rs i f icat ion in 
con junct ion with re la t ive ly  low unemployment, good resident wealth and a thr iving tourism 
industry,  we place Hawaii in the range o f  a Lower AA credi t with a stable t rend.

Populat ion (19S4) :  1 ,03S,700
% change 1 9S 0 - 1 9 S 4 :+7.7%

Employment Distribut ion ( I9S4 )
Manufactur ing : 5 .5%
Wholesale and Reta i l  Trade: 26 .3%
Service Industries:  25.8%
Gove rnment :  22 .6%

Unemployment  (19S4) :  5 .6%
5 year average :  5 .8%

Wealth Statist ics
Per capita income: $12 ,750  
% change 19S0- I9S4 :  +25 .9%
Fami l ies  below poverty leve l :  9 .9%

Genera! Fund Balance
1981 $ 2 3 1 , 7 0 0 , 0 0 0
19S2 $ 2 1 0 , 0 0 0 , 0 0 0
1983 $ 1 2 9 , 5 0 0 , 0 0 0
1984 $ 1 0 5 , 0 6 3 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  Revenues: 11.9%

Debt Rat ios
Outstanding
(000,000) Per Capita Personal  Income

$1,608 13.5%

% o f % o f  Fu l l  
Market Value

Net total tax
supported debt 1670.7 13.5%
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ILL INOIS

Moody's: Aaa SLB:  Upper AA 
Trend : Stable

S<5c P: A A +

I l l inois,  one o f  the wea lth ie r  states ,  a lso possesses an economy marked by its divers i f ied 
nature . Durable goods manufactu r ing , however ,  comprises a large percentage o f  the 
economy ,  which wil l  be p rob lemat ica l  if the State goes into ano the r  recessionary per iod. 
The trend o f  budgetary de f ic i t s  has been reversed (due in part to an improved economy and 
tempo ra ry  tax hikes) ,  as has the downward trend o f  the State's Genera] Fund balance .

Ove ra l l ,  the 19S3-84 f iscal  year was one o f  great improvement for I l l inois.  Tempora ry  tax 
increases, coupled with a strong economy ,  helped revenues o f  the State rebound sharply.  
Income tax revenues increased a t  a 33% ra te ,  with sales tax revenues growing 10.7%. On 
the expenditure side, increases were kept a t  a leve l below the increases in revenues. The 
Genera l  Fund balance, which had decreased in the four  previous years ,  rebounded sharply to 
finish a t  a leve l  o f  $217 mi l l ion in 19S4and $479 mi l l ion in 1985. Due to an increase in 1986 
p ro jected expenditures and a decrease in pro jected revenues, the 1986 balance could be 
drawn down to $177 mi l l ion unless ce r ta in  measures are taken.  As evidenced by tempora r i l y  
increased tax rates ,  the State is wi l l ing to take measures necessary to improve its operat ing 
pe r fo rmance .  Sensit iv ity to a possible economic  downturn, high levels o f  wea lth , a 
diversi f ied economy and an adequate fund balance cause us to view the State as an Upper 
AA c red it  with a stable t rend.

Populat ion (19S4):  11 ,511 ,000 
% change 1980-19S4:  +.7%

Employment Distribut ion (19S4)
Manufactur ing : 21 .2%
Wholesa le and Re ta i l  Trade:  24 .6% 
Service Industries : 22 .6%
Government :  14.9%

Unemployment  (1984) :  9 .1%
5 year ave rage :  9 . 72%

Wealth Statist ics
Per capita income: $12 ,405  
% change 1980 -1984 :  +18 .38%
Famil ies  below poverty leve l :  11%

Genera l  Fund (G .F . )  Balance
1981 $ 1 9 7 , 0 0 0 , 0 0 0
1982 $ 1 8 7 , 0 0 0 , 0 0 0
1983 $ 1 1 0 , 0 0 0 , 0 0 0
1984 $ 2 1 7 , 0 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 2 .2% 

Debt Rat ios

Outstanding 
(000 ,000 )  Pe r  Capi ta

% o f  
Persona l Income

2.16%

%  o f  Fu l l  
Market  Value

1.5%Net G.O. Debt 3551.0 $308



I O W A

With its fo ray into the cap ita l  marke tp lace ,  the State o f  Iowa has debt cu r ren t ly  outstanding 
(consisting o f  tax and revenue antic ipat ion notes) o f  $452 ,000 ,000 .  The need fo r  the notes 
was to o f f s e t  the t iming d i f fe rence  between revenues and scheduled disbursements , 
pa r t icu la r ly  in the area o f  school aid.

The 1984 f isca l  year saw Iowa maintain its Genera l  Fund a t  a balance o f  $8.3  mi l l ion ,  which 
was t rans fe r red to the Economic Emergency Fund (money used to a l l e v i a te  Genera l  Fund 
de f ic i t s  in any future year ) .  Revenues were hurt by a weakness in co rpo ra te  income taxes. 
Const i tu t iona l l y ,  the State cannot end a f isca l  year  with a Genera l  Fund De f i c i t ;  so tha t ,  
expenditures  wi l l  be slashed if new revenue sources are not located . Certa in tax rates are 
modera te  and can potent ia l l y  be raised (e.g.  sales tax ) .  Wealth levels in Iowa are  s l ightly 
below the nat ional ave rage ,  with unemployment we l l  below the nat ional  ave rage .  The 
economy is fa i r ly  diversi f ied with only 19.6% o f  emp loyment  accounted f o r  by the 
manufactur ing sector ,  and as a source o f  personal income only 296 is accounted f o r  by the 
agr icu l tu ra l  sector .  Cur ren t ly  123 o f  the Fortune 500 companies have manufactu r ing plants 
in Iowa. The State's low debt rat ios ,  and the fac t  that const i tu t iona l ly  it cannot sustain a 
Genera l  Fund Def ic i t  help to overshadow the slim State surplus and d i f f i c u l t y  in t iming 
revenues and expenditures ,  causing us to view Iowa as a Lower MIG-1 c red i t .

Populat ion (1984) :  2 ,S94 ,000
96 change 1 9 8 0 - 1 9 S 4 : - 0 . 7%

Employment  Distr ibution (19S4)
Manufactur ing: 19.696
Wholesale and Re ta i l  Trade: 25 .5%
Service Industries:  20 .5%
Government:  20 .0%

Unemployment (1984 ) :  4.896 
5 year average :  5.3296

Wealth Stat istics
Per capita income: $11 ,048 
96 change 1980 -1984 :+1  8.496 
Fami l ies below poverty  leve l :  10 .1%

Genera l  Fund (G .F . )  Balance
1982 $ 2 1 , 8 0 0 , 0 0 0
1983 $ 8 , 3 0 0 , 0 0 0
1984 $ 8 , 3 0 0 , 0 0 0  (T rans fe r red  to Economic Emergency Fund)
1985 $ 0

1984 G .F .  Balance as 96 o f  G .F .  revenues: .3%

Moody's: MIG-2 SLB: Lower MIG-1 S &  P: N.R.
Trend: Stable

Debt Rat ios
Outstanding %  o f  %  o f  Fu l l

(0 00 ,000 ) Pe r  Capita Personal  Income Market  Value
To ta l  Unfunded Debt 452 "  $155 .32  1.396 . 696
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LOUIS IANA

Moody's: A1 SLB:  Lower A A 
Trend: Stable

S&P: AA-

Louisiana, l ike the State o f  Texas, has a high re l iance on oi l  and gas fo r  revenues in the 
Genera l  Fund. Unl ike Texas, they do net have the cushion o f  a substantial  Genera l  Fund 
balance to help ca r ry  them through the ir  cu r ren t  and potent ia l  fu ture lean t imes. The 
balance declined f rom a 1983 leve l o f  $180 mi l l ion to an 1984 level o f  $7 m i l l i on .  Fo r  the 
cu r ren t  year the State expects to maintain a token fund ba lance , a lthough large expenditure 
cuts are required. Oil and gas severence taxes fe l l  by 7 .2% last yea r ,  and are  pro jected to 
f a l l  6 .1% this year .  Should oi l prices drop more than pro jec ted ,  any posit ive balance would 
not be a probable occurrence .
The 1985 f i sca l  year  was one o f  heavy borrowing fo r  Louisiana, making a l r eady poor debt 
ra t ios even worse. Debt as a percentage o f  personal income rose to 6 .9% , while the median 
f o r  a l l  states has dropped to 2 .4%.  Revenues f o r  the year  should increase app rox imate ly  
$500  mi l l ion,  due in large part  to tax  increases, pa r t icu la r ly  in the co rpora te  income tax 
ra t e ,  gasoline tax and sa les tax ;  but as mentioned be fo re ,  expenditures need to be cut .  The 
wealth stat ist ics o f  the State are  we l l  below nat iona l ave rages,  with unemployment we l l  
above.  While high levels o f  debt ,  an economy highly re l iant  on an industry in a downward 
trend and an ex t r eme ly  large unfunded pension l iabi l i ty ($4 bi l l ion) are very  negative 
fac to r s ,  the const i tu t iona l pledge o f  monies f i r s t  to bond debt service enhances the qual i ty 
o f  Louisiana debt.

Populat ion (1984) :  4 ,462 ,000
% change 1930 -1984 :  +6.1%

Employment  Distribut ion (1984)
Manufactur ing : 1 1 . 4%
Wholesa le and Re ta i l  Trade : 2 3 . 5%
Service Industries:  1 9 . 4%
Gove rnment :  2 0 . 2%

Unemployment  (1984 ) :  10 .4%
5 year ave rage :  9 .52%

Wealth Statist ics
Per capita income: $ 1 0 , 4 0 6  
% change 1980 -1984 :  + 2 2 . 8%
Famil ie s  below poverty  leve l :  1 8 . 6%

Genera l  Fund (G .F . )  Balance
1981 $ 5 5 6 , 0 0 0 , 0 0 0
1982 $ 5 4 4 , 0 0 0 , 0 0 0
1983 $ 1 8 0 , 0 0 0 , 0 0 0
1984 $ 7 , 0 5 5 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: .1%

Net tax supported debt 3156.4

Debt Rat ios  Outstanding
(000,000) Pe r  Capi ta  Persona l Income 

$ 7 0 7 . 3 9  6 . 9%

% o f %  of Full
Market Value

2.8%



M A I N E

Moody's: A a ! SLB: Upper AA 
Trend: Stable

S Sc P: A A A

Revenues o f  the State ,  a f t e r  increasing only 1 .8% in the 19S3 f isca l  year (led by a 2 .1% 
decline in tax revenues),  rose 13.8% in 198**. Adjus tment to the to ta l  loss o f  unemployment 
compensat ion taxes and a substantial  increase in co rpo ra te  income tax revenues were pr ime 
cont r ibutors  to the improvement .  The undesignated Genera l  Fund balance, which unti l  I9S3 
had been a t  very  consistent levels ,  rebounded in I9S** to  end a t  an amount o f  $16.7 mi l l ion. 
Operat ing resul ts which in 1983 saw a de f ic i t  o f  $ 13 .5  mi l l ion ,  in 19S** ended with a surplus 
o f  $****.5 mi l l i on .  Est imation o f  receipts tend to be very  accu ra te .

The economy o f  the State tends to be somewhat p rob lemat ica l ,  with a concen tra t ion in 
fo res t  products ,  fishing and tex t i l es .  T ie  planned expansion o f  nat iona l defense spending 
within the State is a posit ive f a c to r .  Wealth sta t i st ics ,  whi le below the nat ional ave rage , 
have risen a t  a rate above the nat iona l ave rage .  Addit ional l y ,  populat ion and resident 
emp loyment  have increased faste r  than the nat iona l ave rage .  New jobs are  expected to  be 
concentra ted in the trade and service secto rs .  The debt rat ios o f  Maine are at  moderate 
leve ls .  Conservat ive  operat ions,  moderate debt ,  and consistent per fo rmance over  the past 
10 years jus t i f y  an Upper AA rat ing f o r  the State o f  Maine.

Population (19S**): 1 ,150,000
% change 1980-198**: +2.3%

Employment Distribut ion
Manufactur ing : 25 .7%
Wholesale and Re ta i l  Trade: 21 .7%
Service Industries : 19.1%
Government :  20 .5%

Unemployment (198**): 6 .1%
5 year ave rage :  8.0**%

Wealth Statist ics
Per capita income: $9,S**7 
% change 1980-198**: +23 .7%
Famil ies below poverty leve l :  13.0%

Genera l  Fund (G .F . )  Balance
19S1 $ 2** ,900 ,000
1982 $ 1 8 , 8 0 0 , 0 0 0
1983 $ 2 , 1 5 0 , 0 0 0
198** $ 1 6 , 7 0 5 , 0 0 0

198** G .F .  Balance as % o f  G .F .  revenues: 2 .2%

Debt Rat ios

Outstanding
(000,000) Per Capita Persona l Income

$256 .16  2 .87%

% o f %  o f  Ful l  
Market  Value

Net G .O .  Debt 29**.6 2 .87% 1.13%
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M A R Y L A N D

In the 198** f isca l  year ,  revenues and expenditures were e x t r eme ly  close to pro jec ted levels 
on a budgetary basis, with a favorab le  balance in Genera l  Fund receipts o f  1% and an 
un favorable  oa lance in expenditures o f  .1% . Ove ra l l ,  revenues increased 12.5%, led by 
income taxes (+15 .7%)  and sales taxes (+1**.2%), while expenditures  increased only **.7%. 
The Genera l  Fund, which reports according to GAAP (Genera l ly  Accepted Accounting 
Pr inciples),  widened its de f i c i t  to $65 mi l l ion and on a budgetary basis, ended at $**1.3 
mi l l ion,  down from $5*f.9 mi l l ion. The drop is due mainly to planned use o f  the surplus.

The State o f  Mary land cu r ren t l y  enjoys a balanced economy featur ing tour ism, services, 
agr icul tu re and a strong government sector benef i ting f rom its prox imity  to the nation's 
cap it a l .  Wealth levels are well  above average and unemployment we l l  below the nat ional  
ave rage .  The G .F .  balance on a GAAP basis is expected to be on the posit ive side in the 
1985 f isca l  year .  An a rea  fo r  concern includes very  high debt levels ,  with per capita debt at 
a leve l o f  $682.  The cur rent  S <!c L crisis is being responsibly handled and should not a f f e c t  
the States' pr ime rat ing. De f ic i t s  and high debt levels are par t ia l ly  o f f s e t  by the 
t radi t iona l ly  responsible per fo rmance o f  State government (e.g. no shor t- te rm borrowing) 
and the typ ica l l y short matur i t y  o f  outstanding debt ,  placing the bonds as a Lower AAA with 
a stable t rend.

Moody's: Aaa SLB: Lower A A A  S«3cP: A A A
Trend: Stable

Populat ion (198**): **,35**,000
% change 19S0-198**:+3.8%

Employment  Distr ibut ion (198**)
Manufactur ing : 12 .3%
Wholesale and Re ta i l  Trade: 2*f.5%
Service Industries : 23 .8%
Governmeir ' :  23 .3%

Unemployment (198**): 5 .8%
5 year ave rage :  7 .2%

Wealth Statist ics
Per capita income: $13 ,100 
% change 1980-198**: +26 .2%
Famil ies below pove r ty  leve l :  9 .8%

Genera l  Fund (G .F . )  Balance
1981 $ 1 9 7 , 2 0 0 , 0 0 0
1982 $ 1 **3 ,300 ,000
1983 $ ( 5 1 , 6 0 0 , 0 0 0 )  GAAP
198** $ ( 6 5 , 0 0 0 , 0 0 0 )  GAAP

198** G .F .  Balance as % o f  G.F . revenues: 1 .2%

Debt Rat ios
Outstanding %  o f  %  o f  Fu l l

(000 ,000 ) Pe r  Capita Persona l  Income Market Value
Net tax  supported debt 2922 .3  $682 5.2%" 2.7%



MASSACHUSETTS
Moody's: A1 SL 3 :  Upper A S&P: A A

Trend: Stable
Massachusetts ended the 19S4 f isca l  year with an operat ing de f i c i t  in the Genera l  Fund, due 
in part  to a substantia l increase in State aid to ci t ies and towns. This was caused pa r t ia l ly  
by the passage o f  Proposit ion 2 1/2, which l imited loca l revenue raising capabi l i t ies .  The 
Genera l  Fund balance moved f rom a $64.4 mi l l ion surplus in 1983 to a $19 .3  mi l l ion surplus 
in 1984. Fo r  the 19S5 f iscal  yea r ,  the State expects to widen its balance to $37 .2 mi l l ion, 
but large increases in fund t rans fe rs ,  aid to ci t ies and basic State expenditures wi l l  put a 
strain on the balance,  pa r t icu la r ly  in the event o f  an economic  slowdown.

The State exhibits very  high per capita wea lth , low levels o f  unemployment,  a stable 
population and an economy marked by a shi f t  towards the serv ice, t rade and high technology 
industries.  This shi f t  away f rom the more t radi t iona l manufactu r ing industries has helped to 
insulate the State f rom some o f  the e f f e c t s  o f  a recession. Debt ra t ios are on the high side, 
with the State spending more and more on aid to local en t i t i es .  Wealth levels and improving 
economic make-up help to provide adequate securi ty when a l l  aspects o f  State operat ions 
are taken into conside ra t ion,  and cause us to view Massachusetts as an Upper A v/ith a 
stable t rend.

Populat ion (1984) :  5 , 767 ,000
?6 change 19 S 0 - 19S^: +.5%

Employment  Dist r ibut ion (1984)
Manufactur ing :
Wholesa le anu Re ta i l  Trade:
Service Industries:
Government:

23 .7% 
23 .1% 
26 .3% 
1 3.0%

Unemployment (1984) :  4 .8%
5 year ave rage :  6 . '%

Wealth Stat istics
Per capita income:  $14 ,463  
% change i 9 3 0 - IS S 4 :  +42.S%
Famil ies below poverty  leve l :  9 .6%

Genera l  Fund (G .F . )  Balance
1981 $ 2 1 , 4 0 0 , 0 0 0
1982 $ 4 , 4 0 0 , 0 0 0
1983 $ 6 4 , 4 0 0 , 0 0 0
1984 $ 1 9 , 2 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: .3%
Debt Rat ios

Outstanding %  of %  of Full
(000,000) Per Capita Personal Income Market Value

Net tax supported debt 4481.9 $777.19 ’ 5.9% 3.6%



MICHIGAN

Tax revenues in 1984 rose sharply ,  up 23.5% from 19S3, due in par t to an improved economy 
and tempora ry  income tax increases. Overa l l ,  State revenues increased 12.1%. Due mainly 
to lower than expected rece ipts f rom Federa l  agencies ,  ac tua l  Genera l  Fund revenues were 
below ta rget .  Expenditures were kept at an increase o f  5.5°6, compared to an increase o f  
5 .7% the year be fo re .  "Pie undesignated Genera l  Fund balance,  a t  a leve l o f  $19 .7 mi l l ion in 
19S3, bal looned to $2S3.2 mi l l ion in I9S4. In the 19S5 f isca l  year ,  it is expected that 
approx imate ly  $3S6.7 mi l l ion wi l l  be deposited in the Budget Stabi l i za t ion Fund.

The Michigan economy, t rad it iona l ly  concentra ted in durable goods manufactu r ing ,  has been 
ex t r eme ly  sensitive to hard economic t imes. While d ive rs i f icat ion is being encouraged, a t  
this point in t ime the vu lnerab i l i ty  remains. The State possesses a high unemployment rate ,  
a cer ta in  amount  o f  migrat ion to other States , and only ave rage per capita wealth. State 
government lias made a concer ted e f f o r t  to improve operat ions with budget cuts , work force 
reductions and tax increases. The debt rat ios o f  the State a re  low, and when looking at  G.O. 
debt,  they are ve ry  low. Given the commitment  to improved operat ions , low debt rat ios and 
an improved economy,  Michigan can support a Mid A rat ing, a lthough the State economy 
continues to leave it vulnerable to the downswing in the business cyc le .
Population (19S4):  9 ,107 ,000

% change 19S0 -1 9 8 4 : - 1 . 5%
Employment Distribut ion (1984)

Manufactur ing :
Wholesa le and Re ta i l  Trade:
Service Industries:
Gove rnment :

Unemployment (10 /84 ) :  10.1%
5 year ave rage :  1 2 .9%

Wealth Stat istics
Per capita income:  $11 ,574  
%  change 1980-1984 :  +16 .1%
Famil ies below poverty l eve l :  10.4%

Genera l  Fund (G .F . )  Balance
1981 $ 0
1982 $ 6 , 2 0 0 , 0 0 0
1983 $ 1 9 , 6 0 0 , 0 0 0
1984 $ 2 8 3 , 2 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 5 .1%
Debt Rat ios

Moody's: A  SLB: Mid A  S&P: A +
Trend: Stable

Outstanding
(000,000) Per Capita

Net tax supported debt 1304.7 $144

%  of %  of Full
Personal Income Market Value

1.3% .7%

2S.6%
21.6%
20.2%
17.4%



M I N N E S O T A

Moody's: Aa SLB:  Mid A A 
Trend : Stable

S&P: A A +

The I9S4 f i sca l  year was one o f  marked improvement f o r  the State ,  as evidenced by its 
Genera! Fund balance moving f rom a $5.3 mil l ion surplus to a $ 344 .1 mi l l ion surplus. 
Expenditures,  which had been slashed 22% in the 1983 f isca l  year  increased in 1984 to 
sl ightly above 19S2 levels ,  with revenues increasing 16 .2% in 19S4. The revenue base 
increased in pa r t  because o f  tax increases and also because o f  an improved economy.  The 
economic pause in the beginning o f  1985 combined with ma jo r  tax cuts has caused a 
reduction in fo recas ted  revenues. A cushion against r e v e \u e  sho r t fa l ls  wi l l  be provided by a 
$450 mi l l ion Rese rve  Fund expected to be funded in the u acorning biennium.

Wealth levels in Minnesota are above the nat ional ave rage ,  with unemployment consistently 
well  below the ave rage .  Agricul ture ,  comprises 6 .1% o f  emp loyment ;  and the service 
sector,  which is less sensitive to a downturn in the economy ,  has been gaining in importance. 
Debt rat ios in the State are modera te ,  and shor t- te rm borrowing needs wi l l be great ly
reduced in the fu tu re .  A stronger economy ,  a commitment  to balanced f inanc ia l  operat ions
and moderate debt levels indicate an improved posit ion, a l though the tax cuts put through 
are an area o f  concern in light o f  weakening revenues. We view Minnesota as a Mid AA with 
a stable tren^1

Population (19S4 ) :  4 ,162 ,000
% change 1980 -1984 :  +2.1%

Employment Dist r ibut ion (19S4)
Manufactur ing:  20 .5%
Wholesa le and Re ta i l  Trade : 25 .2%
Service Industr ies:  22 .9%
Government :  16.0%

Unemployment  (1984 ) :  6 .3%
5 year ave rage :  6 . 74%

We .1th Stat ist ics
Per cap ita  income:  $13 ,218  
% change 1980-1984 :  +36.8%
Famil ies below poverty leve l :  9 .5%

General  Fund (G .F . )  Balance
19S1 $ ( 6 0 , 0 4 7 , 0 0 0 )
1982 $ ( 6 2 4 , 5 0 0 , 0 0 0 )
19S3 $ 5 , 3 4 4 , 0 0 0
1984 $ 3 4 4 , 3 0 0 , 0 0 0

1984 G.F. Ba lance as %  o f  G .F .  revenues: 1.6%
Debt Ratios

Outstanding
(000,000) Per Capita Personal Income

■$273

%  o f %  of Full
Market Value

.9%Net tax supported debt 1135.5 2.3%



MISSISSIPPI

Moody’s: Aa SLB:  Lower A A 
Trend : Stable

S 4 P :  AA-

In f isca l 19S4, Genera l  Fund receipts and expenditures were  about equal ,  with rece ipts 
increasing 9 .3%,  and expenditures 7 .7% .  Tax rate increases (sales,  personal income and 
corpora te  income) were made permanent ,  with sharp increases in sales tax revenues (+13%) 
and income tax revenues (+19 .1%)  over  f is ca l  19S3. The Genera l  Fund balance dropped to a 
level o f  $10.6 m i l l ion f rom $15.2 mi l l ion the year  be fo re .  To this point in 19S5. ope rat ions  
have shown improvement  with the Genera l  Fund operat ing a t  a surplus, due in pa r t  to st r ic t  
contro ls  on expend itu res .  The Working Cash Balance Fund, to  be funded with app rox imate ly  
$31 mi l l ion, is intended to ease cash f low imbalances.

The State cur ren t ly  has an economy based in manufactur ing , a lthough the trade secto r  has 
increased by 7% since 1980. The main components o f  manufactu r ing are tex t i l e s  and lumber 
which have been weak in the recent past . Mississippi is the poo res t  state in the nat ion, with 
per capita income only 69% o f  the nat ional  average ,  unemployment we l l  over the nat iona l 
average,  and 23 .9%  o f  its fami l i es  below the povc 'ty  leve l .  Ove ra l l ,  the State lias had 
responsible f isca l  opera t ions , moderate levels o f  debt, has planned f o r  the future and
displayed a wi l l ingness to raise taxes, a l l  o f  which combine to  place the State as a Lower AA
with a stable t rend .
Population (1984 ) :  2 ,59S ,000

% change 1980 -1984 :  +3.1%

Employment Dis tr ibut ion (1984)
Manufacturing: 26 .6%
Wholesale and Re ta i l  Trade : 21 .3%
Service Industr ies :  15 .2%
Government:  22 .3%

Unemployment (1984 ) :  10.8%
5 year ave rage :  10.04%

Wealth Statistics
Per capita income:  $8 ,098 
% change 1980 -1984 :  +23.5%
Famil ies below pove r ty  leve l :  23 .9%

Genera l  Fund (G .F . )  Balance
1981 $ 7 6 , 9 7 5 , 0 0 0
1982 $ 3 9 , 2 9 4 , 0 0 0
1983 $ 1 5 , 1 9 0 , 0 0 0
1984 $ 1 0 , 6 1 4 , 0 0 0

1984 G.F . Balance as %  o f  G .F .  revenues: .8%

Debt Rat ios
Outstanding
(000,000) Per Capita Personal Income

%  o f %  o f  Fu l l  
Market  Value

Net tax supported debt 666.7 $257 3.2% 2.2%



MISSOURI

Moody's: Aaa SLB:  Mid AAA 
Trend: Stable

S &  P: A A A

19S4 was a year o f  substantial  improvement ove r  the 19S3 f i sca l  year .  A f t e r  three years o f  
an operat ing de f i c i t  ( a f t e r  operat ing t rans fe rs  out ) ,  19S4 resulted in a surplus. Genera l  Fund 
revenues increased app rox imate ly  4 .4%, while expenditures  rose 10 .5%, but operat ing 
transfe rs  out increased only 3 .9% .  Pre l iminary  resul ts f o r  19S5 indicate that revenues are 
running approx imate ly  6% over  or ig inal  es t imates .  The ma jo r  tax  sources consist o f  genera l  
sales taxes and personal income taxes . Undesignated Genera l  Fund monies increased in 
1984, ending a t  a leve l o f  $242 mi l l i on .

The Missouri economy exhibits a diverse nature , with durable goods manufactur ing a ma jo r  
component  (automobi les  a . J  a i r c r a f t ) .  This l e f t  State f inances vulnerable to the recent  
recessionary per iod. The economy has seen more growth in the o the r  sectors ,  helping to 
lower the impact o f  economic  downturns. Personal income is ave rage ,  with unemployment 
t rad it iona l ly  above the nat ional  ave rage .  Given the low amount  o f  debt which the State has 
outstanding and the improved economic env i ronment ,  Missouri's pr ime cred it  rat ing is 
upheld.

Populat ion (1984) :  4 ,985 ,000
% change 1980-1984 :  +1.4%

Employment Distr ibut ion (1984)
Manu factur ing:  21 .4%
Wholesale and R e t a i l  Trade : 23 .8%
Service Industries:  21 .2%
Government :  17.2%

Unemployment (19S4) :  7 .4%
5 year ave rage :  8 .3%

Wealth Statistics
Pe r capita income: $10 ,969  
% change 1980-1984 :  +24.5%
Famil ies below poverty  leve l :  12.2%

Genera l  Fund (G .F . )  Balance
1981 $ 1 5 1 , 1 0 0 , 0 0 0
1982 $ 1 2 3 , 5 0 0 , 0 0 0
1983 $ 9 8 , 9 0 0 , 0 0 0
1984 $ 2 4 2 , 0 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 10.5%

Debt Rat ios
Outstanding 

(000 ,000 ) Pe rPer Capita Personal Income
% o f %  o f  Fu l l  

Market  Value
Net G.O. Debt 295 .59  $59 .50 5% 5%
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MONTANA

Moody's: Aa SLB:  Mid AA 
Trend: Stable

S&P: A A

The 1984 f i sca l  year  saw Genera l  Fund revenues fo r  the State o f  Montana decrease 6 .1% ,  due 
in large part  to a 19% drop in gas, oi l  and coa l  production taxes. Strong increases in its 
revenue stream were provided by personal income taxes, which rose 12 .4%.  Expenditures 
were pared, however ,  with genera l  government spending being slashed 33 .9% ,  and ove ra l l  
spending decreasing approx imate ly  1%. The undesignated Genera l  Fund balance o f  the State 
has consistent ly  shown a surplus, and has ended the 19S4 f iscal  year at a level o f  $36  mi l l i on ,  
down f rom $57 mi l l ion.
The economy o f  Montana is concentra ted in the agr icu l tu ra l ,  mining and fo rest  product 
sectors ,  a reas which have not per fo rmed we l l  in the recent past . Due to this economic 
makeup, the growth o f  the State wi l l not be as power fu l  as had been expected .  Oi l and coa l 
re lated industries have been weak, combined with a drought that has hur t agr icu l tu re .  
Wealth levels o f  the State are  below ave rage ,  with per capi ta  income only 80% o f  the 
nat ional ave rage .  Debt rat ios ,  which as recent ly  as 19S1 had been low, are now mode ra te ,  
due to large bor rowing fo r  a va r ie ty  o f  c ap i ta l  p ro jec ts .  The State has, however ,  exhibited 
not only a stable f inancia l  past ,  but a conservat ism in its f inanc ia l  opera t ions which provide 
good securi ty f o r  outstanding debt,  and cause us to view Montana as a Mid AA with a stable 
t rend.
Populat ion (1984 ) :  824 ,000

% change 1980-1984 :  +4.7%
Employment Distr ibut ion (1984 )

Manufactur ing : 7 . 8 %
Wholesale and Re ta i l  Trade:  2 7 . 0%
Service Industries:  2 1 . 4%
Government :  2 4 . 2%

Unemployment (1984 ) :  7 .4%
5 year ave rage :  7 .56%

Wealth Statist ics
Per capita income: $9 ,994 
% change 1980-1984 :  +15.5%
Famil ies  below poverty  leve l :  12.3%

Genera l  Fund (G .F . )  Balance
1981 $ 5 8 , 1 0 6 , 0 0 0
1982 $ 1 4 , 1 3 2 , 0 0 0
1983 $ 5 6 , 8 9 5 , 0 0 0
1984 $ 3 5 , 0 9 7 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 12.6%
Debt Rat ios

Outstanding
(000,000) Per Capita Personal Income

% o f %  of Full
Market Value

1.4%Net tax supported debt 235.9 $286 2.9%
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NEVADA
Moody's: Aa SLB :  Mid AA 

Trend: Stable
S&P: A A

In 19S4, t o ta l  revenues increased at  a 6.9°6 ra te ,  led by sales tax revenues which showed a 
gain o f  10.2°o. This tax was raised in 1981 f r om 3.5% to 5 .75%. Gaming taxes decl ined 4%, 
due in part to new timing o f  payments and to an employee str ike late in the year .  
Expenditures were kept a t  constant levels ,  predominant ly  because o f  a 10.7% decl ine in 
educat ional  contr ibut ions caused by excessive payments in 19S3. The end resul t  o f  19S4 was 
the replenishment o f  the Genera l  Fund balance, up to a level o f  $ S1.5 mi l l ion.

The economy o f  Nevada, not surpr isingly,  is dominated by the ho te l  and gaming industries, 
which comprise 28 .1% o f  non-agricu l tura l  emp loyment .  Although under pressure f rom 
compet i t ion such as At lant ic  Ci ty  and other legal ized gambl ing a l t e rnat ives  (e.g. lo t te r ie s) ,  
19S4 saw an increase in vis i tors (4%) ,  conventions (10 .2%) and casino winnings (11 .36%) .  
Although in an uptrend, this rel iance on an industry facing a d i f f i cu l t  compet i t ive 
env ironment is an area o f  concern.  More opt imist ic components o f  the State o f  Nevada 
include above average wea lth ,  low debt rat ios ,  and a populat ion base which has been 
increasing much fa s te r  than the nat ional ave rage .  These fac to rs ,  combined with consistent 
and strong Genera l  Fund balances provide good securi ty ,  and place the State as a Mid AA 
with a stable t rend.

Population (1984) :  911 ,000
% change 1980 -1984 :  +13.9%

Employment Distr ibut ion (1984)
Manufactur ing : 4 .7%
Wholesa le and Re ta i l  Trade : 19.9%
Service Industries:  44 .2%
Gove rnment :  14.3%

Unemployment (1984) :  7 .8%
5 year ave rage :  8 .2%

Wealth Stat istics
Per capita income: $12,451 
% change 1980 -1984 :  +16 .1%
Famil ies  below poverty  leve l :  8 .7%

Genera l  Fund (G .F . )  Balance
19S1 $ 4 4 , 1 0 0 , 0 0 0
1982 $ 4 5 , 8 0 0 , 0 0 0
1983 $ 4 8 , 6 0 0 , 0 0 0
1984 $ 8 1 , 5 0 0 , 0 0 0

1984 G .F .  Balance as % o f  G .F .  revenues: 15.6%

Debt Rat ios
Outstanding
(000,000) Per Capita 

$Toi

% o f  
Persona l Income

.8%

%  of Full
Market Value

.2%Net tax supported debt 91.7
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NEW HAM PSH IRE

Moody's: Aa SLB: Mid n ,» 
Trend: Stable

S& P: A A

The 19S4 f iscal  year was a solid turnaround year  for the Sta te  o f  New Hampshire .  This can  
be ev id en ced  by a General  Fund surplus of  $1 ,3 0 0 ,0 0 0  in 19S4, a f t e r  the Sta te  pos ted  a G.F.  
d e f i c i t  of  over  $4 0 ,000 ,0 00  in 19S3. The State  has  recent l y  been  rewarded by Moody's for 
the substant ia l ly  improved results  by hav ing its rating raised to Aa from A l .

Tine improved f inancial  results  can be at t r i bute d  to  both the re venue and expen d iture  s ides  
o f  the State 's  opera t io ns .  On the revenue side ,  the State  was aided by tax rate increas es  on 
business profi ts  ( largest  revenue source)  and real  e s t a t e  trans fers .  Coupled with the  
increased reven ue s ,  the State  d ed ic a te d  i t s e l f  to exp en diture  con tr o ls ,  keeping the increase
to 10.8% above  19S3 levels .  Preliminary 'S5 results  show the S ta te  8.5% ahead o f  revenue
project ions  and in line with expen diture  project ions .  General  Fund balance e x p e c t a t i o n s  are  
lor a level  o f  appr oxim ately  $40 mil l ion.  Combining the State 's  d ivers i f i ed  e c o n o m y ,  low 
u ne m p lo y m e n t ,  moderate  debt  l ev el s  and strong population growth with both its w i l l in gn ess  
to adjust tax ra te s  and control  ex pend it ures ,  New Hampshire has  in a very short t ime turned  
i t s e l f  around.  The out look for the future is that  this trend should co n t in u e ,  with Shearson  
Lehman Brothers v iewing  New Hampshire as  a Mid AA with a s table trend.

Population (19S4): 977 ,000
% ch ange 19S0-19S3: +6.1%

Emp loym ent  Distr ibution (1984)
Manufacturing:  28.0%
Wholesale and Reta i l  Trade: 23.7%
Serv ice  Industries: 20.5%
Gov ernment :  13.1%

U n em ploym ent  (1984): 4.3%
5 year av er a g e:  5.36%

Wealth S ta t i s t i c s
Per cap i ta  inc ome:  $1 2,021 
%  change 19S0-19S4: +31.4%
Famil ie s  below poverty  leve l :  8.5%

General  Fund Balance
1981 $ ( 3 0 , 6 0 0 , 0 0 0 )
19S2 $ ( 3 3 , 2 0 0 , 0 0 0 )
1983 $ ( 4 0 , 1 0 0 , 0 0 0 )
1984 $ 1 , 3 0 0 , 0 0 0

1984 G.F.  Balance as % of  G.F.  Revenue s:  0

Debt  Ratios
Outstanding
(000,000) Pe r C ap ita  Pe rsona l Income

% o f % o f  Full  
Market Value

Net To ta l Tax
Supported Debt 356 .6 $365 3.1% 1.2%
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NEW JERSEY
Moody's: Aaa SLB: Mid AAA  

Trend: Stable
S <5c P : AAA

The Sta te  of  New Jersey performed  wel l  in f i sca l  19S4, with revenue s  in the General  Fund 
increasing at  a rate o f  12.6°6, and ex p en d it ures  at  a rate o f  6 . 6 % .  Sales  tax re venues  rose  
2 4 . 8 %  for the year and corporate  tax re venues ,  a f t e r  an 1 1.9% d ecrea se  in 19S3, rebounded  
sharply to show a 24 .S% gain.  The General  Fund ba la nce ,  which had slipped to $9S.4  mil l ion,  
bal looned to $4S5.3 mil l ion.  Due to  an e x p e c t e d  10% increase  in expen ditur es  in 1985, and a 
s lowing o f  reven ue s ,  the fund ba lance should remain a t  about  the same l eve l  this year .

New Jersey has  an ec o n o m y  marked by i ts  d iv e rs i f i ca t io n ,  and by the fa c t  that  the  
ma nufacturing  sec to r  has co n tr a c t e d  IS.3% ov er  the past 13 years ,  with the serv ice  s ec to r  
expanding  61.5%. The State  p o sses ses  very  high personal wealth l ev el s ,  low u ne m p lo ym en t  
and a stable population base .  Per cap i ta  debt  is m o d e r a t e ,  with sp ec i f i c  revenue sources  
also  pledged to  paymen t .  The overal l  p icture  o f  New Jersey ,  which includes  d ivers i ty ,  
w ea lt h ,  a prime locat ion and responsible f inancial  op era t io ns  supports a Mid AAA rating  
with a s tab le  trend.

Population (1984): 7 ,515,000
% change 19S0-19S4: +2.0%

E mploymen t  Distribution
Manufacturing: 22.6%
Wholesale and Re ta i l  Trade: 23.1%
Serv ice  Industries: 22.0%
Government :  16.8%

U n em p lo y m ent  (1984): 6.2%
5 year average:  7.5%

Wealth S ta t i s t i c s
Per cap i ta  inc ome:  $14 ,122  
% change 1980-1984:  +28.8%
Fam i l ie s  below poverty  level:  9.5%

General  Fund (G.F.) Balance
1981 $ 1 8 8 , 1 0 0 , 0 0 0
1982 $ 7 8 , 7 0 0 , 0 0
1983 $ 9 8 , 4 0 0 , 0 0 0
1984 $ 4 8 5 , 3 0 0 , 0 0 0

1984 G.F.  Balance as  % of  G.F.  revenues:  9.1%

Debt  Rat ios

Outstanding  
(000,000)  Per Capita

% o f  
Personal  Income

% o f  Full 
Market Value

Net tax  supported debt 3160.1 $421 3% 1 .5%
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NEW MEXICO

Moody's: Aa SLB: Mid AA SAP: AA
Trend: Stable

In 1984, revenues  o f  the State  d ec l in ed ,  due in large part to the fac t  that 19S3 reven ue s  
included $260  mill ion from a gross  r e ce ip t s  tax s e t t l e m e n t  and 19S4 Federal  revenue sharing  
dol lars  were a lm o s t  c o m p l e t e l y  s lashed.  Recurring r e c e ip t s  in 1984 improved in all  a reas ,  
with ce r ta in  rate increases  and tax im p lem en ta t io n s  a partia l  reason.  Income tax reven ues  
increased  51.2% (30% rate increase ) ,  s ev e ra n ce  tax revenues  were up 14.6% and sal es  tax  
re venue s  increased  19.9%. Expenditures  for the year rose only 4.S%. The General  Fund 
balance s ta b i l i z ed ,  ending the year a t  a l ev e l  o f  $57 mil l ion.

The e c o n o m y  of  New Mexico is re l iant  on a few sp ec i f i c  areas ,  nam ely  mining,  tourism and  
governm en t  re searc h.  Gas and oi l  a c c o u n t  for 89% o f  s ev era n ce  tax reven ue s ,  with both  
a -e a s  showing weakn ess  s ince 1982. Sev er ance tax bonds,  the majori ty  of  New Mexico deb t  
outstanding,  are  secured  by a p ledge o f  t h ese  re venues ,  and have had h is tor ical  c o v e r a g e  
f igures o f  2 .32x.  Debt rat ios  are m o d e r a te  when s e v e ra n c e  tax bonds are included, but G.O.  
rat ios  are very low.  The Sta te  has  low wea lth  l evel s ,  but a population base which has  been  
growing a t  double the U.S.  a v e r a g e .  Stabi l ized f inanc ial  per form ance  with c o n s er v a t iv e
spending p att erns ,  com bined  with the u ncer ta in ty  surrounding the mining industry which
lea v es  the Sta te  vulnerable  to deman d,  p la c e s  New Mexico as  a Mid AA with a s table trend.

Population (1984): 1 ,424,000
% change 1980-1984:  +9.5%

Em ploym en t  Distr ibution (19S4)
Manufacturing:  7 .3 %
Wholesale and R eta i l  Trade: 2 3 .4 %
Service  Industries: 21 .3 %
Governme nt :  25 .8 %

U nemploym ent  (1984): 7.5%
5 year a v er a g e :  8.32%

Wealth S ta t i s t i c s
Per cap ita  inc o m e:  $9,640  
% ch ange 1980-1984:  +21.4%
F a m i l ie s  below  pover ty  level :  17.6%

General  Fund (G.F.) Balance
1981 $ 1 0 0 , 6 4 5 , 0 0 0
1982 $ 1 1 8 , 2 5 2 , 0 0 0
1983 $ 5 3 , 6 8 2 , 0 0 0
1984 $ 5 7 , 4 1 3 , 0 0 0

1984 G.F.  Balance a s  % o f  G.F.  re ven ue s :  4.0%

Debt  Rat ios
Outstanding %  o f  %  o f  F u ll

(0 0 0 ,0 0 0 ) P e r C ap ita  P e rsona l Income M arket Value
Net tax  supported debt 351 .3  $247 2 .6%  1.2%

29



NEW Y O R K

In the 1984 f i s ca l  year ,  New York Sta te  improved its fund ba lance  from a level  of  $0 to $51 
mil l ion.  R ev en ues  increased 7.S%, led by personal  income t a x e s  (+14.5%) and sa les  ta x e s  
(+12.1%). Expendi tures  increased 7.1% ov er  1983 le ve l s .  Cap ita l  constr uc t i on  co s t s ,  which  
had jumped 29.8% in 1983, decl ined 14.2% in 1984. S ta te  operat ions  w ere  c lo s e  to  
pro je ct ions ,  with a favorable  var iance  in re ce ip t s  o f  $16 mil l ion and a favorable  ba lance  of  
$6 .5  mil l ion in ex pend it ures .

The e c o n o m y  o f  the Sta te  is wel l -sp read  out am on g al l  o f  the  s e c t o r s ,  with a good port ion in 
the  ser v ic e  and other  non-manufac turing  industr ies,  insulat ing the S ta te  so m ew ha t  from a 
re cess ionary  period.  Wealth l evels  are well  ab ove  a v e r a g e ,  with u nem p lo y m en t  ra tes  below  
the nat ional  f igures  and a population base which has  s ta b i l i zed  a f t e r  a period o f  loss.  The 
State  p o s s e s s e s  m o d er a te  deb t  l evels  (G.O. deb t  per cap i ta  o f  $215),  a l though the  amou nt  of  
a g e n c y  d ebt  to which some c o m m i t m e n t  has  been made is ver y  large.  The divers i ty  o f  the  
e c o n o m y  and basic  f inanc ia l  wea lth  o f  the S ta te  helps  to o f f s e t  a g e n c y  responsibi l i t ies  and  
inaction conce rn ing  the  reduction o f  its d e f i c i t  based on G A A P  a cc o u n t in g .  These f a c to rs  
place  New York in our Upper A ca t eg o ry  with stable  trend.

Populat ion (1984): 17,735 ,000
% change 1980-1984:  +1.0%

E m p lo ym en t  Distr ibut ion (1984)
Manufacturing: 17.8%
Wholesale and Re ta i l  Trade: 20.5%
Service  Industries: 25.7%
Governme nt :  17.8%

U n em p lo y m e n t  (1984): 7.2%
5 year a v er a g e :  8.1%

Wealth S ta t i s t i c s
Per cap ita  inc o m e:  $12 ,990  
% ch ange 1980-1984:  +26.3%
F a m i l i e s  below pov er ty  level :  13.4%

General  Fund (G.F.) Balance
1981 $ 2 0 0 , 0 0 0
1982 $ 3 0 8 , 0 0 0
1983 $ 0
1984 $ 5 0 , 8 0 0 , 0 0 0

1984 G.F.  Balance a s  % o f  G.F.  revenues:  .2%

D e bt  Ratios
Outstanding % o f  % o f  Full

(000,000)  Per Capita  Personal  Income Market Value
N e t  tax  supported deb t  10868.9  $613 4.7% 4.1%
(e xc lud es  a g e n c y  and  
s ta t e  guaran teed  debt)

Moody's: A SLB : Upper A S&P: A +
T rend : Stable
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NORTH  C A RO L IN A

Moody's: Aaa SLB: Mid AAA  
Trend: Stable

S & P :  AAA

In the 19S4 f iscal  year ,  North Carolina a cc u r a te ly  fo r e c a s t e d  i ts  revenue s  and ex p en d it ures ,  
winding up with an ov er a l l  favorable  varian ce  o f  $254 mi l l ion .  R e ce ip t s  were right on 
ta r g e t ,  with d isbursem ents  4.4% below e x p e c t e d  l ev e l s .  Major sources  o f  funds rose sharply ,  
with inc o m e  ta x  re ven ues  up 15.9% and sales  tax re venues  up 21.4%. Total  re venues  rose  
13.7%, with to t a l  d isbursem ents  up 9.4%. Genera l  go v er n m en t  spending was s lashed 6.9% as  
part o f  the plan to ba lance  the budget .  Overal l ,  the General  Fund ba lance  increased to a 
l eve l  o f  $253  mil l ion.

The e c o n o m y  o f  the S ta te  is based primari ly  in manufacturing ( t ex t i l e s ,  furniture and  
e l e c t r i c a l )  and ag ricu ltu re  ( tobacco ) ,  al though gains  in the ser v ice  s ec to r  are  e x p e c t e d .  
Current ly,  h o w e v e r ,  the S ta te  remains  vulnerable to  the ups and downs o f  the e c o n o m y .  
Wealth l ev e l s  are w e l l  below the nat iona l  a v e r a g e ,  with u ne m p lo y m en t  near the a v e r a g e .  
Debt  rat ios  are  on the  low s ide ,  and r e t i re m en t  o f  principal  is fairly rapid. Given the State 's  
long record o f  s table f inanc ial  operat ions ,  low debt  and an exh ib i ted  wi l l ingness  to co n tro l  
ex p en d it ur es ,  a Mid AAA rat ing is w?.i ranted.

Populat ion (1984): 6 ,1 6 4 ,2 0 0
% ch an ge  1980-1984:  +4.5%

E m plo ym ent  Distr ibution (1984)
Manufacturing: 31.2%
Wholesale and R eta i l  Trade: 22.0%
Serv ice  Industries: 15.8%
G overn m ent :  16.0%

U nem p lo y m ent  (1984): 7.2%
5 year a v er a g e :  8.6%

Wealth S ta t i s t i c s
Per ca p i ta  inc ome:  $ 9 ,787  
% ch a n g e  1980-1984:  +13.2%
F a m i l i e s  below  po v ert y  leve l :  N.A.

General  Fund (G.F.) Balance
1981 $ 1 5 4 , 6 0 0 , 0 0 0
1982 $ 1 6 3 , 1 0 0 , 0 0 0
1983 $ 7 2 , 0 0 0 , 0 0 0
1984 $ 2 5 3 , 0 0 0 , 0 0 0

1984 G.F.  Balance a s  % o f  G.F.  revenues:  4.8%

Debt  Ratios

Outstanding  
(000,000)  Per Capita

% o f  
Personal  Income

% o f  Full 
Market Value



NORTH  DAKOTA

In the current  biennium revenue s  are running s l ightly  ahead  of  e s t i m a t e s ,  with major  
contr ibut io ns  being made by sales  tax  revenues  and incom e tax rev en ues .  An e x t en s io n  o f  
the  re cen t  inc ome tax rate increase  has  been approved.  Expenditure  l ev el s  are  running 
s l ightly  behind fo r e c a s t e d  l ev e l s ,  with the largest  d i f f er en t ia l s  in gen er al  g o v er n m en t  
spending and higher ed u ca t io n .  This p er form an ce  has  en ab le d  the  S ta te  to bring the  cash  
balance  back up to a l ev el  o f  $161 mi l l ion,  a f t e r  dropping to $5 6 mill ion a t  the end o f  the  'SI 
biennium.

The e c o n o m y  o f  North Dakota is current ly  co n c e n t r a t e d  in the agricul ture  and mining  
s ec to rs ,  making the S ta te  vulnerable  to the c y c l i c a l  swings  o f  the e c o n o m y .  The ser v ic e  and 
g o v ernm en t  s ec to rs  have  been expanding ,  with the manufacturin g s e c to r  sti l l  a p prox im ate ly  
1/4 the  s ize  o f  the nat iona l  a v e r a g e .  Due to the makeup o f  the e c o n o m y ,  weal th  l ev el s  have  
lagged behind the nat ional  a v e r a g e .  Overal l ,  the co m pos i t i on  o f  outstanding debt  
(predominantly  se l f -support ing) ,  low debt  le ve l s ,  c o n s er v a t iv e  f inancial  operat ions  and a 
wil l ingness  to raise tax ra t e s  in l ight  o f  e c o n o m ic  prob lems al l  com bin e  to en able  the Sta te  
to maintain an Upper AA rating with a s tab le  trend.

Population (1984): 673,000
% cha nge 1980-1984:  +3.1%

E m plo ym ent  Distr ibut ion  
Manufacturing:
Wholesale and Reta i l  Trade:
Serv ice  Industries:
G ov ernment :

U n em ploym ent  (3/84):  6.6%
5 year  av era g e:  5.6%

Wealth S ta t i s t i c s
Per cap ita  inc ome:  $1 1 ,6 6 6  
% change  1980-1984:  +35.2%
Famil ies  below pover ty  leve l :  12.6%

General  Fund (G.F.) Balance
1981 $ 1 6 0 , 2 0 0 , 0 0 0
1982 1 7 4 , 5 0 0 , 0 0 0
1983 $ 5 6 , 1 0 0 , 0 0 0
1984 $ 1 6 1 , 0 0 0 , 0 0 0

1984 G.F.  Balance as  % of  G.F.  re venue s :  14.6%

Debt  Ratios

Outstanding % o f
(000,000)  Per Capita  Personal  Income

Moody's: Aa SLB : Upper AA 5 3c P : AA
T rend : Stable

% o f  Full  
Market Value

6.1% 
2 5 .8 %  
21.8% 
2 4 .6 %

Net tax supported debt 6 1 .1 75 .8% .2%



OHIO

Ohio ended  the 1984 f i sca l  year with an improved f inancial  posi t ion,  showing a fund balance  
o f  $93 mil l ion.  This is a substant ial  gain over  past years  ending ba lance s ,  part icularly  19S1 
when the final  tal ly  was  $200 ,000.  The gains  can be a ttr ibu ted  to two major fa c tors ,  the  
f irst being an improved e c o n o m y  nat ionwide;  and the second tax rate increase s  for personal  
inco m e,  corporate  franchise and public u t i l i t ie s  t a x e s .  B e tw een  19S3 and 1984, inc ome tax  
re venue s  increased at  a 24.6% rate and corporate  franchise  revenues  increased  36.9%.

The p er form an ce  o f  the S ta te ,  which has a large portion of  its e c o n o m y  c o n c e n t r a te d  in 
durable goods manufacturing,  was  part icularly  hard hit  by the  1980-1982 recess ion .  The 
e c o n o m ic  mix o f  Ohio has  sh if te d  so m e w h a t  in r e c e n t  years ,  moving more towards non­
manufacturin g s ec to rs .  Wealth l ev el s  o f  the S ta te  are m o d er a te ,  with unem p lo y m en t ,  due to 
the  large durable goods sec to r ,  above the U.S. a v e r a g e .  Debt  rat ios  are  s l ightly  above  
a v e r a g e ,  with over  ha lf  the debt  represent ing moral  ob l igat ions  o f  Ohio.  The w e l l  dev elop ed  
e c o n o m y  of  the S ta te ,  and its wi l l ingness  to take m easu res  n ecessary  to increase  the  
revenue stream and control  ex pen d it ures ,  p la ces  Ohio in the Mid AA ca t eg o ry  with a s table  
trend.

Moody's: Aa SLB : Mid AA S&P: AA
Trend : Stable

Population (1984): 10,752,000  
% ch ange 19S0-19S4: - .4%

Em ploym en t  Distr ibut ion (1984)
Manufacturing:  26.1%
Wholesale and Reta i l  Trade: 22.6%
Serv ice  Industries: 21.4%
Governm ent :  16.1%

U n em p lo y m e nt  (1984): 9.1%
5 year averager. 10.36%

Wealth S ta t i s t i c s
Per cap i ta  incom e:  $11 ,216  
% change 1980-1984: +18.6%
F a m i l i e s  b e low  poverty  leve l :  10.3%

General  Fund (G.F.) Balance
1981 $ 2 0 0 , 0 0 0
1982 $ 5 0 , 2 0 0 , 0 0 0
1983 $ 4 3 , 6 0 0 , 0 0 0
1984 $ 9 3 , 3 0 0 , 0 0 0

1984 G.F.  Balance a s  % o f  G.F.  revenues :  .9%

Debt  Rat io s
Outstanding % o f  % o f  F u ll

(0 0 0 ,0 0 0 ) P e r C ap ita  Pe rsona l Income M arket Value
Net tax  supported debt 3 1 6 3 .4  $294 2 .6%  1.2%



OREGON

A fte r  returning to surplus op era t io ns  in vhe 19S3 f iscal  year,  Oregon cont in ue d  the trend in 
19S4, widening the General  Fund balance \o  $13 4 .7  mil l ion.  R e v en ue s  d ecr ea sed  s l ightly  in 
1984, a l though the major revenue source?, showed gains .  The jump in incom e and c i g a r e t t e  
tax revenue s  can be traced to rate increases .  Expenditures  were kept  a t  an increase  o f  
S.1%. In f i sca l  I9S5, prel iminary project ions  c a l l  for an inc reas e  in the General  Fund 
balance to ap prox im ate ly  $171 mil l ion.

The Oregon e c o n o m y  is based predominantly  in the wood products  industr ies,  ex pos ing  the  
State  to the cy c l i c a l  swings  o f  the e c o n o m y .  R e c e n t l y ,  h o w e v e r ,  some  d iv ers i f i ca t io n  has  
been e v i d e n c e d ,  particularly in high te ch no lo g y .  Wealth l ev el s  are  a v e r a g e ,  with
u nem p lo ym en t  ra tes  above a v e r a g e .  Debt rat ios  are very  high when the se l f - support ing  
Veterans Loan program is cons idered .  Prospec t iv e  cash flow prob lems have been addressed ,  
and re m ed ial  a c t io n s  have hope fu l ly  c o r rec ted  the problem although a lawsuit  ini t iated on 
behalf  of  the v e t era n s  has  c louded the issue.  While we do not bel i ev e  the suit  will  be 
s u cce s s fu l ,  i ts  progress  will  Ir- -Josely  m on i to red .  Overal l ,  the State  f a c e s  frequent
ini t iat ive  a c t io n ,  p o sse s se s  a \ e c o no m y  and u nc er ta in ty  surrounding the Veterans  bonds.  
Implementat ion o f  a 5% sales  tax has recen t ly  been re jec ted  (9/S5) .  All of  the above fa c to rs  
ca u se  us to  v i ew  the State  a s  an Upper A with a s table  trend.

Population (1984): 2 ,674 ,000  
% ch ange 19S0-19S4: +1.6

E mploym en t  Distr ibution (19S4)
Manu factoring:
Wholesale and Reta i l  Trade:
S erv ice  Industries:
G ov ernment :

U n em p lo y m e nt  (1984): 9.496 
5 year av era g e:  9.98%

Wealth S ta t i s t i c s
Per ca p i ta  inc ome:  $11 ,582  
% ch a n g e  I980-19S4:  +24.3%
F a m i l ie s  be low poverty  leve l :  10.7%

General  Fund (G.F.) Balance
1981 $ 1 5 , 1 5 7 , 0 0 0
19S2 $ ( 1 8 1 , 3 9 1 , 0 0 0 )
1983 $ 4 5 , 6 0 0 , 0 0 0
1984 $ 1 3 4 , 7 0 5 , 0 0 0

1984 G.F.  Balance as  % o f  G.F.  revenues:  8.4%

Debt  Rat ios
Outstanding  

(000,000)  Per Capita  
Ne t tax supported debt  465.5  8174
Total Debt  (including 6420.1 $2400
Veteran Bonds)

Moody's: A1 SLB : Upper A 5& P : A+
Trend : Stab le

% o f  % o f  Full
Personal  Income Market  Value

1 .6%  .6%
20.7%  7 .5%

19.8% 
2 5.1% 
20.4% 
19.4%



PENNSYLVANIA

Aided by a temporary personal  inc om e tax increase ,  an improved overal l  nat ional  e c o n o m y  
and tax a c c e l e r a t i o n s ,  Pennsylvania moved  from a large 19S3 General  Fund d e f i c i t  to a 
surplus of  $76.4  mil l ion.  Income tax reven ue s  inc reased  a t  a 23.9% cl ip ,  sa le s  tax  reven ues  
increased 14.696 and overal l  re venues  were up 6.396. At the same t i m e ,  d isburs em en ts  were  
kept at  a low inc reas e  of  3.3%. These numbers  co m p a r e  favorably  to the  previous  f i s ca l  
year when re venues  were up only 3.396 and d isburs em en ts  rose 3.696.

The ec o n o m y  o f  the State  is e x t r e m e l y  re liant on manufacturin g and mining (s te e l  and coal ) ,  
making it e x t r e m e l y  sensi t iv e  to downturns in the e c o n o m y .  Em plo ym ent  in the s er v ic e  
sec to r ,  up 3596 s ince  1970, has  helped to d ivers i fy  the e c o n o m y  s o m e w h a t .  Population has  
remained virtual ly the same s ince  i970,  weal th  l ev el s  are c lo se  to nat iona l  a v e r a g e s ,  and  
une mploym en t  has  been  wel l  above  the nat ional  a v e r a g e .  The deb t  rat ios  o f  the S ta te  are  
moderate  and have d ecr ea sed  in re cen t  years ,  a long with the  l eve l  o f  short - t erm borrowing.  
The wil l ingness  of  the S ta te  to contro l  e x p en d it ures ,  and its a t t e m p t  to  d ivers i fy  the  
ec o no m y  and take me asures  to raise reven ue s ,  help to overshadow the h e a v y  re l iance on 
cy c l i c a l  industr ies,  and place  Pennsylvania  as  a Mid A with an upward trend.

Population (1984): 11,901,000  
96 change 1980-1984:  +.396

Employment  Distr ibut ion (1984)
Manufacturing:
Wholesale and Reta i l  Trade:
Serv ice  Industries:
Government :

Unem ployme nt  (1984): 9.196 
5 year av er a g e:  9.696

Wealth S ta t i s t i c s
Per cap i ta  inc o m e:  $11 ,629  
96 ch ange 1 9 S 0 - 1 9 S 4 : +23.496 
Fa mi l i es  below  poverty  level :  10.5%

General  Fund (G.F.) Balance
1981 $ 7 1 , 8 0 0 , 0 0 0
1982 $ 7 , 5 0 0 , 0 0 0
1983 $ ( 2 3 4 , 7 0 0 , 0 0 0 )
1984 $ 7 6 , 4 0 0 , 0 0 0

1984 G.F.  Balance as  % of G.F.  revenues :  .696 

Debt Ratios

Moody's: A SLB : Mid A S& P: AA-
Trend : Upward

Outstanding %  o f  %  o f  F u ll
(0 0 0 ,0 0 0 ) P e r Cap ita  Pe rsona l Income M arket Value

Net tax supported debt 4602 .5  $387 3.496 3 .4%

24.296 
22.096 
23. "96 
14.996



RHODE ISLAND

Moody's: Aa SLB: Mid AA  
Trend: Downward

S & P : AA-

Aided by an improved e c o n o m y ,  the  1984 f i sca l  year saw Rhode Island improve i ts  b o ttom  
l ine,  with the General  Fund balance  increasing to a level  o f  $32 mil l ion.  R ev en ues  were led 
by sa le s  t a x e s  (+15%), income ta x e s  (+7.6%) and corporate  t a x e s  (+39%), with Federal  
reven ue s  a cc o u n t in g  for 24.4% o f  r e ce ip t s .  Tax reven ues  were strong in part b eca u se  o f  
rate increa se s .  Overal l ,  revenues  rose 9.6% from the 19S3 f i s ca l  year .  Expenditures  w ere  
kept  a t  a reasonable  increase  o f  6.1%, with spending for m ent a l  health and hospital s  rising

The e c o n o m y  o f  the Sta te  is e x t r e m e l y  rel iant  on man ufacturing in areas  which are sens i t i ve  
to the c y c l i c a l  swings  o f  the e c o n o m y  (e .g.  t e x t i l e s ,  rubber and p las t ic ) .  This s e c t o r  
current ly  a c c o u n t s  for 32% of  total  e m p l o y m e n t .  U n em p lo y m e nt  rates  have h istori cal ly  
been ab ov e the  nat ional  a v e r a g e ,  with the population base holding s te ad y.  On the neg a t iv e  
side ,  the S ta te  has  a h ea v y  re l iance on the Federai  Gov ernment  for re venues ,  a highly  
cy c l i c a l  e c o n o m y ,  and an income tax base which could be a f f e c t e d  by any Federal  tax  
c h a n g es .  Po s i t ive  fa c to rs ,  including m o d era te  debt ,  c o n s er v a t iv e  f i scal  m a n a g e m e n t  and a 
wil l ingness  to increase  t a x e s ,  co m bine with the n eg a t i v e s  to place  the State  as  a Mid AA  
with a downward trend.

Population (19S4): 958,00 0
% ch a n g e  19S0-1 984 :+ 1 .2 %

E mploym en t  Distr ibut ion
Manufacturing:  32.2%
Wholesale and Retai l  Trade: 20.3%
S erv ice  Industries: 21.0%
G overn m e nt :  14.9%

U n em p loym ent  (1984): 6%
5 year a v er a g e :  7.9%

Wealth S ta t i s t i c s
Per c ap i ta  incom e:  $11 ,670  
96 ch an ge  1980-1984: +26.5%
Fami l i es  below pover ty  leve l :  10.3%

General  Fund (G.F.)  Balance

10%.

1981 $ 3 1 , 0 0 0 , 0 0 0
1982 $ 3 , 2 0 0 , 0 0 0
1983 $ 3 , 9 0 0 , 0 0 0
1984 $ 3 2 , 0 0 0 , 0 0 0

1984 G.F.  Balance as % o f  G.F.  revenues :  2.5%

Debt  Ratios
Outstanding  

(000,000)  Per Capita
% o f  

Personal  Income
% o f  Full  

Market Value

Net tax supported debt 356 .8 $ 372 .44 3 .2% 1.7%



m SOUTH CA RO ! " A

The f inancial  b o ttom  line improved substant ial ly  in I9S4, with revenue s  increasing a t  a rate  
of  13.1% and ex p en d it ures  increasing 9%. The General  Fund re serve  ba lance  increased  to  a 
l eve l  o f  $9S .5  mil l ion in the  19S4 f i sca l  year .  The major sources  o f  revenue for South 
Carolina include inc om e ta x e s  (+12.7%) and sal es  t a x e s  (+15.5%).  The largest  exp en d it ure ,  
ed u ca t io n ,  increased 9.1%. The General  R eserv e Fund, which must  be main tained  a t  
b e t w e e n  3% and 5% ( leve l  subject  to gen er a l  a s sem b ly  v o te ) ,  provides  a m easure o f  s tab i l i ty  
for operat io ns .

The South Carolina e c o n o m y ,  which had previously been  an ch ored  by the agr icu ltu ra l  s e c t o r  
has b eco m e  more d ivers i f i ed ,  a l though te x t i l e  manufacturing d o m in a te s .  In the  e v e n t  o f  a 
reces s io n ,  the  State  is s o m e w h a t  vulnerable* Per c ap i ta  incom e in the Sta te  is we l l  below  
the nat iona l  a v e r a g e ,  whi le u nem p lo ym en t  has  been s l ightly  a b o v e .  The deb t  rat ios  are  
below a v er a g e ,  and short - t erm borrowing to c o v e r  cash f low shortage s  has  not been used for 
the past 50 years .  Overal l ,  c o n s i s t e n t  f inancial  p er fo rm a n c e ,  a co n s t i tu t io n a l  l imitat ion on 
debt  i ssuance and a c o m fo r t a b le  General  Fund ba lance overshadow the curren t  e c o n o m i c  
m ake-up,  and cause  us to v i ew  the State  a s  a Lower AAA with a s table  trend.

Population (I9S4): 3 ,300 ,000
% change 1 9 8 0 - I9S4: +5.7%

Em ploym en t  Distr ibution
Manufacturing:  30.6%
Wholesale and Reta i l  Trade: 20.1%
Serv ice  Industries: 15.0%
G overnm ent :  19.5%

U n em p lo y m ent  (10/84):  7.0%
5 year  av era g e:  8.6%

Wealth S ta t i s t i c s
Per ca p i ta  incom e:  $9 ,1 87  
% ch an ge  1980-1984:  +26.5%
F am i l i e s  below pover ty  level :  16.6%

General  Fund (G.F.) Balance
1981 $ 7 6 , 5 0 0 , 0 0 0
1982 $ 2 1 , 1 0 0 , 0 0 0
1983 $ 4 0 , 0 0 0 , 0 0 0
1984 $ 9 8 , 5 0 0 , 0 0 0

1984 G.F.  Balance as  % o f  G.F.  revenues :  4.4%

Debt  Ratios

Outstanding % o f  % o f  Full
(000,000)  Per Can't  a  Personal  Income Market Value

Moody's: Aaa SLB : Low er AAA S & P : AAA
Trend : Stable

Net tax  supported debt 645 .7  $196 2 .2%  1.0%



TENNESSEE

Moody's: Aaa SLB: Lower AAA  
Trend: Stable

S 3c ? :  AA +

In I9S4, to t a l  reven ues  increased a t  a rate of  1 5.1 °o over  1983, co m pared  to a 3.3% increase  
the year b e fo r e .  Sales  and use ta x e s  led the way  increasing 15.6%, due in part to a 
temporary  1% inc reas e  in the ra t e .  This source o f  income a c c o u n t s  for  55.6% of  all  tax  
re v en ue s .  Expenditures  increase d  10.1% over 19S3 le ve l s ,  led by increase s  in h ea l th ,  social  
s er v ic e s ,  and transportat ion.  The fund balance  o f  Tennessee  expan de d  from 19S3 l evel s ,  
ending f i s ca l  '84 a t  $1 63 .7  mil l ion.

The e c o n o m i c  picture  o f  T en nessee  is dominat ed  by the  manufacturin g s e c to r ,  which makes  
the Sta te  sensi t iv e  to the ups and downs of  the business  c y c l e .  Wealth l evels  are below  
a v e r a g e ,  with the u nem p lo ym en t  rate above  a v e r a g e .  Debt  rat ios  are low and have  dec l ined  
in the past  year with no new deb t  issued in 1984. Issuance o f  new debt  is t ied to the growth  
in personal  income.  De sp ite  the  sens i t i v i ty  of  the  e c o n o m y ,  low levels  o f  debt ,  co n s i s t e n t  
operat iona l  surplus and stable  General  Fund ba lance s  help to support the prime rat ing.

Populat ion (1984): 4 ,722 ,000
% ch ange 19S0-19S4: +2.6%

E m plo ym ent  Distr ibution (as % o f  G.N.P.1
Manufacturing: 33.2%
Wholesale and R e ta i l  Trade: 16.1%
S erv ice  Industries: 12.4%
G ov ernm ent :  11.1%

U n em p lo y m e nt  (1984): 8.7%
5 year average:  9.5%

Wealth S ta t i s t i c s
Per ca p i ta  income:  $10,231  
% ch ange 19S0-1984: +34.4%
F a m i l i e s  below poverty  level :  N.A.

C e n tr a l  Fund (G.F.) Balance
1981 $ 2 3 , 1 0 0 , 0 0 0
1982 $ 3 1 , 8 0 0 , 0 0
I9S3 $ 4 0 , 5 0 0 , 0 0 0
1984 $ 1 6 3 , 7 0 0 , 0 0 0

1984 G.F.  Balance as  % of  G.F.  revenues :  5.0%

Debt  Ratio s

Outstanding
(000,000) Per Capita  Personal  Income

% o f % o f  Full  
Market Value

Net G .O . Debt 524 .3 $111 1.0% .5%

38



T E X A S

To s u m m arize  the past  p er f o rm a n ce  and future out look for the S ta te  o f  Texas ,  it can be 
largely broken down to the are as  of  o il  and gas .  These two  industr ies direc t ly  or indirect ly  
ac c o u n t  for appr ox im ate ly  20% o f  tax re venues  in the S t a t e .  Texas  lias been  moving  
towards a more d ivers i f ied  e c o n o m y .  General  Fund cash balance moved from a surplus o f  
over a bil l ion dollars in 19S3 to  an ending balance o f  $743  mill ion in 19S4, and has  decl ined  
further in 19S5 to a l eve l  o f  $2 32 .5  mil l ion.  Oil is current ly  priced a t  ap pr ox im ate ly  $27 per 
barrel  and is fo r eca s te d  to drop to  $24 .15  by 1987. Every $1 drop in the price t rans la te s  into 
a loss o f  tax revenue in the area  o f  $100 mil l ion.  Project ions  o f  many e c o n o m is t s  see  a 
price  for oil  o f  under $20  per barrel within the n ex t  fe w  years .

The 19S4-19S5 biennium should show a growth in reven ues  over  the previous  biennium, oil  
price w eaknes s  not withstanding,  due in part to an increase  in the  S ta te  sa les  ta x .  Other tax  
legis lat ion wi ll  e f f e c t  an increase  in m otor fuels  tax and motor v eh ic le  sales  ta x .  Howev er,  
given  a cont inued  w eaknes s  in the price  of  o il ,  the  future  re venue stream remains  c loudy.  
Even with the Sta te  cu tt in g  ex p en d it ures ,  the key  is to find a re p la c e m e n t  for lost oil  and 
gas  re venues .  While im p lem en ta t io n  o f  an income tax is probably not a l ikely occ u r ren c e ,  
other  tax sou rces ,  such as a value added tax,  could raise s ign i f i c ant  funds.  The State  has  
many pos i t ive  are as ,  am on g them  a high a m ount  of  s e l f  support ing gener al  obl igat ion debt ,  
low debt  rat ios ,  low u ne m p lo y m en t ,  high personal  inco m e,  a divers i fy ing e c o n o m y  and 
c o n s e r v a t iv e  f inancial  operat io ns .  Although n egat i ve  f a c to rs  such as  the co nt inued  and 
e x p e c t e d  d e c l in es  in the General  Fund Cash b a la n ce ,  cont inued  w eakness  in o i l  prices  and 
lack o f  any strong revenue increasing legi s la t ion  indicate  a neg a t iv e  per form ance  trend,  the  
posi t ive  a s p e c t s  indicate  that  the rat ing o f  Texas  will  remain s ta b le .

Population (1984): 15,221,000
% ch ange 1980-1984:  ,-6.9%

Moody's: Aaa SLB : Mid AAA 5& P : AAA
Trend : Stable

E m ploym en t  Distr ibution (1984)
Manufacturing:  15.6%
Wholesale and Reta i l  Trade: 25.1%
Service  Industries: 19 .4%
G ov ernment :  16.9%

U n em p lo y m e n t  (1984): 5.9%
5 vear av erage:  6.3%

Wealth S ta t i s t i c s
Per ca p i ta  incom e:  $1 1,419  
% ch ange 1980-1984:  +40.4%
Fam i l ie s  below poverty  level :  14.7%

General  Fund (G.F.) Balance
1981 $ 6 7 6 , 2 9 1 , 0 0 0
1982 $ 1 , 3 3 1 , 2 1 5 , 0 0 0
1983 $ 1 , 0 0 7 , 0 8 5 , 0 0 0
1984 $ 6 6 8 , 1 5 4 , 0 0 0

1984 G.F.  Balance as  % of  G.F.  revenues :  12.9%

Debt  Ratios
Outstanding % o f  % o f  F u ll

(0 0 0 ,0 0 0 ) P e r C ap ita  Pe rsona l Income M arket Value
Net tax  supported debt 1065 .3  >67 .6%  .2%



UTAH

Moody's: Aaa SLB : Lower AAA
Trend : Stable

S i  P : AAA

1984 was an e x c e l l e n t  year for Utah,  with the General  Fund ba lance  expanding to a l ev el  o f  
$15 9 .6  mil l ion.  R even ues ,  which were right on budgeted le ve l s ,  were  aided by increases  in 
the State  sa les  tax and the co rporate  income ta x .  Sales tax revenues  increased  34.9%, with  
corporate  tax re venues  up 40.6%. Expenditures  were ap pro x im a te ly  $40 mill ion below  
budgeted l evel s .

The e c o n o m y  o f  Utah is c o n c e n t r a te d  outs ide  o f  the  manufacturin g sec to r ,  with e m p l o y m e n t  
gains  having been part icularly  s trong in g o v ernm en t  and s er v ic e s .  This helps  to insulate the  
State  s o m e w h a t  from c y c l i c a l  swings  in the e c o n o m y ,  and has  helped to  keep u nem plo ym ent  
level s  below the nat iona l  a v e r a g e .  Per cap i ta  income is below the nat ional  a v e r a g e ,  but  
population growth has been very strong.  Debt  le ve l s ,  which had been on the rise have  
decl ined ,  and are below a v e r a g e .  Overal l  the divers i f ied e c o n o m y ,  growing population base ,  
low debt  with rapid r e t i rem e n t ,  c o n s i s t e n t  General  Fund balance s  and a wi l l ingness  to  raise  
the tax base help to support Utah's rat ing.

Population (1984): 1 ,672,000
% ch ange 19S0-19S4: +1 3.6%

Em ploym en t  Distr ibution
Manufacturing:  15.7%
Wholesale and Reta i l  Trade: 23.4%
Serv ice  Industries: 20.2%
G overn ment :  21.8%

U n em ploym ent  (1984): 8.0%
5 year av era g e:  7.6%

Wealth S ta t i s t i c s
Per cap i ta  incom e:  $9,100  
% ch ange 19S0-19S4: +18.8%
Fa mi l i es  below pover ty  level :  10.3%

General  Fund (G.F.)  Balance
1981 $ 4 2 , 6 0 0 , 0 0 0
1982 $ 1 0 9 , 3 0 0 , 0 0 0
1983 $ 6 4 , 8 0 0 , 0 0 0
1984 $ 1 5 9 , 6 2 3 , 0 0 0

198^ G.F. Balance as  % of  G.F.  reven ue s:  13.9%

Debt Rat ios

Outstanding  
(000,000)  Per Capita

% o f  
Personal  Income

% o f  Full  
Market Value

Net tax supported debt 292 .2  $ 177 2 .0% .6%



VERMONT

Moody's: Aa SLB: Mid A A 
Trend: Downward

S & P : NR

In f i scal  19S4, total  General  Fund reven ues  for the State  finished $S.7 mill ion behind 
projected le ve l s ,  with $5 mil l ion being added to the  a c c u m u l a t e d  General  Fund d e f i c i t .  Tit is 
w eaknes s  in rece ip ts  c o m e s  amid a ser ies  o f  tax rate increase s ,  with personal  income tax 
reven ue s  and corporate  inc ome tax re venues  hurt  by Federal  tax  law ch a n g es .  Expenditure  
l imi tat ions  and tax  rate in c rea se s  w ere  im p lem en te d  in order to  e l i m i n a te  the d e f i c i t ,  which  
ended 19S4 a t  $35 mil l ion.

The e c o n o m y  of  Vermont is c o n ce n t ra te d  in the are as  o f  m an ufa cturing ,  tourism and 
agricu ltu re ,  and has  b e c o m e  less  sensi t iv e  to  the c y c l i c a l  swings  o f  the e c o n o m y .  Wealth  
l evels  are low co m par ed  to  the nat ional  a v e r a g e ,  and very low co m pared  to New England 
s t a t e s .  Population has  shown some grow th ,  with u ne m p lo y m en t  a t  low levels .  The debt  
rat ios  o f  the State  are high,  but are e x p e c t e d  to d e cr e a s e  a t  a fairly s te ady  rate .  While the 
im plem enta t io n  o f  a plan to eras e  the State d e f i c i t  is a very  pos i t ive  s te p ,  Vermont remains  
e x t r e m e l y  vulnerable to Federa l  tax law ch a n g es  and e c o n o m i c  s lowdown.  The unc er ta inty  
c r e a te d  by this s i tuat ion  c a u s e s  us to v iew  the State  as  a Mid AA with a downward trend.

Population (19S4): 530 ,000
% cha nge 19S0-19S4:  +3.7%

E mploym en t  Distr ibution
Manufacturing:  23.2%
Wholesale and Reta i l  Trade: 20.9%
Service  Industries: 24.7%
G ov ernment :  IS.2%

U nem p lo y m ent  (1984): 5.2%
5 year av era g e:  6.22%

Wealth Sta t i s t i cs
Per cap i ta  incom e:  $10 ,692  
% change 19S0-19S4: +36.9%
Fami l i es  below poverty  level :  12.1%

General  Fund (G.F.) Balance
1981 $ ( 1 , 2 0 0 , 0 0 0 )
19S2 $ ( 1 0 0 , 0 0 0 )
1983 $ ( 3 0 , 8 0 0 , 0 0 0 )
1984 $ ( 3 5 , 8 0 0 , 0 0 0 )

1984 G.F.  Balance as  % o f  G.F.  revenues:  (10.7%)

Debt  Ratios

Outstanding
(000,000) Per C ap ita  Personal  Income  

$ 5 1 5 . 7 9  4.8%

% o f % o f  Full  
Market Value

Net tax  supported debt 273 .9 1.6%
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VIRGINIA

In f iscal  I9S'f, Virginia a c h i e v e d  substantial  gains  in i ts  General  Fund b a la n ce ,  moving from a 
I9S3 ending balance o f  $ 1 0 1 .9  mill ion to an '84 ending  ba lance  o f  $20S mi l l ion.  The 
im provem ent  was  due to the s trong performan ce of  the  cor po r a te  income tax (+33%), sales  
tax (+15.3%) and persona! incom e tax re venues  (+14.1%), while expen d iture  increases  were  
kept  at  a reasonable  l ev el  (+7.9%).

The State  p o s s e s s e s  a triple A by both rating s e r v i c e s ,  putt ing it into an e l i t e  group o f  e ig h t  
s t a t e s .  Virginia is gen er a l ly  considered  one of  the b es t  G.O.  c r e d i t s  around.  The State  has  
not funded c a s h - f lo w  d e f i c i e n c i e s  with short- t erm borrowing s inc e  1969, debt rat ios  have  
been stable and low,  no major tax increas es  have been  i m p l e m e n t e d ,  and f iscal  m a n a g e m e n t  
has been strong.  All o f  th ese  fa c to rs  co m bine with above av er a g e  wea lth levels ,  low 
u n e m p lo y m en t ,  a growing population base and a d ivers i f ied  e c o n o m y  which has  seen some  
shift  aw ay  from the manufacturing  sec to r ,  and includes  mineral  product ion,  agriculture  and 
tourism.  We v iew  the Sta te  a s  a Mid AAA with a s tab le  trend.

Population (1984); 5 ,63 6,00 0
% ch ange 1980-1 9 8 4 :+ 5 .4 %

E m ploym en t  Distr ibution (19S4)
Manu facturing:
Wholesale and Reta i l  Trade:
Serv ice  Industries:
Gov ernment :

U n em p lo y m e n t  (1984): 5.0%
5 year a v er a g e :  5.98%

Wealth S ta t i s t i c s
Per ca p i ta  i n c o m e : $ 1 2 , 1 16 
% ch a n g e  1980-1984:  +28.8%
F a m i l i e s  below  povert y  leve l :  1 1.8%

General  Fund (G.F.) Balance
1981 $ 3 0 0 , 2 0 0 , 0 0 0
1982 $ 2 1 3 , 2 0 0 , 0 0 0
1983 $ 1 0 1 , 9 0 0 , 0 0 0
1984 $ 2 0 8 , 0 0 0 , 0 0 0

1984 G.F.  Balance a s  % o f  G .F .  revenues:  6.1%
Debt  Ratio s

Moody’s: Aaa SLB : Mid AAA S&P: AAA
Trend : Stable

Outstanding
(0 0 0 ,0 0 0 ) Per Capita

Net tax  supported debt 475 .2  S84
%  o f  % o f  F u ll

P e rsona l Income M arket Value
.7%  .7%

18.7%
21.4%
20.1%
23.5%
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WASHINGTON

The 1984 f i s c a l  year w as  marked by the a u s ter i t y  budget  in s t i t u ted  by Washington,  with  
to t a l  ex p e n d i t ur es  dec l in in g  1.7%. Combined with the inc rease  in re ven ues  of  6.1%, the  
General  Fund ba lance  m oved  from a l eve l  o f  $79 .8  mil l ion to $66.5  mi l l ion.  One problem 
with the  revenue stream o f  the State  is the hea vy  re l iance  on sa les  tax revenue s  in the  
ab sen ce  o f  any personal  incom e t a x e s .  In 1983 the sa le s  ta x  rate was  inc reas ed  from 5.4% to  
6.5%, along  with increase s  in mo to r v e h ic l e ,  t o b a cc o  and liquor sales  t a x e s .  Tax revenue  
project ions  for the current  year have been sharply revised  downward,  with a General  Fund 
balance o f  $0 e x p e c t e d  by the end o f  the bienn ium. Passage o f  Ini t iat ive  464 (sales tax  
based on the value o f  an i te m  minus trade - in  value)  should not have a large impact  on State  
operat io ns ,  but its e f f e c t  wi l l  be mo nito re d.

An e c o n o m y  reliant  on c y c l i c a l  and in t ere s t  s en s i t ive  industr ies  is the basis  of  the  State 's  
prob lems,  with co n ce n tr a t io n  primari ly in fo res t  products  and a e r o s p a c e .  Wealth l ev el s  are  
above the  nat ional  a v e r a g e  but u ne m p lo y m en t  is c o n s i s t e n t ly  high ,  debt  rat ios  are high,  and 
short - t erm  borrowing to c o v e r  cash f low d e f i c i t s  has  b e c o m e  the norm .  Talks are current ly  
underway co n cern in g  poten t i a l  ta x  inc rea se s .  The n e g a t i v e s  o f  Washington grea t l y  outweigh  
the pos i t ive  a s p e c t  o f  f i s c a l  responsibi l i ty ,  and cause  us to  v i ew  the State  a s  a Lower AA 
with a downward trend.

Population (1984): 4 ,3 4 9 ,0 0 0
% ch a n g e  1980-1984:  +5.2%

Em plo ym ent  Distr ibution  
Manufacturing:
Wholesale and Reta i l  Trade:
Serv ice  Industries:
Gov ernment :

U n em p lo y m e n t  (1984): 9.5%
5 year a v e r a g e :  9.78%

Wealth S ta t i s t i c s
Per c a p i t a  income:  $12,728  
% ch a n g e  1980-1984:  +22.9%
F a m i l i e s  be low pov er ty  level :  9.8%

General  Fund (G.F.) Balance
1981 $ 1 0 , 5 0 0 , 0 0 0
1982 $ ( 1 4 9 , 5 0 0 , 0 0 0 )
1983 $ 7 9 , 8 0 0 , 0 0 0
1984 $ 6 6 , 5 2 0 , 0 0 0

Moody's: A SLB : Lower AA S ic P : AA-
Trend : Downward

17.5%
24.8%
20.8%
20.6%

1984 G.F.  Balance a s  % o f  G.F.  re ven ue s :  5.1% 

Debt  Rat ios

^  Outstanding % o f  % o f  Full
(000 ,000)  Per  Capita  Personal  Income Market Value

Net tax  supported debt 2 510 .3 $574 4 .4% 1 .6% 43



WEST VIRGINIA

During the 1984 f iscal  year,  General  Fund re ce ip t s  expanded  o v er  exp en d i t u r es ,  a l low ing the  
General  Fund balance to increase  to a l ev el  of  $142 mil l ion.  7116 larges t  co m p o n e n t s  o f  
reven ue s  are business  and o ccup at i on  ta x e s ,  sa le s  ta x es  and income ta x e s .  The major  
expenditure  o f  the S ta te  is in the area o f  ed u c a t io n .  The me thod  o f  taxing  business  has  been  
rede f ined .

The West Virginia e c o n o m y  is e x t r e m e l y  re liant on the co a l  industry,  which has  con tr ibuted  
to  the above a v er a g e  u nem p lo ym en t  l ev el s  a s  we l l  as  to the low lev el s  o f  per cap i ta  w e a l th .  
There have r ecen t ly  been major job losses  in the areas  o f  co n s tr u c t io n ,  mining and 
m an ufactur ing,  which played a role in the S <Sc P rat ing downgrade to  AA- .  Per ca p i ta  deb t ,  
which is ab ov e a v e r a g e ,  has  remained stable  s ince  the last  report .  Overal l ,  the  e c o n o m ic  
rel iance on an industry which is vulnerable to the business  c y c l e  to g e th er  with the  prese nce  
o f  ad eq uat e  fund b a la n ces  ca u se  us to v i ew  the S ta te  a s  an Upper A c r e d i t  with a s tab le  
trend.

Population (19S4): 1 ,953 ,000  
%  ch ange 19S0-19S4:  +2.8

Emp loym ent  Distr ibution (1984)
Manufacturing:
Wholesale and R eta i l  Trade:
Service  Industries:
Gov ernment :

U n em ploym e nt  (1984): 11.0%
5 year a v er a g e :  10.2%

Wealth S ta t i s t i c s
Per cap i ta  incom e:  $8 ,997  
% chan ge  1980-1984:  +30.4%
Fa mi l i es  below pov er ty  leve l :  N.A.

General  Fund (G.F.) Balance
1981 $ 4 2 , 2 0 0 , 0 0 0
1982 $ 7 8 , 2 0 0 , 0 0 0
1983 $ 6 2 , 0 0 0 , 0 0 0
1984 $ 1 4 2 , 0 0 0 , 0 0 0

1984 G.F.  Balance a s  % o f  G.F.  revenues :  9.9%

Debt  Ratios

Moody's: A1 SLB : Upper A S&P: AA-
T rend : Stable

Outstanding %  o f  %  o f  F u ll
(0 0 0 ,0 0 0 ) Pet C ap ita  Pe rsona l Income M arket Value

Net tax supported debt 773 .3  $396  4 .3%  1 .6%

21.1%
17.0%
20.9%

#
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WISCONSIN

©

The Sta te  of  Wisconsin performed well  ab ov e e x p e c t a t i o n s  in the 'S3-'S4 f i scal  year,  moving  
from a General  Fund d e f i c i t  balance  of  c lo se  to  $200 mil l ion,  to a surplus o f  $36 0 mil l ion.  
The e c o n o m ic  recover y  hit  the S ta te  in a big way ,  with incom e and sales  t a x e s  showing good  
gains ,  increas ing  25.8% and 13.7% r e s p e c t i v e l y .  With to t a l  revenues  increas ing  6.4%,  
ex p en d it ures  were kept  a t  a 3.5% rise.

The manufacturing s ec to r  o f  the S ta te ,  particularly  durable goods has  made it sensi t iv e  to  
e c o n o m ic  downturns.  The e c o n o m y  has  been divers i fy ing with m anufa cturi ng ,  sti l l  
dominant ,  losing some ground while the ser v ic e  s e c to r  has  been  gaining.  Wisconsin has  been  
having trouble with i ts  Veterans  Bond program, but a restructuring lias hopefu l ly  a l l e v ia t e d  
the problem.  Per cap i ta  incom e f igures  are good,  with u ne m p lo ym en t  very  c lose  to the  
national  a v e r a g e .  The debt  rat ios  o f  the S ta te  are m o d e r a t e ,  with a dem on str a ted  
wil l ingness  having b een  shown to  increase  the revenue stream while con trol l ing  e x p e n s e s .  
All o f  the fa c to rs  com bin e  to p lace  Wisconsin a s  a Mid AA with a s table trend.

Populat ion (1984): 4 ,766 ,0 00  
% chan ge  1 9 8 0 - 19S4: +1.3%

E mploym en t  Distr ibution (1984)
Manufacturing: 26.1%
Wholesale and Reta i l  Trade: 23.1%
Service  Industries: 20.9%
G overn m ent :  17.0%

Unem p lo y m ent  (1984): 7.7%
5 year  av er a g e:  8.76%

Wealth S ta t i s t i c s
Per c ap i ta  incom e:  $1 1 ,3 5 2  
% change 19S0-19S4: +20.6%
F a m i l ie s  be low  pov er ty  level :  8.7%

General  Fund (G.F.) Balance
19S1 $ 1 4 , 0 6 5 , 0 0 0
1982 $ 2 6 , 4 8 5 , 0 0 0
1983 $ ( 1 S 2 , 1 0 0 , 0 0 0 )
1984 $ 3 6 0 , 0 0 0 , 0 0 0

1984 G.F.  Balance as  % o f  G.F.  revenues :  3.4%

Debt  Ratios

Moody's: Aa SLB : Mid AA S6cP: AA
T rend : Stable

Outstanding % o f  %  o f  F u ll
(0 0 0 ,0 0 0 ) P e r C ap ita  Persona l Income M arket Value

Net tax supported debt 1543 .9  $324 3.496 1.3%
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Additional information available upon request.______________________________________________________________________________
Ttie information herein h as  been ob ta ined  from  sou rces  which we believe to  b e  re liab le, but we d o  not guaran tee its accu racy o r com oleteness. S h ea rson  Lehm an 
B rothers Inc.. its affiliated com pan ies , or its sha reho ld e rs m ay have a  position in the securities d iscussed herein. © 1 9 8 6  Shea rson  Lehm an Brothers Inc..
M U 2 0 0 4 (A 6 )
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SHFFFIELD, COV fi

P E 8 .B/IL R\O R

TREASURY DIVISION

ELEVENTH FLOOR 
STATE OFFICE BUILDING 
POUCH SB
JUNEA U. ALASKA 99811 
PHONE: _

J a n u a r y  3 1 , 1986

T h e  H o n o r a b l e  B e t t y e  F a h r e n k a m p  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  F a h r e n k a m p :

A t  y o u r  r e q u e s t ,  I a m  e n c l o s i n g  a set of t a b l e s  t h a t  d e t a i l  t h e  
S t a t e ' s  e x i s t i n g  d e b t  s e r v i c e  b u r d e n  ( T a b l e  I), the b u r d e n  if 
t h e  S t a t e  w e r e  to i s s u e  a d d i t i o n a l  d e b t  ( T a b l e s  II a n d  III), 
a n d  t h e  b u r d e n  if t h e  S t a t e  w e r e  to d e f e a s e  c e r t a i n  S t a t e  
g e n e r a l  o b l i g a t i o n  (GO) b o n d s  ( T a b l e s  IV - VI).

T h e  a m o u n t s  of a d d i t i o n a l  l e a s e - f i n a n c i n g  a n d  S t a t e  G O  d e b t  
a s s u m e d  to be i s s u e d  in t h e  t a b l e s  a r e  a r b i t r a r y  a n d  a r e  c h o s e n  
s o l e l y  to i l l u s t r a t e  t h e  b u r d e n  of a d d i t i o n a l  d e b t  i s s u a n c e .

T h e  e n c l o s e d  d i s c u s s i o n  p a p e r  p r o v i d e s  a b a c k g r o u n d  on the 
i s s u e  of d e f e a s a n c e .  A s  e x p l a i n e d  in t h e  p a p e r  the S t a t e  w o u l d  
g e n e r a l l y  i n c u r  a f i n a n c i a l  l o s s  w i t h  r e s p e c t  to d e f e a s a n c e  of 

b o n d s  i s s u e d  a f t e r  M a y  2 . 1 9 7 8 . T h i s  is b e c a u s e  the f u n d s  
e s c r o w e d  to d e f e a s e  s u c h  b o n d s  c a n n o t  be i n v e s t e d  at a y i e l d  
g r e a t e r  t h a n  the y i e l d  o n  t h e  b o n d s  b e i n g  d e f e a s e d .  E x a m i n ­
a t i o n  of t h e  e n c l o s e d  T a b l e  1 . 1 2  i n d i c a t e s  t h a t  o n l y  the 

A p r i l  1 , 1 9 8 2  G O  b o n d s  h a d  a n  i n t e r e s t  r a t e  t h a t  is a b o v e  t h e  
c u r r e n t  r a t e s  at w h i c h  t h e  e s c r o w  f u n d  c o u l d  be i n v e s t e d .

T h u s ,  T a b l e s  IV - V I  a s s u m e  t h a t  o n l y  t h e  p r e - M a y  2 , 19 7 8  G O  
b o n d s  a n d  t h e  1 9 8 2  S e r i e s  A  G O  b o n d  a r e  d e f e a s e d .  A s  of 
J u n e  3 0 , 1 9 8 6  t h e  b o n d s  o u t s t a n d i n g  w h i c h  w o u l d  be d e f e a s e d  
w i l l  t o t a l  $ 4 2 9 ,0 0 8 , 0 0 0  w i t h  t o t a l  d e b t  s e r v i c e  to m a t u r i t y  
b e i n g  $ 5 6 0 ,2 0 9 ,5 1 6 . T h e  a p p r o p r i a t i o n  r e q u i r e d  to d e f e a s e  
t h e s e  b o n d s  w o u l d  be a p p r o x i m a t e l y  $ 3 8 6  m i l l i o n  b a s e d  on 

J a n u a r y  1 6 , 1 9 8 6  i n t e r e s t  r a t e s  o n  U.S. T r e a s u r y  s e c u r i t i e s .

It w o u l d  be i m p o r t a n t  to k e e p  in m i n d  t h a t ^ d e . f e a s a n c e  .gf-any 
b o n d s  c o u l d  p r e c l u d e  a d d i t i o n a l  b o n d  i s s u a n c e  f o r  s o m e  p e r i o d  
of " T i m e .  T h i s  is b e c a u s e  t h e  IRS m i g h t  r u l e  t h a t  a n y  b o n d s  
i s s u e d  in c o n j u n c t i o n  w i t h  t h e  d e f e a s a n c e  a r e  a r b i t r a g e  b o n d s .  
T h e y  c o u l d  be a r b i t r a g e  b o n d s  b e c a u s e  t h e  b o n d  p r o c e e d s  w o u l d  
r e p l a c e  f u n d s  (the f u n d s  e s c r o w e d  f o r  d e f e a s a n c e )  t h a t  a r e  
i n v e s t e d  at a h i g h e r  y i e l d  t h a n  the y i e l d  o n  the n e w l y - i s s u e d  
b o n d s .  I n t e r e s t  on a r b i t r a g e  b o n d s  is t a x a b l e .

04-D12LH



The Honorable Bettye Fahrenkamp
January 31, 1986
Page tt

It a l s o  w o u l d  be p o s s i b l e  f o r  the S t a t e  to a p p r o p r i a t e  f u n d s  to 
d e f e a s e  s o m e  or all of its s h a r e  of o u t s t a n d i n g  m u n i c i p a l  
s c h o o l  d e b t .  A g a i n ,  o n l y  t h o s e  b o n d s  i s s u e d  p r i o r  to M a y  2 , 
1 9 7 8  c o u l d  be d e f e a s e d  w i t h o u t  f i n a n c i a l  loss. T h e  a r b i t r a g e  
q u e s t i o n s  in t h i s  c a s e  m i g h t  be m o r e  of a p r o b l e m  s i n c e  
m u n i c i p a l i t i e s  m a y  be m o r e  l i k e l y  to b e  o n g o i n g  i s s u e r s  of d e b t  
t h a n  t h e  S t a t e .

A  d i f f e r e n t  a p p r o a c h  to a l l e v i a t i n g  t h e  S t a t e ' s  d e b t  s e r v i c e  
b u r d e n  r e s u l t i n g  f r o m  s c h o o l  d e b t  w o u l d  be to a p p r o p r i a t e  S t a t e  
f u n d s  f o r  s c h o o l  c o n s t r u c t i o n  for s o m e  or a l l  of the p r o j e c t s  
t h a t  o t h e r w i s e  w o u l d  be b o n d e d .  E a r l y  a c t i o n  to k e e p  th i s  
o p t i o n  o p e n  w o u l d  be r e q u i r e d  b e c a u s e  $ 2 3 0 . 2  m i l l i o n  of s c h o o l  

d e b t  is s c h e d u l e d  f o r  i s s u a n c e  d u r i n g  t h e  r e m a i n d e r  of F Y  8 6 . 
T h e s e  b o n d s ,  o n c e  i s s u e d ,  w o u l d  n o t  be a t t r a c t i v e  c a n d i d a t e s  
f o r  d e f e a s a n c e  b e c a u s e  t h e i r  i s s u a n c e  p o s t d a t e s  M a y  2 , 1 9 7 8 .

S i n c e r e l y ,

M i l t  B a r k e r  
D e p u t y  C o m m i s s i o n e r

M B / g b

8 6 - 1 3

E n c l o s u r e s



Tab le  I

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues

Existing 
Debt Service Existing Total

Minimum
Under Maximum

iscal and Lease School Debt Existing Debt Existing Under
5fear Obiigat ions Reimbursement Service (1 6 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.7%
87 168 7.0 109 4.5 277 11.5 312 12.9 312 12.9
88 161 7.8 100 4.8 261 12.6 313 15.1 313 15.1
89 150 7.9 109 5.7 259 13.6 313 16.4 323 16.9
90 135 7.5 90 5.0 225 12.5 276 15.3 286 15.9
91 110 6.5 78 4.6 188 11.1 238 14.1 248 14.7
92 82 4.8 72 4.2 154 9.0 201 11.8 211 12.4
93 73 4.3 63 3.7 136 8.0 182 10.7 192 11.3
94 44 2.8 56 3.6 100 6.4 143 9.2 153 9.8
95 32 2.1 47 3.1 79 5.2 119 7.8 129 8.5
96 28 2.0 33 2.4 61 4.4 100 7.2 110 7.9
97 24 1.6 16 1.1 40 2.7 57 3.9 67 4.6
98 21 1.5 14 1.0 35 2.5 42 3.0 52 3.7
99 16 1.1 14 1.0 30 2.3 37 2.6 47 3.3
00 9 .7 12 .9 21 1.6 27 2.1 37 2.9

1/ Unrestricted revenues are September 1985 30th percentile estimates.



State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues 2/

Assuming £200 Million Additional Lease-Financing Authorized and Issued
in Columns 4 and 5

Tab le  I I

| 1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

.seal and Lease School Debt Existing Debt Existing Under
fear Obligations Reimbursement Service (1 & 2) Law HB 520

86 £178 6.1% £105 3.6% £283 9.7% £283 9.7% £283 9.7%
87 168 7.0 109 4.5 277 11.5 312 12.9 312 12.9
88 161 7.8 100 4.8 261 12.6 318 15.3 318 15.3
89 150 7.9 109 5.7 259 13.6 328 17.2 338 17.7
90 135 7.5 90 5.0 225 12.5 301 16.7 311 17.3
91 110 6.5 78 4.6 188 11.1 262 15.5 272 16.1
92 82 4.8 72 4.2 154 9.0 224 13.1 234 13.7
93 73 4.3 63 3.7 136 8.0 205 .12.0 215 12.6
94 44 2.8 56 3.6 100 6.4 165 10.6 175 11.2
95 32 2.1 47 3.1 79 5.2 140 9.2 150 9.9
96 28 2.0 33 2.4 61 4.4 121 8.7 131 9.4
97 24 1.6 16 1.1 40 2.7 76 5.2 86 5.9
98 21 1.5 14 1.0 35 2.5 61 4.4 71 5.1
99 16 1.1 14 1.0 30 2.1 55 3.9 65 4.6
00 9 .7 12 .9 21 1.6 44 3.4 54 4.2

1/ Unrestricted revenues are September 1985 30th percentile estimates.



Tab le  I I I

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues J/ 

Assuming Additional $500 Million General Obligation Debt 
($100 Million Issued Per Year for the Next Five Years) 
and $200 Million Lease-Financing Authorized and Issued 

in Columns 4 and 5

1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

Lscal and Lease School Debt Existing Debt Existing Under
fear Obligations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.7%
87 168 7.0 109 4.5 277 11.5 312 12.9 312 12.9
88 161 7.8 100 4.8 261 12.6 335 16.2 335 16.2
89 150 7.9 109 5.7 259 13.6 362 19.0 372 19.5
90 135 7.5 90 5.0 225 12.5 351 19.5 361 20.1
91 110 6.5 78 4.6 188 11.1 327 19.3 337 19.9
92 82 4.8 72 4.2 154 9.0 303 17.8 313 18.4
93 73 4.3 63 3.7 136 8.0 281 16.5 291 17.1
94 44 2.8 56 3.6 100 6.4 237 15.2 247 15.9
95 32 2.1 47 3.1 79 5.2 208 13.6 218 14.3
96 28 2.0 33 2.4 61 4.4 186 13.4 196 14.1
97 24 1.6 16 1.1 40 2.7 138 9.4 148 10.1
98 21 1.5 14 1.0 35 2.5 109 7.8 119 8.5
99 16 1.1 14 1.0 30 2.1 90 6.3 100 7.0
00 9 .7 12 .9 21 1.6 67 5.2 77 6.0

2/ Unrestricted revenues are September 1985 30th percentile estimates.

:



T ab le  IV

State Debt Service Burden/
in $ Millions and as a % of Unrestricted Revenues .1/___ .

' y Assuming Pre-1978 and 1982 Series A State GO Bonds areyDefeased

r' y
/AT .:.V 1 2 3 4 5
" -

Existing Minimum
Debt Service Existing Total Under Maximum

iscal and Lease School Debt Existing Debt Existing Under
Year Obiiqations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.7%
87 80 3.3 109 4.5 189 7.8 224 9.3 224 9.3
88 77 3.7 100 4.8 177 8.5 229 11.1 229 11.1
89 75 4.0 109 5.7 184 9.7 238 12.5 248 13.0
90 68 3.8 90 5.0 158 8.8 209 11.6 219 12.2
91 46 2.7 78 4.6 124 7.3 174 10.3 184 10.9
92 44 2.6 72 4.2 116 6.8 163 9.6 173 10.2
93 41 2.4 63 3.7 104 6.1 150 8.8 160 9.4
94 18 1.1 56 3.6 74 4.7 117 7.5 127 8.1
95 9 .6 47 3.1 56 3.7 96 6.3 106 7.0
96 7 .5 33 2.4 40 2.9 79 5.7 89 6.4
97 7 .5 16 1.1 23 1.6 40 2.7 50 3.4
98 7 .5 14 1.0 21 1.5 28 2.0 38 2.7
99 7 .5 14 1.0 21 1.4 28 2.0 38 2.7
00 6 .5 12 .9 18 1.4 24 1.9 34 2.7

1/ Unrestricted revenues are September 1985 30th percentile estimates.



Tab le  V

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues 1/

Assuming $200 Million Additional Lease-Financing Authorized and Issued
in Column 4 and 5 and 

Assuming Pre-1978 and 1982 Series A State GO Bonds are Defeased

Existing Minimum
Debt Service Existing Total Under Maximum

seal and Lease School Debt Existing Debt Existing Under
fear Obligations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.7%
87 80 3.3 109 4.5 189 7.8 224 9.3 224 9.3
88 77 3.7 100 4.8 177 8.5 234 11.3 234 11.3
89 75 4.0 109 5.7 184 9.7 253 13.3 263 13.8
90 68 3.8 90 5.0 158 8.8 234 13.0 244 13.6
91 46 2.7 78 4.6 124 7.3 198 11.7 208 12.3
92 44 2.6 12 4.2 116 6.8 186 10.9 196 11.4
93 41 2.4 63 3.7 104 6.1 173 10.1 183 10.7
94 18 1.1 56 3.6 74 4.7 139 8.9 149 9.5
95 9 .6 47 3.1 56 3.7 117 7.7 127 8.4
96 7 .5 33 2.4 40 2.9 100 7.2 110 7.9
97 7 .5 16 1.1 23 1.6 59 4.0 69 4.7
98 7 .5 14 1.0 21 1.5 47 3.4 57 4.1
99 7 .5 14 1.0 21 1.4 46 3.3 56 4.0
00 6 .5 12 .9 18 1.4 41 3.2 51 4.0

2/ Unrestricted revenues are September 1985 30th percentile estimates.



Tab le  VI

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues 1/ 

Assuming Additional $500 Million General Obligation Debt 
($100 Million Issued Per Year for the Next Five Years) 
and $200 Million Lease-Financing Authorized and Issued 

in Column 4 and 5 and 
Assuming Pre-1978 and 1982 Series A State GO Bonds are Defeased

1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

iscal and Lease School Debt Existing Debt Existing Under
Year Obligations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7 $283 9.7% $283 9.7%
87 80 3.3 109 4.5 189 7.8 224 9.3 224 9.3
88 77 3.7 100 4.8 177 8.5 251 12.1 251 12.1
89 75 4.0 109 5.7 184 9.7 287 15.1 297 15.6
90 68 3.8 90 5.0 158 8.8 284 15.8 294 16.4
91 46 2.7 78 4.6 124 7.3 263 15.5 273 16.1
92 44 2.6 72 4.2 116 6.8 265 15.6 275 16.2
93 41 2.4 63 3.7 104 6.1 249 14.6 259 15.2
94 18 1.1 56 3.6 74 4.7 211 13.5 221 14.1
95 9 .6 47 3.1 56 3.7 185 12.1 195 12.8
96 7 .5 33 2.4 40 2.9 165 11.9 175 12.6
97 7 .5 16 1.1 23 1.6 121 8.2 131 8.9
98 7 .5 14 1.0 21 1.5 95 6.8 105 7.5
99 7 .5 14 1.0 21 1.4 81 5.7 91 6.4
00 • 6 .5 12 .9 18 1.4 64 5.0 74 5.8

Unrestricted revenues are September 1985 30th percentile estimates.



1. Debt service on State general obligation bonds, University of Alaska revenue bonds, ASHA 
lease revenue bonds, and lease payments on Seward Student Service Center and Correctional 
Center.

2. 8C%, 90%, or 100% State reimbursement of debt service paid by municipalities on school
debt outstanding as of December 31, 1985.

3. Total of columns 1 and 2.
4. Column 3 plus lease payments on Anchorage Court Building plus State reimbursement on 

$312.5 million of authorized but unissued school debt and $31.4 million of school debt to 
be authorized by the voters in January and March of 1986. of this $343.9 million new 
school debt, $230.2 million is scheduled for issuance in FY 86. Reimbursement of school 
debt is 80% of current debt service payments on 10 year debt with level principal payments.

5. Column 4 plus maximum additional State reimbursement of $10 million per year for school
debt authorized after March 31, 1986. Reimbursement of school debt under this cap would
be 100% of principal paid two years prior on 10 year debt with level principal payments.

Column Key

Prepared by: Department of Revenue
January 31, 1986
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Discussion Paper:

General Obligation Bonding Policy and Debt Defeasance

The State of Alaska is receiving (and over the next few 
years, expects to continue to receive) revenues in excess of 
current expenditures. It has been suggested that under 
these conditions it might be appropriate to pay for capital 
facilities with cash (general funding) rather than to 
b o r r o w  funds for these purposes through the general obli­
gation bond method. Further, it has been suggested that the 
State consider the advance funding of the general obligation 
debt owed, thus, in essence, "paying off" and eliminating 
the S t a t e ’s bonded indebtedness. This process is kno w n  as 
"defeasance" in municipal bond parlance. The purpose of 
this m e m orandum is to outline the issues which need t o  be 
considered in weighing the pros and cons of these proposals.

The two proposals, paying cash in the future and defeasance 
of existing G. 0. bonds are closely related, although the 
arguments surrounding each are somewhat different. The 
initial^discussion here will focus on future G. 0. bonding, 
since if it is decided that bonding should continue, without 
interruption, this could constrain the State's ability to 
forward fund its existing indebtedness.

BOND I N G  VERSUS PAYING CASH FOR CAPITAL FACILITIES 

ISSUE I - FISCAL I M P A C T :

A. Direct Impacts

1. The use of cash (general funds) instead of bonding
wo u l d  cost the State the opportunity to use the
general funds for other purposes. The opportunity 
cost most easily measured is that of revenues 
which could have been earned by investing these 
funds. The State can borrow in the tax e x e m p t  
market at a lower interest rate than that which it 
can earn on its investments. For every 1% spread 
o n  a 10 y e a r  $100 million bond issue, the present 
va l u e  of this opportunity loss would be in excess 
of $8 mxllion. In nominal terms, a one p e rcentage 
point spread would amount to more than $22 m i l l i o n  
for each $100 million of cash spent instead of 
b o r r o w e d .

2. There are other forms of legal arbitrage the loss
of which would represent a cost to the State of
paying cash. These include the allowable return 
o n  investment of borrowed funds during the lag 
b e t w e e n  the time the funds are obtained and 
a ctually committed; and, the investment of 15% of 
the borrowed funds in certain reserve accounts.



3. On the other hand, use of cash would he a d m inis­
tratively cheaper. The State Treasury Division 
estimates total bonding costs at approximately 
.35% of the value of bonds issued. These costs 
include such things as service fees, legal fees, 
preparation of prospecti, printing and advertising 
expenses.

B. Indirect Impacts

1. The major direct cost associated with paying c a s h  
(1 above) is relevant only if (a) the cash is 
invested at higher rates, or (b) is spent on 
projects which offer higher overall returns to the 
State (such returns being either economic or 
social in n a t u r e ) . However, if it is assumed that 
the funds will be spent on low valued activities, 
the State might be better off to spend the cash on 
the capital facilities and avoid creation of debt.

2. • Another aspect of fiscal impact is concern over 
/•' the total level of government spending. It has
• been contended by some, that bonded costs are not 

carefully considered as a part of overall State 
spending. A related concern is that there is 
tremendous pressure from special interest groups 
to spend all available cash and b o r r o w  in addition. 
Thus, to the extent that paying cash reduces the 
total fund availability (general funds plus 
borrowed funds), then overall spending w i l l  be 
reduced.

3. Even though bonding may not be considered b y  some 
as equivalent to other types of spending, debt 
service is a significant, non-discretionary 
element of the State's operating budget. The 
Governor's FY 1982 Budget B e q u e s t  contains $128 
mill i o n  for debt service. Since policy makers
have no choice but to pay debt service, it reduces
their flexibility in directing and controlling 
operating expenditures. This issue becomes more 
i mportant if an expenditure limit, such as is 
be i n g  currently discussed, is established.

ISSUE II - IMPACT ON BOND R A T I N G :

There are several elements which in combination are used to
establish the State's credit rating. These include per 
capita debt levels, general economic heal t h  (both current 
and prospective), and expectations regarding the future tax 
climate. Thus, the reduction of G. 0. b o n d i n g  and the 
resultant decline (over time) of per capita debt m i g h t  
contribute positively to the State's credit rating as well 
as those of its political subdivisions. It is also p o s sible
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that there would result positive spillover effects on 
revenue bond ratings, since the ability of the State to meet 
any "moral obligation" would appear to be strengthened. 
However, if the State intends to forego bonding, t h e n  the 
direct benefit of an improved rating is lessened. T h e  
possible spillover effects are still relevant, although 
q u antification of this impact would be difficult.

The State's credit rating has improved over the last 20 
years from a Baa rating {medium grade with speculative 
characteristics) to Aa (high grade) in 1980. The State's 
financial reputation has been carefully established, and 
significantly decreasing market involvement could result in 
a loss of market familiarity with Alaskan conditions. If 
the State's good credit rating were to decline, it would 
fall to future generations to reconstruct this relationship, 
perhaps in more difficult times.

The exposure of our financing plans to credit rating agencies 
and bond buyers offers a slight incentive for fiscal planning 
and self-discipline. The removal of even this minimal 
exposure, may leave less reason for caution against the 
"over-building" and long-term operation and maintenance 
impacts'of capital facilities.

ISSUE III - PUBLIC INPUT AND EXECUTIVE C O N T R O L ;

Bonds have the positive aspect of requiring voter approval.
It is unconstitutional for the State to incur general 
obligation indebtedness without a vote of the people. This 
requirement assures public participation in the bonding 
decision.

The spending of cash for capital facilities would require no 
such public vote. Governor Hammond has, however, introduced 
legislation which would require a public vote on capital 
expenditures above a limited level as part of his expen d i t u r e  
limitation proposal (SJR 4). If this, or similar l e gislation 
were to become law, the loss of this public input w o u l d  be 
avoided.

From the viewpoint of executive control of expenditures, the 
use of cash has more appeal since appropriations of general 
funds are subject to line item veto by the Governor. Thus, 
specific projects which were felt to be unworthy could be 
selectively eliminated. Conversely, the projects t o  be 
included in a bond issue are established by statute which 
m u s t  be accepted by the Governor as passed or vetoed in 
whole.

ISSUE IV ~ THE DISTRIBUTION OF THE COST OF PUBLIC F A C I L I T I E S :

One of the standard rationales for bonding for long-lived 
public assets is that those who benefit from p u b l i c  facilities 
(the users) should pay for them. Bonding meets this objective

-3-



by spreading the payments for facilities out over the asset 
life. Thus, in a general sense, the people who r e c eive the 
benefits are those who pay the cost. If the State p a y s  cash 
for these facilities, future users (be they immigrants or 
future generations) will not be directly p a y i n g  th e i r  share 
of the cost.

The user pay approach loses some of its v a l idity h o w e v e r  
when the source of the cash payment is considered. In 
essence, neither present nor future users (other t h a n  oil 
companies) are directly paying for capital facilities.
However, looked at somewhat differently, both future and 
present residents would pay indirectly for capital f a c i l­
ities through the cost of the opportunity to use t h e  funds 
for alternative purposes. Since present r e s idents are not 
directly responsible for the existence of "surplus" revenues, 
it might be argued that intergenerational egu i t y  w o u l d  be 
served by spending these funds' on projects which w i l l  offer 
future as well as current benefits.

ISSUE V - EXTERNAL PERCEPTIONS OF STATE WEAL T H  M A N A G E M E N T :

Some have voiced concern that large general fund b a l a n c e s  
("surplus" revenues) represent a serious perceptual p r o blem 
at the federal level and in the national press. C o n g r e s­
sional actions to limit the State's taxing p o w e r  o r  to 
reduce federal revenues to Alaska have been discussed. The 
existence of the risk of unfavorable Internal R e v e n u e  
Service rulings on tax or bonding questions has a l s o  been 
s u g g e s t e d .

The question thus arises as to whether a St a t e  p o l i c y  of 
paying cash for capital facilities would improve t h e  external 
perceptions regarding Alaska's financial position. Paying 
cash would reduce the general fund balance, as it i n c r e a s e d  
direct expenditure levels. If the general fund b a l a n c e  is 
the major indicator looked at by outsiders this m i g h t  reduce 
the criticism regarding the State's "surplus" wealth. Or, 
if paying cash reduces the total level of e x p e n d i t u r e s  b y  
reducing overall fund availability (as discussed in I s s u e
I I . B . 2 above), this might improve the external view. Likewise, 
it can be argued that it is fiscally responsible to p a y  cash 
and thus refrain from burdening future generations w i t h  d e b t  
to be repaid when the oil revenues are dec l i n i n g  or gone.

On the other hand, since bond costs are o f t e n  not i n c l u d e d  
in expenditure reports, the use of general funds f o r  p r e v i o u s l y  
bonded projects would result in inflated e x p e n d i t u r e  figures. 
Those from outside of Alaska who wish to "share" s o m e  port i o n  
o f the State's wealth, could look at increasing e x p e n d i t u r e s  
per capita as evidence of profligate behavior. Further, it 
is possible that individuals with some financial s o p h i s t i c a t i o n  
could viev* the state's willingness to incur the loss of 
arbitrage revenues by paying cash, as further e v i d e n c e  that 
Alaska's current income is indeed " s u r p l u s - "
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To eschew bonding would not necessarily be seen as 
fiscally responsible, since substantial revenue losses 
would result from such a policy, and per capita ex­
penditures would appear higher.

Market exposure of State capital financing and -the 
b enefits of the State's carefully achieved credit 
status, would be reduced by eliminating bonding.

GENERAL OBLIGATION BOND DEFEASANCE

A second topic of this paper is' the possibility of "paying 
off" the State's existing general obligation indebtedness. 
Defeasance of existing debt could be accomplished b y  making 
a current appropriation of the amount which will be required 
to retire the debt as it comes due. The Department of 
Revenue -would use this appropriation to purchase a p o r tfolio 
of securities which would generate sufficient cash flow to 
meet principal and interest payments on the portion o f  State 
G. 0. debt which was to be advance funded. This portfolio 
would then be deposited with the State's principal paying 
agent according to an escrow and trust agreement.

There would be no financial disadvantage to the State in 
p ursuing the defeasance of debt issued prior to May 2, 1978. 
However, Internal Revenue Service rulings in that y e a r  
limited the yields on portfolios held for the purpose of 
defeasing debt issued after May 2, 1978. As a result, the 
State can purchase, or transfer, a high yielding portfolio 
to pay off the pre-May 2, 1978 debt owed, legally taking 
advantage of the interest differential between the State's 
investment earnings and the State's tax exempt borrowing 
costs. However, post-May 2, 1978 d e b t  can be defeased only 
with securities earning little (if any) more than the bond 
rate. Thus, although the defeasance of debt incurred since 
the 1978 rulings could be handled similarly in a mechanical 
sense, any possible advantage from interest differentials 
would be insignificant.

Many of the general issues associated with the future of 
bonding apply also to the defeasance question. The m a j o r  
d i f ference is that where paying cash in the future p o t e n­
tially represents a financial cost, defeasance of existing 
debt (at least that portion of the debt incurred p r i o r  to 
the May 2, 1978 effective date of the IRS regulations) does 
not r e p resent a financial cost to the State.

- 6 -



A minor issue involves the windfall to investors from 
d efeasance of State b^nds. Defea; ance would be accomplished 
b y  escrowing in trust United States G o v e r n m e n t  Securities 
earning interest and maturing in amounts and time sufficient 
to retire the debt. The effect of this arrangement is to 
convert the State bonds defeased into debt w i t h  the same 
value as the United States Securities. W h e n  def e a s a n c e  is 
accomplished, State bond holders will receive a windfall of 
increased price and a AAA rated bond. There is n o t h i n g  
counter to public policy in this result per se but i t  places 
a heavy burden on all "insiders" not to take advantage of 
special knowledge. It might be appropriate for those 
individuals who directly or indirectly m i g h t  benefit from 
defeasance to disqualify themselves from p a r t i c i p a t i n g  in 
this decision.

Another consideration is that G. 0. debt def e a s a n c e  coupled 
with issuance of new debt, risks the Internal Revenue 
Service removal of the State's tax exempt b o n d i n g  status. 
This would result if the Internal Revenue Service w e r e  to 
declare that new State general obligation bonds were a r­
bitrage, bonds and, hence, taxable. Therefore the State's 
bond counsels have cautioned the State that d e f e a s a n c e  may 
require.that the State refrain from issuing bonds, perhaps 
for one to three years.

In order to avoid undue repetition through r e s t a t e m e n t  of 
the general arguments at length, the major pros and cons 
associated with defeasance are summarized below.

S H O U L D  T H E  S T A T E  P U R S U E  D E F E A S A N C E  ( A D V A N C E  F U N D I N G )  O F  

T H E  S T A T E ' S  G E N E R A L  O B L I G A T I O N  P E S T ?

P r o  D e f e a s a n c e

° The State could advance fund $718,193,000 of indebt­
edness owed as of June 1981 at a c o s t  of approximately 
$562,527,000; or, if only pre-May 2, 1978 d e b t  were 
advance funded, $507,193,000 of indebtedness, a t  a cost 
of approximately $351,527,000.

° The debt service period on outstanding bonds ruus
through the end of this century. Adva n c e  f u n d i n g  would 
relieve the debt service requirements wh i c h  may become 
m o r e  burdensome as oil revenues d e c l i n e  over this 
period.

0 Advance funding would remove a substantial a m o u n t  of
revenues from the general fund reduc i n g  the a v a i l a­
bilit y  of funds to be spent, p o t e n t i a l l y  on low valued 
p r o j e c t s .

° Defeasance would enhance the State's c r e d i t  r a t i n g  by
re d u c i n g  outstanding debt per capita. This c o u l d  
resu l t  in a lowering of borrowing co s t s  by a p p r o x i­
mate l y  twenty basis points (.2%). T h i s  improvement
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mi g h t  in turn heighten the probabality of rating 
improvements for the State's political subdivisions and 
revei.ue bonding agencies.

° Defeasance would increase the State's debt capacity,
perhaps for utilization in the future when borrowing 
m a y  be increasingly important to fiscal health.

° Reduction of the general fund balance, and the removal
of the debt service burden, might be viewed as c o n­
servative financial policies as compared w i t h  a large 
d ire c t  spending program, and thus could improve the 
external perceptions (at the federal level and in the 
national press) regarding Alaska's wealth and its 
management.

Con D e f e a s a n c e

° The State could achieve the same interest differential
b y  investing the funds necessary for defeasance through 
the Permanent Fund, some other account, or as general 
fund surplus. Or, there may be expenditures which 
o f f e r  a higher social rate of return (i.e., there may 
b e  higher valued alternative uses of the funds).

° Whet h e r  an actual credit rating change would result
from advance funding of G. 0. debt is uncertain. If 
there were a rating improvement, the m a x imum r e d uction 
in interest rates expected would be less than twenty 
basis points (.2%). The present value of this savings 
is relatively insignificant.

° Pre-funding of debt incurred after the 1978 IRS r e g u­
lation would cost the State lost interest earnings, 
since under these rulings the interest on investments 
used for this purpose are limited to the tax exempt 
r a t e  borne by the bonds in question.

° . De f easance may elicit a response from the C o n gress or
the Internal Revenue Service declaring further State
general obligation bonds, at least for a period of
time, to be arbitrage bonds and, hence, taxable instead 
of tax-exempt bonds.
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TABLE 1 .1 2
Stat' of Alaska 

State General Obligation Bond Sales 
Since 1973

Date of 
Bonds

Amount 
of Issue 
(Millions) Maturities

Average 
Life in 
Years

Effective
Interest
Rate

Salomon
Brothers
Monthly
Average

Ratings (at 
the time of 
issuance) 
Moody's/ 
Standard 

- & Poors

Jan. 13, 1973 $ 20.0 1976-1998 15.3 5.12% 5.10% Baal/A
Jan. 13, 1973 27.0 1976-1998 14.8 5.10 5.20 Baal/A
Aug. 1, 1973 31.0 1977-1998 16.7 5.80 5.65 Baal/A
Sept. 1, 1974 30.0 1978-1998 15.6 6.85 6.40 Al/A
Feb. 1, 1975 40.3 1978-1998 14.6 5.98 6.10 Al/A-t-
Hay 1, 1975 42.0 1979-1999 15.1 6.52 6.40 A1/A+
Oct. 1, 1975 42.9 1978-1997 12.5 6.85 6.00 Al/A-t-
Mar. 1, 1976 40.0 1978-1993 9.5 5.86 5.30 A1/A+
July 1, 1976 40.0 1978-1993 9.5 5.80 5.15 A1/A+
Feb. 1, 1977 40.0 1979-1988 9.5 5.08 4.50 A1/A+
Oct. 1, 1977 40.0 1979-1988 7.0 4.50 4.45 A1/A+
Apr. 1, 1978 45.0 1980-1988 7.0 4.86 4.85 A1/A+
Jan. 1, 1979 40.0 1979-1989 5.5 5.52 5.50 A1/A+
May 1, 1979 60.0 1979-1989 5.5 5.59 5.30 A1/A+
July 1, 1980 125.0 1981-1990 5.5 5.76 5.50 Aa/AA-
Apr. 1, 1982 200.0 1983-1992 5.0 9.98 10.25 Aa/AA-
Nov. 1, 1982 185.0 1983-1992 5.0 7.72 7.50 Aa/AA-
Oct. 1, 1983 78.0 1984-1993 5.0 7.47 7.20 Aa/AA-

Source: John Nuveen & Co., Alaska: A New Look, 1981; and Department of
Administration, Bonded Debt and Debt Service, Fiscal Year 1984.

1/ Salomon Brothers Monthly Average is for "Good Grade" bonds of similar 
average maturity.
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D e a r  S e n a t o r  F a h r e n k a m p :

A t  y o u r  r e q u e s t ,  I a m  e n c l o s i n g  a s e t  of t a b l e s  t h a t  d e t a i l  t h e  
S t a t e ' s  e x i s t i n g  d e b t  s e r v i c e  b u r d e n  ( T a b l e  I), the b u r d e n  if 
t h e  S t a t e  w e r e  to i s s u e  a d d i t i o n a l  d e b t  ( T a b l e s  II a n d  III), 
a n d  t h e  b u r d e n  if t h e  S t a t e  w e r e  to d e f e a s e  c e r t a i n  S t a t e  
g e n e r a l  o b l i g a t i o n  (GO) b o n d s  ( T a b l e s  IV - VI ) .

T h e  a m o u n t s  of a d d i t i o n a l  l e a s e - f i n a n c i n g  a n d  S t a t e  G O  d e b t  
a s s u m e d  to be i s s u e d  i n  t h e  t a b l e s  a r e  a r b i t r a r y  a n d  a r e  c h o s e n  
s o l e l y  to i l l u s t r a t e  t h e  b u r d e n  of a d d i t i o n a l  d e b t  i s s u a n c e .

T h e  e n c l o s e d  d i s c u s s i o n  p a p e r  p r o v i d e s  a b a c k g r o u n d  o n  the 
i s s u e  of d e f e a s a n c e .  A s  e x p l a i n e d  in t h e  p a p e r  t h e  S t a t e  w o u l d  
g e n e r a l l y  i n c u r  a f i n a n c i a l  l o s s  w i t h  r e s p e c t  to d e f e a s a n c e  of 

b o n d s  i s s u e d  a f t e r  M a y  2 , 1 9 7 8 . T h i s  is b e c a u s e  t h e  f u n d s  
e s c r o w e d  to d e f e a s e  s u c h  b o n d s  c a n n o t  be i n v e s t e d  at a y i e l d  
g r e a t e r  t h a n  t h e  y i e l d  o n  t h e  b o n d s  b e i n g  d e f e a s e d .  E x a m i n ­
a t i o n  of t h e  e n c l o s e d  T a b l e  1 . 1 2  i n d i c a t e s  t h a t  o n l y  the 
A p r i l  1 , 1 9 8 2  G O  b o n d s  h a d  a n  i n t e r e s t  r a t e  t h a t  is a b o v e  t h *  
c u r r e n t  r a t e s  at w h i c h  t h e  e s c r o w  f u n d  c o u l d  be i n v e s t e d .

T h u s ,  T a b l e s  I V  - VI a s s u m e  t h a t  o n l y  t h e  p r e - M a y  2 , 19 7 8  G O  
b o n d s  a n d  the 1 9 8 2  S e r i e s  A  G O  b o n d  a r e  d e f e a s e d .  A s  of 
J u n e  3 0 , 1 9 8 6  t h e  b o n d s  o u t s t a n d i n g  w h i c h  w o u l d  be d e f e a s e d
w i l l  t o t a l  $ 4 2 9 ,0 0 8 , 0 0 0  w i t h  t o t a l  d e b t  s e r v i c e  to m a t u r i t y
b e i n g  $ 5 6 0 ,2 0 9 ,SI S .  T h e  a p p r o p r i a t i o n ^ r e g T j i r . e d — t b - d e f e a s e  tilfl

t h e s e  b o n d s  w c w l d  be a p p r o x i m a t e l y ( ^ $ 3 8 6 ) m i l l i (  ' '-'ad on iVvt + * V '^
J a n u a r y  1 6 , 19 8 6 i n t e r e s t  r a t e s  o n  Treasui.* w c u r i t i e s  . J-L
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of "tim e .  T h i s  is b e c a u s e  t h e  IRS m i g h t  rule, t h a t  a n y  b o n d s  
i s s u e d  i n  c o n j u n c t i o n  w i t h  t h e  d e f e a s a n c e  a r e  a r b i t r a g e  b o n d s .  •
T h e y  c o u l d  be a r b i t r a g e  b o n d s  b e c a u s e  t h e  b o n d  p r o c e e d s  W o u l d  
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The Honorable Bettye Fahrenkamp
January 31, 1986
Page #

It a l s o  w o u l d  be p o s s i b l e  f o r  t h e  S t a t e  to a p p r o p r i a t e  f u n d s  to 
d e f e a s e  s o m e  or a l l  of its s h a r e  of o u t s t a n d i n g  m u n i c i p a l  
s c h o o l  d e b t .  A g a i n ,  o n l y  t h o s e  b o n d s  i s s u e d  p r i o r  to M a y  2 ,
1 9 7 8  c o u l d  be d e f e a s e d  w i t h o u t  f i n a n c i a l  los s .  T h e  a r b i t r a g e  
q u e s t i o n s  in t h i s  c a s e  m i g h t  be m o r e  of a p r o b l e m  s i n c e  
m u n i c i p a l i t i e s  m a y  be m o r e  l i k e l y  to be o n g o i n g  i s s u e r s  of d e b t  
t h a n  t h e  s t a t e .

A  d i f f e r e n t  a p p r o a c h  to a l l e v i a t i n g  t h e  S t a t e ' s  d e b t  s e r v i c e  M  
b u r d e n  r e s u l t i n g  f r o m  s c h o o l  d e b t  w o u l d  be to a p p r o p r i a t e  S t a t e  
f u n d s  f o r  s c h o o l  c o n s t r u c t i o n  for s o m e  or a l l  of t h e  p r o j e c t s  
t h a t  o t h e r w i s e  w o u l d  be b o n d e d .  E a r l y  a c t i o n  to k e e p  t h i s  
o p t i o n  o p e n  w o u l d  b e  required' b e c a u s e  $ 2 3 0 . 2  m i l l i o n  of s c h o o l  
debt is s c h e d u l e d  f o r  i s s u a n c e  d u r i n g  t h e  r e m a i n d e r  of F Y  8 6 .
T h e s e  b o n d s ,  o n c e  i s s u e d ,  w o u l d  n o t  be a t t r a c t i v e  c a n d i d a t e s  
f o r  d e f e a s a n c e  b e c a u s e  t h e i r  i s s u a n c e  p o s t d a t e s  M a y  2 , 1 9 7 8 .

S i n c e r e l y ,

M i l t  B a r k e r  
D e p u t y  C o m m i s s i o n e r

M B / g b
8 6 - 1 3

E n c l o s u r e s



Tab le  I

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues 1/

1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

seal and Lease School Debt Existing Debt Existing Under
'ear Obligat ions Reimbursement Service (1 & 2) Law HB 520

86 $ 178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.7%
87 168 7.0 109 4.5 277 11.5 312 12.9 312 12.9
88 161 7.8 100 4.8 261 12.6 313 15.1 313 15.1
89 150 7.9 109 5.7 259 13.6 313 16.4 323 16.9
90 135 7.5 90 5.0 225 12.5 276 15.3 286 15.9
91 110 6.5 78 4.6 188 11.1 238 14.1 248 14.7
92 82 4.8 72 4.2 154 9.0 201 11.8 211 12.4
93 73 4.3 63 3.7 136 8.0 182 10.7 192 11.3
94 44 2.8 56 3.6 100 6.4 143 9.2 153 9.8
95 32 2.1 47 3.1 79 5.2 119 7.8 129 8.5
96 28 2.0 33 2.4 61 4.4 100 7.2 110 7.9
97 24 1.6 16 1.1 40 2.7 57 3.9 67 4.6
98 21 1.5 14 1.0 35 2.5 42 3.0 52 3.7
99 16 1.1 14 1.0 30 2.3 37 2.6 47 3.3
00 9 .7 12 .9 21 1.6 27 2.1 37 2.9

1/ Unrestricted revenues are September 1385 30th percentile estimates.



T ab le  I I

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues 1/

Assuming $200 Million Additional Lease-Financing Authorized and Issued
in Columns 4 and 5

1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

seal and Lease School Debt Existing Debt Existing Under
'ear Obligations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9
87 168 7.0 109 4.5 277 11.5 312 12.9 312 12
88 161 7.8 100 4.8 261 12.6 318 15.3 318 15
89 150 7.9 109 5.7 259 13.6 328 17.2 338 17
90 135 7.5 90 5.0 225 12.5 301 16.7 311 17
91 110 6.5 78 4.6 188 11.1 262 15.5 27 2 16
92 82 4.8 72 4.2 154 9.0 224 13.1 234 13
93 73 4.3 63 3.7 136 8.0 205 12.0 215 12
94 44 2.8 56 3.6 100 6.4 165 10.6 175 11
95 32 2.1 47 3.1 79 5.2 140 9.2 150 9
96 28 2.0 33 2.4 61 4.4 121 8.7 131 9
97 24 1.6 16 1.1 40 2.7 76 5.2 86 5,
98 21 1.5 14 1.0 35 2.5 61 4.4 71 5,
99 16 1.1 14 1.0 30 2.1 55 3.9 65 4
00 9 .7 12 .9 21 1.6 44 3.4 54 4

7%
9
3
7
3
1
7
6
2
9
4
9
1
6
2

1/ Unrestricted revenues are September 1985 30th percentile estimates.



T ab le  I I I

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues A/ 

Assuming Additional $500 Million General Obligation Debt 
($100 Million Issued Per Year for the Next Five Years) 
and $200 Million Lease-Financing Authorized and Issued 

in Columns 4 and 5

1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

.seal and Lease School Debt Existing Debt Existing Under
rear Obligations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.
87 168 7.0 109 4.5 277 11.5 312 12.9 312 12.
88 161 7.8 100 4.8 261 12.6 335 16.2 335 16.
89 150 7.9 109 5.7 259 13.6 362 19.0 372 19.
90 135 7,5 90 5.0 225 12.5 351 19.5 361 20.
91 110 6.5 78 4.6 188 11.1 327 19.3 337 19.
92 82 4.8 72 4.2 154 9.0 303 17.8 313 18.
93 73 4.3 63 3.7 136 8.0 281 16.5 291 17.
94 44 2.8 56 3.6 100 6.4 237 15.2 247 15.
95 32 2.1 47 3.1 79 5.2 208 13.6 218 14.
96 28 2.0 33 2.4 61 4.4 186 13.4 196 14.
97 24 1.6 16 1.1 40 2.7 138 9.4 148 10.
98 21 1.5 14 1.0 35 2.5 109 7.8 119 8.
99 16 1.1 14 1.0 30 2.1 90 6.3 100 7.
00 9 .7 12 .9 21 1.6 67 5.2 77 6.

A/ Unrestricted revenues are September 1985 30th percentile estimates.

7%
9
2
5
1
9
4
1
9
3
1
1
5
0
0



Tab le  IV

State Debt Service Burden 
in $ Millions and as a % of Unrestricted Revenues 2/ 

Assuming Pre-1978 and 1982 Series A State GO Bonds are Defeased

1 2 3 4 5

Existing Minimum
Debt Service Existing Total Under Maximum

Lscal and Lease School Debt Existing Debt Existing Under
fear Obiiqations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9
87 80 3.3 109 4.5 189 7.8 224 9.3 224 9
88 77 3.7 100 4.8 177 8.5 229 11.1 229 11
89 75 4.0 109 5.7 184 9.7 238 12.5 248 13
90 68 3.8 90 5.0 158 8.8 209 11.6 219 12
91 46 2.7 78 4.6 124 7.3 174 10.3 184 10
92 44 2.6 72 4.2 116 6.8 163 9.6 173 10,
93 41 2.4 63 3.7 104 6.1 150 8.8 160 9,
94 18 1.1 56 3.6 74 4.7 117 7.5 127 8,
95 9 .6 47 3.1 56 3.7 96 6.3 106 7,
96 7 .5 33 2.4 40 2.9 79 5.7 89 6,
97 7 .5 16 1.1 23 1.6 40 2.7 50 3,
98 7 .5 14 1.0 21 1.5 28 2.0 38 2,
99 7 .5 14 1.0 21 1.4 28 2.0 38 2,
00 6 .5 12 .9 18 1.4 24 1.9 34 2.

Unrestricted revenues are September 1985 30th percentile estimates.
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Table V

State Debt Service Burden 

in $ Millions and as a % of Unrestricted Revenues J /

Assuming $200 Million Additional Lease-Financing Authorized and Issued

in Column 4 and 5 and 

Assuming Pre-1978 and 1982 Series A State GO Bonds are Defeased

1 2 3 4 5

Existing Minimum

Debt Service Existing Total Under Maximum

.seal and Lease School Debt Existing Debt Existing Under

'ear Obligations Reimbursement Service (1 & 2) Law HB 520

86 ►— CD 6.1% $105 3.6% $283 9.7% $283 9.7% $283 9.7%

87 80 3.3 109 4.5 189 7.8 224 9.3 224 9.3

88 77 3.7 100 4.8 177 8.5 234 11.3 234 11.3

89 75 4.0 109 5.7 184 9.7 253 13.3 263 13.8

90 68 3.8 90 5.0 158 8.8 234 13.0 244 13.6

91 46 2.7 78 4.6 124 7.3 198 11.7 208 12.3

92 44 2.6 72 4.2 116 6.8 186 10.9 196 11.4

93 41 2.4 63 3.7 104 6.1 173 10.1 183 10.7

94 18 1.1 56 3.6 74 4.7 139 8.9 149 9.5

95 9 .6 47 3.1 56 3.7 117 7.7 127 8.4

96 7 .5 33 2.4 40 2.9 100 7.2 110 7.9

97 7 .5 16 1.1 23 1.6 59 4.0 69 4.7

98 7 .5 14 1.0 21 1.5 47 3.4 57 4.1

99 7 .5 14 1.0 21 1.4 46 3.3 56 4.0

00 6 .5 12 .9 18 1.4 41 3.2 51 4.0

1/ Unrestricted revenues are September 1985 30th percentile estimates.



Table VI

State Debt Service Burden 

in $ Millions and as a % of Unrestricted Revenues 2/ 
Assuming Additional $500 Million General Obligation Debt 

($100 Million Issued Per Year for the Next Five Years) 

and $200 Million Lease-Financing Authorized and Issued 

in Column 4 and 5 and 

Assuming Pre-1978 and 1982 Series A State GO Bonds are Defeased

1 2 3 4 5

Existing Minimum

Debt Service Existing Total Under Maximum

[seal and Lease School Debt Existing Debt Existing Under

{ea r Obligations Reimbursement Service (1 & 2) Law HB 520

86 $178 6.1% $105 3.6% $283 9.7 $283 9.7% $283 9

87 80 3.3 109 4.5 189 7.8 224 9.3 224 9

88 77 3.7 100 4.8 177 8.5 251 12.1 251 12

89 75 4.0 109 5.7 184 9.7 28? 15.1 297 15

90 68 3.8 90 5.0 158 8.8 284 15.8 294 16

91 46 2.7 78 4.6 124 7.3 263 15.5 273 16

92 44 2.6 72 4.2 116 6.8 265 15.6 275 16

93 41 2.4 63 3.7 104 6.1 249 14.6 259 15

94 18 1.1 56 3.6 74 4.7 211 13.5 221 14

95 9 .6 47 3.1 56 3.7 185 12.1 195 12

96 7 .5 33 2.4 40 2.9 165 11.9 175 12

97 7 .5 16 1.1 23 1.6 121 8.2 131 8

98 7 .5 14 1.0 21 1.5 95 6.8 105 7

99 7 .5 14 1.0 21 1.4 81 5.7 91 6

00 6 .5 12 .9 18 1.4 64 5.0 74 5

1/ Unrestricted revenues are September 1985 30th percentile estimates.
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C o l u m n  Key

1. Debt service on State general obligation bonds, University of Alaska revenue bonds, ASHA 

lease revenue bonds, and lease payments on Seward Student Service Center and Correctional 

Center.

2. 80%, 90%, or 100% State reimbursement of debt service paid by municipalities on school

debt outstanding as of December 31, 1985.

3. Total of columns 1 and 2.

4. Column 3 plus lease payments on Anchorage Court Building plus State reimbursement on 

$312.5 million of authorized but unissued school debt and $31.4 million of school debt to 

be authorized by the voters in January and March of 1986. Of this $343.9 million new 

school debt, $230.2 million is scheduled for issuance in FY 86. Reimbursement of school 

debt is 80% of current debt service payments on 10 year debt with level principal payments.

5. Column 4 plus maximum additional State reimbursement of $10 million per year for school

debt authorized after March 31, 1986. Reimbursement of school debt under this cap would

be 100% of principal paid two years prior on 10 year debt with level principal payments.

Prepared by: Department of Revenue

January 31, 1986



V 1
' D i s c u s s i o n  P a p e r :

G e n e r a l  O b l i g a t i o n  B o n d i n g  P o l i c y  a n d  D e b t  D e f e a s a m

D i v i s i o n  o f  P o l i c y  D e v e l o p m e n t  
a n d  P l a n n i n g  

O f f i c e  of  t h e  G o v e r n o r  
F e b r u a r y  23, 1981



D i s c u s s i o n  Pa p e r :

G e n e r a l  O b l i g a t i o n  B o n d i n g  P o l i c y  a n d  D e b t  D e f e a s a n c e

T h e  S t a t e  o f  A l a s k a  is r e c e i v i n g  (and o v e r  t h e  n e x t  f e w  
y e a r s ,  e x p e c t s  t o  c o n t i n u e  t o  r e c e i v e )  r e v e n u e s  in  e x c e s s  of 
c u r r e n t  e x p e n d i t u r e s .  It h a s  b e e n  s u g g e s t e d  t h a t  u n d e r  
t h e s e  c o n d i t i o n s  i t  m i g h t  b e  a p p r o p r i a t e  t o  p a y  f o r  c a p i t a l  
f a c i l i t i e s  w i t h  c a s h  ( general f u n d i n g )  r a t h e r  t h a n  t o  
b o r r o w  f u n d s  f o r  t h e s e  p u r p o s e s  t h r o u g h  t h e  g e n e r a l  o b l i­
g a t i o n  b o n d  m e t h o d .  F u r t h e r ,  it h a s  b e e n  s u g g e s t e d  t h a t  t h e  
S t a t e  c o n s i d e r  t h e  a d v a n c e  f u n d i n g  o f  t h e  g e n e r a l  o b l i g a t i o n  
d e b t  o w e d ,  t hus, i n  e s s e n c e ,  " p a y i n g  off" a n d  e l i m i n a t i n g  
t h e  S t a t e ' s  b o n d e d  i n d e b t e d n e s s .  T h i s  p r o c e s s  is k n o w n  as 
" d e f e a s a n c e "  i n  m u n i c i p a l  b o n d  p a r l a n c e .  T h e  p u r p o s e  o f  
t h i s  m e m o r a n d u m  is  t o  o u t l i n e  t h e  i s s u e s  w h i c h  n e e d  t o  b e  
c o n s i d e r e d  i n  w e i g h i n g  t h e  p r o s  a n d  c o n s  of t h e s e  p r o p o s a l s .

T h e  t w o  p r o p o s a l s ,  p a y i n g  c a s h  in t h e  f u t u r e  a n d  d e f e a s a n c e  
o f  e x i s t i n g  G. 0. b o n d s  a r e  c l o s e l y  r e l a t e d ,  a l t h o u g h  t h e  
a r g u m e n t s  s u r r o u n d i n g  e a c h  a r e  s o m e w h a t  d i f f e r e n t .  T h e  
i n i t i a l  d i s c u s s i o n  h e r e  w i l l  f o c u s  on  f u t u r e  G. 0. b o n d i n g ,  
s i n c e  if  i t  is d e c i d e d  t h a t  b o n d i n g  s h o u l d  c o n t i n u e  w i t h o u t  
i n t e r r u p t i o n ,  t h i s  c o u l d  c o n s t r a i n  t h e  S t a t e ' s  a b i l i t y  t o  
f o r w a r d  f u n d  i t s  e x i s t i n g  i n d e b t e d n e s s .

B O N D I N G  V E R S O S  P A Y I N G  C A S H  F O R  C A P I T A L  F A C I L I T I E S  

I S S U E  I - F I S C A L  I M P A C T :

A. D i r e c t  I m p a c t s

1. T h e  u s e  o f  c a s h  ( g e n e r a l  funds) i n s t e a d  o f  b o n d i n g
w o u l d  c o s t  t h e  S t a t e  t h e  o p p o r t u n i t y  t o  u s e  t h e
g e n e r a l  f u n d s  f o r  o t h e r  p u r p o s e s .  T h e  o p p o r t u n i t y  
c o s t  m o s t  e a s i l y  m e a s u r e d  is t h a t  o f  r e v e n u e s  
w h i c h  c o u l d  h a v e  b e e n  e a r n e d  b y  i n v e s t i n g  t h e s e  
f u n d s .  T h e  S t a t e  c a n  b o r r o w  in  t h e  t a x  e x e m p t  
m a r k e t  a t  a l o w e r  i n t e r e s t  r a t e  t h a n  t h a t  w h i c h  it 
c a n  e a r n  o n  its i n v e s t m e n t s .  F o r  e v e r y  1%  s p r e a d  
o n  a 10 y e a r  $ 1 0 0  m i l l i o n  b o n d  i s s u e ,  t h e  p r e s e n t  
v a l u e  o f  this o p p o r t u n i t y  loss w o u l d  b e  i n  e x c e s s  
o f  $8  m i l l i o n .  In n o m i n a l  te r m s ,  a  o n e  p e r c e n t a g e  
p o i n t  s p r e a d  w o u l d  a m o u n t  t o  m o r e  t h a n  $ 2 2  m i l l i o n  
f o r  e a c h  $ 1 0 0  m i l l i o n  of  c a s h  s p e n t  i n s t e a d  o f  
b o r r o w e d .

2. T h e r e  a r e  o t h e r  f o r m s  o f  l e gal a r b i t r a g e  t h e  l o s s
o f  w h i c h  w o u l d  r e p r e s e n t  a c o s t  t o  t h e  S t a t e  o f
p a y i n g  c a s h .  T h e s e  i n c l u d e  t h e  a l l o w a b l e  r e t u r n  
o n  i n v e s t m e n t  o f  b o r r o w e d  f u n d s  d u r i n g  t h e  l a g  
b e t w e e n  t h e  t i m e  t h e  f u n d s  a r e  o b t a i n e d  a n d  
a c t u a l l y  c o m m i t t e d ;  and, t h e  i n v e s t m e n t  o f  1 5 %  of 
t h e  b o r r o w e d  f u n d s  in c e r t a i n  r e s e r v e  a c c o u n t s .



3. On  t h e  o t h e r  h a n d ,  u s e  of c a s h  w o u l d  h e  a d m i n i s­
t r a t i v e l y  c h e a p e r .  T h e  S t a t e  T r e a s u r y  D i v i s i o n  
e s t i m a t e s  t o t a l  b o n d i n g  c o s t s  a t  a p p r o x i m a t e l y  
.35% o f  t h e  v a l u e  o f  b o n d s  i s s u e d .  T h e s e  c o s t s  
i n c l u d e  s u c h  t h i n g s  as s e r v i c e  f ees, l e g a l  f e e s ,  
p r e p a r a t i o n  o f  p r o s p e c t i ,  p r i n t i n g  a n d  a d v e r t i s i n g  
e x p e n s e s .

B. I n d i r e c t  I m p a c t s

1. T h e  m a j o r  d i r e c t  c o s t  a s s o c i a t e d  w i t h  p a y i n g  c a s h  
(1 a b o v e )  is  r e l e v a n t  o n l y  i f  (a) t h e  c a s h  i s  
i n v e s t e d  at h i g h e r  rates, o r  (b) i s  s p e n t  o n  
p r o j e c t s  w h i c h  o f f e r  h i g h e r  o v e r a l l  r e t u r n s  t o  t h e  
S t a t e  ( such r e t u r n s  b e i n g  e i t h e r  e c o n o m i c  o r  
s o c i a l  i n  n a t u r e ) .  H o w e v e r ,  i f  i t  i s  a s s u m e d  t h a t  
t h e  f u n d s  w i l l  b e  s p e n t  o n  l o w  v a l u e d  a c t i v i t i e s ,  
t h e  S t a t e  m i g h t  b e  b e t t e r  off t o  s p e n d  t h e  c a s h  o n  
t h e  c a p i t a l  f a c i l i t i e s  a n d  a v o i d  c r e a t i o n  o f  d e b t .

2. ■ A n o t h e r  a s p e c t  o f  f i s c a l  i m p a c t  i s  c o n c e r n  o v e r  
/' t h e  t o t a l  level o f  g o v e r n m e n t  s p e n d i n g .  I t  h a s
*" b e e n  c o n t e n d e d  b y  some, t h a t  b o n d e d  c o s t s  a r e  n o t  

c a r e f u l l y  c o n s i d e r e d  as a p a r t  o f  o v e r a l l  S t a t e  
s p e n d i n g .  A  r e l a t e d  c o n c e r n  i s  t h a t  t h e r e  is 
t r e m e n d o u s  p r e s s u r e  f r o m  s p e c i a l  i n t e r e s t  g r o u p s  
t o  s p e n d  all a v a i l a b l e  c a s h  a n d  b o r r o w  i n  a d d i t i o n .  
T h u s ,  t o  t h e  e x t e n t  t h a t  p a y i n g  c a s h  r e d u c e s  t h e  

' t o t a l  f u n d  a v a i l a b i l i t y  ( g e n e r a l  f u n d s  p l u s  
b o r r o w e d  f u n ds), t h e n  o v e r a l l  s p e n d i n g  w i l l  b e  
r e d u c e d .

3. E v e n  t h o u g h  b o n d i n g  m a y  n o t  b e  c o n s i d e r e d  b y  s o m e  
a s  e q u i v a l e n t  t o  o t h e r  t y p e s  o f  s p e n d i n g ,  d e b t  
s e r v i c e  is a s i g n i f i c a n t ,  n o n - d i s c r e t i o n a r y  
e l e m e n t  of t h e  S t a t e ' s  o p e r a t i n g  b u d g e t .  T h e  
G o v e r n o r ’s F Y  1 9 8 2  B u d g e t  R e q u e s t  c o n t a i n s  $ 1 2 8  
m i l l i o n  f o r  d e b t  s e r v i c e .  S i n c e  p o l i c y  m a k e r s
h a v e  n o  c h o i c e  b u t  t o  p a y  d e b t  s e r v i c e ,  i t  r e d u c e s
t h e i r  f l e x i b i l i t y  i n  d i r e c t i n g  a n d  c o n t r o l l i n g  
o p e r a t i n g  e x p e n d i t u r e s .  T h i s  i s s u e  b e c o m e s  m o r e  
i m p o r t a n t  if  a n  e x p e n d i t u r e  l i m i t ,  s u c h  a s  is 
b e i n g  c u r r e n t l y  d i s c u s s e d ,  is  e s t a b l i s h e d .

I S S U E  II ~ I M P A C T  O N  B O N D  R A T I N G :

T h e r e  a r e  s e v e r a l  e l e m e n t s  w h i c h  i n  c o m b i n a t i o n  a r e  u s e d  t ^
e s t a b l i s h  t h e  S t a t e ’s c r e d i t  r a t i n g .  T h e s e  i n c l u d e  p e r  
c a p i t a  d e b t  l e v e l s ,  g e n e r a l  e c o n o m i c  h e a l t h  ( b o t h  c u r r e n t  
a n d  p r o s p e c t i v e ) ,  a n d  e x p e c t a t i o n s  r e g a r d i n g  t h e  fut ire t a x  
c l i m a t e .  T h u s ,  t h e  r e d u c t i o n  of G. 0. b o n d i n g  a n d  t h e  
r e s u l t a n t  d e c l i n e  ( o v e r  t i m e )  of p e r  c a p i t a  d e b t  m i g h t  
c o n t r i b u t e  p o s i t i v e l y  t o  t h e  S t a t e ' s  c r e d i t  r a t i n g  a s  w e l l  
as t h o s e  of its p o l i t i c a l  s u b d i v i s i o n s .  I t  is a l s o  p o s s i b l e



t h a t  t h e r e  w o u l d  r e s u l t  p o s i t i v e  s p i l l o v e r  e f f e c t s  o n  
r e v e n u e  b o n d  r a t i n g s ,  s i n c e  t h e  a b i l i t y  o f  t h e  S t a t e  t o  m e e t  
a n y  " m o r a l  o b l i g a t i o n "  w o u l d  a p p e a r  to b e  s t r e n g t h e n e d .  
H o w e v e r ,  if t h e  S t a t e  in t e  ids t o  f o r e g o  b o n d i n g ,  t h e n  the 
d i r e c t  b e n e f i t  o f  a n  i m p r o v e d  r a t i n g  is l e s s e n e d .  T h e  
p o s s i b l e  s p i l l o v e r  e f f e c t s  a r e  s t i l l  r e l e v a n t ,  a l t h o u g h  
q u a n t i f i c a t i o n  of  t h i s  i m p a c t  w o u l d  b e  d i f f i c u l t .

T h e  S t a t e ' s  c r e d i t  r a t i n g  h a s  i m p r o v e d  o v e r  t h e  l a s t  20 
y e a r s  f r o m  a B a a  r a t i n g  ( m e d i u m  g r a d e  w i t h  s p e c u l a t i v e  
c h a r a c t e r i s t i c s )  t o  A a  (high grade) i n  1980. T h e  S t a t e ' s  
f i n a n c i a l  r e p u t a t i o n  h a s  b e e n  c a r e f u l l y  e s t a b l i s h e d ,  and 
s i g n i f i c a n t l y  d e c r e a s i n g  m a r k e t  i n v o l v e m e n t  c o u l d  r e s u l t  i n  
a l o s s  of m a r k e t  f a m i l i a r i t y  w i t h  A l a s k a n  c o n d i t i o n s .  If 
t h e  S t a t e ' s  g o o d  c r e d i t  r a t i n g  w e r e  t o  d e c l i n e ,  i t  w o u l d  
f a l l  t o  f u t u r e  g e n e r a t i o n s  t o  r e c o n s t r u c t  t h i s  r e l a t i o n s h i p ,  
p e r h a p s  in m o r e  d i f f i c u l t  ti m e s .

T h e  e x p o s u r e  o f  o u r  f i n a n c i n g  p l a n s  t o  c r e d i t  r a t i n g  a g e n c i e s  
a n d  b o n d  b u y e r s  o f f e r s  a s l i g h t  i n c e n t i v e  f o r  f i s c a l  p l a n n i n g  
a n d  s e l f - d i s c i p l i n e .  T h e  r e m o v a l  of  e v e n  t h i s  m i n i m a l  
e x p o s u r e ,  m a y  l e a v e  less r e a s o n  f o r  c a u t i o n  a g a i n s t  t h e  
" o v e r - b u i l d i n g "  a n d  l o n g - t e r m  o p e r a t i o n  a n d  m a i n t e n a n c e  
i m p a c t s ' o f  c a p i t a l  f a c i l i t i e s .

i .
I S S U E  I I I  - P U B L I C  I N P U T  A N D  E X E C U T I V E  C O N T R O L :

B o n d s  h a v e  t h e  p o s i t i v e  a s p e c t  of r e q u i r i n g  v o t e r  a p p r o v a l .
I t  is u n c o n s t i t u t i o n a l  f o r  t h e  S t a t e  t o  i n c u r  g e n e r a l  
o b l i g a t i o n  i n d e b t e d n e s s  w i t h o u t  a v o t e  o f  t h e  p e o p l e .  T h i s  
r e q u i r e m e n t  a s s u r e s  p u b l i c  p a r t i c i p a t i o n  i n  t h e  b o n d i n g  
d e c i s i o n .

T h e  s p e n d i n g  o f  c a s h  f o r  c a p i t a l  f a c i l i t i e s  w o u l d  r e q u i r e  n o  
s u c h  p u b l i c  v o t e .  G o v e r n o r  H a m m o n d  has, h o w e v e r ,  i n t r o d u c e d  
l e g i s l a t i o n  w h i c h  w o u l d  r e q u i r e  a p u b l i c  v o t e  o n  c a p i t a l  
e x p e n d i t u r e s  a b o v e  a l i m i t e d  l e v e l  as p a r t  o f  h i s  e x p e n d i t u r e  
l i m i t a t i o n  p r o p o s a l  (SJR 4). If t h is, o r  s i m i l a r  l e g i s l a t i o n  
w e r e  t o  b e c o m e  law, t h e  l o s s  of t h i s  p u b l i c  i n p u t  w o u l d  b e  
a v o i d e d .

F r o m  t h e  v i e w p o i n t  of e x e c u t i v e  c o n t r o l  of e x p e n d i t u r e s ,  t h e  
u s e  of c a s h  h a s  m o r e  a p p e a l  s i n c e  a p p r o p r i a t i o n s  o f  g e n e r a l  
f u n d s  a r e  s u b j e c t  t o  l i n e  i t e m  v e t o  b y  t h e  G o v e r n o r .  T h u s ,  
s p e c i f i c  p r o j e c t s  w h i c h  w e r e  f e l t  t o  b e  u n w o r t h y  c o u l d  b e  
s e l e c t i v e l y  e l i m i n a t e d .  C o n v e r s e l y ,  t h e  p r o j e c t s  t o  be 
i n c l u d e d  in a b o n d  i s s u e  a r e  e s t a b l i s h e d  b y  s t a t u t e  w h i c h  
m u s t  b e  a c c e p t e d  b y  t h e  G o v e r n o r  as p a s s e d  o r  v e t o e d  in 

w h o l e .

I S S U E  IV - T H E  D I S T R I B U T I O N  OF T H E  C O S T  OF  P U B L I C  F A C I L I T I E S :

O n e  o f  t h e  s t a n d a r d  r a t i o n a l e s  f o r  b o n d i n g  f o r  l o n g - l i v e d  
p u b l i c  a s s e t s  is t h a t  t h o s e  w h o  b e n e f i t  f r o m  p u b l i c  f a c i l i t i e s  
(the u s e r s )  s h o u l d  p a y  f o r  them. B o n d i n g  m e e t s  t h i s  o b j e c t i v e
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b y  s p r e a d i n g  t h e  p a y m e n t s  f o r  f a c i l i t i e s  o u t  o v e r  t h e  a s s e t  

l i f e .  T h u s ,  in  a g e n e r a l  s e n s e ,  t h e  p e o p l e  w h o  r e c e i v e  t h e  
b e n e f i t s  a r e  t h o s e  w h o  p a y  t h e  c ost. If t h e  S t a t e  p a y s  c a s h  
f o r  t h e s e  f a c i l i t i e s ,  f u t u r e  u s e r s  (be t h e y  i m m i g r a n t s  o r  
f u t u r e  g e n e r a t i o n s )  w i l l  n o t  be  d i r e c t l y  p a y i n g  t h e i r  s h a r e  
o f  t h e  c o s t .

T h e  u s e r  p a y  a p p r o a c h  l o s e s  s o m e  o f  i t s  v a l i d i t y  h o w e v e r  
w h e n  t h e  s o u r c e  o f  t h e  c a s h  p a y m e n t  is c o n s i d e r e d .  In 
e s s e n c e ,  n e i t h e r  p r e s e n t  n o r  f u t u r e  u s e r s  ( o t h e r  t h a n  o i l  
c o m p a n i e s )  a r e  d i r e c t l y  p a y i n g  f o r  c a p i t a l  f a c i l i t i e s .
H o w e v e r ,  l o o k e d  a t  s o m e w h a t  d i f f e r e n t l y ,  b o t h  f u t u r e  a n d  
p r e s e n t  r e s i d e n t s  w o u l d  p a y  i n d i r e c t l y  f o r  c a p i t a l  f a c i l­
i t i e s  t h r o u g h  t h e  c o s t  o f  t h e  o p p o r t u n i t y  t o  u s e  t h e  f u n d s  
f o r  a l t e r n a t i v e  p u r p o s e s .  S i n c e  p r e s e n t  r e s i d e n t s  a r e  n o t  
d i r e c t l y  r e s p o n s i b l e  f o r  t h e  e x i s t e n c e  o f  " s u r p l u s "  r e v e n u e s ,  
i t  m i g h t  b e  a r g u e d  t h a t  i n t e r g e n e r a t i o n a l  e q u i t y  w o u l d  b e  
s e r v e d  b y  s p e n d i n g  t h e s e  f u n d s - o n  p r o j e c t s  w h i c h  w i l l  o f f e r  
f u t u r e  a s  w e l l  as c u r r e n t  b e n e f i t s .

I S S U E  V  - E X T E R N A L  P E R C E P T I O N S  O F  S T A T E  W E A L T H  M A N A G E M E N T :

S o m e  h a v e  v o i c e d  c o n c e r n  t h a t  l a r g e  g e n e r a l  f u n d  b a l a n c e s  
( " s u r p l u s "  r e v e n u e s )  r e p r e s e n t  a s e r i o u s  p e r c e p t u a l  p r o b l e m  
a t  t h e  f e d e r a l  l e v e l  a n d  i n  t h e  n a t i o n a l  p r e s s .  C o n g r e s ­
s i o n a l  a c t i o n s  t o  l i m i t  t h e  S t a t e ' s  t a x i n g  p o w e r  o r  t o  
r e d u c e  f e d e r a l  r e v e n u e s  t o  A l a s k a  h a v e  b e e n  d i s c u s s e d .  T h e  
e x i s t e n c e  o f  t h e  r i s k  o f  u n f a v o r a b l e  I n t e r n a l  R e v e n u e  
S e r v i c e  r u l i n g s  o n  t a x  o r  b o n d i n g  q u e s t i o n s  h a s  a l s o  b e e n  
s u g g e s t e d .

T h e  q u e s t i o n  t h u s  a r i s e s  a s  t o  w h e t h e r  a S t a t e  p o l i c y  o f  
p a y i n g  c a s h  f o r  c a p i t a l  f a c i l i t i e s  w o u l d  i m p r o v e  t h e  e x t e r n a l  
p e r c e p t i o n s  r e g a r d i n g  A l a s k a ' s  f i n a n c i a l  p o s i t i o n .  P a y i n g  
c a s h  w o u l d  r e d u c e  t h e  g e n e r a l  f u n d  b a l a n c e ,  as  i t  i n c r e a s e d  
d i r e c t  e x p e n d i t u r e  l e v e l s .  If t h e  g e n e r a l  f u n d  b a l a n c e  is  
t h e  m a j o r  i n d i c a t o r  l o o k e d  a t  b y  o u t s i d e r s  t h i s  m i g h t  r e d u c e  
t h e  c r i t i c i s m  r e g a r d i n g  t h e  S t a t e ' s  " s u r p l u s "  w e a l t h .  Or, 
i f  p a y i n g  c a s h  r e d u c e s  t h e  t o t a l  l e v e l  o f  e x p e n d i t u r e s  b y  
r e d u c i n g  o v e r a l l  f u n d  a v a i l a b i l i t y  (as d i s c u s s e d  i n  I s s u e
I I . B . 2 a b o v e ) ,  t h i s  m i g h t  i m p r o v e  t h e  e x t e r n a l  v i e w .  L i k e w i s e ,  
i t  c a n  b e  a r g u e d  t h a t  i t  is f i s c a l l y  r e s p o n s i b l e  t o  p a y  c a s h  
a n d  t h u s  r e f r a i n  f r o m  b u r d e n i n g  f u t u r e  g e n e r a t i o n s  w i t h  d e b t  
t o  b e  r e p a i d  w h e n  t h e  oil r e v e n u e s  a r e  d e c l i n i n g  o r  g o n e .

O n  t h e  o t h e r  h a n d ,  s i n c e  b o n d  c o s t s  a r e  o f t e n  n o t  i n c l u d e d  
i n  e x p e n d i t u r e  r e p o r t s ,  t h e  u s e  o f  g e n e r a l  f u n d s  f o r  p r e v i o u s l y  
b o n d e d  p r o j e c t s  w o u l d  r e s u l t  in i n f l a t e d  e x p e n d i t u r e  f i g u r e s .  
T h o s e  f r o m  o u t s i d e  of A l a s k a  w h o  w i s h  t o  " s h a r e "  s o m e  p o r t i o n  
o f  t h e  s t a t e ' s  w e a l t h ,  c o u l d  l o o k  a t  i n c r e a s i n g  e x p e n d i t u r e s  
p e r  c a p i t a  as e v i d e n c e  of  p r o f l i g a t e  b e h a v i o r .  F u r t h e r ,  i t  
i s  p o s s i b l e  t h a t  i n d i v i d u a l s  w i t h  s o m e  f i n a n c i a l  s o p h i s t i c a t i o n  
c o u l d  v i e w  t h e  s t a t e ' s  w i l l i n g n e s s  t o  i n c u r  t h e  l o s s  o f  
a r b i t r a g e  r e v e n u e s  b y  p a y i n g  c a s h ,  as f u r t h e r  e v i d e n c e  t h a t  
A l a s k a ' s  c u r r e n t  i n c o m e  is i n d e e d  " s u r p l u s . "
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T o  e s c h e w  b o n d i n g  w o u l d  n o t  n e c e s s a r i l y  be s e e n  as 
f i s c a l l y  r e s p o n s i b l e ,  s i n c e  s u b s t a n t i a l  r e v e n u e  l o s s e s  
w o u l d  r e s u l t  f r o m  s u c h  a p o l i c y ,  a n d  p e r  c a p i t a  e x­
p e n d i t u r e s  w o u l d  a p p e a r  h i g h e r .

M a r k e t  e x p o s u r e  o f  S t a t e  c a p i t a l  f i n a n c i n g  a n d  t h e  
b e n e f i t s  o f  t h e  S t a t e ' s  c a r e f u l l y  a c h i e v e d  c r e d i t  
s t a t u s ,  w o u l d  be r e d u c e d  b y  e l i m i n a t i n g  b o n d i n g .

G E N E R A L  O B L I G A T I O N  B O N D  D E F E A S A N C E

A  s e c o n d  t o p i c  o f  t h i s  p a p e r  is' t h e  p o s s i b i l i t y  o f  " p a y i n g  
o f f "  t h e  S t a t e ' s  e x i s t i n g  g e n e r a l  o b l i g a t i o n  i n d e b t e d n e s s .  
D e f e a s a n c e  o f  e x i s t i n g  d e b t  c o u l d  b e  a c c o m p l i s h e d  b y  m a k i n g  
a c u r r e n t  a p p r o p r i a t i o n  o f  t h e  a m o u n t  w h i c h  w i l l  b e  r e q u i r e d  
t o  r e t i r e  t h e  d e b t  as i t  c o m e s  due. T h e  D e p a r t m e n t  o f  
R e v e n u e  -would u s e  t h i s  a p p r o p r i a t i o n  to p u r c h a s e  a p o r t f o l i o  
o f  s e c u r i t i e s  w h i c h  w o u l d  g e n e r a t e  s u f f i c i e n t  c a s h  f l o w  to 
m e e t  p r i n c i p a l  a n d  i n t e r e s t  p a y m e n t s  o n  t h e  p o r t i o n  o f  S t a t e  
G. 0. d e b t  w h i c h  w a s  to be a d v a n c e  f u n d e d .  T h i s  p o r t f o l i o  
w o u l d  t h e n  b e  d e p o s i t e d  w i t h  t h e  S t a t e ' s  p r i n c i p a l  p a y i n g  
a g e n t  a c c o r d i n g  to a n  e s c r o w  and t r u s t  a g r e e m e n t .

T h e r e  w o u l d  be n o  f i n a n c i a l  d i  a d v a n t a g e  to t h e  S t a t e  i n  
p u r s u i n g  t h e  d e f e a s a n c e  o f  d e b ;  i s s u e d  p r i o r  t o  M a y  2, 1978. 
H o w e v e r ,  I n t e r n a l  R e v e n u e  S e r v i c e  r u l i n g s  in t h a t  y e a r  
l i m i t e d  t h e  y i e l d s  o n  p o r t f o l i o s  h e l d  f o r  t h e  p u r p o s e  of 
d e f e a s i n g  d e b t  i s s u e d  a f t e r  M a y  2, 1978. A s  a r e s u l t ,  t h e  
S t a t e  c a n  p u r c h a s e ,  o r  t r a n s f e r ,  a h i g h  y i e l d i n g  p o r t f o l i o  
t o  p a y  o f f  t h e  p r e - M a y  2, 1 9 7 8  d e b t  o w e d ,  l e g a l l y  talcing 
a d v a n t a g e  o f  t h e  i n t e r e s t  d i f f e r e n t i a l  b e t w e e n  t h e  S t a t e ' s  
i n v e s t m e n t  e a r n i n g s  a n d  t h e  S t a t e ' s  t a x  e x e m p t  b o r r o w i n g  
c o s t s .  H o w e v e r ,  p o s t - M a y  2, 1 9 7 8  d e b t  c a n  b e  d e f e a s e d  o n l y  
w i t h  s e c u r i t i e s  e a r n i n g  l i t t l e  (if any) m o r e  t h a n  t h e  b o n d  
r a t e .  T h us, a l t h o u g h  the d e f e a s a n c e  of  d e b t  i n c u r r e d  s i n c e  
t h e  1 9 7 8  r u l i n g s  c o u l d  be h a n d l e d  s i m i l a r l y  i n  a m e c h a n i c a l  
s e n s e ,  a n y  p o s s i b l e  a d v a n t a g e  f r o m  i n t e r e s t  d i f f e r e n t i a l s  
w o u l d  b e  i n s i g n i f i c a n t .

M a n y  o f  t h e  g e n e r a l  i s s u e s  a s s o c i a t e d  w i t h  t h e  f u t u r e  o f  
b o n d i n g  a p p l y  a l s o  to t h e  d e f e a s a n c e  q u e s t i o n .  T h e  m a j o r  
d i f f e r e n c e  i s  t h a t  w h e r e  p a y i n g  c a s h  in  t h e  f u t u r e  p o t e n ­
t i a l l y  r e p r e s e n t s  a f i n a n c i a l  c o st, d e f e a s a n c e  o f  e x i s t i n g  
d e b t  (at l e a s t  t h a t  p o r t i o n  of  the d e b t  i n c u r r e d  p r i o r  t o  
t h e  M a y  2, 1 9 7 8  e f f e c t i v e  d a t e  of  t h e  I R S  r e g u l a t i o n s )  d o e s  
n o t  r e p r e s e n t  a f i n a n c i a l  c o s t  to  t h e  S t a t e .
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A  m i n o r  i s s u e  i n v o l v e s  t h e  w i n d f a l l  t o  i n v e s t o r s  f r o m  
d e f e a s a n c e  o f  S t a t e  b o n d s .  D e f e a s a n c e  w o u l d  be a c c o m p l i s h e d  
b y  e s c r o w i n g  in t r u s t  U n i t e d  S t a t e s  G o v e r n m e n t  S e c u r i t i e s  
e a r n i n g  i n t e r e s t  a n d  m a t u r i n g  in a m o u n t s  a n d  t i m e  s u f f i c i e n t  
t o  r e t i r e  t h e  d ebt. T h e  e f f e c t  of t h i s  a r r a n g e m e n t  i s  to 
c o n v e r t  t h e  S t a t e  b o n d s  d e f e a s e d  i n t o  d e b t  w i t h  t h e  s a m e  
v a l u e  as t h e  U n i t e d  S t a t e s  S e c u r i t i e s .  W h e n  d e f e a s a n c e  is 
a c c o m p l i s h e d ,  S t a t e  b o n d  h o l d e r s  w i l l  r e c e i v e  a w i n d f a l l  o f  
i n c r e a s e d  p r i c e  a n d  a A A A  r a t e d  b o n d .  T h e r e  is n o t h i n g  
c o u n t e r  t o  p u b l i c  p o l i c y  in t h i s  r e s u l t  p e r  s e  b u t  i t  p l a c e s  
a h e a v y  b u r d e n  o n  all " i n s i d e r s "  n o t  t o  t a k e  a d v a n t a g e  of 
s p e c i a l  k n o w l e d g e .  It m i g h t  b e  a p p r o p r i a t e  f o r  t h o s e  
i n d i v i d u a l s  w h o  d i r e c t l y  o r  i n d i r e c t l y  m i g h t  b e n e f i t  f r o m  
d e f e a s a n c e  to  d i s q u a l i f y  t h e m s e l v e s  f r o m  p a r t i c i p a t i n g  in 
t h i s  d e c i s i o n .

A n o t h e r  c o n s i d e r a t i o n  is t h a t  G. 0. d e b t  d e f e a s a n c e  c o u p l e d  
w i t h  i s s u a n c e  of  n e w  debt, r i s k s  t h e  I n t e r n a l  R e v e n u e  
S e r v i c e  r e m o v a l  o f  t h e  S t a t e ' s  t a x  e x e m p t  b o n d i n g  s t a t u s .  
T h i s  w o u l d  r e s u l t  if  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  w e r e  to 
d e c l a r e  t h a t  n e w  S t a t e  g e n e r a l  o b l i g a t i o n  b o n d s  w e r e  a r ­
bitra g e ,  b o n d s  end, h e n c e ,  t a x a b l e .  T h e r e f o r e  t h e  S t a t e ' s  
b o n d  c o u n s e l s  h a v e  c a u t i o n e d  t h e  S t a t e  t h a t  d e f e a s a n c e  m a y  
r e q u i r e ,  t h a t  t h e  S t a t e  r e f r a i n  f r o m  issuir. r bonds, p e r h a p s  
f o r  o n e  t o  t h r e e  y e a r s .

In  o r d e r  t o  a v o i d  u n d u e  r e p e t i t i o n  t h r o u g h  r e s t a t e m e n t  of  
t h e  g e n e r a l  a r g u m e n t s  a t  l e n g t h ,  t h e  m a j o r  p r o s  a n d  c o n s  
a s s o c i a t e d  w i t h  d e f e a s a n c e  a r e  s u m m a r i z e d  b e l o w .

S H O U L D  T H E  S T A T E  P U R S U E  D E F E A S A N C E  ( A D V A N C E  F U N D I N G )  O F  
T H E  S T A T E ' S  G E N E R A L  O B L I G A T I O N  D E B T ?

P r o  D e f e a s a n c e

° T h e  S t a t e  c o u l d  a d v a n c e  f u n d  $ 7 1 8 , 1 9 3 , 0 0 0  o f  i n d e b t­
e d n e s s  o w e d  a s  of J u n e  1981 a t  a c o s t  o f  a p p r o x i m a t e l y  
$ 5 6 2 , 5 2 7 , 0 0 0 ;  or, if o n l y  p r e - M a y  2, 1 9 7 8  d e b t  w e r e  
a d v a n c e  f u n d e d ,  $ 5 0 7 , 1 9 3 , 0 0 0  o f  i n d e b t e d n e s s ,  a t  a c o s t  
o f  a p p r o x i m a t e l y  $ 3 5 1 , 5 2 7 , 0 0 0 .

° T h e  d e b t  s e r v i c e  p e r i o d  o n  o u t s t a n d i n g  b o n d s  r u n s
t h r o u g h  t h e  end of  t h i s  c e n t u r y .  A d v a n c e  f u n d i n g  w o u l d  
r e l i e v e  t h e  d e b t  s e r v i c e  r e q u i r e m e n t s  w h i c h  m a y  b e c o m e  
m o r e  b u r d e n s o m e  as oil r e v e n u e s  d e c l i n e  o v e r  t h i s  

p e r i o d .

° A d v a n c e  f u n d i n g  w o u l d  r e m o v e  a s u b s t a n t i a l  a m o u n t  of
r e v e n u e s  f r o m  t h e  g e n e r a l  f u n d  r e d u c i n g  t h e  a v a i l a­
b i l i t y  o f  f u n d s  to b e  spent, p o t e n t i a l l y  o n  l o w  v a l u e d  

p r o j e c t s .

° D e f e a s a n c e  w o u l d  e n h a n c e  t h e  S t a t e ' s  c r e d i t  r a t i n g  b y
r e d u c i n g  o u t s t a n d i n g  d e b t  p e r  c a p i t a .  T h i s  c o u l d  
r e s u l t  i n  a l o w e r i n g  of  b o r r o w i n g  c o s t s  b y  a p p r o x i­
m a t e l y  t w e n t y  b a s i s  p o i n t s  (.2%). T h i s  i m p r o v e m e n t



m i g h t  i n  t u r n  h e i g h t e n  t h e  p r o b a b a l i t y  o f  r a t i n g  
i m p r o v e m e n t s  f o r  t h e  S t a t e ' s  p o l i t i c a l  s u b d i v i s i o n s  a n d  
r e v e n u e  b o n d i n g  a g e n c i e s .

° D e f e a s a n c e  w o u l d  i n c r e a s e  t h e  S t a t e ' s  d e b t  c a p a c i t y ,
p e r h a p s  f o r  u t i l i z a t i o n  in  t h e  f u t u r e  w h e n  b o r r o w i n g  
m a y  b e  i n c r e a s i n g l y  i m p o r t a n t  t o  f i s c a l  h e a l t h .

° R e d u c t i o n  of t h e  g e n e r a l  f u n d  b a l a n c e ,  a n d  t h e  r e m o v a l
o f  t h e  d e r t  s e r v i c e  b u r d e n ,  m i g h t  b e  v i e w e d  a s  c o n ­
s e r v a t i v e  f i n a n c i a l  p o l i c i e s  as c o m p a r e d  w i t h  a l a r g e  
d i r e c t  s p e n d i n g  p r o g r a m ,  a n d  t h u s  c o u l d  i m p r o v e  t h e  
e x t e r n a l  p e r c e p t i o n s  (at t h e  f e d e r a l  l e v e l  a n d  i n  t h e  
n a t i o n a "  p r e s s )  r e g a r d i n g  A l a s k a ' s  w e a l t h  a n d  i t s  
m a n a g e m e n t .

C o n  D e f e a s a n c e

0 T h e  S t a t e  c o u l d  a c h i e v e  t h e  s a m e  i n t e r e s t  d i f f e r e n t i a l
b y  i n v e s t i n g  t h e  f u n d s  n e c e s s a r y  f o r  d e f e a s a n c e  t h r o u g h  
t h e  P e r m a n e n t  Fund, so m e  o t h e r  a c c o u n t ,  o r  a s  g e n e r a l  
f u n d  s u r p l u s .  Or, t h e r e  m a y  be e x p e n d i t u r e s  w h i c h  
o f f e r  a h i g h e r  s o c i a l  r a t e  o f  r e t u r n  ( i . e . ,  t h e r e  m a y  
b e  h i g h e r  v a l u e d  a l t e r n a t i v e  u s e s  o f  t h e  f u n d s ) .

0 W h e t h e r  a n  a c t u a l  c r e d i t  r a t i n g  c h a n g e  w o u l d  r e s u l t
f r o m  a d v a n c e  f u n d i n g  o f  G. 0. d e b t  is u n c e r t a i n .  If 
t h e r e  w e r e  a r a t i n g  i m p r o v e m e n t ,  t h e  m a x i m u m  r e d u c t i o n  
i n  i n t e r e s t  r a t e s  e x p e c t e d  w o u l d  b e  le s s  t h a n  t w e n t y  
b a s i s  p o i n t s  (.2%). T h e  p r e s e n t  v a l u e  o f  t h i s  s a v i n g s  
i s  r e l a t i v e l y  i n s i g n i f i c a n t .

° P r e - f u n d i n g  o f  i e b t  i n c u r r e d  a f t e r  t h e  1 9 7 8  I R S  r e g u ­
l a t i o n  w o u l d  c o s t  t h e  S t a t e  l o s t  i n t e r e s t  e a r n i n g s ,  
s i n c e  u n d e r  t h e s e  r u l i n g s  t h e  i n t e r e s t  o n  i n v e s t m e n t s  
u s e d  f o r  t h i s  p u r p o s e  a r e  l i m i t e d  t o  t h e  t a x  e x e m p t  
r a t e  b o r n e  b y  t h e  b o n d s  in q u e s t i o n .

° . D e f e a s a n c e  m a y  e l i c i t  a r e s p o n s e  f r o m  t h e  C o n g r e s s  o r
t h e  I n t e r n a l  R e v e n u e  S e r v i c e  d e c l a r i n g  f u r t h e r  S t a t e
g e n e r a l  o b l i g a t i o n  b o n d s ,  a t  l e a s t  f o r  a p e r i o d  o f
t i m e ,  t o  b e  a r b i t r a g e  b o n d s  and, h e n c e ,  t a x a b l e  i n s t e a d  
o f  t a x - e x e m p t  bon d s .
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TABLE 1.12

State of Alaska 
State General Obligation Bond Sales 

Since 1973

Date of
Rnnds

Amount 

of Issue 

(Millions) Maturities

Average 

Life in 

Years

Effective

Interest

Rate

Salomon
Brothers

Monthly

Average

Ratings (at 
the time of 

issuance) 
Moody's/ 

Standard 

-  & Poors

Jan. 13 , 1973 $ 20.0 1976-1998 15.3 5.12% 5.10% Baal/A

Jan. 13 , 1973 27.0 1976-1998 14.8 5.10 5.20 Baal/A

Aug. 1, 1973 31.0 1977-1998 16.7 5.80 5.65 Baal/A

Sept. 1 , 1974 30.0 1978-1998 15.6 6.85 6.40 Al/A

Feb. 1, 1975 40.3 1978-1998 14.6 5.98 6.10 A1/A+

May 1, 1975 42.0 1979-1999 15.1 6.52 6.40 A1/A+

Oct. 1, 1975 42.9 1978-1997 12.5 6.85 6.00 A1/A+

Mar. 1, 1976 40.0 1978-1993 9.5 5.86 5.30 A1/A+

July 1, 1976 40.0 1978-1993 9.5 5.80 5.15 A1/A+

Feb. 1, 1977 40.0 1979-1988 9.5 5.08 4.50 A1/A+

Oct. 1, 1977 40.0 1979-1988 7.0 4.50 4.45 A1/A+

Apr. 1, 1978 45.0 1980-1988 7.0 4.86 4.85 A1/A+-

Jan. 1, 1979 40.0 1979-1989 5.5 5.52 5.50 A1/A+

May 1, 1979 60.0 1979-1989 5.5 5.59 5.30 A1/A+

July 1, 1980 125.0 1981-1990 5.5 5.76 5.50 Aa/AA-

Apr. 1, 1982 200.0 1983-1992 5.0 9.98 10.25 Aa/AA-

Nov. 1, 1982 185.0 1983-1992 5.0 7.72 7.50 Aa/AA-

Oct. 1, 1983 78.0 1984-1993 5.0 7.47 7.20 Aa/AA-

Source: John Nuveen & Co., Alaska: A New L o o k , 1981; and Department of
Administration, Bonded Debt and Debt S e r v i c e , Fiscal Year 1984.

1/ Salomon Brothers Monthly Average is for "Good Grade" bonds of similar 

average maturity.



fJ D i s c u s s i o n  P a p e r :

G e n e r a l  O b l i g a t i o n  B o n d i n g  P o l i c y  a n d  D e b t  D e f e a s a n c e

D i v i s i o n  o f  P o l i c y  D e v e l o p m e n t  
a n d  P l a n n i n g  

O f f i c e  o f  t h e  G o v e r n o r  
F e b r u a r y  23, 1981



D i s c u s s i o n  P a p e r :

G e n e r a l  O b l i g a t i o n  B o n d i n g  P o l i c y  a n d  D e b t  D e f e a s a n c e

T h e  S t a t e  o f  A l a s k a  is r e c e i v i n g  (and o v e r  t h e  n e x t  f e w  
y e a r s ,  e x p e c t s  t o  c o n t i n u e  t o  r e c e i v e )  r e v e n u e s  i n  e x c e s s  of 
c u r r e n t  e x p e n d i t u r e s .  It h a s  b e e n  s u g g e s t e d  t h a t  u n d e r  
t h e s e  c o n d i t i o n s  i t  m i g h t  b e  a p p r o p r i a t e  t o  p a y  f o r  c a p i t a l  
f a c i l i t i e s  w i t h  c a s h  ( g e n e r a l  f u n d i n g )  r a t h e r  t h a n  t o  
b o r r o w  f u n d s  f o r  t h e s e  p u r p o s e s  t h r o u g h  t h e  g e n e r a l  o b l i­
g a t i o n  b o n d  m e t h o d .  F u r t h e r ,  i t  h a s  b e e n  s u g g e s t e d  t h a t  t h e  
S t a t e  c o n s i d e r  t h e  a d v a n c e  f u n d i n g  of t h e  g e n e r a l  o b l i g a t i o n  
d e b t  o w e d ,  t h u s ,  i n  e s s e n c e ,  " p a y i n g  o f f "  a n d  e l i m i n a t i n g  
t h e  S t a t e ’s b o n d e d  i n d e b t e d n e s s .  T h i s  p r o c e s s  is k n o w n  as  
" d e f e a s a n c e "  i n  m u n i c i p a l  b o n d  p a r l a n c e .  T h e  p u r p o s e  o f  
t h i s  m e m o r a n d u m  is t o  o u t l i n e  t h e  i s s u e s  w h i c h  n e e d  t o  b e  
c o n s i d e r e d  i n  w e i g h i n g  t h e  p r o s  a n d  c o n s  o f  t h e s e  p r o p o s a l s .

T h e  t w o  p r o p o s a l s ,  p a y i n g  c a s h  i n  t h e  f u t u r e  a n d  d e f e a s a n c e  
o f  e x i s t i n g  G. 0. b o n d s  a r e  c l o s e l y  r e l a t e d ,  a l t h o u g h  t h e  
arguments; s u r r o u n d i n g  e a c h  a r e  s o m e w h a t  d i f f e r e n t .  T h e  
i n i t i a l ^ d i s c u s s i o n  h e r e  w i l l  f o c u s  o n  f u t u r e  G. 0. b o n d i n g ,  
s i n c e  i f  i t  is d e c i d e d  t h a t  b o n d i n g  s h o u l d  c o n t i n u e  w i t h o u t  
i n t e r r u p t i o n ,  t h i s  c o u l d  c o n s t r a i n  t h e  S t a t e ’s a b i l i t y  t o  
f o r w a r d  f u n d  i t s  e x i s t i n g  i n d e b t e d n e s s .

B O N D I N G  V E R S O S  P A Y I N G  C A S H  F O R  C A P I T A L  F A C I L I T I E S  

I S S U E  I - F I S C A L  I M P A C T :

A. D i r e c t  I m p a c t s

1. T h e  u s e  of c a s h  ( g e n e r a l  funds) i n s t e a d  o f  b o n d i n g
w o u l d  c o s t  t h e  S t a t e  t h e  o p p o r t u n i t y  t o  u s e  t h e
g e n e r a l  f u n d s  f o r  o t h e r  p u r p o s e s .  T h e  o p p o r t u n i t y  
c o s t  m o s t  e a s i l y  m e a s u r e d  is t h a t  o f  r e v e n u e s  
w h i c h  c o u l d  h a v e  b e e n  e a r n e d  b y  i n v e s t i n g  t h e s e  
f u n d s .  T h e  S t a t e  c a n  b o r r o w  in  t h e  t a x  e x e m p t  
m a r k e t  a t  a l o w e r  i n t e r e s t  r a t e  t h a n  t h a t  w h i c h  it 
c a n  e a r n  o n  i t s  i n v e s t m e n t s .  F o r  e v e r y  1% s p r e a d  
o n  a  10 y e a r  $ 1 0 0  m i l l i o n  b o n d  i s s u e ,  t h e  p r e s e n t  
v a l u e  o f  th i s  o p p o r t u n i t y  loss w o u l d  b e  i n  e x c e s s  
o f  $8  m i l l i o n .  In n o m i n a l  terms, a  o n e  p e r c e n t a g e  
p o i n t  s p r e a d  w o u l d  a m o u n t  t o  m o r e  t h a n  $ 2 2  m i l l i o n  
f o r  e a c h  $ 1 0 0  m i l l i o n  o f  c a s h  s p e n t  i n s t e a d  o f  
b o r r o w e d .

2. T h e r e  a r e  o t h e r  f o r m s  o f  l e gal a r b i t r a g e  t h e  l o s s
o f  w h i c h  w o u l d  r e p r e s e n t  a c o s t  t o  t h e  S t a t e  of
p a y i n g  c a s h .  T h e s e  i n c l u d e  t h e  a l l o w a b l e  r e t u r n  
o n  i n v e s t m e n t  o f  b o r r o w e d  f u n d s  d u r i n g  t h e  lag 
b e t w e e n  t h e  t i m e  t h e  f u n d s  a r e  o b t a i n e d  a n d  
a c t u a l l y  c o m m i t t e d ;  and, t h e  i n v e s t m e n t  of  1 5 %  of 
t h e  b o r r o w e d  f u n d s  in c e r t a i n  r e s e r v e  a c c o u n t s .



3. On t h e  o t h e r  h a n d ,  u s e  of c a s h  w o u l d  b e  a d m i n i s­
t r a t i v e l y  c h e a p e r .  T h e  S t a t e  T r e a s u r y  D i v i s i o n  
e s t i m a t e s  t o tal b o n d i n g  c o s t s  a t  a p p r o x i m a t e l y  
.35% o f  t h e  v a l u e  o f  b o n d s  i s s u e d .  T h e s e  c o s t s  
i n c l u d e  s u c h  t h i n g s  as s e r v i c e  f ees, l e g a l  f e e s ,  
p r e p a r a t i o n  of  p r o s p e e t i ,  prii.cing a n d  a d v e r t _ s i n g  
e x p e n s e s .

B. I n d i r e c t  I m p a c t s

1. T h e  m a j o r  d i r e c t  c o s t  a s s o c i a t e d  w i t h  p a y i n g  c a s h  
(1 a b o v e )  is r e l e v a n t  o n l y  i f  (a) t h e  c a s h  is 
i n v e s t e d  a t  h i g h e r  rates, o r  (b) i s  s p e n t  o n  
p r o j e c t s  w h i c h  o f f e r  h i g h e r  o v e r a l l  r e t u r n s  t o  t h e  
S t a t e  ( s uch r e t u r n s  b e i n g  e i t h e r  e c o n o m i c  o r  
s o c i a l  i n  n a t u r e ) .  H o w e v e r ,  i f  i t  is a s s u m e d  t h a t  
t h e  f u n d s  w i l l  b e  s p e n t  o n  l o w  v a l u e d  a c t i v i t i e s ,  
t h e  S t a t e  m i g h t  b e  b e t t e r  o f f  t o  s p e n d  t h e  c a s h  o n  
t h e  c a p i t a l  f a c i l i t i e s  a n d  a v o i d  c r e a t i o n  o f  d e b t .

2. • A n o t h e r  a s p e c t  o f  f i s c a l  i m p a c t  i s  c o n c e r n  o v e r
t h e  t o t a l  level o f  g o v e r n m e n t  s p e n d i n g .  I t  h a s  

; b e e n  c o n t e n d e d  b y  some, t h a t  b o n d e d  c o s t s  a r e  n o t  
c a r e f u l l y  c o n s i d e r e d  as a p a r t  o f  o v e r a l l  S t a t e  
s p e n d i n g .  A  r e l a t e d  c o n c e r n  i s  t h a t  t h e r e  is 
t r e m e n d o u s  p r e s s u r e  f r o m  s p e c i a l  i n t e r e s t  g r o u p s  
t o  s p e n d  all a v a i l a b l e  c a s h  a n d  b o r r o w  i n  a d d i t i o n .  
T h u s ,  t o  t h e  e x t e n t  t h a t  p a y i n g  c a s h  r e d u c e s  t h e  
t o t a l  f u n d  a v a i l a b i l i t y  ( g e n e r a l  f u n d s  p l u s  
b o r r o w e d  fund s ) ,  t h e n  o v e r a l l  s p e n d i n g  w i l l  b e  
r e d u c e d .

3. E v e n  t h o u g h  b o n d i n g  m a y  n o t  b e  c o n s i d e r e d  b y  s o m e  
a s  e q u i v a l e n t  t o  o t h e r  t y p e s  o f  s p e n d i n g ,  d e b t  
s e r v i c e  is a s i g n i f i c a n t ,  n o n - d i s c r e t i o n a r y  
e l e m e n t  o f  t h e  S t a t e ' s  o p e r a t i n g  b u d g e t .  T h e  
G o v e r n o r ' s  F Y  1 9 8 2  B u d g e t  B e q u e s t  c o n t a i n s  $ 1 2 8  
m i l l i o n  f o r  d e b t  s e r v i c e .  S i n c e  p o l i c y  m a k e r s
h a v e  n o  c h o i c e  b u t  t o  p a y  d e b t  s e r v i c e ,  i t  r e d u c e s
t h e i r  f l e x i b i l i t y  in d i r e c t i n g  a n d  c o n t r o l l i n g  
o p e r a t i n g  e x p e n d i t u r e s .  T h i s  i s s u e  b e c o m e s  m o r e  
i m p o r t a n t  if  a n  e x p e n d i t u r e  l i m i t ,  s u c h  a s  is 
b e i n g  c u r r e n t l y  d i s c u s s e d ,  is  e s t a b l i s h e d .

I S S U E  II - I M P A C T  O N  B O N D  R A T I NG:

T h e r e  a r e  s e v e r a l  e l e m e n t s  w h i c h  i n  c o m b i n a t i o n  a r e  u s e d  t o
e s t a b l i s h  t h e  S t a t e ' s  c r e d i t  r a t i n g .  T h e s e  i n c l u d e  p e r  
c a p i t a  d e b t  l e v e l s ,  g e n e r a l  e c o n o m i c  h e a l t h  ( b o t h  c u r r e n t  
a n d  p r o s p e c t i v e ) ,  a n d  e x p e c t a t i o n s  r e g a r d i n g  t h e  f u t u r e  t a x  
c l i m a t e .  T h u s ,  t h e  r e d u c t i o n  of  G. 0. b o n d i n g  a n d  t h e  
r e s u l t a n t  d e c l i n e  ( o v e r  t i m e )  of p e r  c a p i t a  d e b t  m i g h t  
c o n t r i b u t e  p o s i t i v e l y  to t h e  S t a t e ’s c r e d i t  r a t i n g  a s  w e l l  
a s  t h o s e  of i t s  p o l i t i c a l  s u b d i v i s i o n s .  I t  i s  a l s o  p o s s i b l e
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t h a t  t h e r e  w o u l d  r e s u l t  p o s i t i v e  s p i l l o v e r  e f f e c t s  o n  
r e v e n u e  b o n d  r a t i n g s ,  s i n c e  t h e  a b i l i t y  o f  t h e  S t a t e  t o  m e e t  
a n y  " m o r a l  o b l i g a t i o n "  w o u l d  a p p e a r  to b e  s t r e n g t h e n e d .  
H o w e v e r ,  if t h e  S t a t e  i n t e n d s  to f o r e g o  b o n d i n g ,  t h e n  the 
d i r e c t  b e n e f i t  of a n  i m p r o v e d  r a t i n g  is l e s s e n e d .  T h e  
p o s s i b l e  s p i l l o v e r  e f f e c t s  a r e  s t i l l  r e l e v a n t ,  a l t h o u g h  
q u a n t i f i c a t i o n  o f  t h i s  i m p a c t  w o u l d  be d i f f i c u l t .

T h e  S t a t e ' s  c r e d i t  r a t i n g  h a s  i m p r o v e d  o v e r  t h e  l a s t  20 
y e a r s  f r o m  a B a a  r a t i n g  ( m e d i u m  g r a d e  w i t h  s p e c u l a t i v e  
c h a r a c t e r i s t i c s )  t o  A a  (high grade) i n  1980. T h e  S t a t e ' s  
f i n a n c i a l  r e p u t a t i o n  h a s  b e e n  c a r e f u l l y  e s t a b l i s h e d ,  and 
s i g n i f i c a n t l y  d e c r e a s i n g  m a r k e t  i n v o l v e m e n t  c o u l d  r e s u l t  i n  
a l o s s  of m a r k e t  f a m i l i a r i t y  w i t h  A l a s k a n  c o n d i t i o n s .  If 
t h e  S t a t e ' s  g o o d  c r e d i t  r a t i n g  w e r e  t o  d e c l i n e ,  it w o u l d  
f a l l  t o  f u t u r e  g e n e r a t i o n s  t o  r e c o n s t r u c t  t h i s  r e l a t i o n s h i p ,  
p e r h a p s  in m o r e  d i f f i c u l t  times.

T h e  e x p o s u r e  o f  o u r  f i n a n c i n g  p l a n s  t o  c r e d i t  r a t i n g  a g e n c i e s  
a n d  b o n d  b u y e r s  o f f e r s  a s l i g h t  i n c e n t i v e  f o r  f i s c a l  p l a n n i n g  
a n d  s e l f - d i s c i p l i n e .  T h e  r e m o v a l  o f  e v e n  t h i s  m i n i m a l  
e x p o s u r e ,  m a y  l e a v e  less r e a s o n  for c a u t i o n  a g a i n s t  t h e  
" o v e r - b u i l d i n g "  a n d  l o n g - t e r m  o p e r a t i o n  a n d  m a i n t e n a n c e  
i m p a c t s ' o f  c a p i t a l  f a c i l i t i e s .

». *

I S S U E  III - P U B L I C  I N P U T  A N D  E X E C U T I V E  C O N T R O L ;

B o n d s  h a v e  t h e  p o s i t i v e  a s p e c t  of  r e q u i r i n g  v o t e r  a p p r o v a l c 
I t  is u n c o n s t i t u t i o n a l  f o r  t h e  S t a t e  t o  i n c u r  g e n e r a l  
o b l i g a t i o n  i n d e b t e d n e s s  w i t h o u t  a v o t e  o f  t h e  p e o p l e .  T h i s  
r e q u i r e m e n t  a s s u r e s  p u b l i c  p a r t i c i p a t i o n  i n  t h e  b o n d i n g  
d e c i s i o n .

T h e  s p e n d i n g  o f  c a s h  f o r  c a p i t a l  f a c i l i t i e s  w o u l d  r e q u i r e  n o  
s u c h  p u b l i c  v o te. G o v e r n o r  H a m m o n d  has, h o w e v e r ,  i n t r o d u c e d  
l e g i s l a t i o n  w h i c h  w o u l d  r e q u i r e  a p u b l i c  v o t e  o n  c a p i t a l  
e x p e n d i t u r e s  a b o v e  a l i m i t e d  l e v e l  as p a r t  o f  h i s  e x p e n d i t u r e  
l i m i t a t i o n  p r o p o s a l  (SJR 4). If t h is, o r  s i m i l a r  l e g i s l a t i o n  
w e r e  t o  b e c o m e  law, the l o s s  of t h i s  p u b l i c  i n p u t  w o u l d  b e  
a v o i d e d .

F r o m  t h e  v i e w p o i n t  of e x e c u t i v e  c o n t r o l  o f  e x p e n d i t u r e s ,  t h e  
u s e  of  c a s h  h a s  m o r e  a p p e a l  s i n c e  a p p r o p r i a t i o n s  o f  g e n e r a l  
f u n d s  a r e  s u b j e c t  t o  l i n e  i t e m  v e t o  b y  t h e  G o v e r n o r .  T h u s ,  
s p e c i f i c  p r o j e c t s  w h i c h  w e r e  fe l t  t o  b e  u n w o r t h y  c o u l d  b e  
s e l e c t i v e l y  e l i m i n a t e d .  C o n v e r s e l y ,  t h e  p r o j e c t s  t o  be 
i n c l u d e d  in a b o n d  i s s u e  a r e  e s t a b l i s h e d  by s t a t u t e  w h i c h  
m u s t  b e  a c c e p t e d  b y  the G o v e r n o r  as p a s s e d  o r  v e t o e d  in 

w h o l e .

I S S U E  IV - T H E  D I S T R I B U T I O N  OF T H E  C O S T  OF  P U B L I C  F A C I L I T I E S :

O n e  o f  t h e  s t a n d a r d  r a t i o n a l e s  f o r  b o n d i n g  f o r  l o n g - l i v e d  
p u b l i c  a s s e t s  is t h a t  t h o s e  w h o  b e n e f i t  f r o m  p u b l i c  f a c i l i t i e s  
(the u s e r s )  s h o u l d  p a y  f o r  them. B o n d i n g  m e e t s  t h i s  o b j e c t i v e
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b y  s p r e a d i n g  t h e  p a y m e n t s  f o r  f a c i l i t i e s  o u t  o v e r  t h e  a s s e t  

li fe. T h us, i n  a g e n e r a l  s e n s e ,  t h e  p e o p l e  w h o  r e c e i v e  t h e  
b e n e f i t s  a r e  t h o s e  w h o  p a y  t h e  c ost. I f  t h e  S t a t e  p a y s  c a s h  
f o r  t h e s e  f a c i l i t i e s ,  f u t u r e  u s e r s  (be t h e y  i m m i g r a n t s  o r  
f u t u r e  g e n e r a t i o n s )  w i l l  n o t  be d i r e c t l y  p a y i n g  t h e i r  s h a r e  
o f  t h e  c o s t .

T h e  u s e r  p a y  a p p r o a c h  l o s e s  s o m e  o f  i t s  v a l i d i t y  h o w e v e r  
w h e n  t h e  s o u r c e  o f  t h e  c a s h  p a y m e n t  is c o n s i d e r e d .  In  
e s s e n c e ,  n e i t h e r  p r e s e n t  n o r  f u t u r e  u s e r s  ( o t h e r  t h a n  o i l  
c o m p a n i e s )  a r e  d i r e c t l y  p a y i n g  f o r  c a p i t a l  f a c i l i t i e s .
H o w e v e r ,  l o o k e d  a t  s o m e w h a t  d i f f e r e n t l y ,  b o t h  f u t u r e  a n d  
p r e s e n t  r e s i d e n t s  w o u l d  p a y  i n d i r e c t l y  f o r  c a p i t a l  f a c i l ­
i t i e s  t h r o u g h  t h e  c o s t  o f  t h e  o p p o r t u n i t y  t o  u s e  t h e  f u n d s  
f o r  a l t e r n a t i v e  p u r p o s e s .  S i n c e  p r e s e n t  r e s i d e n t s  a r e  n o t  
d i r e c t l y  r e s p o n s i b l e  f o r  t h e  e x i s t e n c e  o f  " s u r p l u s "  r e v e n u e s ,  
i t  m i g h t  b e  a r g u e d  t h a t  i n t e r g e n e r a t i o n a l  e q u i t y  w o u l d  b e  
s e r v e d  b y  s p e n d i n g  t h e s e  funds' o n  p r o j e c t s  w h i c h  w i l l  o f f e r  
f u t u r e  as  w e l l  a s  c u r r e n t  b e n e f i t s .

I S S U E  V  - E X T E R N A L  P E R C E P T I O N S  O F  S T A T E  W E A L T H  M A N A G E M E N T :

S o m e  h a v e  v o i c e d  c o n c e r n  t h a t  l a r g e  g e n e r a l  f u n d  b a l a n c e s  
( " s u r p l u s "  r e v e n u e s )  r e p r e s e n t  a s e r i o u s  p e r c e p t u a l  p r o b l e m  
a t  t h e  f e d e r a l  l e v e l  a n d  in  t h e  n a t i o n a l  p r e s s .  C o n g r e s ­
s i o n a l  a c t i o n s  t o  l i m i t  t h e  S t a t e ' s  t a x i n g  p o w e r  o r  t o  
r e d u c e  f e d e r a l  r e v e n u e s  t o  A l a s k a  h a v e  b e e n  d i s c u s s e d .  T h e  
e x i s t e n c e  o f  t h e  r i s k  of  u n f a v o r a b l e  I n t e r n a l  R e v e n u e  
S e r v i c e  r u l i n g s  o n  t a x  o r  b o n d i n g  q u e s t i o n s  h a s  a l s o  b e e n  

s u g g e s t e d .

T h e  q u e s t i o n  t h u s  a r i s e s  as to w h e t h e r  a S t a t e  p o l i c y  o f  
p a y i n g  c a s h  f o r  c a p i t a l  f a c i l i t i e s  w o u l d  i m p r o v e  t h e  e x t e r n a l  
p e r c e p t i o n s  r e g a r d i n g  A l a s k a ' s  f i n a n c i a l  p o s i t i o n .  P a y i n g  
c a s h  w o u l d  r e d u c e  t h e  g e n e r a l  f u n d  b a l a n c e ,  a s  i t  i n c r e a s e d  
d i r e c t  e x p e n d i t u r e  l e v e l s .  If t h e  g e n e r a l  f u n d  b a l a n c e  i s  
t h e  m a j o r  i n d i c a t o r  l o o k e d  a t  b y  o u t s i d e r s  t h i s  m i g h t  r e d u c e  
t h e  c r i t i c i s m  r e g a r d i n g  t h e  S t a t e ' s  " s u r p l u s "  w e a l t h .  O r ,  
i f  p a y i n g  c a s h  r e d u c e s  t h e  t o t a l  l e v e l  o f  e x p e n d i t u r e s  b y  
r e d u c i n g  o v e r a l l  f u n d  a v a i l a b i l i t y  (as d i s c u s s e d  i n  I s s u e
I I . B . 2 a b o v e ) ,  t h i s  m i g h t  i m p r o v e  t h e  e x t e r n a l  v i e w .  L i k e w i s e ,  
i t  c a n  b e  a r g u e d  t h a t  it is f i s c a l l y  r e s p o n s i b l e  t o  p a y  c a s h  
a n d  t h u s  r e f r a i n  f r o m  b u r d e n i n g  f u t u r e  g e n e r a t i o n s  w i t h  d e b t  
t o  b e  r e p a i d  w h e n  t h e  o i l  r e v e n u e s  a r e  d e c l i n i n g  o r  g o n e .

O n  t h e  o t h e r  h a n d ,  s i n c e  b o n d  c o s t s  a r e  o f t e n  n o t  i n c l u d e d  
i n  e x p e n d i t u r e  r e p o r t s ,  t h e  u s e  of  g e n e r a l  f u n d s  f o r  p r e v i o u s l y  
b o n d e d  p r o j e c t s  w o u l d  r e s u l t  in i n f l a t e d  e x p e n d i t u r e  f i g u r e s .  
T h o s e  f r o m  o u t s i d e  o f  A l a s k a  w h o  w i s h  t o  " s h a r e "  s o m e  p o r t i o n  
o f  t h e  S t a t e ' s  w e a l t h ,  c o u l d  l o o k  a t  i n c r e a s i n g  e x p e n d i t u r e s  
p e r  c a p i t a  a s  e v i d e n c e  o f  p r o f l i g a t e  b e h a v i o r .  F u r t h e r ,  i t  
is p o s s i b l e  t h a t  i n d i v i d u a l s  w i t h  s o m e  f i n a n c i a l  s o p h i s t i c a t i o n  
c o u l d  v i e w  t h e  s t a t e ' s  w i l l i n g n e s s  t o  i n c u r  t h e  l o s s  o f  
a r b i t r a g e  r e v e n u e s  b y  p a y i n g  c a s h ,  as f u r t h e r  e v i d e n c e  t h a t  
A l a s k a ' s  c u r r e n t  i n c o m e  is i n d e e d  " s u r p l u s . "
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T o  e s c h e w  b o n d i n g  w o u l d  n o t  n e c e s s a r i l y  b e  s e e n  as 
f i s c a l l y  r e s p o n s i b l e ,  s i n c e  s u b s t a n t i a l  r e v e n u e  l o s s e s  
w o u l d  r e s u l t  f r o m  s u c h  a  p o l i c y ,  a n d  p e r  c a p i t a  e x­
p e n d i t u r e s  w o u l d  a p p e a r  h i g h e r .

M a r k e t  e x p o s u r e  o f  S t a t e  c a p i t a l  f i n a n c i n g  a n d  t h e  
b e n e f i t s  o f  t h e  S t a t e ' s  c a r e f u l l y  a c h i e v e d  c r e d i t  
s t a t u s ,  w o u l d  b e  r e d u c e d  b y  e l i m i n a t i n g  b o n d i n g .

G E N E R A L  O B L I G A T I O N  B O N D  D E F E A S A N C E

A  s e c o n d  t o p i c  o f  t h i s  p a p e r  i s ' t h e  p o s s i b i l i t y  o ~  " p a y i n g  
of f "  t h e  S t a t e ' s  e x i s t i n g  g e n e r a l  o b l i g a t i o n  indt-. ._<2dness. 
D e f e a s a n c e  o f  e x i s t i n g  d e b t  c o u l d  b e  a c c o m p l i s h e d  b y  m a k i n g  
a c u r r e n t  a p p r o p r i a t i o n  of  t h e  a m o u n t  w h i c h  w i l l  b e  r e q u i r e d  
t o  r e t i r e  t h e  d e b t  as it  c o m e s  due. T h e  D e p a r t m e n t  o f  
R e v e n u e  w o u l d  u s e  t h i s  a p p r o p r i a t i o n  to p u r c h a s e  a p o r t f o l i o  
o f  s e c u r i t i e s  w h i c h  w o u l d  g e n e r a t e  s u f f i c i e n t  c a s h  f l o w  to 
m e e t  p r i n c i p a l  a n d  i n t e r e s t  p a y m e n t s  o n  the p o r t i o n  o f  S t a t e  
G. 0. d e b t  w h i c h  w a s  t o  b e  a d v a n c e  f u n d e d .  T h i s  p o r t f o l i o  
w o u l d  t h e n  b e  d e p o s i t e d  w i t h  t h e  S t a t e ' s  p r i n c i p a l  p a y i n g  
a g e n t  a c c o r d i n g  t o  an  e s c r o w  a n d  t r u s t  a g r e e m e n t .

T h e r e  w o u l d  b e  n o  f i n a n c i a l  d i s a d v a n t a g e  to t h e  S t a t e  i n  
p u r s u i n g  t h e  d e f e a s a n c e  o f  d e b t  i s s u e d  p r i o r  to M a y  2, 1978. 
H o w e v e r ,  I n t e r n a l  R e v e n u e  S e r v i c e  r u l i n g s  in t h a t  y e a r  
l i m i t e d  t h e  y i e l d s  o n  p o r t f o l i o s  h e l d  f o r  t h e  p u r p o s e  o f  
d e f e a s i n g  d e b t  i s s u e d  a f t e r  M a y  2, 1 9 78. A s  a r e s u l t ,  t h e  
S t a t e  c a n  p u r c h a s e ,  o r  t r a n s f e r ,  a h i g h  y i e l d i n g  p o r t f o l i o  
t o  p a y  o f f  t h e  p r e - M a y  2, 1978 d e b t  o w e d ,  l e g a l l y  t a k i n g  
a d v a n t a g e  o f  t h e  i n t e r e s t  d i f f e r e n t i a l  b e t w e e n  t h e  S t a t e ' s  
i n v e s t m e n t  e a r n i n g s  a n d  t h e  S t a t e ' s  t a x  e x e m p t  b o r r o w i n g  
c o s t s .  H o w e v e r ,  p o s t - M a y  2, 1 9 7 8  d e b t  c a n  b e  d e f e a s e d  o n l y  
w i t h  s e c u r i t i e s  e a r n i n g  l i t t l e  (if any) m o r e  t h a n  t h e  b o n d  
r a t e .  Thus, a l t h o u g h  t h e  d e f e a s a n c e  of d e b t  i n c u r r e d  s i n c e  
t h e  1 9 7 8  r u l i n g s  c o u l d  be h a n d l e d  s i m i l a r l y  in  a m e c h a n i c a l  
s e n s e ,  a n y  p o s s i b l e  a d v a n t a g e  f r o m  i n t e r e s t  d i f f e r e n t i a l s  
w o u l d  b e  i n s i g n i f i c a n t .

M a n y  o f  t h e  g e n e r a l  i s s u e s  a s s o c i a t e d  w i t h  t h e  f u t u r e  of 
b o n d i n g  a p p l y  a l s o  to t h e  d e f e a s a n c e  q u e s t i o n .  T h e  m a j o r  
d i f f e r e n c e  i s  t h a t  w h e r e  p a y i n g  c a s h  in the f u t u r e  p o t e n ­
t i a l l y  r e p r e s e n t s  a f i n a n c i a l  c o s t ,  d e f e a s a n c e  o f  e x i s t i n g  
d e b t  (at l e a s t  t h a t  p o r t i o n  of t h e  d e b t  i n c u r r e d  p r i o r  to 
t h e  M a y  2, 1 9 7 8  e f f e c t i v e  d a t e  o f  t h e  I R S  r e g u l a t i o n s )  d o e s  
n o t  r e p r e s e n t  a f i n a n c i a l  c o s t  t o  t h e  S t a t e .
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A  m i n o r  i s s u e  i n v o l v e s  t h e  w i n d f a l l  t o  i n v e s t o r s  f r o m  
d e f e a s a n c e  o f  S t a t e  b o n d s .  D e f e a s a n c e  w o u l d  be a c c o m p l i s h e d  
b y  e s c r o w i n g  i n  t r u s t  U n i t e d  S t a t e s  G o v e r n m e n t  S e c u r i t i e s  
e a r n i n g  i n t e r e s t  a n d  m a t u r i n g  in a m o u n t s  a n d  t i m e  s u f f i c i e n t  
t o  r e t i r e  t h e  d e b t .  T h e  e f f e c t  of t h i s  a r r a n g e m e n t  i s  to 
c o n v e r t  t h e  S t a t e  b o n d s  d e f e a s e d  i n t o  d e b t  w i t h  t h e  s a m e  
v a l u e  as t h e  U n i t e d  S t a t e s  S e c u r i t i e s .  W h e n  d e f e a s a n c e  is 
a c c o m p l i s h e d ,  S t a t e  b o n d  h o l d e r s  w i l l  r e c e i v e  a w i n d f a l l  o f  
i n c r e a s e d  p r i c e  a n d  a A A A  r a t e d  b o n d .  T h e r e  is n o t h i n g  
c o u n t e r  t o  p u b l i c  p o l i c y  in t h i s  r e s u l t  p e r  s e  b u t  i t  p l a c e s  
a  h e a v y  b u r d e n  o n  all " i n s i d e r s "  n o t  t o  t a k e  a d v a n t a g e  of 
s p e c i a l  k n o w l e d g e .  It m i g h t  b e  a p p r o p r i a t e  f o r  t h o s e  
i n d i v i d u a l s  w h o  d i r e c t l y  o r  i n d i r e c t l y  m i g h t  b e n e f i t  f r o m  
d e f e a s a n c e  t o  d i s q u a l i f y  t h e m s e l v e s  f r o m  p a r t i c i p a t i n g  in 
t h i s  d e c i s i o n .

A n o t h e r  c o n s i d e r a t i o n  is t h a t  G. 0. d e b t  d e f e a s a n c e  c o u p l e d  
w i t h  i s s u a n c e  of  n e w  debt, r i s k s  t h e  I n t e r n a l  R e v e n u e  
S e r v i c e  r e m o v a l  o f  t h e  S t a t e ' s  t a x  e x e m p t  b o n d i n g  s t a t u s .  
T h i s  w o u l d  r e s u l t  if  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  w e r e  t o  
d e c l a r e  t h a t  n e w  S t a t e  g e n e r a l  o b l i g a t i o n  b o n d s  w e r e  a r ­
bitrage, b o n d s  and, h e n c e ,  t a x a b l e .  T h e r e f o r e  t h e  S t a t e ' s  
b o n d  c o u n s e l s  h a v e  c a u t i o n e d  t h e  S t a t e  t h a t  d e f e a s a n c e  m a y  
r e q u i r e . t h a t  t h e  S t a t e  r e f r a i n  f r o m  i s s u i n g  b o n d s ,  p e r h a p s  
f o r  o n e  t o  t h r e e  y e a r s .

I n  o r d e r  t o  a v o i d  u n d u e  r e p e t i t i o n  t h r o u g h  r e s t a t e m e n t  of  
t h e  g e n e r a l  a r g u m e n t s  at  l e n g t h ,  t h e  m a j o r  p r o s  a n d  c o n s  
a s s o c i a t e d  w i t h  d e f e a s a n c e  a r e  s u m m a r i z e d  b e l o w .

S H O U L D  T H E  S T A T E  P U R S U E  D E F E A S A N C E  ( A D V A N C E  F U N D I N G )  O F  
T H E  S T A T E ' S  G E N E R A L  O B L I G A T I O N  D E B T ?

P r o  D e f e a s a n c e

° T h e  S t a t e  c o u l d  a d v a n c e  f u n d  $ 7 1 8 , 1 9 3 , 0 0 0  o f  i n d e b t­
e d n e s s  o w e d  as  o f  J u n e  19 8 1  a t  a c o s t  o f  a p p r o x i m a t e l y  
$ 5 6 2 , 5 2 7 , 0 0 0 ;  or, if o n l y  p r e - M a y  2, 1 9 7 8  d e b t  w e r e  
a d v a n c e  f u n d e d ,  $ 5 0 7 , 1 9 3 , 0 0 0  o f  i n d e b t e d n e s s ,  a t  a c o s t  
o f  a p p r o x i m a t e l y  $ 3 5 1 , 5 2 7 , 0 0 0 .

° T h e  d e b t  s e r v i c e  p e r i o d  o n  o u t s t a n d i n g  b o n d s  r u n s
t h r o u g h  t h e  e n d  o f  t h i s  c e n t u r y .  A d v a n c e  f u n d i n g  w o u l d  
r e l i e v e  t h e  d e b t  s e r v i c e  r e q u i r e m e n t s  w h i c h  m a y  b e c o m e  
m o r e  b u r d e n s o m e  as oil r e v e n u e s  d e c l i n e  o v e r  t h i s  

p e r i o d .

° A d v a n c e  f u n d i n g  w o u l d  r e m o v e  a s u b s t a n t i a l  a m o u n t  of
r e v e n u e s  f r o m  t h e  g e n e r a l  f u n d  r e d u c i n g  t h e  a v a i l a­
b i l i t y  o f  f u n d s  to  be  spe n t ,  p o t e n t i a l l y  o n  l o w  v a l u e d  

p r o j e c t s .

° D e f e a s a n c e  w o u l d  e n h a n c e  t h e  S t a t e ' s  c r e d i t  r a t i n g  b y
r e d u c i n g  o u t s t a n d i n g  d e b t  p e r  c a p i t a .  T h i s  c o u l d  
r e s u l t  i n  a l o w e r i n g  o f  b o r r o w i n g  c o s t s  b y  a p p r o x i­
m a t e l y  t w e n t y  b a s i s  p o i n t s  (.2%). T h i s  i m p r o v e m e n t
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m i g h t  in t u r n  h e i g h t e n  t h e  p r o b a b a l i t y  of  r a t i n g  
i m p r o v e m e n t s  f o r  t h e  S t a t e ' s  p o l i t i c a l  s u b d i v i s i o n s  a n d  

r e v e n u e  b o n d i n g  a g e n c i e s .

° D e f e a s a n c e  w o u l d  i n c r e a s e  t h e  S t a t e ' s  d e b t  c a p a c i t y ,
p e r h a p s  f o r  u t i l i z a t i o n  in  t h e  f u t u r e  w h e n  b o r r o w i n g  
m a y  b e  i n c r e a s i n g l y  i m p o r t a n t  t o  f i s c a l  h e a l t h .

° R e d u c t i o n  of  t h e  g e n e r a l  f u n d  b a l a n c e ,  a n d  t h e  r e m o v a l
o f  t h e  d e b t  s e r v i c e  b u r d e n ,  m i g h t  be  v i e w e d  as c o n­
s e r v a t i v e  f i n a n c i a l  p o l i c i e s  as c o m p a r e d  w i t h  a  l a r g e  
d i r e c t  s p e n d i n g  p r o g r a m ,  a n d  t h u s  c o u l d  i m p r o v e  t h e  
e x t e r n a l  p e r c e p t i o n s  (at t h e  f e d e r a l  l evel a n d  i n  t h e  
n a t i o n a l  p r e s s )  r e g a r d i n g  A l a s k a ' s  w e a l t h  a n d  i t s  

m a n a g e m e n t .

C o n  D e f e a s a n c e

° T h e  S t a t e  c o u l d  a c h i e v e  t h e  s a m e  i n t e r e s t  d i f f e r e n t i a l
b y  i n v e s t i n g  t h e  f u n d s  n e c e s s a r y  for d e f e a s a n c e  t h r o u g h  
t h e  P e r m a n e n t  F u n d ,  some o t h e r  a c c o u n t ,  o r  a s  g e n e r a l  
f u n d  s u r p l u s .  Or, t h e r e  m a y  b e  e x p e n d i t u r e s  w h i c h  
o f f e r  a h i g h e r  s o c i a l  r a t e  o f  r e t u r n  (i . e . ,  t h e r e  m a y  
b e  h i g h e r  v a l u e d  a l t e r n a t i v e  u s e s  of the f u n d s ) .

° W h e t h e r  a n  a c t u a l  c r e d i t  r a t i n g  c h a n g e  w o u l d  r e s u l t
f r o m  a d v a n c e  f u n d i n g  of G. 0. d e b t  is u n c e r t a i n .  If 
t h e r e  w e r e  a r a t i n g  i m p r o v e m e n t ,  t h e  m a x i m u m  r e d u c t i o n  
i n  i n t e r e s t  r a t e s  e x p e c t e d  w o u l d  b e  l e s s  t h a n  t w e n t y  
b a s i s  p o i n t s  (.2%). T h e  p r e s e n t  v a l u e  o f  t h i s  s a v i n g s  
i s  r e l a t i v e l y  i n s i g n i f i c a n t .

0 P r e - f u n d i n g  o f  d e b t  i n c u r r e d  a f t e r  t h e  1 9 7 8  I R S  r e g u ­
l a t i o n  w o u l d  c o s t  t h e  S t a t e  l o s t  i n t e r e s t  e a r n i n g s ,  
s i n c e  u n d e r  t h e s e  r u l i n g s  t h e  i n t e r e s t  o n  i n v e s t m e n t s  
u s e d  f o r  t h i s  p u r p o s e  a r e  l i m i t e d  to t h e  t a x  e x e m p t  
r a t e  b o r n e  b y  t h e  b o n d s  in q u e s t i o n .

° . D e f e a s a n c e  m a y  e l i c i t  a r e s p o n s e  f r o m  t h e  C o n g r e s s  o r
t h e  I n t e r n a l  R e v e n u e  S e r v i c e  d e c l a r i n g  f u r t h e r  S t a t e
g e n e r a l  o b l i g a t i o n  b o n d s ,  a t  l e a s t  f o r  a p e r i o d  o f
t i m e ,  t o  b e  a r b i t r a g e  b o n d s  and, h e n c e ,  t a x a b l e  i n s t e a d  
o f  t a x - e x e m p t  b o n d s .
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TABLE 1.12

State of Alaska 
State General Obligation Bond Sales 

Since 1973

Amount

Date of of Issue

Bonds (Millions) Maturities

Jan. 13, 1973 $ 20.0 1976-1998

Jan. 13, 1973 27.0 1976-1998

Aug. 1, 1973 31.0 1977-1998

Sept. 1 , 1974 30.0 1978-1998

Feb. 1, 1975 40.3 1978-1998

Hay 1, 1975 42.0 1979-1999

Oct. 1, 1975 42.9 1978-1997

M a r . 1, 1976 40.0 1978-1993

July 1, 1976 40.0 1978-1993

Feb. 1, 1977 40.0 1979-1988

Oct. 1, 1977 40.0 1979-1988

Apr. 1, 1978 45.0 1980-1988

Jan. 1, 1979 40.0 1979-1989

May 1, 1979 60.0 1979-1989

July 1, 1980 125.0 1981-1990

A p r . 1, 1982 200.0 1983-1992

Nov. 1, 1982 185.0 1983-1992

Oct. 1, 1983 78.0 1984-1993

.verage 

■ ife in 

Years

Effective

Interest

Rate

Salomon
Brothers

Monthly

Average

Ratings (at 
the time of 

issuance) 
Moody's/ 

Standard 

-  & Poors

15 .3 5.12% 5.10% Baal/A

14.8 5.10 5.20 Baal/A

16.7 5.80 5.65 Baal/A

15.6 6.85 6.40 Al/A

14.6 5.98 6.10 A1/A+

15.1 6.52 6.40 A1/A+

12.5 6.85 6.00 A1/A+

9.5 5.86 5.30 A1/A+

9.5 5.80 5.15 A1/A+

9.5 5.08 4.50 A1/A+

7.0 4.50 4.45 A1/A+

7.0 4.86 4.85 A1/A+

5.5 5.52 5.50 A1/A+

5.5 5.59 5.30 A1/A+

5.5 5.76 5.50 Aa/AA-

5.0 9.98 10.25 Aa/AA-

5.0 7.72 7.50 Aa/AA-

5.0 7.47 7.20 Aa/AA-

Source: John Nuveen & Co., Alaska: A New L o o k , 1981; and Department of
Administration, Bonded Debt and Debt S e r v i c e , Fiscal Year 1984.

1/ Salomon Brothers Monthly Average is for "Good Grade" bonds of similar 

average maturity.
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14-1836 
D i e r d o r f f
2 / 12/86  ^

Fu nding I n f o r m a t i o non
General F u n d  289,500
Other Funds -0-

$386,289,500

IN THE SENATE B Y  F A H R E N K A M P

SENATE BILL NO.

IN THE L E G I S L A T U R E  OF THE STATE OF A L A S K A

F O U R T E E N T H  L E G I S L A T U R E  - SECOND SESSION

A  BILL

For an A c t  entitled: "An Act m a k i n g  special appropri ations to the state

BE IT E N A C T E D  BY THE L E G I S L A T U R E  OF THE STATE OF ALASKA:

* S e ction 1. The sum of $386,000,000 is approp r i a t e d  from the general 

fund to the state b o n d  comm ittee for the p u rpose of de feasing outs t a n d i n g  

general o b l i g a t i o n  bonds that were issued u n d e r  AS 37.15.010 - 37.15.220 

(State B o n d i n g  Act) b e f o r e  M a y  1, 1978.

* Sec. 2. The sum of $289,500, or as m u c h  of that amount as is n e c e s­

sary, is a p p r o p r i a t e d  from the general fund to the state b o n d  committee to 

admini s t e r  the p r o v i s i o n s  of sec. 1 of this Act and to p ay fees and e x­

penses i n c i dent to the defeas ance of outs ta n d i n g  general o b l i g a t i o n  bonds.

* Sec. 3. This Act takes effect July 1, 1986.

b o n d  committee for the p u rpose of defeasa nce of o u t­

standing general o b l i g a t i o n  bonds; and p r o v i d i n g  for 

an effective date."




