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March . 1983

The Honorable Mitchell E. Abood
Chairman, House State Affairs Committee
Alaska State Legislature

Pouch Y

Juneau, AK 99811

Re: HB 161

Dear Mr. Chairman

Enclosed you will find the Department of Reveni- 's response to
questions asked at the February 28, 1983 meeting of the House State
Affairs Committee pertaining to HB 161. | hope this information is what
your seek. If you would like any further information, please let me
know.

Sincerely,
Robert D. Heath
Commissioner of Revenue
RDH.mll
Enclosure



POSITION PAPER ON HOUSE BILL 161

"An act establishing a defeasance fund in the Department of Revenue
for the purpose of retiring State general obligation debt;
transferring a portion of the income of the Alaska Permanent Fund to

the defeasance fund and providing for an effective date."”

Tliis paper will explain certain aspects of a defeasance fund, highlight the
issues surrounding its creation and present the position of the Department of

Revenue.

A defeasance fund is a trust account which would be set up with an independent
third party trustee ouch as a national bank. This account would be used to
purchase a portfolio of securities whose maturities and cash flow income would
correspond to the principal and interest payments of the G.0. bonds which tre
being defeased. Once the fund is established, the debt service on these bonds
would not need to be appropriated from the General Fund.™ A schedule of the
yearly debt service ?n the pre-1978 bonds is attached. The reason the total
appropriation is lower than the balance due on the G.0. bonds is because of
the difference in interest rates which can presently be turned and the coupon

rates of the bonds.

The bill refers to G.0. debt issued before May 2, 1978. The reason 1is that in
1978 the Internal Revenue Service issued a ruling limiting the amount of
interest which can be earned on defeasance funds to the rate paid on the
bonds. Thus, defeasance on bonds issued after 1978 offer little financial

benefit.

In regard to the bill itself, the Department of Revenue sees possible legal
problems. HB 161 is a temporary bill in that it attempts to take the earnings
of the Permanent Fund for one year to create the defeasance fund. PP attempt

is made to repeal the current law governing the use of Permanent Fund income.

Debt service is now an automatic appropriation (AS 37.15.012 by 81 Ch.
100, SLA 1981).
-1-



The question must be addressed by law as to whether a temporary bill can

override substantive law.

Another legal question deals with interest earned on the defeasance fund. The
interest would go back into the fund by nature of the defeasance which could
be viewed as a dedication of funds. Alaska®"s constitution prohibits

dedication of funds. (Alaska Constitution Article IX, Section 7)

In analyzing ";ne financial feasibility of the bill, the rate of interest paid
on the G.0. bends (see schedule attached) and the current rate of interest on
investments must be compared. A majority of the bonds ere below 6% interest
and today"s market will pay 8 1/2% to 10% interest depending on the type of
security. Thus, there is little financial reason to pay off this low interest

debt sooner than the current schedule specifies.

Also, to create this defeasance fund will restrict future legislative

sessions”™ funding because once the fund is established, these monies are no

longer available for appropriation,

Another problem connected with showing a surplus of funds is our national
image. We are concerned that people in the "lower 48" may feel Alaska is not
sharing its wealth with the nation. (Per letter dated February 3, 1983 to

Representative Abood on this subject.)

The last point we wish to make concerns the status of future bonding issues.
If the State of Alaska has the surplus funds to set up a defeasance fund, the
IRS may view any future bond issues (at least for 18 months) as arbitrage
bonds and declare them taxable. This would increase the interest rate

considerably and could cost the State more money in interest payments.

For the reasons stated herein and in view of the Governor®s policy concerning
the use of Permanent Fund income, the Department of Revenue opposes HB 161.
Our recommendation would be to continue paying the bonds on their established

schedule.

Attachment
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OUTSTANDING BALANCE ON PRE-MAY.

JUNE 30. 1983

Rate of

Bond Title Interest

of Ak. Housing Bonds, 1958, Series A 3.00%
Ferries & Roads Bonds, 1961, Series A 3.82
"Composite 1/8/64 Sale””, Series L 3.56
Series B (1967 Issue) 3.75
Series C (1967 Issue) 3.75
First Series 4.50
Second Series 4.90
Series A 5.19
Series B 5.24
Series A 5.74
Series D (1966 Univ. of Ak.) 3.00
Series C 5.88
Series A 5.07
Series B 6.04
Series C 6.04
Series D 6.00
Series A 5.24
Series B 5.16
Series A 5.12
Series B 5.11
Series C 5.80
Series A 6.86
Series A 5.99
Series B 6.53
Series C 6.86
Series A 5.87
Series B 5.80
Series A 5.08
Series B 4.51

Series A (4/1/78) 4.87%

1978,

1978 G.O.

Principal

$ 310,000
6,130,000
565,000
7,277,000
1,156,000
9,190,000
8,550,000
5,375,000
4,250,000
3,575,000
1,380,000
3,100,000
10,285,000
14,520,000
2,95" 000
850,000
15,800,000
19,600,000
15,000,000
18,500,000
26,500,000
26,100,000
33,200,000
37,000,000
32,250,000
25,000,000
25,000,000
27,500,000
24,000,000
25,000.000

$429,913,000
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BONDS

Interest

$ 28,350
1,115,870
20,340
1,741,932
630,152
2,316,125
2,222,270
861,475
672,657
748,175
380,100
280,535
2,924,680
7,478,400
1,509,000
411,000
5,958,000
7,979,525
5,890,500
7,696,500
13,319,375
15,078,000
16,552,100
20,191,750
16,298,075
7,733,750
7,672,500
8,406,250
3,283,000
3.650.000

$163,050,386

Total

$ 338,350
7,245,870
585,340
9,018,932
1,786,152
11,506,125
10,772,,270
6,236,475
4,922,657
4,323,175
1,760,100
3,380,535
13,209,680
21,998,400
4,459,000
1,261,000
21.758,000
27,579,525
20,890,500
26,196,500
39,819,375
41,178,000
49,752,100
57,191,750
48,548,075
32,733,750
32,672,500
35,906,250
27,283,000
28.650.000

t592.963.386



DEBT SERVICE ON OUTSTANDING G.0O. BONDS BY YEAR
Debt Service

Years Ended on pre 5/78
June 30 Principal Interest Total Bonds
1984 $100,175,000 $63,240,329 $163,415,329 $60,539,165
1985 100,060,000 56,149,274 156,209,274 58,370,860
1986 101,465,000 49,119,762 150,584,762 57,707,763
1987 100,580,000 42,22V 846 142,809,846 54,769,221
1988 100,885,000 35,449,255 136,334,255 53,044,505
1989 95,927,000 28,547,971 124,474,971 46,006,721
1990 87,760,000 22,063,090 109,823,090 40,131,590
1991 69,699,000 15,870,180 85,569,180 38,947,430
1992 48,349,000 10,523,425 58,0/2,425 38,152,425
1993 43,563,000 7,396,987 50,959,987 31,719,987
1994 20,598,000 5,219,975 25,817,975 25,817,975
1995 19,096,000 3,987,625 23,083,625 23,083,625
1996 18,610,000 2,864,412 21,474,412 21,474,412
1997 14,865,000 1,800,418 16,665,418 16,665,419
1998 13,380,000 1,008,193 14,388,193 14,388,194
1999 8,640,000 368,931 9,008,931 9,008,931
2000 2.531.000 69.081 2.600.081 2.600.081
June 30, $946,183,000 $345,908,754 $1,292,091,754 $592,428,304



PRELIMINARY STATEMENT OF FISCAL IMPACTdJU _J21 1% A

Bill Me: HB 161 Date on Bill: 2/4/83
Title:"An act establishing a defeasance fund in the Dept, of Rpv.
Sponsor: Ward & Liska

Requestor:House State Affairs Committee

1. Estimated fiscal impacts on:

a. Expenditures:

| | FY 83 | FY 8 | FY 8 1 FY 86 1
iCapital ! From P.F. 1 1
10perating 1S100.000 (-363.0 mil . -U.5 mill. L
ITotal 1S100.000 ITo Def. Fuid “ ! 1
+363.0 mill. +14.5 mill

b. Revenues:
Revenue

2. Source of funds to offset fiscal impact of bill:

Permanent Fund Earnings

\i
- c My

3. Assumptions:
The $100,000 is for Financial Advising and legal fees related to establishment of the
fund. The $377,000,000 is a transfer of monies from the Permanent Fund earnings account
to the Defeasance Fund. This transfer is made over two fiscal years. Once the Fund has
been established, the G.0. bond debt of $654,000,000 before May of 1978 can be deducted
from the State's bocks. The Defeasance Fund would reduce the appropriation to the Strte
debt service by $60,539,000 in FY 84, $58,371,000 in FY 85, and 57,708,000 in FY 86.

Creation of this Fund would eliminate the Permanent Fund dividend,-’inflation proofing,

and undistributed accounts for FY 83.
,r

» Disclaimer:
This statement has not been reviewed by the OMB in the Office of the Governor. It there
fore does not represent the final estimate of fiscal impact.

Prepared By:_ Phone:

Division: Date:

Approved .by Cpjomissioner: L) M 't Date: 3/]0 183
Department: AonL

5. Distribution:
Original to Legislative Finance
Copy to OMmB
Copy to Sponsor
Copy to Requestor 2/15/83
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S I IVI BILL SHEFFIELD, GOVERNOR

IJEPARTMENT OF REVENUE _  eouows .
OFFICE OF THE COHMISSIOHER J E’El%NE: '13%71 465-2

March $f, 1983

The Honorable Mitchell E. Abood
Chairman, House State Affairs Committee
Alaska State Legislature

Pouch V

Juneau, AK 99811

Re: HB 161

Dear Mr. Chairman:

Enclosed you will find the Department of Revenue's response to
questions asked at the February 28, 1983 meeting of the House State
Affairs Committee pertaining to HB 161. | hope this information is what
your seek. If you would like any further information, please let me
know.

Sincerely,—
/
Robert D. Heath
Commissioner of Revenue
RDH:mll
Enclosure



POSITION PAPER ON HOUSE BILL 161

"An act establishing a defeasance fund in the Department of Revenue
for the purpose of retiring State general obligation debt;
transferring a portion of the income of the Alaska Permanent Fund to

the defeasance fund and providing for an effective d"te."

This paper will explain certain aspects of a defeasance fund, highlight the
issues surrounding its creation and present the position of the Department of

Revenue.

A defeasance fund is a trust account which would be set up with an independent
third party trustee such os a national bank. This account would be used to
purchase a portfolio of securities whose maturities and cash flow income would
correspond to the principal and interest payments of the G.0. bonds which are
being defeased. Once the fund is established, the debt service on these bonds
would not need to be appropriated from the General Fund."** A schedule of the
yearly debt service on the pre-1978 bonds is attached. The reason the total
appropriation is lower than the balance due on the G.0. bonds is because of
the difference in interest rates which can presently be earned and the coupon

rates of the bonds.

The bill refers to G.0. debt issued before May 2, 1978. The reason is \.hat in
1978 the Internal Revenue Service issued a ruling limiting the amount of
interest which can be earned on defeasance funds to the rate paid on the
bonds. Thus, defeasance on bonds issued after 1978 offer little financial

benefit.

In regard to the bill itself, the Department of Revenue sees possible legal
problems. HB 161 is a temporary bill in that it attempts to take the earnings
of the Permanent Fund for one year to create the defeasance fund. No attempt

is made to repeal the current law governing the use of Permanent Fund income.

Debt service 1is now an automatic appropriation (AS 37.15.012 by &1 Ch.
100, SLA 1981).
-1-



The question must be addressed by law as to whether a temporary bill can

override substantive law.

Another legal question deals with interest earned on the defeasance fund. The
interest would go back into the fund by nature of the defeasance which could
be viewed as a dedication of funds. Alaska®"s constitution prohibits

dedication of fundr,. (Alaska Constitution Article IX, Section 7)

In analyzing the financial feasibility of the bill, the rate of interest paid
on the G.0. bonds (see schedule attached) and the current rate of interest on
investments must be compared. A majority of the bonds are below 6% interest
and today"s market will pay 8 1/2% to 10% interest depending on the type of
security. Thus, there is little financial reason to pay off this low interest

debt sooner than the current schedule specifies.

Also, to create this defeasance fund will restrict future legislative
sessions®” funding because once the fund is established, these monies are no

longer available for appropriation.

Another problem connected with showing a surplus of funds 1is our national
image. We are concerned that people in the "lower 48" may feel Alaska is not
sharing its wealth with the nation. (Per letter dated February 3, 1983 to

Representative Abood on this subject.)

The last point we wish to make concerns the status of future bonding issues.
If the State of Alaska has the surplus funds to set up a defeasance fund, the
IRS may view any future bond issues (at least for 18 months) as arbitrage
bonds and declare them taxable. This would increase the interest rate

considerably and could cost th< State more money 1in interest payments.

For the reasons stated herein and in view of the Governor ™ policy concerning
the use of Permanent Fund income, the Department of Revenue opposes HB 161.
Our recommendation would be to continue paying the bonds on their established

schedule.

Attachment
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OUTSTANDING BALANCE ON PRE-MAY.

JUNE 30. 1983

Rate of

Bond Title Interest

of Ak. Housing Bonds, 1958, Series A 3.00%
Ferries & Roads Bonds, 1961, Series A 3.82
"Composite 1/8/64 Sale"™, Series L 3.56
Series B (1967 Issue) 3.75
Series C (1967 Issue) 3.75
First Series 4.50
Second Series 4.90
Series A 5.19
Series B 5.24
Series A 5.74
Series D (1966 Univ. of Ak.) 3.00
Series C 5.88
Series A 5.07
Series B 6.04
Series C 6.04
Series D 6.00
Series A 5.24
Series B 5.16
Series A 5.12
Series B 5.11
Series C 5.80
Series A 6.86
Series A 5.99
Series B 6.53
Series C 6.86
Series A 5.87
Series B 5.80
Series A 5.08
Series B 4.51

Series A (4/1/78) 4.87%

1978,

1978 G.O.

Principal

$ 310,000
6,130,000
565,000
7,277,000
1,156,000
9,190,000
8,550,000
5,375,000
4,250,000
3,575,000
1,380,000
3,100,000
10,285,000
14,520,000
2,950,000
850,000
15,800,000
19,600,000
15,000,000
18,500 ,,000
26,500,000
26,100,000
33,200,000
37,000,000
32,250,000
25,000,000
25,000,000
27,500,000
24,000,000
25.000.000

$429,913,000

BONDS

Interest

$ 28,350
1,115,870
20,340
1,741,932
630,152
2,316,125
2,222,270
861,475
672,657
748,175
380,100
280,535
2,924,680
7,478,400
1,509,000
411,000
5,958,000
7,979,525
5,890,500
7,696,500
13,319,375
15,078,000
16,552,100
20,191,750
16,298,075
7,733,750
7,672,500
8,406,250
3,283,000
3.650.000

$163,050,386

Total

$ 338,350
7,245,870
585,340
9,018,932
1,786,152
11,506,125
10,772,270
6r236,475
4,922,657
4,323,175
1,760,100
3,380,535
13,209,680
21,998,400
4,459,000
1,261,000
21,758,000
27,579,525
20,890,500
26,196,500
39,819,375
41,178,000
49,752,100
57,191,750
48,548,075
32,733,750
32,672,500
35,906,250
27,283,000
28.650.000

$592 ,963.386



DEBT SERVICE ON OUTSTANDING G.0. BONDS BY YEAR
Debt Service

Years Ended on pre 5/78
June 30 Princioal Interest Total Bonds
1984 $100,175,000 $63,240,329 $163,415,329 $60,539,165
1985 100,060,000 56,149,274 156,209,274 58,370,860
1986 101,465,000 49,119,762 150,584,762 57,707,763
1987 100,580,000 42,229,846 142,809,846 54,769,221
1988 100,885,000 35,449,255 136,334,255 53,044,505
1989 95,927,000 28,547,971 124,474,971 46,006,721
1990 87,760,000 22,063,090 109,823,090 40,131,590
1991 69,699,000 15,870,180 85,569,180 38,947,430
1992 48,349,000 10,523,425 58,872,425 38,152,425
1993 43,563,000 7,396,987 50,959,987 31,719,987
1994 20,598,000 5,219,975 25,817,975 25,817,975
1995 19,096,000 3,987,625 23,083,625 23,083,625
1996 18,610,000 2,864,412 21,4745 412 21,474,412
1997 14,865,000 1.800,418 16,665,418 16,665,419
1998 13,380,000 1,008,193 14,388,193 14,388,194
1999 8 640,000 368,931 9,008,931 9,008,931
2000 2,3J1.000 69.081 2.600.081 2.600.081
June 30, $946,183,000 $345,908,754 $1,292,091,754 $592,428,304
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I.  Summary and Opinion

Alaska has a land area one-fifth the size of the continental United
States, but the total population is smaller than that of the city of Seattle and
is chiefly clustered in a handful of urban areas. Migration from the "Lower 48"
states has been successively drawn to Alaska by the gold rush, military build-ups
during two World Wars and, most recently, North Slope oil.

Since the completion of the Trans Alaska Pipeline that runs from the
North Slope oil fields to the southern port of Valdez, the oil and gas industry
has overshadowed all other Alaskan industries in terms of revenue produced.
Four-fifths of total General Fund revenues come from oil and gas taxes, rents,
royalties and bonuses. With U.S. decontrol of oil prices at the end of the 1970s,
Alaskan revenues soared. During the past; year, however, world oil prices have
weakened, lowering State revenues and reversing the earlier rising trend in
General Fund balances.

Alaskans are conscious of the sensitivity of their economy to fluc-
tuations in world demand for Alaska's depletable resources. In 1976 the voters had
the foresight to approve a State constitutional amendment creating a Permanent
Fund to receive and maintain in perpetuity a large share of oil and gas industry
payments to the State. In Fiscal 1981 and 1982 large transfers from the General
Fund were appropriated to the Permanent Fund,, over and above the direct oil and
gas revenue payments that are constitutionally mandated. Earned investment in-
come from the Permanent Fund (which now aggregates over $3 billion) supplies
significant supplementary revenue to the General Fund.

Alaskan general expenditures normally include a large amount of capital
outlays, as may be expected in an underdeveloped land experiencing rapid economic
growth. Conventtona.b;cap.tta.r.ff'nancTrig. through bond issuance has'also..been re-ji
lative.Ty.large." As:a,consequence; per.capita tax-supported:State-debt is over
ten.times that of.the median-' statej, and.debt.is..very high, relative, to- personal/
income. However, these measures of ability to pay are at present irrelevant for
Alaska, since almost all State revenues are derived directly from minerals pro-
duction and processing. General obligation.bond maturities are timed to .match.,/
projected, depletion of petroleum resources,; and by that time new. petroleum-and
non-petroleum mineral resources, are likely to have been developed®. The in-
stability of petroleum prices remains a cloud on the short run horizon because
of the dependence of State revenues on oil and gas earnings.

On the basis of all of these considerations, we rate the State of
Alaska in the mid-range of the ™"double.l A" (AA) quality rating scale.

Key Statistical Comparisons: Alaska and U.S., 1980

Alaska U.s.
Population 401,851 226,545,805
Per capita personal income $12,790 $9,521
% employed in government (1978) 39.0% 17.9%
Unemployment rate (1981) 9.3% 7.6%
Total State revenue per capita $ 8,064 $1,223
% General Fund revenue from oil & gas industry (1981) 81.0% NA
Total State expenditure per capita $ 5,058 $1,138a
Tax-related State debt per capita (1982) $ 2,314 $ 203
Debt service as % of total revenue (1981) 2.3% 4.0%
aMoody®s state median
BACHE: AA
MOODY'S: Aa

STANDARD & POOR'S AA-
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Year

1950
1960
1970
1980
1990
2000

II.  Demographic and Economic Trends
POPULATION AND LAND OWNERSHIP

Between roughly B.C. 20,000 and A.D. 1700 Alaska was populated by
only a few thousand Indians and Eskimos, descendants of Ice Age migrants who
had crossed the Bering Strait land bridge while the sea was captured by the
expansive Polar Ice Cap. The advent of Russian fur-traders brought the first
Europeans to the land. In 1867 the Russian claim was sold to the United States,
and only 23 years ago, in 1959, Alaska achieved Statehood. Even now, however,
on a land area one-fifth the size of the continental United States, the entire
population is only slightly over 400,000, a population smaller than that of the
city of Seattle.

Table 1. Alaska and U.S. Decennial Population: Actual 1950-1980
and Projected 1990-2000

Alaska Alaska u.sS. U.S. Alaska,
Population % Change Population % Change U.s.
128,643 151,325,798 0.1%
226,167 75.8% 179,323,175 18.5% 0.1
302,583 33.8 203,302,031 13.4 0.2
401,851a 32.8 226,545,805 11.4 0.2
532,000 32.4 247,859,000 .9.4 0.2
665,000 e 25.0 264,726,000 6.8 0.3
Revised 1980 Census figure, September, 1981.
Sources: Decennial Census Figures from Bureau of the Census, "Census of
Population and Housing: Alaska"™ (September, 1981 and "Number of
Inhabitants - Alaska"™; 1990 and 2000 adjusted projections from
Regional Economic Analysis Division, Bureau of Economic
Analysis, U.S. Department of Commerce.
New arrivals from the "Lower 48" have come to Alaska in accordion-like
waves. Until 1880 the non-native population of Alaska still consisted primarily
of fur traders. In 1880, however, Richard Harris and Joe Juneau discovered gold

in the Southeast Panhandle below Canada's Yukon Territory, and the first large
wave of white migration began.* The gold rush was over by the early 20th century,
and although the territorial capital was transferred from Sitka to the

new city of Juneau in 1900, Juneau's population remains less than 20,000. It
will become smaller still if the capital is moved to Willow, north of Anchorage,
as approved in a 1976 State-wide referendum but subject to a confirming refer-
endum in November, 1982.

*As a result of the gold rush, Juneau was the first city to be founded in
Alaska since its purchase from Russia.
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The establishment of military bases in Alaska during the two World
Wars brought more inhabitants from the mainland. Military installations in
Anchorage, on the south-central coast of Alaska, and Fairbanks in the interior
are but one of the elements that have made these cities the two largest in the
State. The 1980 population of Anchorage was 173,017, or 43% of the State total,
and the population of Fairbanks was 22,645. The most recent wave of migration
to Alaska, attracted by the huge North Slope oil find in 1968, has helped to
swell the population of Fairbanks, a major supply depot and staging point for
the North Slope. All told, successive waves of migration from the Lower 48
have brought the non-native population up to 77% of the total, most of it
clustered in a handful of urban areas.

The Statehood Act of 1958 granted Alaska the rightto select 103.4
million acres as State lands — 27% of the total area of the State — subject
to the claims of the native Eskimos, Aleuts and Indians. The Alaska Native
Claims Settlement Act of 1971 delayed State land selection until thirteen
regional Native Corporations were established and had selected their own 44
million acres (including subsurface rights), 12% of the total land area. Under
the terms of the Settlement Act, the Native Corporations have also received
$462 million from the Federal Government and joint payment by the Federal and
State governments of $500 million derived from royalties, rentals and bonuses
related to mineral production. Monetary payments were completed in 1981, but
land selection is still under way.

A further restraint on Alaskan State land selection is the Alaska
National Interest Lands Conservation Act of 1980 (the 'Lands Act"™) which set
aside 120 million acres (32% of the total Alaskan land area) for National Parks,
refuges and other conservation systems.

When State and Native selection has been completed, the Federal
Government will still own about 60% of the total Alaskan land area. Beyond
the land area proper, however, the State has received an estimated 35 to 45
million acres of submerged territory, some of which contains producing oil
and gas fields or has high potential for such production.
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INDUSTRY AND EMPLOYMENT

however,

The oil and gas industry overshadows all other
in terms of revenue produced. When

Alaskan industries

measured in cerms of total employment,
the predominant industry in Alaska is government. Almost two-fifths

of the employed labor force is in the government sector

Table 2
Industry
1978
Trade 14.8%
Services 17.1
Government 39.0
Manufacturing 5.7
Construction 6.7
Finance n 4.3
Transportation 8.1
Agriculture 1.4
Mining 2.9
Total&* 100.0

Alaska and U.S.
Actual

Alaska
1990
17.5%

20.9
31.6

Wk N 01O o1
~NOoO B b~ D

100.0

AFinance, Insurance: an

Transportation,
Agricultural Services,

~Farrn,

2000

19.7%
23.
27.

Wk N o
~NFPNO PR WwNOoO

100.0

(Table 2).

Employment Distribution by Industry:
1978 and Projected 1990 and 2000

U.S.
1978 1990
21.2% 21.8%
20.4 22.4
17.9 16.4
20.7 19.8
5.3 5.4
5.1 5.7
5.1 4.9
3.4 2.6
0.9 0.9
100.0 100.0

d Real Estate

Forestry,

Communication and Public Utilities
Fisheries and Other

Columns may not sum to 100% due to rounding

Juneau is the official

Source: Survey of Current Business (November, 1980)

pp-

56 and 70.

seat of State government, and the economy

of the Southeast region, where Juneau is located, is heavily dependent upon
estry, tourism and trade are also impor-

government employment. Fishing, for

tant to the region,

a fall-off in construction activity

timber and pulp.

stantial

New mineral
employment opportunities by the mid-1980s.

production

although at present the forestry

industry is depressed by

in Japan, the prime market for Alaskan

in the Southeast may provide sub-
A silver-zinc-lead mine

near Juneau and a molybdenum mine near Ketchikan are expected to be operative
problems are worked out.

in a few years,

thriving city of Anchorage,
city is an important seaport,
and international

as environmental and

financial

Two time zones westward from Juneau cn the southern coast is the

many of the national

and natural
Force Base.

located

in Anchorage.

gas development,
Although Juneau is the

Governmental

the financial

and commercial
an air transportation center, headquarters for
firms participating in North Slope oil
and the site of Fort Richardson and Elmendorf Air

hub of Alaska. The

2000

22.
23.
15.

100.

capital, many State government offices are
including the 2800 civilians

operations,
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employed at Federal military installations, accounted for an estimated 27% of
total wage and salary jobs in Anchorage in 1980, a high percentage by average
U.S. standards, but a lower dependency on government employment than in the
other two major Alaskan cities.

Anchorage is at the center of a growing and diversified region of
Alaska. The Kenai Peninsula forms the southeastern coast of Cook Inlet, the
200-mile long entrance tothe port of Anchorage. O0Oil and gas production and
refining on the Peninsulaand in Cook Inlet account for about 50% of the
Kenai tax base; the Kenai National Moose Range provides an example of "compatible
use" between a wildlife preserve and the first oil field in Alaska. At the
southern end of the Peninsula is the port of Seward on the Gulf of Alaska, the
southern terminus of the 470-mile long Federally owned Alaska Railroad which
runs north to Anchorage, on through the agricultural Matanuska-Susitna
("MatSu") river valleys where a giant hydroelectric plant may eventually be
built, through Mt. McKinley National Park past the highest mountain in North
America, and past the Nenana coal field with the only operating mine in a
State that has purported coal reserves of almost 2 trillion tons. The northern
terminus of the railroad is Fairbanks.

In addition to being a government and military center (Fort Wainwright,
Fort Greeley and Eilson Air Force Base) and host to the main campus of the
University of Alaska, Fairbanks is the service and distribution center for the
interior and northern portions of the State. It has both benefited and suffered
from the construction of the Trans Alaska oil pipeline that runs from the
Arctic Ocean to the port of Valdez, just east of the Kenai Peninsula. Fairbanks
benefited from the trade and employment generated by pipeline construction
activity during the mid-1970s. But with the completion of the line in 1977,
unemployed construction workers flooded into the city looking for work.

Even before completion of the oil pipeline, Fairbanks in particular
and Alaska in general experienced high unemployment rates. The climate
and the predominance of outdoor or seasonal productive activities
like fisning, mining, drilling, lumbering and construction work cause un-
employment to be exceedingly high for many months each year. More importantly,
chronic rather than seasonal unemployment is caused by the widespread impression
in the Lower 48 that jobs and wealth are available in plenty in Alaska. The
result is that job-seekers, often with the wrong skills, pour into Alaska in
greater numbers than can be accommodated. Except for 1975, one of the years of major
pipeline construction, the average annual unemployment rate in Alaska has
been above the national average since 1970, and frequently highest in the nation.
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Table 3. Average Annual Unemployment Rate, Alaska and U.S.

Alaska U.sS.
1970 10.3% 4.9%
1971 11.9 5.9
1972 10.4 5.6
1973 10.4 4.9
1974 10.5 5.6
1975 6.9 8.5
1976 8.0 7.7
1977 9.4 7.0
1978 11.2 6.0
1979 9.2 5.8
1980 9.7, 7.1
1981 9.3* 7.6

Preliminary figure.

Source: U.S. Bureau of Labor Statistics;
U.S. Bureau of the Census, Statistical
Abstract of the United States, for 1970-74
Alaskan unemployment rates.

Since the completion of the Trans Alaska oil pipeline, North Slope
petroleum production has been a major factor in the Alaskan economy. Pipe-
line capacity increased from 720,000 barrels per day in 1977 to 1.5 million
barrels per day in 1980. Maximum design capacity is 2 million barrels per
day. In the older Kenai fields, oil production averaqges 100,000 barrels per
day. It has been conservatively estimated that at least one-third of the
labor force employed in Alaska is in one way or another dependent on the
petroleum industry.* This estimate takes into account the fact that approxi-
mately ... of State government revenues are derived from oil and gas taxes,
rents and royalties. Thus in the near term Alaska's economic strength and
State financial resources will be greatly influenced by trends in the world
price of petroleum. In the longer run, new mining operations, oil and gas
field discoveries and increased earnings from the Permanent Fund of accumulated
set-asides from the State's mineral-based revenues are expected to extend the
benefits of Alaska's depletable wealth far into the future.

PROSPECTS FOR ALASKAN MINERAL DEVELOPMENT

With the 1968 discovery of a large oil and gas reservoir near
Prudhoe Bay on the North Slope of the Brooks Mountain Range, Alaska jumped
to second place among the states in oil reserves and third place in natural
gas. The principal Prudhoe Bay reservoir, with remaining recoverable reserves
of approximately 8.4 billion barrels of oil and 27 trillion cubic feet of gas,
is larger than any oil field previously round in North America. Prudhoe Bay
oil currently supplies almost one-fifth of total U.S. oil production.

*Alaska Office of the Governor, The Alaska Economic Information and Reporting
System (Quarterly Report, October 1981).

—7-
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West of Prudhoe Bay on the North Slope, the Kuparuk field began
operating in December, 1981. It is now producing 80,000 barrels per day and
is expected to reach 250,000 barrels per day by 1986. Known recoverable re-
serves at Kuparuk are close to a billion barrels: total Kuparuk reserves are
estimated at 4-5 billion barrels.

Additional substantial oil finds are also anticipated in the State-
owned shallow waters of the Beaufort Sea to the east of Prudhoe Bay, but for-
mations here have yet to be proven.

At the present time the natural gas produced in conjunction with Nortl
Slope oil operations is being injected back into the Prudhoe Bay reservoir. A
project to pipe the gas through Canada along the Alcan Highway to the Lower 48
has been devised, an agreement between the U.S. and Canada was concluded
in 1977, and gas is already flowing from Canada to the Wester; U.S. through
completed segments. If the entire pipeline is completed, the Alaskan Natural
Gas Transportation System .vould be the largest privately financed project ever
undertaken in the world. Certain enabling legislation, including a waiver
package to permit precompletion billing, rolled-in pricing, producer equity
participation and other conditions submitted by the pipeline sponsors has
been passed by Congress, but escalating cost estimates and financing
problems continue to cause delay. Recent weakness in world petroleum prices
has raised additional doubts about the profitability of investing in the high-
cost Alaskan segment.

Alaskan non-petroleum mineral development was held up for many years
by uncertainties about land ownership, but Congressional passage of the Lands
Act in 1980 cleared the way for accelerated development. The largest of the
projects now proceeding involves exploitation of an estimated 2 billion pound
deposit of molybdenum sulfide located 75 miles from Ketchikan in the Southeast.
Production startup is currently scheduled for 1987.

Coal reserves in Alaska are estimated as high as 1.9 trillion tons.
Most Alaskan coal is found in four areas of the State: on the North Slope, in
the Nenana field south of Fairbanks, in the Susitna River Basin north cf
Anchorage and on the southeastern side of the Alaska Peninsula (including the
northwestern shore of Cook Inlet). The North Slope alone is estimated to con-
tain 1.8 trillion tons of coal, but 83% of the proven resources occur in the
other areas, chiefly the Nenana field where the producing Usibelli mine is located
and the Beluga field on Cook Inlet. Compared to the coal of Montana ar.d
Wyoming, Alaskan coal is slightly lower in sulfur content but also lower in
heating value and much higher in ash and moisture content. The chief ad-
vantage over mainland coal of proven Alaskan reserves is relative nearness to
marine ports and to Far Eastern markets, thus compensating for lower quality
with lower transportation costs.
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Ill. Fiscal Trends

Alaskan State revenues are strongly dependent on the world price
of petroleum. During the late 1970s, as oil prices rose so did State revenues.
However, weakening oil prices during the past two years have generated net
deficits in the State budget and reduced the large General Fund balances that
had accumulated by 1980. The Governor has therefore recommended that State
appropriations be cut back in Fiscal 1983.

Because of the projected decrease in oil and gas revenues, coupled
with a large relative amount of outstanding tax-supported debt, the Governor's
Fiscal 1983 budget also recommends that further general obligation borrowing
be suspended during the next two fiscal .years, and that capital outlays be
financed solely from general revenues. Fortunately, voters had the foresight
in 1976 to approve a constitutional aiendment creating a Permanent Fund which
receives a large percentage of mineral-based State revenues.* The principal
of the Fund is constitutionally required to be maintained in perpetuity;*>*
investment earnings from the Permanent Fund, however, are transferred to the
General Fund and c;re available for capital as well as operating expenditures.***
Income from the Permanent Fund should enable the State to implement the Governor's
Fiscal 1983 budget recommendations.****

*The original amendment provided that at least 25" of all mineral lease
rentals, royalties, royalty sale proceeds, Federal mineral revenue
sharing payments and bonuses received by tne State be olaced in the
Permanent Fur.d. subsequent legislation increased the Permanent Fund's
share to 50% for rents and royalties on mineral leases issued after
December 1, 1979 and to 50% for bonuses on mineral leases issued after
February 15, 1980. The principal balance of the Permanent Fund as of
December 31, 1981 totaled $2,960,670,000, including a required deposit
of nearly $1.3 billion during Fiscal 1981 and a special appropriation

of $900 million from the General Fund. A second legislative appropriation
to the Permanent Fund of $1.8 billion requires that at least $1.4 billion
be transfer*"d duringFiscal 1982 and any remainder during Fiscal 1983.

**No systematic prescription for maintaining the value of the principal in
terms of real purchasing power has yet been adopted.

***permarient Fund income is unlikely to be available for debt service .‘ecause
of U.S. Internal Revenue Service arbitrage rules. (See also Revenue
Ruling 82-101, issued by the IRS on April" 30, 1982, in connection with in-
direct srpport for Stateof Alabama G.0. bonds by income from the State's
Heritage Trust, an oil and gas revenue trust fund similar to the Alaska
Permanent Fund.)

****The 1980 Legislature appropriated 50% of distributable Permanent Fund income
as a direct dividend payment to Alaskan residents based on length of State
residency. However, the legislation has been challenged on constitutional
grounds and has not yet been implemented pending a decision by the U.S.
Supreme Court. The recent drop in oil-related revenues may induce re-
consideration of the proportional allocation of Permanent Fund income be-
tween private and public purposes.
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REVENUES, EXPENDITURES AND FUND BALANCES

Because of a State constitutional prohibition against dedicating
the proceeds of State taxes and licenses, appropriations from the General
Fund are required for almost every program in Alaska. General Fund revenues
increased strongly in Fiscal 1980 and Fiscal 1981, and responsive increases
in spending were legislated for Fiscal 1981 and Fiscal 1982. A drop in
projected revenues for Fiscal 1982 presages a large decrease in the General
Fund balance, although the total will still be substantial (Table 4).

Table 4. State of Alaska General Fund Revenues, Expenditures
and Balances, Fiscal 1977-82

(Millions of Dollars) January
Projection
FY 1977 FY 1978 FY 1979 FY 1980 FY 1981 FY 1982
Total Receipts $1,206 $1,099 $1,41>8 $2,793 $4,500 $4,336,
Total Expenditures 1,036 1,097 1.236 1,477 4,613 5,259
Ending General Fund
nalance 760 761 984 2,300 2,187 1,264

~State of Alaska fiscal year runs from July 1 to June 30.
Includes $1.4 billion appropriated for trc"Psfer to the Permanent Fund over and above the
constitutionally mandated amount.

Sources; State of Alaska Official Statement, February 26, 1982, and
Alaska Executive Budget Fiscal 1983.

Sources of State revenue, detailed in Table 5, are predominantly
oil and gas-related. The State has no sales tax. The State personal income
tax was repealed in September, 1980, retroactive to calendar year 1979, and
income taxes already paid or withheld were refunded in Fiscal 1981. Table 6
highlights the sharp contrast between Alaskan revenue sources and the U.S.
average distribution. Alaska receives negligible sales tax revenue (none at
the State level) and transfer payments fron the Federal Government provide a
relatively small proportion of the total.* The Alaskan revenue distribution
is clearly overwhelmed by oil and gas corporate** and severance taxes,***
royalties, leases and bonus payments from the sale of mineral leaseholds.

*Alaska, however, receives a larger amount of Federal outlays than its
citizens pay to the Federal Government in taxes. U.S. Department of
Interior expenditures in Alaska were fourth highest among the states
in 1979 and Federal defense is also a prime source of Alaskan income.
In 1979, U.S. Department of Defense expenditures in Alaska were over
$1,500 per resident, three times the national average.

**The constitutionality of the oil and gas corporation income tax is under
litigation but the companies continue to pay the tax under protest. An
adverse court ruling could require repayment of more than $1 billion.
Furthermore, recent legislation has significantly reduced the future
amounts that will he derived from this tax.

***0il and gas severance taxes were raised in Fiscal 1982 according to a

phased-in formula, and the severance tax was extended to other mineral

production.
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Table 5. Alaska

Unrestricted Revenue

Taxes
0il 6 Cos Corporace Income*1

0il 6 Gas Production

Petroleum Real Property

0il 6 Gas Reserves

Individual Income

Ochet Corporace Income

Fuel

Fish

Ocher Taxes

Natural Resource Revenues
0il S Gas Royalties
Sale of Scace Land
Fedaral
Lease Rencals,
Ocher Nacural

Othor Unrescrlccr™- Revenues
Interest Earned
Licenses 4 Pernlcs
Transportation Foes
Ocher

Rescrlcced Revenue
Federal Crants-In-Ald
Other Rascrlcced Revenue

TOTAL CENERAL FUND REVENUE
INTERAGENCY RECEIPTS
NET TRANSFERS 4 ADJUSTMENTS

TOTAL CENERAL FUND NET RECEIPTS

Operating Expendlcurea
(Current FY Appropriations)
Educadon
Social Services
Health
Nacural Reaourcos
Public Protection
Adalnlacratlon of Jueclca
Development
Transportation
Genoral Government

Capital Expandlturea
(Current FY Approorlaclone)
Educaclon
Social Sarvlcee
Health
Nacural Raaourcaa
Public Procecdon
Administration of
Development
Transportation
Ceneral Government

Jueclca

TOTAL GENERAL FUND EXPENDITURES OF
CURRENT FY APPROPRIATIONS
EXPENDITURES OF PRIOR FY APPROPRIAT

TOTAL CENERAL FUND EXPENDITURES

EXCESS (DEFICIENCY) OP RECEIPTS
OVER EXPENDITURES

""Tha “separata accounting™”
modified ef(active January
candy
. that
.Severance Tax.

Shared Resource Revenues
Bonuses & Royalties
Resource Revenues

General Fund Recelocs and Exoendlcures, Fiscal 1977-81
(Millions of Dollars)

FY 77 FY 73 FY 79 FY 30 FY 31
S 877 S 768 S1.117 52.467 §3.702
752 542 799 1.411 2.293

- - 233 547 360

24 108 174 506 1,170
139 1/j 163 169 144
271 - —_
210 146 117 100 7d
36 34 25 13 39

20 23 22 26 23

4 6 12 15 21

48 53 53 29 29

45 139 207 339 1.150

34 127 138 506 1,113

2 2 3 4 4

1 4 4 5, 9

4 2 2 320% 12

3 3 4 4 6

81 88 m 218 259

37 43 59 1 154

13 19 20 [p 21

18 16 20 22 25

3 10 13 30 59

244 246 235 242 219
230 233 220 2 201
15 13 14 18 13
1,122 1,014 1,352 2,709 3,921
65 59 74 72 153

20 25 33 12 426
1,206 1,099 1,458 2,733 4,500
778 353 983 1,126 3,129
306 333 339 440 356
90 101 114 131 167

47 61 71 73 100

59 63 63 83 118

20 25 26 29 36

67 71 80 35 101

41 43 50 63 162

97 96 113 130 132

51 61 71 86 1,737*
190 132 178 249 1,370

6 3 25 50 51

1 negligible 1 a 6

2 1 1 1 6

5 4 8 18 42
nugllglbla  negligible 3 2 3
1 1 1 1 9

6 7 3 39 403

135 147 104 92

34 18 28 55 g;%h
949 1035 1,161 1,3*0 4,499
I0NS1 68 62 75 101 114
1,036 1,097 1,236 1,477 4,b13
170 2 222 1,316 (113)

1932,
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Increased the severance cax.

and pipeline

Income to Alaaka hae bean
slgnlfl-

largely offset ty 1981
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Individual Income cax waa repaalad In leptembar, 1980, and will
?Includaa Inauranca Pretnlua, Alcoholic Beverage Tax, Bualnarn License Tax, Cigarette Tax.
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Table 6. Fiscal 1980 State Revenue Comparisons: Alaska and U.S. Average
Alaska U.sS.
State & States &
State Localities States Localities
Revenue ($Millions)a , 3,230 3,846 276,962 451,537
Distribution by Source (%):
Federal Government 12% 11% 22% 18%
Property Tax 5 9 1 15
General Sales Tax - 1 16 11
Motor Fuels Tax 1 1 4
Motor Vehicle License negligible negligible 2 .
Income Tax (Personal & Corporate) 21 17 18
Other Taxc 18 15 9
Fees 3 5 6 10
Interest 6 6 3 4
Insurance Trust Revenue 7 6 14 10
Liquor Store Revenue - negligible 1 1
Utility Revenue - 1 negligible 5
Other 28 26 2 3
Tax Revenue per capita0 $3,590 $4,184 $ 605 $ 987
Total Revenue per capita 8,064 9,603 1,223 1,993
Tax Revenue per $1000
personal income 280 326 63 * 103
Total Revenue per,$1000
personal income 629 749 128 209

alncludes employee retirement trust revenues and certain other revenues not

~included in Tables 4 and 5.

Columns may not sum to 100% due to rounding.

CFor Alaska, includes the oil
FY 1980).

For Alaska,
~and the mineral
nCalendar 1980 population.

Calendar 1980 personal

includes the oil

Source: U.S.

leases bonus ($340 million

Bureau of the Census,

production (severance) tax ($496 million

produ*tlon royalty ($552 million in F"

in FY 1980).

income.

Governmental

in

1980)

Finances 1979-80 (1981).
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From Table 5 once again, it can been seen that the expenditure pattern
for Fiscal 1981 was unusual. In that year, operating expenditures were augmented
by a $900 million transfer from the General Fund to the Permanent Fund,a mortgage
portfolio transfer from the State Treasury and other large payments to the
Alaska Housing Finance Corporation, and refunding of personal income taxes.
Before 1981, the more normal distribution of General Fund current operating
expenditures allocated roughly 40% to education, over 10% each to transportation
and social services, and lesser amounts to the other program categories. On
the capital expenditures side, well over half of the total went to transportation
projects in the earlier years, with economic and natural resource development
receiving increasing allocations during the 1980s. Fiscal 1981 capital ex-
penditures were augmented by the Native Claims Settlement final payment (pursuant
to the Alaska Native Claims Settlement Act of 1971) and the establishment of a Rainy flay
Fund within the General Fund as a contingency reserve for emergencies.*

Transportation is a particularly significant budget item in Alaska
because of the State's extended expanse, formidable terrain, and wide dis-
persion of its population. Alaska has only 2,100 miles of paved highway
and approximately 600 miles of railroad track.** Far and away the most im-
portant means of transportation in Alaska is the airplane, an expensive but
essential mode of travel. Airports serve not only the resident population but
also the international traffic that passes over the polar routes between Europe
or North America and the Orient with refueling stops at Fairbanks or Anchorage.
Second in importance to air transport is shipping; construction and maintenance
of port and harbor facilities also comprise large items in the Alaska State, budget.

In July, 1981, a special session of the Alaska State Legislature
passed a joint resolution proposing a constitutional amendment to limit annual
State appropriations to not more than $2.5 billion, with formula adjustments
for increases in population and inflation.*** The limit may be exceeded, sub-
ject to voter approval, for appropriations to the Permanent Fund and for capital
outlays. The amendment will be submitted to the voters in November, 1982, to
be effective in Fiscal 1*984, and must be reaffirmed by referendum in November, 1986,
for permanent ratification.

*0f the $340 million c rrently in the Rainy Day Fund, $5 million apiece
may be transferred annually, without further legislative appropriation,
to the Disaster Relief Fund and the Fire Suppression Fund.

**The principal highway system consists of two widely separated routes
between Anchorage and Fairbanks. The Federally-owned Alaska Railroad
also runs through Anchorage to Fairbanks, and another railroad runs from
Skagway in the Southeast into British Columbia.

***Certain expenditures, including General Obligation bond debt service and
appropriations of revenue bond proceeds, are exempted from the ceiling.
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Table 7 compares Fiscal 1980 Alaskan expenditures and their pro-
grammatic distribution with the U.S. state averages for that year. Per
capita State expenditures in Alaska were four and a half times as large as
the U.S. state average in 1980, and local Alaskan governmental expenditures
were more than twice the average. Higher than average proportions of the
Alaska State budget were spent on education, environment and general ad-
ministration, while lower than average proportions (but not per capita
dollar amounts) were allocated to welfare payments and transfers to local
governments. Above all, the distribution of Alaskan State expenditures was
strongly tilted toward capital outlays, as may be expected in an under-
developed land experiencing rapid economic growth.

Table 7 . Fiscal 1980 State Expenditure Comparisons: Alaska and U.S. Averagec

Alaska U.sS.
State & States &
State Localities States Localities
Total Expenditure ($Millions) 2,033 2,723 257,812 434,073
Distribution by Function (%)
To Federal Government - ¢ 1% ¢
To Local Government 17% - 32 -
Education 18 27% 14 31%
Public Welfare 6 4 13 U
Health & Hospitals 2 2 6 7
Other Social Services 1 1 1 1
Highways 9 8 %: 8
Other Transportation 3 2 1
Public Safety 3 5 3 6
Environment & Sanitation 6 7 6
Housing & Urban Renewal 1 2 1
Governmental Administration 6 7 3 4
Interest on General Debt 4 8 3 3
Insurarce Trust Expenditure 5 4C 10 7
Liquor Store Expenditure - 1 1
Utility Expenditure “J 4. 1 8
Other 21 19 3 5
Expenditure per capita0 $5,058 $6,776 $1,138 $1,916

included in Tables 4 and 5.
Columns may not sum to 100% due to rounding.
~Negligible.
For Alaska, "Other Expenditures™ are primarily direct capital outlays.
Calendar 1980 population.

Source: U.S. Bureau of the Census, Governmental Finances 1979-80 (1981).
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DEB?

The large amount of general revenue appropriated for capital ex-
penditures in Alaska has been additional to conventional capital financing
through bond issuance.

Since Statehood was achieved in 1957, Alaska has issued $1.13 billion
in General Obligation bonds.* Of the $810 million issued during the past ten
years, 42% has been *or transportation projects and 29% for schools (including
the University of Al

Table 8. Functional Distribution of General Obligation Bonds Issued Since 1972a
(Thousands of Dollars)

TransportationJ $343,211
Schools (incl. Univ. of Alaska) 235,835
Natural Resource Management & Parks 77,965
Water & Sewer - 70,890
Health & Housing 43,515
Fire Protection & Correctional Facilities 38.214

Total $809,630

Alncluding $200,000,000 issue dated April 1, 1982.
Includes airports, highways, roads, ferries, flood control
structures, port facilities and small boat landings.

Sources: State of Alaska, Annual Financial Report (Fiscal 1931)
~nd Official Statement, February 26, 1982.

State agency issues outstanding during the past three years are
itemized in Table 9.** All of the agency issues are self-supporting except
for the State Housing Authority Lease Revenue Bonds, for which debt service
is paid entirely from S™ate rental appropriations, and the University of
Alaska Revenue Bonds, some of which are nominally serviced from student fees
and charges but which are also supposed by State appropriations for general
operations of the University.

¢Including the most recent $200 million G 0. bond dated April 1, 1982.

& e¢'"Stand-alone"” issues of the Alaska Industrial Development Authority, bonds
issued by the Alaska State Housing Authority for bousing and urban renewal
projects, and certain other agency bond issues are not included in Table 9.
See Table 9 footnotes ”~or details.
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Table 9. State of Alaska State-Related Bonds Outstanding FY 1980-FY 1982a
(Thousands of Dollars)

Projected

June 30, 1980 June 30, 1981 April 30, ..982 June 30, I

General Obligation $631,723 $701,178 $846,783b $842,413
International Airports Revenue BondsO 29,460 28,270 27,059 26,985
Alaska State Housing Authority Lease Revenue Bonds 78,550 73,015 67,125 67,125
University of Alaska Revenue”Bonds 22,251 21,363 20,360 20,305"
Alaska Housing Flusnce Corp. 618,065 1,220,240 1,763,570 1,902,975
Alaska Municipal Bond Bank Authority n 48,478 63,832 124,804s 122,189
Alaska Industrial Develcpment Authority - 17,640 74,900 74,900
Alaska Medical Facility Authority 12,000 11,715 11,410 11,410
Alaska Power Authority 35,000 35,000 85,000 85,000-
Total $1,475,527 $2,172,253 $3,021,011 $3,153,302

3state of Alaska fiscal year ends June 30.

Ancludes $200,000,000 issue dated April 1, 1982. No further G.0. Issues are expected during FY 1982.
Payable solely from gross revenues of the Anchorage and Fairbanks International Airports. Of the amount
currently outstanding, $8.7 lillion remains in escrow exclusively for the benefit of the Series E

Revenue Bonds.
Lease ™venue Bonds of the Alaska State Housing Authority are serviced through annual lease rental appropriations

by the State. Proceeds of these bonds are used to construct or purchase public buildings which are operated and
maintained by the State as tenant. Title to the properties passes to the State as the bonds mature. Legal
authority for the issuance of additional State lease rontal debt, however, has been repealed and further
issuance is dependent upon subsequent enabling legislation. In addition to Lease Revenue Bonds, ASHA issues
revenue bonds for low and middle income housing and urban renewal projects, none of which are obligations

of the State.
eAs of June 30, 1982, University of Alaska Revenue Bonds will be distributed among specific programs as follows:

Anchorage Campus Student Center $4,680,000
Anchorage Energy Utility System 665,000

Fairbanks Campus Housing 8,010,000
University of Alaska Heating Corporation 6,950,000

Debt service on these bonds may be i.-iid from appropriations by the State to the University for general operating
purposes. In addition to the above issues, the University also has outstanding $2,077,632 in FHA-insured
notes, the proceeds of which were used to construct faculty/student housing that is self-supporting.

State appropriations to the AHFC totalled $828 million in FYdl and 82. These appropriations included

pledged coverage of two special mandatory redemptions necessitated by withdrawal of Federal tax-exempt status
of the bond issues consequent to passage of the Mortgage Subsidy Bond Tax Act of 1980 (the "Ullman Bill™) by
the U.S. Congress. The remainder of the appropriated amount was authorized for overcollateralization of
certain AHFC bond issues in order to allow the purchase of residential mortgages 3t below market interest
rates. In addition to this assistance, the State has debt service reserve and insurance fund deficiency
make-up arrangements for several AHFC issues. These arrangements, however, have never been utilized. The
AHFC 1e authorized to issue up to $592 million additional bonds during FY 1982 and a like amount each year
thereafter until superceded by further legislation.

Ancludes $26.4 million Coastal Enerr./ Impact Program Bonds sold to the U.S. Department of Commerce, proceeds
of which are Inaied to Alaskan municipalities in conformity with the Federal Coastal Zone Management Act of
1972.  (The entire amount has been committed, but only $19.2 million has thus far been disbursed by the U.S.
Treasury.) Total outstanding indebtedness of the Alaska Municipal Bond Bank may not exceed $150 million, as

.prescribed by the lank®s original authorizing legislation.

Only includes general obligations of AIDA ("Umbrella Program" bond issues). In addition, since its inception
in 1967, AIDA has financed 15 "stand-alone™ projects under its Revenue Bond Program, aggregating $120.5
million in low-cost loons to private Alaskan companies. As of August 31, 1981, AIDA1s loan portfolio had a
total unamortized principal balance of $142.1 million. In FY 1981, the State legislature appropriated toAIDA
an additional portfolio of $166 million in small business loans previously held by the Scate Treasury.

.AIDA is authorized to Issue up to $400 million additional bonds each year until superceded by further Legislation.
The Medical Facility Authority may issue up to $52 million additional bonds or bond anticipation notes during
the remainder of FY 1982 or during FY 1983, but as of che date of this report issuance plans are nor yet firm.
Legislation in July, 1"181, appropriated this sum to the Alaska Department of Revenue co form a special bond
guarantee account to secure such bonds and any unused portion of the appropriation lapses back tc che
General Fund after June 30, 1983.

AThe Power Authority issued $35 million G.0. bonds co finance the Swan Lake hydroelectric project and $50 million
variable rate demand notes towards financing the Lake Tyee hydroelectric project. A further bond issue of
up to $120 million may possibly be forthcoming before Che end of FY 1982, for completion of the Terror Lake
project on Kodiak Island.

Sources: State of Alaska, Annual Financial Report, various dates; State and agency officia
statements, various dates; and private communication with State and agency officials.
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UvS*bggy'Avaraae
Percenc of Percenc of

Personal Personal

Per Capita Income Per Capita Income

Tccal*Scata®Debx? 30.1%  § 389* 5.6%
TdtSf™\StyarnBsefcairticaiaDjBb t, ®0f0SO 78.6 15.0
SC"St TK findSs. TfIBin: . 12.3 2.3
18.1 303? 2.5

¢G.0. and agency debt.
State G.0. bonds, Alaska State Housing Authority lease revenue bonds and

University of Alaska revenue bonds.
Sloody"s state median.

Sources: U.S. Bureau of Che Census, Governmental Finances 1979-80 (1981)
and Table 8, above.

As a proportion of total State revenue, debt servic;. requirements
1981 dropped to an all-time low of 2.3% (Table 11). Prior to 1980

in Fiscal

the relationship of debt service to revenue ranged betwen 4% and 10%. oil

price decontrol coupled with the enormous rise in production that accompanied
relati 7e

the commissioning of the Trans Alaska Pipeline greatly enhanced revenues
to debt, but rtrent weakening of petroleum prices - not a slack in Alaskan oiT
output - may cause this debt ratio to rise.

179 - FYfI-9.83
. m

FY«ar FY 83
BeB'Cw iS*t8IIiC « A

($Millions) $ 58.9 $ 76.2 $ 97.7 $102.4 $141.7
Total Revenues
(SMillions) 1497 2929 4232 4336 4134

ir.9%. > 308* 2«\WHc*- 3.4%

Estimates provided in Che Alaska Executive Budget Fiscal 1983.

Sources: State of Alaska Annual Financial Report (Fiscal Years
1980 and 1981) and Alaska Executive 3udget Fiscal 1983.
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With continued prudent investment of Permanent Fund assets, con-
stitutional constraints on State expenditures, and the established pattern
of transferring money from the General Fund to the Permanent Fund when oil
prices are high, prospects for prolonged Alaskan fiscal stability appear
to be good.- General Obligation bond maturities are timed to match projected
depletion of current petroleum sources, and by that time new petroleum and
non-petroleum mineral resources are likely to have been developed. The only
small cloud on the horizon is the possibility that both interest rates and
oil prices might fall in the near term — both events devoutly hoped for in
the Lower 48 — in which case Alaskan Permanent Fund earnings* and General
Fund Revenues would be simultaneously depressed.

*The Permanent Fund is heavily invested in short term securities, which
minimizes the potential for capital gains as interest rates fall.






If we don't begin to address the issues of our long-term needs and

OUR

EVER-INCREASING BONDED INDEBTEDNESS.,, WE WILL NOT NEED TO WORRY

ABOUT CONTROLLING CRIME ; PROVIDING BETTER ROADS OR MANY OTHER

ISSUES AND SOCIAL PROGRAMS WE SPEAK ABOUT TODAY, We WILL NOT HAVE

TO WORRY ABOUT IT, BECAUSE WE WILL HAVE LOST THE ABILITY AND THE

REVENUES TO DO SOMETHING ABOUT IT, THE LEGACY WE ARE PROVIDING OUR

OUR

The
WAS
THE
And
THE

FOR

OWN PAST TAXES WILL BE INSIGNIFICANT IN COMPARISON,

total bonded debt of the State of Alaska and its agencies in 1981,
OVER 2 BILLION DOLLARS, THE INTEREST WE WILL ULTIMATELY PAY ON
MATURITY OF THIS DEBT WILL AMOUNT TO ANOTHER 2,5 MILLION DOLLARS,
yet we continue to invest in projects and facilities which serve
IMMEDIATE NEEDS OFACONSTITUENTS WITHOUT PROVIDING A FIRM BASE

SUSTAINED GROWTH, We HAVE GRABBED FOR THE IMMEDIATE GRATIFICATION

WHILE PLUNGING OURSELVES AND OUR CHILDREN INTO LONG-TERM DEBT,

Someone will have to pay the Piper,
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§37.13.130 Public Finance §37.13.140

(1) have a risk level and expected yield comparable to alternate
investment opportunities; and o _ ,

(%) are included in the list of permissible investments in (g) of this
section.,

&m) Certificates of deposit or the equivalent instruments which are
notofaquality that may be readily sold in a secondary marketat prices
reflecting fair value must be secured by a pledge as collateral of invest-
ments authorized for the Alaska permanent fund under (g)(1), (2), (8),
or (12) — (17) of this section, which investments have valug ot least
equal to the Tace value of the certificate of deposit. The b&aid may
require substitution of collateral, in order to ensure continued
satisfaction of the requirements set out * this subsection. (§ 5 ch 18
SLA 1980; am 8§ 5 — 7 ch 81 SLA 1982)

Effect of amendments, — The 1982 Editor's notes. — Section 9, ch. 18, SLA
amendment, effective July 1,1982, in sub- 1980 provides: "TRANSITION. The com-
section (?), substituted "contained in this  missioner of revenue shall transfer the
section"for "in (h) and (i) of this section"  Alaska permanent fund fo the Alaska
and nserted "at such competitive national ~ Permanent Fund Corporation established
market rates or prices as are appllcable to by this act after request for transfer is
each investment only" in the introducto made by the hoard of trustees of the corpo-
an uage, rewrote paragraphs (\3) — ( ration. ‘Notwithstanding AS 37.10.065(a)
and (16), substituted "Federal Veterans [now repealed], the commissioner of reve-
Administration” for "Federal Veterans nue may Invest the money in the Alaska
Association” in paragraph El3), and added  permanent fund in the investments de-
paragraphs (172)— 0). The amendment  scribed. in AS 37.13.120{%subject to the
aIS(%_rew(roF subsection (i) and added sub- limitations of AS 37.13.120(h) and (1.).
section (m).

Sec. 37.13.130. Gains and lossns.
Repealed by § 13 ch 81 SLA 1982, effective July 1, 1982.

Editor's notes. — The repented section
derived from 55, ch. 18, SLA 1980.

Net income of the corporation must be
computed annually as of the last day of the fiscal year in accordance
with generally ‘accepted accountln_? principles, excluding any
unrealized %a_lns or losses. Income available for distribution equals the
average net income of the corporation for the last five fiscal years,
including the fiscal year just ended, but may not exceed net income of
the corporation for the fiscal yearjust ended plus the balance in the
undistributed income account described in AS 37.13.145. (§ 5 ch 18
SLA 1980; am § 8 ch 81 SLA 1982)

Effect of amendments. - - The 1982
amendment, effectivj July 1, 1982,
rewrote this section.
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Pouch Y, State Capitol
Juneau, Alaska 99811
(907) 465-3991

February 1Iq, 19R2

MEMORANDUM

TO: Representative Mitch Abood

FROM: David Tea-1 "
Research Staff

RE: Ronrie"j Indebtedness
Research Request Number 82-17

This memorandum addresses your questions pertaining to the extent of
Alaska®"s bonded indebtedness and ways of reducing that debt. Ue have
requested additional information on this topic and will wupdate this
preliminary response when che information is received.

Outstanding Debt

Total State bonds outstanding as of dune 30, 1<8L were S2.12R billion.
This total includes general obligation bonds, revenue bonds, and agency
obligations. The Annual Financial Report for fiscal year 19R1 contains
a detailed account (reproduced in part as an attachment to this memoran—
dum) cf outstanding debt. Another recent publication of the Department
of Administration, Ronded Debt, and Debt Service, also contains much
information on this subject. Carol Horos has both of these publications
so this memorandum presents only a hrief summary of State deht.

Denr-.ral Obligation Ronds. As of June 3D, 1981, the State of Alaska had
S7n]..1 mil lion 1in general obligation bonds outstanding. No new honds
have been authorized or 1issued since that date, hut “taDD million in
bond anticipation notes were 1issued on December 1D, ]<RI. Notes are
generally issued prior to a bond issue and proceeds from the bond
issue are used to repurchase the notes. The notes in question are
due April 16, 1982. Ponds are expected to he issued on April 1.

Revenue Ronds. In addition to general obligation honds, the State has
issued bonds secured by a pledge of gross revenues derived from the
operation of the international airports at Anchorage and Fairbanks.
The interest and principal on these honds 1is to he paid from airport,
operating revenues. Current outstanding balance of revenue bonds is
S19 mi 1lion.
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Page

Agency Obligations. A number of agencies have a legal existence
independent of the State and have the authority to issue bonds of their
ov/n. The Alaska Housing Finance Corporation had 1issued Si.22 billion
(87 percent) of the total $1,408 billion in agency bonds outstanding on
June 30, 1981. Other agencies with bonded debt are listed in an attach-
ment. to this memorandum. Ronds of these agencies are s"elf-liquidating.
That 1is, both principal and interest are payahle from earnings derived
from user charges.

Beth the Alaska Housing Finance Corporation (AMFC) and the Alaska Indus-
trial Development Authority (AIDA) have issued bonds since June 30, loqgi
and both agencies have plans for future bond issues. The AHFC now has
$1,722 million outstanding and recently postponed a $60 million issue
due to market conditions. The AHFC has a specialist on contract to
determine bonding policy. The AIPA has issued an additional $57 million
of debt and now has $74 million outstanding. The AIDA 1is heginning
the process for an additional issue, but the amount and date have not
been set.

Roth agencies said that there is no formal coordination of bond issues,
hut stated that informal communication and coordination does occur.
To the best of my knowledge, other agencies have not issued additional
debt since June 3D, 1981 and have no plans to issue debt in the near
future.

Reduction of Deht

As discussed with Carol Horos, the National Conference of State Legis-
latures (NCSL) recently held a conference on bonding, ken Kirkland,
of the NCSL, will send us a copy of the proceedings of that conference
as soon as the report is printed, "ie will forward the report to you
when it is received.

Mr. Kirkland mentioned that most states appear to be attempting to

increase, not reduce, bonded indebtedness. He provided thp names of
four states which he Tfelt might aid our research on ways to reduce
debt. Deb Pomeroy contacted those states to determine what actions
had been taken. Her summary of discussions with personnel 1in the four

states TfTollows.

Oregon. A law passed in 1981 requires the Oovernor to recommend biennial
maximum general obligation bonding levels and requires the Legislature
to determine maximum bonding levels for each "ogram Tfor each fiscal
year. According to a report prepared hy the the Oovernor®s Rnnded neht
Advisory Panel, the law was proposed primarily in response to a market
saturation problem which was increasing the cost of borrowing. A copy
of the Oregon law is attached to this memorandum and the report, of the
advisory panel is enclosed.
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New Jersey. The State Constitution requires that 1) all bond issu<
approved by voters; 2) bonds be authorized for a single project warn
specific objectives delineated; and 3) the ways and means of repaying
the bonded debt be specified. The third requirement is usually net by
designhating certain tax revenues as the means of repayment. Recause
the State limits the amount of increase in both state and local income
taxes, the level of bonded 1i1ndebtedness 1i1s Ilimited 1iIn an 1iIndirect
manner . As an aside, the State also controls the bonding powers of
municipalities and state agencies. Additional detail 1is being sent to
this agency and will be forwarded to you when it is received.

Maryland. The Maryland Legislature created a Capital Debt Affordability
Committee consisting of personnel from various state agencies. The
Committee considers revenue projections and current debt Ilevels and
recommends a limit on bond issues for the upcoming year. The legislature
has so far followed the recommendations of the Committee.

Maryland is considering two other options which are briefly described
below. The report by the Capital Debt Affordability Committee discusses
these options in detail. A copy has been requested and will be forwarded
to you upon receipt.

1) Surplus funds will be used to reduce debt by cancel ling bond
issues and paying cash for capital projects or by dppositing

surplus cash in the annuity fund to pay off outstanding debt.

2) Bonded debt will be eliminated by gradually shifting to a '"pay as

you go" basis over the next 15 years. (Fifteen years is the
maturity of Maryland honds.) Currently, appropriations to retire
debt are roughly equivalent ro authorization for new debt. By

appropriating an additional 1/15 of this amount each year, hooded
debt would he eliminated iIn 15 years.

Massachusetts. Massachusetts has not imposed limits on bonded debt
nor do they intend to take specific action to limit future bond issues.
The State 1iIs simply attempting to remove authorized hut unissued bonds
from the books.

The options discussed above appear to he feasible means of reducing
bonded indebtedness in Alaska. |f you have any questions about the
mate.-ial iIn this memorandum, please feel free to call.

Attachments
Enclosure



STATE OF ALASKA

At the general election held on November A, 1980, the people
authorized $289.7 million oE new bond issues. The total of $289.7
million was the largest amount authorized in any year since Alaska
became a State in 1959.

On July 1, 1980 the State issued $125.0 million of general obligation
bonds. This was, by far, the largest single issue of general obligation
bonds in the history of Alaska. The bonds bear an effective interest
rate of 5.767 and, in keeping with current policy on the life of new
issues, mature serially from July 1, 1981 to July 1, 199G with-an
average life of 5.5 years. The practical effect of current policy on
the life of new issues is that when proven reserves of oil re exhausted,
the State will be debt-free.

In addition to general obligation bonds, the State has issued
bond3 secured by a pledge of gross revenues derived from the operations
of the international airports at Anchorage and Fairbanks. Also,, a
number of agencies that have a legal existence independent of the
State have issued their own obligations. Bonds of these agencies are

self-liquidating - principal and interest are payable from earnings
derived from user charges.

The following schedule is a summary of outstanding State and
agency obligations as of June 30, 1981.

Interest to Total Debt

Bonds Maturity on Service to
OQutstanding 0/S Bonds Maturity
Type of Bonds (Millions) (Millions) (Millions)
State General Obligation Bonds $ 701.1 $ 268.5 $ 969.6
State International Airports
Revenue Bonds 19.0 11.7 30.7
Bonds of State Agencies ©
Alaska Housing Finance
Corporation $1,220.2 $2,102.9 $3,323.1
Municipal Bond Book Authority 63.8 52.3 116.1
Alaska State Housing Authority 73.0 26.1 99.1
Alaska Industrial Development
Auf T"irity 17.6 26.A AA.O
UnivLjity of Alaska 21.A 1A.A 35.8
Other 11.8 11.8 23.6
Total, State. Agencies $1,A07.8 $2,233.9 $3,6A1.7
Total, All Bonds $2,128.0 $2,51A.0 $A,6A2.0

Source; Alaska Annual Financial Report for fiscal year 1981

-VIII-



-OREGON LEGISLATIVE ASSEMBLY-1981 Regular Session

B-Engrossed

House Bill 3146

Ordered by the Senate July 3
(Includm% Amendments bY House May 19
and by Senate June 2-Land July 3)

Sponsored by COMMITTEE ON HOUSING AND URBAN DEVELOPMENT (at the request of Governor's Bonded Debt
Advisory Panel)

SUMMARY

The following summary is not prepared by the sponsors of the measure and is not a part of the hody thereof subject to
consideration by the Legislative Assembly.” It is an editor's brief statement of the essential features of thé measure.

Requires Governor to recommend biennial maximum general obligation bonding level. Requires Governor
to allocate maximum bonding level among programs financed by bonds. Requires Governor to submit
recommendation and Governor's allocation 'to "Legislative Assembly with Governor's budget. Requires
Legislative Assembly to determine maximum bonding level for each program for each fiscal year.”

Requires state agency authorized to issue general obligation bonds to report to Governor biennially on
agency plans for issuing bonded indebtedness. . . o

Sets amouynts allocated for general obllthatlon bonds that may be issued during the 1981-1983 biennium.
Sets total maximum for all state agencies at $1,898,200,000. o o

Allows Emergency Board to modify authorized bond iss» ance amounts within program designation,
between program designation or as to the total amount of general obligation bonds authorized by Legislative
Assembly for the biennium. .

Exempts refunding bonds from provisions of Act. .
~Prohibits interest rate increase above 6.9 percent for veterans' loans granted on or after May 27, 1971, with
interest rate originally set at 5.9 percent, Prohibits interest rate increase above 8.2 percent for veterans' loans
granted after January 1, 1981, with original rate of 7.2 percent. Prohibits interest rate increase above 8.9
percent for veterans™loans, for acquisition of a mohile home or house boat, granted after May 27, 1971, with
original rate of 7.9 percent. Allows Director of Veterans' Affairs to fix variable interest rates at rate greater
than specified limits to extent necessary to avoid |nvok|n? certain constitutional provisions.

Requires director to reserve amount of requested oan in Qregon War Veterans' Fund cvoieve oo iy e

ce000 Defore maklngla oan commitment.

""" Declares emergency, effective July 1, 19
ABILL FOR AN ACT
Relating to bonds; creating new provisions; amending ORS 407.0,?;r.nd declaring an emergency.
Be It Enacted by the People of the State of Oregon.’
SECTION 1. The Legislative Assembly finds that incurring of state debt by sale of bonds should be
jujected to the same process of executive recommendations and legislative approval as the process by which
(he state biennial budget is recommended and approved.

SECTION 2. (1) The Governor shall recommend to the Legislative Assembly for each biennium, beginning
July 1, 1983, by fiscal year, the total maximum bonding level for all state programs for which general obligation
bonds arc authorized. In making the recommendations, the Governor shall seek the advice of the Oregon
Investment Council on the total maximum bonding level for each biennium by fiscal year. The council’'s advice
shall be given at fi time requested by the Governor and -nail be based on the council’s review of available
economic and financial data for the state. Alter reviewing the council's advice, the Governor shall present the
total maximum bonding level for each program to the Legislative Assembly as part of the Governor’s budget
along with the figures advised by the counJI. The Legislative Assembly shall then determine the maximum
bonding level for each program for each fiscal year.

NOTE: Matter in bold luce in an amended section is new; matter fitalic and bmcketral is existing law to be omitted:;
complete new sections begin with SECTION.
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1 (2) For biennia beginning on and after July 1, 1983, each state agency authorized to issue general obligation
2 bonds shall report to the Governor biennially on a date determined by the Governor on agency plans for issuing
3 bonded indebtedness during the coming biennium. The agency shall include any knowledge it has on refunding
4 outstanding indebtedness during the following biennium or thereafter.

5 SECTION 3. For the 1981-1983 biennium, the following amounts are allocated for general obligation bonds
6  of this state that may be issued during the biennium as follows:

1

8 Program Designation 1981-82 1582-83 1981-83

9
10 GENERAL OBLIGATION BONDS
il General Fund Obligations

12 Forestry Dept. (Art. XI-E) S0 S0 S0

3 Dept, of Higher Education
yz (Art. XI-G) 0 0 0

15 Dept, of Education (Art. X1-G) 0 0 0

16 Power Development Bonds

17 (Art. X1-D) 0 0 0

18 Dept, of Environmental Quality

19 (Art. XI-H) 20,000,000 30.000.000 50.000,000
20 Correctional Facilities 75,000,000 75,000.000
pal Dedicated Fund Obligations
2 Dept, of Veterans' Affairs
23 (Art. XJ-a; 750,000,000 800,000,000  1,550,000,000
2% Dept, of Higher Education
25 (Art. X1-F (1) 28,610.000 28,610,000 57,220,000
26 Highway Division (Art. X1(7))
2 Dept, of Commerce, Housing
28 Division (Art. XI-J) 30,000.000 30,000,000 60,000,000
29 Water Resources Dept.
30 (Art. XI-1) 12,000,000 14,000.000 26,000,000
3 Dept, of Energy (Art. XI-J) 35.000,000 45.000.000 80,000,000
32 Total General
3 Obligation Bonds $875.610.000  S1,022,610,000 $1,898,220,000
34

K

35 SECTION 4. (1) The bond issuance amounts authorized by this Act may be modified by the Emergency
36 Board within program designation, between program designation or as to the total amount of general obligation
37 bonds authorized by the Legislative Assembly fot the biennium.

38 (2) Nothing in this Act applies to refunding bonds authorized or required under any state general obligation
39 bond program.
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(3) The provisions of section 3 of this Act relating to bonds issued under Article XI-G of the Oregon
Constitution are controlling over any greater amount that may be appropriated therefor except as the amount
set forth in section 3 of this Act is subject to modification under this section.

Section 9. ORS 407.072 is amended to read:

407.072. (1) The director, with the advic' fthe committee, will periodically, during the term of the loan,
fix the variable interest rates to be paid by utv. applicant, taking into consideration the current value of the
money, the solvency of the loan program, and the rates’ effect on veterans. If the director, after considering
the factors specified in this section, determines that there is an economic need for a higher rate of interest on
loans made for tne acquisition of mobile homes and househoats, the director shall fix the rateol interest for the
acquisition of a mobile home or househoat at not higher than two percent more per annum than the hasic rate
established by this section.

(2) Except as provided in subsection (3) of this section:

(a) The rate of interest on loans granted on or after May 27, 1971, and n'ginally set at five and nine-tenths
percent per annum shall not be increased to more than six and nine-tenths percent per annum.

(b) The rate of interest on loans granted on or after January 1, 1981, and originally set at seven and two-tenths
percent per annum shall not be increased to more than eight and two-tenths percent per annum.

(c) The rate of Interest on a 'oan granted on or after May 27, 1971, for the acquisition of a mobile home or
houseboat originally set at seven and nine-tenths percent per annum shall not be Increased to more than eight and
dine-tenths percent per annum.

(3)The director may fix the variable interest rates to be paid by the applicant at a rale greater than the rates
described in subsection (2) o. this section, but only to the extent necessary to avoid invoking the provisions of
section 4, Article X1-A of the Oregon Constitution.

SECTION 6. Section 7 of this Act isadded to and made a part of RS 407.010 to '107.210.

SECTION 7. (1) When the director determines that an applicant’s loan may be approved inaccordance with
ORS 407.010 to 407.210, the director, before making a loan commitment,shall ret ervc an amountof money in
the Oregon War Veterans’ Fund equal to the amount requestedby the applicant tobe ustd only for paymentto
the applicant which shall be set aside in the Direct Commitment Reserve Account,

(2) Moneys in the Oregon War Veterans’ Fund Direct Commitment Reserve Account shall be reserved as
loan proceeds fcran applicant under subsection (1) of thi«, seethn and shall not be used for any other purpose
unless the applicant cancels the application for the loan prior to receipt of the loan proceeds.

SECTION 8. This Act being necessary for the immediate preservation of the public peace, health and
safety, an emergency is declared to exist, and this Act takes effect July 1, 1981,

o



Last year, the cost of our debt service, which is the payments for
PRINCIPAL AND INTEREST, AMOUNTED TO 97.6 MILLION DOLLARS, THIS IS
THE SUM WE PAY TO REDUCE OUR BONDED DEBT. EVERY YEAR, A PERCENTAGE
OF OUR GENERAL UNRESTRICTED REVENUE GOES TO HELP PAY OFF OUR DEBT

service. And every year that percentage gets smaller. In 1975,

9% OF OUR REVENUES WENT TOWARDS RETIRING OUR BONDED INDEBTEDNESS.

Llast year, we only targeted 2.6% of our wealth to pay off our debt.

We spent 97.6 million to help retire our debt, while SptNfrTNe*289 million

IN NEW BONDS IN THE SAME YEAR, TO BRING US INTO EVEN GREATER DEBT.

The question is — do we stop it, before it stops us?



Poucfi Y, State Capitol
Juneau, Alaska 99811

(907) 465-3991
March 23, 1982
MEMORANDUM
TO: Representative Terry Gardiner

FROM: David Teal 2
Research Staff

RE: General Obligation Bonds
Research Request Number 82-74

Clifford Groh submitted a request on your behalf for a graph
real per capita growth in general obligation bonds issued by the

showing
state

of Alaska. After a brief discussion with Cliff, the request was expanded

to include several graphs.

All five of the enclosed m'raphs are on a per capita basis
money values in 1970 dolla ", The Anchorage consumer
(CP1) was used to convert nominal dollar values to 1970 dollars.

CPl and statewide population for each year are shown

below. A brief explanation of each graph follows the table.

Fiscal Anchorage otatewide
Year CPI Population
1970 107.3 302,580
1971 111.5 311.200
1972 114 .4 j 24,000
1973 116.9 330.000
1974 123.8 344.000
1975 140.0 383.100
197" 157.4 410,700
1977 167.6 413.100
1978 177.3 403.100
1979 éii.g 400,600
1980 : 401,850
1981 232.0 422.200

Source: Alaska Department of Labor, Research and Analysis

show

index

The

table

3/82
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Graph 4: General Obligation Bonds Outstanding. Real per capita bonded
indebtedness increased steadily (except for slight declines in
1974 and 1976) throughout the 1970's. A decline in population
during 1978 and 1979 was part of the reason for the per capita
increase in the 1970 dollar value of bond* outstanding during
those years. Population increases during 1980 and 1981 are
partially responsible for the decline in real per capita
bonded debt during the past two years. The 1970 dollar
value of bonded debt was $768 per capita in 1981.

Graph 5: Debt Servicing Costs of Outstanding General Obiigation Bonds
Issued by the State of Alaska. Graph 5 shows the amount each
Alaskan wouTd have paid (in 1970 dollars) in order to retire
all general obligation bonds outstanding in each year. As
noted in the description of graph 2, all coupon payments are
attributed to the year of bond issue so the amount is somewhac
overstated.

Asdiscussed with Cliff, the most useful presentation of a set of num-
bers depends to a large extent on the intended use of the data. I
would be happy to discuss the above data or its presentation at your
convenience.

Enclosures
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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Pouch Y. State Capitol
Juneau, Alaska 99811
(907) 465-3991

April 22, 1982

MEMORANDUM
TO: Representative Gardiner

FROM: David Teal Research Staff
Deb Pomeroy, Research Aide

RE: Bonded Debt
Research Request Number 32-109

You requested graphs showing the per capita debt servicing costs (in
1982 dollars) of outstanding bonds issued by the State of Alaska and by
municipalities within the state. Three types of State bonds were con-
sidered in this analysis.

General Obligation Bonds are backed by the full faith, credit,
and resources of the State. General oblLgation bonds must be
authorized by legislation for capital improvements and be ratified
by the electorate.

International Airports Revenue Bonds are special obligations of
the State. They are payable From and secured by a first lien on
gross revenues derived from operations of the Anchorage and Fair-
banks International Airports.

Agency Bonds are issued by a number of agencies that have a legal
existence independent of the State. The Alaska Housing Fin/ince
Corporation is responsible for about 90 percent of bonded debt neld
by State agencies. Agency debt is self-liquidating; principal and
interest are pay>ible from earnings derived from user fees.

Althougii municipalities may issue both general obligation and revenue
bonds, | was unable to find a source which could provide aggregate infor-
mation on 1) the debt servicing costs for municipal general obligation
bonds; 2) the amount of municipal revenue bonds outstanding; or 3) debt
servicing costs for municipal revenue bonds. This information could
probably be obtained from the municipalities, but Gregg Erickson--
speaking for Cliff Groh, of your staff--suggested that the effort would
not be worthwhile at this time.
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There were similar data-gathering problems with bonds issued by State
agencies. Gregg Erickson suggested graphing data only for years after
971, which is when reports on agency bonds were incorporated into
vne State's annual financial report. Due to data problems and as a
result of my conversation with Gregg Erickson, your request for graphs
was modified slightly. The attached graphs are described briefly
below.

Graph 1 shows the aggregate amount of State general obligation bonds,
airport revenue bonds, and State agency bonds outstanding in the years
1972 through 1981. Nominal values were converted to 1982 dollars by
applying a factor based the Anchorage consumer price index (CPIl). The
per capita values shown in the graph were obtained by dividing the 1982
dollar values by statewide population in each year. All  values in
graph 1 (and in the other attached graphs) appearin tables attached
to this memorandum.

Graph 2 shows per capita debt servicing costs (in 1982 dollars) asso-.
ciated with the bonded debt shown in graph 1. Debt service includes
both principal and interest payments. As emphasized in my memorandum
of March 23, 1982 (research request number 82-74) on the subject of
bonded debt, this treatment of debt servicing costsimplicitly assumes
that t'l principal and interest payments are made in the year shown
rather than spread into the future. In an economy characterized by
inflation, this trt'atment overstates constant (1982) dollar obligation
because payments will be made in the future when the dollars are worth
less. In addition, population growth would decrease the per capita
repayment required to retire the debt.

The effect of attributing future payments to current time periods is to
increase aebt servicing costs in early years relative to debt servicing
costs in later years. That is, the true trend is steeper than s
indicated by graph 2. This effect is accentuated by the recent trend
toward shorter maturity issues. The problem could be corrected by
considering the timing of payments as well as the amount of payments,
but some assumptions would be required to complete an analysis. If you
wish, | would be happy to discuss the complexities of this issue with
you or your staff.

Graph 3 shows the per capita amount (in 1982 dollars) of municipal
general obligation bonds outstanding in the years 1972 through 1981.
Note thac municipal revenue bonds are not included in the figures and
that statewide population is used to obtaTn per capita values.

You may be interested in the attached table which shows that municipal
general obligation debt has increased faster in recent years than has
general obliaation debt issued by the State. Municipalities had $1.09
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billion outstanding on July 1, 1981, compared to $701.2 million in
general obligation debt issued by the State.

The State has adopted a policy of short-term issues in response to cur-
rent market conditions, but without further study of the terms of
sale, it is impossible to determine whether municipalities have adopted
the same approach. The potential risk for mumcioal ities is substan-
tial, and to the extent that municipal debt issues are school bonds
(which are partially paid by the State), there is some cause for concern
by the State.

Graph 4 shows the sum of municipal general obligation bonds and all State
bonds outstanding, and graph 5 shows separate curves for municipal
general obligation bonds, State general obligation bonds, and all State
bonds outstanding in each year from 1972 through 1981. As in the graphs
discussed previously, all lines depict per capita amounts in 1982 dol-
lars.

As always, the agency extends an offer to perform additional work or to
discuss the material presented with you or your staff.

Attachments
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GEN OBLIGATION
Fiscal Debt
Year Outs.  Service
72 $238.9 $375.0
73 274.6 434.6
74 293.1 469.0
75 3925 660.0
76 462.9 767.0
77 530.0 846.4
78 596.2 906.3
79 670.5 9/7.7
80 631.7 902.6
81 701.2 969.6
*estimated.

BONDS OUTSTANDING AND DEBT SERVICE REQUIREMENTS

State or' Alaska

1972 - 1981

($ in millions unless otherwise noted)

STATE AGENCY
Debt
Outs. Service
$ 66.0 $ 1158
81.6 138.4
147.0 262.8
272.2 504.1*
267.5 514.4*
319.7 633.5
508.2 1,063.7
602.1 1,283.3
767.4 1,666.3
1,407.8 3,641.7

APopulation is in thousands.
2per Capita figures are not in millions.

Source:

House Research Agency 4/82

AIRPORT REVENUE

Outs.
$ 15.2
23.4
23.0
33.2
32.7
32.1
20.9
20.3
19.7
19.0

Debt
Service

$ 294
44.0
42.2
62.2
59.5
56.7
36.5
34.5
32.6
30.7

ALL BONDS
Debt
Outs. Service
$ 3201 $ 5203
379.6 616.9
463.1 774.0
697.7 1,226.4
763.1 1,340.9
881.8 1,536.8
1,125.4  2,006.4
1,292.9 2,295.5
1,418.8 2,601.5
2,128.0  4,642.0

CPl
Adj.

2.18
2.13
2.01
1.78
1.58
1,49
1.41
1.28
1.18
1.07

Popu-
lation*

324.0
330.0
344.0
383.1
410.7
413.1
403.1
400.6
401.8
422.2

PER CAP. 1982%2

Outs.
$2,154
2,450
2,706
3,242
2,936
3,178
3,937
4,131
4,166

5,393

Debt
Service

$3,501
3,982
4,522
5,698
5,158
5,543
7,018
7,335
7,639
11,764



MUNICIPAL AND STATE BONDS OUTSTANDING
State of Alaska 1972 - 1981

Mun. Bonds Per Capita Municipal & State Per Capita

Fiscal Outstanding (in 1982 Bonds Outstanding (in 1982

Year ($ Millions) dollars) (S Millions) dollars)
72 $ 262.2 $ 1,764 $ 5823 $ 3,918
73 271.5 1,752 651.1 4,203
74 312.2 1,824 775.3 4,530
75 3514 1,633 1,049.1 4,875
76 420.8 1,619 1,183.9 4,555
77 519.6 1,874 1,401.4 5,055
78 545.2 1,907 1,670.6 5,844
79 768.5 2,456 2,061.4 6,587
80 827.1 2,429 2,245.9 6,595

81 1,091.0 2,7b5 3,219.0 8,158





