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SENATOR JOSEPH L. BUBBA (CHAIRMAN): May we have your 

attention, please? I thank you all for being on time. You 

have to understand, if you ·are not. familiar ~ith Trenton, that 

this is Trehton time, and probably we start the earliest of any 

committee. 

We are here to begin the process on a very serious 

discussion. We are here today to discuss and receive testimony 

on the issuance of bonds by the State, State authorities, State· 

colleges, commissions, etc. The Committee is seeking to 

develop a systematic process for reviewing the State's debt 

profile, plan_ning the capital needs of the State, and 

overseeing debt issuance practices. The Legislature has no 

method, procedures, or requirements for reviewing the State's 

overall debt profile which allows for oversight, nor is there a 

process for planning the short-term ~nd long-term capital needs 

of the State. 

Today, we ~ill examine two proposals to revise_ current 

law by: 

1) Strengthening the New Jersey Commission on Capital 

Budgeting and Planning; and 

2) Creating a new entity to review the proposed sale 

and issuance of bonds or other obligations of State 

governmental entities and the revenue bonds of the State's 

authorities, commissions, and colleges. 

The Committee's first proposal deals with the New 

Jersey Commission on Capital Budgeting and Planning~ The 

Commission is statutorily responsible for reviewing the capital 

expenditure requests of the various State agencies, preparing a 

State Capital Improvement Plan, and reviewing legislation which 

affects the indebtedness of the State. We will examine whether 

the Commission's responsibilities should be increased so that 

it must assess, on an annual basis, the State's current and 

projected debt levels, and recommend limits on new bond 

authorizations based on such assessments. 
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The 

issuance of 

be created 

obligation 

Committee's second proposal 

bonds. We will examine whether a 

to review the proposed issuance 

bonds- and the . revenue bonds 

deals with the 

new entity should 

of State general 

of the State's 

authorities, commissions, and colleges. The purpose· of this 

body would not be to make a judgment on whether there is a need 

for a particular bond issue, but to examine if the procedures 

connected with the proposed sale conform with existing law and 

applicabl~ regulations in order to ensure that the issuance of 

the bonds is handled in a fair, impartial, and equitable manner. 

We intend to use and · take into consideration all 

proposed current ~egislation on this subject. This ~eeting is 

the start of a process, for this is a crucial and complex issue 

area which cannot be dealt with in a quick and easy fashion. 

The · Committee is fortunate to have assembled a 

distinguished group of persons to speak . today. Our first 

speakers will be Mr. Bruce Coe, former Executive Director of 

the New Jersey Commission on Capital Budgeting and Planning, 

and Mr. William Tremayne, former Chairman of the New Jersey 

Commission on Capital Budgeting and Planning. 

We will then proceed to have three groups of 

speakers. Our first gro'l).p, from 10:30 a.m. to 11:15 a.m., 

includes--· By the way, we will not be unhappy with anyone who 

does not take up the full allotment of their time. We want you 

to say what is on your mind, but be as brief and to the point 

as possible. From 10:30 to 11:15 will include speakers 

representing underwriters and· advisory and rating service 

organizations. They are: Mr. Gerald McBride, of the Municipal 

Securities Division of the Public Securities Association; Mr. 

William Cobbs, of the Public Resources Advisory ·Group; Mr. 

Hyma11 Grossman, of Standard and Poor's Rating Group; and Mr. 

William O'Connell, of the National Association of Securities 

Dealer,s. 

-
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- Our second group, from 11:15 a.m. to 12:00 noon, will 

include speakers representing the financial community. They 

are: Mr. Robert A. Rich, of J.P. Morgan & Company; Mr. Richard 

Raphael, Of Fitch Investors; and Mr. Steven Elias, of the 

Municipal & Government Securities Corporation of New Jersey. 

Our third group, from 12:00 noon to 1:00 p.m., will 

include Senators and Assemblymen who have introduced 

legislation in this issue area. Those invited are: Senator 

John H. Ewing; Senator Henry P. McNamara; Senator Bradford s. 
Smith; Assemblyman Richard H. Bagger; Assemblyman Rodney P. 

Frelinghuysen; Assemblyman Leonard Lance; Assemblyman Monroe 

Jay Lustbader; and Assembly David C. Russo. Did I omit 

anybody? (no response) 

I will ask Senator Inverso to comment on the 

proceedings. 

SENATOR INVERSO: Thank you, Mr. Chairman. Since your 

comments covered some of what I had intended to say, I will be 

rather brief. 

I think today's meeting is the beginning of an 

endeavor to determine how best to ensure that the taxpayers of 

New Jersey are not burdened by more debt than they can bear. 

Also, we must make sure that the process of funding our capital 

needs is not a mechanism cleverly used for personal or 

poiitical gain,. but only a process which results_ in the lowest 

possible cost of funds to the taxpayers of our S_tate. 

It appears that the Legislature has no systematic 

means to review the State's overall debt profile, nor is there 

a comprehensive process for planning the capital needs of the 

State. 

·Recent revelations involving the specter of political 

influence and quid pro quo in the State's debt funding and 

refinancing have raised uncertainty regarding the State's 

future debt picture, and have e~posed, I believe, our inability 

to effectively oversee the bonding procedures. 
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In reviewing what needs to be dorie . to enhance the 

integrity of the process, I focused on the :role of the New 

Jersey Commission on Capital Budgeting and. Planning and· how it 

could be a more involved and effective player in not only 

determining which capital projects to move for~ard, but also to 

·look more comprehensively at the long-term debt service 

implications on the financial· capabilities of our state. 

This Commission -is statutorily responsible for 

reviewl.ng the· requests for capital expenditure of the· various 

State agencies. When the process is completed, the Corrimi_ssion 

prepares a State Capital Improvement Plan, which includes· a 

list of projects arid the means to finance them. 

However, we understand that the Commission does not 

scrutinize the relationship between a particular bond issue and 

the entire bonded indebtedness of the State, nor does it assess 

the _procedures and practices used in the actual issuance of 

bonds by the State. We believe this deprives the Legislature 

of a clear picture of the State's debt outlook, leaves 

undetermined the criteria used by the executive branch, and 

provides no definitive valuation criteria of the considerations 

employed by them in implementing, financing, and refinancing.· 

To correct this, I pro~ose that the Legislature amend 

the responsibilities Of the Commission on Capital Budgeting· and 

Plarining to require it to specifically assess the State's 

current and projected debt levels, and to annually recommend a 

limit on new bond authorizations. That limit would be based on 

a set of criteria· that would include: debt levels of 

comparable states; New Jersey's capita 1 needs; the ability of 

our State to support present and future debt; State operating 

. costs; and projected State revenues. 

In the process, I see a collaborative role for the 

counsel and economic advisers and the State's Revenue 

Forecasting Commission. I also believe that the composition of 

the Commissioni the makeup of the members of the Commission, i 
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needs to be changed. Increasing the Commission's role in this 

process would provide the Legislature and the administration 

with a resource that would help to guide them in the decisions 

that we will be required to make concerning the State's present 

and future debt policy. 

I am pleased that the Chairman agreed to hold this 

hearing, and I certainly look forward to the input of the 

people with experience and expertise in this field. 

_Thank you, Mr. Chairman. 

SENATOR BUBBA: Senator Cardinale? 

SENATOR CARDINALE: Thank you, Mr. Chairman. 

The Florio administration's apparent abuse of the bond 

process for political advantage demonstrates quite vividly the 

need for meaningful bond reform in New Jersey. It seems that 

with each passing week I read in the newspapers about another 

bond scandal emanating from the Governor's Office. 

I was out campaigning on a Sund~y, and I saw a 

headline in The Bergen Record about a bond scam. The following 

Sunday there was another headline in The Bergen Res;ord, a 

front-page story about still another bond scandal~ Last 

Thursday there was another- article, a front-page story in The 

Bergen Record, another bond_ scandal. Just yesterday, there was 

still another front-page story in The Bergen Record, and still 

another bond scandal involving this administration. 

It is embarrassing. It is embarrassing to have to say 

to people that we are part of this government. Something 

absolutely and definitively must be done to restor~ the 

confidence that people need to have in government, so that we 

can get about the business of the things that we must do in 

order to have this government work. 

Certainly, bonding is so~ething that we all know is 

part of the process. But when Randy Primas can be given a bond 

sales commission of $100,000 without ever - selling a single 
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bond, something is rotten~ 

beginning, only a beginning. 

This series of bills is 

I think we need to gb further. 

a 

Mr. Chairman, I am very pleased to see that you have 

called this hearing, that we are dealing with these bills, that 

~e will make that beginning, and that perhaps w~ can begin to 

rester~ some of the integrity that belongs in government. 

People were proud to be from-New Jersey four years ago, and no~ 

we need to restore that pride, because we have become a 

scandal-ridden mockery. 

I am not going to be repetitive of some of the things 

that you and Senator Inverso have already mentioned. I was 

going to mention some of those, but in the interest of time I 

will not make the rest of my remarks. 

SENATOR BUBBA: Thank you very much, Senator Cardinale. 

Senator Schluter? 

SENATOR SCHLUTER: .Thank you. Very, very briefly; 

Senator Bubba, I want to commend you for calling this hearing. 

this is a very important subject. 

It seems to me that there are two major themes that we 

will be addressing: One concerns overall debt management of 

the State, which is very, very important, dealing with our bond 

rating and so on. And the other is the process of underwriting 

and selling bonds tb be sure that that is sanitized. Yes, they 

go together, but I think we are addressing them as the two main 

the~es of this hearing. 

I just want to make the point that this 

administration, pe+haps, can be criticized justifiably on the 

processing of bond sales, but past administrations also could 

have been. We are not really saying that one ·is better than 

the other. We want to start here, and we want to be sure that 

the process fro~ here on is good, sound, and without corruption. 

Thank you. 

SENATOR BUBBA: Thank you very much. 

Mr. Bruce Coe. Bruce, you have the floor. 
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BRUCE G. COE: Good.morning, Mr. Chairman~ rne~bers of 

the.Committee. 

Just by way of background, I once worked with Kidder 

Peabody, an investment banking firm. I was there for 20 years, 

the last 10 years as a member of the Executive Committee. I 

left in 1975. In '76, I came to be the first Exe~utive 

Director of the Capital Budget and Planning Commission. The 

background of .that Commission is not totally dissimilar to the 

reason for your meeting today. 

Back then, Governor Byrne concluded that the· voters 

had lost confidence in the capital budgeting and plannirig 

process. He created a distinguished Commission, led by then 

Chairman MacNaughton of Prudential, but including Dorothy 

Powers, head of the League of Women Voters, and really a 

blue-ribbon superior Commission. They concluded that the 

voters were right, in the sense that the State really didn't. 

have any sort of a Capital Budgeting and Planning Commission. 

It was floundering; it was not well-thought~out; it needed 

'·changes. In fact, it was Bill Tremayne, who will Sl?eak next, 

who was the Executive Director of that so-called MacNaughton 

Commission back in '74 and '75. 

So in '76, a permanent Commission was created at their 

recommendation. It had on it public members. It was clearly 

bipartisan. The two Republican legislative members were people 

named Ray Batemen and Torn Kean, both of whom attended every 

meeting and did an outstanding job. 

I was with the Commission for two.and a half years and 

it was fun; because the State really hadn't ever gone about 

~thinking about, "Well, how do we prioritize our capital needs? 

How do we take a wish list and separate that into reality? How 

·can we forecast time schedules of what can be done over the 

next three years, or the next seven years? How do we know the 

operating income and expenses associated with the capital 

expenditur~," rneanirig that if we build that prison, or 
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whatever, what are the operating income 

implications for the general State budget? 

and expense 

Subsequent to that, about a year and a half later, I 

became the Executive Director of the New Jersey Housing Finance 

Agency. We were selling an enormous number of bonds during \J'I 

that period from the middle of '79 to the end of '81. Cliff 

Goldman was the then State Treasurer. The way decisions were 

made on bond counsels~ or bond firms, or what was to be done, 

were really made by us, with the concurrence of -the Board of 

the Housing Finance Agency. I can remember specifically-- We, 

by the way, during that .two and a half year period, sold in 

excess of $1 billion worth of bonds -- that is a lot of bonds 

-- a number of issues, frequently two or three per year. 

~he decisions were primarily made by me and the State 

Treasurer. I remember in '79, or '80, when we added Salomon 

Brothers as a comanager. ·Salomon Brothers had done some unique 

pioneering, outstanding work~ in the municipal finance housing 

field, and invented some new approaches towards funding housing 

bonds. They clearly were professionally qualified, and I made 

the recommendation to the State Treasurer I Cliff Goldman, who 
.\ 

felt they were qualified, and the Board approved adding them to 

our comanaging group. This was not done on the basis of 

campaign ·contributions or things of that type. It was done 

purely on the basis of professionalism. 

At the moment, I serve on the Board of the 

Transportation Trust Fund Authority. In fact, I have been on 

it since it was created, back in 1984. I can remember back 

when Mike Horn was State Treasurer and the question was: Who 

should be the lead managers for the issues of the 

Transportation Trust Fund Authority? He appointed several of 

us I was . one -- whom he felt were qualified to make 

judgments. W~ received proposals from seven firms and, based 

on those recommendations, and based upon our recommendations, 
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which Mike Horn agreed with, the firm of Dillon Reed (phonetic 

spelling) was selected at that time, because they had clearly 

put together the best presentation. 

I am just mentioning these things by way of 

background, because you are trying to probe for greater 

involvement in the capital budgeting and planning proce~s, with 

some sort of, perhaps, limits on how many bonds can be sold. I 

think that pa.rt is easy. I think that could easily be done 

within the existing Capital Budgeting and Planning Commission .. 

In fact, we really used to do it, because it is not hard to 

do. I mean, you are going to have, I think, Moody's ahd 

Fitch's testify here later -- Standard & Poor' s and Fitch's. 

Moody's is the third firm that clearly you should talk to. 

Every State Treasurer has to talk to these firms. Clearly, 

preservation of bond quality and, in fact, the improvement of 

b6nd qtiality, is critically important to the State and the 

taxpayers. 

It was back in 1977 that New Jersey regained its AAA 

" bond rating from both Moody's and Standa·rd & Poor• s. If you 

have an AAA bond rating --- which we do not have today, although 

we are close-~ If you have that, you are going to sell bonds 

at a lower interest cost than anybody else~ Well, the criteria 

that go into how to measure that, how to quantify it, what 

··preserves an AAA bond rating, are really the most critical 

things you are interested in. That is clearly something that 
can be accomplished. 

The other part, which I understand relates to the 

selection of investment advisers, or managing underwriters, or 

bond· counsels, is an area that the whole industry is in an 

uproar 

Record, 

about. In· fact, I 

Senator Cardinale, 

do not have. this morning's· Bergen 

but I do have this morning's 

Star-Ledq~r, and the front page is about the head of the 

Securities and Exchange Commission, Arthur Levitt, Jr., 

~ disclosing bond firms "adopting a ban on political donations,~ 
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both as firms and as individual members of firms. I think that 

is because the industry has been aware that nationally, artd at 

local, county, and State levels, what has been going on has 1 

been going on for years and years and years. If you want to 

maintain your managerships, in many cases you are under 

enormous pressure to give campaign contribution~. That is not· 

something that is a product of the '90s or the '80s. That was 

going on in the '50s, '60s, and '70s, when I was on Wall Street. 

·We are all familiar with the selection of bond counsel 

firms. We are all familiar with people who leave government at 

some time, join a bond firm, join an underwriter, and seem to 

enjoy undue benefits from their former .associations. That is 

just the way it has always been. You are trying to improve it 

from a credibility standpoint,· and I think that is terribly 

important. 

The reason that the C~pital Needs Commission came into 

·being -- and Bill Tremayne cart speak to that in a moment -- is 

that the voters had lost confidence in government. They were 

voting no on every single general obligation bond issue in the 

late '60s and early '70s. It was frustrating to the State, 

which was trying to, you know, do things in a more intelligent 

manner,· but the voters somehow were smarter than government. 

They were saying, "No, we don't believe it. We don't believe 

you need this transportation bond issue. You lied to us last 

time, and ~e are not going to vote for it this time." 

The good news is that the Capital Needs Commission· 

recreated credibility with voters. I remember in 1976, which 

was the first year we recommended three bond issues, I 

testified before a legislative committee that had to approve 

them. A couple of the Senators were saying, "Well, I will vote 

for them, but it is a waste of time, because the voters are 

going to vote these· down." Well, they didn't. The voters 

voted all three up, as they did in '77, as they did in '78, as 
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they have done for all but one bond issue since then, since 

that moment in time. So credibility was restored. 

The key question is how to do that now. I am riot sure 

that you couldn't combine this. I don't have a specific 

recommendation here, .but to me the qualifications that go into 

the decision-making process should include decisions made in 

public, like . the Capital Budgeting and Planning Commission, 

which is subject to sunshine laws. It should include a highly -

professional staff, a ~ery qualified staff. You have that with 

the staff· running the State Pension Fund system today. In 

fact, you have had it there for a long period of time. So ybu 

need a similar, in my opinion, highly qualified, professional 

staff. 

You also need a Commission composed of public members 

and legislative members as bipartisan, just like the Capital 

Budgeting and Planning Commission. I ·personally think that it 

might be possible to enlarge the entire scope of their work to 

achieve all of the goals you are talking about this morning. I 

would rather see you do it that way, than create some new 

entity that might make things kind of complicated artd more 

difficult to achieve. 

I applaud you for this effort. I think it really is 

important. I wish you well, and I thank you for having me this 

morning. 

SENATOR BUBBA: Just a couple of questions, Bruce. 

Your comment on picking a lead manager, the process· that the 

brokerage industry uses-- There is a special connotation, and 

I guess it can be spoken to by some of the representatives from 

the brokerage firms. 

MR. COE: Right. 

SENATOR BUBBA: There is a special connotation 

attached to the lead managing underwriter. 

MR. COE: Yes. 
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SENATOR BUBBA: He makes more money, plainly and 

.simply. When you went through your process to select an 

underwriting group-- Your comments were interesting. You said 

that Dillon Reed made the best presentation. 

MR. COE: Right. 

SENATOR BUBBA: I thin~ the most important factor in 

any underwriting group is whether or not they can get rid of 

the bonds; whether or not they can sell the bonds. So whomever 

the firm is, the process is a factor of what the int~rest rate 

is, what we can make as a State, and secondly, whether or not 

they can place all the bonds. Those are the two key points, ·or 

two of the most important points. 

On that basis then, why shouldn't we develop a process 

here by which we don't permit managing underwriters·; say that 

everyone-should share and share alike in the concession fee, in 

the underwriting ·fee, the commission? On that basis then, 

maybe we would get everybody involved, because we have no ax to 

grind~ As a matter of fact, if I want to select a firm, I want 

to select a firm that is in New Jersey, as opposed to a firm 

that is in New York, or a firm that, you know, at least 

contributes to the economy in New Jersey. 

Would you think that if we developed some method of 

saying, you know, underwriting costs should be shared equally, 

that we would end the competition, so to speak, and get 

everybody involved? 

MR. COE: Yes. Well, an awful lot of bond issues are 

highly susceptible to competitive bidding, which is clearly the 

purest ~ay for bonds to be sold. . The problem with what you are 

suggesting, though, whether you are selecting a financial 

adviser and, for good reasons and there are occasionally 

good reasons when a bond sale should be negotiated, as opposed 

to competitive bid-- What you are really saying is, "Let's go 

out on the football field and each of the 11 of us can cal 1 

signals." That is my analogy. You really cannot work that way. 
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In other words, Dillon Reed this is not a 

commercial for Dillon Reed, every firm has different strengths 

is extraordinarily strong in their knowledge and their 

professionalism in transportation fundin~ issues. They have a 

strong infrastructure of people. They have had enormous 

experience. Other firms are very strong in selling bonds, and 

I am not here to give breakdowns of underwrit~ng spreads. But 

Merrill Lynch built its underwriting prowess primarily because 

they were great at selling bonds. 

SENATOR BUBBA: Right .. Let's stay on that point for a 

minute. Dillon Reed -- and I do not know Dillon Reed from. the 

man in the moon; I mean, I have never met any of their people, 

and I have never been in their office-- So what that Dillon 

Reed was extraordinarily strong 

What does that matter to us? 

interest rate we pay and the fee 

correct--

in tr a n-s port at ion financing. 

What matters to us is the 

that is charged. Isn't that 

MR. COE: Absolutely. 

SENATOR BUBBA: --or am I oversimplifying? 

MR. COE: No, absolutely. But I thought you were 

suggesting sharing the fee equally amongst every firm that 

sells a bond. 

SENATOR BUBBA: See, it is my understanding that-- As 

we are talking, I am being led away from-- There should be 

somebody in charge. l see what you mean there. Maybe they 

shouldn't make as much as they are making now. Maybe we ought 

to split that fee a little bit. 

Still, the factors involved in bonding are, can they 

get rid of the bonds, what is the interest rate, basically--

MR. COE: No question about that. 

SENATOR BUBBA: --and whether or not they can do the 

paperwork, and . I presume everybody can do the paperwork . 

I heard what you said about the public voting on bond 

issues. I don't know that that had so much to do with 
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contributions being received by the various people or parties, 

as much as it had to do w:lth the economy. I think that is what 

caused a lot of the bond issues to go down. 

You commented on voter confidence in, I believe, a 

$900 mi I lion refinancing with no vote. What_ do you feel the 

people think about· that? 

MR. COE: I think that what you are seeing in the 

papers everyday now is the public saying, "I don't really trust 

politicians." There is a . lack of credibility with the voters. 

I think it is important that government regain that 

credibility. You know, I think the process you are going 

through is going to - be a key part of-_ it. I mean, I am not 

saying any.thing that everybody in this room doesn • t already 

know. The voters today are not-- I think they are of a 

similar mood. I remember as a commuter voting no · on 

transportation bond issues, because I had been lied to eight 

years earlier; lied to in the sense of a wonderful train 

pulling into Red Bank. It had shiny new cars, and we_ were told 

how this was going to be there for ·us to commute on in a short 

_period of time. That was all a pipe dream. It had no reality 

whatsoever. 

So voters, I think, clearly are of a mood where they 

would like the process cleansed. 

SENATOR BUBBA: May I ·hear your comment about 

refinancing $900 million without a vote? 

MR. COE: We just refinanced some Transportation Trust 

Fund Authority bonds within the last two weeks. We did them 

using Dillon Reed as a finan.cial adviser. It was done with 

competitive_ bidding. It ha_d to be done fairly quickly, we 

felt, because the market was ripe fo~ a significant interest 

rate savings of $4 billion. It was done at very low cost. The 

true interest rate is 3.63 percent for 10-year bonds, amortized 

over IO.years. 
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The trend of the ref inancings that were-- One was 

rushed through by the Kean administration. I have forgotten 

the year, but it was rushed through because the Federal 

government's arbitrage rules were about to change. In other 

words, if you got it done by December 31, you could keep all of 

the positive arbitrage associated with that bond issue -- which 

was enormous, by the way. It was the difference between what 

the tax-exempt bonds cost arid what the moneys could be invested 

in. That is why that was a "rushed through" bond sale~ 

Several refinancings have occurred since then. I do 

not have specific knowledge of any. 

SENATOR BUBBA: But still, I think what you are 

saying, at least what I am hearing, is that there should be 

competitive bidding. The voters should get involved. There 

was a lo~s of voter confidence. However, when the marketplace 

demands, w~ have to act without the voters. 

MR. COE.: There should be competitive .bidding, unless 

there is a strong presentation that for reasons unique to the 

market at that moment in time, or unique to that particular 

issuance -- for a really good, understandable reason we can 

understand, ·it should be negotiated. Otherwise, it should be a 

competitive bid. 

SENATOR BUBBA: All right, thank you. 

Does anyone else have any questions? 

SENATOR INVERSO: Yes, I have a few. 

Bruce, thanks for coming out today and sharing with us 

your insight into what needs to be done with the State Capital 

Budgeting and. Planning Commission. 

With regard to enhancing its staff and the resources 

to do its job, when you were involved- with the Commission, 

could you give me generally the number of staff and the 

confidence level in the staff they had, so that going forward 

we can take a look at what needs to be done to provide for what 

~ appears to be an omission now? 
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MR. COE: When I got there a younger man named Rich 

Keevey, then with the State Budget Office, became the key staff 

person with me, and Rich and I really kind of charted how to ~ 

organize it, how to put it together, and how it ought to 

operate. I think we were both very well-qualified to do that. 

He then had an enormous knowledge of State budget matters, and 

he also had a significant staff, of whom three or four worked 

with him, as well as with me on capital budgeting and planning 

needs. I think we were well-qualified to do that. 

The s·taff we had at the Commission at that time really 

consisted of me, a Depu.ty Executive Director, who was 

well-qualified, 

well-qualified. 

and two secretaries, who were very 

We really had a very small staff, but at the 

same time, it is not a huge job. I mean, it is an important 

job and it takes knowledge, but it is not one that requires a 

huge staff. If you were to take it one step further, I still 

don't think it would req~ire a large staff. I think the same 

number of · people could take· care of all the things you are 

talking about today. 

SENATOR INVERSO: With regard to the syndication of 

bonds, I believe the syndicate approach to lead manager is the 

way it is d6ne in the private sector. I don't see any reason 

-why it would have to change here in the public arena. But what 

does cause me concern is, there is no role for the State, is 

there, in determining who the other members of the syndicate 

are? Is that true? . The manager generally pulls together the 

syn~icate and proceeds with the--

MR. COE: On a negotiated deal, ·the manager will put 

together the underwriting syndicate, but the issuer, namely the 

State, has strong abilities to suggest wh6m they would like to 

be comanagers, and whom they would like to partici~ate as 

underwriters in the group. The State can go out of its way to 

do that, and has in the past. 
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SENATOR INVERSO: Does 

issuance, or is that something 

that change from issuance to 

that is consistently on the 

table from the State's involvement in these? 

MR. COE: Well, the competitive bid side is not. put 

together at all by the State. That is merely a function of 

firms. But, yes, it can change, and it has changed over the 

years. The State obviously has to play monitor. It cannot 

have stray issuers coming to market all in the same day. So it 

has to kind of put . together who is scheduled to sel 1 bonds 

when, so that they move orderly through Wall Street without 

conflicting with each other. 

At the same time, the State has an enormous ability to 

decide that they would like XYZ firm to be the lead manager, 

but ~h~ following three other firms, for the following reasons, 

to be comanagers. A Commission, or an advisory group such as 

you are talking about, could similarly, if they were qualified, 

come up with recommendations o_f that type. 

SENATOR INVERSO: With regard to the refinancing, my 

p~rspective is that I have no trouble when a refinancing 

involves going from a high to a low interest rate. The 
'. 

difficulty I have, I think, is what Senator Bubba was alluding 

to; that is, when you have additional debt that you are issuing 

as part of that process. That troubled me, and I ~oted against 

that. 

But high to low, you have to take advantage of that, 

which is the question of expanding your debt mode without 

having it go through the process of taxpayer approval. which is 

~hat troubled me in this past refinancing in the State. 

MR. COE: Are you speaking of the relatively recent 

one, a couple of years ago, the $1.6 billion, or thereabouts? 

SENATOR INVERSO: No, I am talking about the one we 

did last year, this past year -- this past year. 

MR. COE: Yes, one of which we rolled in three years' 

worth of debt service into the proceeds of the bond sale. 

17 



SENATOR INVERSO: Yes. In essence, we funded it; we 

funded it by borrowing our debt service for the next three 

years .. 

MR. COE: Techniques that Moody's and Standard & 
Poor's do not welcome, yes. I think refinancings, as well as 

new issuances, should be reviewed by the Commission as well. 

SENATOR BUBBA: Senator Cardinale?· 

SENATOR CARDINALE: Thank you, Mr. Chairman. 

SENATOR BUBBA: Senator Cardinale, may I just 

iriterrupt you for one moment? 

SENATOR CARDINALE:· Surely. 

SENATOR BUBBA: . Bruce, could we -- I am asking your 

permission, Senator Cardinale' s, and the rest of this 

Committee's permission-- If you say no, then we continue. But 

we have a gentleman, Hyman Grossman, from Standard & Poor' s, 

who told our staff that he had to leave by 11:00. No one told 

me, or else we would have rescheduled. 

for a minute--

MR. COE: Yes. 

Can you just hang in 

SENATOR BUBBA: --and l~t Hyman speak, because I think 

what he has to say is probably important. Then we will go back 

to the questioning. Bruce, we don~t like to leave you off the 

hook so you can think about answers. We would rather have--

Hyman Grossman, can you come forward, please? 

H y M A R c. G R 0 s s M A R: Thank you. I apprec.iate 

it. I do have a long-standing commitment in Pennsylvania, and 
-' 

I can't break it. 

We are pleased to be here this morning, Mr. Chairman 

and members of the Committee, concerning the State's overall 

debt issuanc·e process. We. received a memo from you last week 

concerning the overall scope of what you are interested in, so 

.I will address that briefly. 

You have already referred to the observation that the 

Legislature has· no systematic profile for reviewing the State's 
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overall debt situation, or planning for the State's capital 

needs. In addition, the State Legislature has not been 

actively involved in the overall process of debt management, 

planning, and procedures, especially in getting issues of 

Treasury and other State entities to the. financial markets . 

You feel the Legislature, at this juncture, has not met its 

responsibilities for its ultimate oversight of State activities. 

I think we can strengthen the Commission on Capital 

Budgeting and Planning. This is a Commission that has been in 

place for a number of years; frankly, since the administration 

of Governor Byrne. That was the last time I am awar~ that ~e 

got regular, annual reports and updates concerning the 

Commission's activities. In t_he last few years, we have not 

received those on.a regular basis. The impression out there is 

that the Commission, as such, really, today anyway, isn't doing 

that much work which is of any significance. 

Clearly, the State needs to get an overall view of its 

capital needs and financing those capital needs on a regular 

basis. We think you can strengthen the Commission, .. assuring 

bipartisan, nonpartisan input, both from the executive branch 

and the Legislature, and strengthen it with staff people.· I 

think you can pattern it along the lines of the Office of 

Legislative Services, which I think is a very fine part of 

State government and does a good job. 

I remind you that in testimony before the Joint Budget 

Oversight Committee last December 7, alluding to the same 

financing the Senate had alluded to ~- that $900 million piece 

. of the refunding-- Wel 1, the State was going to · do part of 

capita 1 needs through that refunding, without a vote of the 

people, as you say. The Treasurer -- .and I quote from the 

transcript at that point -- said he had no special "capital 

appropriation effectively in the 1993 budget." He was 

answering Senator Lynch's question at that time. He said, "We 
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really haven't had what I would call a capital program in about 

four years, of any measure, of any size to meet any needs." 

With the budget getting tighter and tighter, the 

budget that · fi.nally was approved by the Legislature had ress 

and less cur~ent revenues going to capital projects. That is 

what I think the Treasurer had in mind·, saying, "We are out of 

money for capital projects, and we need to find some." 

It is time, I think, to bring all debt having a burden 

on general State appropriations under one umbrella. By that I 

mean, not only the State Treasury that issues general 

obligation bonds, but your lease revenue bonds that are out 

there in large measure: the -.state Bui !ding Authority; the 

Sports Authority now that has arrangements with the State 

. Treasury by contract to have money in the annual budget to 

support its debt directly; the Transportation Trust Fund, 

which, while it . is self-liquidating from dedicated revenues, 

there is not enough money, as you saw in the last budget-- You 

pulled about $300 million out of those resources to help 

balance the '93-'94 budget. So that has to come into the 

picture, too, as wel 1 as those Economic Recovery bonds that 

were issued earlier in the year through the Economic 

Development Authority. 

Only by bringing together annual debt service 

requirements for these many debt issuing entiti~s· can you 

develop an appropriate measure for debt capacity and 

affordability. It is not only capacity that you ought to 

measure, the legal capacity, but affordability. You need to 

develop a system for saying, "So much is affordable, and so 

much is not." 

Maryland and Georgia ~re two states, I think, that you 

can look to, which quickly come to mind when looking for better 

oversight of all State-related entities. I know Maryland does 

an annual report on affordability, which I think you can look 

to. 
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The other part of your discussion involves the debt 

issuing mechanism. The Texas Bond Review Board, which I think 

some of the pending legislation is patterned after, gets into 

the formal needs and approval process of all State-related debt 

issuance~ including the reasonableness,. I may say, of 

professional fees. The Texas Bernd Review Board has a say, in 

reasonableness in that area. 

In New York, there is something called the "Public 

Authorities Control Board," which oversees a debt issuance 

calendar primarily, so that the State of New York is not 

overwhelming the bond market in terms of supply at any point in 

time. 

Clearly, the New Jersey :Legislature and the Capital 

Budgeting and Planning Commission can work effectively to 

achieve the necessary oversight. 

A~ I meritioned, irt a 1988 hearing by the Assembly 

Public Authorities Committee, chaired· by Assemblyman Pat 

Schuber back then-- I think these agencies ought to come to 

the Legislature on an annual basis and report what they· have 

done during the past year, and what they would like to do in 

the coming year in terms .of projects, in terms of costs, in 

terms of borrowing plans. That way the Legislature, 

representing the people, can get invblved in the process. 

In terms of the other aspect of what you are looking 

at, campaign contributions, I think New Jersey can follow the 

example of Florida of almost three years ago. An Executive 

Order from Governor Chiles, then followed by legislation, 

prohibited anyone doing business with any state agency from 

-. making any political contributions to, or on behalf of any 

statewide official·. I think you can look to that. 

As you saw the other day, and it is in today's 

·newspapers, the leading underwriters in the municipal industry 

are now voluntarily agreeing not to do any more campaign 

contributions. But I think that needs to be on the other side, 
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the government side, which· ought to be prohibited from 

soliciting. There are always two sides to that equation. I 

think this alone would· solve 95 percent of any recently 

perceived problems out there. 

Strengthening legislative oversight and making the 

public aware of all the State's debt-like commitments will make 

for better budgetary decisions having long~term financial 

implications. 

Mr. Chairman, I have a couple of minutes to answer any 

questions. 

SENATOR BUBBA: Senator Inverso, and then S~nator 

Cardinale. 

SENATOR INVERSO: Mr. Grossman, thank you for coming 

out. I know how busy you are, and I appreciate your input. 

I find it incredible that you were given a response 

that the report of the Commission was either unavailable, 

inco~plete, or ~ot worth the bother. That~s incredible. Your 

agency, along with the other agencies, 

all information,·· any information that 

reasonable assessment of the State's 

can't believe that. 

should have access to 

you need to make a 

financial picture. I 

MR. GROSSMAN: We should get that. 

SENATOR INVERSO: Your request was made to whom, Mr. 

Grossman? 

Well, in the Treasury. I can't MR. GROSSMAN: 

remember exactly who~ 

SENATOR INVERSO: In the Treasurer's Office. Okay, I 

will refer to the Treasury. Thank you. 

SENATOR BUBBA: Senator Cardinale? 

SENATOR CARDINALE: Could you explain to me I 

really don't know an awful lot about bond sales ~- why we have 

pool commissions; why a portion of the commissions are set 

aside and we have pool commissions? 

22 



,. 

MR. GROSSMAN: Frankly, I am not familiar with that 

side of the market, Senator. You know, I am involved in 

evaluating the credit that gets to the market. You're ·talking 

about the process that is involved befre you get to the market, 

preparing the b·ond financing to reach the market. l am not 

familiar with that aspect of it. 

SENATOR CARDINALE: Thank you. 

SENATOR BUBBA: Senator Schluter? 

SENATOR SCHLUTER: Thank you, Mr. Chairman. 

A. brief question: Senator Bubba asked the previous 

witness about the desirability of the State issuing bonds and 

indebtedness that has not been approved by public referendum, 

as last year in the refinancing. I am not talking about the 

Highway Trust Fund, which supposedly takes care of itself 

internally. 

We have proposed constitutional amendments which would 

change our Constitution to prohibit any ~dditional debt 

incurred by the State through this bond refinancing, or 

whatever, without public without the approval of the 

voters. Would this, in your opinion, be good for our credit 

rating, or would it not? 

MR. GROSSMAN: My personal opinion is that the more 

you get the public . involved in the debt issuing process the 

better. I think people ought to have a voice in bond issues, 

particularly those that impact the tax structure. If you are 

dealing with a toll road situation, for example, th~t is going 

to be supported by those who use the facility, then perhaps you 

need not go to a public referendum on that. But there ought to 

be public input in · terms of hearings before you get to the 

financing. 

SENATOR SCHLUTER: I am not talking about the 

~ Turnpike, the tolls, but Senator Inverso before referred to the 

refinancing which involved, I think, $87 million of debt 
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service without any income, starting in 1996,· for something 

like 13 years .. The public hasn't had a word to say about that.· 

MR~ GROSSMAN: Well, frankly, that .was part of a-­

Let's be open· and candid about that whole proce~s. 

SENATOR SCHLUTER: Oh, sure. 

MR. GROSSMAN: That was part of a budget-balancing 

relief measure, as well as capital needs, as well as a portion 

of it went to building up reserve funds -- the Rainy Day Furia, 

and so forth. So the administration, you know, led that, but 

the Joint Budget Oversight Committee approved that whole 

financing package. I don't want to get involved with who was 

there first or second, but that did involve the legislative 

Committee responsible for that. 

SENATOR SCHLUTER: Thank you. 

SENATOR BUBBA: Mr. Grossman, I was about to say that 

we didn't have time to let you speak, because, you know, I like 

to adhere to a schedule. I am happy that we made time for 

you. I think your--

MR. GROSSMAN: So am I. I appreciate the other people 

moving their scheduling. 

SENATOR BUBBA: --remarks are very germane. To 

acknowledge publicly, to allow the general public to have 

insight into how we develop our bond rating~ I think is 

important. If this is reported tomorrow, and if people read 

it-- I think if they do that, they will get a better sense of 

what we should and should not be doing here. 

We have found in the past that-- You know, I $miled 

when you talked about the Oversight Committee and how there 

were other people involved. Sometimes we in the Legislature -­

and some of us did not vote for the r~financing issue-- Some 

of us in the Leg'islature sometimes think that we are getting 

things past people, when it is people like you who come here 

and let us know that it just doesn't get past anybody; that 
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there are people who do recognize and watch, from a financial 

point of view, what we are doing. 

MR. GROSSMAN: Frankly, on that point affecting the 

State's bond rating -~ if I may take 10 seconds -- we were not 

very happy with that whole proposal back in December. And 

frankly, if there wasn't a significant amount of money for 

legitimate capital projects and building a Rainy Day Fund, and 

so forth, if this went entirely, or substantially for budget 

relief measures, the State's rating would have gone down 

further at that point. 

SENATOR BUBBA: You know, from time to time-- I coan 

recall this, and I know there are other legislators here who 

have been around for a considerable length of time. There have 

been a number of issues that have come up, and we really do not 

have the expertise to make solid judgments based on financial 

footings. 

It would be helpful if we 

Poor' s or the other rating groups 

something--

could address Standard & 

and ask questions on how 

MR. GROSSMAN: You are welcome to do that. 

SENATOR BUBBA: For example, I recall last year we 

voted to allow the Sports Authority to-- We; in effect, I 

guess, underwrite now the Sports Authority bonding, whereas we 

did not do that before. I was always uncomfortable with that, 

but I didn't· know the effect that would have on, number one, 

our bond rating, and number two, our ability to borrow in the 

future, you know, what that meant to us. 

On that basis, we should ha~e some way to deve~op that 

information. I see you nodding your head, so maybe we can 

address .those questions to you at some time in the future, if 

these things occur. I appreciate your coming. 

Are there any other questions? (no response) 

Thank you very much, and I hope you make your--
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MR. GROSSMAN: Staff is welcome to contact us on any 

question. 

SENATOR BUBBA: Thank you. 

Bruce~ could you come back up, please? And Mr. 

Tremayne, I want to personally thank you for allowing that 

discussion. Could you step . forward, please? Maybe you can 

make your remarks, and then we can proceed with the questicining 

of both of you, since both of you are· addressing principally 

the same realm. 

W I L L I A M H. T R E MA y M E: Than you, Mr. Chai~man. 

It is a pleasure to be here. 

Bruce indicated that the Governor was not satisfied -

with the capital process in 1973 and 1974. I think it was for 

good reason, there was no process. There was no.· established 

way of determining what the structure ought to be, where we 

were going, what directions we ought to take. 

In 1968, there were a number of bond issues which had 

followed an earlier Capital Needs commission. It had issued 

its report . in 1968. A lot of bond issues were put up. I 

forget the amount, but it was significant at that time. The 

voters passed them and, with the exception of the Department of 

Higher Education, most of the· executive departments got the 

authority to go ahead, but they did no planning. One of the 

reasons we had a lack of transportation facilities, as Bruce 

was mentioning I was t'hat no one put a priority On spending the 

money that the voters had approved. Inflation was moving on, 

and by the time the moneys were allocated, a lot less was 

obtained than was anticipated when the bond issues were put 

forward. 

The approximate cause was the failure in 1973 · of a 

particular bond issue. I think there were several of them, but 

6na was for schools for handicapped children. There was a lot 

of astonish~ent that such a bond issue would not readily pass. 

What was very interestirtg about that bond issue was that there 
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were no hearings. The bill fo~ the bonds was put up by a 

legislator who was very interested in the process. The 

Department of Education had not participated in the process. 

They had absolutely no planning or no way of determining how 

the moneys were going to be spent. In that case, I would agree 

with Bruce that the voters exercised good wisdom in not passing 

something that wasn't well-planned. 

At that time, I was President of the New Jersey 

Taxpayers Association, which you may know now as the Public 

Affairs Research· Institute of New Jersey. In a meeting with 

Governor Byrne and then Treasurer Leone, we were very critical 

of the capital planning process, which had been one of our high. 

priorities. Governor Byrne asked the Treasurer if our 

observations of having no process were correct. He concurred . 

. The following week-~ l was at that time a junior officer with 

Prudential -- the Chairman, Don MacNaughton, called me to his 

office, and said, "I hear you have been talking to the 

·Governor." I allowed as mucb, and he said, "Well, he has asked 

me to be Chairman of the Governor• s Commission to Evaluate . the 

Capital Needs of New Jersey. Are you ready .to put up or shut 

up?" I said, "What do you mean?" and he said, •1 will take it 

if you head it as Executive Director," which is how I got 

myself in that spot. 

But at any rate, we recommended, as did the 1968 

Commission, a number of areas where capital funds were 

required, but we made one very overriding observation; that is, 

it is no good to develop these plans if you don't have a 

process, if you don't have cohesion, if you don't have 

oversight. It was for that reason that I drafted the provision 

for what is now the Capital Planning and Budgeting Commission. 

To me, that, was the cornerstone of that report, that there 

would never again be a temporary Commission; that we would have 

one in place that would provide the oversight. 
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It is my general observation I have not stayed 

close to it: that Mr. Grossman is correct that after a jump 

.start, a lot of it due to Bruce's leadership, less attention 

has been paid to the Commission than should be. I was not 

aware of the reports not having been given.· I am not quite 

sure of the· frequency with which the meetings are now held. 

But it seems to me that the mechanism is in place to reenergize 

and extend the charge of that Commission, to provide many of 

the ends which you desire in the· outline that the Chairman 

described. 

It seems to me that it is not necessary to create a 

new entity to accomplish some of these things, but really to 

reenergize and develop interest in the existing Commission. It 

already has the representation of Majority and Minority members 

from each body of the Legislature on it. It has the execut1ve· 

department involved. I think that expanding it to be a larger 

and more responsible entity would give it a greater ability to 

do the analysis and not have two different, very small entities 

with di verse obligations. So I would suggest to you that you 

consider, if you do create such an entity, making it a function 

of the Capital Planning and Budgeting Commission. 

The other question is how to address the issuance 

process. I am not . particularly expert in ·that, but I would 

suggest to you that one of the best ways in our democracy to 

get the right answers is to have early dissemination of 

information, early notice. I would think that perhaps a 

process by which the State and various authorities give early 

notice to the Commission as to the process they are going to be 

following in bond issues, with perhaps much greater disclosure 

in the case of proposed negotiated issues, as compared to bid 

issues, would be a way to do that without building up an 

overwhel~ing bureaucracy that is grinding numbers, rather than 

doing analysis. 
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It seems to me that if you have a reenergized 

Commission, what you need is for it to have regular meetings 

and to have the right kind of information available to raise 

questions when the flags are there. But I w6~ld agree with the 

prior speakers that the complexities of it are such that I 

don't think you could have one super _agency going through every 

detail before a bond issue is approved. 

SENATOR BUBBA: Thank you, Mr. Tremayne. 

Senator Cardinale, wi 11 you pick up the questioning? 

Thank you -for your patience before. 

SENATOR CARDINALE: I am interested in the subject ·of 

the pool_ commissions. 

SENATOR SCHLUTER: Yes. 

MR. TREMAYNE: I'm sorry, I cannot hear you, Senator. 

SENATOR BUBBA: I'm sorry, I didn't hear you either. 

SENATOR CARDINALE: I am interested in the subject of 

the pool commissions. I am curious why this kind of a 

structure exists, what purpose it serves. 

MR. TREMAYNE: If 

specialist in that industry. 

I 

I 

may, 

never 

Senator, I a_m not a 

heard the- words "pool 

commissions" before, if it was raised at this meeting. 

SENATOR CARDINALE: Well, I understand that pool 

commissions, a certain portion of the commissions 10 

percent, I think, in some of the cases that have been before us 

--- are put aside, and then divided on some sort of arbitrary 

basis, by whom we have not been able to really determine. But 

could we sell.bonds if we outlawed pool commissions? 

MR. TREMAYNE: I don't know. It certainly--

SENATOR BUBBA: Senator Cardinale, we are going to 

have representatives from the industry itself. I think they 

could better answer that question. 

SENATOR CARDINALE: But Bruce has had wide experience 

in New Jersey, .which he testified to. Is this pool commission 
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arrangement something that was common in other dealings going 

back in history, or do you know? 

MR. COE: I don't know. I would def er to the 

subsequent representatives. 

SENATOR CARDINALE: 

SENATOR BUBBA: I 

Okay~ then Me will-­

think he is talking about the 

underwriting concession, where there is a portion of the 

underwriting concession . that is kept for the managing 

underwriter 

underwriters. 

and several of . his · friends, or· the lead 

I think that is what you are ref erring to as a 

"pool," a portion. 

SENATOR CARDINALE: That is correct. That is what I 

am---

MR. COE: The management fee? 

SENATOR BUBBA: Yes, yes. But let's ask th•t question 

of the industry experts. 

Are there any other questions from any of· the 

Senators? Senator Schluter? 

SENATOR SCHLUTER: Thank you. 

For both of you, and I think Bruce started in on this, 

on the Capital Needs Commission, are there legislative 

representatives now? (Mr. Coe nods affirmatively) How many? 

Is there one from each House? 

MR. COE: I 

party. 

MR. TREMAYNE: 

MR. COE: From 

MR. TREMAYNE: 

believe there are four, two from each 

Two from each party from each House. 

~ach House, right. 

I'm sorry, one from each party from 

each Ho.use. 

·SENATOR SCHLUTER: Do you believe that should be 

increased in any way to get legislative involvement, or are 

four sufficient? 

MR. COE: The Commission has not been-~ 

SENATOR SCHLUTER: How many members on the Commission? 
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MR. _COE: ---for many years, what it once was. It was 

kind of new and everybody went to al 1 the meetings. We met 

frequently, and it was really clicking. Somehow it got lost, 

or at least it is diminished. I don't think the number of 

legislators "is critical, I mean, whether it is four, six, or 

eight. I think their involvement, attendance, and 

participation are critical. 

MR. TREMAYNE: If they are interested and if they show 

up and participate, I think you can achieve the ends you 

desire. If you had 15 and they didn't show up and didn't 

participate, you would not get what you want. It is really· a 

question of are they interested, will they attend, and will 

they conduct their meetings. 

SENATOR SCHLUTER: In·· your judgment, should they be 

serving on the Appropriations Committee 

connection? Would that be an advantage? 

or have some 

MR. TREMAYNE: It was our original recomme_ndatiori in 

the Capital Needs Report that there be the Chairman and the 

ranking Minari ty member of the Appropriations Committee. 1 

believe the legislation omitted that recommendation and left it 

up to the Speaker and the President of the Senate to do it as 

they chose. 

SENATOR SCHLUTER: But I take it from the testimony of 

both of you that you would, rather than another agency or 

entity you would favor revitalizing the Capital Needs 

Commission to provide better bond profiles for the Legislature, 

to give us more input on policy matters. 

MR. TREMAYNE: Absolutely. 

SENATOR SCHLUTER: My final question: Would the. 

Capital Needs Commission also advise the Governor and the 

Legislature with respect to the marketing of bonds, whether 

they should be negotiated, whether they should be competitively 

bid, or would there be any direction from the Committee on that 

matter? Should there be? Would you recommend that there be? 
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MR. TREMAYNE: I would tend to say that the issuing 

entity, because you may have authorities or others, ought to 

. give adequate-- There ought to be some_ time period in which 

thei gave advance notice of their intention and the reasons why 

they were pursuing the course they were, so that the Commission 

would have ample opportunity to raise questions they might 

have. But I would not put the machinery in their hands to 

conduct it. 

SENATOR SCHLUTER: I have one final question, Mr. 

Chairman, on a slightly different--

MR. TREMAYNE: Bruce, do you--

MR. COE: The Commission, you recall, has four members 

of the executive branch, -including the Attorney General and the 

State Treasurer, so I would think that with the right 

professional staff, plus the State Treasurer, you are going to 

have all the professional qualifications there to apprise the 

Legislature, yes. 

SENATOR SCHLUTER: I asked this question of Mr. 

Grossman. Would each of you, individually, care to comment on 

a· proposed change in our Cons ti tut ion which would limit the 

issuance of bonded indebtedness to any kind of a matter which 

had been subject -- which had to be subject to referendum of 

the public, as it is proposed by a couple of amendments? I 

don't mean with the Turnpike Authority; I don• t mean with t'he 

Highway Trust Fund. I mean in the bond refinancing which took 

place last December, the fact that $900 million went ~- was . 

issued, was committed for without any public vote. 

MR. TREMAYNE: If I understand_ correctly, it was to 

obtain a lower rate. It was not the issuance of new debt. 

SENATOR BUBBA: No, I think you are wrong there, Mr. 

Tremayne. I think there was new debt there. I thirik the new 

debt was about $400 million. 

MR~ TREMAYNE: All right. I would have said to the 

extent that there is new debt, it should have voter approva 1. 
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To the extent that it is just recycling existing debt, I would 

not see a need for it. 

SENATOR BUBBA: Thank you. Any other--

MR. COE: I think there was ·a loophole in the 

legislation that permitted the refunding, which is something 

which really should never have taken place. Governors and 

Legislatures for years have been trying to gradually figure out 

how to issue something that looks like long-term debt, smells 

like long.,..term debt, but the voters do not vote on it. You 

know, can we, do ·that through long-term leasing, through some 

new Building Authority? For those of you who go back, courts 

used to rule, "No, that is long-term debt, and you can't do it 

that way." But then they switched. So we have now built up-­

So that is a continuing desire of Governors and Legislatures, 

to not want voters to vote on long-term debt. 

SENATOR BUBBA: And to get short-term expenses paid by 

long--term debt. 

MR. COE: Right, but that refinancing was one that 

should never hav.e been legally permitted, in my-- r am not a 

lawyer, but I think that was wrong. 

SENATOR SCHLUTER: So you would be in favor of 

revising· our Constitution to prevent it? 

MR. COE: Well, if you want to revise the Constitution 

to really get a long-term debt, you should really analyze it 

just the way Moody's and Standard & Poor's do, and I defer to 

them. I think they capitalize long-term leases into long-term 

debt computations as well. So if you really want to purify it 

so that you would get the voters to vote on selling mortgages, 

taking a mortgage on a house, then you should really purify the 

whole thing, yes. 

SENATOR BUBBA: All right. I am going to end the 

questioning now, with a thank you to Mr~ Coe artd Mr. Tremayne. 

I am going . to ask Group 1 to come up to the 

microphone. That would be: Gerald McBride~ Chairman, 
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Municipal Securities Division of the Public Securities 

Association; William Cobbs, Chairman, Public Resources Advisory 

Group; William O'Connell, Assistant Director, National 

Association of Securities Dealers, New York. Could I ask you, 

please, to come up to the mi~rophone together? 

w t L L I A M c o B B s: I don't have any relat.itinship to 

any of these people. I am with Public Resources, but I have 

nothing to do with PSA or afiy of these people. 

SENATOR BUBBA: You don't even like them, right? 

Okay, you can sit down. 

MR. COBBS: No, I don't. They are securities dealers 

and we are' independent. Don't think that we are affiliated. 

I'm sorry, we stress our independence from the s~curities 

dealers. 

SENATOR BUBBA: I think you have m~de ybur point. 

Would you like to sit down? (witness complies) 

W I L L I A M 0 ' C 0 R R E L L: Although we are not 

affiliated, I like Gerry. 

MR. COBBS: (speaking from audience) Oh, I like Mr. 

McBride quite a lot. 

SENATOR BUBBA: Can we begin with Mr. McBride? 

G E R A L D P. M c B R I D E:. Good morning, Mr. Chairman; 

gqod morning, members of the Committee. 

I have a prepaJ:ed statement. which I would like· to go 

through, which was at the request of Mr. Callahan that we go 

through . the explanation of what the process of the 

broker/dealer community is -- what it does in reference to the 

negotiated and competitive issues. 

My name is ·Gerry McB·ride. I am Executive Vice 

President of Prudential Securities, Ma~ager of the Tax-Exempt 

Division, but I appear before you this morning as the Chairman 

of the Municipal Securities Division of the PSA. 

The PSA, or the Public Securities Association, is the 

international trade organization of banks and security firms 
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that underwrite and trade municipal securities, U.S. govern~ent 

securities, and agencies, mortgage, and other asset-backed 

securities and money-market instruments. PSA firms -- · member 

firms -~ account for about 95 percent of the nation's municipal 

securities activity. 

As you are aware, municipal securities are one of the 

safest investment vehicles available to investors. Recent 

allegations related to political influence in transactiorts, 

however, particularly here in the State of Ne~ Jersey, may have 

cast doubt· upon the integrity of the market. My testimony this 

morning will focus on negotiated and competitive bond sales, ·as 

was requested, and the role of political contributions made by 

market participants to State and local political candidates . 

. My written statement addresses these issues in much greater 

detail than time allows here, and I ask that my written remarks 

be included in the record of today's hearing, Mr. Chairman. 

Municipal securities' offerings are typically sold 

through either a competitive or a negotiated bidding process. 

The choice of either type of sale is dependent on a variety of 

factors, including: credit considerations, issue of 

preference, and market conditions. Competitive bond sales are 

typically used for more traditional offerings of municipal 

securities, such as general obligations. The issuer will 

typically work with a financial adviser to determine the 

structure and timing of the bond sale. The offering is then 

advertised in financial publications in order to notify 

municipal dealers of the terms of the offering, including 

information relating to structure, time, date, when the bidding 

will occur, and other details which are pertinent to the 

offering. 

Municipal 

syndicates to bid 

syndicate bidding 

dealers will 

on the issue. 

for the bonds 

arrange at that time for 

On the date of sale, the 

will estimate the interest 

rates necessary to sell ·the bonds to investors, and wi 11 then 
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submit bids to the issuer or its agents according to the 

parameters. The syndicate offering to purchase . the bonds at 

the lowest yield -- or highest price -- is named the winning 

bidder, and upon approval by the issuer is awarded the bonds. 

The syndicate then offers the bonds to their cust6mer accounts 

at established reoffering yields. 

Negotiated sales, on the other·· hand, are typically 

qsed for bond offerings which entail complicated financial 

planning and project management considerations, such as 

refuriding or revenue bond issues, which are what were discussed 

earlier. The issuer will distribute a Request for J?roposal ·-­

known as an RFP solicitation, which basically asks 

underwriters to submit their qualifications and credentials. 

The issuer then reviews the RFP resporises and selects a senior 

manager and manage~ent team for the transaction. 

The senior manager works with the issuer in order to 

structure the financing plan for the bond sale. The 

underwriter provides a wide variety of services in conjunction 

with the sale, including: premarketing efforts, investor 

relation meetings, credit agency presentations, interfacing 

with the financial adviser, if there is a financial adviser, 

and other related marketing services. The manager will also 

advise the issuer on ~hen the bonds should be offered for sale 

in order to take advantage of · optimal market interest rate 

coriditions. 

On the sale date, the senior manager on the 

transaction will price the deal and seek orders fro~ interested 

investors. Aftei; demand for ·the bonds is evaluated, the 

·manager may change the structure and/or size of the deal in 

order to meet investor 

The manager then sets 

demand dictated by market parameters. 

the final terms of the offering and 

purchases the bonds from the issuer. The manager also provides 

a number of post sale services for the issuer, such as 
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secondary market-making activities and advice for long-term 

capital projects. 

The "spread," which is one of the most misunderstood 

aspects of the municipal bond underwriting business, refers to 

the amount of money that the underwriting firms work for. The 

gross underwriting spread is simply the difference between the 

offering . price to the public by the underwriter and the 

purchase price the underwriter pays to the issuer~ This spread 

includes all expenses incurred by the dealer in bringing the 

bonds to market, as well as any profits earned on the issue. 

Average underwriting spreads in the municipal market 

have declined substantially since the early '80s. Even though 

new·. issuance of municipal securities has increased steadily, 

increased cbmpetition among underwriters has taused spreads to 

remain subject to downward pressure. 

Gross spreads of both negotiated and competitive 

issues have experienced declines since the early '80s. This 

trend has been especially pronounced for negotiated issues. In 

this category, gross spreads have fallen from $17.31 per $1000 

in 1985 to $9.35 in 1992. That represents a 46 percent decline 

in gross spreads. The spread for competitive issues, 

meanwhile, has dropped from $10. 79 per $1000 . in 1985 to $8. 99 

in 1992, a 16. 6 percent drop~ As with spreads on negotiated 

issues, spreads on competitive issues have continued to narrow 

through 1993. 

The bottom line is that whether looking at competitive 

or negotiated municipal issues, the gross spread represents 

less . than 1 percent, a very reasonable rate for issuers of 

municipal securities. 

It is important to note that negotiated sales are very 

"competitive." As I previously noted, underwriters compete 

vigorously for senior manager slots. PSA believes that the 

elimination of negotiated sales as an alternative may 

ultimately increase financing costs for issuers. 
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Considerable attention has also been focused in recent 

months ·on the. issue of political contributions to State and 

local candidates, and the role such contributions play in the 

'decisions regarding firms that are selected. to participate in 

municipal bond offerings. There is a widespread consensus 

among PSA's membership that the currerit practice, where in some 

instances contributions essentially · represent a fee to enter 

legitimate competition for business -- what has become known as 

"pay to play" -- must end, and hopefully has ended with what 

has happened in the last two weeks in the industry. 

We commend the Municipal Securities• Rule-Making Board 

for its attempt, through its proposed Rule G-37, to address the 

issue. Until a final regulatory policy with regard to 

political contributions is established, however, PSA has 

recommended to its members a voluntary moratorium. Industry 

response to PSA's recommendation ·has been quite positive. 

Cons~quently, we call on groups representing participants in a 

public. finance process to recommend a similar moratorium to 

their members. We also ask that the issuers install a 

moratorium until the rules have been established. 

That is the end of my comments, Mr. Chairman. 

SENATOR BUBBA: Mr. McBride, you set me back on my 

heels initially with your opening remarks. For the record, do 

you know me? 

MR. McBRIDE: No. 

SENATOR BUBBA: And I do not know you. I also work 

for Prudential Securities. I was just employed by them 

recently, and I do not want anyone to think that you are.here 

as a result of that. I never knew you worked for Prudential. 

On that basis, I would rather excuse myself from 

questioning this group, and I would ask my Vice-Chairman to 

question the group. 

MR. McBRIDE: ·That's fine. 
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SENATOR INVERSO: You haven't earned a commission yet, 

have you, Joe. 

SENATOR BUBBA: No. 

SENATOR INVERSO: Well, in that case, you're unbiased. 

- Mr. O'Connell? 

MR. O'CONNELL: Yes? 

SENATOR INVERSO: Do you have any comments you care to 

make at this point, or would you like us to proceed with the 

questioning of Mr. McBride? 

MR. O'CONNELL: Whichever way you prefer. 

SENATOR INVERSO: Okay. Yes, Senator Cardinale? 

SENATOR CARD~NALE: Are you the appropriate person to 

discuss this pool commission aspect of what has gone on in New 

Jersey? You are familiar with the pool--

MR. ·McBRIDE: I don't know if I am the appropriate 

person----

SENATOR CARDINALE: You know something about it? 

MR. McBRIDE: --but I am familiar with what you are 

talking about, yes, sir. 

SENATOR CARDINALE: Okay. Is this a common practice 

in the industry? Is this something that is standard and is 

always done? 

MR. McBRIDE: It is not a common practice in the 

industry; it is not something that is always done. I think 

there needs to be some -more elaboration on the question you 

asked, Senator, so that there can be some more--

SENATOR CARDINALE: All right. Here is my concern. 

MR. McBRIDE: Right. 

SENATOR CARDINALE: The industry· itself is taking 

steps and, presu~ably, we will take s~eps to eliminate one 

source of mischief, and that is ~he political contributions on 

the way into do_ing these sales-. I think that is very 

positive. But if we had these pools, it occurs to me that that 

might be a second source of mischief; that a lead underwriter 
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or manager might indeed be persuaded to have one or another 

aspect of a set-aside. of some of the moneys that they ·would 

normally receive to be paid at the discretion of the Governor's 

Office, of the Governor's Counsel, of someone in State 

government, thereby reopening the door for mischief. Albeit 

that we have both doors open now in New Jersey, can we sell our 

bonds if we outlaw this process by which pool commissions are 

available as part of the structure? 

MR. McBRIDE: I would like to answer that question in 

two parts: One, yes, I think you could sell your bonds. Two, 

I think, again~- With all due respect, I think you have to get 

some more understanding about the pooling of commissions for me 

to be able to explain that -- to give you an accurate answer. 

I think you may be referring to, is this part of the spread 

that has been taken out and set aside for--

SENATOR CARDINALE: They take currently-- In one of 

our issues, they took 10 percent out, and then they divided 

it. This is what I mentioned earlier. 

MR. McBRIDE: Ten percent of the spread, Senator? 

SENATOR CARDINALE: They took 10. percent of what I 

would refer to as the commissions. 

MR. McBRIDE: Okay, that is the spread. 

SENATOR CARDINALE: In your parlance, you refer to it 

as the spread. 

MR. McBRID~: Well, see, not all of the spread goes 

for comniissions. That's why-- If you will allow, spread is 

the term that is used · for all of the components that are 

involved between where you buy the bonds and where you sell the 

bonds. Part of those components would be expenses to pay for 

legal, to pay for printing; and to pay for all the regulatory 

body assessments. Part of it might be for a .management fee, 

and the other part would be for what is known as "takedown, "- -

which is the same in English, outside of Wall Street, and it 
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means commissions. So that commission-- If the commission was 

set aside, that is not a normal practice. 

SENATOR CARDINALE: It is not a ~ormal ptactice7 

MR. McBRIDE: No. 

SENATOR CARDINAL!: The industry would probably be 

very happy -- if I can devine that from what you ·say -- if we 

outlawed this practice of set aside of commissions to be 

divided in some fashion by the Governor's Office at a later 

date. 

concern: 

MR. McBRIDE: Based on that--

SENATOR 

One of 

CARDINALE: 

the articles 

Irrespective-­

I referred to 

Here is my 

in -=T-=h...,.e:..-=B-=e-=r..-0-=ec:..::n 
Record created quite an upset in my constituency, because there 

was a compc;iny that was newly formed by an ex-Cabinet member 

that was included in this pool. It was formed with 

capitalization of $5000, and it indeed appears to have done no 

bond sales. However, it got more out of the pool than any of 

the other companies included in the pool, and.no one seems to 

know on what basis that was awarded. But there were no bond 

sales. A $100, 000 commission was paid to a company that had a 

$5000 capitalization, and apparently no previous experience in 

the industry. 

Now, if I were to look at that-- Many of my 

constituents have looked at that, and they have said to me, 

"That doesn • t spell right." It also occurs to me that if we 
have a practice like that in New Jersey, somewhere there is a 

factor·being added to the costs that are being charged to the 

taxpayers to accommodate those increased costs for ~- whatever 

you want to call this thing. There are people who refer to it 

by various names. I am not going to use those names. 

Now, I think I get the impression from you that. you 

believe the industry would be very happy if we outlawed that. 

practice. 

MR. McBRIDE: That is correct. 
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SENATOR CARDINALE: I think you also said that it is 

not a common practice in things that are done in other states. 

MR. McBRIDE: That is correct. 

SENATOR CARDlNALE: Are you familiar with issues that 

have come up previously in New Jersey,_ let's say, 10 years ago? 

MR. McBRIDE: Yes' I am. 

SENATOR CARDINALE: Were there these kinds of pool 

commissions 10 years ago? 

MR. McBRIDE: No, not that I know of. 

SENATOR CARDINALE: Could you tell us when they first 

became part of the process? 

MR. McBRIDE: Well, actually, I cannot tell .you 

accrirately when they first became part of the process, because 

I know exactly .what you are referring to, and- I do not know 

myself, as a_ member of the ·industry, how, in fact, that 

compensation has been calculated .. 

There is nothing wrong -- nothing wrong at all -- with 

having a designation rule within a takedown. Again, that is a 

technical-- I am getting into technicalities, and I don't mean 

to do that ·because I will lose you, and that is not my 

intention. 

There is nothing wrong with doing that, as long as it 

is disclosed; as long as it is, "Shall we use the level playing 

ground concept?"; as long as everyone knows that in order to 

participate in the designation policy, you have to have some 

type of a relationship with the ultimate investor. You have to 

supply some kind of a secondary market prowess, or you ·have to 

have -brought something to the -table. There are too many 

situations that have taken place where that does not exist. 

Now, there are reasons why a pool, if you wi 11 

using your word -- has been allowed, and at times has been 

perfectly okay because there has been extra work done, but it 

has been disclosed going in. 

42 



SENATOR CARDINALE: But there is a relationship-~ 

MR. McBRIDE: There is a relationship. 

SENATOR CARDINA_LE: --is there not, between the work 

that is done and the moneys that are paid~­

MR. McBRIDE: Hopefully. 

SENATOR CARDINALE: --to the pool designee? 

MR. McBRIDE: Yes. 

SENATOR CARDINALE: If there is a pool, that is the 

common practice? 

MR . 'Mc BR I DE : Yes , s i r . 

SENATOR CARDINALE: You would consider it quite 

uncommon that a designee that did no work got more than any 

other members of the pool? 

MR. McBRIDE: That's right. That would be uncommon. 

It has become more common in the industry recently, but it is 

totally-~ It is uncommon. 

SENATOR CARDINALE: I watched at · a hearing before 

another committee that was looking into some of the same issues 

that we are ·exploring, and I saw a representative of a major 

Wall Street bonding company indicate that he had submitted a 

bid, or an approximate estimated bid of $200,Q-OO for an issue. 

He did not understand -- I got that meaning from what he said, 

I don't think he used those words -- how ·Lazard Freres was paid 

$2.5 million for the same work for which they had bid, 

essentially, $200,000. 

Is it. common in the industry for such disparities to 

exist; that a company would be paid 10 or 15 times as much as 

another company, given the fact that ~hey are both-- I am sure 

you could find some fly-by-nights somewhere that would give you 

a lowball bi_d., and I think that is common in every industry. I 

am not talking about those kinds of situations. I am talking 

·about where, in fact, companies are of equal standing. Is 

there that kind of disparity generally engaged in by State 

government? 
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MR. McBRIDE: No, Senator, there is not. In fact1 the 

individual you were speaking about is going to appear. He was 

called here, and he is sitting behind· me. He said_ that he 

didn't want to sit at the dais with us because we represent the 

broker/dealer community, and he is an independent financial 

adviser -- Mr. Billy Cobbs. He will address that, I am sure, 

when he gets up here. But that is not common practice. In 

fact, it is an anomaly that remains for someone else to 

explain, not us. 

anywhere 

SENATOR 

in the 

CARDINALE: 

country at 

experience with bond sales? 

Have you 

any time 

.ever 

in the 

heard 

past, 

of 

in 

this 

your 

MR. McBRIDE: No, I have never heard of that with that 

type of ·a spread differential. 

SENATOR CARDINALE: Now, I heard the State Treasurer 

say that there was a good and logical reason for doing that. 

That good and logical reason was that Lazard Freres -~ this was 

a specific instance -- had a ver;:y innovative approach to the 

structure of the bond sales, and that after all, we save money 

ultimately. 

Is it unusual in the refinancing of bond issues today 

that a State government -- in refinancing. an old bond issue --­

would get a lower rate than on prior bond issues? Is that an 

extraordinary thing that would_ account for 10 or 15 times the 

normal commission? 

MR. McBRIDE: Well, that is a very difficult qµestion 

to answer, because it is a very convoluted question. And 

again, with all due respect, you'r~ saying, is it-~ 

SENATOR CARDINA_LE: Do you prefer me to make it 

simpler? 

MR. McBRIDE: . Yes, please. 

SENATOR CARDINALE: Many of my constituents are 

refinancing.home mortgages--

MR. McBRIDE: Right. 

44 



SENATOR CARDINALE: ---and they understand, in 

analogous terms to bonding, that interest rates are lower 

today--

MR. McBRIDE: Correct. 

SENATOR CARDINALE: --than they were a few years ago. 

Governments are in a similar condition. Governments borrowed 

money, and they borrowed money all the time. There is nothing 

wrong with that~ They borrowed money at the then current 

market rates. Since the market rates are lower today, it is a 

gen~ral advaritage to government, where it can, where it has the 

conditions in the ·bonds, to refinance those bohds at the 

current rates, which are very low~ 

MR. McBRIDE: Correct. 

SENATOR CARDINALE: Now, is it your experience that. 

governments refinance bonds -- let me break the question into 

two -- where, in fact, they would pay more interest? 

MR. McBRIDE: No. I mean, I would see no reason why 

you would want to increase your debt service. There may be a 

reason, but I can't think of one. 

SENATOR CARDINALE: Is there, within the _industry, 

such a degree of differential in creativity in the structuring 

of bond sales that a particular lead underwriter or manager 

would be able to come up with such an innovative approach that 

it would warrant 10 or 15 times the conunission that another 

reputable company in the field would, indeed, be able to offer? 

MR. McBRIDE: Is it possible? It is absolutely 

possible, but highly improbable. 

SENATOR CARDINALE: Thank you. 

Are you familiar at all with the issue I am talking 

about, and could you render an Opinion as to whether this issue 

would fall into the category of something that was so 

innovative as to, in fact, call for that kind of a differential 

in commission? 
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MR. McBRIDE: I am familiar ·with the issue you are 

speaking about,· but~ no, I would not want to render an 

opinion. It is not because I ~ill back up, it is because I was 

not part of the issue, and do not really know the intricacies 

of what was ·offered by the lead manager, nor· the financial 

adviser. So j~st out of due respect-- I don't know what they 

brought to the table . 

. SENATOR CARDINALE: l respect that. I have no further 

questions. 

SENATOR BUBBA: Senator Schluter, any· questions? 

SENATOR SCHLUTER: No, thank you. 

SENATOR BUBBA: I think we will go to the next 

speaker, Mr. O'Connell~ 

MR. O'CONNELL: Good morning, Mr. Chairman, members of 

the Committee. My name is William O'Connell. I am an 

Assistant Director with the New York District Office of the 

National Association of Securities Dealers . 

. The NASO, as it is referred to, is a membership 

organizatidn made up of over 5300 broker/dealers in the 

securities community. 

Specifically, I was asked to report ort the role of the 

NASO in municipal securities regulation. In contrast to the 

over-the-counter equities markets, where the NASO both enacts 

and enforces rules and regulations, in the municipal securities 

market the MSRB enacts the rules, and the NASO enforces them. 

This self-regulatory structure has worked well for NASO members· 

because of the close cooperation and working relationships 

between the MSRB and the NASO. 

Specific duties that the NASO performs as part of its 

municipal securities' responsibilities include: administration 

of tests to qualify individuals as registered representatives 

or principals with municipal securities brokers and dealers; 

inspection of the firms doing municipal securities business, 

including the inspection by a NASO examiner who uncovered the 
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New Jersey_ -Turnpike bond problems; investigations of special 

cause matters, including customer complaints and terminations 

of registered persons; imposition of sanctions through the NASO 

disciplinary process; educatibn of municipal dealers; NASD 

staff participation in municipal industry forums; and 

semiannual provision of enforcement statistics through the MSRB. 

With regard to the Field Inspection Program, 

approximately 25 percent, or over 1400 of the 5300 NASO 

members, conduct a municipal - securities business. While· the 

size, volume, and scope of municipal activity varies greatly 

among these members, each firm is subject to an on-site 

examination for compliance with MSRB and SEC rules at least 

once every two years. Many of these firms are examined - on a 

routine basis annually, more frequently if problems or cause 

matters arise. 

Through the focusing of our examination efforts~ firms 

identified by our district off ices whose activities, product 

line, practices, past conduct, or disciplinary history are 

deemed to require closer regulatory scrutiny, become top 

examination and regulatory priorities. 

-The NASD, in coordination with the MSRB staff, has 

developed a comprehensive examination report devoted 

exclusively to municipal securities, including related 

inspection procedures. Among other areas, the NASD'S municipal 

examinatiofi report includes: distribution and syndicate 

activities; sales practi_ces, including fair pricing, markups, 

adjusted - trading, and churning; uniform practices in 

transactions between brokers and dealers; confirmation 

disclosures; sui tabi li ty of recommendations _and -transactions; 

financial advisory services; customer complaints; and other 

MSRB rules. 

As a general statement, the NASD has found through its 

field inspection, special cause, and othet regulatory programs 
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that there is a high level of compliance by broker/dealers with 

MSRB and SEC rules in their municipal securities activities. 

Giveri the size of the municipal securities market; the 

diverse nature of the issues traded, and the increased 

inv6lvement of individual investors, problems do arise that 

must be addressed through enforcement initiatives. Where 

serious or systemic rule violations have been found to exist, 

the NASO, through its district Business Conduct Committees, has 

initiated formal disciplinary actions against members and 

indi~iduals with the issuance of a written statement of charges 

in a formal complaint~ Less serious viplations have b~en 

reiolved by staff taking informal disciplinary actions such as 

issuing cautionary letters or conducting compliance conf~rences. 

From 1982 until 1992, the NASO, in carrying out all of 

its regulatory activities, conducted in excess of 100,000 

routine and cause investigations, resulting in about 7600 

formal disciplinary actions, and a total of informal and formal 

actions of almost 40,000. Cases involving municipal securities 

and (several words indiscernible) operate relating to sale~ 

practice supervision, registration, and operational 

requirements, and totaled less than 10 percent of the overall 

disciplinary actions taken by the NASO. 

On the whole, we believe the proce.ss -- we believe 

good progress has been made in the impiovement of the 

regulation of the municipal securities markets. However, we 

see three primary areas that need additional progress: 

political contributions; secondary market disclosure by 

issuers; and additional transparency in these markets, 

especially for surveillance purposes. 

In addition, the MSRB has proposed several changes to 

improve the municipal markets, which we support. First is the 

interdealer transaction information pilot. The pilot program 

to collect and publish on a next-day basis information on 

transactions occurring in the interdealer market for municipal 
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securities is a useful first step. While this program would 

not supply nearly as much information as is . available in the 

, equity markets, the availability of specific price infor~ation, 

uncleared and compared interdealer transactions with the 

improvement of automated regulatory reports that would be 

available from clear trades for surveillance purposes, will 

strengthen NASO surveillance of the municipal· marketplace, and 

assist in our review for compliance with MSRB rules, including 

areas such as: sales practice, pricing, markups, and fair 

dealing with customers. 

Second is the political contribution rule. While ·it 

is difficult to promulgate rules in this area, we believe the 

MSRB has made an important step in addressing the problem. We 

hope this proposal is achieved, and believe that the NASO will 

be able to incorporate it in our enforcement program. 

Further, the ·MSRB recently stated in its rule proposal 

that even prior to this rule, payments given to issuers must 

comply with the fair dealing principles in current MSRB rules. 

NASO examiners have, therefore, been instructed to review this 

area in future memb~r examinations, even before the new rule is 

promulgated. 

Finally, there is the continuing. disclosure 

information rules. The NASO staff has long supported the 

concept of full public disclosure in the markets we regulate, 

because we believe that the investing public should have access 

to cur tent information when making investment decisions. In 

general, we support greater secondary market disclosure for 

municipal securities, particularly those that are actively 

traded. 

We welcome the concept introduced by the MSRB which is 

in its earliest phase of development. We will provide input to 

the- MSRB, as we have on other matters in the past, and on 

substantial enforceability of any proposal that may develop. 
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In summary, we believe· . that the current scheme of 

regulation of broker/dealers by the SEC, MSRB, and NASD for the 

municipal securities markets works well. On the whole, our 

examination program has evidenced general compliance by members 

of the . MSRB and relevant ·SEC ·rules. . Where infractions have 

occurred, the NASD has taken decisive disciplinary actions. 

While our investigations confirm that compliance is the norm in 

the municipal securities markets, we recognize that problems do 

arise and must be addressed. ·.We plan to work closely with the 

staffs. of the MSRB and SEC over the months ahead to address 

solutions to the political contribution issue, to e~pand 

secondary market · transaction information, and to increase the 

availability of current issuer information in the municipal 

securities markets for the benefit of the investing public. 

I thank you for the opportunity to present our views 

on this regulatitin. We would be happy to answer any questions 

you may have. 

· SENATOR BUBBA: Just · define secondary market 

disclosure. ·I don't think I know exactly what you mean there. 

MR. O'CONNELL: Secondary market disclosure is--

Wel 1, we have heard comments on it before. In a, number of 

instances, municipal securities are issued and there is no 

follow--up through the rating agencies of information going on 
within the municipality. Secondary market disclosure deals 

with the secondary market of securities and what information is 

available that may have affected the credit ratings of the 
issuing authority, whether that be State or municipal. 

SENATOR BUBBA: Well, on an ongoing basis, S&P and 

Moody's rate the municipality or the State. They gather this 

information by whatever means. I thought you were referring to 

who buys the bonds after the initial offering. That is what I 

view as a secondary market. 

MR~ O'CONNELL: That is the secondary market. It is 
the purchase after the initial distribution of the securities. 
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SENATOR BUBBA: Are you saying that there should be 

disclosure as to who purchases the bonds in the secondary 

market? 

MR. O'CONNELL: No, not who purchases them, but what 

changes have taken place within the financial condition of the 

issuing agency. 

SENATOR BUBBA: So .that people in the secondary market 

are buying knowing more? 

MR. O'CONNELL: 

these are--

Knowing considerably more, because 

SENATOR BUBBA: Well, doesn't 

Suppose S&P moved the rating from A 

secondary market would understand that 

the rating do 

to BBB. I mean, 

that is not as 

that? 

the 

good 

security as it was when it was an A. Isn't that good enough? 

MR. O'CONNELL: If you are looking on the State level, 

you will have Moody's or S&P or any of the other rating 

agencies giving it~ However, looking on a smaller scale, that 

is not n~cessarily the case. 

SENATOR·BUBBA: And nonrated issues? 

MR. O'CONNELL: Nonrated bonds being-­

SENATOR BUBBA: I understand now. 

Are there any other questions? 

SENATOR INVERSO: I had the same question in mind. I 

was going to ask: What specific type of disclosure do you feel 

should be available for secondary market absorption? 

MR. O'CONNELL: Again, looking at it from a personal 

point of view, because we are not a rule-making authority for 

municipals -- that is the MSRB -- that would require some type 

of a· sliding scale, depending on the size of the issuer. the 

smaller municipal issuers do not have the financial 

wherewithal. That would be the community firehouses, or 

something of that nature. But as the size of the issuer 

increases, or the finartcial ability-- If it is a bigger issue, 

maybe over $100 million, it will require more of a disclosure 
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6f what is taking place within that community than an issue 

under $10 million. 

SENATOR INVERSO: Who should provide that disclosure? 

MR. o' CONNELL: In the opinion that I have heard so 

far from MSRB, that would be required of the issuer. 

SENATOR INVERSO: Of the issuer. This would be 

disclosure above and beyond, say, the annual audited financial 

statements of the municipality or the issuer? It would be 

ongoing f~nancial disclosures? 

MR. o 'CONNELL: Again, depending on the size or the 

changing conditions. If there is no foreseeability of change 

in the financial condition of the issuer, maybe it is not 

needed quite as frequently, · and maybe then a single annual 

audit is sufficient. 

SENATOR INVERSO: But who determines a perceived 

change, the rating agencies? . 

MR. O'CONNELL: Well, at this point, those are still 

under the rule of proposals. I· assume that. is still to be 

determined, at this point, because it is looking at a proposal 

really for the dealer community to stand behind. It does not 

necessarily have any impact, except the impact to the issuers, 

except in the liquidity or ability of that particular 

municipality to sell its bonds in the future. 

SENATOR INVERSO: Sell its bonds in the future. And 

yet we are looking at kind of a forward-looking situation here, 

in terms of what this debt and any change of economic condition 

to the issuing entity might have on the ability to meet its 

debt service going forward. 

MR. O'CONNELL: That is correct, yes. 

SENATOR INVERSO: That is basically. what we are 

talking about, and that is Something that we, too, are looking 

at from the standpoint of the State's issues, whether the State 

should .incur more debt, and to what extent it can absorb the 

incurrence of additional debt service going forward, apropos of 
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what we discussed earlier t.oday with the State ~ommission on 

Capital Budgeting and Planning. Perhaps that agency would do 

that. 

MR. O'CONNELL: If that agency were to make public 

some of its findings or the reasons behind its determination of 

why it should or should not issue bonds of a particular length 

or size, it would provide considerably more information ~o the 

investing public. 

SENATOR INVERSO: I envision that information being 

public. I said I was shocked that the reports were not 

considered available or ·complete this morning. This could be 

part of the information that they would include in their 

report, this kind of an assessment of the State's I don't 

want to say "financial health~ -- but particula~ly the State's 

ability to fu_nd its debt requirements going forward, with the 

information available to . it from other sources that we will 

have to, you know~ cooperate with. 

MR. O'CONNELL: One .of the things that we were just 

discussing here previously was, it also impacts the suitability 

requirements of the Securities and Exchange Commission if they 

are looking to make sure that the investor and the investment 

are a match. Without the proper disclosure by municipalities 

of current status, whatever that particular time period might 

be of when you come out with a new statement, it is important 

to the dealer community to be able to establish whether an 

investment is suitable. Would you base it on rumors of where a 

security may be heading, whether it is moving up, down, or 

staying the same in its credit rating? 

SENATOR BUBBA: The only caution that -~ or suggestion 

that I would make--- I can understand why you would want the 

disclosure on the part of the issuer, but you have to 

understand that what we do here; we do for everyone in the 

State of New Jersey. So that first aid squad, or the firehouse 

that is funding a fire truck, or maybe their facility, 
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_whatever, they are not as familiar with disclosure rules· as 

someone else is. So while you may hold them responsible, you 

are really holding the CPA firm or whoever is assisting t~em in 

that bond issue responsible, or, in fact, maybe even the 

underwriter. Someone who knows what he is doing has to be held 

responsible. 

MR. O'CONNELL: Absolutely. In a number of instances, 

whether it be that first aid station or the firehouse, ft is 

quite possible ·that without any major change in a local tax 

base, or something, you would not want to force the requirement 

of additional disclosure because of the increased cost. 

SENATOR BUBBA: Yes, Mr. McBride? 

MR~ McBRIDE: Mr. Chairman, it is not so much the 

first aid station or the firehouse, because they are only the 

recipient of the funds. That is not who we are looking to for 

the disclosure. We are looking for the disclosure to the 

entity that issued the bonds, not necessarily what the--

SENATOR BUBBA: See, in New Jersey, fire districts, in 

my--

MR. McBRIDE: But that is a district; that is a 

district. That is what we are looking for. We are not looking 

for the individual house. We are looking for disclosure; we 

are looking for information that allows us to make a 

determination as to whether ·or not there has been a material 

change in the financial condition, so that therefore we can 

abide by the SEC rules known as "Fair Dealing." We know if we 

sell bonds to someone as a broker/dealer that it. is suitable 

that those bonds fit ·that portfolio. 

SENATOR BUBBA: 1 express my appreciation to everyone, 

because we are going longer than we thought. But as you can 

see, the discussion is germane to what we need to do here. 

Senator Cardinale? 

SENATOR CARDINALE: At the beginning of your 

presentation, you mentioned investig~tion and some disciplinary 
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proceedings that were taken. It was not clear whether that was 

the SEC or the NASO. 

MR. 0' CONNELL:· That is the NASD. We are subject to 

SEC oversight of our examination program,· but it is the NASD 

that does the examinations and has the enforcement ability to 

take whatever disciplinary actions may be necessary at the 

conclusion of the examination. 

SENATOR CARDINALE: How do those matters come to the 

attention of the NASD tha·t would trigger such an examination, 

or are they automatic? 

MR . 0 ' CONNELL : Well, the examination program itse.lf 

for municipal dealers is a minimum of an on-site inspection 

once every two years. In a number of in~tances, especially for 

the bigger dealers, it is much more frequent, at least once a 

year, and, in some cases, it occurs periodically throughout the 

year. Those on-site examinations follow procedures that have 

been modified a number of times in the past, but are always 

adjusted toward leading us toward a proper ·.examination, not 

only of the financial condition of the broker selling the 

bonds, but ·also of any sales practice violations that may be 

taking place.· 

Those particular procedures are what we have used in 

the past to find problems on our own. However, we do also have 

a Customer Complaints Department that accepts calls from anyone 

who wants to talk to us about what they perceive as a problem. 

We also look toward th~ dismissal of sales representatives from 

particular firms, and we will look· into that if it was for 

cause, or any other incident that may occur that would bring it 

to our attention that some type of improper sales activity is 

taking place. 

SENATOR CARDINALE: Would it be appropriate for this 

Committee to refer to the NASD an investigation of an overall 

bond issue by the State, for the reason that we seem to believe 
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that there was a disparate commission being paid, or a 

disparate fee being paid, to any of the eritities involved? 

MR. 0' CONNELL: As a matter of fact, without going 

into detail because I am not specifically involved with it·, I 

believe part of that investigation is taking ~lace already. 

However, if you are looking for a specif,ic referral to it, we 

would be more than happy to accept that. 

SENATO~ CARDINALE: Thank you very much. 

SENATOR BUBBA: If there are no further questions-~ 

SENATOR CARDINALE: I ·have one other question which I 

forgot to put to Mr. o ·Connell. In your experience -- ei th.er 

of you -- has any state ever barred a particular dealer from 

doing business in that state in the future, or for any period 

of time in the future, because of practices that were deemed to 

be suspect? 

MR. O'CONNELL: Well, Gerry seems to have one 

specifically, but from our point of view -- the NASO -- it is 

not the state that has barred people. It is the 

self-regulatory organization. When someone is barred from the 

industry, or is suspended from the industry, whether it be an 

individual or a firm, or the firm and its individuals, 

whatever, the NASO bas taken that action in the past. Without 

membership within the NASO, you cannot continue to do a 

securities business without violating Federal law. 

SENATOR CARDINALE: Thank you very much. 

MR. O'CONNELL: You're welcome. 

SENATOR BUBBA: . . I thank you both. 

MR. McBRIDE: Thank you. 

SENATOR BUBBA: Next we are going to call up William 

Cobbs, Chairman, Public Resources Advisory Group. 

B_efore Mr. Cobbs speaks 1 there is a gentleman by the 

name of Steve Hochman, Assistant Director, State Ratings, 

Moody's Investors Service, who has submitted testimony to us. 

He could not be here, but I think it would be worthwhile to 
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read two par~graphs which I feel are germane. I would like to 

do that right now. 

~ "Debt limits-provide important guidance to a state in 

preparing its capital program and debt issuance plan. For a 

limit to be effective, it should be comprehensive in coverage, 

including all tax-supported debt, and it should impose 

reasonable budgetary discipline to limit debt to an affordable 

level. But the limit should also not be so restrictive that it 

invites the kind of 'backdoor' financings that now characterize 

some states' debt structures. 

"Debt management must be meaningful in establishing 

reasonable limits to the issuance of debt while providing a 

flexible rneans to finance the state's capital needs. The 50 

states provide a spectrum of approaches to debt issuance and 

management, and the structure and amount of debt must address 

the particular needs of each state. In this way, proper debt 

management can help achieve annual budget balance and long-term 

structural balance, key ingredients for a high quality credit." 

Those comments are from ~Steven Hochman, Assistant 

Director, State Ratings, Moody's Investors Service~ 

Mr. Cobbs? 

MR. COBBS: Thank you, sir. 

I am William Cobbs, Chairman of the Public Resources 

Advisory Group. We are independent financial advisers. 

SENATOR BUBBA: Could you please bring the microphone 

closer to you, sir? 

MR. COBBS: (witness complies) I'm sorry. 

We are independent financial advisers to State and 

local governments and public authorities. We are independent, 

and that is why t didn't feel comfortable being on a panel, or 

being in testimony with dealers. 

For. the last three years I we nave been the largest 

financial adviser, especially to states. We represent: the 

State of New York, . California, Virginia, Maryland --- we are 
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having our first issue for Massachusetts as we speak -- New 

Hampshire, Nevada -- about 10 states. 

I do not have any written remarks. When I spoke to 

Mr. Callahan of your staff, he said you wanted to have a 

discussion on debt management. I will be glad to answer 

questions, or I can comment on what has been said before by 

these other folks. 

SENATOR BUBBA: Wel 1, we prefer you making some sort 

of a statement, you know, and then if anyone has questions, 

fine. If not-:... 

MR. COBBS: 

people have said. 

Then I will address what these other 

Basically, I endorse what the two rating agencies have 

said, and what Mr. Raphael of Fitch is going to say, since I 

happened to see his testimony -- his statement. 

In the letter that has been sent on the proposals, we 

feel debt management is a crucial area. We think you should­

focus on affordability. As one financial analyst says, "That 

goes to the heart of the rating process." Indeed, you may 

consider establishing policies, so you do not get into the type 

of situation where you . had the advance refunding, which Fitch 

has said represents, in effect, deficit financing, where you 

defer a debt service. If you had policies that came out of the 

affordability study, you would avoid deferring that. This is 

certainly not consistent with the high-grade borrowing like New 

Jersey has traditionally been, even to the AA+ level, much less 

the AAA. 

In this connection, we wduld endorse what Mr. Grossman 

said, that you should look at the Maryland example. I have a 

copy of the Maryland ~Debt Affordability Study" I would like to 

leave here. They h.av_e a Debt Affordability Commission. They 

make an advisory report to the legislature. The legislature -

does not have to adhere to it. They do. It is generally 
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credited with having helped Maryland keep its AAA ratings, 

because they did have high debt ratios. I really d6 think this 

is the best example you could follow. 

really 

I would, however, like to add one 

not been New Jersey's problem. If 

thing: Debt 

you look at 

has 

New 

Jersey's debt ratio -- I would use Moody's for the median -­

although New Jersey's ratios have gone up slightly over the 

last 10 or 15 years, they are still really not out of line with 

the median. Debt to personal income for New Jersey is 3 

percent now, and the state leading is 2.2. The debt burden, 

that is, debt to persona 1 property -- the· property tax base .-­

is 1.2 versus 0.9 for th~ median. Indeed, that ratio, as well 

as the debt to personal income, has actually improved somewhat 

since 1977, because the financial resources in New Jersey have 

gone up more than the debt. 

The real problem in New Jersey, frankly, has been-~ 

SENATOR BUBBA: Excuse me. Before you put those 

numbers away--

MR. COBBS: Sir? 

SENATOR BUBBA: 

think you just said 

property taxes to--

Before you put those numbers away, I 

that-- Tell us again the ratio with 

MR. COBBS: The full· value of the property tax base 

and personal income-- Those are two important measures that 

financial analysts look at. 

where? 

income. 

SENATOR BUBBA: All right. Personal income, we're 

MR. COBBS: Second in the country. 

SENATOR BUBBA: Second in the country with respect to-­

MR. COBBS: Personal income per capita personal 

SENATOR BUBBA: All right. 

MR. COBBS: I don't know where your property tax base 

is. I am sure it is not as high as California, because they 

are so much bigger. 
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SENATOR BUBBA: Well, you--

SENATOR BUBBA: But, I mean, per capita-- I do not 

know that one. 

SENATOR BUBBA: --said the mean is 0.9. 

MR. COBBS: I said, "the ratio." The ratio is 0. 9, 

and New Jersey is 1.2. 

ratio? 

SENATOR BUBBA: All right, so what do you mean by the 

MR. COBBS: I am saying you are right at the median. 

SENATOR BUBBA: The median is 0.9? 

MR. COBBS: Yes, sir. 

SENATOR BUBBA: And we are·at 1.2? 

MR. COBBS: Yes, 1.2. 

SENATOR BUBBA: 

higher than the median. 

So ·that, to me, is what, 30 percent 

MR. COBBS: Well, there are people who are much higher 

than that , s i r . I don ' t re a 11 y- - I f y·ou I oo k at a 11 the 

rating write--ups by Fitch, Moody's, and Standard & Poor's, each 

one of them characterize your debt as moderate. 

SENATOR BUBBA: Well, those people can say it, because 

they don't pay it. Go ahead. 

MR. COBBS: Debt is not an-- There are some states, 

like Oklahoma, that have low debt, and others like Connecticut 

and Massachusetts that have high debt. So I say, I don't think 

the financial pressure on_New Jersey co~es from the debt side. 

It comes from the operating budget side and engaging in these 

nonrecurring things like refundings, selling the highways, 

these sorts of things. Nonrecurring issues ·are what put the 

pressur~ on New Jersey's ratings. It is not the deb~ 

management. You actually have pretty good debt management. 

The one thing that has been noticeable about your debt 

management lately is that you used to sell most of your debt 

through the general obligation, about three-quarters of it, 

which the rating agencies prefer. Now you sell less than 60 
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percent. As a result, you do not pick up all that, even though 

your debt service burden in your budget is low --- under 4 

percent. That does not include leases, as other people have 

mentioned. When you do your debt studi.es, you need to go to 

net tax-supported debt, the way Moody's and Fitch do. That is 

also what Maryland has done. That throws out a much bigger 

net, and that gets all your debt. You just can't look at GO 

debt~ You have to look at everything that is supported by 

taxes. 

SENATOR INVERSO: I would like to inject a question 

here with regard to debt management: Statisti6s, 

unfortunately, are after the fact. · Do you think there is an 

effective model, or an approach that could be used to try to 

project, to try to look beyond just the current budget ~ycle, 

so that those statistics and ratios don't get us away from the. 

norm significantly? That is the concern I have. 

I understand that government-- See, government is 

very myopic. - It is like the 12-month budget-- You have to 

come up with a balanced budget. You can have a balanced 

budget, but you can have deficit financing from the debt 

activities. 

MR. COBBS: Yes, sir. I do think-- Matyland was the 

one that pioneered in this. You should know that that really 

came from the legislature there. A friend of mine was a 

legislative budget officer back in the mid-'70s, and he started 

that. But that was kind of a formulistic approach. They would 

only issue-- They would only retire some existing debt, and 

they would have new debt equal to about 75 percent, 80 percent 

retirements, which automatically drives, then, the ratios. 

We did a refinement for the Controller of the City of 

New York, which I would also like to leave for you, which 

precisely addresses your question. We went on the basis that 

just not needs can drive the c~pital budget. You also have to 

look at resources; that is, things like personal income, the 
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property tax base, population, tax revenues. Maryland has 

adopted our refinement. They do exactly now what we started 

doing for the State of New York about 10 years ago. Here is 

the last one we did for New York. It was in 1992. Like 

Maryland, they now do it internally, and they do projections 

out ·for five years. You need a capital budget to do this, but 

you can g~t projections, the best of the blue-chip indicators, 

which is about 50 well-recognized economies -- DRI, Wharton, 

WEA, I guess they are called now ~- and use that as the basis 

for your· economic projections. Then look at your debt over 

time to see where your ratios come out. 

You have kind of two measures: how you do over time, 

and then how you do next to the Moody's median. You can do 

that, yes, sir. 

SENATOR INVERSO: So it is not just an exercise -in 

number crunching and crystal balling. You think it is an 

effective tool that can be used to monitor debt--

MR. COBBS: That is the question. New York does not 

use this, and they have very high deb~ ratios. Maryland does 

use this. They adhere to it. So it is a little bit like in 

"The Tempest," wh_ere ·the character says, "I can call serpents 

from the deep." The question is, will they come? So anybody 

can do these numbers. It is a question of adhering to them. 

So when this report from Maryland goes to the 

legislature, the legislature adheres to it. As a result, they 

have kept their AAA, and now· New York State has the second 

lowest ratings of any state, because they have had this wild 

proliferation of debt. 

SENATOR INVERSO: Great. Thank you. 

SENATOR BUBBA: Senator Cardinale? 

SENATOR CARDINALE: Mr. Cobbs I I do not want to ask 

you to rehash all of the testimony you gave· to the other 

committee. However, I am aware of that testimony,. where you 

indicated you would have done what Lazard Freies did for 
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$200, 000. or so, and offered that to the State Treasurer. I 

subsequently heard the State Treasurer testify that there was 

some innovative characteristic to the procedures that were 

presented by Lazard Freres, and that that warranted the extra 

moneys they were paid . on the order of magnitude of 10 or 15 

times what you had bid. 

Now, I would like to give you an· opportunity here, 

having heard that testimony by the State Treasurer--

MR. COBBS: I did not hear it. I did not hear his 

·testimony. 

SENATOR CARDINALE: You didn't hear it? 

MR. COBBS: No, sir. 

SENATOR CARDINALE: I characterized it. I have given 

it very briefly. What would be your comment with respect to 

the work . that was actually prepared by Lazard Freres? Were 

there any extraordinary innovative approaches that resulted in 

a benefit to the State of N~w Jersey which wouid wa~rant a $2.5 

million payment? 

MR. COBBS: I don't know enough about what Lazard 

Freres-- I did not know it was a brand-new approach. As I 

I really did not understand· that was a 

purpose of my being here today, to go back into this. I was 

told by Mr. Callahan it was to talk about debt management 

practices. 

said at the time--

The reason I agreed to testify originally was that we 

were surprised by the size of their compensation. We were told 

it was $50,000, and we said, "Well, we cannot do it for 

$50,000. It would be more like"~- I thirik we said $300,000 -­

$200,000 to $300,000 probably. As an example for that, we did 

a start-up toll road in Orange County, California. We worked 

several years on that, and we made about $700,000. 

SENATOR CARDINALE: Who told you $50,000? 

MR. COBBS: The people we interviewed with the 

Turnpike Authority. They have subsequently said they do not 
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recall that. We have nothing in writing, as I said under 

oath. That is what . my partner, David Rush, told me he said, 

that we couldn't do it for $50,000; it would be more like 

_$300,000, or something. 

We have done several innovative things. Indeed, we 

did a note sale similar to the one that New Jersey did. We 

thought we did a good innovation, but we didn't get $2.l 

million from California for that innovation, and it saved them 

quite a lot of money. 

SENATOR CARDINALE: Just from your e~perience in the 

industry, is innovation generally-­

MR. COBBS: I'm sorry? 

SENATOR CARDINALE: Just from your .general experience 

in the industry, does innovation generally warrant the payment 

of 10 or 15 times what someone else has bid, or 5 times what 

someone else has bid? 

MR. _COBBS: Well, that has not been our experience in 

the public sector. We did a crbssover refunding for the State 

of New York, and we came up with-- Only one of the existing 

firms could match ours, and only four of the existing firms 

could even do it. And we didn't get a lot of compensation for 

that~ It was just part of a job. 

SENATOR CARDINALE: Thank you very much. 

SENATOR BUBBA: Give us a percentage, in your 

experience, what the total underwriting concession would be on, 

let's say, a million dollars. What percentage--

MR. COBBS: This was financial advisory. 

SENATOR BUBBA: Excuse me? 

MR. COBBS: This was financial advisory, rather than 

underwriting. 

SENATOR BUBBA: 

okay. Thank you. 

Oh, this was financial advisory, 

MR. COBBS: Again, as I said in my testimony, we were 

surprised at the size, because even though we have been the 
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largest financial advisory firm for three straight years now, 

our annual revenues aren't a whole lot. bigger than what they 

were paid for that transaction. We would have been very happy 

with that compensation. 

SENATOR BUBBA: Thank you very much. 

SENATOR CARDINALE: Mr. Cobbs, I would have been, too. 

MR. COBBS: May I say just one more thing about what 

Mr. Grossman said on contributions? (no response) 

We agree with· what Mr. McBride said, that everybody 

should adopt these. We have adopted a resolution where we do 

not do contributions, and we discourage individuals. We tal~ed 

about it for a year. I wish we had done it sooner, but 

frankly, it i~ the kind of a thing where everybody gets in the 

boat at the sa~e time so it doesn't tip over. 

I think that is what is happening now. I think it is 

a welcome advance. Florida, as I indicated in my testimony, is 

a very good place to look, but it is also true -- which 

somebody else said that you folks have to-- People who 

receive. contributions have to do the same thing. I recommend 

Kathleen Brown, the State Treasurer of California. She will 

not accept any contributions from anyone in the "Red Book," 

which is the guide of-- It includes dealers, financial 

advisers, bond lawyers, and everything. We hope ·that Kathleen 

Browrt's policy can be adopted. 

SENATOR BUBBA: l.n New Jersey -- in case you don't 

know how it works -- everybody gives money to the President. 

MR. COBBS: Is there anything else? 

SENATOR BUBBA: No. Thank you very much for your 

testimony. 

May we have Robert Rich, Richard Raphael, and Steven 

Elias? Do you fellows like each other? Will you sit at the 

same table? (laughter) There is not enough room for three? 

All right. There are two microphones, so let's bring a chair 

up. Thank you .. 
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First of all, let me thank you for being patient with 

us. You are about an hotit and 15 minutes behind, or you were 

an hour and 15 minutes behind, and you had to wait for us. 

Because you are first on the schedule, Robert Rich, 

would you like to open?. 

R o B E R T A. R I C H: Thank you. Good afternoon, Mr. 

Chair~an, members of the Committee. My name is Robert Rich. I 

was born and ·raised in New Jersey, and currently reside in 

Mi 11 town in Middlesex County. I am a Vice President in the 

Public Finance Department at J.P. Morgan Securities. 

By way of background, J.P. Morgan is a diversified 

global financial services · institution with three piincipal 

subsidiaries: J.P. Morgan Securities, Morgan Guaranty Trust 

Company -~ the nation's fourth largest bank -- and J.P. Morgan 

Investment Management. The firm is involved in securities 

underwriting, investment advisory, lending, and other credit 

products_ and in purchasing securities for its own account. Our 

institution has served as a manager on seveial tran~actions for 

the New Jersey Healthcare Facilities Finance Authority, 

provided $200 million in loans to New Jersey hospitals, and 

established a $400 million standby note purchase agreement for 

the State's $1 billion tax and revenue anticipati6n _note 

financing. Our firm . also won the recent competitive offering 

by the New Jersey Highway Authority. 

New Jersey remains on.e of the highest rated states in 

the Northeast, the region which experienced probably the worst 

of the national recession. Despite the severity of the 

recession, New Jersey's credit standing is among the elite bf 

the states. At Aal from Moody's, there are only eight states 

rated higher, and at AA+ .from S&P, only five states are rated 

more highly, and six states on par. Moody's Investors Service 

ranks New Jersey's tax-supported debt 14th . among states as a 

percent of personal income, and 11th on a per capita basis and, 
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as was stated earlier, has always referred to New Jersey's debt 

burden as "moderate." 

As I understand the proposal summary I was given, the 

Legislature wishes to provide the Commission on Capital 

Budgeting and Planning with the additional mandate to ·assess 

the State's debt position based upon prescribed criteria, and 

to recommend a limit on new bond authorizations. This limit, 

presumably, is only a recommendation and could be overridden by 

the Legislature. 

Examining this need for additional bonding 

authorization in the context of some of the criteria described 

in the proposal, such as debt levels of comparable states, Ne~ 

Jersey's capital needs, the ability of the State to support its 

debt burden, and the fiscal position of the State, can be 

important in maintaining the State's credit rating. The 

process can also balance the burden of this debt on the 

taxpayer. The review process, however, would fall somewhat 

short in that the Commission would not decide whether debt 

already authorized should be issued in light of the criteria 

which has been examined. 

Also~ changes which may have occurred during the 

fiscal year that warrant an increase or reduction in the amount 

of debt to be sold by the State seem to be outside the 

description of what the Commission's charge might be. Will the 

Commission have. the ability to review and assess debt issuance 

plans during the fiscal year and make a recommendation as to 

whether or not that debt should be issued? Will authorities, 

agencies, or others that issue tax-supported debt come under 

the Commission's oversight role, and what about refunding 

issues? 

The State of Tekas has established the . Texas Bond 

Review Board, which is empowered to authorize or disapprove the 

sale of bonds by all Texas state authorities and agencies. The 

Bond Review Board is comprised of the Governor, Lieutenant 

Governor who is also the Senate President the State 
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·Comptroller, State Treasurer, and the Speaker of the House. 

All of these are elected officials. All bonds issued by state 

agencies and authoriti~s, with the exception of those 

constitutionally mandated, must be approved by the Texas Bond· 

Review Board. This review process_ can take an average of two 

weeks. 

Whether the Commission functions under the proposed 

changes or additional powers you are planning to give it, the 

time frame in which it makes its decisions can be important. A 

significant delay in the issuance of bonds due to the 

examination process may result in some lost opportunities in 

the market. 

With respect to a new authority to reduce State debt, 

the time consideration seems to be more a factor for an entity 

like this, which is proving sort of what I call ~live 

deals." Making· the review process as streamlined as possible 

should be an important consideration. 

One questi.on I have about this new entity is whether 

or not the construct of the Capital Budgeting and Planning . 

Commission doesn't lend itself to undertaking the 

responsibilities of this new entity? The Commission does have­

repres~ntation fro~ the executive and legislative branches and 

public members. Perhaps the role of the Commission could be 

further broadened to include the powers of this new entity. 

Could an Off ice of the Attorney General be established 

which could determine if the proposed sales conform to 

applicable laws and regulations, rather than a new entity or 

even the Commission? 

Some states have enacted appeals processes for firms 

which believe · they have not beeQ treated fairly by the 

selection process, to which the firms may avail themselves. 

But it is my doubt that they actually do, because, they fear 

they may be worse off in the next financing. The appeals 

process also seems to be reactive, rather than proactive . 
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A mechanism which oversees the procedures used in the 

selection of underwriters, counsel, and financial advisers 

would provide to these firms a proactive mechanism to ensure a 

fair hearing. The underwriting community and, more 

importantly, the public may be more confident in the selection 

process if there are articulated standards and oversight to 

ensure that those standards are upheld. 

All of us in the municipal industry would like to see 

the reputation of the industry restored. Municipal 

professionals working with officials throughout this nation 

have made major contributions not only to the financing of this 

country's infrastructure, but to the fiscal health of its 

states and local governments. The infrastruGture needs are 

substantial throughout the nation, and a strong and credible 

municipal market remains the most cost-effective way to finance 

those needs. 

That concludes my remarks. Than~ you. 

SENATOR BUBBA: Thank you, Mr. Rich. 

Before our next speaker-- ,Gerry -- Senator Cardinale, 

do you want to make a resolution prior to the next speaker? 

SENATOR CARDINALE: Yes. While we have as many 

members of the Committee here as we still do, and before people 

begin to drift. off, I would make a motion, Mr. Chairman, that 

we refer the matter of the Lazard Freres' $2.1 million, or $2.5 

mi Ilion commission, in the case where Mr. Cobbs' group had 

offered to do it for between $200, 000 and $300, 000, to the 

NASD, which we have learned today will investigate such 

matters; that they investigate it to the extent that they are 

capable of investigating it; and that they let· us know what the 

results of that ·investigation are. We respectfully request 

that they let us know what the results of that investigation 

are. 

Prior to knowing that1 I had intended to become a 

sponsor of legislation that would have barred Lazard Freres 
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from doing business in the State of New Jersey for a period of 

years, but I think that since we know that there is an 

investigatory agency that can conduct an investigation and give 

us some expert opinion, and appears willing to do so, that 

prior to the introduction of such legislation, I think it is 

reasonable to ask the NASO to investigate the matter for us. 

Chairman. 

I would make that in the form of a motion, Mr. 

SENATOR BUBBA: I will entertain the motion. 

SENATOR SCHLUTER: Second. 

SENATOR BUBBA: Second. 

SENATOR INVERSO: A comment? 

SENATOR BUBBA: Comment? 

SENATOR INVERSO: Yes . I am g 1 ad to hear that you 

hav~ taken this approach, ~s opposed to the initial approach. 

I think it would have been, perhaps, a bigger chore for us -­

at least from my standpoint - -- to vote to bar a firm like 

Lazard Fre.res, or any other firm, just on the basis of the data 

that is available to us, which is primarily data gleaned from 

newspapers and from some testimony today from Mr. Cobbs. I 

have not been privy to the other testimony, but I do think the 

disparity in the fee certainly raises doubt and the specter of 

concern in my mind, and I would support the motion. 

SENATOR BUBBA: Would you take the vote, please?· 

MR. CAPALBO (Committee Aide): Senator Schluter? 

SENATOR SCHLUTER: Yes. 

MR. CAPALBO: Senator Cardinale? 

SENATOR CARDINALE: Yes. 

MR. CAPALBO: Senator Inverso? 

SENATOR INVERSO: Yes. 

MR. CAPALBO: Senator Bubba? 

SENATOR BUBBA: Yes. 

- First of all, are there any questions of Mr. Rich? 
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SENATOR INVERSO: Not a question, but I do have a 

comment. I thought your presentation was very good. I·t was on 

target, as far as I was concerned, with regard to what I 

envisioned in terms of the restructuring and reformatio.n, and 

the. additional responsibilities I would like to see the 

Commission obtain. 

I do think we have in place a structure with the 

Commission that can be used for not only capital needs 

assessment and decisions in that regard, but in the debt 

management area. I do appreciate, I do ~- I am a CPA, and we 

work with time lines all -the time the importan6e. 

Particularly in the area of funding, the response and 

turnaround time has to be as short and as brief as possible. 

That is the emphasis we are going to ha~e to place on whatever 

criteria we develop, because a board or a commission we are 

presuming to support to - do so, would have to comply with the 

criteria. 

Thank you. 

SENATOR BUBBA: Yes, Senator-- I made you a ·Senator, 

Mr. Raphael. 

R I C H A R D R A P H A E L: That was a first. I appreciate 

it. 

SENATOR BUBBA: I don't know, you may not. 

SENATOR INVERSO: Right, exactly. 

MR • RAPHAEL : Actually, the first for me was the 

Student Center at Drew University, and I am a resident now of 

Maplewood, New Jersey. I am Rich Raphael, from Fitch Investors 

Service. 

A lot of mention has been made of Moody's and Standard 

& Poor's. Fitch is another bond rating agency. Actually, it 

has been around a very long time, I believe since 1913. 

However, - in the last three yea rs, it has been . rec a pi ta lized, 

rejuvinated, and it has brought a lot of people in from all 

over, including Clare Cohen, who is head of the Municipal 
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Department,· and also is the lead analyst in all state ratings. 

Unfortu·nately, she was not able to make it here today, and she 

sends her regrets. I am Managing Director of the Tax-Supported 

Group for Local Units, and I work very closely with Clare. i 

will proceed from there. 

Thank you very much for in vi ting Fitch to comment on 

debt management and bth~r related matters. Fitch considers 

debt mariagement, an implementation of appropriate controls, as 

an important component of credit worthines~. Long~range. 

capital planning is a desirable goal and an essential part of 

good debt policy. An equally desirable goal is establishing 

policy limits as to the affordability of tax.;-. supported debt 

relative to resources. 

Any limits set forth should be realistic. It should 

be flexible enough to allow for unexpected occurrences~ but not 

too loose as to be meaningless. Conversely,. the limits should 

not be too tight as to be too restrictive, leading_ to 

circumvention, or doing indirectly what cannot be done 

directly. The limits should apply broadly to all forms of debt 

supported by State taxation. This would include general 

obligation.bonds, and also State lease arid contract financing. 

This would include debt issued through the EDA, the Building 

Authority, and other State authorities where debt repayment 

derives from State tax revenues, and not specific user-based 

enterprise operations. Such ·enterprise debt need not fall 

under such affordability calculations. 

We recommend a range when setting debt limits, or at 

least establishing targets and upper limits. New Jersey debt 

ratios are considered very moderate at about 740 per capita, 

and under 3 percent is expressed as a percentage of personal 

income. I agree with Mr. Cobbs •. statement I and others I that 

the debt is moderate and has not been the issue in terms of the 

rating actions. 

income-- State 

Expressed 

debt as a 

as a percentage of persona 1 

percentage of personal income 
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.generally ranges on an average from 2 percent to 6 percent. By 

· comparison, Massachusetts and Connecticut· a~e about 8 pe.rcent 

and 9 percent, respectively. New York State is about 6 

percent; California is a low 2. 6 percent; and North Carolina 

very low at less than 1 percent. 

Debt Service, that is, the annual payment of principal 

and interest measured against general State revenues, is 

another indicator used. There are certainly other indicators 

as well. Whichever you use, though, it is preferable that the 

limit take the form of a policy, and not as a statutory or a 

constitutional limit, since it would be difficult to change ·if 

they were no longer appropriate and circumstances changed o~er 

time. 

Debt affordability can be an effective means of debt 

management and control and has been successfully adopted in 

such states as: Maryland, Virginia, New .Hampshire, and 

Vermont. As mentioned, it does not encompass debt payable for 

nontaxed resources. Some oversight, however, can be 

advantageous in the scheduling and coordination of 

nontax-supported debt to avoid competition in the marketplace 

between ~arious state borrowers. Some states have created 

oversight boards to take a more active role in tax-supported 

. debt issuance~ such as irt Texas, as mentioned, and Florida. In 

these states, tax-supported debt is incurred and payable from 

specific· departments. Therefore, oversight boards take on an 

important centralization role. 

In summary, methods and level of debt management vary 

in each state. I have discussed the affordability approach and 

have mentioned oversight boards and long-range capital planning 

-- multiyear capital plans, which is very common on the local 

level particularly. Legislative control is also exercised 

through the authorization process by which agencies and 

departm~nts are given the authority to undertake capital 

projects and enter into contractual types of financings. And 
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of course, the voters exercise ultimate control of general 

obligation debt issuance. 

The methods y6u use to ~anage debt issuance £hould fit 

your goals and needs. From our standpoint, we look to see that 

the policies and practices are cohesive and effective. 

1 will be glad to entertain any questions. 

SENATOR BUBBA: Thank.you. 

Let us hear from Steven Elias. 

STEVEN E L I A S: Thank you for inviting me here. I do 

have a prepared statement. 

My name is Steven Elias. I am President and CEO· of 

Municipal and Government Securities Corporation of New Jersey. 

Our firm is a member of the NASD, as well as the New Jersey 

Bureau of Securities. We have been located in Freehold,· New 

Jersey since we opened in 1986. 

I have been in the municipal bond business as a 

salesman, t~ader, and in 

years. While I· know our 

throughout the industry as 

the operations area 

name is not nearly 

many of the other 

for over 20 

as wel I-known 

distinguished 

firms in attendance, we nonetheless have strong opinions about 

the issuance of new bonds in N~w Jersey, as well as iri 

municipalities. 

First of all, it is our opinion that any attempt by 

most smaller firms to solicit legitimate retail orders on new 

issues is just about a waste of time. What is a legitimate 

retail order? Well, let me tell you what I believe it is not. 

It is not an order by a hedge fund or trading account that 

intends to do nothing more than play the market and sell the 

securities right back on or before settlement date. It is not, 

and ·should never be, an order that does not get filled because 

the underwriters want to hold the securities for a market 

move. A retail order, whether it be for five bonds or one 

million bonds, should be considered first as a going-away order. 
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Now, I realize that there are many institutional 

accounts bond funds, pension funds, etc. that are ve_ry 

legitimate accounts to which the underwriter should give 

priority treatment when allotting these new issues. We r~alize 

that these accounts are very large and help to properly bring 

deals to market. On the oth~r hand, if so-called hedge funds 

and t~ading accounts get allotted large amounts of securities, 

these are not going away, but coming iight back into the market. 

Many times we have seen a new issue that has· been 

oversubscribed and no more bonds were available, suddenly 

reappear up in price. Amazing! I don't have an objection .to 

any firm buying a portion of a deal for inventory, but not at 

the expense of an unfilled r~tail order. 

With this in mind, I make the following s~ggestions: 

1) The name of any .account that buys more than 

250, 000 of any ?ecuri ty should be made available to the State 

Committee. This should be provided by every firm in the 

underwriting. 

2) The amount of bonds purchased for inventory by all 

members of the underwriting should also be known to this 

Committee. 

Now, I know thi.s recommendation is very radical, but · 

it certainly would help to know why certain orders continually 

go unfilled. 

On another matter, I strongly recommend that the book 

entry system of issuance of tax-exempt bonds be discontinued in 

New Jersey. This would ~void unnecessary monthly brokerage 

fees that many firms charge to maintain the accounts, as well 

as I.ate payments on interest to the customer that many times 

have to wait for ,the brokerage firm to receive the money. Of 

course, we should also take under advisement that the market 

has seen registered bonds outtrade book entry bonds, thus a low 

interest rate could be credited to the municipality bringing 

this issue to market. 

Thank you very much. 
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SENATOR INVERSO: May I ask a question of Mr~ Elias? 

SENATOR BUBBA: Surely. 

SENATOR INVERSO: ·why do you think-­

MR. ELIAS: I'm sorry? 

SENATOR INVERSO: I would like to ask you a question. 

This may be my lack·of familiarity with the industry, but why 

do you think your two proposals are so radical? 

MR. ELIAS: I' tn sorry, . I do have a problem hearing. 

SENATOR INVERSO: Why do you think your two proposals 

are so radical? 

MR. ELIAS: Wel 1, I know how the industry kind of 

looks upon perhaps letting people know what accounts are 

purchasing securities. I would consider them 

norma 1, but I think the industry might consider 

rather radical. 

relatively 

them to be 

My problem has been, and has been ever since we opened 

our firm in 1986, that any attempt to get involved in any new 

issue has just been a waste of time, because our small orders 

of 10, 20, and 30 bonds are never able to get filled until the 

bonds are up in price. 

SENATOR INVERSO: But your number one suggestion would 

imply that if-- I can't afford $250, 000, but Senator Bubba 

can. If he bought $250,000, his name would be revealed by the 

manager of the syndicate? 

MR. ELIAS: Ye.s. The reason behind this is--

SENATOR INVERSO: Now, I guess there is a question of 

privacy there? 

MR. ELIAS: No, the reason behind this is very 

simple. If you are continually seeing XYZ Company purchasing, 

or getting allocated a million bonds by one of the 
·El' 

underwriters, lo and behold those bonds come back into the 

market on or before settlement date because the market has 

moved up. Now, these securities many times 

paid for or get delivered to a bank versus 
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right on back to the brokerage firm, where they have total 

control of the securities. 

Now, a lot of this type of dealing probably never gets 

to this level, but the fact of the matter is, it is continually 

happening. Consequently, the retail order is not getting 

filled at the original price, and we are seeing the trading 

accounts-- You knowr we are talking about how compensation is 

taking place, or overcompensation, or additional compensation 

is being made to some of the underwriters. Well, . here is an 

area where the compensation is certainly being increased, 

because they have total control of the securities. Perhaps the 

day af~er the deal comes out the bonds are up a point in 

price. Now, a point is a tremendous amount of money on th~se 

deals. 

SENATOR BUBBA: Mr. Elias, I have to interrupt you 

here for a moment. 

I am going to turn this testimony over to the NASO -­

your testimony to the NASO -- and also any other regulatory 

bureau, because it is my understanding that no underwriter can 

take bonds into inventory prior to retail orders being filled. 

That is my understanding. Now, if that is happening, then you 

ought to let the proper authorities know. That is number one. 

Secondly, you might have a point with respect to an 

·, account that purchases "X" number of bonds. - I don• t think that 

number: is 250. There are certain regulations in the commodity 

industry with respect to numbers of contracts. There are 

certain limitations in the option industry with a certain 

number of contracts, so one or another person doesn't corner 

the market. 

This isn't quite the same case that you are talking 

about. However, I think what you're saying is that large 

purchasers receive precedence over small purchasers. Generally 

r; speaking in the industry, I think that is the case, and for 
\ijj 
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good reason. However, maybe that should be looked into, but I 

don't think it is within the reaim of this Cammi ttee to look 

into that. 

MR. ELIAS: I don't think that is really the point I 

was trying to mak~. Without appearing to be stubborn on this, 

my point is primarily geared towards the ·securities that are 

really not purchased by a legitimate account. I am talking 

about--

SENATOR BUBBA: That is what I am interested in. It 

is my understanding that in an underwriting there is always 

full disclosure; that ·the allocation in an underwriting · is 

always disclosed. There is a pecking order of allocation. 

Now, if you are saying that that pecking order of allocation 

has been subverted by the bonds being held in orie or another 

hands, even for a short period of time to do whatever, I think 

.what you are saying is that the bonds are being held for market 

purposes for a period of ti~e to make money off an increase, or 

what have you. 

If that is occurring, Mr. Elias, I think that is in 

absolute direct violation of Federal regulation. On that 

basis, if you have information about those occurrences, I think 

the NASO needs to know, or the MSRB, or whatever agency would 

investigate that. 

Mr. Capalbo, I would ask that his testimony be given 

over to the Securities and Exchange Commission, so that they 

might investigate those procedures. I don't think it is this 

Committee's responsibility to investigate that. 

to, but I don't think it is. 

I would like 

MR. ELIAS: I think where it may perhaps be involved 

in this Committee -- and again, it is just a matter of .the 

different areas we have discussed, or heard discussed tociay -­

whether it be in the matter of additional compensation-- Where 

did this firm which had $5-000 in capital suddenly start to make 

all ·this money? Well, it could very well be in these types--
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SENATOR BUBBA: Are you referring to the Salema case? 

MR. ELIAS: That is correct. 

SENATOR BUBBA: All right. Well, that is under 

inv_estigation tight now. I don't know if this Committee can 

add to that.· 

Suffice it to say this: If something occurred there, 

it will be dealt with and adjudicated by the p~oper means~ But 

I don't think the only gui 1 ty party in the history of this 

State has been-- If Salema is guilty, I don~t think he is the 

only one that has ever--

MR. ELIAS: That is correct. 

SENATOR BUBBA: I want to be careful about how I say 

this, because I am not prejudging the Salema case, because I 

know nothing about it. There have been occasions where other 

people have received directed business--

MR. ELIAS: Understood. 

SENATOR BUBBA: --of one or another sort. 

MR. ELIAS: Sure. 

SENATOR BUBBA: And I certainly don't think it is 

exclusively this administration or the previous 

administration. I think this has been going on for a long 

time, and this is what we are addressing here. 

Are ·there any other questions? (no response) 

Thank you very much for your testi~ony, and thank you 

for being patient with us. 

Now, in deference to the pecking order of this 

Committee, we will hear from Senator Smith, who has been very 

patient with us, has sat through this whole meeting, and is on 

our schedule~ Senator Smith? 

S E H A_T 0 R B RA D F 0 R D S. S M I T H: Thank you. 

HEARING REPORTER: Mr. Chairman? 

SENATOR BUBBA: Yes? 

HEARING REPORTER: Could you ask the Senator to hold 

off for a ·moment, please? (Senator Smith complies; pause for 

setting up of additional microphone) 
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SENATOR BUBBA: While we are waiting, Senator Smith, I 

want to place on the record that I met a fraternity friend of 

yours, Walt Garner, yesterday. He told me that he was in your 

college class. We worked together at the telephone company 

years ago. 

SENATOR SMITH: Walter was, in fact, a pledge brother 

of mine, if you know what that is like. 

Mr. Chairman, thank you for having me here this 

morning. I made the mistake of coming a little earlier than I 

was scheduled, but it is a mistake I am glad I made because I 

found the testimony this morning to be extremely interesting, 

and I am glad I· had the opportunity to sit through it and 

listen to it. 

I have proposed a piece of legislation which really-­

It doesn't deal directly with fees or how bond business ·is 

given out, but it deals directly with disclosure to the 

taxpayers. As a ·matter of fact, you could probably term the 

bill the "Taxpayers' Debt Disclosure Act," if you wanted to put 

a label on it. 

For years -- and I don't remember-- Someone testified 

earlier today that back in the '70s all these bond issues ~ere 

continually being defeated. I don't remember that far back, 

quite frankly. I.n my memory, it seems like just about every 

bond is$ue that went on the ballot was passed, because the way 

it was presented, it was always presented in a very positive 

fashion, and it simply said what the amount of debt was 

proposed to be for the- particular issue, whether it was $30 

million or $300 million. 

When ·I have gone . into the voting booth to vote on 

these bond issues., . I have often asked . myself, "Gee, I wonder 

what this is really going to e.ost us. You know, it says $30 

million, or it says $300 million, but what is the cost really 

going to be?" So I started some discussions with OLS about 

having a more complete disclosure on these ballot questions, so 
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Statement of: 

Hyman C. Grossman, Managing Director, 

StandaJ;"d & Poor's Rating Group 

·. . \~,, . 

To: New Jersey State GOvernment Committee 

October· 19, 1993 

We are pleased to be here this morning as part of your deliberations concerning the state's 

overall debt issuance process. You have laid out the problem and background as follows: 

The legislature has no systematic profile for reviewing the state's overall debt profile nor 

planning for the state's capital needs. In addition, the state legislature has not actively 

participated in the overall process of debt management, planning and procedures especially in 

getting ~ebt issues of treasury and other state entities to the financial markets. In this respect, 

the legislature has not met its responsibilities to the people in it's ultimate oversight 

responsibilities. 

I Strenathening The Commission On Capital Budgetin1 And Plannin&. 

You have on paper, at least the framework, for an effective oversight mechanism -- that 

is New Jersey's Commission on Capital Budgeting ·and Planning. The Commission can· be 

strengthened by assuring joint executive legislative representation with the majority and minority 



legislative leadership and a professional staff. In some aspects, its organization might be 

patterned after the Office of Legislative Services. -The commission currently is statutorily 

responsible for reviewing the requests for capital expenditures of the various state agencies. 

After the review process is completed, the commission prepares a state capital improvement 

plan, listing projects that are recommended to be financed as well as their respective funding 

sources . 

. WJten asking for a copy of the Commission's last report in recent years, we have been told 

. that it was either unavailable, incomplete, or not worth the bother. In testimony before the Joint 

Budget Oversight Committee last December 7, concerning the Treasury's planned large general 

obligation refunding package, Treasurer Crane said (p.24 of transcript) - • We have no capital 

appropriation effectively in the '93 budget, Senator. We really haven't had what' I would call 

a capital program in about four years of any measure, of any size to meet any needs.• 

Responding to Senator Lynch. 

It is. time to bring all debt having a burden on general state appropriations under one 

umbrella. ·Measuring debt affordability and capacity needs to include not only direct state 

general obligation bonds but leases, the Transportation Trust Fund, Sports and Exhibition 

Authority, Economic Recovery Bonds ·and the many other entities whose.debt and or operations, 

have an impact on the state's own budget. Only by bringing together annual debt service 

requirements for these many debt issuing entities,. can you develop an appropriate measure for 

debt capacity and affordability. Maryland and Georgia are two states that quickly come to mind 

when looking for better oversight of all state related entities. The Texas Bond Review Board 



is a formal entity that needs to approve all state related debt issuance, including reasonableness 

"" for professional fees. The Public Authorities Control Board in New York State oversees a debt 

issuance calendar· to avoid overloading the financial markets with supply, but has had little · 

effectiveness in reviewing affordability. 

Clearly, the New Jersey legislature and the Capital Budgeting and Planning Commission 

can work effectively to achieve the necessary oversight. 

Other Recent Events-Campai&n Contributions 

New Jers~y can follow Florida's example of almost three years ago. Governor Chiles by 

executive order and then legislation, prohibited anyone doing business with any state agency 

· from making any political contributions to. or in behalf of any state-wide official. This alone 

would solve 95 % of any recently perceived problems. 

Strengthening legislative oversight and making the public aware of all of the state's debt­

like commitments will make for better budgetary decisions having long-term financial 

implications. 

I'll do my best to answer any questions at this point. 
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Thank you and good morning. My name is Gerry McBride. I 

appear before you this morning in my capacity as Chairman of the 

Public Securities Association (PSA) Municipal Securities· 

Division. I am also Executive Vice President, Tax Exemp
1

t 
I 

Division of Prudential Securities Incorporated. PSA is the 

international trade organization of banks and securities firms 

that underwrite and trade municipal securities, U.S. Government 

and agency securities, mortgage-backed securities and money-

·market instruments. PSA's member firms account for about 95 

percent of the nation's municipal securities activity. 

The municipal securities market is the most important 

capital financing mechanism available to state and local 

governments. Every day, states and localities issue millions of. 

dollars of bonds - $235 billion total in 1992 - to finance a wide 

·variety·of public investment. Bonds are issued to build roads 

and bridges, water and sewer systems, schools and other public 

buildings, airports, colleges and universities and public and 

.non-profit hospitals, among many other uses. The safety and 

efficiency of the municipal bond market.help to ensure that 

public borrowers are able to finance debt at the lowest possible 

cost. 

Municipal securities are one of the safest investment 

vehicles'available to investors. Historical default rates among 

municipal issuers are second lowest only to securities issued by 

the U.S. government. However, recent allegations related to 

1K 
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political influence in the market may cast doubt upon the safety 

and soundness of municipal securities as investments. PSA is 

concerned that such a loss of confidence among investors, even if 

unfounded, could lead to a significant loss of market liquidity 

a·nd efficiency and ultimately to higher financing costs for state 

and local government borrowers who benefit from the market. 

Focusing this Conunittee's attention on municipal regulatory 

issu~s through this hearing will help maintain public confidence 

in such a vi ta_l market. We are pleased to participate. 

My testimony this morning will focus on roles of 

underwriters and other participants in the market, competitive 

and negotiated sales, the-role of political contributions made-by 

market_participants to state and local elected officials and the 

role of such contributions in awarding business to "firms. 

Participants in the Financing Process 

Like most industries, the municipal bond industry enlists 

the various skills of many participants. Distinct parts are 

played in the market by brokers, bankers, salesmen, traders, 

underwriters, lawyers, financial advisors, accountants, state and 

local .governmental treasurers and directors of finance, and 

institutional and individu-a.l investors. But all are employed to 

one end: to rais~ money and to support a secondary market for 

debt securities of state and local governmental units. 
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Issuers 

The starting point for any municipal security is, o"f course, 

the issuer. Municipal securities are issued pursuant to express 

state and local laws authorizing their issuance. Moreover, each 

new- issue usually requires the approval of the legislative body 

of the issuer. In the case of general obligation bonds, approval 

by voter referendum is often required. With the advent of many 

kinds of revenue bonds, state and local governments have 

established many new governmental units to issue bonds. 

Bond Counsel 

Essentially every municipal security issued is accompanied 

by an opinion of bond counsel.' That opinion addresses the main 

legal issues: that the bonds constitute legal, valid, and 

binding obligations of the issuer and that interest on the bonds 

is ~xempt from federal income taxation under applicable tax laws. 

Financial Advisors 

State and local governments may often seek the advice of a 

financial advisor or other professional experts. Financial 

advisors perform a variety of tasks: analyze the financing needs 

of the community, structure an issue, help choose an underwriter 

or organize a competitive sale, deal with the rating agencies, 

and advise on other matters of importance. 
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Accountants 

The accountants conduct a professional examination and 

verification of an issuer's financial statements for th~ purpose 

of rendering an opinion as to their fairness, consistency, and 

conformity with accounting principles. 

Engineering Consultants 

Engineering consultants perform feasibility studies on state 

and local projects to ensure that the projects are capable of 

being accomplished. 

Rating Agencies 

Because of the large number of different issues in the 

marketplace, bond ratings (or debt ratings) often play a greater 

ro1e in the municipal securities market than in the corporate 

market. The two dominant.agencies in the ratings field are 

Moody's Investors Service, Inc. and Standard & Poor's 

Corporation .. The agencies assign a rating to the issue which 

reflects the likelihood that the issuer will be able and willing 

to support future debt service payments. 

Bond Insurers 

The bond insurers analyze municipal credits to determine 

their insurability. This involves evaluation of financial 

reports, demographics, legal issues and feasibility studies. 

Insur,ed issues automatically receive one or more Triple-A rating, 

thereby reducing the issuer's borrowing costs over the life of 

. ( 
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the issue. Bond insurance helps bond issuers gain market access, 
;,; 

especially if they are small or infrequent borrowers. The 

municipal bond marketplace is dominated by individual investors 

who value knowing that principal and interest payments will 

always be made in full. 

Underwriters 

The enormous task of underwriting, marketing, and trading 

municipal securities is undertaken by the dealer departments of 

commercial banks and securities firms. A typical underwriting 

department.employs one or more individuals whose full-time 

responsibility is to work on competitive and negotiated 

underwritings. These individuals are primarily responsible for 

setting prices and yields on the new issues their firm 

underwrites each week. Underwriters· work closely with traders 

and salesmen to determine the marketability and appropriate 

yields for an issue. Traders maintain the secondary market for 

securities by actively buying bonds and selling them to other 

dealers and investors in the secondary.market. Dealer firms 

frequently employ a large staff of salespeople who are 

responsible for making direct contact with investors. They often 

sit at the trading-desks with the underwriters and traders and 

attempt to arrange sales of securities during the underwriting of 

a new issue. 
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Senipr·Managers 

The senior manager is the underwriter that serves as the 

lead underwriter for an account. ·The senior manager generally 

negotiates the inte~est rate and purchase price in a negotiated 

transaction or serves as the generator of .the consensus for the 

interest rate and purchase price to be bid in a competitive 

bidding situation. The senior manager signs the contracts on 

behalf of the ac~ount and generally receives either a fee or 

slightly larger spread for its services in this capacity. 

Investors 

Three classes of investors dominate-the municipal· 

marketplace: (1) retail, consisting of individuals acting 

directly or through the agency of trust companies and investment 

counsel; (2} retail proxies, that is, bond funds consisting of 

managed closed-end funds, open-end funds, and unit investment 

trusts; and (3) institutional, particularly commercial banks and 

property and casualty insurance companies. The principal 

characteristic of all buyers of municipal bonds is that they are 

in a sufficiently high tax bracket that they can benefit from the 

tax exemption. 

Negotiated and Competitive Bid Process 

Municipal securities offerings are typically sold through 

either a competitive or negotiated biddingproce:?s. The choice 

of either type of sale is dependent on a variety of fact·ors 
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including credit considerations, issuer preference, and market 

~ conditions. 

Competitive Sales 

Competitive bond sales are typically used for more 

traditional offerings of municipal securities. The issuer will 

typically work with a financial advisor to determine the 

structure and timing of the bond sale. The offering is then 

advertised in financial publications in order to notify municipal 

dealers of the terms of the offering including information 

relating to structure, the time and date on which bidding will 

occur, and other details which are pertinent to the offering. 

Municipal dealers will line up syndicates to bid on the 

bonds. On the date of sale the syndicates bidding for the bonds 

will estimate the interest rates necessary to sell the bonds to 

investors and will then submit pids to the issuer or its agent. 

The syndicate offering to purchase the bonds at the lowest yield 

(or highest price) is named the winning bidder and upon approval 

by the issuer is awarded the bonds. The syndicate then offers 

the bonds to their customer accounts at e~tablished reof fering 

yie~ds. 

Negotiated Sales 

Negotiated sales are typically used for bond offerings which 

entail complicated financial planning and project management 

considerations, such as refunding or revenue bond isslles. The 
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issuer will distribute a "Request for Proposal" (RFP) 

solicitation which basically asks underwriters to submit their 

qualifications and credentials. The issuer then reviews the RFP 

respo,nses and selects a· senior manager. team for the transaction. 

'The senior manager works with the issuer in order to 

structure the financing plan for the bond sale. The underwriter 

provicjes a wide variety of services ·in conjunction with the sale 

including pre-marketing efforts, investor relation meetings, 

credit agency presentations, and other related marketing 

services. The manager will also advise the issuer on when the 

bonds should be offered for sale in order to take advantage of 

optimal market interest rate conditions. 

On the sale date the senior manager on the transaction will 

price the deal and seek orders from interested investors. After 

demand for the bonds is evaluated the manager may change the 

structure and/or size of the deal in order to meet inv~stor 

demand. The manager then sets the final terms of the offering 

and purchases the bonds from the issuer. The manager also 

provides a number of post sale services for the issuer such as 

secondary market-making activities and advice for long-term 

capital projects. 

Gross Underwriting Spreads 

The "spread" is one of the most misunderstood aspects of the 

municipal bond underwriting business. The gross underwriting 



-9-

spread is simply the difference between the offering price to the 

r, public by the underwriter and the purchase price· the underwriter 

pays to the issuer. This spread includes all expenses incurred 

by the dealer in bringing the bonds to market, as well as any 

profits earned on the deal.1 

Average underwriting spreads in the municipal market have 

declined substantially since the early 1980's. Even though new 

issuance of municipal securities has increased steadily, 

increased competition among underwriters has caused spreads to 

remain subject to downward pressure. In 1985, the average gross 

spread for all long-tertn municipal issues was $16.61 per $1,000 

par value. By 1992, gross spreads had fallen to $9.32 per 

$1,000, a 43.8% reduction, The decline continued into 1993. 

Gross spreads for all long-term municipals averaged $8.62 in the 

first half of 1993, a decline of 7.5% from the 1992 level. 

1 Components of the Spread 
The ~ross spread has several components: the management fee, underwriters• 
risk, takedown and expense. These are explained below. 
Management fee - This fee compensates managers for their work in structuring 
negotiated issues. It is split among the entire management group based upon 
percentages determined by the issuer. The senior manager that runs the book 
typically receives a substantial portion of this fee. 
Underwriters' risk - This component compensates managers for market-related 
risk involved in underwriting the issue and the use of the firms' capital. It 
is split among the underwriters according to the percentage of participation 
in the financing. 
Takedown - This represents compensation for the cost of selling the securities 
and increases with longer maturities. Takedown is apportioned on a per-bond 
basis to any firm that actually sells bonds. 
Expense - This is basically reimbursement of out-of-pocket expenses, such as 
underwriters' counsel travel, syndicate expenses, OTC charges, dealer fees, 
communication expenses and postage, etc. 
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Gross spreads of both negotiated and competitive issues have 

experienced declines since_ the early 1980's. This trend has been 

especially pronounced for· negotiated issues. In this category, 

gross spreads have fallen from $17.31 per $1,000 iti 1985 to $9.35 

in 1992, a decline of 46%. The spread for competitive issues, 

meanwhile, had dropped from $10.79 per $1,000 in 1985 to $8.99 in 

1992, a 16~6% drop. 

As with spreads on negotiated issues, spreads on competitive 

issues have continued to narrow during the first half of 1993. 

They averaged $8. 64 per $1, 000 in the first hal_f of 1993 versus 

$ 8. 9 9' in 19 9 2 • 

The bottom line is that whether looking at competitive or 

negotiated municipal issues, the gross spread represents less 

than one percent, a very reasonable rate for issuers of municipal 

securities. 

·:rt is important to note that negotiated sales are very 

"competitive". As I previously noted, underwriters compete 

vigorously for senior manager slots. PSA believes that the 

elimination of negotiated sales as an alternative may ultimately 

increase financing costs for issuers. 

Political Contributions 

Recent developments in the mun~cipal market have focused 

considerable attention on the role of political campaign 

,,Jr 
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contributions made by securities firms, financial advisory firms, 

~, bond counsel firms, consulting firms, and other professionals 

engaged in the municipal financ.e business to elected officials 

who can influence the awarding of service contracts related to 

bond offerings. 

The problem of political contributions and perceptions about 

the influence that contributions have on the decisions 9f public 

officials go far beyond the municipal bond market. American 

voters expe.ct and deserve to hear the views and positions of 

candidates for public office in order to make informed decisions, 

and in the American electoral system, the responsibility for 

disseminating candidates' positions falls to the candida~es 

themselves. As elected officials, you know well that running a 

political campaign has become an extremely expensive undertaking, 

one that, for most people, requires outside sources of funding. 

In addition, all individuals, regardless of whether they work in 

the municipal finance industry, have a civic right to influence 

the political process and support candidates of their choice by 

contributing to political campaigns. 

After numerous·~eetings and discussions with my colleagues 

from across the country, it is clear to me that municipal 

securities dealers ~ould like to see an end to political 

contributions to public officials as a factor, actual or 

·apparent, .in the selection of underwriters, the maintenance of 

business relationships or any other influence with respect to 
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obtaining securities business from public entities. The current 

practice,· where in some jurisdictions, contributions essentially 

represent a fee to enter intense and legitimate competition for 

business - what has become known as 0 pay to play" - must stop. 

Most dealers freely admit that they tnake contributions to state 

and local officials principally because their competition does 

the same. Many dealers would welcome an outright ban on 

contributions to officials that can influence the bond financing 

process. 

·rn general, political contributions ma,de ·by potential bond 

underwriters, financial advisors, bond counsel, engineers and 

others do not serve as the basis for the final decision of an 

issuer as to which firms participate in an offering. Members of 

Congress similarly accept political contributions from 

individuals and organizations with interests in the legislation 

on which they work. However, contributions to Members of 

Congress do not serve as the basis for their voting decisions on 

particular legislation, in spite of general public perception. 

Most state and local officials are generally concerned with orie 

primary and overriding goal in issuing debt: to secure the lowest 

cost of borrowing for their tax- and rate-payers. 
I 

Nevertheless, the mere appearance of impropriety can have 

devastating effects on public confidence in the municipal market. 

For this reason, last July PSA proposed that issuers be required 

to .disclose political campaign contributions they receive from 

,,~ 
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private-sector participants in the municipal finance process. To 

ensure ready access and minimize additional costs on any market 

participants, including issuers, PSA recommended that these 

disclosures be filed with a centralized repository capable of 

disseminating the information in a useful !ormat to the public.:: 

Recipients of political ~ontributions are be~t suited to 

make these dj,sclosures because only they can·be assured of 

possessing all the relevant information. These disclosures 

should cover contributions made by all underwriters and other 

participants (i.e., financial advisors, attorneys, engineers, 

accountants and others) competing in the selection process for 

roles in municipal securities offerings to any public official 

having influence in that process. Ever-Yone that does business 

with a public entity should be covered. In addition to 

contrib~tions from corporate entities and partnerships, 

contributions from employee political action conunittees and from 

officers, partners and employees of organizations competing in a 

municipal securities offering should be included. 3 All 

2we do not believe such information should.be included in primary market 
disclosure documents - official statements - because the disclosure PSA seeks 
should encompass market participants who are not participating in any specific 
bond offering (those who competed but did not secure positions related to the 
underwriting, for example). In any case, information related to political 
contributions is principally of interest to taxpayers and the public at large, 
not merely to investors. PSA would not object, however, to a requirement that 
reference be made in official statements to where information regarding 
political contributions can be obtained, such as at a specified central 
repository. 

3rt is understood that in many states this will require elected officials to 
obtain more information about the employer, business sector and professional 

_responsibilities of campaign contributors than is currently required by state 
law. While all states and the District of Columbia already require that 
recipients of election campaign contributions for state off ice report these 
contributions through filings with designated state officials, less than a 

1tx 
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participants should also be required to disclose potential 

conflicts of interest. It is likely that the appropriate 

regulatory and enforcement agencies would require legislative 

authorit~ to require.such disclosure. PSA would strongly support 

such legislation. 

The Municipal SecuritiesRulemaking Board (MSRB) _recently 

issued for public comment draft rule G-37 related to political 

contributions made by municipal underwriting firms to state.and· 

local officials. This week, PSA submitted.formal comment to the· 

MSRB on that rule. A copy of our comment letter is available for 

your review. In our letter, we point out what in our opinion are 

serious problems that. would make it extremely difficult for 

dealers to interpret and comply with the MSRB's proposal. PSA's 

members agree with the general principle espoused by the MSRB 

that political contributions made solely for the purpose of 

secur~ng or retaining business with a state or local issuer are 

improper and should not be permitted. However, complying with 

the p~oposed rule would prove onerous. 

First, we are concerned that by banning only contributions 

made to solicit.or retain business, the rule would result in. 

-considerable confusion as to which contributions were permitted 

and which were not. In addition, the rule would require dealers 

third ~equire that occupation and business of the contributor be included in 
the filing. Federal Election Commission, Campaign Fin~nce 92, current through 
December l.991. 
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to prove that certain contributions were made for reasons other 

than to solicit underwriting business, an onerous burden of 

proof. It would also essentially prohibit municipal finance 

firms and their employees from contributing to certain political 

campaigns for civic or other non-business reasons if the 

candidate in question could conceivably influence decisions on a 

bond offering where the firm does business. Such a prohibition 

would raise serious questions regarding the ability of municipal 

bond professionals to exercise their civic rights t6 support 

political candidates and could be challenged on constitutional 

grounds. 

In order to add~ess problems· with the interpretation, 

compliance and.enforcement of the proposed rule, PSA recommended 

in its comments to the MSRB that for the purpose of the rule, 

total annual contributions below some de minimis amount, on the 

order of $100 to $250 per candidate per year, be deemed too small 

to influence the decisions of state and local officials. Such 

contributions would be permitted regardless of the relationship 

between a firm or its employees and a candidate. Donors would 

not be required to demonstrate that such contributions were-not 

made to secure or retain business. In ad~ition, in order to 

prevent firms from skirting the spirit of the rule by "bundling'' 

. several contributions to a single candidate, a separate, annual, 

per-candidate limit would be established to be applied to all 

contributions from a firm and its municipal finance employees. 
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In its comments to the MSRB, PSA suggested that the MSRB 

redefine to whom limitations and reporting rules should apply. 

PSA believes that limitations and r~porting requirements should 

apply only to municipal finance professionals engaged in the 

solicitation and conduct of municipal finance business and their 

direct supervisors, up to and including the CEOs of firms. 

How~ver, using other employees of firms as conduits for political 

contributions intended to influence municipal finance decisions 

·should be explicitly prohibited. Finally, we' recommended that 

whatever limitations are finally imposed onmunicipal dealers 

also be applied to other private-sector participants who are 

engaged in the municipal finance business. 

We are also concerned about the potential exposure of firms 

to liability as a result of the lack of clarity in the proposed 

rule. In light of the August 1993 MSRB release, political 

contributions made today, before the issue is resolved, could be 

found to be in violation of existing MSRB rules, and such rules 

could be enforced by the NASD, banking regulators or the SEC. 

Therefore, PSA has 'recommended to its members that, in order to 

mitigate the risk of such liability, until a clear and final 

regulatory policy with regard to.political contributions is 

· decided, each firm institute a moratorium on all political 

contributions by municipal finance professionals and their 

supervisors to state and local officials or to candidates for 

such off ices in jurisdictions where they currently do or expect 
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to do municipal finance business, and refrain from directing 

other employees to donate to such officials or candidates. 

Finally, as stated above, we are also concerned that, 

because the MSRB's jurisdiction does not extend to bond counsel, 

·financial advisors, consulting engineers, accountants and others 

that.participate in bond offerings, the contribution limitations 

and disclosure provided under the proposal would be incomplete 

and misleading. The non-dealer participants in the municipal 

finance industry all compete for business awarded by state and 

local officials. These non ..... dealers c:ilso participate actively in 

the political process at the state and local level. PSA believes 

that new political contribution limitations and disclosure 

requirements appli_cable to dealers should apply to all other 

participants in a municipal bond issue. The only parties in a 

position to provide such comprehensive disclosure of political 

contributions are the recipients of such contributions 

themselves. ·For this reason, PSA reconunends that state and local· 

candidates and incumbents who can potentially influence the award 

of municipal finance business be required to disclose political 

contributions received from all participants in the municipal 

finance process. If legislation is deemed necessary to implement 

such a requirement, we urge Congress to consider and pass such a 

bill promptly. 
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We believe that the municipal securities market continues to 

play an important role in raising the necessary capital for state 

and ~ocal governments across the nation. The market is efficient 

and· continues to function well. Restrictions on the use of 

negotiated sales may ultimately result in increasing, rather than 

decreasing, the cost of financing for issuers of municipal 

securities. 

Promulgation of the regulations recommended ,here may in 

itself serve to moderate excesses in political campaign 

contributions. It is in the interests of issuers and members of 

the municipal finance conununity to preserve public confidence in 

the municipal securities market. PSA believes that promulgation 

of these regulations will accomplish this goal, and we look 

forward to working with this Conunittee, Congress, the SEC, bond 

issue:rs and others in that regard. Thank you for the opportunity 
-

to present our views. 
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Statement of Steven H. Ho hman 
Assistant Director of State Ratings, Mood •a Investors Service 

presented to the State Senate Govern ent Committee, 
New Jersey St.ate Leglala ure 

October 19, 1993 

Mr. Chairman and members of the committee. I would like to thank you for 
inviting me to offer testimony on the lssuanoe of bond by the state. Because of 
a prior commitment, I am unable to do so In person. b t I am offering these 
written comments in response to your lnvltaUon. 

I am the Assistant Director of State Ratings for Moody Investors Service. The 
. State Ratings Group Is responsible for conducting the eaearch In support of 

ratings assigned to state government oblfgatlons. 

The 1980s was the decade of debt. The federal gove ment, private 
corporations, and Individuals Incurred huge amounta o new debt to finance 
deficit spending, leveraged buyouts, and consumer sp ndlng. According to the 
Federal Reserve Board of New York, the de\>t of hous holds, businesses, and 
the federal government grew by fivefold or more from 980 through 1992. Thia 
huge bulldup of debt Is viewed by many as a burden t at even In todays low 
Interest rate environment Is lnhlb~ing growth and econ mlc recovery. 

Through this period. state debt also grew, atthough m h more modestly. As the 
economic recession of the late 19808 and 19908 redu d state revenue growth, 
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some states turned to debt as a way to address spen ing pressures while. 
minimizing thefr Impact on taxes and new revenue so rces. 

Some states bonded out deficits. and some decrease the pay-as-you-go 
component of their capital spending plans. substftutln debt financing. Some· 
sta~es turned to public authorttles to finance and admi lster programs that 
prevlously were state general fund and state agency sponslbllities. Soma 
turned to back-bonding and asset saf.es and reflnancl ga to generate short term 
cash and avoid the need for draconian spending cuts r unpopular tax 
Increases. Soma states did more than one of these t Inga~ and at least one 
state has done all of these things. and more. 

Nonetheless. overall, states have been remarkably re ponslble and conservative 
In their use of debt. During the p$riod from 1982 to 1 93,. Moody's median ratio . 
of state debt to personal Income actually decllntd fro 2.5% to 2.2%, showing 
th. a. t state debt obllgatlons relative to their weaHh and 1esources did. not grow 
dlsproportlonately during this period of rapid debt bull~up by the federal 
government, private corporations. and households. I~ New Jersey, the 
corresponding ratio, which was 3.0% In 1984, was stlll' 3.0o/o In 1993. (As In most 
other states. New Jersey's ratio had dropped In the 1 Os before rising again In 
the early 1990a). 

The creation of debt management and affordability co mltiees In some states 
and the discussion and establishment of debt flmttatlo s In others, have created 
a sensitivity to proper use of debt for public sector cap tal needs .. States. for the 
most part, have managed their debt prudently and co ervatlvely and avoided 
abuse. 

States maintain a very high and respected status amo g government debt 
Issuers of all types. The rating distribution for states I extremely positive: 33 of 
the 41 states that Issue general obligation bonds are c rrently rated Aa or better. 
This pattem Is reflective of the scope of eoonomlc res urces available to states 
and their sovereignty over tax structures. However, It also Indicative of the 
quality and professionalism of state budgeting and de t managers and the 
efforts that are made to balance capital needs with the prudent use of debt. 

Rethft\klng borrowing practices to better plan and cont ol the Issuance of state 
debt. la an Important priority-in tight of the many cfalma galnst llmlted state 
resources. Over the last five years. most of the states In the nation have 
experienced severe economic and flnanclal strain. Du Ing this period many 
states either strengthened existing debt affordablllty pl ns (Maryland. Delaware) 
or established new ones (Texas. Virginia). 

Whlla Moody's Investors Service recognizes that makl g prans to better manage 
state debt Is an Important policy lnttlatlve, It la the •res Its• of debt management·. 

2 

~·. ..· 



:~.1~.:~;.: 1c:.;~ 

s 

• long term balance and fiscal stabllity .... that remalnJ e primary determinants of 
a good credit· rating. 

Ratings, as most of you know, are arrived at through he analysis of four factors; 
the economy, flnanctal operations, administrative or g vernmental factors, and 
debt, the subject of today's session. In reviewing deb • we at Moody's look to· 
several guideposts which we compile and publlsh. 

First, we add up a state's •net tax~aupported debt,• lch Includes an debt 
obligations met from tax and other general revenue a urcea, regardless of who 
the Issuer Is. ~elf -supporting debt from enterprise act vltles, sinking funds and 
debt supported by other entttles Is excluded from this etermlnatlon. But special 
tax debt Issued, for example, for highway purposes. I se debt and slmllar 
commitments Ji counted. 

Tax-supported debt Is then evaluated In terma of Its st ucture, maturity, pledged 
sources of repayment, and any unusual features whfc need further study. ·we 
also attempt. to measure the burden Which the debt P~. a on the state's resources 
by considering debt per capita, debt as a percent of p rsonal Income, and a new 
measure, debt service as a percent of annual budget revenues. In order to · 
assess the relative burden, we calculate medlana oft se measures for the 50 
states. 

The latest measure we have developed seeks to gaug the stress debt service 
Imposes on a state's revenues. A debt service ratio b low 2% of revenues Is 
low, the mld 0 range Is between 2% and 5°'4. and levels ver 50/o are high, with the 
upper llmlt currently measured at 11°k. CoUecttvely, t se measures gauge the 
ability of a state's economic resources as well as bud tary resources to support 
lta debt, when placed In the context of other statea• eff rta • 

In reviewing these· measures. Moody's does not rety o fixed, rigid rules. Rather, 
these ratios are considered In an overall assessment what most states find 
affordable, given other expenditure prtorltlea and the n ad to maintain budget · 
balance. 

In our discussions with states on debt management, w consider the overall 
budget position and think of affordability not Just In ter s of debt service 
obligation, but also In the context of the larger operatln requirements which rnay 
be aaaoolated with capital projects. 

Improving the llnkage between capltal borrowing and It attendant operating 
requirements Is an Important area. Long after the bon s Issued for facllltles 
such as prisons are paid, operating and maintenance r . qulrements wlll continue. 
Careful planning to ensure that facilities and program I itlatlves can be sustained 
by available resources Is part of good debt and financl I management. 
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. Debt limits provide Important guidance to a state In pl.paring Its capital program 
and debt Issuance plan. For a limtt to be effective It -hould be comprehensive In 
. coverage, Including 'all tax-supported debt, and It ano Id lmpose reasonable 
budgetary dlsclpllne to llmtt debt to· an affordable leve. But the llmtt 'houtd also 
not be so restrictive that It Invites the kJnd of •back-d r•· financings that now 
characterize some atates' debt structures. · 

Debt management must be meanlngful In eatablishln reasonable llmlta to the 
Issuance of debt while providing a nexlbfe means to fl ance the state's capital 
needs. The f lfty states provide a spectrum of approa hes to debt Issuance and 
management, and the structure and amount of debt ust address the particular 
needs of each state. In this way. proper debt manag ment can help achieve 
annual budget- balance and long-term 81ructural balan e, key Ingredients for a 
high quality credit. · · · -
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EXECUTIVE SUMMARY 

The Capital Debt.Affordability Committee, established by 
Chapter 43 of the Laws of Maryland 1978, is required to review 
annually the size and condition of the State debt and to submit. 
to the Governor and the General Assembly an estimate of the 
maximum amount of new general obligation debt that prudently may 
be authorized for the next fiscal year. Pursuant to Chapter 93, 
Laws of Maryland 1989, relating to higher education debt, the 
conunittee is also required to .submit an estimate of the amount of 
new bonds for academic facilities that prudently may be 
authorized. 

During its 1993 meetings, the Committee addressed a number 
of other related issues in addition to developing its primary 
reconunendation.with respect to general obligation authorizations 
and authorizations for higher education academic facilities. The 
Committee conducted its usual·affordability risk analysis -- the. 
risk that subsequent events might absorb the projected unused 
debt capacity. The Cormnittee also discussed the possibility of 
includj,_ng the Baltimore City Community College in their charge. 

Consistent with the affordability risk analysis, the 
Conunittee recommends a $380 million limit for new general 
obligation debt authorizations by the 1994 General Assembly to 
support the fiscal 1995 capital program (page 32). This $380 
million recommended level reflects a revised personal income 
base. The Committee's projections for the following five years 
continue .to reflect the 3% annual increase adopted last year, an 
inflation rate of 2% plus 1% real growth. Actual and revised 
personal income data have provided a higher base than was 
anticipated last year. The recormnended $380 million level 
represents a 3% increase over the $370 million that had been 
originally contemplated as last year's recommendation before that 
recommendation was reduced. · · 

This year, unlike last year, the affordability capacity 
provides a modest margin for contingencies. The.Committee 
f ormallY evaluated the risk of piercing the affordability 
criteria if various components of tax supported debt were 
expanded.· 

The four basic risk components were analyzed and four 
conclusions reached. It was concluded that (a) while the 
Committee believes the current projections of personal income 
adequately discount the effect of economic conditions, there 
still remains some risk that growth in personal income may not 
achieve even the modest growth rates assumed; (b) although 
changes in standards of outside entities, such as rating 
agencies, regarding the components of tax supported debt could 
have a major impact on measured affordability, such changes are 
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apt to occur with sufficient le~d time for the Committee to . 
adjust the program of authorizations; (c) no ·real risk exists 
resulting from changes within the general obligation capital plan 
unless specific action is taken either by the Conunittee or the 
General Assembly to alter the program of authorizations; and (d) 
while changes in the issuance plans for other new or altered 
components of tax supported debt have generally presented the 
greatest risk to the eventual affordability of a specific five 
year program, the· only known change at this time is one with a 
positive effect on affordability (the possibility of refunding 
additional series_ of County Transportation Bonds). 

Last year, potential changes in the issuance plans of other 
r.omponents of tax supported debt included the structure of the 
County Transportation Bond program, a convention center bond 
program .• and the cost of a new football stadium. A new program 
was authorized for county transportation projects, and a 
combination of general obligation and revenue bonds was 
authorized for the convention center; both have been incorporated 
into the base analysis. The Stadium Authority is committed to 
funding the football stadium without .any increase in 
authorizations for revenue bonds; that potential change, 
therefore, was not considered an affordability risk. 

The Committee reviewed and analyzed higher education debt to 
derive its recommendation of new bonds for academic debt in 
keeping with the charge enacted in 1989. The proposed capital 
financing programs of the three systems result in a debt burden 
level well below the established threshold and generally below 
last year's level. The Committee reached the same conclusion as 
last year, that there is no basis to deviate from the academic 
debt programs proposed by each of the systems as long as those 
programs result in prudent levels of debt. The camnittee 
recommends a limit of $40 million of new bonds for academic 
facilities that prudently may be authorized in the aggregate for 
the next fiscal year. This amount represents financing of 
academic facilities by the University of Maryland (page 53). 

The Committee· considered the issue of including the 
Baltimore-City community College in its statutory charge. While 
the Committee's broad scope embraces any unit of State 

·· government, the Committee believes that the community college 
should not be excluded from specific mention. Because BCCC does 
not have the authority to issue bonds for academic facilities, 
BCCC would not be included in the Committee's higher education 
reconunendation, but the Committee recommends that the Baltimore 

~ City Cpmmunity College he added to the specific listing of higher 
· education institutions subject to review by the Committee 

(page 54). 
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I. INTRODUCTION 

A. Background 

The creation of the Capital Debt Affordability Conunittee was 
an outgrowth of two events: the dramatic increase in outstanding 
debt during the mid-1970' s a·nd the release of the. Department of 
Fiscal Services' .two year study on the State's debt picture, 
titled "An Analysis and Evaluation of the State of Maryland's 
Long-Term Debt: 1958 - 1988." 

In response to this study ~nd the rising level of State 
debt, the 1978 session of the General Assembly enacted the 
current State Finance and Procurement.Article, Section 8-104, et 
seg., which created the Corrunittee as a unit of the .Executive 
Department. The members currently are the Treasurer (Chair), the 
Comptroller, the Secretaries of the departments of Budget and 
Fiscal P1anning and Transportation, and one person appointed by 
the Governor. The Committee is required to review the size and 
condition of the State debt on a continuing basis and to submit 
to the Governor, by September 10 ·of each year, an estimate of the 
total amount of new general obligation debt that prudently may be 
authorized for the next fiscal year. Although the Conunittee's 
estimates are advisory only, the Governor is required to give due 
consideration to the Co~~ittee's findings in determining the 
total authorizat;ions of new State debt and in preparing a 
preliminary allocation for the next fiscal year. The Committee 
is required to consider: 

The amount of general obligation debt that will be 
outstanding and authorized but unissued during the next . 
fiscal year; 

The capital program and the capital improvement and 
schobl construction needs during the next five fiscal 
years; 

Projected debt s~rvice req~irements for the next ten 
years; 

Criteria established or used by recognized bond rating 
agencies in judging the quality of State bond issues; 

Other factors relevant to the ability of the State to 
meet its projected debt se~vice requirements for the 
next five years or relevant to the marketability of 
State bonds; and 

The effeet of new authorizations on each of the factors 
enumerated above. 
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In addition to these tasks, the Committee has generally 
reviewed, and made recommendations concerning, other types of 
public debt issued b~ State or State-created authorities or 
agencies. 

In keeping with a narrow interpretation of its statutory 
charge, the Committee's efforts through 1986 focused mainly on 
bringing the State's general obligation debt in lin·e with ce:rtain 
parameters. In 1987, however, the Committee began to adopt a 
more comprehensive view of State debt that included all tax 
supported debt in addition to general obligation debt. 

The ·main basis for adopting this broader view was that the 
rating agencies and investment conununity take a more 
comprehensive view of a state's debt when analyzing that state's 
obligations. Many discussions with rating analysts over several· 
years in conjunction with the reviews associated with the savings 
·and loan program and concerning stadia and infrastructure 
financing all indicated that rating analysts were interested in 
all tax supported debt. Summaries of rating agency reports 
indicate that the measure of debt used is "net tax supported 
debt" - the sum of general obligation debt, c'onsolidated and 
county transportation debt (net 6f sinking funds), capital lease 
commitments, and bond anticipation notes. 

A second reason for adopting a more comprehensive view of 
debt was that other forms of long-term commitments were becoming 
more common. Lease, particularly lease purchase, obligations 
were at least more visible, if not more widely used. The bonds 
to be issued by the Maryland Stadium Authority for the Baltimore 
stadia were to be supported by lease arrangements; the State had 
consolidated a significant amount of equipment lease obligations;. 
and the Motor Vehicle Administration was using the capital lease 
method for expanding or relocating its service center network. 
Although these leases do not represent debt in the constitutional 
sense, any default on these leases would be viewed by the market 
in the same light as a default on State bonds. 

. · This broader view was ultimately codified and included in 
the Committee's statutory charge by Chapter 241, Laws of 
Maryland, 1989. 

The 1989 General Assembly further· expanded the Committee's 
charge as part of legislation relating to higher education debt 
(Chapter 93, Laws of Maryland, 1989). As enacted, the statute 
directs the Committee to review on a continuing basis the size 

f- and condition of any debt of the University of Maryland System, 
Morgan State University, and St. Mary's College of Maryland; take 
any debt issued for academic facilities into account as part of 
the Committee's affordability analysis with respect to the 
estimate of new authorizations of general obligation debt; and, 
finally, to submit to the Governor and .the General Assembly an 
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estimate of the amount of new bonds for academic facilities 
that prudently may be authorized in the aggregate for the 
next fiscal year by the University of Maryland System, Morgan 
State University, and St. Mary's College of Maryland~ 

B. 1992 Reconunendations and Subsequent Events 

The following lists the reconunendations Of the 1992 Capital 
Debt Affordability Conunittee and subsequent events related to 
those reconunendations. 

o The Cormnittee recommended that new authorizations of general 
obligation debt -should be limited to $350 million • 

•••• The 1993 General Assembly au~horized $370 million of new 
genera'l obligation d.ebt, which includes $20 million for the. 
convention center. In addition to the $370 million, $30 million 

·in general obligation bond funding for the Convention Center was· 
authorized with an effective date of June 1, 1995. see II.E. 
Maryland.Stadium Authority_ for a discussion of the Convention . 
Center funding and v. Other Issues for a discussion of the effect 
of the delayed authorization.-

o The- Conunittee reconunended that new authorizations for academic 
facilities at the three university systems should be limited to 
an aggregate of $40 million • 

.... The 1993 General Assembly authorized new academic 
facility bonds to be issued by the University of Maryland System 
in the amount of $24.455 mi.11ion for a variety of capital 
projects, the largest of which was $4.127 million for a new 
c·ampus maintenance facility at the University of Maryland 
Baltimore County~ No academic bonds or projects ~ere authorized 
for the other two university systems. 

o The Committee recommended that the State's liability for 
future issues of County Transportation Bonds should be eliminated 
and an alternative be provided that embodies the key aspects of 
the program . 

..•• Legislation was enacted that establishes a financing 
program to enable the counties to finance the cost of · 
transportation .facilities without the issuance of State or 
Department of Transportation debt. See V. Other Issues for a 
more 
detailed discussion of the County Transportation Bond program. 

o In addition to authorizing bonds to finance academic 
facilities in the amount of $24.5 million, Chapter 372 increased 
the maximum allowable net amount of debt outstanding for the 
University of Maryland System from $542.7 million to $605.6 
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million. The maximums for Morgan State University and St. Mary's 
College of Ma:rylarid :remain unchanged (at $28 million and $15 
million, respectively). 

o Legislation enacted last year authorized the General Assembly 
to estal:>lish in the State budget each year the maximwn allowable 
Consolidated Transportation Bonds outstanding for each next 
fiscal year (limited to an overall maximum aggregate of $1.2 
billion). The fiscal 1994 budget contains language limiting to 
$1.025 billion the amount outstanding at June 30, 1994. See v. 
Other Issues for a discussion of language in the Joint Chairmen's 
Report relating to the amount of consolidated bonds i$sued. 
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II. TAX SUPPORTED DEBT - TRENDS AND OUTLOOK 

;The State of Maryland has issued in recent years ·five types 
of tax supported debt: (1) general obligation debt, which 
pledge& the full faith and credit of the Stat~; (2) bonds and 
notes issued by the Department of Transportation and backed by 
_the operating revenue~ and pledged taxes of the Department; (3) 
Bond Anticipation Notes (BANs) issued in support of the savings 
and loan program; (.4) capital leases; and ( 5) revenue bonds 
issued by the Maryland Stadium Authority secured by a lease with 
the State. 

A. General Obligation Bonds 

1 Structure. General obligation bonds are authorized and 
issued to provide funds for general construction of, and capital 
improvements to, State-owned facilities, including insti tutio!"'JS 
of higher education; grants to local educational authorities for 
construction of, and capital improvements to, public schools; and 
financial assistance in the form of both repayable loan£ and 
grants to local governments and the private sector fer special 
capital projects where a State interest or need has been 
demonstrated. Financial assistance to local goverrn'!'!cr:.ts and the 
private sector is provided for capital projects relat.e~ to water 

.quality improvements, jails and detention facilities, community 
colleges, economic development, nursing home construction, 
community health facilities, historic preservation, private 
highe~ education, and other community projects. 

Trends in c.,·~tstan•~inc::_S:_eneral Ob(Jgation D~bt. both GraFh 1 
ar-.. -:l ::he fc-llm·;irl~' tc.t:L deE=-iL::t the suhstantial growth between 
1966 an~l 197£ ir: tile Stc-:tQ'S general orJ.igation debt. During the 
1971-1978 period, the growth in general obligatio~ debt 
accelerated principally as a result of the large autho~izations 
for State Public School Consttuction Loans (SPSCL) made during 
the 1971-1975 sessions of the General Assembly after the State 
assumed in 1971 arl expanded role in financing the.construction of 
new elementary and secondary schools~ Between 1978 and 1987 the 
level of authorizations and issuances, particularly 
authorizations and issuances of SPSCL bonds, f~ll substantially; 
and, ~onsequently, the level of outstanding_debt grew modestly 
and then declined. Since 1987, the level of new authorizations 
and issuances has increased significantly, redemptions have 
dropped dramatically and, as a result, the level of outstanding 
general obligation debt has stopped declining and resumed· 
growing. · 
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(thousands) 

Average Annual Average 1mnual 
Fiscal General Obl_igat_ion Debt SPSCL Debt 
Period Authorized Issued Authorized Issued 

1966-1970 $180,905 $80,104 $ -o- $ -o-

1971-1978 316,540 270,747 152,250 122,374 

1979-1987 211,509 181,006 42,033 57,172 

1988-1993 321,103 266,047 59,800 61,927 

As depicted in Graph 2, adjusted general obligation debt 
service grew annually from a level of $24 million in fiscal 1966 
to $408 million in fiscal 1986 and then declined to $324 million 
in fiscal 1993. Adjusted general obligation debt service 
represents the burden on the general fund and State property tax 
for debt service. Adjusted debt service is total principal and 
interest payments on general obligation bonds with two 
adjustments~- both of which are related to the funding of local 
public schools. First, general obligation debt service is 
reduced by the amount of debt service on "repayable" loans that 
is recovered by the State from the local subdivisions on the 
loans, principally loans to local governments for the 
construction of lee.al schools under the General Public School 
Construction Program (GPSCL). (Typically, this repayment is made 
in advance of the payment due date of the related debt service.) 
Second, general obligation debt service is increased PY the 
amount of non-State local school debt service that was assumed by 
the State in 1971 with the advent of the new school construction 
prog!.am. 

Also depicted in Graph 2 is the dramatically increasing 
.reliance on general funds to support general obligation <lebt 
service from 1971 to 1986. After increasing to $270.9 Million in 
fiscal 1986, the general fund requirement has fallen to a low of 
$116.5 million in fiscal 1993. While State property taxes are 
constitutionally pledged to the payment of debt service, it has 
been the State policy for many years to maintain a stable 
property tax rate and rely on general funds, appropriated either 
to the Annuity Bond Fund or to the Aid to Education program of 
the State Department of Education, to provide the majority of 
funding for gener~l obligation debt service. In fiscal 1966, 
property tax revenues provided the funding for 89% of the general 
obligation debt service; by fiscal 1986, property taxes provided 
only 27%. By fiscal 1993, the share of property taxes· had 
increased to 64% as the property taxes continued to grow while 
the debt service required dropped 20%. 
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The growth in _debt service (Graph 2) reflects both the 
increase in debt outstanding through 1978 (Graph 1) and dramatic 
increases in interest rates in the early eighties. Graph 3 
depicts the average interest rates paid on State general 
obligation debt (derived by dividing interest paid i~ a fiscal 
year by the average debt outstanding during that year) and the 
average rates of interest incurred on new issues during each 
fiscal year. The average interest rate paid on outstanding debt 
ranges from a low of 2.75% in fiscal 1966 to a high of 7.26% in 
fiscal 1987. The average.of interest rates on all new issues 
during a year ranged from a low of 3.25%·in 1966 to a high of 
10.27% in 1982; most recently, it was 5.24% in fiscal 1993 -- the 
lowest since 1979. 

Capital Program Structure The State's annual capital 
program includes projects funded from State general funds, State­
general obligation bonds, certain special and federal funds 
appropriated in the State's annual operating budget, and bonds 
and other financing obligations issued by Sta~e agencies 
including the Department of Transportation and higher ed11cation 
systems.· 

The general obligation bond-financed portion of the capital 
program consists of an annual Maryland Consolidated Capital Bond 
Loan ( MCCBL.) and other ini tia ti ves. The MCCBL is a consolidation 
of projects formerly authorized b~ the general construction loans 
and various Administration-sponsored bond bills. The general 
construction loan projects are typically State-owned. The 
Administration-sponsored bond bills typically authorize capital 
grants and ~oans for locally-owned projects. 

General obligation b~nd funds have traditionally been 
suppleme~ted with S~ate general fund capital appropriations 
authorized in the ahnual ope~ating budget. The use of operating 
fun6s to finance capital projects can reduce debt issuance as 
well as expahd capital programs. The use of operating budget 
funds, moreover~ enables the State to avoid unnecessar~ expenses· 
or burdensome prohibitions associated with compliance wlth 
restrictive federal statutes. For example, the Tax Ref0rm Act of 
1986 imposes certain constraints that either limit the degree of 
tax exemption or restrict arbi.trage earnings for bonds issued to 
establish insurance reserves, subsidize industrial development, 
or provide the equity contribution to a revolving fund s~ch as 
the Maryland Water Quality Financing Fund~ 

. Although the State's policy may be to provide additional 
capital funding in the operating budget, the financial reality is 
that in certain years the operating budget does not have the 

·flexibility to fund a significant share of the capital program. 
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For example, for fi$cal year 1990, the general fund capital 
appropriation (PAYGO) was $212 million; for fiscal year 1994, 
the PAYGO appropriation was slightly more.than $26 million 
virtually all of which was associated with programs where tax 
exempt bond financing is difficult. · 

The operating budget also traditionally includes capital 
programs funded with (i) a broad range of dedicated taxes and 
bonds such as the transportation program, (ii) individual 
dedicated revenue sources such as Program Open Space, (iii) and 
specific federal grants such as armory and mass transit 
construction. · 

State-owned Facilities. Requests for improvements to State­
owned facilities to be financed with either general obligation 
bonds or general funds are expected to total $1.5 billion-over· 
the next five years. Correctional facilities, higher education 
projects, and State office projects comprise the bulk of these 
requests. 

Agency reguests for State-owned construction projects are 
distributed as follows: 

(millions) 

Agency FY 95 FY 96 FY 97 FY 98 FY 99 Total 

Balt. City Conun. College $19.9 $ 3.4 $ 0.3 $ 15.3 $ 6.7 $ 45.6 
Education 0.1 o.o 1.0 0.0 13.0 14.1 
Environment (Asbestos) 2.8 4.3 4.3 2.8 2.8 17.0 
General Services 62.7 41. 3 47.4 53.0 58.4 262.8 
Health & Mental Hygiene 15.1 18.4 5.3 7.0 2.1 47.9 
Housing & Conun. Develop. 10.1 5.0 3.2 2.5 2.1 22.9 
lndiv's w/ Disabilities 1. 5 2.0 2.5 3.0 3.5 12.5 
Judiciary 16.0 15.6 19.8 8.3 11.1 70.8 
Juvenile Services 1. 3 34.8 11.2 4.8 11. 4 63.5 
Military Department 12.2 4.9 5.9 0.3 0.4 23.7 
Morgan State University 23.8 43.4 91. 2 62.7 6.9 228.0 
Natural Resources 4.5 4.0 4.9 4.1 5.4 22.9 
Md. Environmental Serv. 3.2 3.6 5.6 2.3 2.0 16.7 
Public Broadcasting 1.1 0.2 2.0 0.0 0.0 3.3 
Public Safety & Cor. Serv. 65.9 48.6 27.2 15.0 7.3 164.0 
MSA o.o 30.0 0.0 0.0 0.0 30.0 
St. Mary's College of Md. 0.5 10.5 0.5 0.0 o.o 11.5 
Univ. of Md. System 98.6 109.3 121. 0 114.5 114.7 558.1 
Veterans Commission 0.2 0.0 0.2 o.o _JL_Q 3.5 

Total $346.8 $384.0 $369.3 $306.7 $240.5 $1647.1 

Capital Grants and Loans. There are many different 
Administration~sponsored capital grant and loan programs through 
which the State agencies provide financial assistance to non­
State entities. Grants and loans are made to local governments, 
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p~ivate non-profit institutions, and private organizations and 
individuals for various purposes including economic development, 
enviro~ental control, and housing and community facilities. 

Prior to the 1990 session of the General Assembly, most 
capital grants and loans for projects not owned by the State were. 
authorized by separate bond bills. In 1990, most of ·the 
Administration-sponsored capital grant and loan programs were 
consolidated into the MCCBL; however, State capital grants for 
local jails and private higher education facilities continued to 
be authorized by separate bond .bills. In 1992, even the capital 
grants ;for local jails and private higher education facilities 
were consolidated into the MCCBL. 

There has been an increase in the capital grants and loans 
authorized in rec~nt years. Future funding is expected to 
increase most rapidly for environmental programs, com.Ttlunity 
colleges, and jails. The increase in environmental programs is 
the result of major initiatives to continue improving Chesapeake 
Bay water quality. The significant increase in the demand for 
Community College.projects stems from a combination of rising 
enrollments and aging facilities. The $127.6 million of local 
jail projects reflects a statutory mandate for the State to 
assist local governments in building facilities for prisoners 
with sentences of 12 months or les~. · 

Requests for bond-funded capital grants and loans are 
expected to exceed $1~3 billion in the next five years, an 
average of almost $269 million per year. In addition,· funds will 
be needed in the operating budget to finance the purchase of the 
Peabody art collection and many programs of the departments of 
Economic and Employment Development, the Environment, and.Housing 
and Community Development. Many of these programs were 
previously funded with general obligation bonds; current federal 
regulations governing tax exempt financing; ·however, limit the 
State's ability to issue tax exempt bonds for such programs. 
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Anticipated requests for non State-owned Administration-sponsored 
programs are as follows: 

(millions) 

Aging 
Elderly Citizen Centers 

FY 95 FY 96 FY 97 FY 98 FY 99 

$ 1.0 $ 1.0 $ 1.0 $ 1.0 $ 1.0 

Economic and Empl. Dev. 
Nat'l Infor. Tech. Ctr. 
Silver Spring Redevel. 

Energy 
Energy Conversation 

Environment 
Hazardous Substance Control 
Water Supply 
Water Quality 

Health & Mental Hygiene 

4.0 
7 :o 

0.2 

5.3 
4.2 

16.9 

Conununity Mental Health Facil. 3.2 
Adult Day Care 1.0 

Housing & Conun. Develop. 
Md. Historical Trust 
Partnership Rental Hsng. 

Juvenile Services 
Juvenile Residential Facil. 

Local Schools · 
Public School Construction 

Miscellaneous 
u. Md. Medical System 
Public Community Colleges 
Private Higher Education 
Local Jails 
Baltimore Zoo 
Hopkins Oncology Center 

0.5 
7.0 

1.2 

200.0 

15.0 
10.8 

5.5 
17.6 

.8 
6.0 

o.o 
3.0 

0.2 

5.0 
4~7 

18.5 

3.2 
1.0 

0.5 
7.0 

1. 2 

160.6 

15.0 
14.0 

5.5 
15.0 

5.9 
~ 

o.o 
1.0 

0.2 

5.6 
5.2 

20.0 

3.2 
1.0 

0.5 
1.0 

1.2 

159.1 

10.0 
20.0 
6.0 

20.0 
3.2 
6.0 

o.o 
0.0 

5.6 
5.2 

21.5 

3.2 
1.0 

0.5 
7.0 

1.2 

131.8 

10.0 
20.0 
6.0 

35.0 
3.3 
0.0 

o.o 
o.o 

0.2 

5.6 
5.2 

23.0 

3.2 
1.0 

0.5 
7.0 

1. 2 

110.6 

10.0 
20.0 
6.0 

40~0 
6.0 
0.0 

Total 

$ 5.0 

4.0 
11.0 

1.0 

27.1 
24.5 
99.9 

16.0 
5.0 

2.5 
35.0 

6.0 

762.1 

60.0 
84.8 
·29 0 0 

127.6 
19.2 
18.C 

Total $308.5 $268.6 $271.5 $253~8 $241.8 $1344~~ 

School Construction. The Governor's Task Force on School· 
Construction, after reviewing the existing needs, program 
changes, and projected increases in enrollment, reconunended an 
increase in the level of funding for public school construction 
of at least $85 million in fiscal 1995 and phased in to reach 
$100 million annually over the next five years. 
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Other Initiatives. Funding requests are also submitted each year 
by members of the General Assembly to provide financial support 
for local programs or projects of Statewide interest. These bond 
requests include capital grants to lee.al governments and private 
non-profit spon~ors to support construction for local public and 
private facilities. 

While it is difficult to predict the amount of legislative 
initiatives that will be requested in any given year, it is fair 
to estimate that the requests will average approximately $100 
million annually, or $500 million over the next five years. 

Summary of Capital Program: Fiscal Years 1995-1999. The 
total capital requests are-estimated at $305 billion for the next 
five year.s. The Department of Budget and Fiscal Planning 
anticipates recommending a five-year capital improvement program 
including $2.0 billion in general obligation bonds. The total 

. capital p·rograrri will depend on the amount of general funds and 
other non-gene~al obligation sources available for capital 
funding .. The level of general funds available to supplement the 
bor.d-funded program will be largely dependent on the State's 
financial condition. 

General-Constructibn 
· Projects 

-Administration 
Capital Programs 

Legislative Initiatives 

Total. 

(millions) 

.FY 1995-1999 
Requests 

$1,647 

1,344 

500 

$3,491 

20 

FY 1995-1999 
Anticipated Capital 

Programs 

$ 943 

954 

75 

$1,972 



B. Transportation Bonds 

Consoiidated Transportation Bonds are limited obligations 
issued by the Department of Transportation, the principal of 
which must be paid within 15 years from the date of issue, for 
highway and other transportation projects. Prior to July 1, 
1992, the gross outstanding aggregate principal amount of 
Consolidated Transportation Bonds was limited by statute to $950 
million. Debt service on Consolidated Transportation Bonds. is 
payable from th~ Department's shares of the motor vehicle fuel 
tax, the motor vehicle titling tax, all mandatory motor vehicle 
registration fees, and a portion of the corporate income tax, 
plus all Departmental operating revenues and receipts. The 
holders of such bonds are not entitled to look to other sources 
for payment. 

The Department has covenanted with the holders of 
outstanding Consolidated Transportation Bonds not to issue 
additional bonds unless the excess of revenues (credited to the 
Transportation Trust Fund) over expenses (of .departmental 
operations) in the preceding fiscal year, which is available for 
debt service, is equal to at least twice the maximum amount of 
debt service for any future fiscal year (including debt service 
on the additional bonds to be issued) and total proceeds from 
taxes pledged to debt service for the past fiscal year egual at 
least twice such maximum debt service. 

Existing County Transportation Bonds are also 15 year 
limited obligations of the Department of Transportatic~ issued on 
behalf of the counties and Baltimore City for local 
transportation projects; the debt service on the county bonds is 
recover~~ fro~ the local units by the State through deduction 
f~cm amoun~~ otherwise due them from St~te-collected shared 
hi ~~-!·v:.:, .::' u.:,2.:· revenuef . Debt service C·!· County Transporta :-.ic.m 
Bonds is secured by revenues distributed by law to th~ . 
subdivisions from Transportation Trust Fund so~rces. Th63e­
sources include shares of the corporate income tax, titling ta~, 
motor fuel taxes, and vehicle registration fees. 

Both Consolidated and County Transportation Bonds issued 
before June 1, 1~89, utilized sinking funds with respect to the 
payment of debt service. In the case of Consolidated 
Transportation Bonds, at the time of issue, debt service due on 
that issue in the current calendar year and in the following 
calendar year was placed in the sinking fund. Thereafter, on 
each January 1, an.amount equal to the debt service due for the 
following calendar year is placed in the fund. For County 
Transportation Bonds, the practice was identical, with the 
exception that debt service reserved is on a fiscal year basis. 
In measuring debt outstanding, most credit analysts reduce gross 
debt outstanding by the amounts in sinking funds and by the 
amounts of defeased bonds, if any. 
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As a result of Stat~ legisl~tion enacted in 1989, advance 
funding of future debt service requirements is no longer 
mandatory with respect to consolidated and county bonds issued 
after June 1, 1989. As a matter of policy, however, the 
Departm~nt continued the practice of advance funding of future 
debt service on County Transportation Bonds. 

Graph 4 depicts outstanding Consolidated and County 
Transportation Bonds (after being reduced by the .amounts in the 
two sinking funds) for the historical period fiscal years 1979 
through 1993 and the Department's current proj~ctions for fiscal 
years 1994 through 1999. During the ten years from fiscal 1979 
to fisc~l 1988, departmental revenues were of a magnitude such 
that new consolidated bond issues of only $245 million, excluding 
short term notes,· were. needed to augment operating revenues to 
fund the transportation capital program. This modest level of 
issuance reflects, among. other fact.ors, the impact on customary 
transportation revenues of s~veral gas tax increases 
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\from 9,cents per gallon in fiscal 1982, to 13.5 cents in fiscal 
1984 and to 18.5 cents per gallon effective June 1, 1987.) and of 
permanent allocations to the Transportation Trust Fund of a 
portion of corporate income tax receipts and the balance of the 
titling tax. In the most recent years, the level of new 

.issuances has a.ccelerated to $100 million in 1987, $260 million 
in 1990, and $310 million in 1991; however, the statutory cap of 
$950 million in outstanding bonds limited new issuances in 1992 
to.$120 million. 

At its 1992 session, the General ·Assembly enacted 
legislation that increased motor vehicle and motor fuel taxes,· 
raised the limit.on outstaQding Consolidated Tran~portation Bonds 
from $950 million to $1.2 billion, and specified that a limit of 
less than $1.2 billion could be imposed for the next fiscal year· 
in 'the annual State operating budget. The General Assembly, in 
fact, did insert language in the 1993 budget that limited the 

.·level of outstanding bonds in fiscal 1993 to $960 million whi.ch 
served to limit new issues in fiscal 1993 to $75 million. The 
fiscal 1994 budget incorporates a limit in the level of 
outstanding bonds to $1.025 billion at June 30, 1994. 

The Department will issue $40 million in Consolidated 
Transportatio~ Bonds in September, 1993 (along with approximately 
$204 million in refund!ng Consolidated Transportation Bonds), and 
does not expect to issue additional consolidated bonds during 
fiscal 1994, resulting in bonds outstanding of $975.7 million at 
June 30, 1994. During the five year period 1995 ~1999, the 
Department expects to issue an additional $360 million w!1ich will 
result in bonds outstanding of $945 million ~t the end ~£ the 
I,;·~.:: ~.c2. '!'r~s ::cpartmem:' s r lo.n of bond f ina:1cing and rc-: .. 7enues is 
s:..;.f;~~cic::•.: t:: ;:·ro\~.1.·~'=' fj_~c::~:-in~ fc·:~ :~:: Vt.hi~].e Emi:s.::ior·.~. 
I!1s:;:.:-:-:-ir:!, r·:·::..,;~::.·a..;; (\·£.l?) . 

. The Department did nc.t issue County Transport c: ti :)r l.~cnds 
c~ring fiscal 1993. Legislation was e~acteti by the 1993 Gc~eral 
Assembly_t1i5t provides a new non-State tax supported ccun~y. 
Transportation Bond program; future issuances of County 
Trans?:)rtat.ion- Bonds a.re anticipated to be under this n·:;w prog.~.-am 
and will not, therefore, constitute State tax supported debt. 
Additionally, ~he Department plans to issue refunding County 
Transportation Bonds under the new program which will serve to 
eliminate four existing series of County Tran~portation Bonds 
from St~te tax supported debt. Graph 4 reflects the effect of 
the new program; a discussion cf ·the new program and its impact 
is in Section v.c. of this report. 

25 



c. Bond Anticipation Notes 

In r~sponse to the savings and loan cris1s in May, 1985, the 
General Assembly authorized $100 million in general obligation 
bonds that could be.used, among other purposes, to facilitate 
mergers or to make capital investments in State chartered savings 
and loan associations when such investment would assure that the 
association would receive federal insurance. Chapter 452, Law~ 
of 1990, cancelled the authorization •. 

Three-yea:r Bond Anticipation Notes (BANs) were issued to 
associations in connection with pending insurance applications. 
:.n exchange for the BANs, the State received Net Worth 
·certificates representing an equity share in the participating 
associations. The dividend rate on the Net Worth Certificates 
was in all cases 1 1/2% higher than the interest rate on the 
BANs. ·The following table stunrnarizes activity with the BANs that 
were issued in exchange for Net Worth Certificates. 

Fiscal Year 

1986 
1987 
1988 
1989 
1990 
1991 
i992 

(in thousands) 

Outstanding 
.Beginning of 
Fiscal Year Issues 

$ $26,410 
15,160 746 
15,906 

8,148 
746 

Redemptions 

$11,250 

7,758 
7,402 

746 

Outstanding 
· End of 

Fiscal Year 

$15,160 
15,906 

8,148 
746 

I\.·o additional BAN' s were issued in connection with the 
savings ~nd loan program. One for $46.7 million, subsequently 
cancelled, was issued to the Maryland Deposit Insurance Fund in 
connection with the purchase of deposits; one for $15million, 
subsequently redeemed, was issued as security for a short-term 
bank. loan to facilitate a distribution to depositors. 

Since the bond authorization has been cancelled and since 
all insured deposits have been paid, there will be no additional 
BAN's issued under this program. 

D. Lease and Conditional Purchase Financings 

The State's capital funding program over the past several 
years has included the use of capital lease financings in which 
the State earns an equity interest in the leased property and 
gains title to such ~roperty at the end of the leasing period. 
Such capital leases are considered debt of the State by financial 
analysts and under generally accepted accounting principles. 
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For financial statements to reflect generally accepted 
accounting principles, leases that are in essence a vehicle for 
financing assets must be "capitalized" - i.e., reflected on the 
balance sheet. To the extent that meaningful financial reporting 
requires this, rating agencies and credit evaluators wi11 
incorporate leases of this nature into their overall calculation 
of the State's debt burdeno · 

Under generally accepted accounting principles, if a lease 
financing meets one or more of the following four criteria at its 

·inception, the lease shall be classified as a capital lease by 
the lessee: · . 

The lease transfers ownership of the property to the 
lessee (user) by the end of the lease term. 

Th.e lease allows the lessee (user) to purchase the 
property at a bargain price. 

The tc:rm of the lease is 75% or more of the estimated 
useful economic life _of the property. 

The present value of the lease payments is 90% or more 
of the fair value of the property. 

If'State leases meet any of these four criteria, the State's 
audited financial statements will reflect the capitalization o~ 
those leasas, and the State will be judged by knowledgeable 
reviewers as.having incurre~ debt. The additional Stats 
liability and debt service resulting from financing leases 
currently is not large relative to the s~ate's ge~eral obligation 
debt liability and debt servier. 

Ca~)~_tc..::!. ~e~:,('S ;: __ ·.-..: 1~:~~_:,~· :::· ~-1:·2 :"··_·.i~sitio=--~ cf b2'th rea} 
~!~Q~-.-~.:..· .. ~- ::_ .. ~::; ~-q~.:.:c-~:~.::·.-. ~ U_r>:.-: :_·· . ~tlrrcr::.. p1· ~c-~.:.:.c:0 I car'i. t~ ~ l ~~2.£:CS' 
for equipment, primarily d:Jto. processing and telecom.rrnmi caticns 
eqt~:.p:-11t:nt, a:re geDerally for periods less than five ycc.r.::. Real 
property capit&l lease~, on th~ other hand, hav~ tende~ to be 

. longer term -- in the range of 20 to 30 years -- and ha72 been 
used to.acquire a wido variety of facilities such as regional 
motor vehicle service centers, a highway support center, an 
upgraded environmental facility for a state prison and rnulti­
service centers. 
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The following table swmnarizes tax supported capital lease 
financings for the fiscal years 1984 through 1992 and estimated 
amounts for fiscal 1993. 

Fiscal Year 

1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 

Tax Supported Capital Leases 

(thousands) 

Present Value of Minimum 
Lease Payments 

$ 

12,062 
47,580 
45,026 
43,602 
73,257 

101,968 
111,918 

The future use of capital leases for acquiring real property 
is not well defined. On the one hand, there are no programs to 
develop State facilities under a capital lease eit}ler by private 
investors or local governments. On the other hand, there 
continue to be proposals put forth under which the State would 
acquire real property through a capital lease arrangement. Since 
the Committee's last report, the State acquired a new District 
Court facility in Towson through a capital lease with the 
Baltimore ·county Revenue Authority. 

For purposes of this report, it is assumed that $10 million 
annually in real property projects will be financed by capital 
leases. It is further assumed that these projects are not 
projects for which general obligation bonds are authorized; 
h~nce, there will be no offset in the amount of general 
obligation bonds issued or outstanding. It is also believed that 
future capital leases for equipment will be reasonably constant 
over time, averaging about $15 million a year. 

E. Maryland Stadium Authority 

The Maryland Stadium Authority was created in 1986 for the 
purpose of proposing a site for one or more new professional 
sports facilities in Maryland and financing and directing the 

. acquisition and construction of such facilities. The Authority 
is authorized to issue revenue bonds, subject to prior approval 
of the Board of Public Works. The 1987 General Assembly placed 
an aggregate limit of $235 million on the issuance of such bonds, 
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of which $200 million may be issued as tax exempt securities 
prior to January 1, 1991, under a transitional provision of the 
Tax Reform Act of 1986. 

On May 10; 1989, the Authority issued $60.8 million in 
taxable lease revenue notes for the acquisition and preparation 
of the property site of new sports facilities. The Authority 
also entered into a lease arrangement with the State whereby the 
State will lease the facilities from the Authority. The 
Authority's note and subsequent bond issues are secured by the 
lease with the State, and the State's rental payments to.the 
Authority approximate the debt service on the authority's notes 
and bonds. The State will sublease the facilities back to the 
Authority and the Authority's rental payments to the State . 
approximate the Authority's net income. At the conclusion of the 
lease term, title to the facilities will transfer to the State. 

·on October 25, 1989, the Authority. issued $137.5 million of 
tax exempt lease rev-=nue bonds to finance the construction of a 
baseball stadium; a portion of the proceeds was used to defease 
$43·. 4 million of the first issue due in December of 1989 and 
December of 1990. 

Funds for the lease of the baseball stadium are provided by 
(1) two to four annual sports lotteries; (2) an annual payment of 
$1 million from Baltimore City; (3) interest earnings on the 
Facilities Fund and on any debt service reserve fund; and (4) net 
operating.revenues of the Authority. 

For purposes of this report, it is assumed that the Stadium 
Authority will issue an amount of additional debt that will fully 
utilize the max~~~~ deb~ outstanding allowed in order to finance 
a ~8otball stadiu~. It is currently anticipated that the 
National Football League w.j_l.l select the expan·sion cities in the 
fall of 1993, ani that the Stadium Authority will issue bends for 
the football stadium in the summer of 1994 (fiscal 1995) . It is 
also assumed that the bonds issued will be taxable, si~ce the 
tra:isitional · pro"',~ision permitting the issuance of tax exempt 
bond$ fer the project has expired. 

The 1993 General Assembly enacted legislation that provides 
for the expansion 6f the Baltimore Convention C~nter by the 
Maryland Stadium Authority to be funded with $105 million in 
State funds and $50 million from the City of Baltimore. The 
State funding consists of two State general obligation loans -
one for $20 million (the Baltimore Convention Center loan of 
1993) and one for $30 million (the Baltimore Convention Center 
loan of l995) - and up to $55 million of revenue bonds to be 
issued by the Stadium Authority. -The section authorizing the 
Baltimore Con~ention Cent~r loan of 1995 has an effective date of 
June 1, 1995. The legislation also stipulates that bonds issued 
by the Stadium A~thority for either spcirts· or con~ention 

29 



facilities constitutes State tax supported debt, which. is 
consistent with the approach taken by the Committee. The general 
obligation portion has been incorporated into the assumed 
issuance streatn of general obligation bonds in the base analysis; 
the issuance of the revenue bonds has been included in the 
Stadium Authority component of the base analysis, See V. Other 
Issues for a discussion of the treatment of the delayed effective 
date of the $30 million Convention Center Loan of 1995. 
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III. AFFORDABILITY ANALYSIS 

. The objective of an affordability analysis is to draw a 
proper balance between two basic considerations: the State's 
capital needs and its ability and/or willingness to repay the 
debt issued to finance those capital needs. 

A. The Concept of Affordability 

The ultimate test of affordability·is the willingness and 
ability of the State to pay the resulting debt burden when due. 
Apart from revenue sources which are dedicated by law, the 
allocation of future resources between debt repayment and other 
program needs is a matter of judgement. The whole issue.of 
affordability is, therefore, a judgmental one, dependent upon 
complex considerations such as perceived needs, the relationship 
between debt authorization and debt issuance, available and 
potential funding mechanisms, overall budgetary priorities, and 
revenues. 

The Committee believes that the crux of the concept of 
affordability is not merely whether or not th~ State can pay the 
debt service; rather affordability implies the abilit'y to manage 
debt over time to achieve certain goals. Maryland has a long 
tradition of effectively managing its finances and debt. The 
challenge of debt management is to provide sufficient funds to 
meet growing capital needs within the fram~work of the State's 
debt capacity, thereby maintaining the triple-A credit rating. 

B. Historv of Affordability Criteria 

Based upon an analysis of available material (including the 
responses to a questionnaire sent to a number of experts on 
Maryland's finances in 1979 and subsequently updated in 1984), 
the following affordability criteria were developed and employed 
in the 1979 and subsequent reports: · · 

That outstanding debt be reduced toward a target level 
of 3.2% of State personal income as rapidly as 
practical; 

That adjusted debt service be reduced toward a target 

level of 8% of State general fund and property tax 
revenues as rapidly as practical; and 

That new authorizations be kept in the range of 
redemptions of existing debt over the near term. 
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These criteria were adopted by .the Committee solely for the 
analysis of general obligation debt. The Cormnittee had 
considered its majo~ task to be primarily the analysis of general 
obligation debt in keeping with the tenor of the statute 
establishing the Committee. 

Criteria 1 and 2 represented traditional measures and 
criterion 3 reflected a discretionary policy position that the 
State should "get out of debt." Given the Committee's view that 
the first two criteria were goals to be achieved over time, the 
final cr~terion became controlling over the short term. 

In 1987, while retaining the first and second criteria for 
evaluating the expanded definition of.debt and debt service, the 

· Conunittee concluded that the third criterion was no longer an 
applicable guideline. The basis for its conclusion was 
threefold. First, there were legislative and executive 
commitments to provide an increase in the level of .bonded debt to 
finance needed.transportation projects and the new stadia~ 
Second, the high ratings of the State's general obligation ~nd 

. transpo~tation bonds indicated that the existing level of debt 
and the planned increase were acceptable to the rating agencies. 
Third, adherence to the criterion tied yearly authorizations to 
events ·of 15 years before, thereby producing highly variable bond 
authorizations which are inconsistent with either good debt 
management or a stable capital program. 

In 1988, a detailed survey of credit analysts was undertaken 
to obtain their views on the Conunittee's comprehensive approach 
to reviewing debt and to the criteria the Cormni~tee had been 
using for 10 years. The survey affirmed the Cormnittee's decision 
to take an expanded view of debt; in addition, criteria 1 and 2 
were almost universally approved. 

c. 1993.Affordability Reconunendation 

The Committee recommends a $380 million limit for new 
general obligation debt authorizations enacted by the 1994 
General Assembly for the fiscal 1995 capital program. 

In its 1988 reports, the committee proposed a six-year 
program of new authorizations based on a view that the State 
clearly needed more capital investment. The program recognized a 
combination of factors that increased pressure on the capital 
budget (growth in State clients and populations, aging 
infrastructure, and retreat by the federal government as a 
provider of capital) and also reflected the growth in tax 
supported debt capacity that could acconunodate increased levels 
of new authorizations. 
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In its 1992 report, while reaffirming its beliefs in the 
theories underlying its prior reconunendations, the Committee 
recognized that the five year program originally reconunerided in 
1988 should be adjusted. The 1992 reconunendation acknowledged 
the persistent recession that had depressed the levels of 
personal inco~e and the structural changes in Maryland's economy 
that would deter any near term resumption of the State's previous 
pattern of rapid growth in personal income. The 1992 program 
also recognized that, although there had been no abatement in the 
population growth and demand for services, cost inflation had 
been lower than originally projected. 

In 1992, therefore, the Conunittee recommended that the level 
of new authorizations for fiscal 1994 be $350 million - the same 
as the level for fiscal 1993 rather than $370 million as had been 
envisioned in prior years' reports ~ and that the annual increas~ 
be reduced from 5% to 3% - retaining the 1% increase in real 
purchasing power but reducing the inflation rate to 2%. 

The Committee's new program continues to retain the annual 
increase of 3% adopted last year. Actual and revised personal 
income data, however, have provided a higher base than was 
anticipated last year and· indicate that the downward revisions to 
personal income adopted last year may hav·e been a bit 
precipitous. As a result, the Conunittee's recommendation for new 
authorizations for fiscal 1995 is $380 million. This represents 
a 3% increase over the $370 million that had been originally 
contemplated as the recommendation for fiscal 1994 before that 
reconunendation was reduced. 

D. Comparison of Recommendation and Criteria 

To analyze the relationship of the Committee's 
recommendation for general obligation debt to the affordability 
criteria, each component of tax supported debt a.nd debt service 
is projected. 

The assumptions for the growth in non-general obligation 
components of tax supported debt and debt service.are as 
described in Part II. The Department of Transportation 
consolidated debt is expected to rise moderately and then decline 
over the next five years as reported in Section II.D.; the 
Department's county transportation debt will, of course, decline 
because an alternate program will be utilized. The Maryland 
Stadium Authority's issuance of debt is as projected in Section 
II.F. No new BANS will be issued over the forecast period, since 
the authorization has been cancelled. It is assumed that 
approximately $10 million in new capital leases for real property 
and $15 million in new capital leases for equipment will be 
executed in each year. 
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With respect to general obligation debt, it is necessary to 
project the pattern of issuance of both new and current 
authorizations.· Newly authorized bonds are not im,mediately 
issued; in fact, less than half of the bonds authorized in a year 

. are.typically issued within the next two fiscal years • 
. Consequently, the impact of a limit on any year's debt 
authorizations translates slowly into issuances and affects the 
outstanding level of debt with a substantial lag. Appendix B-1 
converts the recommended.levels of new general obligation bond 
authorizations into a projected level of annual issuances and 
assumes all authorized debt, with the exception of $8 million 
authorized in 1969 for Program Open Space, will be issued.. · 
Certainly, some projects currently authorized to be financed by 
bonds may be abandoned or completed for a lesser amount than 
authorized; however, it is assumed that any such unnecessary 
author1zation will be·re-appropriated into new projects. 
Although some authorizations may ultimately be cancelled rather 
than r~-appropriated, such cancellations are expected to· be 
inunaterial to the· analysis. 

Current authorizations represent the bulk of the near term 
need for bond issuances; in fact, themain determinate of near 
term issuances is the current level of spending. In 1993, 
capital projects spending was $305 million including operating 
budget expenditures for Program Open Space and PAYGO. Bond sales 
in fiscal 1993, however, totaled only $260.410 million (not 
including $147 million issued to refund $130.475 million of 
outstanding general obligation bonds), because of delays as a 
result' of budgetary problems. Bond sales in fiscal 1994·, 
therefore, will include an additional $40 million to make up for 

·the slippage in fiscal 1993 as well as an additional $20 million 
for the Convention Center, for a projected total of $380 million. 

Adjusted general obligation debt service is as displayed in 
Appendix B-4 and assumes a pattern of future interest rates 
similar to that projected by the DRI forecasting service. 

Based on the committee's projection$, outstanding tax 
supported debt rises steadily over the near term reflecting 
growth of approximately $160 million per year in· the level of 
general obligation .bonds, very moderate growth in the level of 
transportation bonds, and the construction of the football 

. S!-adium at Camden Yards and the Convention Center (Table 1). 
Continuing the trend begun in 1990, the growth in debt 
outstanding through 1995 is slightly greater than the growth in 
personal income; consequently, the ratio of debt outstanding to 
personal income rises from 2.66% in 1990 to 3.1,0% in 1995. After 
1995, the growth in personal income is greater than the growth in 
debt. As a result, the key ratio drops modestly throughout the 
remainder of the forecast period to 2.86% in fiscal 1999. This 
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STAT~ TAX SUPPORTED DEBT OUTSTANDING 
COMPONENTS AND RELATIONSHIP TO.PERSONAL INCOME 

Fiscal General Department of Transportation (cl Capital Stadium 
Year Obligation Consolidated County Total J,eases Authority BAN's 

(a) (b) 

State Tax Supported Debt Out~tanding 
($ in t·housands) 

1989 2,005,360 241,818 133,266 315,104 45,026 60, 84.5 146 
1990 1,986,906 482,691 lll, 121 616,418 4l ,602 155,000 -
1991 2,038,01 713 ,·611 115,841 909,512 H,2.51 155,,000 -
1992 2,178,199 874, 710 121,926 l,002,696 101,968 154,880 -
1993 2,279,405 919,899 111, 541 1, OH, 44·0 111,918 151, 160 -
1994 2,476,470 941, 110 63,904 1,011,014 lJJ, 145 206,325 -
1995. 2,609,253 996, 477 55,506 1,051,983 136, 047 290,000 -
1996 2,112;715 1,045,345 46, 541 1,091,886 136, 113 287,89.s -
1997 2,931,140 1,044,955 37 ,733 1,082,688 136,162 285,0lJ -
1998 3,098,165 1,018,060 32,802 1,050,862 136, 538 280,932 -
1999 3,294,023 945,230 21,395 912, 62~ 140,535 276,549 -

State Tax Supported Debt Out~tanding a~ a Percent of Personal Income 
(Affordability criteria standard = J.2, ) 

1989 2.03\ 0. 24'1 0 .13\ 0.38\ o.o5% - 0.00\ 
.1990 l.89\ 0.46\ 0.13\ 0.59"5 0.04\ 0 .15.\ -
1991 1.88\ 0.11\ O.tJ\ 0.84\ o.on 0.14'1 -
1992 1. 92\ 0. 1'1'6 0 .11'6 0.88\ 0.09\ 0 .14\ -
1993 1.93\ 0. 18111 0.09\ 0.87" 0.09\ 0.13\ -
1994 1.99\ o. 76' 0.05\ 0.81\ 0.11'5 0.11\ -
1995 1.98\ 0.761\s 0.04\ 0.80% O.lO't 0.22\ -
1996 1.99\ 0.75% 0.03\ 0.78'5 0.10\ 0.21\ -
1997 1.99\ o. 71\ 0.03\ 0.14% 0.09\ 0.19% -
1998 2.00\ 0.66ftl 0.02\ 0. 68" 0.09\ 0.18' -
1999 2.01' 0.58' 0.02% 0.59'5. 0.09\ 0 .17'5 -

(a) Reflects presumed new authorizations as follows: 
General Assembly Session: 1994 For Fiscal Year 

1995 
1996 
1991 

1998 
1999 

1995 
1996 
1991 
1998 

1999 
2000 

$180 million 
390 •• 
400 .. 
us .. 
430 .. 
445 .. 

Total 
Tax Supported 

Debt 

2,487,081 
2,801,926 
3,116,206 
J,4)1,743 
3,515,923 
3,827,014 
4,087,283 
4,288,609 
4,435,003 
4,566,497 
4,683,.132 

2.51\ 
2.66\ 
2.9)\ 
J.03\ 
3.0l\ 
J.07' 
J.10'6 
J.08\ 
3.02\ 
2. 94" 
2.86\ 

(b) 
(c) 

Assumes debt service on minibonds is paid at 
Net of sinking funds or debt service reserve 

maturity and 
funds. 

no minibond put options are ~xercised~ 

(d) Assumptions: (millions) 1994 
G.O. issttes (incl Conven Cntr) $380 
DOT iss11es (Consoli new money) 40 
Stadium Authority issues 55 
Capital I.eases - Equipment 2·1 

- Real Property 10 

1995 . 1996 
$350 $390 

100 115 
86 
15 15 
10 10 

1997 
$400 

10 

15 
10 

l998 1999 
$420 $435 

55 20 

15 15 
10 10 11:57 AH 

·. "'•. ,,, ... 

1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 

1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
199·1 
1998 
1999 

~ 
~ 
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ti 
M 
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is in contrast to last year, when the ratio of debt outstanding 
to personal income was extremely close to the affordability 
criterion of 3.2% for a major portion of the forecast period. 

With respect to the other affordability criterion, the ratio 
of debt service to revenues, the pattern is distinctly different 
(Table 2). · This ratio, which is a proxy for the burden of the 
debt on the operating budget, drops to a low of 5.65% in fiscal 
1994, rises to 6.72% by 1997, and then drops to 6.27\ at the end 
of the forecast period. As in the past, the ratio remains 
significantly below the affordability.criterion of 8.0\. 

The Conunittee's total program is expected to result in a 
pattern of debt issuances, debt outstanding, and debt service 
payments that are within the affordability standards. The State 
is no longer in the same posture as it was in the early years· of 
the Committee when the Committee was recommending a policy that 
would bring debt and debt service within affordability limits 
over time; rather the State meets the accepted affordability 
standards and the goal is to maintain those standards with a 
margin for contingencies. The margin for contingencies, while 
not excessive, is considerably more comfortable than last year. 

E. comparison of Recomme_n.dation and Capital Program 

The Conunittee's projections of tax supported debt fully 
incorporate the most current capital program proposed by the 
Department of Transportation. The Committee's projections of tax 
supported debt also incorporate issuance of all $235 million 
available to the Maryland Stadium Authority for the construction 
of sports stadia as well as the issuance of bonds for the 
expansion of the Convention Center. In addition, the Committee's 
reconunendation of general obligation authorizations provides for 
full funding of the planned general obligation capital program. 

The general obligation capital program funding requirements 
as p~e~ented in Section II.A are $2.0 billion for fiscal years 
1995 through 1999; for the same period, the Committee proposes 
$2.0 billion in new general obligation bond authorizations. In 
terms of expected level of requests for capital funding by.State 
agencies and legislative sponsors, the Committee's plan would 
provide bonds sufficient to finance 57% of the total requests. 
The Committee recognizes that the affordable amount may fall 
short if new capital demands.occur, either as new programs emerge 
or as the federal government continues to reduce its support for 
state and local programs. 

There are basically only two options for meeting the capital 
needs normally funded by general obligation bonds while staying 
within debt affordability limits. The State can commit a level 
of funds in the operating budget sufficient to fund unmet general 
obligation capital needs. Such a commitment is difficult with 
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Fiscal General 
Year Obligation 

1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 

1989 
1990 

'1991 
1992 
1993 
1994 
1995 
1996 
1991 
1998 
1999 

(a) 

399,441 
399,175 
393,598 
350,192 
324,050 
329,929 
375,252 
386,651 
399,684 
413, 070 
407,857 

7.15\ 
6.80% 
6.35% 
5.50% 
4.86% 
4.86\ 
5.31% 
5.24\ 
5.16\ 
5.09\ 
4.80% 

STATE TAX SUPPORTED DEDT SERVICE 
COMPONENTS AND RELATIONSJIIP TO REVENUES 

Total 

J' 

Department of Transportation 
Consolidated County Total 

(b) 

Capital 
Leases 

Stadiu~ Tax Supported 
Authority BAN's Debt Service 

(b) 

35,195 
48,842 
64,.261 
80, 211 

117,645 (c) 

79,545 
104,825 
129,056 
148,428 
158,489 
150,838 

3. 72% 
5.16% 
7.19\ 
8.62% 

11.07\ 
7.32% 
9. 21% 

11.01% 
12.25% 
12.77\ 
11.83% 

State.Tax Supported Debt Service 
($ in thousands) 

35,195 
4·8, 842 
64,261 
80, 211 

111,645 
79,545 

104,825 
129,056 
148,428 
158,489 
150,838 

8,423 
8,544 
9,149 

14, 110 
20,400 
23,074 
27,375 
30,438 
30,621 
25,497 
30 I 019 

11, 113 
11, 984 
12,104 
l3, 650 
13, 648 
20,915 
24,056 
24,684 
25,635 
25 I 725 

443,059 
461,674 
478,992 
456,617 
475,745 
446,196 
528,367 
570,201 
603,417 
622,691 
614,499 

State Tax Supported Debt Service as a Percent of Revenues 
{Affordability criteria standard = 8\ ) 

3. 72% 
5.16% 
7 .19% 
8.62% 

11. 07\ 
7 .32% 
9.21% 

11.01% 
12.25\ 
12. 77\ 
11. 83% 

0.15% 
0 .15% 
0.15\ 
0.22% 
0.31\ 
0.34% 
0.39% 
0.39% 
.0.40\ 
0.31\ 
0.35% 

100.00\ (d) 
100.00to 
100.00\ 
100.00\ 
100.00% 
100.00\ 
100.00\ 
100 •. 00% 
100.00\ 
100.00% 

6. 78' 
6.85% 
6.74% 
6.25\ 
6.15\ 
5.65\ 
6.42\ 
6.65\ 
6.72\ 
6.64\' 
6. 27\ 

(a) Assumes debt service on minibonds is paid at maturity and .no minibond put options are exercised. 
{b) Repayments from counties and from savings and loan institutions equal or exceed debt service 

requirements. 
(c) Includes $30. million early redemptions of Series 1979 and 1980. 

1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 

1989 
1990 
1991 
1992 
1993 
1994 
1995· 
1996 
1997 
l.998 
1999 

(d) Transfers from the Stadium facilities Fund to the Stadium Authority are assumed to be just sufficient, 
when coupled with the Authority's -0wn-source revenues, to meet debt service requirements. 
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the current pressure exerted on the operating budget by formula 
growth in aid to local government programs, entitlements, and 
slowly growing revenues. Alternatively, the State can shift 
priorities among the components of tax supported debt, thereby 
allowing for a greater level of new general obligation 
authorizations. 

F. Affordability Risk.Analysis 

Background. In its 1989 report, _the Conunittee observed that 
the previous year's general obligation bond authorization plan, 
deemed barely affordable in its 1988 analysis, was not only 
"affordable"- one year later but provided a significant margin for 
expansion. This improvement was almost entirely the result of 
new, table 2 higher personal income numbers •. Also in the same 
report, the Committee observed that capital needs changed from 
year to year. Hence, a capital·program undertaken within the 
Committee's recommended limit with respect to new authorizations 
might need to be cut back if a new program is-authorized that was 
not factored into the Committee's analysis. 

As a result of the experience in 1988-89, the Conunittee has 
included in its 1990 and subsequent reports an affordability risk 
analysis -- the analysis of the risk that a particular five year 
general obligation bond authorization plan, if followed over 
time, leads to a breach of the Committee's affordability limits, 
even though the plan was deemed affordable at the time it was · 
proposed. The concept of affordability risk arose because the 
Committee was faced with what appeared to be substantial unused 
affordability capacity. Again this year as in the Committee's 
recent reports, the Committee's five year general obligation debt 
to personal income is at or below the 3.2% affordability limit-in 
each year of the for~cast period. 

Components of Risk. There appear to be four basic risk 
components in making a judgement about the ultimate affordability 
of a five year general obligation program of authorizations: 

• changes in personal income; 
• changes in the definition of tax supported debt; 
• changes within the general obligation bond program; and 
• changes in the bond issuance plans of other, including 

new, components of tax supported debt. 

Changes ·in Personal Income. Over the past decade, there has been 
substantial change in personal income estimates. These changes 
re·sul t from ( 1) after-the-fact measurement changes by the federal 
statisticians and (2) revised projections by the Conunittee. The 

.former risk is clearly beyond the Committee's control. Although 
the federal estimates of personal income for a year may change by 

41 



material amounts in the· first two years after the close of the 
year, subsequen·t adjustments generally have been small. Through 
the 198.8 report, the Committee's projections of the six year 
growth in_ personal income, on the whole, had been conservative 
and, therefore, subsequent reports tended to portray an increase 
in affordable capacity. 

Wh~le the depth of the most recent recession was not 
reflected in the Corrunittee's projections in their 1989-1991 
reports, its effect appears to have been somewhat overstated in 
last year's projections of personal income. The forecasts of 
Maryland personal income in last year's report were considerably 
below the levels projected in the report of the year before and 
reflected a loss of almost two year's growth in personal income. 
This year the projected levels of personal income are higher· than 
those projected last yeai, primarily because of increases to the 
base combined with slightly increased projections of growth. 
Personal income for 1992, which was projected at $116.1 billion 
in the 1991 report and reduced.to $109.3 billion in last year's 
report, is actually $113.5 billion.· Growth from 1992 to 1998 was 

-projected last year to average 5.1% per year; current projections 
are that personal income will grow at an annual rate of 5.35% 
over that period. This upward revision of projected personal 
income is reflected in the improved ratio. Table 1 indicates 
that the ratio of debt outstanding to personal income at June 30, 
1995, and June 30, 1998, is projected to be 3.10% and 2.86%, 
respect~vely. If last year's estimates of personal income were 
used, the ratios would be 3.25%.and 3.10%, respectively. 

Clearly, there remains risk associated with reductions in 
anticipated levels of personal income particularly in an 
uncertain economic· climate. The Conunittee's estimate of personal 
income is significantly lower than the 7.8% average growth rate 
for the ten years ending with the depressed 1991; however, 
persist~nce of the recession, an extension of the depressed 
condition of the corrunercial real estate market, and the uncertain 
outlook for defense--related industries could result in further 
changes to the State's economy. Although the Conunittee believes 
that the current projections adequately discount the effect of 
these changes on the growth of Maryland personal income, growth 
rates of 3%, 4%, and 5% for 1993, 1994, and 1995, respectively, 
instead of the 3.9%, 5.6%, and 5.8% growth currently projected 
for those years would result in the ~atio of debt outstanding to 
personal income reaching 3.2% in 1995. 

Changes in the Defin~tion of Tax Supported Debt. Changes in the 
definition of tax supported debt will typically only occur 
whenever an outside authoritative group changes definition. To 
be sure, there may be State reviews of individual transactions 
that prompt the reclassification of a specific transaction or set 
of transactions. Such internally initiated reclassifications, 
however, are apt to be minor. On the other harid, there would be 
a major impact if, for example, the bond rating agencies ·would 
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decide to count State housing agency debt as tax supported debt 
or if the Governmental Accounting Standards Board would require 
long term operating leases to be included on the State's balance 
sheet. Although changes in standards of outside authoritative 
groups might have a major impact on measured affordability, such 
changes are likely to be implemented with ample lead time and 
would either only affect the out years of the program or provide 
the Committee with time to adjust its program. 

Changes within the General Obligation Bond Program.. Changes 
within the general obligation bond program may arise because of 
changes in (1) the types and costs of facilities and other 
projects financed by general obligation bonds, or (2) changes in 
the speed with which authorized bonds are issued. 

Changes of the first variety do not of themselves affect 
affordability but rather may le.ad to a re-allocation of 
resources. The Committee's recommendations are made in terms of 
a specific dollar amount of bonds and not in terms of a specific 
set of programmatic facilities, grants, or other capital 
proj~cts. Changes in construction costs, the availability of 
PAYGO funding, the need for new prisons or hospitals, federal tax 
laws, and a· host of other variables will certainly influence both 
the need for general obligation bonds and the Comrnittee 1 s view of 
the appropriate share of the affordability limit that is to be 
used; such changes affect the amount of real assets that can be 
acquired within a specific dollar amount of program. Such 
changes by themselves, however, affect neither the dollar amount 
of the Conunittee's. five year plan nor the ratio of debt 
outstanding associated with that specific plan to personal 
income. Therefore, without Conunittee or General Assembly action 
to alter the dollars to be authorized in the Committee's five 
year plan, there is no affordability risk resulting from such 
changes within the general obligation plan. 

Changes in the speed with which authorized bonds a::-e issued, 
however, may affect affordability. Bonds authorized by the 
General Assembly at any ~ession are not immediately sold. Ratr.er 
the bonds are sold over an extended period of time as the 
projects are developed and cash is required to pay property 
owners, consultants, contractors, and equipment manufacturers. 
Any systematic force that would accelerate or retard th~ speed 
with which bonds are brought to market will increase or decrease 
the amount of bonds outstanding and affect the ratio of· debt 
outstanding to personal income. 

In the 1991 report; the Committee noted that the then 
pending federal regulations on the use of the proceeds of tax 
exempt debt to reimburse the issuer for prior· expenses might well 
lead to an acceleration of the issuance of general obligation 
debt. Fortunately, both the U.S. Treasury and Internal Revenue 
Service were responsive to many of the concerns expressed by 
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state· and local governments. As discussed in last year's report, 
the revised reimbursement regulations·and new components of the 
final regulation on arbitrage will not reqliire an additional 
acceleration of issuances. 

Changes in the Bond Issuances Plans of Other Components of State 
.Tax supported Debt. Changes .in the bond issuance plans for other 
.components of· tax supported debt probably present the greatest 
risk to the eventual affordability -0f a specific five year 
program. These changes can take the form of expansion of 
existing programs, as was the case with the expanded Consolidated 
Transportation debt issuance associated with the 1992 gas tax 
increase, or a totally new program, such as the Maryland Stadium 
Authority in 1987 •. 

There are basically four classes·of changes. (1) There are 
changes in existing programs associated with external events. 
For example, the NFL may once again delay the designation of the 
expansion cities and, as a result, the "projected" sale of bonds 
for the football stadium may be delayed. · · ( 2) There are known 
proposals to alter existing progr~s or create new programs that 
the Committee may believe to have a high probability of 
enactment, but the exact timing of the enactment and the amount 
of new debt are less certain. For example, the 1991 General 
Assembly authorized design funding for expanded convention 
facilities in Baltimore City; the 1993 General Assembly 
authorized State tax supported bonds for new facilities. (3) 
There are known proposals that the.Committee may believe to have 
a low probability of ·enactment. For example, in both 1990 and 
1991, the General Assembly considered a large bond authorization 
for accelerating land purchases under Program Open Space and 
directed the Department of Budget and Fiscal Planning and the 
Department of Natural Resources to study the proposal. The 
proposal· is similar to the original design of Program Open Space 
which was abandoned when transfer tax receipts were more than 
adequate to meet the acquisition program's. cash needs .. (4) There 
are bond programs that are not known at the time the Committee 
develops its plan and analyzes it for conformity with 
affordab.tlity standards. Several years ago when the Committee 
was considering its plan for 1990-1994, there was no proposal for 
State assistance for an expanded convention center; tax supported· 
debt related to the convention center will, in fact, be 
outstanding by 1994. Clearly, this fourth type of risk is most 
likely to affect the last two years of any five year period as 
opposed to the first two years of the period. 

FY 1995 ... 1999 Risks. In considering the affordability risk 
associated with the 1995-1999 plan in this year's report, the 
major risk appears to be related to the growth in personal income 
(discussed above); potential changes in other components of tax 
supported debt.appear to be limited to one with a positive effect 
on affordability and, as is always the possibility, any bond 
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programs not now envisioned.·· There do 'not appear to be any 
federal regulatory changes that might lead to an acceleration.of 
general obligation debt issuances; in fact, the regulatory 
climate, for the first time in a number of years, appears more 
favorable. Also, there is no evidence that the rating agencies 
or the Governmental Accounting Standards Board are contemplating 
changes in standards that would expand the definition of tax 
supported debt • · 

The changes in the issuance plans of other components of .t:ax 
supported debt are related to the possibility of refunding 
additional series of County Transportation Bonds which would have 
a slightly positive effect on affordabilfty. Other programs 
considered in past reports, Program Open Space and the lease 
conversion plan, do not appear to increase affordability risk •. 
The General Assembly continues to include funding for both 
program Open Space and lease conversion as general obligation 
bond items within the amount recommended by the Committee. The 
Committee's base analysis anticipates that $86 million will be 
issued for a new football stadium in 1995. Because a football 
stadium is certain to cost more than that, possibly as much as 
$150 million, past affordability risk analyses have included an 
amount representing additional State tax supported bonds to fund 
the difference. The Stadium Authority, however, is committed to 
raising the additional funding from private sources or 
accumulated lottery revenues rather than seeking an increase to 
the Authority's bond authorization. All anticipated State tax 
supported debt to finance the expansion and renovation of the 
convention center has been fully incorporated into the base 
analysis.· 

In its past three reports, the Committee recommended that 
the General Assembly consider replacing the County Transportation 
Bond Program with an alternative that would not be characterized 
as State tax supported debt .. The 1993 General Assembly enacted 
such an alternative. The base analy~is reflects the fact that 
there will be no new issues of county Transportation bonds under 
the old program; future issues of County Transportation bonds 
will not constitute State tax supported debt. The base analysis 
also reflects the effect of the proposed advance refunding of 
four·series of County Transportation Bonds (the Third, Sixth, 
Seventh, and Eighth) which achieve both debt service ·and present 
value savings. The recent favorable movement of interest rates 
provides the potential to advance refund an additional three 
series (Ninth, Tenth, and Eleventh). - Refunding the additional 
series would reduce State tax supported debt by approximately $23 
million in 1994 and $t2 million 1999. The 1994 reduction is 
equivalent to almost .02% of the Committee's e.stimate of 1994 
personal income. 
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conclusion. The analysis suggests that the Conunittee's 
project.ion of general obligation bond authorizations is not only 
currently affordable, but also that the risk of exceeding the 
affordability limits are limited. For the first time since 
adopting an affordability risk analysis, there appear to be·no 
potential changes in the bond issuance plans of other components 
of State tax supported debt that would have an adverse effect on 
affordability other than some future bond program unidentified at 
this time. The Committee, therefore, beli.eves that adjusting the 
level of the recommendation in the first year of the current five 
year program, and continuing the annual.increase adopted last 
year, is prudent and consistent with current projections of 
capacity. · 

46 



.. 

IV. HIGHER EDUCATION.DEBT 

A. Background 

Chapter 93, Laws of Maryland 1989, altered the revenue 
bonding framework and authority of the University of Maryland 
System, Morgan State University, and St. Mary's College of 
Maryland and also assigned certain duties relevant to those 
alterations to the Capital Debt Affordability conunittee. 

The statute provided a framework for the issuance of higher 
education debt. In particular, the statute distinguished between 
auxiliary facilities (which generate fees or income arising from 
the use of the facility) and academic facilities (which are used 
primarily for instruction of students and any facilities which 
are not auxiliary). The statute also authorized institutions ~o· 
issue bonds to finance either auxiliary or. academic facilities 
.(maximum terms of 33 and 20 years, respectively) with the 
stipulation that any academic facilities so financed must first 
be expressly approved by an act of the General Assembly as to 
both project and amount. 

Furthermore, the statute specified fund sources that could 
be pledged as security as well as those that could be used for 
debt service payments. Specifically available to be pledged as 
·Security are auxiliary fees (defined as fees and rents arising 
.from the use of the auxiliary facility) and academic fees 
(defined as tuition and student fees). The systems specifically 
cannot pledge: a State appropriation; contracts, grants, o:r 
gifts; or any other source not expressly authorized by the 

·General Assembly. Debt service on bonds for either or both 
auxiliary or academic facilities is payable solely from auxiliary 
fees, academic fees, a State appropriation expressly authorized 
for that purpose, or revenues from contracts, gifts, or grants. 

The statute and subsequent annual amendments to the statute 
establish the maximum allowable amount of outstanding debt for 
the University of Maryland System at $605.6 million, Morgan State 
University at $28 million, and St. Mary's College of Maryland at 
$15 million. Debt for both academic and auxiliary facilities, 
including capital leases for real property, are subject to the 
maximum. 

The General Assembly, at its 1989-1992 sessions, authorized 
academic facilities with a total project cost of $175.4 million 
to be financed with bonds in an amount of $187.1 million. The 
1993 General Assembly authorized academic, facilities to be 
financed with bonds in an amount of $24.5 million. 
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In addition to defining higher education bond authority and 
authorizing certain projects, Chapter 93 directs the Capital Debt 
Affordability Committee to: 

" ... review on a continuing basis the size and condition of 
any debt of" the University of Maryland System, Morgan State 
Uni~ersity, and St. Mary's College of Maryland; 

''In preparing an estimate with respect to the authorization 
of any new State debt" [i.e., general obligation debt] t;o "take 
into accounf as part of the affordability analysis any debt for 
academic facilities to be issued by a system"; and 

" ... submit to the Governor and the General Assembly the 
Committee's estimate of the amount of new bonds for academic 
facilities that prudently may be authorized in the aggregate for 
the next fiscal year by ..• " the University of Maryland System, 
Morgan State University, and St. Mary's College of Maryland. 

The charges pose two basic questions for the Committee. How 
is higher education debt to be "taken into account" in the 
Committee's affordal;>ility analysis? How is the Committee to 

.determine a "prudent" amount of new academic debt that may be 
authorized? -

~- Incorporating Higher Education Academic Debt into the 
Affordability Analysis 

The language in the _statute expanding the Cammi ttee' s charge 
states: ".In preparing an estimate with respect to the 
authorization of any new State-debt [i.e~, general obligation 
debt], the.Committee shall take into account as part of the 
affordability analysis any debt for academic facilities to be 
issued by a system." This language is somewhat ambiguous as to 
what constitutes "to.take into account". 

Neither the statute nor subsequent "Committee Narrative" in 
the report of the chairmen on the Capital Budget specifically 
directed the Committee to include higher education debt as a 
component of State tax supported debt for purposes of the 
capacity criteria or affordability analysis or the Committee's 
recommendation relating to new authorization of general 
obligation debt. 

. Secondly, during their February, 1989, presentation to the 
joint fiscal conunittees, both attending rating agencies were 
quite explicit in-describing their approach to debt measurement 
that debt issued by institutions of higher education was not 
considered by them to.be State tax supported debt. The debt of 
the three systems, either currently outstanding or related to 
future issuances, would not, under current rating agency policy, 
be counted by the rating agencies in determining the rating of 
the State's general obligation bonds. 
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Third, both the statutory structure of higher education debt 
and the current budgetary policies related to higher education 
debt underscore the separation of higher education debt and tax 
supported debL The statute provides that higher education debt 
may not be secured by a pledge of the issuer's general fund 
appropriation. The statute further provides that n() general 
funds may be used to pay debt service unless sp~cif ic~lly 
authorized in the budget. · Not only has no budget included such 
authorization, but also the Secretary of Budget and Fiscal 
Planning has stated in a letter to the Committee that there is no 
conunitment on the part of the Administration to provide general 
fund support for higher education debt service. 

Fourth, the revenue sources that secure the bonds are under 
the direct control of the systems and not directly subject to the 
approval of either the governor or the General Assembly. 

There appears, therefore, to be no standard of analysis 
commonly used by rating agencies that would suggest that higher 
education debt should be included as a component of State tax 
supported debt. At the same time, however, the Committee must in 
some way "take into account" higher education academic debt. The 
Corrunittee believes. that through careful analysis, discussions, 
and deliberations of higher education debt levels, capacity, and 
needs it is meeting legislative intent-. It should be noted that 
outstanding higher education debt, including both academic and 
auxiliary debt as projected, is 0.45% of projected personal 
income in fiscal year 1995 and each year thereafter. 

c. Recommending a.Prudent Level of New Higher Edusation 
Academic Debt to be Authorized 

The Conunittee's charge is to submit an "estimate of the 
amo 1 .. mt of new bonds for academic facilities that prudently may be 
authorized in the aggr~gate for the next fiscal year by the 
University of Maryland system, Morgan State University, and St. 
Mary's College of Maryland." This charge, therefore, requires 
the Committee to distinguish between burdens imposed by academic 
debt as opposed to those imposed by auxiliary debt in arriving at 
a recormnendation for academic debt alone. From a credit 
analyst's point of view, the aggregate level of a system's debt 
is critical, while the type of debt (academic versus auxiliary) 
has less relevance to the credit analysis. 

One approach to determining a prudent amount of new academic 
debt to be authorized is to start with the aggregate level of 
debt that each system anticipates issuing. If it is estimated 
that level of debt is prudent over· time, then it is reasonable 
for the Committee to accept that aggregate total and to also 

~ accept the breakdown (between academic and auxiliary) proposed by 
a system. 
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This approach does not address the issue of the maximum 
level of debt outstanding allowed by statute for each system. 
While the Conunittee believes that "caps" on amount of debt 
outstanding are outside the statutory charge of this Conunittee, 
the analysis of system debt capacity may prove useful to the 
Gover'nor and General Assembly in setting limits for" debt 

, outstanding. . 

The guidelines initially adopted by the Conmittee to judge 
debt manageability are those contained in the rating methodology 
used by one of the major rating agencies. Standard and Poor's 
uses five factors to rate a public institution's debt (over a 
time frame of several years): (1) the rating of the State, (2) 
the State's general financial support for higher education as a 
whole, (3) the State's financial support for the particular 
institution, (4) the institution's demand and financial factors, 
and (5) the security pledge. 

The first, second, and fifth factors are the same for all 
three systems. All systems benefit from the State's triple-A 
rating; all are part of public higher education in Maryland; and 
all can offer the same types of security. 

The third factor is only relevant to Morgan State University 
and St. Mary's College of Maryland since the University of 
Maryland System, as now constituted, receives approximately 93% 
of the State general funds appropriated to the three systems. 

The fourth factor, the institution's demand and financial 
factors, encompasses a host of data dealing with the student 
body, ,financial performance, and components of debt. The 
specific guideline related to debt burden is twofold. First, the 
most accurate measure of debt burden is judged to be debt service 
as a percent of the·swn of unrestricted current fund expenditures 
plus mandattiry transfers. Second, if that ratio exceeds 10%, the 
in~titution is considered highly leveraged. Comparisons of 
public institutions in one state to those in another state may 
not be meaningful,· since the level of state support varies so 
widely. The ratios range from below 2% to over 10% and do not 
necessarily correlate to ratings, since many other factors are 
taken into account in evaluating credit worthiness. 

Table 3 displays various components of debt for each of the 
three higher education systems. In analyzing the data, it is 
important to recognize that there are two levels of higher 
education debt measurement. One consists of the sum of the 
components that count toward the statutory ceiling, and the other 
measure- consists of the sum of the components that count for the 
purpose of credit analysis •. It is presumed for purposes of this 
analysis that the relevant measure is the one that encompasses 
all components of debt - one that mirrors the measure used by 
credit analysts - and Table 3 reflects that. 
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Two of the-three systems anticipate issuing new debt over 
the next six years. The University of Maryland System 
anticipates issuing $40 million in auxiliary debt during fiscal 
1994; bonds will not be needed in fiscal 1994 to finance academic 
projects. The System plans to issue $30 million in auxiliary 
debt and $40 million in academic debt in fiscal 1995 and each 
year thereaft~r. S-t. Mary's College of Maryland issued $5.1 
million in auxiliary bonds in April, 1993, for student housing 
and anticipates issuing $5-$6 million in auxiliary debt during 
fiscal 1995 for a student center. Morgan State University issued 
$25.2 million in auxiliary bonds in May, 1990, for a project to 
rehabilitate existing dormitories and add approximately 600 new 
dormitory beds. In July 1993, Morgan issued $27.9 million in 
refunding bonds to advance refund the 1990 dormitory bonds. 
Morgan currently has no plans to issue additional debt. 

As can be seen from the final column of each panel in the 
table, each system is well within the criteria suggested by 
Standard & Pooris for measuring debt burden. The-debt burden 
ratios are less favorable than displayed last year for the 
University and more favorable for Morgan and St. Mary's. The 
less favorable ratios for the University reflect reduced levels 
of capacity for each fiscal year. Unrestricted Current Fund 
Expenditures plus Mandatory Transfers are currently estimated to 
be approximately 10% below the levels projected in last year's 
report. The more favorable ratios for Morgan are the result of a 
combination of reduced debt service ~ because of the lower 
interest rates associated with the refunding bonds - and higher 
levels of Unrestricted Current Fund Expenditures plus Mandatory 
Transfers; for Saint Mary's, it is a result of slightly higher 
levels in Expenditures plus Transfers. 

Since each of the system's debt issuance plans would result 
in a debt burden level well below the 10% "highly leveraged" 
threshold established by Standard & Poor's,.there appears to be 
no basis for the Conunittee's recommendation to differ from the 
systems' plans at this time. The Committee recanmends a limit of 
$40 million of new bonds for academic facilities-that prudently 
may -be authorized in the aggregate for the next fiscal year. 
This amount rep:sesents financing of academic facilities by the 
University of Maryland System. 

D. Baltimore City Community College 

The Committee's responsibility for reviewing higher 
education debt was originally enacted in 1989 and enumerated the 
debt of the three systems then in existence as the subject of the 
Committee's review. 
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In 1990, the General Assembly enacted legislation 
tran$ferring management responsibility for the Community College 
of Baltimore to the State and renaming the institution as the New 

·Community College of Baltimore. The legislation did not grant 
the i:nstitution the authority to- issue debt. Legislation enacted 
by the 1992 General Assembly/ however, granted the authority to 
issue debt for auxiliary facilities only, limiting the aggregate 
principal amount of bonds outstanding to $15 million, and renamed 
the institution the Baltimore City Community College. 

-· 

Although the analysis of the debt of the BCCC was not added 
to the Committee's charge; the Committee reviewed the debt -
program of the institution. The Committee's charge includes the 
review of debt of any State unit and, therefore, its scope 
includes debt of th~ Baltimore City Community College. The 
Committee believes, however, that Baltimore City Community 
College should be not excluded from the specific listing of 
higher education institutions but should be mentioned as are the 
other three systemso Needless to. say, BCCC would not be included 
in the Committee's estimate of the amount of new bonds for 
academic facilities that prudently may be authorized for the next 
fiscal year-, because the BCCC does not have the authority to 
issue bonds for academic facilities but only for auxiliary 
facilities. The Committee recormnends that the Baltimore City 
Commun'ity.college be· added to the specific listing of higher 
education institutions subject to review by the Committee. 

The BCCC does ~ot now have any debt outstanding. It is 
currently exploring the feasibility and desirability of various 
capital projects that might be funded by the issuance of 
auxiliary bonds or through capital leases during the next several 
fiscal years. The Committee ·expressed concern that some of the 

· projects under consideration by the BCCC might fall outside the 
definition-of auxiliary faculties for which it has the authority 
to issue debt. 
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V. OTHER ISSUES 

A. Committee Authorization of Additional Issues by the 
Department of Transp~rtation 

In addj.tion to establishing the maximum amount of 
~ Consolidated Transportation Bonds that could be outstandi~g for 

the next fiscal year to $1.025 billion, as required by Chapter 3, 
Laws of Maryland 1992 _Special_Sessions, the Joint Chairman's 
Report also stated that: 

"The Department of Transportation's capital program as 
presented in the Consolidated Transportation·Program is 
based on a bond sale of $55 million in FY 1994. If 
authorized by the Capital Debt Affordability Conunittee, the 
Department may issue an additional $30 million in debt in · 
order to replace lost revenue upon which the original · 
program was based or to complete th~ noise barrier program 
with a 20 percent local match." 

The Department of Transportation's Consolidated 
Transportation Bond program includes an issue of $40 million in 
September, 1993 (sold in conjunction with some level of refunding 
bonds). ·The Department does· not plan to is~ue any additional 
Consolidated Transportation Bonds in fiscal 1994._ The program of 
anticipated issuances over the five-year forecast period, when 
coupled with other components of State tax supported debt, 
results in levels .of debt outstanding that are compatible with 
the Committee's affordability criteria of 3.2% of personal 
·income. 

B. Treatment of Authorization Effective lune l, 1995 

Chapter 400, Laws of Maryland 1993, authorized State funding 
for the Convention C~nter in the form of general obligation bonds 
in the amounts of $20 million (Section 2) and $30 million 
(Section 3). All sections of Chapter 400 except Section 3 took 
effect on June 1, 1993; Section 3 takes effect on June 1, 1995. 
Section 4, moreover, contained the following language: 

" ... that the Capital D~bt Affordability Committee, in 
preparing a recorrunendation for the limit on the amount of 
general obligation bonds to be submitted to the General 
Assembly no earlie·r than the 1995 Session, shall include the 
$30 million of general obligation bonds authorized in 
Section 3 of this Act as part of· the limit.on the amount of 
general obligation bonds. Additionally, the Committee shall 
take into consideration the $30 million in deferred general 
obligation bonds authorized in Section 3 of this Act in all 
calculations of the total tax supported debt of the State." 
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The intent of the General Assembly is for the $30 million 
authorization not be deemed an authorization of the 1993 General 
Assembly but rather an authorization· of the 1995 General 
Assembly .. , Characterization in that fashion serves to absorb the 
first l30 million of whatever amount of new general obligation 
authoriz.ations the Capital Debt Affordability Conunittee 
recommends for the 1995 Gener.al Assembly/fiscal 1996 capital 
program. The current general obligation authorization bond 
program anticipates a recommendation of $390 million for the 1995 
General Assembly/fiscal 1996 capital program - a 3% increase over 
the $380 million limit for new general obligation debt 
authorizations the conunittee will _reconunend in this year's report 
for the 1994 General Assembly/fiscal 1995 capital program. As 
directed by Section 4 of Chapter 400, that $390 million includes 
the $30 million. · 

c. County Transportation Bonds 

Although County Transportation Bonds have been used 
exclusively to make loans to counties and are secured by taxes 
imposeq and collected by the State but otherwise payable to the 
counties, the original authorizing statute [Section 3-309 bf the 
Transportation Article) state that "Bonds issued under this 
subtitle are the obligations of the Department and may not be 
considered to constitute a debt of a co~nty for the purposes·of 
determining its debt limitation." 

As Departmental debt paid from State tax revenues, .the 
County Transportation bonds have been considered State tax 
supported debt and, as such, use up State debt capacity that 
could be used for other State projects. As a consequence, for 
the past three years the Conunittee has reconunended that the 
General Assembly consider alternatives to the County 
Transportation Bonds that were established in State law. 

Chapter 539, Laws of Maryland 1993, authorizes the 
Department of Transportation to establish a financing program to 
enable the counties to finance the cost of transportation 
facilities without the issuance of State or Departmental debt. 
The new statute specifically states that (a) the bonds shall be 
payable.solely from the revenues received by the Department from 
the participating counties for that purpose, and (b) neither 
revenues of the State, the revenues of the Department, nor the· 
Transportation Trust Fund can pe pledged nor be used to pay debt 
service. _ Additionally, the statute states that bonds issued 
under this program are neither debt of the State nor the 
Department but are obligations of the participating counties. 

With the exception of refunding bonds issued under the new 
program, counties may participate in the new program only after 
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approval by any required local ordinance or resolution; the bonds 
issued under the program are subject to any local referend\lJll 
requirements or local tax limits. 

As noted in earlier sections of this report, the base 
analysis ass\imes no future issuances of county bonds under the 
old program and assumes as well an .advance refunding of certain 
of the currently outstanding county Transportation Bonds. The 
county bonds to be refunded are those issues the refunding of 
which will generate both positive present value and debt service 
savings for all county participants - the Third, Sixth, Seventh, 
and Eighth series. This refunding has effectively eliminated 
approximately $30 million in State tax supported debt in fiscal 
19.94 - since refunding replaces State tax supported debt (the 
currently outstanding county bonds) with non-State tax supported 
debt (the new county bonds). Because the Committee's base 
analysis last year was based on current law, that analysis 
incorporated a .continuation of the old State tax supported coun'ty 
bond program. The combination of the effect of not issuing any 
additional bonds under the old program plus refunding four 
existing series with county bonds under the new program results 
in a total increased debt capacity of approximately $50 million. 
With continued improvement in interest rates, it is possible that 
an advance refunding of additional series {most likely are the 
Ninth, Tenth, and Eleventh) will provide present value and cash 
savings for all participants; the refunding of this second group, 
however, has not been incorporated into the base analysis. Table 
4 compares State tax supported debt outstanding under the old and 
new programs. 
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Chan;ie in 
Old Progran ['L~t 

Elirnin::tted Q.Jt s ta""'ding 

111,5/a.1 (9, 181 .. ) . 
93,908 (18,097) 
711-, 85.",S (26, !:'~5). 

61, 4!:""l.3 (311-, ~61.) 
1 .. 1, r:n~: (ti.2,052) 

36,968 (ta.9, 0-12) 

0 l d Pr'("_ic;rr.:yn Ad:l.i tion·3 l TOTl'L 

Eli rninated and Change in Change· in 
Reft..nd 1... Issues Debt Debt 

Lnder New Pro;iran 0.Jtst.anding n,,t;standing 

. 1.11, 5t .. 1 0 (9, 18l .. ) 

63, 90' ... (30,004) (48, 101) 

5.5, 5tJ6 (19,347) (t .. 5, 9.3'2) 

46, ~it .. 1 ( lt1,, 912) Cta.9, la.73) 

37,73.3 (9,.769) (51,8'21) 

32,802 (4,166) (53,238} 
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ATTACHMENT 1 

LOUIS 1... GOLDSTEIN 

COMPTROLLER OF THE TREASURY 
LOUISL GOLDSTEIN TREASURY BUILDING 

P.O. BOX 466 
ANNAPOLIS, MARYLAND 21404-0466 

(410) 974-3801 

Honorable Lucille Maurer 
State Treasu~er 

September 9, 1993 

Chair, Capital Debt Affordabi,lity Committee 
State Treasury Department 
Goldstein Treasury Building 
Annapolis, -Maryland 21401 

Dear Treasurer Maurer: 

As per our discussion on Tuesday, September 7, 1993, I would like 
a copy of this le.tter to be attached to the annual report of the 
Capital Debt Affordability Committee with reference to the need 
for the construction of public school facilities throughout 
Maryland in anticipation of an unusual growth of students. 

The latest reports show that there will be an additional 100,000 
students throughout Maryland by the year 2000, and in Calvert 
County alone, they anticipate an additional 17 ,000 students by 
the year 2000. In my opinion, now is the time to start building 
these school facilities so they. will be in place when the need 
exists. Time is of the essence. 

LLG:dlv 

61 l•k 
MRS FOR DEAF: 1-800-735-2258 • AN EQUAL OPPORTUNllY EMPLOYER 





APPENDIX A-1 

Calend.sr-
Year-

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991. 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

Personal Income: 

MARYLAND PERSONAL INCOME AND POPULATION 
HISTORICAL DATA ANO PROJECTIONS 

Personal 
Income 

(millions) 

59-, 019 

65,432 

71,29tJ 

77,100 

83,586 

91,282 

98,915 

105,236 

108,363 

113,481 

117,953 

124,558 

131,_ 782 

139,360 

14.7,025 

155,111 

163,64.2 

% 

Change 

10.9% 

9.0% 

8.1% 

8.4.% 

9.2% 

8.4% 

6.4.% 

3.0% 

4..7% 

.3.9% 

5.6% 

5.8% 

5.5% 

5.5% 

5.5% 

5.5% 

Population 
( th.ousands) 

4.,301 

4.,34.9 

4.,393 

4.,536 

4.,622 

4.' 694. 

4.,781 

4.,860 

4.,908 

4.,957 

5,006 

5,056 

5,109 

5,162 

5,216 

5,271 

% 
Ch.:ng~ 

1. 1% 

i. o~ 

1. 5% 

1.7% 

1. 9% 

1. 6% 

1. 6% 

1. 0% 

i. o~ 

1. 0% 

1. lJ% 

1. Os>~ 

1. 0% 

1983 - 1991: Official Statement State and Local Facilities Loan of 1993 -
Second Series (U.S. Department .of Commerce, Bureau of Economic Analysi 

1992: U.S. Department of Commerce, Bureau of Economic Analysis 
1993 - 1999: Bureau of Revenue Estimates 

Population: 
1983 - 1989: 

1990 - 1999: 
199.3 - 1999: 

07:25 AM 
09/03/9.3 

Official Statement State and Local Facilities Loan of 1991 -
Fourth Series (U.S. Department of Commerce, 81..lrea•...1 of Cens•.1s) 

Off ice of Planning/Buresu of Revenue Estim~tes 
Bureau of Revenue Estimate~ 



APPENDIX A-2 

1"'1AA'r'LAAO STATt:: REVEl\l..E FROJECTICNS 
($ in millia1S) 

C-.ener-al StadiLrn 

Fi::.c3l Ft.rd Praperty Trensp:rtation Related 
Ye.::r Reven .. ie . Taxes Total Revert..e:3 Reven-es 

1983 3,G'96.5 1a;.2 3,205.7 531.9 

1984. 3,4.16.8 116.1 3,532.9 crJJ. 5 

19e.S 3,809.2 104.8 3,914..0 689.8 

1986 4._, 164.. 1 112.2 4.,276.3 730.7 

19e.7 4., 642. (j 121.2 4.,763.2 780.5 

1988 5, 0~3. 2 - 134.9 5,2'28.1 892.5 

1989 5,"2.3 . 14.7.0 5,589.3 ~5.3 

199J 5~705.2 162.5 5,867.7 ~6.1 11.11 

1991 6,027.5 174..9 6,202.4. 893.9 12.0 

1992 6,172.7 189.2 6, .361. 9 931.0 12.l 

1993 6, 4.53. 0 209.9 6,662.9· 1,0$3.0 13.7 

1994 6,574..4. 216.9 6, 791. 3 1,086.0 13.6 

1995 6,8A0.8 225.l 7,C65.9 1,138.0 20.9 

1996 7,148.0 236.3 7,,3E4.3 1,172.0 2~.l 

1997 7,4.91.1 24.8.1 7,739.2 1,212.0 24..7 

1998 7,~.7 26D.5 8, 111. 2 1,24.1.0 25.6 

19;19 8,227.5 273.6 8, 501.1 1,275.0 25. 7 

Ger.er-al FU""ld:198.'3 - 1991, SLs:Plemental Fi:-.:rcial Data of the Ccrrptroller 
1992 - Boa-d. of Reven...ie Estirrates, Decen'Cer 10, 1992 rep.:rt 
199.3 - 1999, ELrea..J of Reven....e Estimates 

Tqtal 
Re-,;era.~~"; 

3,737.6 

4., 193. 4. 

4.,603.8 

5,0]7.0 

5,~3.7 

6, 1~0. 6 

6,~.6 

6,824..9 

7, 108. 3 

7, 30.'5. 0 

7,739.6 

7,891.0 

8,424..8 

8, 520. 4. 

8,975.9 

9,377.9 

9,801.8 

Prci0erty Tax Reverues: 1982 - 1991, SU:olemental Fina-cial Data of the Conl:>troller-
1992 - Craft or 9-i:Plemental Fi,.-a,cial Dat~ of the Ccm:itroller 
1993 - Prelimin:ry Data of the Cocrptroller 
199'~ - Corrmissiai en State Debt 
1995 - 1989 - State TreaSl..rer's Office 

Tra!Sccrtaticn Reven..e.s: Der-ertment: cf Tra-i...c:ocrtaticn, Of'f ice of Asst Secy, Fira-x..~ 

Stadiun Reverues: Transfers fron the Stadiun Facilities Fu-d to the Stadiun Autl'"'ority 
.:re assured to be Jt.1St SLifficient, •Jien ~lerj with tt-.e At..1thcrity' s 
oi...rl-sa..rce reverues, to meet debt service reQ.Jirements. 

11:28 ~ 
09/08/93 
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PROPOSED GENERAL. OULH~ATION AUTHOfUZ/\TlONS /\Nl) ESTIMATED ISSUANCES 

( $ in rni.llicns) 

Getir?f"',.:.l Prc.po9"-:?d 

ASS!.11:.~rbly h1tt .or:l.;::i:1- ----------- Est::l 11\!ltcd l SSLB'l::es [\ .. rin~1 F:I seal Yec:1r (n) -·-·-····-·-·· ··-·-·· Tolul 
s .. ~sskn ticn."l (b) 19i»t.. 199!) 19~> 1997 199a 1999 20.JI) ·2011 ?.O:l2 2COJ.S l.SSl.11) 

1.991 .. 38(1 0 95 95 76 76 19 19 0 0 0 380 
1995 ,-S9ll 0 9a 98 78 n~ 20 20 0 0 390 
1996 400 0 100 100 80 oo. 20 20 0 4[0 

19U 415 0 10t .. lOt'a. a.s 83 21 21 '~1.5 

l.o/'"::lf.\ 43C.l o; 108 108 86 86 22 MJ9 
1··~99 4la.5 0 111 111 89 89 401 
20::.10 460 0 115 1.15 92 322 
2001 475 0 119 119 2 .. e;a 
2002 490 0 123 123 
20'J.3 '505 0 ·, 0 

Tot:tll. 0 95 193 274 3!l8 388 420 435 450 465 . .:~ t ff/6 . 

cu, .. ent 
,.._•tt·l:>t'"":l.~t""•t.i.c<1t; (tJ) 1, 131 ~00 255 l.96 12'l 62 1 .. '"1 25 2!°• • l.3 

Total Issa...a-..~s .381) 350 .390 40IJ 420 435 445 460 46.3 
(cl (c) (c) 

Notes: 
(a) Percenl~Je issur.r~e es5Lnptlons by fiscsl years: 

Fiscal yeer 1'oUCY.lnl yeer of a.Jtht:rizaticn ~st 2rid .3rtj 4th 5t:h 

Percent of original a..ttlOrizati.on issued: 25% 25% 20' 20% 5% 

(I:>) Net of $S million - tl'"le r""efnainin~ lxo:ls a..1thorized by the 0.1tcbor Re.':reaticn Loan 01' 1969 
W-.ich ere U'lissued al Juie .:-0, 1993. This snoi..nt will be cenceUed. · 

t .. 65 

6th 

5% 

(c) It~lu:Jes $20 million in fiscal 1991~, · S20 miUiori in 1'iscal 19~, er-.:t $10 rnillk>r1 iri tisi~.t 1'~)7 
fc..-· the C:or.vention Center. 

07:.~J N1 
09/Cl3/9.:~ 

l, 131 

4,207 
-~ 
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Fis.cal 
Yea ... 

199/a. 
19"J!:· 

1996 
l.997 
1998 
1999 
20:bJ 
2C.01 

'.20J'2 
2C.O ... ~ 

Ff~JECTED GEl\ERAL Cet...IGATICN CEBT - AUTt-ffiIZED e..ur LNISSL.ED 

Al.•thcrized 1)1.Jl; 

U-ii. ssuect Debt at 
~~int1ina.;» of Yea,... 

1,139,018 
1, l.38, 018 
1,177,018 
l:' 186, 018 
1, :20J, l)\H 
1 , -:::.o;>, 268 
1,218,268 
1,2.32,018 
1.,246,26B 
1.,273, 7US 

Bord Issues 
(a) 

381),00J 
.350,0CO 
390,CDJ 
400,0XJ 
la.19, 7E'A"J 
la.35,0CO 
4la.5,250 
459,750 
462,·5':0 
4.6/e. , E.0] 

(a) A.·::, l::t"'OJl"-,ct;ed in ,..:pt?n:lix B-·1. 

New Debt 
Authcrizations 

3&J,COJ 
390,0XJ 
4C.D,COJ 
415,COJ 
'•30,0'JO 
,,45,0JO 
46AJ,o:o 
la.75,COO 
490,0Jl.l 
505,COO 

Projected 
C'a~ellations 

(t.>) . • 

1,aJO 
1·,cro 
1,COJ 
1,000 
1, 1)1)1) 

1, CICCI 
1, ()IJ) 

1.,0CO 

k•t:horized but 

lhissued Debt at 
End t')·r Yea"' 

1, l.38, 018 
1.,1.77,018 
1,186,018 
l. , 2[(1 , ( I .l ::> 
l.. ~:?IJ9. 268 
1, 218·, 268 
1 , 2.'.S2, tJ18 
1, 2/a.6, 268 . 
1 ' 2l.J' "768 
1., .314, 268 

(b) Projected ce1ncelleti.ons ere $1 million per yea"' for C~Atd:x:r Recreation .. 

07:3.l N1 
0·)/03/9:~ 
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Fi.:c3l 
Ye;:r 

• 

1994 
1995 
1996 
1997 
1998 
l<r~ 

2COJ 
2001 
2002 
2Co3 

Al?PENDIX B-3 

PROJECTED GEl\ER.AL CSLIGATIO\J C€8T OJTSTMOif\G 

OJtsta-ding 
at Begin-iing New eutsten::fing 

of Yea- Is.sues Rec.1efrpt icns - at Ero of Yea-
(a) (b) 

2,279,405 3&J,CCO 182,935 2,476,470 
2,476,470 350,a:D 217,218 2,~,253 

2,t:D9,253 390,00J 226,538 2,772,715 
2,772,715 400,COJ 241,575 2,9.31,140 
2,931,140 419,75] 252,725 3,098,165 
3,098,165 435,CDJ 239,142 3,294,023 
3,294.,023 445,2~ 270, 20.3 3,469,070 
3,469,070 ~9,750 286,544 3,642,276 
3,642,276 462,SOJ 306,84.9 3,797,C/2.7 
·.3, 797, 927 464,SCO 328,792 3,93.3,635 

(a) As s:rojected in ~ix 8-1. 

(b) AssL.mes debt service en minibonds is paid at rratt.rity an:::f 
no tninibcrd P-Jt oPticns Si"'e exercised. 

07:31 .AM 
09/0..3/93 
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-isca.l 
Yecr 

l~M. 

199!5 
1996 
199J 
1998 -
1·~n 
20]0 
2Cl01 
2CC.r~~ 

20)."S 

°' 00 

, Ff\'OJEClED GEN:.HN.. ceLlGATION DEBT SERVICE 

( $ in thc.usands) 

- - - Adjustment - - -

- - - - - Q--oss Debt Sc?rVice Debt Service 
Boncls Cu-rent l y New on "Repayable II 

0_1tstc:1nd.in.J (a) IsS1Jes Total Bonds (b) 

325, 28"/ 3,150 328,t .. 37 (65li-) 
:s!.>:S, 118 21, 32~.) 374, 4fi..3 (65.3) 

.:.'\44.' ()J5 41, 93l~ 385, 94.3 (652) 
3113, 858 81, 126 ."S99, 981 .. (611-7) 
29ta.,2B9 l.19, 360 ta.13, 611-8 (642) 
21~2, 8(;..I] 16!:), l.21 407,981 f12t .. ) 
211 .-~' l. 9!:) 212,207 455,1103 0 
217, 711-9 2!59,1 .. 72 477,:221 lJ 
1.95,190 308,193 Eill, ~..at .. (J 

176, 1 .. 10 .31Sl, 621 .. 5.Yi.,09.S I] 

(a) As£.unes debt service on minibon:ts is paid at matLri ty ancl 
no minH)(:>t"'k'1 t:-t..•t; options a-e exr:;..rcised. 

J\k.:n-S t; ate 
Debt $ervice 

1-\ssuned ( c) 

2' l.11.6 
l.' l1.6'2 
1,36(1 

~Ye-/ 

6t .. 
0 
0 
I] 

0 
.I] 

(b) Represents debt service ~hich is repaid to the State by local !"..l..Jxlivisions 
s:rior to tt-.e debt service payrnent d-"~ d:itr~. 

(c) r~epresents debt service assumed by the State on bonds issuect by· local 
s.JxU vi sicn:> fer 1:4..~b l iG schools. 

07 ::32 Ar1 
r:n/Ll.."3/9.3 

Ac.Uusted 

General Cbligation 
Debt Sc~iet~ 

329,929 
.37!5, 25'2 

386,651 
."599. ('ll:?.t .. 

11.13, ()7(1 
407' 8!57 
455, 1103 
4T/,22.l 

~03, 38/1-
!..~31 .. , 1.n:s 

~ 
tU 
tU 
ttJ z 
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ttlSlORICAl. DATA - SCtllll. 0£81 
( S in thouSMds) ~· 

- S1A1£ f\181.IC SCt«Kll. CONSJROCH<W AND CAPl1Al. lffROVEtfNJ LOANS - GfhtRAL .fl.8.IC SCtlO(l CONSJRUCJION LOANS 
tU 

- Slffl.EtlfNJAL PUBLIC SCHOOl CONSlRUCllON LOANS tU 
Authorized .Authorized Authorized tiJ-

fiscal . Out- But .. Debt Authorized/ Out- But Debt ~t- But Oebt fiscal z 
Year ·Authorized · Issued· Redeemed standlnv Unis~d Service (Cancelled) Issued Redeeeed standlnv llllssued Servlce Authorized Issued Redee11ed standing tmlssued Service Year tj 

(a) H 
. J965 .0 .0 0 0 0 0 50,(0) 20,910 10,511 l1M97 7,,975 13,608 0 0 0 0 0 0 1965 ~ 

1966 0 0 0 0 0 0 0 26,570 10,926 U8·,.24l 48,405 14,661 0 0 0 0 0 0 1966 
1967 0 0 0 0 0 0 50,000 28,380 10,922 155,699 70,025 15,311 . 0 0 0 0 0 0 1967 

() 1968 0 0 0 0 0 0 0 28,UO 11, 755 172,054 U,915 16,628 0 0 0 0 0 0 1968 
1969 0 0 0 0 0 0 0 . U,405 12, 796 170,663 30,SIO 18,561 0 0 0 0 0 0 1969 I 
1910 0 0 0 0 0 0 . 50,000 24,380 14,042 181,001 56,130 19,672 0 0 0 0 0 0 1970 rv 
1971 150,000 0 0 0 150,000 0 0 40,105 15,,Sl , 205,653 16,025 22,047 0 0 0 0 0 0 1971 

l9n JOO, COO 90,J40 0 CJ0,3,0 359,660 l,986 0 4,580 16,406 193,827 ll,445 24,080 0 0 0 0 0 0 1972 
1973 . 220,000 731(0) 0 163,340 506,660 5,218 0 3,770 16,561 181,036 7,675 23,903 25,000 0 0 0 25,000 0 1973 

1974 212,000 ll4,400 0 277,740 604,260 9,154 0 a 18, 125 162,911 7,675 25,064 0 a 0 0 25,000 0 197, 

1915 160,000 186,000 5,170 458,570 578,260 20,623 0 5,830 18,651 150,090 l,845 25,100 0 20,000 0 20,m1· 5,000 0 1975 
1976 50,000 162,700 9,685 611,515 465,560 . 3',242 0 0 l8,2U 131,849 l,84S 24,222 0 0 0 20,000 5,000 . 1, lll 1976 
1917 69,000 230,900 16,590 825,195 303,660 52,119 0 0 18,38' U3,46S l,845 23,713 0 0 0 20,000 5,cm l,IU 1977 
1918 57,«m 121,650 27,240 920,JOS 239.QlO 70,941 0 l,695 17,465 97,695 150 ·22, 172 0 5,000 1,060 2l,9'0 ·O 2,289 1978 
1979 62,000 70,150 37,285 953,710 230,26(1 85,llS 0 0 16,890 80,805 150 20,981 0 o· 1,125 22,815 0 2,409 1979 
1980 45,000 48,210 52,195 949,785 227,050 99,952 0 0 16,085 . 64, 720 150 19,SSl 0 0 l,190 21,625 0 2,U2 1980 

1981 n,ooo lll,200 61,860 999,125 160,850 lll,679 (150) 0 14,875 '9,845 0 11,707 2,.000 0 l,s.40 20,085 2,000 21688 19$1 
1982 32,lm 65,500 69,120 995,D 127,J50 124,968 0 0 ll,040 36,805 0 15,291 2,000 0 1,630 18,455 4,cm 2.694 1982 

1981 22,000 86,lSO 75,UO 1,006,445 63,000 . ll4.-258 0 0 10,605 26,200 0 12,337 ., 4,lm l,725 20,730 . 900 2,810 198l 
1984 36,lm 36,500 87,025 955,920 62,500 146,099 0 0 8,515 11,685 0 9,765 0 900 l,825 19,805 0 2,985 1984 
1985 34,600 2•.000 9',685 185,235 73,HD ISJ,"9 0 0 7,765 9,920 0 8,62l 0 0 J,935 17.870 0 3,187 1985 
1986 H,300 38,(8) UU,545 819,690 79,400 149,417 0 0 5,375 4,S45 0 5,845 0 0 2,215 15,655 0 3,359 1986 
1987 57.400 34,040 . lll,190 742.560 102,760 163,947 0 0 1,465 3,080 0 1,691 0 0 2,395 ll,260 0 3,Ul 1987 
1988 53,000 55,750 109,295 688,995 100,010 157,696 0 0 l,085 l,995 0 l,235 .0 0 2,SJS 10,ns 0 l,U4 1988 

1989 U,000 s2,cm 110,090 630,905 92,010 155,959 0 0 n5 1,270 0 817 0 0 2,695 8,030 0 3,424 1989 
1990 5.S,000 lS,300 l06,l95 559,810 109,710 148,422 0 0 775 495 0 824 0 0 2,870 5,160 0 l,U7 1990 
1991 60,lm 57,000 94,910 521,900 112,710 133,620 0 • 0 155 340 0 175 0 0 780 4,380 0 1,1'74 1991 
1992 69,000 76,510 76,725 521,685 105,200 lll,8lJ. 0 0 165 175 0 l71 0 0 815 3,545 0 1, 176 1992 
1993 80,000 95,000 58,520 ~.165 . 90, 200 93.822 0 0 175 0 0 179 0 0 895 2,650 0 l, 179 1993 

(a) FY 1987 authorizations Include Sl,500,000 tor Systemic Renovations 

l An 
'"l 
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HIStORICAl OA1~ • DEPARfftENt Of tRANSPORJAtlON DEBI 

Consolld1ted lr1niportallon Bonds 
(8 In thouiandi) 

Gross Debt Grou Debt Net Debt • - - - - - Debt Servlce (d) - · • · - · 
Ou ts tend Int Outs.tandlnt Slnklnt Outshndlnt Deposits to 

f lsca l Beelnnlnt End fund(s) End Refunding PrinclPal 
Year 

1979 

1980 
1981 

l982 
l9U 
l9U 
l9U 
1986 
1981 

1981 
89'9 
1.990 
1991 
19'2 
l9U 

..... _, 

.... • ~ 

of Year Issued Def eased Redeemed · of Year Balance (c) of Year Slnklnt fund Redeeud Interest total 

U4,900 l5 (b) l5&,a65 U,727 269, 138 lO., &91 l5 19,076 49, 602 

.su,au U,000 399,865 125, 826 274,039 . :27,92& 2Q.,559 U,Ul 

399,BU 120, 000 (a) 519,165 l65, l'6 354,519 22, 924 23,943 '6,867 

519,165 60,000 60,000 519,865 198, 770 321,095 20,924 28,945 '9, 869 

519,IU 40,000 60,000 &99,865 . 240,601 259, 264 20·, 92& 60,000 l2, 884 lll,808 

499,865 499,865 283,617 216, 248 2.0,9H 29,219 50. 1' l 

U9,8U '99,865 335, 241 164,62& 20,924. 29, 219 50 1 Ul 

'99,865 354. 865 3,000 142, 000 29, 299 112,701 l0,U2 3,000 19. 547 ll,009 

142,000 10~.000 7,000 235,000 48,317 186,Ul 7,000 12,919 19,919 

235,000 a,ooo 22.7, 000 58,9Sl ua,on 8,000 15, 685 U,615 

227,000 100,000 17,000 JI0,000 61,161 241,UI 17,000 18, 195 lS,195 

.uo,ooo 260,000 20,000 550,000 67,309 U2,69l '20,000 28,BU U,8U 

U0,000 310,000 18,000 842,000 u,3n 773, 671 u,non '6,, 261 64. 261 

au,ooo U0,000 21,000 941,000 66,2.SO 87'. 770 21, 000 59. 2 ll 80 I 21 t 

9U,OOO 15,000 56,200 9H,800 39,901 919, 899 56,200 (e) 61, us 117,6'5 

Note: on 2/15/71, tl5&.9 1llllon of refundlnt bonds uere Issued that refunded tl46.t million In outstandin9 State Hlthvai Construction Bonds 
(199.&) end Consolidated lranoortatl~nBonds (1247,:5 11llllon). lherefore, at 6/30/7&, 135&.9 1llllon vas ouhtandln9. These bonds ve.re 
fulh dehued by the end of· Ilse.al 1986 • 

la) Includes 160 1llllon Con1olld1ted transportation Bonds plus a one-ytar Bond Anticipation Note for 160 1llllon. 
Yhe one-year BAN uas ~e-lssue~ the folloulnt rear. 

(b) Speclflcatlons for the use of certain federal funds received by the. Deparhent required retlrlno de.bti therefore, durl"9 fiscal 1979, the 
Ooartment purchased U5,000 of the refundlno bon~s on. the open 11rket. 

(c) for those bonds luued prior to 7/l/89, slnklnt fund balances reflect the net effect of: deposlh into the fund, one calendar year in 
advance, of debt nrvt.cei fund earnlnu; and pauents, frOI the slnklnt fund, h bondholders. Bonds. Issued alter 7/1/89 do not requlr~ 
sue~ a slnklnt fund. 

(d) Represents p1y1ent1 to lhe refundlno bond slnkino fund plus p1y1ents of principa1 and interest to the bondho1ders. 
Amounts 11y differ fro1 budgetary 11ounts (budoetary a1ount1 represent payment to slnklnt funds). 

(e) 1ncludes earlv redemptJons of 130 1tllion. 
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Year 

1979 
1980 
1981 
1982 
l9U 
198' 
l98S 
1916 
1911 
1988 
1989 
1990 
1991 . 
1992 
190 

Outstanding · Outstandln9 Slnklno Outstanding Oep.os l ts to 
Beolnnlno Def eased End Fund(s) End Refundlno PrlncipaJ 
of Year ls sued or Refunded Redeemed of Year Balance ( c) of Year S Ink i no fund Redeued Interest 

IS6, S9!» 4,60 6S5 160,585 3S, 898 • 12,,687 9, 832 655 8,708 
160,585 215 160,370 U,'91 · lll,879 9,882 215 8,822 

UO,l70 59,270 219,640 67. 056 152. 58' 9,'73 11,187 
219,UO 5,100· 255 225,085 85,295 1J9, 790 9,266 255 lJ,8'3' 
225,0U 34 ,875 2,625 257,335 lOl, 3'73 152,962 9, 216 2,625 15,681 
257,335 2.2' 270 2,915 276,620 12&,619 152,001 8. 74.9 2,985 18' 061 
276,620 24,210 4,05 296,395 lU, 595 151, 800 . 7,214 ,,435 19 ,·591 
296,l95 8,79S 5,720 299, '70 177,185 122,285 5,720 12,099 
299,670 40, 590 (a) UO,&OS (b) 7,090 u2, sn 21,09 lll,086 7,090 12. 336 
U2,H5 U,2U 8,920 161,900 21,599 UO, JOI a, no II, 766 

161. 900 1,2U 9,19-5 159, 290 . 26,024 tll,266 9,895 tl,931 
U9,HO 9,950 II, 535 157. 705 U,978 llJ,727 ll, Sl5 11, 695 

U7,705 U,UO 12,&H Ul, 380 25, 539 us, au 12,875 tt,619 
161, llO a,.soo U,UO l5S,2U 27,lU 127,926 14,UO l l, l8.S 

us. 240 16,COS ll8,8J5 27, 29' l ll, 541 16,405 l 0. 454 

Note: On 5/25/18, 1155.715 11lllon of re1undJno bonds uere Issued that refun~ed lt5J.685 1llllon In outstandlno Countr Hlohvay Construct ton Bonds· 
and CountJ transportation Bonds. At 6/l0/78, 1155.725 1llllon of the refundlno bondt vere outstandfng, These bonds vere fully defe•sed by the 
end of fiscal 1986. Also outstandlno et 6/J0/78 vu 8870 thousand In old Counh Hh.huar Construct Ion hnds that vere not refunded. 

(a) Represents the Ninth Serles ls1ue of lll.415 1llllon p1u1 a refundlno series of S29.l7S 1llllon Issued to 
refund 824.610 1llllon. fhe 829.175 1llllon viii 1ature fro• fiscal 1988 throuth fiscal 1998. 

(b) Represents the defeasance of 1155.725 million and the refunded 82C.6l0 1llllon. 

(c) SlnkJno fund balances reflect the net effect of: deposlts Into the fund, one f lscal year In adv~nce, or 
debt service; fund earnlnos; and 11r1ents. fro• the ilnklno fund, to bondholders~ 

·(d) Repr~sents p1v1ents t~ the refundlno bond slnkln9 rund plus payaents or principal and lnterest 
t~ bondholders. A1ounts may differ froa b~dgetary a1ounts (budgetary amounts represent payments lo sinking funds). 
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THE STATE OF NEW YORK 

UPDATED DEBT CAPACITY AND CONTROL ANALYSIS 

·Preface 

For the 1990-91 update of this Debt Capacity .and Control Analysis, a major change in the 
calculation of net tax-supported debt has been implemented as a result of the establishment of the 
New York Local Government Assistance Corporation ("LGAC"). The State developed the LGAC. 
bonding program as a ma jot· component of a fiscal reform agenda for the purpose of replacing its 

. ·annual operating borrowings ("Spring Borrowing") with long-term bonds, in order to eliminate the 
State's dependence on seasonal short-term borrowings. In 1990, LGAC was authorized to issue 
up to $4. 7 billion of bonds and notes for the purpose of making payments to local gover~ents 
and school.districts. During the State's 1990-91 fiscal year, LGAC issued $909 million of bonds 
in order to fund $800 million in payments to school districts. LGAC, which was viewed favorably 
by the credit rating agencies and the financial community, includes a bond covenant which places 
a cap on future intra-year cash flow borrowings. 

Under LGAC's program, it is anticipated that the State's annual Spring Borrowing will be 
eliminated by the 1994-95 fiscal year. As LGAC issues its bonds, outstanding long-term tax­

\- supported debt will rise substantially, but short-term seasonal. borrowing will at the same time be 
'·~ reduced to zero. For comparability purposes, this Office has determined to include short-term 

operating borrowings in the 1990-91 Analysis. This change is consistent with recent comments 
by financial rating analysts stating that short-term debt for operating purposes which is issued each 
year should be inciuded in the calculation of an issuer's debt position and debt ratios. Moreover, 

, prior years have been restated in this Update to include the Spring Borrowing in order to facilitate 
, year-to-year comparisons. 



THE STATE OF NEW YORK 
. UPDATED DEBT CAPACITY AND.CONTROL ANALYSIS. 

Introduction and Findings 

Introduction 

In August 1984, this Office issued a paper entitled New York~: Debt Capacity and 
Control Analysis. That study established, on both a current and projected basis, the level of New 
York's long-term debt on which the State's taxpayers must pay principal and interest and projected 
the financial and economic resources available to pay such debt in the future. 

The amount of debt supported by State taxpayers was $20.8 billion for fiscal year 1990-91, 
including $16. 7 billion of long-term debt and the $4.1 billion of short-term debt for operating 
purposes. This amount of debt is a larger amount than the traditionally issued general obligation 
debt, but a smaller amount than any listing that includes all public authority debt. It is the. debt 
that this study determined is· actually paid out of State tax receipts. 

This Analysis serves ~ the update of the original study, modified for the change indicated 
in the Preface, and establishes the State's net tax-supported debt position and the resources 
available to pay that debt. The study is based on the Quarterly Confirmations of Outstanding Debt 
collected by the State Comptroller and the State's F~nancial Projections and Capital Plan for fiscal 
years 1991-92 through 1995-96. · 

Findings 

Net tax-supported debt for the fiscal year 1990-91 was found to be $20.8 billion, an 
increase of 67.8% over the past five years. Long-term net tax-supported debt was found to be 
$16.7 billion at March 31, 1991, a 106.3% rise since March 31, 1986, and the Spring Borrowing 
was $4.1 billion during the year. Even adjusted for a reclassification of bonds issued for State 
University of New York ("SUNY") educational facilities by the Dormitory Authority to refinance 
outstanding Housing Finance Agency. ("HFA ") bonds for such purposes, net tax-supported debt 
increased 47 .0% from 1986 (adjusted to include the Spring Borrowing).<1) 

When this Office issued its report in 1986, the amount of net tax-supported debt projected, 
to be outstanding on March 31, 1991 was $13.6 billion (adjusted to include the Spring Borrowing) 
-- just 65.2% of the amount actually outstanding at March 31, 1991. (Absent the SUNY educa- · 
tional facilities reclassification, the amount of net tax-supported debt outstanding at March 31, 1991 
was still 34.3% above the amount projected in 1986.) The Capital Plan prepared in 1986 did not 
anticipate debt issuances. by the Medical Care Facilities Finance Agency (" MCFF A") for certain 
hospital projects and by the Metropolitan Transportation Authority ("MT A"). In addition, issu­
ances by the Urban Development Corporation ("UDC") were projected to be significantly less than 
the amount that has been issued over the period. Finally, the 1986 Capital Plan did not anticipate 
the refinancing of SUNY educational facilities financings by the Dormitory Authority. 

Similarly, the Capital Plan prepared in 1986-87 was projected to result in net tax-supported 
debt (adjusted to include the Spring Borrowing) at 3-31-91 that was 75.6%<2> of the amount 

(I) 

(2) 

In 1985-1986, debt for SUNY educational facilities was issued by the Housing Finance Agency and 
was supported by tuition and student fees and therefore was not included in this Office's definition 
of tax-supported debt. All o/ this debt was refinanced through issuances by the Dormitory 
Authority with debt supported by State tax receipts. 

Projections under the Capital Plan developed in 1986-87 resulted in a long-term net tax-supported 
debt position of $11.625 billion, plus the $4.1 billion Spring Borrowing. 



actually outstanding at 3-31-91 and the Capital Plan developed in 1987-88 projected debt 
outstanding at 3-31-91 to be only 76.1 %0 > of what was actually outstanding at that date. 

If this pattern persists, it can be anticipated that the amount presently projected to be 
· outstand_ing at 3-31-96, $24.289 billion, will be significantly less than the amount that will actually 
''.be outstanding at that time. As noted on page 14 of the Analysis, the current Capital Plan iS heav­

ily weighted toward the front end with very few issuances projected in the last two years of the. 
Plan. This occurs for three main reasons: (i) the level of authorized general obligation debt will 
decrease; (ii) the bonding program for LGAC is expected to be completed during fiscal year 1994; 
and (iii) issuances by the Thruway Authority for highway repairs and improvements (see below) 
and by the Dormitory Authority for City University of New York programs are projected to end. 

·The amount of issuance forecast for fiscal year 1995-96 is only 19.59' of the amount projected to 
" be issued in fiscal year 1991-92. Based on prior years' patterns, this does not appear to be real­
. istic. Thus, the projected debt ratios in this Analysis are likely to be below the actual results for 

fiscal year 1995-96. 

Currently, the State projects issuances of $11.8 billion of long-term net tax-supported debt 
during the next five years, according to the Financial Projections and Capital Plan prepared by the 
Division of the Budget and updated through October 1991. At the same time, the Spring Borrow­

.· ing is expected to be reduced by an amount equal to LGAC issuances each year, which are project­
, ed to total $3.9 billion. As a result, the State's net tax-supported debt position would rise to $24.3 

.. billion at March 31, 1996, an increase of 16.7% over the March 31, 1991 level. A comparison 
·.,,;of the change in the debt position and the debt ratios resulting from the Capital Plan versus the 
· ,._ period ending March 31, 1991 and a comparison with industry standards for states are shown 
· below. 

State of New York Debt Position and Debt Ratios 

Ratio of 
lndustn: Standards State to Percent Change 

~- Actual Warning Industry· Projected 3-31-86 to 3-31-91 to 
-.. ~ 3-31-86(2) 3~31-91 Median<J> Levef4> Standards 3-31-96<5) 3-31~91 3-31-96 
._.,_Net Tax-Supported 

Debt (millions) $12,398 $20,809 $24,289 67.8" 16.7" 

Debt Per Capita $697 $1,157 $345 3.35X $1,350 66.0 16.7 

Debt to · 
Penonal Income 4.3" 5.2" 2.2" 2.36X 4.9" 20.9 (S.8) 

Debt Service to 

(1) 

(2) 

(3) 

(4) 

(5) 

Tax Receipts 4.1" 5.1" 10.0" 0.51X 7.9" 24.4 S4.9 

· The Capital Plan prepared in 1987-88 projected long-term net tax-supported debt to be $11. 746 
billion, plus the $4.1 billion Spring Borrowing. 

Restated to include the Spring Borrowing. 

Median levels for all states in 1991, as calculated by Moody's Investors Service, Inc. 

Credit analysts view the 10~ level as a rule-of-thumb indication of an excessive debt burden. 

Projected as a result of the debt issuances and growth in personal income and general fund tax 
receipts over the period which are included the Financial Projections and Capital Pl_an provided by 
the Division of the Budget. Population is projected to be constant over the period, which is con­
sistent with the DivisiOn of the, Budget's statement in the Financial Projections. and Capital Plan that 
there would be little ot no growth in population over the next five years. 
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All of the State's debt ratios increased over the past five years; although the growth in 
indebtedness was offset somewhat by the growth in the State's economy. While total net tax­
supported debt rose 67. 8 % from March 31, 1986 to March 31, 1991, each of the ratios rose by· 
less than that amount. Debt per capita rose nearly as much. - 66.09' -- but debt to personal 
income rose 20.9% and debt service to tax receipts rose 24.4%. During the upcoming five-year 
period; ·the increase in both total and per capita debt is projected to be slower than during the five 
previous fiscal years, at 16. 7 % • The ratio of debt to personal income is expected to fall S. 8 % , 
due to the completion of the bonding out of the Spring Borrowing and the projected rise in 
personal income over the period. 

The ratio of debt service to tax receipts is projected to rise much more rapidly over the 
next five years· than in the past because of the heavy debt issuance in recent years and the pro­
jected slowdown in tax receipts. In addition, there were several debt service deferrals taken in 
fiscal. years 1990 and 1991 and principal repayments have been postponed on several authority 
issues. These actions, while providing budgetary relief in the short run, will produce greater debt 
service obligations for future years. As a result, the ratio of debt service to tax receipts is expect­
ed to be 7.9% at March· 31, 1996, ail increase of 54.9% over the fiscal year 1991 ratio. Such a . 
level approaches the 10% rule-of-thumb warning level used by credit analysts 3$ an indication of 
excessive debt burden. 

The credit agencies that assess the State's bonds have commented that New York's debt 
ratios are high and growing, especially when ·compared to the ratios. of other states. However, 
because a large portion of the projected debt issuances are for the purpose of lessening the State's 
reliance on short-term debt for operating purposes (to be issued by LGAC), these increases are not 
expected to adversely affect the State's credit ratings~ 

In fact, the LGAC program has, from a credit standpoint, more than offset the rise in debt 
by addressing Moody's Investors Service, Inc. ("Moody's") past concerns about the State's high 
use of short-term debt for operating purposes. This program is viewed favorably by financial 
analysts because the State will be significantly less dependent on short-term debt for operations 
after the bonding out. As noted in the most recent credit report released by Moody's, however, 
the continuing sale of deficit notes ($460 million in fiscal year 1988-89, $115 million in fiscal year 
1989-90 and $1,081.5 million in fiscal year 1990-91) has undercut some of the benefit of the 
LGAC program. 

With the institution of the LGAC program to "bond out• the Spring Borrowing, this Office. 
determined, in its annual review of the State's net tax-supported debt position, that it would be 
appropriate to change the calculation of the State's debt to include the Spring Borrowing. Prior 
years have also been restated to include the Spring Borrowing <0 in order to make them compar­
able. and to more accurately reflect the effect of the ·LGAC program. This change is consistent 
with recent comments by financial analysts stating that short-term debt for operating purposes 
which is issued each year should be included in the calculation of an issuer's debt position. · 

In addition to the sale of deficit notes, the rating agencies have been concerned in recent 
years about the growth in lease. purchase and contractual obligation debt, which is often used to 
avoid obtaining voter approval on certain bonding programs. Although total debt has risen 67 .8 9' 

(I) Deficit notes have not been included in calculating the State's debt position because they are expect­
ed to be eliJ:ninated during the eurrent Capital Plan so that inclusion would make future years not 
comparable. 
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in the past five years, an examination of the change in net tax-supported debt by component is 
informative: general obligation debt rose only 24.5 % , moral obligation debt actually declined 
43.l % and short-term operating debt declined 4.7%; lease p1:1rchase and contractual obligation debt, 

· on the other hand, rose 265.4% from fiscal year 1986 to fiscal year 1991. The increasing use of 
bond issues to provide one-time relief from budgetary stress, such as the sale of Attica prison and 
the rescheduling ·of debt service payments on the Albany Mall, has also been cited as a negative 
credit factor in recent years. <l) Indeed, in its review of the State dated December 2, 1991, 
Standard & Poor's Corporation ("S&P") stated: "the continued use of temporary or one-shot 
solutions could have a negative effect on the State's 'A' G.O. rating." 

In view of the rating agencies'. comments about the size of the State's debt position and 
their remarks about "one-shot solutions" and deficit notes, continued additions of large bonding 
programs could cause negative credit implications at some point. For that reason, new bonding 
proposals must be examined closely to determine if they can be supported within the State's 
available economic and financial resources~ In particular, the infrastructure needs of the State must 
be weighed against the increasing burden of debt service and overall budgetary outlays being 
placed on New York taxpayers. 

O> Another financing providing •one-shot• budgetary relief is the proposed $80 million Thruway 
Authority service contract bond&. The State Comptroller has filed a lawsuit challenging the legality 
of this financing. 

4 

,,~ 



Calculation of Debt Position 

The point of departure for this Analysis is a determination of the amQunt of debt for which 
. the State's taxpayers are responsible. Once the calculation ha8 been defined, the amount of debt· 
can be ~om pared with the resources that the taxpayers provide to service the debt. In· this way, 
an analysis can be made of the ability of the taxpayers of the State to afford the debt that must be 
paid for. 

Amount of Indebtedness 

The State's debt position, as indicated. in the Preface, consists of two principal elements: 
long-term indebtedness and the amount of short-term· operating debt issued each year (the "Spring 
Borrowing"). At March 31, 1991 the .amount oflong-term State, authority and local government 
debt for which the State itself had direct or indirect responsibility amounted to $27 .669 billion, 
consisting of the following: general obligation debt -- $4.649 billion;. guaranteed debt -- $0.535 
billion; contractual obligation debt -- $3.976 billion; lease-purchase debt - s·s.604 billion; and 
moral obligation debt - $9 .905 billion (including $6. 705 billion issued by the Mumcipal Assistance 
Corporation). · · . 

Because the State is ultimately responsible for its indirect as well as its direct obligations, 
it could be argued that New York's long-term debt position consists of these fiv~ components and 
thus totals $27 .669 billion. Such a debt position does not, however, take into account the fact that 
most of New York's indirect obligations are serviced by non-tax revenues, such as highway tolls, 
dormitory room rentals or local revenues. Accordingly, these obligations do not place a burden, 
in the form of annual debt service, on the State's direct resources. On the other hand~ New 
York's taxpayers are responsible for more than just the $4.649 billion of general obligation debt 
-- the debt approved by the voters. 

The calculation of indebtedness that is used most frequently among municipal credit analysts 
is the one that takes into account all issues supported by State-imposed tax revenues. This debt 
position shows the amount of indebtedness serviced from the general government fund; that is, it 
reflects the debt service payments made directly from tax revenues. That debt is known as net tax­
supported debt. All three of the rating agencies, Fitch Investors Service ("Fitch"), Moody's and 
S&P employ net tax-supported debt in their analyses. 

Although a consensus seems to exist among credit -analysts as to the appropriateness of 
using net tax-supported debt, there is less unanimity about the precise calculation, other than the 
inclusion of direct general obligation indebtedness. For instance, in a recent report on New York 
(dated August 6, 1991) Moody's calculated the State's long-term debt position to be $20.1 billion, 
or $2.4 billion greater than the Office of the State Comptroller's ("OSC") calculation of long-term 
net tax-supported debt on June 30, 1991 because Moody's includes several items (Dormitory Auth­
ority issues for health facilities and SUNY dormitory facilities and MCFF A issues for mental 
health services) that OSC views as self-supporting. On the other hand, Moody's does not include 
short-term operating debt when calculating the State's debt ratios, so that the State's overall 
calculation of net tax-supported debt is $1.7 billion greater than that of Moody's. Appendix A 
compares the State's calculation· to the Moody's calculation. · 

The decision as to which indirect obligations to include in net tax-supported debt is, 
therefore, somewhat judgmental. For example, most of the items that carry the moral obligation 
provision {e.g., Housing Finance Agency issues for housing and hospitals) are now self-support~ 
ing. Similarly, non-tax revenues s11pport certain lease-purchase debt,. such as that issued by the 
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Dormitory Authority to finance portions of the State University Syste111 which is serviced by 
dormitory room rentals. To include such issues in New York's tax-supported debt position would 
be a mismatch of obligations and resources; it would add obligations to the State's debt position 
that are only contingent liabilities, but not a direct drain, on its tax resources. 

_ Conversely, including only debt for wbich New York is legally liable, directly or indirectly, 
... overlooks the fact that certain obligations (such as bonds issued by the Dormitory Authority to 
- finance capital improvements at th~ State University of New York and the City University of New 

York) are supported by tax revenues although there is no legal requirement, even indirect, for the 
. State Legislature to appropriate the debt service for such obligations. Disregarding these items in 
calculating New York's debt burden would also be a mismatch of obligations and resources. 

For these reasons, the $27. 7 billion of long-term State~level debt noted earlier was 
examined to determine those items supported by tax receipts. All State-level debt was reviewed, 
including guaranteed debt (debt that is guaranteed by the State); lease-purchase and contractual 
obligation debt (debt that is serviced by the State in accordance with the terms of specific ·contracts 
and leases, subject to annual legislative appropriations); and moral obligation debt (debt for which 
the State agrees, subject to legislative appropriations, to make up any deficiency in a debt service 
reserve fund set up for the purpose of securing payment on the bonds). To the extent that any of 
these items becomes self-supporting, or debt deleted as self-supporting becontes dependent on State 

·tax revenues, the item should be added to or subtracted from the State's debt position. 

During the review of items included in net tax-supported debt prepared for fiscal year 
1990-91, this Office has determined that the State's annual Spring Borrowing should be included 

·:• in the calculation, as explained in the Preface. This debt issue has occurred annually since 
> 1959-60 and it is the largest single financing that_ the State undertakes each year. For these rea­

sons, and because the State developed the LGAC banding program with the purpose of replacing 
annual operating borrowings with long-term bonds in order to eliminate over. time the State's de­
pendence on short-term debt, it was deemed appropriate to include short-term operating debt in 

.. the calculation. This approach is consistent with recent remarks by _rating agency officials who 
.. have indicated that short-term debt that is never really retired, but is reissued each year, should 

be included in debt calculations. 

As noted in recent credit reports issued by Moody's, however, the continuing sale of deficit 
notes has undercut some of the benefit of the LGAC program_. Although the State Constitution 
provides that deficit notes . must be paid off in the succeeding fiscal year and may not be rolled 
over, the amount of deficit notes has increased annually over the past three years. To the extent 
that this practice becomes an aruiual occurrence, ·deficit notes might also be judged for inclusion 
in the_ calculation of net tax-supported debt in future years. 
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Calculation of Net Tax-Supported Debt 

The.State's calculation of net tax-supported debt outstanding at March 31, 1991 is shown 
below: 

NET TAX0 SUPPORTED DEBT 

Outstanding as of March 31, 1991 
(dollars in millions) 

Short~Tenn Operating Debi (1) .......••. ~ .. -........ . 

General Obligation Debt 

Bonds (2) .••....••.......... · •.•....•..••••• 
Commercial Paper ......... ~ ....•........... · .•. 
Bond Anticipation Notes . . . • . . . . . . . . . . . . . . . . . . . . . 

Total . . . -. . . . . . . . . . . . . . . . . . . . . . ·. . ·. . . . . . . · 

Co11tractual Obligation Debt (3) 

Dormitory Authority (4) ......................... . 
Housing Finance Agency (5) ..................... . 

Local Government Assistance Corporation (6) • . . . . . . . . . . . 

Medical Cate Facilities Finance Agency (7) ......... · ... . 

Metropolitan Transponation Authority (8) . . . . . . . . . . . . . . . 

Triborough Bridge &: Tunnel Authority (9) . . . . . . . . . . . . . . 

Urban Development Corporation (10) ........•......... 

Total . . . . . . . . • . . . . . . . . . . . . . . . . · . . . . . . . . . . . 

Lease-Purchase Debt (3) 

Cenijicates of Panicipation (11 J . . . . . . · . . . . . . . . . . . . . . 
County of Albany-Empire State Plaza (12) . . . . . . . . . . . . . . 
Dormitory Authority-CUNY (13) . . . . . . ~ . . . . . . . . . . . . . . 
Dormitory Authority-SUNY (14) . . . . . . . . . . . . . . . . ._ . . . 

Other Office Buildings (15) . . . . . • . . . . . . . . . . . . . . . . . 

Thruway Authority (16) . . . . . . . . . . . . . ~ . . . . . . . . . . . 

Urban Development Corporation (17) . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . .. . . . . . . . . . . . . . . . .. . . . . . . . . . 

Moral Obligation Debt (3) (18) .................... . 

Other Debt (19) . -. . . . . . . . • . . . . . . . . . . . . . . . . . . . . 

Total Net Tax-Supponed Debt . . . . . . . . . . . . . . . . . .. . . . , 

7 

$4,402 
223 

__M 

$ 19 
192 

909 
450 

1,749 

449 

206 

. 655 

354 

2,107 

2,589 

11 

168 

1.485 

$4,100 

$4,649 

3,974 

7,369 

713 

_4 

$20.809 



Notes on Net Tax-Supported Debt Calculation 

(1) Repaid on March 29, 1991. 
(2) Excludes $1,081.5 million of outstanding tax and revenue anticipation notes and $236.99 mil­

lion of $404.69 million of State General Obligation Refunding Bonds dated August 1, 1986 
to advance refund an equal amount o.f general obligation bonds that are included in this 
table. Debt service on the refunding bonds will be paid from an escrow fund established 
with the proceeds of the refunding bonds until the refunded bonds are redeemed from the 
balance of the proceeds of the escrow- fund. 

(3) Payments made by the State used to pay debt service on contractual obligation, lease-pur­
chase obligations and moral obligations are subject to annual appropriations by the Legis­
lature and the availability of moneys to the State for the purposes of making such payments. 

(4) Issued to finance a library for the blind and handicapped. 
(5) Issued to finance various housing programs. 
(6) Issued to finance certain assistance payments to local governments; secured by a portion of 

certain sales and use taxes. 
(7) Issued to finance certain hospital projects; secured by service contracts providing for 

payments by the State if necessary, subject to annual -appropriations for up to 30 years. 
(8) Issued to finance transit improvements; secured by_ service contracts providing for payments 

by the State over a 35-year period. 
(9) Issued to finance construction of the New York City Convention Center. 

(10) Issued to finance construction of high technology centers at certain universities, Tell Eyck 
Plaza in Albany and the Onondaga County Convention Center. 

(11) Issued to finance the acquisition of certain equipment and facilities. 
(12) Issued to finance the State's office complex in Albany. Of this amount, $232 million relates 

to debt issued by Albany County for construction of the complex and $123 million relates 
to lease rental bonds issued by UDC to restructure debt service payments totalling $126.7. 
million in fiscal years 1989, 1990 and 1991 on the Albany County bonds. 

(13) Issued to finance capital improvements at City University of New York. Of this amount, 
$1, 753 million relates to obligations for Senior Colleges on which the State contributes funds 
that pay 100% of debt service and the remainder ($354 million, equal to 50% of the total 
of $708 million) relates to obligations for Community Colleges on which the State con­
tribu_tes funds that pay 50% and New York City pays 50% of debt service. 

(14) Issued to refund debt issued by HFA for educational facilities. 
(15) Issued to finance construction of State office buildings. 
(16) Issued to finance highway reconditioning and preservation and construction and recon­

struction. 
(17) Issued to finance correction~ facilities and state capital construction costs. 
(18) Issued by the Urban Development Corporation ("UDC") to finance housing projects. Al­

though no funds appropriated by the State and paid to UDC in recent years have been for 
administration or funding of housing programs, there are no assurances that these programs 
can remain self-sustaining in view of their past difficulties. For that reason, the Comp­
troller's Office has made a judgment that UDC debt issued (and outstanding) for housing 
programs should be included in New York's net tax-supported debt position. 

(19) Issued by Erie County to finance its convention center. The amount of debt shown in the 
table is the portion of debt for which the State contributes debt service (50% of $7 .9 
million). 

Source: -Office of the State Comptroller.· 
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Evaluation of Debt Position 

Trend in Debt Ratios 

One way in which credit analysts evaluate an issuer's debt position is by examining trends 
in debt levels .. The following graph shows the rise in net tax-supported debt over the past five 
years. For the three fiscal years ending March 31, 1989, the growth in net tax-supported debt 
averaged only 3.13 per year, largely because the Spring Borrowing decreased during that time 
from $4.3 billion to $3.1 billion; long-term net tax-supported debt increased $2.4 billion over the 
period, equal to an average annual rate of 9.03. In fiscal year 1990, the growth in debt began 
to escalate substantially, with net tax-supported debt increasing 29.99' from 3-31-89 to 3-31-90 
and 22.49' from 3-31-90 to 3-31-91. During that time, long-term net tax-supported debt rose by 
24.93 and 27.53, respectively, while the Spring Borrowing increased to $4.1 billion. 

·The largest addit_ion to long-term net tax-supported debt in fiscal year 1990 was Dormitory 
Authority debt for SUNY, totalling $1.8 billion at 3-31-90. This debt, which is supported from 
State tax receipts, was issued to refinance debt issued by HF A that was supported by tuition and 
student fees. In fiscal year 1991, the refinancing plan was completed and this item increased 
further, to $2.589 billion. 

During fiscal year 199l, the largest new item in New York's- net tax-supported debt posi­
tion was the LGAC financings to bond out the Spring Borrowing, totalling $900 million at 3-31-91. 
Because the LGAC issuances are for the purpose of lessening the State's reliance on short-term 
debt for operating purpose8, increases due to this item have not adversely affected the State's credit 
ratings. In fact, the LGAC program has, from a credit s~andpoint, more than offset the negative 
impact of the rise· in debt by addressing Moody's past concerns about. the State's high use of short­
term debt for operating purposes. This program is viewed favorably by financial analysts because 
the State will be significantly less dependent. on short-term debt for operations after the bonding 
out. The legislation creating LGAC limited the amount of operating debt that the State may issue 
in any one fiscal year to $4. 7 billion less the aggregate amount of LGAC debt outstanding (exclud­
ing bonds issued to finance the capital reserve fund and to pay costs of issuance). This limit can 
only be exceeded if the Governor, the. Temporary President of the Senate and the Speaker of the 
Assembly certify (i) that there are emergency or extraordinary factors or factors unanticipated at 
the time of adoption of the budget causing a need for the notes and (ii) the amount of notes issued 
in excess of the limit will be eliminated within three fiscal years. 

The ·rating agencies have, however, been concerned . in recent years. about the growth in 
lease purchase arid contractual ·obligation debt, which is often used to avoid obtaining voter 
approval on certain .bonding programs. The following graph breaks out the State's debt position 
into four categories: (i) general obligation debt; (ii) contractual obligation and lease purchase debt; 
(iii) moral obligation and other debt and (iv) the Spring Borrowing. As can be seen, general obli­
gation debt has risen only slightly since 1985-86, while moral obligation debt and short-term 
operating debt have fallen. Contractual obligation and lease purchase debt, however, is more than 
three times the level in 1985-86. Overall, the State's net tax-supported debt position- has increased 
67 .89' since 1985-86, while general obligation debt has risen 24.59', moral obligation debt has 
fallen 43.19', lease purchase and contractual obligation debt have risen 265.49' and the Spring 
Borrowing has fallen 4. 7 9'. Current projections show that lease purchase and contractual 
obligation debt are expected to continue to increase substantially over the next few years although 
the overall level of debt is currently projected to increase less rapidly than during the previous five 
fiscal years. In addition, the Spring Borrowing is expected to be eliminated by the 1994-95 fiscal 

·year as a result of issuance of LGAt debt. 
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NetTa·x-Supported Debt 

Billions 

1985-86 . 1986-87 1957-18 1988-89 1989-90 1990-91 1991-92 P 1992-93 P 1993-94 P 1994-95 P 199S-96 P 

•Moral ·ob & Other Doeneral Obligation ~Spring Borrowing CLlLease & Cont. Obi .. 

P = Projected. 

Although the amount of debt outstanding has increased over the past five years, the trend 
in the State's debt ratios bas been mixed during this time, due in part to the strength of the State's 
economy that somewhat offset the rise in debt. As can be seen in the following graph, prior to 
fiscal year 1990 the level of debt to personal income had been declining, while debt per capita had . 
increased moderately each year. Debt service to tax receipts ranged from 3.8% to 4.59' during 
the period. In fiscal years 1990 and 1991, all of the State's debt ratios rose substantially. 

Total net tax-supported debt is expected to rise 16.0% in 1991-92 and 4.3% in 1992-93, 
and then decrease in the last ·three fiscal. years of the current Capital Plan. Debt per capita and 
debt to personal income are forecast to follow the same pattern: in fiscal year 1991-92 . both ratios 
are expected to experience a substantial rise and in fiscal year 1992-93 debt per capita is projected 
to rise slightly and debt to personal income to level out. In fiscal years 1993-94 through 1995-96, 
debt per capita and debt to personal income are expected to decline modestly each year. Debt ser­
vice to tax receipts, however, is expected to rise during the next three fiscal years at a much great­
er rate than the other ratios largely due to. deferrals of debt service .and postponement of principal 
repayments on several authority issues during fiscal year 1990-91. , 
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Net Tax-Supported Debt Ratios 
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Over the past five fiscal years, the increue in net tu-supported debt (as adjusted for short-
. term cash .flow borrowings) has been much greater than the rise projected when this Office prepar­
ed the Debt Capac!ty and Control Analysis in fiscal year 1985-86. At that time, the State's net 
tax-supported debt position, after adjustment to include short-term operating debt,. was $12.398 bil­
lion and it was projected to rise.$1.169 billion over the period to $13.~67 billion by-March 31, 
1991. However, the State's net tax-supported debt position, after adjustment to indude short-term 
operating debt, actually rose $8.411 billion over the five year period, to $20.809 billion. 

The State's projected five-year Capital Plan in 1985-86 totalled $3.491 billion ·and consisted 
of the following: $2.255 billion of general obligation bonds, $805 million of Dormitory Authority 
issuances for CUNY Senior Colleges, $81 million for UDC issuances for university high-tech facil­
ities,. $218 million for UDC correctional facilities and $132 million of debt issued by the Dormi­
tory Authority for CUNY community colleges. The Spring Borrowing was not included in the 
State's five-year Capital Plan,· but it totalled $4.3 billion in fiscal year 1985-86. 

Actual issuances since 1986 include several financing programs that were not anticipated 
when the 1985-86 Capital Plan was developed. For instance, it was stated that debt might be 
issued for special hospital projects by the Medical Care Facilities Finance Agency although such 
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a bonding program was not certain; the State currently has outstanding $450 million for this pro­
gram. In addition, at March 31, 1986 outstanding debt issued by the Housing Finance Agency. for 
SUNY educational facilities was supported by tuition and student fees (and was therefore not in­
cluded in the net tax-supported debt calculation). All of this debt was refinanced through issuances 
by the Dormitory Authority with debt supported by State tax receipts and debt for this purpose 
totalled $2.589 billion at March 31, 1991. There were no issuances contemplated by the MTA in 

.. 1985-86 although the tax-supported portion of MTA debt increased $866 million over the period. 
In addition, issuances by LGAC were not included in the five-year Capital Plan developed in 
1985-86, but there was $909 million outstanding for that program at the end of fiscal year 
1990-91. Finally, there was projected to be only $218 million of debt issued by UDC for correc­
tional facilities during this time, but the actual increase in this debt was $1.19 billion. 

The table below compares the projections made in the 1985-86 Analysis, adjusted to include 
the Spring Borrowing, with actual results for March 31, 1991. As can be seen, the actual out­
comes were significantly higher than projections from five years ago in all cases. Contributing 
to the greater than expected rise in debt ratios was the less than expected growth in total personal 
income and General Fund Tax Receipts over the period: in 1985-86, total personal income· was 
projected to be $414.7 billion at 3·31-91, while actual personal income was $397.6 billion; and · 
General Fund Tax Receipts were projected to be $30.883 billion in fiscal year 1990-91 but were 
actually $26.118 billion, primarily as a result of income tax rate reductions. On the other band, 

· growth in population was more than projected, which helped to temper the rise in debt per capita: 
population was projected to be 17,872,000 in 1991 but actual population in 1990 was 17,990,000. 

Comparison of Projected to Actual Debt Position at March 31. 19.91 

Debt Position at March 11. 1991 
Projected 

Actual in 1985-86 

Total· Debt Outstanding 
(000,000's) 

Debt Per Capita 

Debt to Personal Income 

Debt Service to Tax Receipts 

At 3-31-86U> 

$12,398 

$697 

4.3% 

4.1% 

Comparison of New York to Industry Standards·. 

Capital Plan<O 

$13,567 

$159 

3.3% 

4.3% 

ActuaJ<l> 

$20,809 

$1~157 

5.2% 

5.1% 

Credit analysts also evaluate the State's net tax-supported debt ratios in comparison to those 
of other state issuers. New York's current net tax-supported debt ratios compare to industry 
standards for states as follows: 

<1> . Restated to. include the Spring Borrowing. 

<2> If SUNY educational facilities bonds are excluded in order to l:nake 1990-91 comparable to 1985-86, 
total net tax-supported debt outstanding on 3-31-91 would be $18,220 million, debt per capita would 
be $1,012, debt to personal income would be 4.6% and debt service to tax receipts would be 4.6%. 
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Net Tax-Supported Debt· Ratios 
At March 31, 1991 

New York 

Debt Per Capita $1, 157 

Debt to Personal Income 5 .2 % 

Debt Service to 
Tax Receipts 5.1% 

Industry Standards 
Warning 

Medians<0 Levet<2> 

$345 

2.2% 

10.0% 

New York to 
Industry Standards 

3.3SX 

2.36X 

O.SlX 

· As these ratios indicate, New York's ratio of debt per capita and debt to personal income 
are worse than the median for all states, but the level of debt service to tax receipts is within the 

·acceptable range. Based on data from Moody's regarding the debt ratios of all other states, New 
York's net tax-supported debt per capita of $1,157 ranks fifth highest and debt to personal income 
of 5.2 9' rants New York eighth. On the basis of Moody's calculation of New York's net tax­
supported debt, which differs from the State's calculation as previously mentioned; New York's 
debt per capita ranks fifth among the states at $993 and debt to personal income ranks eighth at 
4.19'. See Appendix B for information on New York's ranking among the states. 

The rise in New York's ratios has been much faster than the rise in median levels over the 
·past five years. The State's debt per capita increased 66.09' from 1985-86 to 1990-91, while the 
median increased only 25.5% during this time. More importantly, the median level of debt to per­
sonal income decreased 8.3% in the past five years, while this ratio increased 20.99' for New York. 

Moody's has characterized the· State's debt levels as •high and growing•· in recent credit 
reports. Moody's notes that the amount of pay-as-you-go financing in the State has declined sub­
stantially in recent years, to be replaced with agency and authority debt subject to annual appropri­
ation of payments. In this regard, Moody's noted in its November 12, 1991 report: 

One reason for this great influx of agency borrowing is that it has become the 
source for . nonrecurring revenues with the proceeds providing budgetary relief in 
the year of issuance but increasing debt service over the long-term. Such fi­
nancings have included refun~ings of outstanding debt to defer debt service pay­
ments and release funds from debt reserves, as well as borrowing for certain capital 
outlays previously paid from current revenues. Debt service, from both lease obli­
gations and general obligations, has been· increasing dramatically in the put few 
years, and is projected to· continue to grow further. 

In June of this year when the Spring Borrowing was issued, S&P changed the outlook on 
the State's long-term debt from ·stable• to •negative". This change was due to: •continued econ­
omic volatility, further erosion of the state's fiscal condition, and uncertainty about the state's abil­
ity to maintain balanced operations through a full fiscal year.• In a report on the State published 
on December 2, 1991, S&P noted that the State's debt burden is •manageable" but •high relative 
to other states." 

(I) Median levels for all states in ,1991, as calculated by Moody's Investors Service Inc. 
(2) Credit analysts view the 109' level as a rule-of-thumb indication of an excessive debt burden. 
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Future Needs and Resources 

This section of the Analysi_s identifies issuances of net tax-supp<>rted debt expected ·over the 
next five years ending March 31, 1996, based on information contained in the current Financial 
Projections and Capital Plan, as updated through October 1991. These issuances are then 
compared to growth in economic and demographic resources to determine the effect of. such 

·issuances on the State's debt ratios. 

Assumptions 

In order to perform this Analysis, the economic and demographic assumptions shown below 
were developed based on projections prepared by the Division of the Budget. · The growth rates 
used for population and personal income, as well as the amount of tax receipts, are taken from the 

·. Financial Projections and Capital Plan. Principal retirements and debt service payments on debt 
outstanding at September 30, 1991 are shown In Appendix C and Appendix D, respectively. 

• No growth in population during the period; 
• Gro'Yth in perso~al income averaging 4.4% per year; 
• Growth in tax receipts averaging. 4.2 % per year; 
• General obligation debt issues are assumed to have an interest rate of 7.50% 

with principal retirement schedules based on purpose of debt and ranging 
from 10 to 30 years; 

• The Spring Borrowing is assumed to be outstanding for eleven months at an 
interest rate of 5 .5 % ; 

• · Debt service on Certificates of Participation are assumed to stay at the 1991 
level throughout the period; 

• Local Government Assistance Corporation debt issues are assumed to have 
an interest rate of 8.00% with level debt service over 30 years; and 

• Repayments on other lease purchase and contractual obligation debt issu­
ances projected ill the Financial Projections and Capital Plan are not 
included due to the low retirements in the early years. 

Current Capital_ Plan 

The State is expected to issue $ ll. 8 bill ion of tax-supported debt over the next five years, 
including $3 .9 billion of debt to be issued by LGAC to "bond out" the Spring Borrowing. 
Projected issuances of net tax-supported debt through March 31, 1996 are set out in the table on 
the following page. 

It should be noted that the Capital Plan projects the heaviest debt issuances during the next 
three fiscal years. This occurs for three main reasons: (i) the level of authorized general obliga­
tion debt will decrease; (ii) the bonding program for LGAC is expected to be completed during 
fiscal year 1994; and (iii) issuances by the Thruway Authority for highway repairs and improve­
ments (see below) and by the Dormitory Authority for City University of New York programs are 
projected to end. The projected issuances in fiscal year 1994-95 are 44.3 % of the issuances 
projected for fiscal year 1991-92, after subtracting out issuances projected for LGAC. Similarly, 

· issuances projected for the last year of the Capital Plan, fiscal year 1995-96, are just 31.7% of 
the issuances projected for the ·current fiscal year, after subtracting out issuances projected for 
LGAC. Based on prior years' patterns,''as discussed earlier in this report, a drop-off in debt 
issuance during the later years of the Capital Plan does. not appear to be realistic. , 
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The Capital Plan includes issuance of $80 million of service contract bonds by the Thruway 
Authority in fiscal year 1991-92. Under the Capital Plan, the Thruway Authority would issue the 
bonds and use the proceeds for repairs to roadways. The Authority would then transfer $80 . 
million of toll and other revenues to the State's general fund in order to provide budget relief in 
fiscal year 1991-92. That program essentially uses the most recent toll increases, which were insti­
tuted in order to fund a pay-as-you-go capital. program for the Authority, to finance the State's op­
erations. The financing has been challenged by this Office in a lawsuit filed in August. As a 
result of the lawsuit, this financing might not take place. Although· it has been suggested that this 
program might be carried into future fiscal years, the official Capital Plan projections by the Divi­
sion of the Budget show this item only in fiscal year 1991-92. Moreover, the legal challenge by 
the State Comptroller's Office to the issue scheduled for fiscal year 1991-92 would indicate that 
it is not appropriate to show· financing beyond the amount included in the Capital Plan at this time. 

General Obligation 
Bonds 

Commercial Paper · 

Contractual Obligation. 
Housing Fi_nance. Agency 

Local Government Assistance Corp. 

Medical Care Facilities 
Finance Agency 

Metropolitan Transportation Authoril)'I) 

Thruway Authority 
Service Contract 
Consolidated Highway Improvements 

Urban Development 
Corporation - Universities · 

Lease-PUrchase 
Certificates of Participation 

Dormitory Authority 
SUNY Educational Facilities · 
SUNY Athletic Facility 
State Education Departllient 
Department of Health 

Thruway Authority 
Repairs&. Reconditi.oning 
Suburban Transportation 
WestWay Buyback 

Urban Development Corporation 
Correctional Facilities · 
Division for Youth 

· Environmental Facilities Corporation 
Riverbank Park 
Revolving Fund Loans 
TOTALS. 

C,yrraJl -C.OR.iltil PlQ.ll 
(dollars in millions) · 

1991-92 

$834,520 

70,000 

188,000 

1,600,000 

140,000 

155,000 

80,000 
192,000 

20,000 

105,000 

250,000 
27,000 
24,000 
10,000 

135,000 
11,000 
40,100 

150,000 
50,000 

1992-~ 1993-94 

$923,704 $712,970 

176,000 168;000 

1,600,000 700,000 

155,000 155,000 

160,000 

95,000 100,000 

IS0,000 IS0,000 

12,500 12,500 

37,300 45,700 

100,000 100,000 
30,000 

1994-95 1995-96 

$498,608 $228,618 

119,000 119,000 

155,000 ISS,000 

IOS,000 110,000 

120,000 100,000 

20,100 

100,000 100,000 

!!U!!! 

$3,199,239 

70,000 

770,000 

3,900,000 

140,000 

775,000 

80,000 
352,000 

20,000 

SIS,000 

770,000 
.27,000 
24,000 
35,000 

135,000 
114,100 
40,100 

SS0,000 
80,000 

. 51,000 Sl,000 
28.000 43.SOO 27.20() 17.QQO 115.700 

S4.1_61.439 !3.453.004 12.201.370 Sl.134.708 S 812.618 Sll.763. 139 

(I) The. current MTA capital plan. ends on December 31, .1991. The issuance$ projected in fiscal years 
1993 through 1996 are estimated by the Office of the State Comptroller to continue at current 
levels. # · 

Source: Financial Projections and Capital Plan, u adjusted through October 1991. 
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Elf ect of Capital Plan on Debt Ratios 

Under the Capital Plan, the State's total net tax-supported debt, after taking into account 
retirements of debt, is expected to rise by $3.48 billion from $20.809 billion on March 31, 1991 
to $24.289 billion on March 31, 1996, as shown below. 

Change in Net Tax-Su1uzorted Debt 
(dollars in millions) 

1991-92 . 1992-93 1993-94 1994-95 1995-96 Totals 

Outstanding $20,809 $24,133 $25,178 $24,899 $24,419 . 

Issuances 4,161 3,453 2,201 1,134 813 $11,763 
Retirements (637} (808} (880} (914} (943} (41 182} 

· Net New Debt 3,524 2,645 1,321 220 (130) 7 ,580 (I) 

Less: Change in 
· · Spring Borrowing (200} (L600} (L600l (700} (4,100) 

Outstanding $24,133 $25,178 $24,899 $24,419 $24,289 

Based on the assumptions set out above, issuances under th~ c·apital Plan are projected to 
have the following effect on the State's debt ratios at March 31, 1996. Appendix F sets out the 
year-by-year effects of ~uch issuances on the State.'s debt ratios. 

Debt Per Capita 

Debt To Personal 
Income 

Debt Service to 
Tax Receipts · 

Impact of Capital Plan On Debt Ratios 
Base Case 

Industry Standards 
New York State Moody's Warning 

1990-91 1995-96 Median<2> teveJO> 

$1,157 $1,350 $345 

5.29' 4.99' 2.29' 

5.19' 7.99' 10.09' 

Ratio of State to 
Industry Standards 
1990-91 1995-96 

3.3SX 3.91X 

2.36X 2.23X 

0.51X 0.79X 

The current Capital Plan is expected to produce a rise in net tax-supported debt of 16.79'. 
This increase would result in a rise in debt per capita to $1,350, a rise in debt to personal income 

Cl> Totals may not add due to rounding. 

<2> Median for all states in 1991, as calculated by Moody's Investors Service, Inc. 

C3> Credit analysts view the 109' level as a rule-of-thumb indication of an excessive debt burden. 
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to 4.93 and a rise in debt service to tax receipts to 7.93. The change in debt per capita repre­
sents a 16. 7 3 increase, debt to personal . income a S. 8 % decrease and debt service to tax· receipts 
a 54.93 rise. The projected increase in the debt service to tax receipts ratio would bring this ratio 
close to the 10% rule-of-thumb warning level used by credit analysts to indicate excessive debt 
levels. 

If economic projections are not met, the State's debt ratios could rise further, as shown 
below. This case assumes a population decline of 0.1 % per year, personal income growth 
averaging 2.2 % per year, or one-half the growth projected in the Five-Year Financial Projections 
and Capital Plan, and one-half the projected growth in tax receipts. Using these reduced 
performance assumptions, debt per capita would not rise significantly over the Base Case, but debt 
to personal income would be· S.5%, versus 4.9% in the Base Case, a small rise over the current 
ratio. The ratio of debt service to tax receipts would be 8.6%, versus 7.9% if the State's financial 
projections were met. The debt ratios in 1995-96 as a result of.reduced economic and financial 
growth are set out below and the year-by-year changes are shown in Appendix G. 

Impact of Capital Plan On Debt Ratios 
Reduced Economic and Financial Performance 

Proiected 3-31-96 
Reduced 

Base Case Performance 

Ratio to Industry Standards 
Reduced 

Base Case Performance 

Debt Per Capita <1> $1,350 $1,357 3.91X 3.93X 

Debt To Personal .Income <2> 4.99' 5.59' 2.23X 2.50X 

Debt Service To Tax Receipts <3> 7.99' 8.69' 0.79X 0.86X 

(1) 

(2) 

(3) 

Assuming population decline of 0.1 9' per year. 

Assuming personal income growth of one-half that projected in the Financial Projections and Capital 
Plan. . . · 

. . ~ 

AssUming- growth in tax receipts of one-half that projected in the Financial Projections and Capital 
Plan. 
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Conclusion 

The burden that New York State's debt position places on the taxpayers at the current time 
is heavier than that of most other states, with debt per capita more than three times the Moody's 
median for.~all states and debt to personal income 2.36 times the median. Both of these ratios 
place New York among the states with the highest relative debt positions. In past years, the State 
has bad a relatively low level of debt service to tax receipts, but this ratio is beginning to rise 
rapidly. In a credit report on the State, Moody's characterized New York's debt levels as "sub­
stantial" and "high" and its overall debt structure as "negative" due to the methods of borrowing 
and the heavy use of short-term debt for operating purposes. S&P has also noted that while the 
State's debt levels are "manageable," they are high in comparison to other states. 

· The State is projected to issue $11. 8 billion of net tax-supported debt during the upcoming 
five year period (ending March 31, 1996). Tbe resulting debt position of $24.3 billion would be 
a rise of 16.7% in five years, which is much less than the rise over the previous five year.s of 
67.8%. The projected change in net tax-supported debt for the five-year period 1986 through 1991 
was 9 .4 % , far below the actual increase. (Even after adjusting for the reclassification of SUNY 
educational facilities bonds, the rise in net tax-supported debt during this time was 47.0% .) As 
a result of these projected issuances, .the State's debt ratios would show a 16. 7% tise in debt per 
capita and a 5.8% decrease in debt to personal income. The largest increase would be the 54.9% 
rise in debt service to tax receipts, which is expected to occur due to heavy debt issuance ii) recent 
years and the slowdown in tax revenues. This ratio is currently forecast to exceed 8% in fiscal 
years 1992-93 through 1994~95. As this ratio approaches 10%, the rule-of-thumb warning level 
used by credit analysts, there might be concern about the high level of fixed obligations in the 
State's budget. 

The Local Government Assistance . Corporation is expected to issue $3. 9 billion over the 
next three fiscal years to complete the bonding out of the Spring Borrowing. Because this debt 
is being issµed to lessen the State's reliance on short-term debt for operating purposes, these issu­
ances are generally viewed favorably by financial analysts. However, some credit analysts have 
expressed concern about the State's reliance on deficit notes in recent years and the sharply in­
creased use of lease purchase and contractual obligation debt to provide "one-time" budgetary 
relief. 

For these reasons, the continued addition of large bonding programs could at some point 
cause negative credit implications. Therefore, new bonding proposals must be examined closely 
to determine if they can be supported· within the State's available economic and financial resources. 
In particular, the infrastructure needs of the State must be weighed against the increasing burden 
being placed on New York taxpayers. 
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Appendix A 

Moody's Calculation of New York State's_ Debt Position 

In its report on the State dated August 6, 1991, Moody's calculated the State's net 
tax-supported debt position to be $20,088.0 million<l) at June 30, 1991, as opposed to the 
State's pro-forma calculation of $21,810 million. Moody's includes several items that the 
State does not, as shown -b~low. Since the debt service on these issues are projected to be 
·serviced by non-tax revenues, such as dormitory room rentals and Medicaid payments, and 
are therefore self-supporting, the State has determined that these items are not tax­
supported debt. On the other hand, the State has determined that the Spring Borrowing 
should be included in its calculation of net tax-supported debt this year, an item wJ:iich 
Moody's does not include. 

In addition, Moody's double-counted the $243 million of certificates of part_icipation 
issued by CUNY for John Jay. The $654. 7 million shown as outstanding for certificates 
of participation in the general obligation debt section included this amount. This inclusion 
has been brought to their attention and should be corrected in the future. 

Moody's calculation of the State's debt position at June 30, 1991, after giving effect 
to subsequent issuances and refundings, is shown on· the following page together with -a 
comparison to the State's calculation. 

(1) Adjusted for mathematical errors. 



Moody's Calculation of New York State's Debt Position 
At June 30, 1991 After Giving Effect to Sltbsequent Issues and Refundings 

From the Credit Report Dated August 6, 1991 

General Obligation Bonds'1> 

General Obligation Commercial P•per BANs 
9eneral Obligation TRANs and Deficit NoteP 

Gross General Obligation Debt 

Certificates of Participation 
Gross Direct Debt 

Less: TRANs and Deficit Notes 
Net Direct Debt 

. (in millions) 

Lease Purchase and Contractual Commitments 
Lo~l Government Assistance Corporation 
MCFFA - Mental Health Services 
MCFFA - Special Hospital Project 
Dormitory Authority - Health Facilities 
Dormitory Authority - City University of New York <J> 

Dormitory Authority - SUNY Dormitory Facilities<'> 
Dormitory Authority - Library for the Blind 
Dormitory Authority - SUNY Educational Facilities''> 
Dormitory Authority - Education Department Revenue 
Dormitory Authority - Community Colleges''> 
Albany County - Empire State Plaza 
Municipalities - State Office Buildings 
New York State Thruway Authority - R&P, C&R 
MT A - Service Contract Bonds 
TBTA - New York City Convention Center 
UDC - Technology Development Centers 
UDC - Empire State Plaza 
UDC · - State Facilities 
UDC - Correctional .Facilities 
UDC - Onondaga Convention Center 
CUNY (John Jay) Certificates of Participation 
Erie County Convention Centei'I> 
Housing Finance Agency - Service Contract Obligations 

Total Lease-Purchase and Contractual Commitments 

Other Commitments: 

Urban Development CorporatiOn 

NET TAX-SUPPORTED DEBT 

Moody's 

$4,527.4 
317.2 

41981.5 
9,826.1 

654.7 
10,480.8 

4.986.0 
S,494.8 

1,468.1 
1,426.0 

450.0 
117.0 

2,461.0 
271.0 

19.0 
2,589.0 

24.0 
64.4 

244.0 
11.0 

168.1 
. 1,749.0 

449.0 
155.0 
123.0 

. 123~0 
1,485.0 

45.0 
243.0 

3.9 
191.7 

13,880.2 

713.0 

!20.088.o<9) 

~ 

$4,527.4 
317.2 

41981.S 
9,826.1 

654.7 
10,480.8 

1.086.0 
9,394.8 

1,468.1 

450.0 

2,107.0 

18.S 
2,589.0 

24.0 

231.7 
11.2 

168:1 
1,749.3 

448.9 
151.3 
122.6 
241.8 

1,480.1 
45.2 
(6) 

4.0 
191.7 

11,502.S 

713.0 

!211810.3 

Difference 

$(3.900.0l 
(3,900.0) 

1~426.0 

117.l 
354.0 
271.0 

o.s 

64.4 
12.3 
(0.2) 

0.1 
3.7 
0.4 

(118.8) 
4.9 

(0.2) 
243.0 

(0.1) 

2,377.7 

$(1.722.3) 

(I) Excludes the crossover refunding bonds issued in 1986, debt service on which will be paid from earnings on 

(2) 

(S) 

(C) 

<'> 
(6) 

(7) 

(8) 

(9) 

escrowed proceeds until refunded bonds are called. · 
$3.9 billion of ·TRANs; $1 ,081.S million of deficit notes. 
Includes City University System's senior colleges, community colleges, and consolidated revenu~ bonds. 
Excludes S3S2 million total crossover refunding bonds issued in.1984, 1986 and 1988 debt service on which 
will be paid from earnings on escrowed proceeds until refunded bonds are called. New York excludes S09' 
of New York City Community College debt as the City pays 509' of the debt service on these bonds. 
New York considers this self-supporting from dormitory revenues. 
Excludes special obligation bonds. Gives effect to Series 1990 B refunding of July 1990. 
Excludes $277 million issued for CUNY community colleges. 
Moody's double-counted this item; it is included in the COPs figure under Gross Direct Debt. 
Represents portion of debt for which state is responsible: 509' of Erie County debt service ($8.6 million). 
After adjusting for mathem•tical errors._ 
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Appendix B 

Debt Rankings Among the States 

Set -out below is New York's ranking among the states for debt per capita and debt 
to personal income, as calculated in this_ report using the definition of net tax-supported 
debt set out on page 7 of this report. This definition differs from Moody's definition of 
net tax-supported debt, as shown in Appendix A .. The data on other. states was compil~d 
by Moody's Investors Service. 

Net Tax-Supported Debt Per Capita. 

Credit Credit 
Rank~ Amount Ratings B!!!ls State Amount Ratings 

(Moody 's/s&P) (Moody's/S&P) 

1 Hawaii $1,910 Aa/AA 26 South Dakota $333 NR/NR 

2 Massachusetts . l,7S6 Baa/BBB 27 Georgia 316 Aaa/AA+ 

3 Connecticut l,S6S Aa/AA- 28 California 297 Aaa/AAA 

4 Delaware 1,297 Aa/AA+ 29 New Mexico 21S Aa/AA 

s NEW YORK l ,1S7 (I) AJA 30 Oregon 266 Aa/AA-

6 Louisiana 991 Baal/A 31 South Carolina 264 Au/AAA 

7 Washington 761 Aa/AA 32 Mississippi 234 Aa/AA-

8 Rhode· Island 721 Aa/AA- 33 Virginia 232 Aaa/AAA 

9 Kentucky 697 Aa/AA 34 Arizona 214 NR/NR 

10 Maryl~d 694 Aaa/AAA 35 Missouri 204 Aaa/AAA 

11 Alu.ta 667 Aa/AA- 36 Micbigan 199 Al/AA 

u Vermont 64S Aa/AA- 37 Texas 186 Aa/AA 

13 West Virginia 643 Al/A+ 38 North Dakota 184 Aa/AA-

14 New Jersey sso Aaa/AA+ 39 Utah 171 Aaa/AAA 

IS Illinois S2S Aal/AA+ 40 TeADeasee 101 Au/AA+ 

16 Florida 466 Aa/AA 41 Kansas 94 NR/NR 

17 New Hampshire 449 Aa/AA 42 Indiana 90 NR/NR 

18 Pennsylvania 426 ·Al/AA- 43 North Carolina 78 Au/AAA 

19 Ohio 40S Aa/AA 44 Colorado 1S NR/NR 

20 Wisconsin 403 Aa/AA 45 Oklahoma 65 Aa/AA 

21 Minnesota 394 Aa/AA+ 46 ld.aho 54 NRINR 

22 Alabama 370 Aa/Aa 47 Arkansas 46 Aa/AA 

23 Maine 365 Aal/AA+ 48 Iowa 42 NR/NR 

24 Montana · 3S9 Aa/AA- 49 Nebraska 32 NR/NR 

2S Nevada 356 Aa/AA so Wyoming 0 NR/NR 

MEDIAN $345 

(I) Moody's Calculated the State's debt per capita at $993, for a rank of Sth, which was 2.88 tmies the 
· tnedian versus 3.35 times calculated in this report. 

21 



I 

2 
3 

4 

s 
6 

7 

8 
9. 

10 
II 

12 

13 
14 
IS 

16 

17 
18 

19 

20 

21 

22 
23 
24 
2S 

t~tr:J.;~· . . ... ~··_. .. ,.... 

(''· 

Credit 
Ratings 

(Moody's/$41>) 

~Hawaii · '~.'.· 10.4~ . AA/AA 

~"0#Zri~1~~;n~~t:.=! 
r&~eaic~t · ·:~ · , '6.s Aa/AA-

r~~ntu~i& ., ,., S .8 . AaJ AA . 
~West Virginia· s~2 -. Al/A+ 

'.~EW YORK ·· S.2<0 A/A 
Washington 4.4 Aa/AA 

:.~ode Island 4.6 AaJAA-

·:Vermont 3.9 AalAA-

~Maryland 3.4 Au/AAA 

ZAlaska 3.2 Aa/AA- ·-· 

Illinois 2.7 Aal/AA+ 

~Florida 2.7 Aa/AA 

~Alabama 2.7 AalAA 

Montana · 2.S AA/AA• 

'Wisconsin 2.S Aa/AA 

•Ohio ,.::,...:.i.1- , 2.s AA/AA 

:Pennsylvania 2.4 Al/AA-

South Dakota 2.4 NRINR 

•New Jersey 2.3 "Au/AA+ 

.Maine 2.3 Aal/AA+ 

Minnesota 2.3 Aa/AA+ 

New Hampshire 2.2 Aa/AA 

"-""T•'•" 

Credit 
. Rank \.State Amount Ratings 

" )ff· •. ~:'1!jf ;~i~'fc JMoody's/S.l:P) 

26 '--'-Nevi Mexico · · ·. 2;1~ Aa/AA 

. ~· E!!~~~!f • .. ·~~ 
31 . ~-/Oregon ,.. .. J .7 . Aa/ AA-

'"32 California LS Au/AAA· 

33: Utah '·:-1:5 Au/AAA 

34 Arizona·. :i.4 NR/NR 
3S ~- ··North Dak •. " . t:3 AalAA-...... ' ' . 

36 .Virginia .1.2 Au/AAA 
37. ·-Missouri .... l.2 Au/AAA 

38 . Texas 1~2. AaJAA 
39 Michigan 1.1 Al/AA 

40 Tennessee 0.7 Au/AA+ 

41 .. Indiana 0.6 NR/NR 

42· .-Kansas 0.6 NR/N_R 
43: .'?~~oma 0.6 Aa/AA 

44 · .. _North Carolina o.s AWAAA 

4S Colorado 0.4 NR/NR 

46 Idaho 0.4 NR/NR 

47 Arkansas 0.3 AaJAA 

48 Iowa 0.3 NR/NR 

49 Nebraska 0.2 NR/NR 

so Wyoming 0.0 NR/NR 

MEDIAN 2.2CJ, 

<1> Moody's calculated the State's debt to perso~al income at 4. 7 % , for a rank of 8th, which is 2.14 
times the median versus 2.36 times calculated in this report. 
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Appendix C 

Trend in State Debt Ratios and Median Ratios 

Trend ·in New York· State Net Tax-Sugported Debt and Debt Ratios<l) 

198S~86 1986-87 1987-88 1988~89 ·1989-90 1990-91 

Net Tax-SuizJ?grted Debt 
(in OOO's) 

Long-Term Net Tax-
Supported Debt $8,098 $9,289 $9,888 $10,489 $13,104 $16,709 

Plus: Short-Term 
Operating Debt<2> 4.300 3.SOO 2.600 3.100 3.900 4.iOO 

Total Net Tax-
Supported Debt $12.398 $12.789 $12.488 S13.S89 $17.004 $20.809 

Debt Per Capita $697 $720 $701 $7S9 $947 $1,157 

Debt to Personal Income 4.3" 4.2" 3.9" 3.7" 4.3" S.2" 

Debt Service to 
Tax ·Receipts 4.1" 3.8" 4.1" . 4~s" 4.8" S.1" 

Trend. in Moody's State Median Debt. Ratios 

198S-86 1986-87 1987•88 1988-89 1989-90 1990-91 

Debt Per Capita $21S $293 $300 $339 $349 $34S 

Debt to Penonal Income 2.3" 2.3" 2.2" 2.2" 

Restated to include· the Spring Borrowing. 

There were also deficit notes outstanding in certain years, as follows: $460 million at March 31, 
.1989, $115 million at March 31, 1990 lf.lld $1,081.S .million at March 31, 1991. 
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Appendix D 

Retirements of Existi_ng Net Tax-Supp~tJed Debt 
Outstanding at September 30, 1991 

(in thousands) 

Fiscal Year Ending March 31 
1992 1993 1994 1995 1996 

General Obligation 

Bonds $381,100 $391,520 $362,120 $354,620 $341,520 

Contractual Obligation 

Dormitory Authority - Library 215 230 245 260 280 
Housing Finance Agency - Housing 790 Z,230 2,450 2,685 2,950 
Local Government Assistance Corp 27,835 29,330 30,950 32,735 
Medical Care Facilities Finance Ag 3,400 7,930 . 9,32S 9,885 
Metropolitan Transportation Authority 

1981 Service Contract Bonds 12,675 13,585 14,570 15,660 16,855 
1986-87 Service Contract Bonds 3,950 9,585 10,205 20,885 11,635 

Thruway Authority 
Consolidated Highway 6,740 7,130 7,565. 

Improvement Program 
TBTA - NYC Convention Center 13,900 15,255 16,210 17,230 18,345 
UDC - University High-Tech S,242 9,158 5,732 5,599 S,511 

~~ 

Certificates of Participation 109,089 108,107 99,767 55,592 43,155 
Dormitory Authority 

CUNY Senior 13,340 33,421 38,542 42,892 47,170 
CUNY Comm.unity Colleges (SO 770 7,518 9,103 9,708 10,915 
SUNY 14,810 52,155 56,375 59,130 63,205 
SUNY Athletic Facility 290 310 330 355 
State :Education Department 265 280 300 

Empire State PlazA 
Office of General Services 32,780 29,790 29,890 29,890 26,530 
Urban Development Corporation 

Other Office Buildings 2,735 2,725 2,515 2,0SO 1, 100 
Thruway Authority 

Highway Repairs & Recouditioni 16,970 17,940 18,980 20,100 21,300 
Urban Development Corporation 

Prisons 23,730 27,680 29,485 31,480 33,650 
Capital Purposes 2,700 2,850 3,030 3,225 

Moral Obligation 

UDC - Housing 4,775 18,995 20,340 21,795 23,365 
.. :-.· 

Other - Erie County Convention Ce 394 394 ·380. 315 381 

, 
TOTAL $63].265 $774.513 $764.394 ruo.99§ W8532 
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AppendixE 

Debt Service on Existing Net Tax-Supported Debt 
Outstanding at September 30, 1991 

(in tboUsands) 

Fiscal Year Ending March 31 
Im 1993 1994 1995 . 1996 

General Obligation 

Bonds $615,558 $710,005 $654,412 $622,918 $592,725 

Contractual Obligation 

Dormitory Authority - Library 1,498 1,508 1,526 l,505 1,507 
Hc;>USing Finance Agency - Housing 19,859 23,726 23,508 23,562 23,925 
Local Government Assistance Corp 52,853 156,989 154,528 154,447 154,354 
Medical Care Facilities Finance Ag 36,603 45,530 49,764 51,563 53,294 
Metropolitan Tl'BDSportation Authority 

1981 Service Contract Bonds 79,m 79,985 79,993 79,984 79,988 
1986-87 Service Contract Bonds 64,523 10,m 70,776 70,773 70,776 

Thruway Authority 
Consolidated Highway Improve 5,533 14,646 21,386 21,385 21,385 

TBTA - New York City Conventio 41,433 41,835 41,841 41,836 41,837 
UDC - University High-Tech 19,288 24,051 20,832 20,859 20,895 . 

Lease-Purdme 

Certificates of Participation 152,697 152,697 152,697 152,697 152,697 
Donmtory Authority 

CUNY senior 141,844 163,096 165,864 167,472 169,328 
CUNY Community Colleges (SO 24,925 28,773 28,569 28,228 28,129 
SUNY 275,982 222,656 223,819 223,200 223,346 
SUNY Athletic Facility 882 2,125 2,205 2,204 2,207• 
State Education Department 1,259 2,015 2,076 2,074 2,075 

Empire State Plaz.a 
Office of General Services 48,673 43,494 41,631 39,661 37,742 
Urban Development Corporation 

Other 
1

0ffice Ba•ildirtgs 3,288 3,134 2,851 2,197 1,162 
Thruway Alithority 

Highway Repairs & Reconditioni 27,950 21,255 27,255 .27,256 27,248 
Urban Development. Corporation 

Prisons 125,948 132,661 132,796 132,980 133,163 
. Capital Purposes 17,838 20,374 . 20,337 20,310 20,215 

Moral Obligation 

UDC - Housing 51,837 65,616 65,604 65,601 65,610 

Other - Erie County Convention Ce 630 625 m ~ 538 

TOTAL SJ,870,893 $2 033,633 $1,984 854 $1 953,268 $1,924,205 
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Appendix F 

Impact of Debt Issuances Under the Five-Year Financial Projections and Capital Plan 

. Net Ta,x-Supported Debt 
Outstanding at April 1 (000 's) 

- Issuances 
Retirements 
Net New Debt 

Less: Change in Spring Borrowing 

Net Tax-Supported Debt 
Outstanding at March 31 

Population ( 1) 

Debt Per Capita 

Total Personal Income (2) 

Debt to Personal Income 

. Base Case . .. 

1990-91 1991-92 1992-93 1993-94 1994-95 1995-96 

$20,808,896 $24,133,070 $25,177,562 $24,896,757 $24,414,688 

4,161,439 
637.265 

3,524,174 

3,453,004 
808.512 

2,644,492 

2,201,370 
882,175 

1,319,195 

1,134,708 
916,778 
217,930 

(200,000) (1,600,000) (1,600,000) (700,000) 

812,618 
944,805 

(132,187) 

$20 808 896 $24. 133 070 $25 177.562 $24 896.757 $24.414,688 $24.282.501 

17,990 17,990 17,990 17,990 17,990 17,990 

$1,157 $1,341 $1,400 $1,384 $1,357 $1,350 

$397,602 $410,723 $430,027 $451,098 $470,946 $493,081 

5.2% S.9% 5.9% S.5% S.2% 4.9% 

Debt Service (3) $1,336,442 $2,050,383 $2,359,923 $2,461,898 $2,515;347 . $2,539,221 

General Fund Tax Receipts (4) $26,118,000 $27,436,000 $28,359,000 $29,398,000 $30,549,000 $32,085,000 

Debt Service to Tax Receipts S.1% 7.5% 8.3% 8.4% 8.2% 7.9% 

(1) In thousands. AsSWileS no growth, based on the 1990 Census figure. 

(2) In billions. Assumes growth in personal income averaging 4.4 % annually, as estimated in the Financial Projections 
aod Capital Plan. Figures are based on preliminary estimate for 1990 by the Bureau of Economic Analysis 
of $397 ,602 billion . 

. (3) In thousands .. Figures for 1991-92 through 1995-96 are based on debt outstanding at 3-31-91 plus general ~ligation an 
LGAC debt expected to.be issued under the Financial Projections aod Capital Plan, as updated through October 1991. 

(4) In thousands. Cash-basis projections from the Financial Projections and Capital Plan, as updated through October 199 
Average annual growth in tax receipts from 1991to1996 equals 4.2%. 
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Appendix G 

Impact of Debt Issuances Under the Five-Year Financial Projections and Capital Plan 
Reduced Economic and Demographic Growth 

1990-91 . 1991-92 1992-93 1993-94 1994-95 1995-96 

Net Tax-Supported Debt 
Outstanding at April 1 (OOO's) $20,808;896 $24, 133,070 $25 ,177 ,562 $24,896, 757 $24,414,688 

IssuanceS 4,161,439 3,453,004 2;201,370 1,134,708 812,618 
Retirements §37.265 808.512 882.175 916.778 944.805 
Net New Debt 3,524,174 2,644,492 1,319,195 217,930 (132,187) 

Less: Change in Spring Borrowing (200,000) (1,600,000) (1,600,000) (700,000) 

Net Tax-Supported Debt 
Outstanding at March 31 $20,808,896 $24, 133,070 $25 JTI,562 $24,896,757 S24,4J4,6g8 $24 282,501 

Population (1) · 17,990 17,972 17,954 17,936 . 17,918 17,90() 

Debt Per Capita $1,157 $1,343 $1,402 $1,388 $1,363 $1,357 

Total Personal Income (2) $397,602 $404;162 $413,660 $423,795 $433,118 $443,297 

Debt to Personal Income 5.2% 6.0% 6.1 % 5.9% S.6% 5.5% 

Debt Service (3) $1,336,442 $2,0S0,383 $2,359,923 $2,461,898 $2,515,347 $2,539,221 

General Fund Tax Receipts (4) $26,118,000 $27 ,436,000 $27 ,897 ,soo $28,408,546 $28,964,676· $29,692,846 

Debt Service to Tax Receipts S.1 % 1.5% 8.5% 8.7% 8.7% 8.6% 

(1) In thousands. Assumes decline of 0.1 % per year, based on the 1990 Census figure. 

(2) In billions. Assumes one-half of the growth in personal income estimated in the Financial Projections and Capital 
Plan, which averages 2.2 % over the period. Figure,& are based on preliminary estimate for 1990 by the Bureau 
of F.conomic Analysis of $397 ,602 billion. 

(3) In thousands. Figures for 1991-92 through 1995-96 are based on debt outstanding at-3-31-91 plus general 
- obligation and LGAC debt expected to be issued under the Financial Projections and Capital Plan, as updated 

through October 1991. 

(4) In thousands. Assumes one-half the growth in tax receipts between fiscal year 1992 and 1996 as projected in the 
cash-basis projections from the Financial Projections and Capital Plan, as updated through October 1991. 
Average annual growth in tax receipts from 1991to1996 equaJs 2.6%. 
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Introduction 

During the past decade, states have taken on dramatically increased levels of responsibility. The number 
and cost of state programs in education, health and human resources, transportation, environmental 
protection and other areas is growing rapidly, putting an unprecedented strain on state coffers. 

For most states, one answer to this financial squeeze is borrowing. Departments, agencies, boards and 
state offices of all kinds are going into debt to pay for needed programs. The total state debt in 1988 reached 
$276 billion, according to The Book of the States 1990-91. While this may seem miniscule compared to the 
national deficit, its growth is of concern to state officials who have a long tradition of conservative fiscal 
policies and balanced budgets. . 

Despite the increased borrowing activity, little is known about state debt management policies. In fact, 
no comprehensive study has been made of the planning, preparation, sale and repayment of tax-exempt 
public debt for which states consider themselves responsible. Too few resources have been devoted to the 
systematic collection and analysis of comparative state data on debt management policy. As a consequence, 
the management of state borrowing remains a mysterious process, unlike other state financial activities, 
such as capital budgeting, which have been the subject of extensive, recent research. 

Recent federal attempts to limit the tax-exempt status of certain state debt instruments make it doubly 
important to bring state management policies into focus. As the states move boldly into the 1990s, taking 
the lead in new areas of public concern, their success will, in a large part, be determined by their ability 
to borrow and to manage debt wisely. 

This paper seeks to help clarify the current situation by summarizing and analyzing the results of a national 
survey, undertaken in 1988, on state debt management policies. The survey was a cooperative effort on the 
part of The Council of State Governments, the National Association of State Treasurers and the Martin 
School of Public Administration at the University of Kentucky. 

The survey was conducted in four phases. The first phase was a telephone survey of all SO states to obtain 
initial information concerning offices or agencies with debt management oversight responsibility. A second 
phase of the survey consisted of a pilot survey of eight states to test the survey instrument, particularly in 
terms of defimtions and terminology. A third phase of the survey consisted of a written questionnaire sent 
to all SO states. A fourth phase of the survey involved two rounds of telephone follow-up to all SO states 
to solicit information from nonrespondents and clarify and supplement responses, particularly to opcn­
ended survey questions. Forty-one states· responded to the mailed questionnaire, and all SO states were 
included in the telephone surveys. 

The Executive Summary that follows lists findings and emerging issues of concern to state officials that 
are discussed in more detail in subsequent sections. The comparative base data produced by this survey is 
designed to provide a reference point from which to formulate policy and process changes that can enhance 
the efficiency and accountability of state capital acquisition, debt management, and capital budgeting. 



PART ONE 
Patterns in State Debt Management Policy 

EXECUTIVE SUMMARY 

Findings: 

Finding #1: 
The task of managing the issuance and repayment 

of state debt has grown precipitous!y in size and com­
plexity over the last decade. 

Finding 111: 
Principal constraints on the formulation and im­

plementation of state debt management include state 
constitutional restrictions on borrowing, and recent 
changes in the federal tax structure. 

Finding 113: 
States typically issue a variety of different kinds 

of long-term tax-exempt debt obligations; there is, 
however, considerable disagreement among state offi­
cials regarding definitions of terms. For example, do 
lease-backed obligations constitute "long-term state 
debt?" Is there a difference between state revenue 
debt and special autholjly revenue debt? ~ 

Finding 114: 
Most states have centralized the process of struc­

turing and selling state GO and revenue debt, but 
continue to allow some or all of their special authori­
ties to handle these responsibilities themselves. 

Finding 115: 
Voters and/or legislative bodies typically authorize 

the issuance of state GO bonds; legislative bodies or 
central executive finance offices authorize the issu­
ance of state revenue bonds, rather than the agencies 
or departments issuing the debt. But in most states, 
special authorities authorize their own debt issues. 

Finding 116: 
The issuance of state GO and revenue debt is typi­

cally subjected to oversight by a variety of elected and 
appointed officials of regular state government. Most 
debt-issuing state special authorities appear to be 
relatively free from oversight other than that exer­
cised by their boards of directors. 

Finding 117: 
States can be said to tend toward either one of two 

extremes with regard to their organizational arrange­
ments for planning, preparing, selling and repaying 
long-term, tax-exempt debt obligations. 

ISSUES OF CONCERN TO 
STATE OFFICIALS 

Issues: 

Issue #1: 
How can cost savings be promoted in the prepa­

ration, sale, and repayment of public debt? 

Issue 11: 
How can state ciedit standing be protected or im­

proved at a time when credit standing seems increas­
ingly vulnerable? . 

Issue 113: 
To what extent can and should state capital plan­

ning and debt management include participation of 
local governments? 

Issue 14: 
What are the implications of the continuing search 

by states for new kinds of debt instruments? 

FINDINGS 

Finding Ill: 
The task of managing the issuance and repayment 

of state debt has grown precipitously in si:.e and com­
plexity over the last decade. 

The growth is evident in the amount of debt out­
standina, the l~ o!Jssuina activity, the type of d~ 
issued and the num&r of separate issuing entities. 
For example, the amount of debt issued by state gov­
ernments has grown by over 20l percent during the 
last decade. As shown in Figure 1, outstanding long-

FIGLl~L I 
State Lang-Term Debt Outstanding 

1977-78 & 1987-88 (in millions) 

1976-77 1987-88 

Full Faith & Credit s 42,913 s 66,758 

Nonguaranteed 44,271 197,314 

Total: s 87,184 $264,071 
Source: U.S. Bureau of the Census, 1977 Census of Governments. Com~ndium 

of Government Finances, Vol. 4, No. 2, Series GC 77(4)-S (Vhshinaton: U.S. Govern­
ment Printing Offie. 1979); Go-vernment Finances in 1986-1987, Series GF-87-5 
(Washington: U.S. Government Printing Office, 1988). 

Issued 

Retired 

Change: 

FIGLRE 2 
State Lang-Term Debt Issued & Retired 

1977-78 & 1987-88 (in millions) 

1976-77 1986-87 

$12,377 $49,782 

4,016 33,194 

s 5,392 s 16,570 
Source: U.S. Bureau of the Census, 1977 Census of Go-vernments, Com~ndium 

o/Gollt!rnment Finances, Vol. 4, No. 2, Series GC 77(4)-S (Washinaton: U.S. Govern­
ment Printing Offie, 1979); Government Finances in 1986-1987, Series GF-87-5 
(Washington: U.S. Government Printing Office, 1988). 

.~ 
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term tax-exempt state debt grew from $87 .2 billion 
in 1977 to $264.1 billion in 1987. 

Along with growth in outstanding .debt, the level 
of issuing activity increased as well. Figure 2 indicates 
that the amount of long-term state debt issued in 
1977 was $12.4 billion; in 1987, the amount of such 
debt issued was almost $50 billion. Although over 
$33 billion in state long-term debt was retired in 1987 
(as opposed to just $4 billion in 1977), the total out­
standing balance of state debt increased by $16.6 bil­
lion in 1987, over three times the 1977 increase. 

The type of state debt making up the national total 
also shifted dramatically over this period. As Figure 
1 indicates, in 1977 outstanding "full faith and credit" 
debt roughly equaled outstanding "non-guaranteed" 
debt Oong-term debt payable solely from pledged 
specific revenues). By 19~7, the amount of state non­
guaranteed debt outstanding was almost three times 
the size of total full faith and credit debt outstanding. 

Finally, the number of separate governmental en­
tities issuing and guaranteeing state long-term debt 
also increased significantly over this period. In ad­
dition to executive agencies or departments that is­
sue full faith and credit (or general obligation) debt, 
many states also allow the issuance of nonguaranteed 
(or revenue-backed) debt by regular line departments 
or agencies, educational institutions, as well as spe­
cial purpose governments known variously as au­
thorities, commissions, corporations, boards, dis­
tricts, etc. Figure 3 indicates that, over the 1977-87 
period, the number of state-level entities issuing reve­
nue-backed debt not directly guaranteed by state gov­
ernment grew from 272 to 416, a 53 percent increase. 

Such growth in the level and complexity of state 
debt issuance has occurred largely because borrow­
ing is emerging as the only realistic way for state gov­
ernments to finance many public purpose activities, 
including especially the acquisition, construction or 
renovation of public facilities. Contributing to this 
need to borrow have been various interrelated factors, 
including declining federal infrastructure assistance, 

FIGl'RE 3 
State-Level Special Purpose Governments* 

with Debt Outstanding 1977, 1987 

1977 1987 

Authority 131 213 

Commission 36 43 

Corporation 18 40 

Board 16 20 

Other .. 23 38 

Total: 224 354 
Key: 
• Exclusive of educational institutions 
•• Other names include administration, association, bank, center, company, 

cooperative, council, district, fund, hospital, pon, system, turnpike. 
Sources: Moody's Investors Service, Moody's Municipal and Government Man­

ual (New York: Moody's Investors Service, 1977); Moody's Municipal and Govern­
ment Manual (New York: Moody's Investors Service, 1987). 

statutory and constitutional limits on public taxing 
and spending, shrinking budgetary surpluses, and 
rapidly growing needs to repair, replace, and add to 
aging capital stock. As a result of these factors, levels 
of outstanding state debt have grown precipitously 
over the last decade, as have the number and types 
of problems associated with state borrowing, in­
cluding rising issuance costs and threats to credit 
standing. 

Finding #2: 
Principal constraints on the formulation and im­

plementation of state debt management include state 
constitutional restrictions on borrowing and recent 
changes in the federal tax structure. 

States face a variety of constraints on the formu­
lation and implementation of debt management. 
These are constraints over which state policy mak­
ers have relatively little control, in contrast to state 
statutes or regulations that manife~t the debt poli­
cies themselves. Constraints range from conditions 
in the capital markets, which determine the interest 
rates at which state debt may be sold, to federal regu­
lations regarding what kinds of debt states may sell 
and how they may sell it. 

All respondents cited two very different kinds of 
constraints having significant impacts on state debt 
management. The first, state constitutional restric­
tions on borrowing, vary considerably from state to 
state. They represent efforts on the part of state offi­
cials to ensure fiscal discipline in the future, and may 
reflect state or regional views of government as well 
as philosophies regarding capital formation. As con­
stitutional amendments, they are typically difficult 
to change. The second constraint, mentioned by all 
respondents, involved recent changes in the federal 
tax structure, embodied in the Tax Reform Act (TRA) 
of 1986. These changes apply to all states, and in­
clude new, stricter requirements to provide informa­
tion on public borrowing activity, limits on some debt 
financing techniques, as well as new definitions of 
what may be considered tax-exempt debt obligations 
of state and local governments. 

Constitutional limits. Figure 4 categorizes state 
constitutional limits on full faith and credit borrow­
ing by purpose, and by approval process require­
ments. The figure illustrates the variety of constitu­
tional approaches to debt limitation, and suggests 
some explanations for state borrowing behavior. For­
ty states are not limited as to borrowing purpose, but 
face a variety of limitations in the form of approval 
process requirements, including specific dollar limits 
on outstanding debt, by referenda, by extraordinary 
legislative majorities, and flexible debt limits tied to 
revenue collection, property values, etc. 

Ten states are limited in their borrowing activities 
to the financing of casual deficits or extraordinary 
expenses, and eight of these 10 also face limitations 
in the form of approval process requirements. Of 
these eight, all but one face specific dollar limits 
on the amount of debt outstanding, ranging from 
$100,000 in Nebraska to $1,000,000 in Missouri. Four 
of these states no longer actively issue full faith and 
credit debt, citing "constitutional restrictions~' In all, 
eight of the 11 states not currently issuing full faith 



and credit bonds have some kind of dollar limit on 
debt, suggesting that this variety of debt limit may 
severely constrain borrowing behavior. 

States may circumvent restrictive constitutional 
limits on full faith and credit debt by foregoing full 
faith and credit debt completely and issuing nonguar­
anteed or revenue-backed debt, as in Arizona or 
Colorado. States may also create semi-autonomous 
government corporations to issue such nonguaran­
teed debt, as is the case in Indiana and Kentucky. 
Finally, states may simply change their constitutions 
periodically. For example, Texas is restricted to casu­
al deficit borrowing, a $200,000 ceiling with no con­
stitutionally detailed avenues for authorizing addi­
tional debt. In that situation, each state bond issue 
is authorized via constitutional amendment. 

Tax Reform. All respondents also reported that 
TRA significantly changed many aspects of the tax­
exempt debt issuing process, and states have had to 
adapt their policies and procedures accordingly. 
Under TRA, all states must maintain more detailed 
records on public debt issued by government agen­
cies and must make annual reports to the U.S. Treas­
ury regarding every governmental transaction involv­
ing tax-exempt interest, including bank loans, leases 
and bond issues. New rules limiting arbitrage and ad­
vance refundings also require much more detailed 
record keeping. 

In addition to new reporting requirements, TRA 
drastically reduced the volume of public debt that 
may be issued, by instituting tests that bonds must 
meet in order to be considered tax exempt, and 
by means of a unified volume limit or cap on the 
amount of debt that may be issued in each state for 
"qualified private activity" purposes. Beginning in 
1988, Title XIII ofTRA set the volume cap for each 
state at the greater of SlSO million or SSO per capi­
ta., beginning in 1988. Categories of "private activi-

. ty" bonds subject to the cap include those for single: 
and multifamily housing, certain water facilities, 
mass commuting facilities, sewage and solid waste 
disposal facilities, certain energy utilities, hazardoas 
waste facilities, redevelopment bonds, small issue 
manufacturing and student loans. 

Vague and somewhat impractical TRA provisions 
for distributing this debt issuing capacity among 
state and local level issuers have prompted most states 
to make their own distributions via legislation or ex­
ecutive orders. States also have designated officials 
or created new offices to oversee the specifics of the 
allocation process and to make policy decisions re­
garding allocation. For example, the California Debt 
Limit Allocation Committee is responsible for allo­
cating private activity bonding capacity under the 
limit defined by TRA. A!I California localities, coun­
ties, state agencies and local development authorities 

State Constritutional Limits on 
State General Obligation Borrowing 

Limitation by Approval Process Requirements 

Voter Approval Required for Borrowing: 
Referendum 
With Legislative Approval 
Within Flexible Limits 

Extraordinary Legislative Majority 
Approval Required• 

Flexible Debt Limit:•• 
Referendum Required to Exceed Limit 
Other Conditions for Exceeding Limit 
No Additional Debt Allowed 

Dollar Limit on Debt· 
Referendum Required to Exceed Limit 
Other Conditions for Exceeding Limit 
No Additional Debt Allowed 

Simple Legislative Majority Approval 

No Borrowing Limit Specified 

Total Number of States 
Key: 
• 315 to 3/4 
• • Limits tied to revenue collection, propeny values, etc. 

Limitation By Purpose 

No Limit on Purpou 

AK, AR, NY, PA, OK 
HI, WA 
FL, NM, VA 

DE, IL, LA, MA, MN, MT 

NJ, NC,WY 

SC 
CT, GA, HI, NV, SD, UT, WI 

CA, CO, ID, KS, ME, RI 
ND,OR 
AL 

MD, NH, TN, VT 

40 

Limited to Casual Deficits or 
Extraordinary Expell#s Only 

MS 

IA, KY, MO 
OH 
AZ, NE, TX 

IN, WV 

10 
SoWttS: The Council of State GoYernmenu National SUM:)', 1988; Advisory Com­

mission on Intergovernmental Relations. Significant ttatura of Fiscal F«Jeralism, 
1988 Edition, Vol. 1 (Washington, U.S. Government Printing Office, 1988). 
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must apply to the Committee for a private activi­
ty bond allocation. The C8:lifornia ~ortga~e 
Bond and Tax Credit Allocation Committee dis­
tributes private activity mortgage bond and 
housing tax credit allocations to state and local 
agencies. 

Finding #3: 
States typically issue a variety of different kinds 

of l<J,ng-term tax-exempt debt obligations; there is 
however, considerable disagreement among state 
officials regarding definitions of terms. For example, 
do lease-backed obligations constitute "long-term 
state debt .. ? Is there a difference between state reve­
nue debt and special authority revenue debt? 

For the purposes of this survey, long-term, tax-ex­
empt debt obligations of state government were clas­
sified into the following four categories: 
•General obligation (GO) debt is backed with an un­
conditional pledge by state government of any and 
all sources of revenue - including the state's taxing 
power -..: for the repayment of the debt. 

• State revenue debt is "nonguaranteed debt" in 
the sense that it is backed solely by specific, pledged 
revenue sources (e.g., user fees, special assessments, 
limited taxes), and does not constitute an obligation 
against any other resources of government. 

• Special authority debt is issued as debt obliga­
tions of special purpose government units (which 
may be identified in state statutes as public authori­
ties, special districts, associations, boards, corpora­
tions, commissions, bond banks, etc.), rather than 
as a direct obligation of the state. Such debt may be 
backed by specific, pledged revenue sources (e.g., 
public utility user fees) or by any and all ~°:ue 
sources of the special purpose government un1t, in­
cluding tax revenues in many cases. (Such debt may 
also enjoy secondary backing by state government, 
induding moral obligation pledges to replenish defi­
ciencies in debt service reserves.) 

• Lease-backed debt is structured like revenue 
bond issues, with "certificates of participation" or 
"lease revenue 'bonds" secured by lease payments. 
The kinds of state-level government entities issuing 
this form of debt include universities, special authori­
ties and regular line agencies of state government. 
This category of debt was distinguished from tradi­
tional revenue bonds because some states do not 
recognize lease-backed obligations as state debt. 

Figure S indicates states actively issuing the vari­
ous kinds of long-term tax-exempt municipal debt. 
Thirty-nine states currently issue GO debr ..,: uaran­
teed with the "full faith and credit" of the state. Of 
the remaining 11, nine have no GO debt outstanding; 
two states, Kentucky and North Dakota, are still 
responsible for outstanding GO debt, but have made 
relatively recent decisions to stop issuing this form 
of debt. 

Currently, 34 states issue nonguaranteed revenue 
debt backed by specified revenues. This is considered 
"state debt" in the sense that it is a direct liability of 
state government, but it is not secured with any and 
all state revenues as is the case with full faith and 
credit debt. This kind of nonguaranteed debt may be 
issued as "special obligations of the state" (e.g., Ohio, 

Oregon), "departmental revenue bonds" issued by 
regular line departments of state government (e.g., 
Utah, Wyoming), "special tax revenue bonds" (e.g., 
"sales tax revenue bonds" in Illinois), or simply state 
revenue bonds secured with dedicated taxes or speci­
fied user fees (e.g., "liquor store revenue bonds" in 
Iowa). 
~. Of the 16 states reporting that they do not active­

ly issue state revenue bonds, 10 have no such debt out­
standing. Idaho, Indiana and South Dakota do not 
actively issue either state GO or state revenue debt, 
and have neither kind of debt outstanding. 

Every state but Nevada has authorized state-level 
special purpose governments to issue debt. Usually 
quasi-independent corporate entities, these entities 
are known by a variety of names, but are probably 
most familiar as public or special authorities. Occa-· 
sionally these entities enjoy the power to levy taxes 
and they may refer to debt secured with taxing pow­
er as full faith and credit or guaranteed debt. Large, 
non-taxing entities, such as the Port Authority of 
New York and New Jersey, are authorized to issue GO 
bonds in the sense that all project revenues are 
pledged to support debt service for a given issue. 

Most state level special purpose governments issue 
non-guaranteed bonds backed by specific, limited 
project revenues. These bonds may be self-supporting 
in the sense that they are not guaranteed in any way 
by state government and exist as indirect or contin­
gent liabilities of the state. However, much of this 
debt enjoys specially arranged, secondary backing 
by the state. This backing is in the form of the state's 
full faith and credit guarantee, "moral obligation" 
pledges on the part of states to insure that debt serv­
ice reserves remain at required levels, as well as oth­
er state support mechanisms such as reserve fund 
backups, lease arrangements, contractual obligations 
or dedicated taxes. 

Finally, 23 states reported using some variety of 
lease-backed financing in 1988 (e.g., "certificates of 
participation" and "lease-purchase re\lenue bonds"). 
California, New York, Ohio and Michigan appear to 
be among the most active current users of this tech­
nique. As noted above, states may not consider these 
obligations to be direct state liabilities, even· w~en 
they are issued by ~utive departments or agencies. 
For example, officials of New York State reported 
that the state does not issue revenue bonds. Standard 
& Poor's reports, however, that New York is the sec­
ond leading issuer of certificates of participation, 
most of which are sold through the State Department 
of General Services. In Arizona, the State Depart­
ment of Administration issues lease-purchase debt, 
but these financings are not subject to the sort of debt 
restrictions applied by the legislature to other kinds 
of state revenue bonds. 

In a narrow legal sense, lease-backed debt is indeed 
distinct from state GO or revenue debt. But the ulti­
mate backing for such debt typically is state general 
revenues. Most investors view such debt as another 
variety of state borrowing. 

Finding #4: 
Most states have centralized the process of struc­

turing and selling state GO and revenue debt, but 



State 

Alabama ................... . 
Alaska ..................... . 
Arizona .................... . 
Arkansas ................... . 
California ............... . .. . 

Colorado ................... . 
Connecticut ................. . 
Delaware ................... . 
Florida ..................... . 
Georgia .................... . 

Hawaii ..... . .......... . .... . 
Idaho ............... . ...... . 
Illinois ..................... . 
Indiana ..... . .......... . .... . 
l9wa ....................... . 

Kansas ..................... . 
Kentucky ........ . .......... . 
Louisiana ................... . 
Maine ..................... . 
Maryland ........ . .......... . 

Massachusetts ............... . 
Michigan· ................... . 
Minnesota .................. . 
Mississippi .................. . 
Missouri ............... .. ... . 

Montana ................... . 
Nebraska ................... . 
Nevada ..................... . 
New Hampshire ............. . 
New Jersey ........... . ...... . 

New Mexico ............ ... .. . 
New York ........ . ...... . .. . . 
North Carolina ....... . ...... . 
North Dakota ............... . 
Ohio ............. . ......... . 

Oklahoma .................. . 
Oregon ..................... . 
Pennsylvania ................ . 
Rhode Island ................ . 
South Carolina .............. . 

South Dakota ................ . 
Tennessee ................... . 
Texas .. · ..................... . 
Utah ............... . ....... . 
Vermont ........... . .. . ..... . 

Virginia .................... . 
Washington ........... . ...... . 
West Virginia . . .............. . 
Wisconsin .................. . 
Wyoming ................... . 

Total: 

l)'pes of Long-Term Tax-Exempt Municipal 
Debt Actively Issued by State Governments 

'I)'pes of Debt 

General ObUgation State Revemu S~cial Authority 

* * 
* 
* 
* * 
* * 
* 
* 

* 
* * 
* 
* * 
* 
* 
* 
* 
* 
* 
* 
* * 
* 
* * 
* 
* 
* 

* * 
* 
* 
* 
* * 
* 
39 

* * 
* * 
* * 
* 
* 
* 
* 
* * 

* * 
* 
* 
* * * * * 
* 
* * * 
* 
* 
* 

* 
* 

* 
* 
* 
* 
34 

* ·* 
* * 
* 
* * 
* * 
* 
* * 
* * 
* 
* 
* * 
* 
* 
* * * 
* * 
* * 
* 
* 
* * * 
* * 
* * 
* * 
* 
* * * 
* 
* 
* 
* 
* * 
* 
49 

Source: The Council of State Governments National Survey, 1988. 

Lease-Baclud 

* 
* 
* 

* 

* 
* 
* * 
* 
* 
* * 
* 
* 

* 

* * * * 

* 

* 

* 
* 

23 



continue to allow some oral/ of their special authori­
ties to handle these responsibilities themselves. 

The process that culminates with the sale of state 
debt is actually a series of processes, including deci­
sions regarding the use of bond proceeds (e.g., as part 
of the capital budgeting process), the authorization 
of specific proposals to issue debt, the assembly of 
a team of expert advisors (e.g., bond counsel, finan­
cial advisor, other legal advisors, accountants, audi­
tors -'and other experts), the design and structuring 
of the bond issue (decisions regarding the size, tim­
ing, nature of the debt instrument used, whether or 
not to insure the issue, etc.), selection of an under­
writer or underwriting syndicate (via negotiation or 
fonnal competition), arrangements for credit ratings, 
etc. 

The entity that structures and sells state debt may 
be different from the entity that issues the debt, in 
the sense of being responsible for paying it back. This 
is true, for example, in states where central finance 
offices structure and sell revenue debt of which state 
departments will be primarily responsible for paying 
back. 

Figure 6 classifies states according to the type of 
entity that structures and sells each of the three prin­
cipal kinds of state debt. As the figure indicates, 27 
of the 39 states actively selling GO debt do so through 

central finance offices. In Connecticut, for example., 
the Division of Debt Management in the Treasurer's 
Office structures and sells all state general obliga­
tion bonds. In Illinois, GO bonds are structured and 
sold by the Bureau of the Budget. Executive branch 
boards, commissions, or committees and their tech-

. nical staffs, sell such debt in nine states. In Alaska, 
for example, the State Bond Committee sells such 
debt. In New Mexico, the Board of Finance issues 
such debt. Three states report that the structuring 
and sale of GO debt is managed by a joint execu­
tive/legislative entity. 

Figure 6 indicates that most states follow a simi­
lar pattern with regard to the sale of ~tate revenue 
debt. In 17 of the 34 states actively selling this kind 
of debt, the sale is carried out through a central state 
finance office, such as the treasurer's office, even 
when the debt is "issued" by some other executive 
department or agency. In nine states, an executive 
branch board or commission sells such debt. Final­
ly, in eight states, the issuing agency or department 
is authorized to structure and sell their own revenue 
debt issues, suggesting a decentralized approach to 
at least these aspects of debt management. 

Only a handful of states maintain control over the 
structuring and sale of debt for which special pur­
pose governments (such as authorities, districts, 

States Classified According to 1)'pes of Entities 
With Principal Roles in Structuring and Selling State Debt 

Type of Authorizing Entity 

Central Executive 
Branch Finance Office 

Executive Branch 
Commission, Authority 
or Board 

Joint Legislative/Executive 
Commission or Board 

Individual Departments, 
Agencies or Authorities 

. t 

State Cdneral 
Obligation Debt 

(J9 states) 

AL, AR, CA, CT, 
DE, HI, IL, ME, 
MD, MA, Ml, MN, 
MS, MT, NV, NH, 
NJ, NY, NC, OK, 
0 R, PA, RI, SC, 
UT, VT, WI 

AK, FL, MO, NM, 
OH, TX, VA, WA, 
WV 

GA, LA, TN 

Source: The Council of State Governments National Survey, 1988. 

1)'pe of Debt Issued 

State Revenue 
Debt 

(34 states) 

AR, CA, HI, IL, 
KY, MS, MT, NV, 
NH, NJ, NC, OR, 
RI, SC, UT, WI, 
WY 

AK, FL, KS, MO, 
NE, NM, TX, VA, 
WV 

AS, CO, CT, IA, 
MA, Ml, ND, OH 

Special Authority 
Revenue Debt 

(49 states) 

NY, NC, OR 

KS 

GA,TN 

AL, AK, AZ, AR, 
CA, CO, CT, DE, 
FL, HI, ID, IL, 
IN, IA, LA, ME, 
ND, MA, Ml, MN, 
MS, MO, MT, NE, 
NH, NJ, NM, NY, 
ND, OH, OK, PA 
RI, SC, SD, TX, 
UT, VT, VA, WA, 
WV, WI, WY 



boards, etc.) are primarily responsible. The Kentuc­
ky Office of Investment and Debt Management, in 
the State Finance Cabinet, sells all bond issues for­
mally issued by state authorities. The North Caroli­
na Treasurer's Office sells debt in the names of state 
authorities. In 43 states, these entities structure.and 
sell their own debt obligations without involvement 
by central state finance offices, executive branch 
boards or commissions, or joint executive/legislative 
boards. This highly decentralized approach to the 
sale of these kinds of bonds is consistent with general 
lack of direct supervision of the financing activities 
of these entities, described in more detail below. 

Figure 3 (see page 2) categorizes by name the state­
level special purpose governments with outstanding 
debt in 1977 and 1987. As the figure indicates, the 
vast majority of these entities are known as authori­
ties, but these names rarely reflect accurately fun­
damental differences betw~n entities. Figure 3 does 
illustrate, however, the growth in the number of all 
of these semi-autonomous debt issuing entities at the 
state level. From 1977 to 1987 the total number of 
these entities increased by 130 or 58.3 percent. 

Finding #5: 
Voters and/or legislative bodies typically authorize 

the issuance of state GO bonds,· legislative bodies or 
central executive finance offices authorize the issu­
ance of state revenue bonds. rather than the agencies 
or departments issuing the debt. But in most states, 
special authorities authorize their own debt issues. 

The authorization of specific state debt issues is 
a distinct step in the process that culminates with the 
sale of a bond issue. But the governmental entity 
authorizing the sale may or may not be distinct from 
the entity that structures and sells the debt or the en­
tity that formally issues the debt, in the sense of be­
ing responsible for repayment. The constitutional 
restrictions on the issuance of GO debt, listed in Fig­
ure 4 (see page 3), require that in 20 states the legis­
lature or the general electorate must authorize GO 
bond sales. In other cases, and with regard to other 
kinds of debt, states have established a variety of 
statutory or procedural measures for the authoriza­
tion of debt issues. Figure 7 indicates the results of 
those efforts; respondents were asked to name the 
entity with primary responsibility for authorizing 

FIGl'RE 7 
States Classified According to Types of Entities 

With Principal Roles in Authorizing Specific State Bond Issues 

'l)'pe of Authorizing Entity 

Central Executive 
Branch Finance Office 

Executive Branch 
Commission, Authority 
or Board 
Joint Legislative/Executive 
Commission or Board 

Legislative Majority 

Electorate (referendum) 

Individual Departments, 
Agencies or Authorities 

Stale ~neral 
ObUtation Debt 

(39 stales) 

MS 

CT.SC 

DE, GA, HI, IL, 
LA, MD, MA, MN, 
MO, MT, NH, NC, 

AL, AK, AR, CA, 
FL, ME,, Ml, NV, 
NJ, NM, NY, OH, 
OK, OR, PA, TX, 
V~ WA, WV 

Source: The Council of State Governments National Survey, 1988. 

'l)'pe of Debt luued 

State Rnenue 
Debt 

(34 states) 

AR, CO, NH, NJ, 
NC, OR, RI, WY 

AZ, FL, MA, Ml, 
MS, NM, TX, VA 

SC 

AK, CA, CT, HI, 
IL, IA, KS, KY, 
MO, MT, NE, NV, 
RI, UT, VT, .TN 

OH 

S~cial Authority 
Revenue Debt 

(49 states) 

KY, NC, OR, 

DE, MS, NM 

LA, SC, TN 

AL, CA, GA, HI, 
ID, KS, ND, WV 

ND, WV, WI 
WI 

AK, AZ, AR, CO, 
CT, FL, IL, IN, 
IA, ME, MD, MA, 
Ml, MN, MO, MT, 
NE, NH, NJ, NY, 
OH, OK, PA, RI, 
SD, TX, UT, VT, 
VA, WA, WI, WY 

J 
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specific debt issues of the various kinds discus~ed 
above. · 

In states whose constitutions designate such an en­
tity (the legislature or the electorate), rather than 
specific debt limits (dollar amounts or flexible lim­
its), that entity is identified in Figure 7. For exam­
ple, 10 state constitutions require voters to approve 
GO bond issue$ via the referenda process. Figure 7 
indi~tes that nine additional states have added statu­
torf requirements for voter approval. Similarly, 12 
state constitutions require that a legislative majori­
ty authorize GO bond issues. Figure 7 indicates that 
five additional states have added statutory require­
ments for formal legislative approval. In a number 
of states, such as New Hampshire, New· York and 
West Virginia, the legislatures have also established 
limits on GO debt. 

In states whose constitutions restrict state GO debt 
through specific limits (e.g., dollar limit~ on outstand­
ing debt or flexible debt limits), statutes must desig­
nate entities :that will authorize the sale of specific 
issues. For GO debt, this authorization often involves 
calculation of the state's current debt position rela­
tive to such limits. Such authorization may come 
from the legislature or from a variety of other 
sources, as indicated in Figure 7. · 

Finally, for state revenue debt and special authority 
debt - not ·typically addressed by constitutional 
limits - statutes may or may not erect some kind of 
authorization process. Legislative approval is required 
in 16 of the 34 states issuing state revenue debt. In 
32 states, special authorities authorize their own debt 
issues. (In some states, such as· California and New 
York, the complexity of authorization arrangements 
defies simple.categorization; Figure 7 incorporates 
judgments of respondents with regard to.the most 
appropriate classificatfon of their states.) 

Most respondents in these states noted that this 
debt is not considered a direct liability of state gov­
ernment, and therefore is not a matter of immediate 
state concern. In addition, the elected or appointed 
governing boards of these kinds of entities must ap­
prove bond issues. In a number of states, regular state 
officials are ex officio members of these boards. 

Finding #6: 
· The issuance of state GO and revenue debt is typi­
cally su.bjected to oversight by a variety of elected and 
appointed officials of regular state government. Most 
debt-issuing state special authorities appear to be 
relatively free from oversight. other than that exer­
cised by their boards of directors. 

For the purposes of this survey, oversight was de­
fined to include a broader range of responsibilities 
than are exercised in the authorization of specific 
debt issues. In this sense, oversight ranges from the 
periodic calculation of outstanding debt totals, to the 
on-going, direct revie\li and approval of capital con­
struction plans and operating budgets. The oversight 
of debt issuing activities varies with the type of debt 
issued, as well as the measures in place for approv­
ing, structuring and selling debt. Officials charged 
with oversight responsibilities may or may not be the 
same people who approve specific debt issues. 

With regard to state GO debt, oversight is gener­
ally exercised as part of the management responsi­
bilities of regular state government executives. Often, 
the entities that approve specific debt issues also 
monitor debt totals and collect other kinds of infor­
mation, especially in the case of special boards or 
commissions. Examples of entities that oversee GO 
debt issuing activities include the Connecticut State 
Bond Commission, the Texas Bond Review Board 
and the Washington State Finance Commission. In 
states where legislative bodies play principal roles in 
approving debt issues, special legislative offices or: 
commisSions may collect and analyze information on 
state GO borrowing activities. Examples are the 
Maryland legislative Department of Fiscal Services 
and the Joint Economic and Fiscal Commission of 
th.e Illinois legislature. 

The issuance of nonguaranteed debt by regular 
state agencies and departments is also subject to the 
oversight activities of regular state government offi­
cials as part of their normal management responsi­
bilities. In states such as Nevada, New Hampshire 
and Oregon, where such debt is issued by a central 
state office, that office normally collects debt-related 
information, calculates debt limits, etc. In North Caro­
lina, most departments rely on the Treasurer's Office 
to structure and sell debt. The Treasurer and the leg­
islature maintain information on these kinds of debt 
issuing activities and the Treasurer must approve 
capital plans. 

In states such as Ohio, Colorado and Iowa, where 
departments structure and sell their own revenue 
bonds, the issuing entities generally maintain infor­
mation on borrowing. In Colorado, for example, the 
Department of Education authorizes its own capi­
tal plan and bond issue, maintains all records on debt 
and calculates its own debt capacity. 

The concept of oversight is most meaningful in 
connection with the activities of quasi-independent 
authorities, boards and other special purpose gov­
ernments that operate outside of the regular, execu­
tive branch structure of state government. The prin­
cipal means of overseeing the activities of these en­
tities is through appointments to the boards of trus­
tees (bodies that also authorize specific bond issues 
in 32 states, as noted above). Typically such appoint­
ments are made by the governor, or are ex officio in 
nature. In California, Maine, Massachusetts, Penn­
sylvania and Vermont, for example, the State Treas­
urer sits on the boards of all special purpose govern­
ments issuing debt. In Maine, Missouri, New York 
and many other states, the Governor appoints the 
trustees of each state's authority. 

A second means of overiight involves formal re­
quirements for regular reporting by these entities. For 
example, Arizona's Salt River Power District sets its 
own debt limits and structures. its own bond issues, 

-. but is required to report amounts of its outstanding 
debt to the Department of Revenue. Authorities in 
Hawaii must report on a regular basis to the State 
Director of Finance, the legislature and the.Gover­
nor regarding their bond market activity. Authori­
ties in Rhode Island must report all bond issuing 



activity on a regular basis to the State Public Finance 
Board. · 

A third means of oversight involves direct controls 
over their actions in the form of specific review and 
approval powers eKen:ised by officials of regular state 
governments. For example, the State Treasu~rs in 
Delaware, Oregon and Nonh Carolina must approve 
capital plans of issuing authorities in those states. 
The Kentu{:ky Office of Investment and Debt Man­
agement reviews and approves all authority capital 
projects, and manages debt service payments. The 
Governors of New York and New Jersey may veto the 
board minutes (Cind thus any and all board minutes) 
of certain authorities in those states, thus affording . 
them a powerful, but rarely used, form of oversight. 

Most state authorities, commi$Sions, districts. etc., 
appear to be relatively free from oversight. For ex­
ample, the Arkansas Development Finance Authori­
ty maintains its own information on debt issues, and 
is not required to report information to state officials. 
Similarly, Colorado's authorities are not subject to . 
formal reporting requirements, and are not super­
vised by any state office. The same is true of special 
purpose governments in Idaho, Connecticut, Dela­
ware, Montana, Nebraska, Ohio and a number of 
other states. 

Finding #7: 
States can be said to tend toward either one of two 

extremes with regard to their organizational arrange­
ments for planning, preparing, selling and repaying 
long-term, tax-exempt debt obligations. 

The first extreme is a highly centralized, integrat­
ed management approach, represented by Kentucky, 
Michigan and Virginia, which maximizes state over­
sight and control. The second extreme is a highly de­
ce_ntralized approach, represented by Connecticut, 
Ohio and Massachusetts, which encourages more 
self-regulation on the part of state debt issuing enti­
ties. 

Kentucky. Kentucky represents one of the most 
highly integrated approaches to debt management in 
the sample. The state no longer actively issues GO 
bonds. Instead, it issues lease revenue debt of vari .. 
ous kinds, under carefully controlled conditions. 
State revenue bonds are issued by the Kentucky State 
Office of Investment and Debt Management (OIOM) 
on behalf of the State Property and Building Com­
mission. OIDM also issues bonds on behalf of the 
several authorities authorized by the legislature to sell 
revenue debt. The directing board of each authority 
initially determines the need for such debt. OIDM 
evaluates the need for the project, carries out all ac­
tivities of the issuance process and reports to the 
General Assembly regarding these debt issuing ac­
tivities. 

Virginia. The Treasury Board issues all general ob.;. 
ligation debt as well as the debt of state higher edu­
cation institutions. The Board also approves the 
terms and structure of revenue bonds issued by all 
state agencies receiving general fund appropriations. 
Revenue bonds issued by four state authorities are 
reviewed by the Board, and the Division of Debt 
Management of the Treasurer's Office performs staff 
services for those authorities. The State Treasurer is 

a board member of all nine state authorities that is.­
sue tax exempt debt. 

Michigan. All general obligation debt of the state 
is reviewed by the State Administrative Board~ and 
is issued by the Cash and Debt Management Divi­
sion of the Treasurer's Office. The State Administra­
tive Board also reviews all revenue bond debt issued 
by state agencies. These agencies hire their own con­
sultants to work on their financing and manage in­
vestment of proceeds. 

For some Michigan state authorities, the proce­
dures for review and issuance of revenue bonds are 

. similar to those for state agencies. Some authorities 
report directly to other state agencies, such as the 
Commerce Department. Finally, some authorities act 
independentiy of all other state agencies or depan­
ments. The State Treasurer serve$ as board member 
for most authorities that issue bonds. 

Connecticut. Connecticut illustrates a more decen­
tralized approach to debt management policy. Like 
most states surveyed, Connecticut requites central­
ized review and approval of state GO and revenue 
bonds, but requires no centralized state review and 
approval of public authority debt. financings - for 
which the state does not consider itself liable. One 
measure of control is provided, however, by using ex 
officio members on the boards of issuing authorities. 
The State Treasurer sits on the boards of most issu­
ing authorities. Also, the Secretary of the Office of 
Policy and ManagelJ.lent, an executive agency, sits on 
the boards of all state authorities. 

Ohio. Ohio's GO debt is reviewed and mued by the 
Commissioners of Sinking Funds. these officials in­
clude the Governor, Attorney General, State Audi­
tor and State Treasurer. However, no formal revie\V 
exists either for state revenue bonds or for revenue 
bonds issued by state public authorities, although the 
State Treasurer sits on the board of several of these 

· entities. The authorities coordinate. all aspects of 
their revenue bond issues and hire outside consul­
tants as necessary. 

Massachusetts. Review of GO debt in Massachu­
setts is performed by the Finance· Advisory Board 
(FAB). State agencies that issue revenue bonds not 
guaranteed by the state do not submit proposals to 
the FAB, but coordinate their own debt issues. Public 
authorities that issue non~guaranteed revenue bonds 
carry out financings using their own staff and out­
side consultants. One measure of control is provid- . 
ed by debt limits imposed on each authority by its 
enabling legislation. 

EMERGING ISSUES OF CONCERN 
10 STATE OFFICIALS 

In telephone responses to open-ended follow-up 
questions survey respondents were asked to identify 
one or two issues of growing importance in the for­
IJlUlation and implementation of debt management 
policy in their states. The following discussion covers 
a selection of typical responses. 

Issue #1: 
How can cost savings be promoted in the prepa­

ration, sale and repayment of public debt? 

9-
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This issue grows with importance during periods 
of rising or uncertain interest rates, and a~ states face 
more restrictions on the kinds of debt they may is- · 

. sue in tax-exempt form. One example of a procedure 
used by some states for controlling debi issu311ce 
costs involves coordinating the size and timing of 
different kinds of issues originating within the state. 
If large state and local issues are sold simultaneous­
ly, issuers may be forced to pay interest penalties. 
N~York State deals with this potential problem 
with its Securities Coordinating Committee, a body 
that schedules the issuance of state debt in a coordi-

. nated fashion. 

Issue #2: 
How can state credit standing be protected or im­

proved at a time when credit standing seems increas­
ingly vulnerable? 

In the short term, credit protection helps guard 
against interest penalties associated with debt issues 
of questionable credit worthiness. In the long term, 

. it helps guarantee the state continued access to the 
credit markets for appropriate public purposes. A 
complicating factor in the protection by states of 
their credit standings has been the dramatic shift in 
public borrowing from GO debt, over which states 
typically have direct control, to various kinds of non­
guaranteed or revenue debt, over which states may 
not have direct control. 

Technically, the debt issued by these entities may 
be only a contingent liability of the state, but the 
state's credit rating may nevertheless be threatened 
if the issuer defaults. In such cases, the investment 
community may perceive that the state is informally 
obligated to arrange or sponsor a "bailout!' Such a 
perception was an important factor in New York's ef­
forts to rescue the New York State Urban Develop­
ment Corporation (UDC) after it defaulted on shon­
term debt in 1975, although the state's "moral obli­
gation" support was pledged to UDC's long-term 
bonds rather than its short-term securities. 

Survey responses indicated that over the last 10 
years, a number of states have become concerned 
about the effects of special authority borrowing on 
state credit standings. Over that period, at least nine 
states undenook reviews and reforms of debt man­
agement policy for the purposes of enhancing pro- · 
tection of the state's credit standing. These states in­
clude New York, California, Illinois, Michigan, Ken­
tucky, Wisconsin, Oregon, Maryland and Vermont. 
In each of these cas~ state liability for nonguaran­
teed state revenue debt and the debt of special pur­
pose governments came under careful study. 

Issue #3: 
To what extent can and should state capital plan-

.... {.~. 

ning and debt management include participation of 
local governments? 

Another issue identified by some respondents af­
fecting the formulation and implementation of debt 
management policy concerns the extent to which a 
state should involve itself in the debt issuing activi­
ties of governments operating within its boundaries, 
regardless of potential danger to the state's credit 
standing. In other words, policy makers in these 
states recognize a growing need to develop compre­
hensive, coordinated efforts for capital planning, 
budgeting and financing involving all government 
units within each state's boundaries. This need may 
be recognized as most critical in states, facing a com­
bination of resource scarcity, growing demands for 
government goods and services, and severe limits on 
debt issuance activities, in the form of constitutional · 
restrictions, federal tax restrictions, or already large 
amounts of outstanding debt. 

Issue #4: 
What tire the implications of the continuing search 

by states for new kinds qf debt instruments? 
Finally, the rapidly growing popularity of lease­

backed financing is evidence of the continuing efton 
by state and local issuers to identify and make use of 
neW kinds of debt instruments. Lease financing was 
originally used to circumvent restrictions on the is­
suance of GO bonds, and the need for voter approval 
of such borrowing. These continue to be major rea­
sons for the use of this imancing technique, but such 
debt has become widely used for a variety of pur­
poses, raising additional questions concerning how 
such bond issues should be authorized, sold and 
monitored. 

CONCWSION 

There have been few attempts to carry out broad 
studies of basic state debt management policies, us:. 
ing comparative state data, largely because of the 
complex.and highly diverse nature of existing poli­
cies. But this lack of research has meant, among 
other things, that policy makers and their staffs have 
had little guidance as they attempt to. adjust policies 
and practices to meet their states' changing capital 
fmancing needs, as well as the evolving legal and pro­
cedural requirements associated with the capital mar­
kets. themselves. 
. This study offers a "baseline'' assessment of state 

debt management policies. With such information, 
researchers and analysts should be better able to de­
sign future studies focusing on the impacts of exist­
ing policies, and provide state officials with informa­
tion useful in improving state approaches to the plan~ 
ning, preparation, sale and repayment of tax-exempt 
public debt. · 
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Debt Management Profiles of the 50 States 

ALABAMA 
GO ·Bonds: Alabama GO bonds are constitution­

ally limited to a specific dollar amount and require 
a public vote (a constitutional amendment) and ap­
proval by the legislature before they can be issued. 
These bond· issues are rarely issued due to the in­
volved process. If they are issued, the li"easurer's 
Office handles the bonding process, i.e. stnicturing 
and issuing the bonds. 

State ~enue Bonds: Alabama does not issue any 
revenue bonds directly in its own name. All revenue 
bonds are sold by authorities .. 

Authority Revenue Bonds: F.ach authority must be 
created by the legislature and each issue must be ap­
proved by the legislature. The Governor "controls" 
each of the authorities by having at least one mem­
ber of his cabinet on the board. Once the issue$ are 
approved, the authorities structure and sell each of 
their own bonds, with the aid of the executive bond 
counsel advisor. The Treasurer's office collects and 
records information for all authoritie5, except the 
Housing Authority; and acts as paying agent for the 
issues. 

ALASKA 
GO Bonds: All GO bonds are issued in the name 

of the State of Alaska by the State Bond Commit­
tee. This is composed of three cabinet members with 
staff assistance from tbe Treasury Department, De­
panment of Reve_nue. The GO issues require voter 
and legislative approval. The Department of Reve­
nue collects information on debt activity and main­
tains all records. 

· State Revenue Bonds: The same basic process ap­
plies to the sale of revenue bonds issued in the state's 
name. The legislature approves these issues. 

Authority Revenue Bonds: State authorities have 
legal and managerial independence. Each of the 
authorities has an oversight board composed of offi­
cials appointed by the Governor. There is no central 
office that collects data for the authorities. Authori­
ties approach the issuance of bonds in different ways. 
In general, however, the iauance of bonds is indepen­
dent from oversight by any office of the state, exclud­
ing an annual debt report produced by the Depart­
ment of Revenue, which Includes authority bond 
activity. 

ARIZONA 
GO Bonds: Arizona does not actively issue GO 

debt. 
State Revenue Bonds: The University system and 

the Department of Transportation issue revenue 
bonds, backed by fuel and sales taxes. The legislature 
sets debt limits for the Department of Transporta-

tion, but the approval of the debt is by the Highway 
Commission. The Board of Regents sets debt limits 
and approves issues for the University system. The 
Department of Revenue collects information on the 
outstanding debt of these agencies, along with the 
revenue debt of municipal issuers. Lease purchase 
agreements are not subject to the sarne criteria as the 
revenue debt. Lease purchases are carried out by the 
Department of Administration, are not viewed as 
debt outstanding by the state .and are not backed by 
the full faith and credit of the state. 

Authority Revenue Bonds: The Power Authority 
was created by the legislature to issue debt (i.e. the · 
Hoover Dam Project). The authority sets its own out­
standing debt limits and structures and issues its own 
bonds. It is not subject to review by any government 
entity, but is required to report debt outstanding to 
the Department of Revenue. 

ARKANSAS 
GO Bonds: Arkansas issues very little GO debt. 

This operation is carried out by the Treasurer's Of­
fice. AU debt is authorized by voter referendum. The 
'lieasurer's Office calculates and morutors debt limits 
and oversees the structuring, issuing and reporting 
of information regarding the debt. 

State Revenue Bonds: The 1i'easurer's Office has 
the same responsibilities for revenue debt as with the 
GO debt. Very little revenue debt is issued in the name 
of the state. The Treasurer's Office calculates and· 
monitors debt limits. 

Authority Revenue Bondr The Arkansas Develop­
ment Finance Authority (ADFA) issues most of the 
debt in the state. Issues are sold for economic de­
velopment, housing development and government 
projects of other types. The Treasurer's Offices cal­
culates and monitors debt limits, but after this step 
the authority is completely on its own. There is no 
outside authorization for specific· issues and no out­
side approval of the capital plans of the authority. 
The ADFA coordinates the issuing process, arranges 
for bond counsel and credit ratings, etc., issues the 
debt and maintain5 records~ The ADFA is not re­
quired to repon any information to any state official. 
The ADFA maintains all records and information on 
the debt issue. 

CALIFORNIA 
GO Bonds: Voters approve GO debt issues. The 

management and oversight of debt issues falls to the 
Depanment of Treasury. The Office of liust Services 
is trustee and paying agent for all general obligation 
bonds .. The California Debt Advisory Commission 
serves as a center for information on public debt is­
suance. The Commission collects and analyzes infor-
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mation on the issuance of debt by public agencies 
and provides technical assistance concerning the is­
sue. This includes all local GO issues. The Treasurer 
serves as chairman of all related sub-committees. 

State Revenue Bonds: The same issu.ance proce­
dures apply to the sale of state revenue bonds. The 
legislature approves the issuance oCstate revenue 
bonds. · 

Authority Revenue Bonds: There are a series of 
special . authorities within the state with oversight 
responsibilities for allocation of revenue or conduit 
!'evenue sales. These authorities only report the 
amount of debt and other related information to 
the Debt Advisory Commission. The legislature ap­
proves .each bond program and specifies an admin­
i~tering agency to sell the bonds. The finance com­
mittee or financing authority approves the amount 
of the sale and works with the lfust Sel'Vices Divi­
sion of the Treasury to schedule and sell the bonds. 
No other office is directly responsible for oversight 
ofthese authorities. The Governor or Director of Fi­
nance, the State Comptroller and a member from the 
specific area serve on the authorities' boards. 

COLORADO. 

GO Bonds: Colorado does not actively issue GO 
bonds. 

State Revenue Bonds: The Department of Educa­
tion bas legal authority to issues revenue bonds in its 

. own name. The Department of Education authorizes 
each bond and capital plan, coordinates the credit 
rating process, issues the bonds and maintains all 
records. The Department ·also calculates the debt ca­
pacity. 

Authority Revenue Bonds: State authorities han,. 
die all aspects of ihe bonding process independent­
ly, including authorization of the bonds and capital 
plans. Each authority is controlled by a governing 
board, made up of officials appointed by the Gover­
nor. There is no formal reporting mechanism and no 
direct overs•ght by any state office. 

CONNECTICUT 

GO Bondr GO debt is limited by the amount of 
tax receipts during the previous year. The issuance of 
GO bonds is coordinated by the Division of Debt 
Management in the 'Ii'easurer's Office. Oversight is 
performed by the State Bond Commission composed 
of the Governor, li'easwer, Attorney General, Comp­
troller, Conunissioner of Public Works, Secretary of 
Office of Policy Management and four members of 
the state legislature. The Division of Debt Manage­
ment structures the bond sale, prepares the official 
statement, reviews the documents and sells the bonds. 

State Revenue Bonds: The only state agency that 
issues revenue bonds is the Department of Trans­
portation, subject to approval by the· Treasurer's 
Office. The issue is carried out by the Treasurer's 
Office and labeled a "special tax obligation bond:' 
payable from motor fuel taxes, motor vehicle receipts 
and license permits and fees. All processes related to 
the structuring, financing and sale of the bond are 

carried out by the Division of Debt Management in 
the Treasurer's Office. The state is directly responsi­
ble for the debt. The DOT is responsible to the Treas­
urers' Office and does not report to anY special board 

. for bond issuance. 
Authority Revenue Bonds: Bond authorization is 

tl~e responsibility of individual authorities, who also 
structure and sell their bonds. The state recognizes 
some contingent liability, but is not directly liable for 
debt. The authorities that issue bonds are Housing 
Finance Authority, Development Authority, Higher 
Education and Supplemental loan Authority, Re­
source Recovery Authority and Southeastern Con­
necti<:ut Water Authority. The issues are coordinat­
ed entirely by each authority and oversight. results 
from the membership Qf either the li'easurer or · 
Secretary of Office of Policy Management on each 
of the authority boards. 

DELAWARE 

GO Bonds: The legislature approves GO debt is­
sues; executive branch issues, structure and sell the 
debt. 

State Revenue Bonds: Delaware does not actively 
issue any revenue bonds, either through regular de­
partments or state agencies. 

Authority Revenue Bonds: The executive branch 
(bond issuing officers made up of the Governor, 
Treasurer, Secretary of State and Secretary of Fi­
nance} approves the capital plan of the issuing enti­
ty, the amount of the issue, type of bond structure 

, and prospectus of the bond issue. It then signs over 
all other operations directly to the issuing authori­
ty. The authority coordinates the issuing process, ar­
ranges for bond counsel and credit ratings. Each 
authority issues its own debt. There is no mandato­
ry reporting requirements on the part of the authori­
ty. The bonds of the authorities do not carry any le­
gal backing or guarantee by the state. 

FIDRIDA 
GO Bonds: Voter approval is required for GO 

bond issue. The Division of Bond Finance, governed 
by the Governor and other elected officials, is a cen­
tralized debt management staff authorized to sell all 
GO bonds of the state agencies and local govern­
ments. This division was established by the legisla­
ture and provides all fiscal, legal and marketing ser­
vices for the state agencies and local governments. 
The State Board of Administration, another consti­
tutionally required office within the executive branch, 
acts as trustee to the bond issues. 

State Revenue Bonds: The same issuance proce­
dures apply to revenue bonds for the state. The leg-
islature approves these bonds. · 

Authority Revenue Bonds: The Division of Bond 
Finance is responsible for issuing the state's express­
way authority bonds only. No other special authori­
ties repon to the Division of Bond Finance. The oth­
er state authorities structure and issue their own 
·bonds. 



GEORGIA 
GO Bonds: GO debt is limited by the amount of -

revenue receipts in the previous year and must be ap­
proved by the legislature. The Governor must ap­
prove all capital plans. The process is carried out by 
the State Finance and Investment Commission. 
- State Revenue Bonds: Revenue bonds are not ac­
tively issued by Georgia. No state agency or depart­
ment issues revenue bonds. 

Authority Rever.ue Bonds: Authority debt backed 
by direct guarantees by the state must be approved 
by t~e legislature. The authorities are advised by 
the Financing and Investment Commission and the 
bonds are issued in the name of the authority by the 
Commission. Some authority bonds are not guaran-. 
teed and considered "stand-alone" bonds. This sta­
tus is ultimately determined by the legislature. 

HAWAII 
· GO bonds: GO debt is limited by the si.Ze of general 

fund revenues in the previous year and must be ap­
proved by the legislature. No voter approval is re­
quired. The bonds may be issued ifi an agency or 
department's name, but all bonds must be counter­
signed by the Director of Finance. The calculation 
of debt capacity is centralized in the Department of 
Finance. All processes related to the structuring, 
financing and sale of the GO bonds are centralized 
in the Department of Finance. 

State Revenue Bonds: The same process applies to 
revenu~ bonds of the state. The only difference is that 
the outstanding debt is limited only by the agency's 
ability to pay off the debt. All bond activity is cen­
tralized within the Department of Finance. 

Authority Revenue Bonds: State authorities struc­
ture their own bond sales. The Director of Finance 
arranges for the finance teams, including the bond 
counsel, trustee and paying agent. The authorities 
must get legislative approval for each issue and the 
bonds must be countersigned by the Director of Fi­
nance. The authorities must report on a scheduled 
basis to the Director of Finance, the legislature and 
the Governor on their activity in the bond markets. 
Again, the calculation of authority debt capacity is 
the responsibility of the Department of Finance. 

IDAHO 
GO Bonds: Idaho does not actively issue GO 

bonds. 
State Revenue Bonds: State agencies and depart­

ments do not issue revenue bonds. 
Authority Revenue Bonds: All bonds are issued by 

state authorities. The legislature approves each issue, 
but each authority sets debt limits, structures and is­
sues its own bonds. There is no oversight ot report­
ing requirements once the issue has been approved. 

ILLINOIS 
GO Bonds.· All GO issues are authorized by the 

legislature. The legislature, along with the Governor, 
must also approve the associated capital plans. All 

of the bond processes (including coordination of the 
rating process, arrangements for bond counsel and 
financial advisor), calculation of debt capacity and 

- record keeping is done by the Bureau of the Budget. 
State Revenue Bonds: State revenue bonds are 

reviewed and authorized by the Bond Commission 
and issued though the Bureau of the Budget, Execu~ 
tive Office. Other revenue debt, labeled "certificates 
of participation!' issued by the State Department of 
Central Management Services, are considered reve­
nue debt by the ratings agencies. but are considered 
by the .>tate to be "state lease payments:' not subject 
to taxing al!thority of the state. Neither the state nor 
its agencies directly issue moral obligation bonds. 

Authority Revenue Bonds: Authority debt issuing · 
activities are not reviewed by the Commission, as 
long as the debt carries_ no direct state obligation, and 
are secured by the revenues of the issuing authority. 
If an authority issues debt that requires backing by 
the state, the state legislature must authorize a spe­
cial tax pledge to have direct liability for the debt. 
Such a case is the request for debt issues on behalf 
of the Chicago White Sox Stadium. Authorities often 
carry their own debt liability with no guarantees by 
the state. The authorities generally issue their own 
bonds. 

INDIANA 
GO Bonds: There is a constitutional prohibition 

against the state issuing any debt in its own name. No 
GO bonds are issued. - · 

State Revenue Bonds: The constitutional prohibi­
tion applies to revenue debt also. No state agency has 
the power to issue debt of any type. 

Authority Revenue Bonds: There are eight to 10 
authorities that issue debt. These were created in the 
mid l 970's. An elected official serves on every board 
and the authorities are created by the legislature. The 

· bonds carry no liability of the state and do not re­
quire legislative approve for issuance. Each authori­
ty structures and· issues its own bonds. There are a 
few cases in which authorities are subject to a debt 
limit, such as the Bond Bank, but this is not the 
general rule. 

IOWA_· 
GO Bonds: Iowa does not actively issue 00 bonds. 

. State Revenue Bonds: The Department of Educa­
tion issues revenue bonds in its own name. The bonds 
are authoriZed by the legislature and the capital plans 
are also approved by the legislature. The Department 
of Education coordinates the credit rating process 
and all other bond activities. The Department of 
Education, along with the Treasurer's Office, collects 
information and maintains all debt information. 
Once the agency has received bond authorization, it 
calculates and monitors its own debt capacity. 

Authority Revenue Bonds: State authorities coor­
dinate and oversee all activity related to the issuance 
of bonds. Once the authorities have been established 
by the legislature, the authorities act independ~ntly 
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excluding limited ovt:rsight by the Treasurer's Office. 
The Treasurer's Office provides staff assistance for 
the issuance of the bonds and collects information 
on the bond activities. The authorities repon to ap­
pointed boards, which approve all capital plans for 
the authorities. 

KANSAS 

-GO. Bonds: .Kansas does not actively issue GO 
debt. 

State Revenue Bonds: All revenue issues req·uire the 
approval of the legislature. The actual structuring 
and issuance is carried out by the Development Fi­
nance Authority (DFA). This authority reports 
directly to the Governor and .has a board of appoint­
ed members to oversee its activities. The DFA serves 
as a central office that maintains information con­
cerning the bonds of the state. 

Authority Revenue Bonds: All authority bonds fall 
under the oversight of the DFA. The authority car­
ries out all activities related to the issue once legisla­
tive approval has been received. Again, the DFA has 
all information regarding the debt and the state bond 
activities. · 

KENTUCKY 

GO Bonds: Kentucky does not actively issue GO 
bonds. 

State Revenue Bonds: The State Property and Build­
ing Commission finances projects with revenue bonds, 
authorized by the state legislature. The Office of In­
vestment and Debt Management (OIDM) issues 
these bonds and oversees the issues. 

Authority Revenue Bonds:· The state has several 
authorities authorized by the legislature to issue rev­
enue bonds. These include the Higher Education 
Commission, the Housing Corporation and the In­
frastructure Agency. The OIDM issues the bonds in 
the name of the authority. All activities concerning 
the bond are carried out by the OIDM. Each authori­
ty is headed by a board that initiates the debt issu­
ing process by fonnally identifying the need for bond 
funds. The OIDM has the legislative authority to 
evaluate each revenue project and act as a liaison be­
tween the general assembly and the requesting agent. 
The OIDM reports monthly to the State Investment 
Commission concerning bond issues. 

LOUISIANA 

GO Bonds: All GO bonds are approved by the leg­
islature and structured and issued by the Bond Com­
mission in the name of the state. 

State Revenue Bonds: No revenue bonds are issued 
direetly in the name of the state. 

Authority Revenue Bonds: State authorities al­
lowed to issue revenue bonds coordinathheir financ­
ings through their own staff and outside consultants, 
but the Bond Commission approves all state issues 
including the terms, conditions of the proposal and 
the price and interest rates. 

MAINE 

GO Bonds: The issuance of GO bonds for the state 
is centralii:ed within the Treasury Depanment. After 
legislative approval arid a vote by the public (required 
to ecceed a constitutional limit on outstanding debt), 
the Treasury oversees the bond activity for the state. 
The Treasurer's Office structures, issues and moni-

. tors the bond issues for the state agencies. 
State Revenue Bonds: The state of Maine does not 

directly issue revenue bonds. · 
. Authority Revenue Bonds~· State al!thorities are 

completely ser~rate from oversight by the Treasury 
Department. The State Treasurer serves as ex-officio 
officer on all authority boards, but has no special 
control. The Governor appoints authority board 
members and the· legislature sets outstanding debt 
limits for the authorities. The authorities are not re­
quired to repon any other information and face no 
bond registration requirements .. 

MARYLAND 

GO Bonds: GO bond issues must have associated 
capital plans approved by the legislature and the 
Governor. The legislature authorizes each GO bond 
issue and all functions related to GO debt issuance 
are carried out by the Treasurer's Office. 

State Revenue Bonds: State agencies and depart­
ment$ do not directly issue revenue bonds. 

Authority Revenue Bonds: The specific authori­
ty board authorizes the bond issue and approves the 
capital plan. The authority carries out all functions 
related to the debt sale and acts independently once 
its board has approved the issue. There is no central 
state office that oversees bond issuing activity or col­
lects information concerning bond activity. 

MASSACHUSETIS 

GO Bonds: Most of the debt issued in the name 
of the state and its agencies is in the form of GO 
bonds. Currently, the state has about $6 billion out­
standing GO debt. The Administration and Finance 
department in the ececutive branch oversees these is­
sues. Legally, all debt issues must be initiated through 
the Office of the Treasurer. The GO bonds do not re­
quire a vote of the people, but must be approved by 
the legislature. 

State Revenue Bonds: The Secretary of the Admin­
istration and Finan.ce Department sets a volume cap 
for these debt issues, which are sold by the agencies 
and departments themselves.· 

Authority Revenue Bonds: There are a large num­
ber of bonds issued by state authorities. The authori­
ties are established by the legislature and the volume 
caps are set by the Secretary of Administration and 
Finance (ececutive branch). The state does not guar­
antee these bonds or have any moral obligation for 
them. There is currently about $15 billion of this debt 

·., outstanding. The Treasurer serves as ex-officio on 
· each of the authority governing boards. (There are 
several "fringe" authorities of the state such as the 
Massachusetts Transit Authority that issue revenue 
bonds. These authorities act as independent issuers 



but are considered "creatures of the state:' The state 
carries a liability for these bonds if the authority rev­
enue streams do not cover debt service.) 

MICHIGAN 
GO Bonds: Both the electorate and the legislature 

must vote to issue GO bonds, which are sold through 
executive branch offices. 

State Revenue Bonds: The Administrative Board 
reviews all revenue bonds issues proposed by state 
agencies. The Transportation Division is one of few 
state agencies that issues revenue bonds. · 

Authority Revenue Bgnds: Most authorities have 
their own boards to which they are responsible. Soine 
must be reviewed by the State Administrative Board, 
while others report directly to state agencies such as 
the Department of Commerce. 

MINNESOTA 
GO Bonds:'The Commissioner of Finance of the 

Revenue and Finance Department oversees the issu­
ance of all GO bonds of the state. The legislature 
must approve each issue. The Commissioner of Fi­
nanc~ appointed by the Governo(, executes all activi­
ties related to bond issuance as directed by the Ex­
ecutive Office. This office only issues GO bonds. 

State Revenue Bonds: The state of Minnesota does 
not directly issue any revenue bonds. 

Authority Revenue Bonds: All revenue bonds are 
issued by "special bonding agencies!' These authori­
ties are not under the supervision of the Commission 
of Finance and act as separate entities, handling all 
aspectS of their bond issues. The legislature establish­
es debt limits for these agencies~ but has no control 
over how the issues will be structured and managed. 

MISSISSIPPI 
GO Bond$: The Bond Division handles all GO 

bond issues for the state. The legislature sets out­
standing debt limits for the GO bonds, based on a 
state constitutional restriction of debt based on a re­
cent history of revenue collection. The Bond Divi· 
sion maintains all records on the GO issues. Each 
agency request is reviewed ·on a case-by-case basis by 
the State Bond Commission, chaired by the Gover­
nor .. Once the bonds· are- structured and issued, the 
State Bond Attorney, appointed by the Governor, 
must validate the sale. 

State Revenue Bonds: The same procedures apply 
to the sale of state revenue bonds. 

Authority Revenue Bonds: Each authority must go 
before the State Bond Commission for issue review 
and must report to the legislature annually after the 
issue is sold. Again, the State Bond Attorney must 
validate the issue before ft can be sold. There are no 
formal reporting procedures for the authorities or 
bond counsel. 

MISSOURI 

GO Bonds: All GO bonds are issued by the Board 
of Fund Commissioners, made up of the Governor, 

Attorney General,.Treasurer, State Auditor and Com­
missioner of Administration. The state constitution 
places a dollar limit on all outstanding GO bonds, 
but the limit may be exceeded by referendum. The 
legislature also approves each issue. The Board of · 
Fund Commissioners maintains all information and 
records concerning the GO bonds of the state. 

State Revenue Bonds: State revenue bonds must be 
legislatively approved and are issued by the Gover­
nor, Lieutenant Governor and Attorney General. The 
legislature sets outstanding debt Hmits for the reve­
nue bonds. These bonds are issued primarily for state 
building funds and correction facilities. The Division 
of Accounting collects information on the bond ac­
tivity for an annual repon; no other office maintains 
infortnation on the bonds. 

Authority Revenue Bonds: Members of the gov­
erning boards of the authorities are appointed by the 
Governor. These boards have authority to approve 
each issue with no debt limits. Each of the authori­
ties structure, issue and carry out all phases of the 
bonding process, with oversight of their board. Again, 
the Division of Accounting collects yearly informa­
tion about the bond activity of the authorities for its 
fiscal reports, but this is not a legal requirement. No 
other office has information about the authority 
bonds. 

MONTANA 
GO Bonds: All GO bonds are authorized by the 

legislature. The bonds are issued by the state agen­
cy, along with the Board of Examiners, which coor­
dinates the rating process. The Department of Ad­
ministration collects information on the state debt 
activity. The agency receiving authorization calcu­
lates and monitors the debt capacity and approves 
the capital plans once the legislature has established· 
a 'dollar amount. There is no constitutional limit for 
the issuance of GO bonds. 

State Revenue Bonds: The same process applies to 
revenue bonds issued in the name of the state. 

Authority· Revenue Bonds: State authorities act 
independently once the legislature has given them 
bonding authority. Al.I processes related to the issu­
ance of bonds are carried out by the authorities. The 
capital plans are approved by the governing board, 
made up of members appointed by the Governor. No 
central office of the state oversees the authorities or 
collects information on their activities. 

NEBRASKA 
GO Bonds: The state does not actively issue GO 

bonds. 
State Revenue Bonds: Revenue bonds are issued 

. for the Highway Depanment. The Highway Revenue 
Commission oversees the process, chaired by the 
Governor and Deputy of Roads. The 1i'easurer's 
Office serves as paying agent and trustee for the 
bonds. The legislature must approve each issue. 

Authority Revenue Bond$.· The only authority that 
issues bonds is the Nebraska Investment Finance 
Authority. These bonds are not backed by the state 
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and there is no reponing mechanism to the state. All 
aspects of the bond issue are handled directly by the 
authority. 

·NEVADA 

GO Bonds: The constitution limits GO bonds ac­
cording to the assessed valuation of propeny in the 
state subject to taxation~ In practice, these issues re­
quire voter approval. The oversight of the bonding 
process is carried out by the Depanment of Adminis­
tration Division, an executive office. 

State Revenue Bonds: All revenue bonds require 
legislative approval, setting a limit for outstanding 
debt. The Department of Administration also car­
ries out the bonding process, including structuring, 
issuance and record keeping. 

Authority Revenue Bonds: The state does not cur­
rently have authorities issuing revenue bonds. 

NEW HAMPSHIRE 

GO Bontb: All GO bonds are approved by the leg­
islature and issued by the Treasurer's· Office. This 
office handles all aspects of the bond process, but· 
each issue must be approved by the Governor. 

State Revenue Bonds: The Treasurer's Office issues 
state revenue bonds, used primarily for the turnpike 
system. Again, each issue must be approved by the 
Governor. 

AMthority Revenue Bon£ ThreHntities ba\'e the­
power to issue debt. The Bond Bank, the Higher 
Education and Health Authority and the Housing 
Finance Authority issue bonds independently. The 
Bond Bank and Housma Fmance Authority do not 
require formal approval for any of their wues. They 
structure and issue all bonds in their <>Wn name and 
they do not carry any liability of the state. The Higher 
Education and Health Authority requires approval 
of the Governor for each issue, tiut structures and 
sells its own bonds. The Housing Finance Authori­
ty has a legislative limit on the amounr oflb out- "" 
standing debt, but the other two authorities have no · 
limits. 

NEW JERSEY - . __ _ 
-:i.:-. ·-

GO Bonds: GO bmlds..are COBStitutionally limit- . 
ed relati¥eto the size of ~ual appropriations, but 
the limit may beaceeded by referendum. The Treas­
urer's Office reviews all GO bonds and handles the 
sale of debt. The Office of Emancial Management 
maintains records and information of all bond sales. 

State Rnenue Bonds: The Treasurer's Office 
reviews and approVe5 revenue bonds issued by state 
agencies. The Office of Financial Management over­
sees the structuring of the bonds and the 1;easurer's 
Office sells the debt. The state is now using cenifi­
cates of participation more frequently, which do not 
require legislative approval or review. The Office of 
Financial Management maintains records arid infor-

. mation of all bond sales. 
Authority Revenue Bon~· State authorities struc­

ture and issue their own bonds. There is no legisla­
tive approval required and no debt limit established 

by the· legislature for these authorities. The bonds · 
carry no formal state backing. 

NEW YORK 

GO Bonds: GO bonds ·are authorized by state 
voters. The legislature must review and approve capi­
tal plans on a case-by-case basis. The Office of the 
Comptroller in the Division of Investment and Cash 
Management handles all processes related tc the is­
suance of GO bonds. 

State Revenue Bonds: New York does not currently 
issue revenue bonds directly. Lease-purchase debt is­
sued by state agencies is not considered by the state 
to be "revenue debt!' 

Authority Revenue Bontb: State authorities or 
"Public Benefit Corporations" operate on an in-· 
dependent basis with respect to issuing their bonds. 
Ail aspects ofthebonding process are handled direct­
ly by the authorities. Some authority revenue bonds . 
are formally guaranteed by the state. Some are lease­
purchase service contracts. Initial authorization is set 
by the legislature, as to dollar amounts.lbd project. 
Many authorities, but not all, are required to report 
to the Public Authority_.Control Board regarding is­
suing activity and rol~r requests. 

N·Ew MEXICO ;· 

GO Bonds: The Board of Finance-reviews and is­
sues all GO bonds. Thae are backed l1y full faith and 
CNdit of the state. GO authorization if by the elec­
torate and review of capital plans by the executive 
biinch and the legislature is required. 

State lfnenue Bolllk The Jlioard ofFuumce also 
reviews, approves and mues revenue bonds secured 
by severance ~ding set by the legislature. These 
carry full backiifg by the state. · 

Authon'"ty Revenue Bonds: Housing, student loan, 
mortgage finance and education finance revenue 
bonds are not subject to "continuous review" by the 

_ Board. Borrowing requests, l;l!>weve .... ust be pre­
sented for Board review and~- Once the bond 
,issues are approved with regard to project, the au­

Jt. thority issues its own pdt and1Brsecs the process. 
· These bonds do not carry the ~th and credit of 
the. state. -. -·· . 

NORTH CAROLINA 

GO Bonds.: All GO debt is subject to approval by 
th~ 'Ii'easwer's Office. TM legislature sets ceilings for 
outstanding debt, within constitutional limits. The 
executive branch, Department of lreasury, autho­
rizes the band issue, coordinates the credit rating 
process, issues the bonds and liltintains all records 
regarding the bond process. The capital plans are also 
approved by the executive branch. 

State Revenue Bonds: Each issue must be approved 
by the Treasurer's Office. The Treasurer serves as 
financial advisor, helps with the official stat~ment 
and collects information about the debt issues. Each 
state agency can issue its own debt (i.e. arrange for 
bond counsel and credit ratings), but most rely on the 
Treasurer for these services. The legislature deter-



mines the debt limits and monitors debt activity. The 
Treasurer approves each capital plan for the issuing 
entity. 

Authority Revenue Bon~· The Treasurer's Office 
authorizes specific issues, serves as financial advisory 
to all of the authorities and issues the debt. The 
Treasurer approves the capital plan of the issuing en­
tity in accordance with the legislative limits set for 
each authority. 

NORTH DAKOfA 
GO Bonds: The state does not actively issue GO 

bonds. 
State Revenue Bonds: Revenue bond issues are ap­

proved by the legislature, then the agencies structure 
and issue their own bonds. There is a legislative lim­
it on total outstanding debt, but no centralized over­
sight of the bonds once they are approved. 

Authority· Revenue Bonds: The State Building 
Authority structures and issues its own bonds, sub­
ject to approval by the legislature. The· state has 
switched to using the Authority in the last six years 
in an effort to circumvent the state debt limits. The 
authority bonds do not count in the total debt lim­
its set by the legislature. There is no centralized re­
view of the bonds or collection of information on the 
bond activity. 

OHIO 
GO Bonds: GO bond issues are authorized by 

referendum. They are issued and reviewed by the 
Commissioners of Sinking F®ds, including the 
Governor, Attorney General, State Auditor and State 
Treasllrer. 

State Revenue Bonds: There is no review of reve­
nue bonds issued by state agencies. Each agency 
structures, issues and coordinates all aspects of its 
revenue bond issues. There is a debt limit set by the 
legislature. but the agency does not require approval 
of each issue by the legislature. 

Authority Revenue Bonds: There is no formal re­
view of bonds issued by state authorities. They act 
as separate entities, structuring and issuing their own 
bonds. An elected official on the board has the power 
to appl'O\le the issue, as long as it meets the debt limits 
set by the legislature. 

OKLAHOMA 

· GO Bondr All GO bon.ds require authori7.ation 
by the electorate. The 'fieuurer's Office oversees the 
process, maintains all records· and serws as paying 
agent and trustee. 

State Revenue Bonds: Revenue bonds are not is­
sued directly by state agencies or departments. 

Authority Revenue Bo,,. State authorities act in­
dependently with respect to bond activity. Each 
authority is overseen by its own ·directing board 
which approves all capital plans and debt issues. The 
authorities handle all aspects of the bonding process 
including structuring the issue, arranging for bond 
counsel and rating agencies and selling the. bonds. 

OREGON 

GO Bonds: GO debt is limited by constitutional 
restrictions and must be approved by referendum. All 
GO bonds issued by the state are reviewed, approved 
and issued by the Treasury Department's Office of 
Debt Management (ODM). 

State Revenue Bonds: The State. Treasurer ap­
proves the capital plans and authorizes all state reve­
nue bonds. Legal debt limits are set biannually by the 
state legislature. The ODM coordinates the issuing 
process; arranges for bond counsel, credit ratings, etc. 
and issues the bonds. It also collects and maintains 
a data base on all state bond issues and monitors all 

. debt limits. 
Authority Revenue· Bonds: The only remaining 

authority, the Mass Transportation Authority, issues 
debt through the ODM. The Treasurer approves all 
capital plans and authorizes all revenue bond issues. 

PENNSYLVANIA 
GO Bonds: GO debl must be approved ·by the 

· voters. Review and approval of 00 debt is carried out 
by the Governor's Office, the Auditor General and 

. the State Treasurer. The legislature establishes debt 
limits. 

St~te Revenue Bonds: No revenue debt is issued by 
state agencies or departments. 

Authority Revenue Bonds: There is no direct over­
sight of bond issuance by state authorities. Except 
for the Housing Authority, there is no state obliga­
tion for this debt. Each authority has its own board 
which approves and oversees issues. A measure of 
oversight is provided by the State li'easurer, who sits 
on the board of each issuing authority. 

RHODE ISLAND 

GO Bonds: Votel'S must approve all GO debt. All 
GO issues are handled directly by the Treasurer's Of­
fic~ which structures and sells the debt, and main­
tains all records on GO debt. 

State Revenue Bo~· Rhode Island only uses rev­
enue bonds on occasion to refund GO bonds. The 
li'easurer's Office authorizes this debt and handles 
all aspects of its sale. 

Authority Revenue Bonds: State al.lthoriiies au­
thorize and issue their own bonds. Some of the bonds 
carry the state's moral or legal obligation. The· au­
thority is not required to get legislative approve for 
their issues once the original borrowing authority has 
been established by the legislature. Bond issues and 
capital plans· are approved by the board of each au­
thority. Authorities must repon all public finance ac­
tivity (bonds, lease purchase agreements, etc.) to the 
Public Finance Management Board •. 

SOUTH CAROLINA 

GO Bontk GO bonds primarily go to service capi­
tal improvements for the state. Tb~ li'easurer's Office 
oversees the structuring of the bonds, sells the bonds 
and serves as paying agent. The legislature sets an an­
nual debt service payment limit and the bonds must 
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meet these restrictions. The Treasurer's Office must 
appear before the Central State Budget and Control 
. Board for approval of each issue. The Board is made 
up of the Governor, two executive branch officials 
and two members of the legislature. , -

State Revenue Bonds: The same procedures apply 
for a~y revenue bonds issued directly by the state. 

Authority Revenue Bonds: The Treasurer serves as 
trustee and paying agent for the bonds of the Hous­
ing Authority, although the authority structures its 
own issues. The Control Board must approve any is-

. sue of the Housing Authority. Issues of the other ma­
jor authority, the JETA, must also be approved by 
the Control Board. Bonds of these two authorities 
.carry no formal.state backing. There is no manda­
tory reporting mechanism for information concern­
ing bond activity. 

SOUTH DAKOfA 

GO Bonds: The state does not currently issue GO 
bonds. 

State Revenue Bonds: The state does not current­
ly issue state revenue bonds. 

Authority Revenue Bonds: All state authorities 
structure and issue their own debt, with the excep­
tion of the Building Authority, which requires legis­
lative approval of each issue. Members of authority 
governing boards, appointed by the Governor, over­
see the authorities, but most of the decision are made 
by the respective executive directors. The Fiscal Ad­
ministration maintain some records on the bond ac­
tivity of authorities, but there is no legal reporting 
requirement. The debt of the authorities is not con­
sidered debt of the state. The state acknowledges no 
moral obligation or formal liability of any kind for 
these authority bonds. 

. TENNESSEE 

GO Bonds: The legislature authorizes GO bond is­
sues with no voter approval. The Bond Finance Of­
fice serves as staff for the GO bond issues, structur­
ing the bonds, coordinating the bond process and ar­
ranging for bond counsel. The bonds are issued and 
approved by the State Funding Board Oegislative 
branch). All information on the bonds are maintain­
ed by the Bond Finance Office Oegislative branch). 

State Revenue Bonds: No revenue bonds are issued 
directly by state agencies or departments. 

Authority Revenue Bonds: All revenue debt is is­
sued by the Local Development, School Board or 
Housing Authorities. These authorities cannot issue 
bonds without the State Funding Board's Oegislative 
branch) approval. The legislature sets bond authori­
z.ation for specific puq>0ses and the authorities must 
adhere to these limits. The Bond Finanee Office Oeg­
islative branch) serves as staff for the issuance of the 
bonds, coordinating all phases of the bonding proc.ess. 

TEXAS 
GO Bonds: All GO bonds must be approved by the 

voters. These bonds are issued by the Bond Finance 
Office with approval of the Bond Review Board com-

posed of the Governor, Lieutenant Governor, Speak­
er of the House, Comptroller and Treasurer . 

State Revenue Bonds: State revenue bonds may be 
issued only with the Board's approval. State agencies· 
must also obtain the Bond Review Board's approval 

·prior to entering into lease purchase agreements over 
$250,000 or five years. The Board reviews the struc­
ture, the use and provision, content of official state­
ments, timing of the issues and costs ~sociated with 
the issue. · 

Authority Revenue Bonds: Authorities approve, 
structure and sell their own issues if these bonds do 
not involve state liability. 

UTAH 

GO Bonds: All GO bonds are issued by the Treas­
ury Department after approval by the legislature. No 
voter approval is necessary, but constitl1tiortal restric­
tions limit the amount of GO debt that may be out­
standing. The Treasury Office maintains all records 
and information related· to GO bonds .. 

State Revenue Bonds: The same procedures apply 
to revenue bonds issued directly by state agencies or 
departments. 

Authority Revenue Bonds: State authorities have 
a large degree of independence. The O\ltstanding debt 
is not limited by the state and the legislature dpes not 
approve the issues once the autho{ities have been leg­
islatively established. Authority boards are usually 
chaired by the Treasurer. These boards approve the 
capital plans and bond issues for the authorities. The 
authorities handle all aspects related to the bond is­
sue, including structuring the debt, selecting bond 
counsel, etc. No central office is responsible for 
maintaining records on the activities of authorities 
and there are no formal reporting requirements 
regarding bond issues . 

VERMONT 

GO Bonds: All GO bonds are handled by the Trea­
surer's Office. These issues require legislative ap~ 
proval only. The Treasurer's Office oversees all 
aspects of GO issues, including structuring, selection 
of bond counsel, record keeping and sale. 

State Revenue Bonds: Revenue bonds are not cur­
rently being issued by state departments or agencies. 

Authority Revenue Bonds: The Treasurer serves as 
an ex-officio member on. each of the authority boards. 
No legislative approval of the capital plans or the is­
sues is required. Each board approves the issue and 
setS the debt capacity of the authority. Once estab­
lished by the legislature, all bond activity is indepen­
dent from direct oversight by any state office. There 
is DO reporting mechanism required for information 
OD borrowing. 

VIRGINIA 

GO Bonds: Voter approval is required for each GO 
bond issue. The Office of Debt Management per­
fonn.s all duties related to the bond issue including 
structuring the sale, arranging for bond counsel and 
ratings, etc. 



State Revenue Bond~· Revenue bonds so.Id by state 
agencies are reviewed by the Treasury Board. The 
Debt Management staff performs all duties related 
to the bond issue. 

Authority Revenue Bonds: The Treasury Board 
approves the terms and structure of revenue bonds 
issued by authorities only if the authority receives 
general fund appropriations. The Division.of Debt . 
Management of the Treasurer's Office performs staff 
services for several of the state authorities whose 
bonds 2re reviewed by the Board. lf the authority. 
does not receive general revenue appropriations, there 
is no review process~ 

WASHINGION 
GO Bonds: The Finance Commission, a division 

of the Treasurer's Office, carries out all GO bond­
ing activities for universities, state buildings, pollu­
tion control, etc. Voters approve individual issues 
with dollar limits set by the legislature. The Finance 
CommissiOn is responsible for issuing the bonds. 
This office maintains all information on GO bond 
activity of the state. The Commission is head.ed by 
the Governor, Lieutenant Governor and Treasurer. 

State Revenue Bonds: Revenue bonds are not cur­
rently issued by state departments or agencies. 

Authority Revenue Bonds: State authorities issue 
their own. bonds independently. There is no legisla­
tive approval required for these issues. The board of 
each authority makes all decisions regarding bond is­
sues. The Governor, Lieutenant Governor and Treas­
urer serve on most of the boards. The Treasurer's Of­
fice collects information on the authorities' activi­
ties on a semiannual basis. 

WEST VIRGINIA 
GO Bondr All GO bonds are approved by the elec­

torate. The state legislature sets legal limits for debt 
capacity. The Municipal Bond Commission, made 
up of seven members who are appc:>inted by the 
Governor, provides the technical assistance for all 
debt .issues. 

State Revenue Bonds: When a state agency requests 
bond funding. the Municipal Bond Commission pro­
vides technical assistance for the issues. Again, the 

legislature sets the limits and provides each agency 
with the authority to issue bonds and approves the 
capital plans. The Commission also gathers informa­
tion regarding all l>Qnd issues and maintains records 
on behalf of the state agencies. 

Authority ·Revenue Bonds: The legislature sets 
debt capacity for any state authority that issues 
bonds. The legislature also approves the original cap~ 
ital plan of the issuing authority. All issuing activi­
ties, including bond structuring, bond counsel, credit 
relations, etc., are carried out by the authority. There 
is no on-going reporting mechanism for information 
about the activities of state authorities. 

WISCONSIN 
GO Bonds: The legislature must authorize the 

bond issues and approve all capital plans. The legis­
lature sets outstanding debt limits for the GO bonds. 
The Department of Administration, Division of 
Capital Finance, serves as staff for each issue. The 
Capital Finance Office handles all aspects of the 
bond issue including structuring and issuing the 
bonds. This office also maintains all records regard-
ing the state GO debt. · 

State Revenue Bonds: The same procedures apply 
to any revenue bonds issued by the state or its 
agencies. 

Authority Revenue Bonds: Once the authorities re­
ceive their bonding authority from the legislature, all 
aspects.of the bond issue are carried out by the au­
thority independent of direct oversight by the state. -
The authority boards must submit a program rep<>rt 
to the State Building Commission annually. Authori­
ties report all bond activities to the legislature an­
nually.,_· .._ :-:~ ~- --

WYOMING 
GO Bonds: The state does not actively issue GO 

bonds. 
State Revenue Bonds The only revenue bonds that 

are issued arc; private activity bonds. All phases of 
the bond issue are carried out by the Governor's 
Office. 

Authority Revenue Bonds: Authorities structure 
and sen· their own debt. 
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