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The Kentucky Legislative Research Commission is 2 sixieen-member commities, cornprised of the majoity
and minority leadership of the Kentucky Senate and House of Representatives. Under Chapier 7 of the
Kentucky Revised Statutes, the Commission constitutes the administrative office for the Kentucky Gensral
Assembly. Its director serves as chief adminisirative officer of the legislatuze when ¥ is not in session.

The Commission and iis staff, by law and by practice, perform numerous faci-finding and seivice ‘unctions
for members of the General Assembly. The Commission provides professional, clerical and other empicyees
required by legislators when the General Assembly is in session and during the interim period between sessions.
These employees, in tumn, assist committees and individual members in preparing legislation. Other services
include conducting studies and investigations, organizing and staffing committee meetings and public hearings,
maintaining official legislative records and other reference materials, furnishing information about the
legislature to the public, compiling and publishing administrative regulations, administering a legisiative intein
program, conducting a pre-session orientation conference for legisiators, and publishing a daily index of
legislative activity during sessions of the General Assembly.

The Commission also is responsible for statute revision, publication and disiribution of the Acts and
Journals following sessions of the General Assembly and for maintaining furnishings, equipment and supplies
for the legislature.

The Commission functions as Kentucky’s Commission on Interstate Cooperation in carrying oui the
program of the Council of State Governments as it relates to Kentucky.
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FOREWORD

Debt and the Commonwealth’s current and future capacity to service debt are issues of
growing concern. As the use of debt to finance the state’s future needs increases, it becomes more im-
portant for legislators to be aware of the sources of payment and the size of continuing obligations, in
order to maintain Kentucky's fiscal soundness.

The Committee for Program Review and Investigation, which authorized the present study
in October, 1979, addresses three major aspects here of bonded indebtedness in Kentucky:

» The magnitude of the state’s debt and its claim against direct state revenues;

* How Kentucky’s debt burden compares to those of other states;

s Aiternatives in issuing and managing debt.

VIC HELLARD, JR.
Director

The Capitol
Frankfort, Kentucky
April, 1981
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Managing State Debt

The Office for Investment and Debt Management, established by the 1980 General
Assembly within the Department of Finance, has numerous responsibilities with respect to debt is-
suance and management. It has the potential to serve as a clearinghouse for debt information and to
provide valuable assistance to state and local bond authorities in evaluating new bond issues. Over the
long run, it may develop the ability to prepare and issue state government bonds. The Committee
makes the following recommendations:

e The Office for Investment and Debt Management should maintain accurate, detailed
data on the bonds of all state bond issuing authorities. The Office should request that the Depart-
ment for Community and Regional Development and the State Department of Education forward
detailed information on local debrt to the Office for Investment and Debt Management on a regular
periodic basis.

e In addition to assessing revenue projections related to proposed revenue bond issues, the
Office for Investment and Debt Management should evaluate all feasibility studies for debt-financed
projects and report the results of each such evaluation to the Governor and to the Legislative Research
Commission or General Assembly prior to the original authorization of the bond issue.

® The Office for Investment and Debt Management should develop adequate expertise to
advise state and local bond authority officials on the appropriate use of refunding bonds and bond an-
ticipation notes. The Office should perform a thorough financial evaluation of each proposed issue of
refunding bonds, bond anticipation notes or other interim financing instruments, and report the
results of each such evaluation to the Governor and to the Legislative Research Commission or the
General Assembly. Existing statutes should be changed to the extent necessary to implement this
recommendation.

Long-term highway and building construction plans are 2 major determinant of 2 state’s
need to borrow. Likewise, major maintenance, reconstruction and repair of roads and buildings can
require bond financing. Information concerning such long-term needs in Kentucky has not been
readily avatlable to the General Assembly in its consideration of biennial appropriations acts. The
Committee recommends that the Office for InVesiment and Debt Management be responsitlz for
coordinating data coniained in its long-term debt plan and in highway and building inventories.

Controlling the Level of State Debt

Kentucky’s unrealistic and impractical constitutional ceiling on genera! obligation debt has
been circumvented, resulting in greater than necessary borrowing costs, while more than $2 billion of
tax-supported debt has been issued without voter approval. Several states use indexed or floating debt
ceilings to limit their indebtedness. The most appropriate type of ceiling is a limit on debt ser-
vice—that is, principal and interest payments—that may be made from direct state revenues in 20y
fiscal period. The benefits of debt ceilings are (1) that they limit the obligations of furure revenues,
and (2) that they provide addirional evidence of a state’s fiscal responsibility, which in turn enhances
its reputation in the bond market.

The Comrnittee for Program Review z2ad Investigation has discussed debe ceilings
thoroughly this Ingerim . After considering all aspects of
G recommendarisns.
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General Obligation vs. Project Revenue Bonds

The enabling statutes of state bond issuing authorities clearly state that their revenue bonds
do not constitute 2n indebtedness of the Commonwealth. Likewise, the prospeciuses for wwvenue
bonds wssued by these authorities specifically disclaim anv liability of the state. Despite these

isclaimess, howeves. most debt service on state revenue bonds is paid from general state reveaues.
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INTRODUCTION

Long-term bond financing has emerged as a major feature of Kentucky state government
finance. State government debt increased from $1.6 billion in 1971 to $2.9 billion in 1980. The
General Assembly has expressed concern over the rapid growth of the Commonwealth’s bonded in-
debtedness and has sought comprehensive information on the status of this debt. Reflecting these
concerns, the Committee for Program Review and Investigation authorized this study, Bonded In-
debtedness in Kentucky, in Gctober, 1979.

The study contains three major components.

® Analiysis of debt and sources for debt service payments.

¢ Evaluation of the Commonwealth’s debt burden.

e Discussion and poiicy anaiysis of several issues concerning control and management of

siate debz,

The first chapter presents comprehensive data on each state government agency or authority
which has bonds outstanding. The putposes of each authority’s bonding programs are described, and
sources of debt service are idenz*_gec* Debt of cities, counties, school districts and special districts is ex-
amined briefly. The concluding sections of the chapter analyze debt service as a claim against direct
state feVEnues.

K..ntuck; state debt is evainazed in Chapter 1l by comparing the debt burdens of the fifty
siates. Kentucky is also compared with siates which have high, stable bond ratings and with states

1 13 Lol

e propiems. The cases of four states which have experienced deterioration
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which have cxpetienced d

of ineir bord railngs {or vanioss nes-stasistical reasons are presented, and Kentucky's situation is
compared 1o theis,
Thf tina

and S¥eCUTIVE a0t

idresses several key policy issues. Several recommendations for legislative
The woiz of the newly created Office for Investment and Debt Manage-
iong-icrm highway and building construction planning is addressed.
Differeny types of debr cellings are 2nzlyzed. and the desirability of a constitutional debt ceiling is
discussea. The role of ine Gerera! Assersply in approving new debt is examined. The final section ad-
dresses the quastion wi’sr‘:thn’;l’ ‘-:h:-t Cemsnenwealth should berrow by issuing general obligation bonds
instezd of revenue bhonds,

ment i3 disaussed

State debt 0ata was obizined primarily from the Kentucky Financial Report, June 30, 1979,
and The Kentucky Exceutive Budger, 1980-1982. Additional information was obtained from officials
of the bond issuing authorities Campﬁ‘“"[l’iﬁ data for the fifty states was derived from State Govern-
ment Finances in 1978 published by the U £. Bureau of the Census. Substantial detailed information
was provided by bond management pessonnel in other states and by staff of Moody’s Investors Set-
's Corporation, and Prescort, Ball and Turben, Incorporated.
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CHAPTERI
PUBLIC BONDED INDEBTEDNESS IN KENTUCKY

Public indebtedness in Kentucky exceeded $6.8 billion in 1980. Bonds of state authoriues
totaled nearly $2.9 billion at the end of fiscal year 1980. Local government debt exceeded $3.1 billion
and Jocal industrial revenue bonds of over $880 million were outstanding on June 30, 1980.

This chapter begins with an overview of state and local debt in Kentucky and proceeds with
brief discussions of the various bonding programs and the Commonwealth’s actual and potential
liability for debt service payments on each authority’s bonds. Projections of new debt and debt service
for the 1980-82 fiscal biennium are presented, A discussion of debt service paid from direct state
revenues concludes the chaprer.

Cverview of Keatucky’'s Public Debt

Most state revenue bonds have been isuzd by t,he State Property and Buildings Commis-
sion, the Turnpike Authority of Kentucky, the ¥enrucky Housing Corporation and the eight state
universities. The Kentucky Higher Educarisn Studen: Loan Corporauion, Pollution Abatement
Aushotity and School Buiiding Avthority aiso havf: sevenue bends outstanding. The Department of

srtation (formerly the Department of Hi )
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TABLE 1

OUTSTANDING DEBT AND ANNUAL DEBT SERVICE
COMMONWEALTH OF KENTUCKY
FISCAL YEAR 1980

PRINCIPAL DEBT SERVICE
OUTSTANDING PAYMENTS,
JUNE 30, 1980 FY 1980
State Property and Buildings Comm.
Project Revenue Bonds $ 155,315,0002 $ 13,605,160
General Obligation Bonds 281,715,000 28,668,664
TOTAL SPBC $ 437,030,000 $ 42,273,824
Turnpike Authority $1,297,437,000P $ 97,230,123°
University Revenue Rcnds 384,361,500 28,152,814
Kentucky Housing Corporation 541,900,000 45,986,000
Pollutiecn Abatement Authority 37,620,000 2.856,597
Kentucky Higher Education
Student Leoan Corporation 30,000,000 1,620,000
Schoel Building Authority 46;000,000d 337,000
STATE GOVERNMENT TOTATL 52.874,348,500 2218.455,358
Lecal Goverament Dabis =
Count i § 85%,030,300° ¢ 61.958,473%
o 1,253,804,373° $5.826,808
Se 724,802, : 55,698,820
& o 301,385, 27.512,43
' DCAL GUVERNMENT TOTAL 53,134,832, '
Tadus iyl Syng B ¥O887 .43 68 £
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OUTSTANDING PUBLIC DEBT
COMMONWEALTH OF KENTUCKY
FISCAL YEARS 1971,

TABLE 2

June 30, 1971

1975 AND 1980

June 30, 1975

fune 30, 1980

State Property and Buildings Commission

Proiect Revenue Bonds
General CObligation Bonds

Turnpike Authority and Department
of Highways

Universitv Revenue Bonds

Kentucky Hcusing Corporation

Pollution Abatement Authority

Kentu. kv Higher Education Student
Loan Corporation

Schoo! Building Authority

tate Government Total

Local Government Debt:
Counties
Cities
School Districts
Special Districts

- 1
i

“ocecal Government Total
Industrizl Revenue Bonds

CRANL TOTAL

SOURCE: Xeptuisy

Financial Repoiwisz,

Q

o

1,042 .808,611

644,084,279

$3,250,498,890

[

,655,427 764

670,908, 756G

1873 and 15792,
Ty

fxecutive BudgﬁtT

Loy
19801982,

§3,134,277,801

$ 92,936,000 $ 144,550,000° 155,315,000°
413,895,000 361,130,000 281,715,000
711,330,000 735,785,590  1,297,437,000°
347.435,000 377,212,000, a4, 381 500
N 101,745,000 €. .500,000
-0- 23,535,000 47,629,000
-0- -0~ 46,600, 000
e -0- 44,000,000
$1,565,596,000 $1,743,957,590  52,874,544,500
$ 57,150,400 188,403,400 855,030,500"
450,380,711 690,185,329  1,253.804.373%
418,861,000 589,641,000 724.802.000°
116,416,500 187,198,035 301,195, 928%
' £
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Outstanding Debt and Debt Services

Table 1 presents the principal amount outstanding and annual debt service for all public
bonded indebtedness in Kentucky as of June 30, 1980. Total state and local government debt was
$6,896.199,159. Debr of state agencies and authorities was $2,874,348,500. Fiscal vear 1430 principal
and interest payments on state debt were $218,456,358. Local government debt, excluding industrial
revenue bonds, was $3.134,832,801, with annual debt service of $235.997,535. Industrial revenue
bonds issued under the auspices of local authorities totaled $887,017,858, with fiscal 1980 debt ser-
vice of $79,274,881. If no new bonds were issued, annual debt service would remain at approximately
these levels until outstanding bonds were retired.

Most state debt has been issued by the Turnpike Authority, whose bonds account for forty-
five percent of the state total, the Kentucky Housing Corporation (twenty-two percent), the State Pro-
perty and Buildings Commission (fifteen percent), and the state universities (thirteen percent). Debt
of citv governments accounts for forty percent of local debt, followed by counties (twenty-seven pet-
cent), local school districts (twentv-three percent), and special districts (ten percent).

Debt Growth in the 1970’s

Public sector indebtedness more than doubled during the past decade, increasing from
$3.250.498,890 at the end of fiscal vear 1971 to $6,896,199.159 on June 30, 1980. State government
debt grew by eighty-four percent over this period. from $1.57 billion to $2.87 billion. QOutstanding
debt by government and authority is summarized in Table 2 for fiscal years 1971, 1975, and 1980.
Figure 1 depicts this growth graphically. Local governments, led by counties, had the largest increases.
Indeed, total local debt surpassed state debt for the first time 1n 1978. Among state authorities, the
Kentucky Housing Corporation and Turnpike Authority issued the most new bonds.

The Commonwealth's Liability for Debt and Debt Services

Most debt service on state bonds is paid from the Commonwealth’s General Fund and
Transportasion Fund revenues. The following sections briefly describe the purposes of borrowing and

indicate sources of funds used to pay debt service for the bonds of each state aurhority. Local govera.
ment 2nd indusirial revenue bonds are aiso analyzed from this perspective.

3

tzate Propersy and Buildings Commission

The Scate Properry and Buildings Commission issues all state general obligation bonas. It
siso issues proiect revenue bonds for general goveinmeni purposes. The Commission consises cf e
overnor Lieurenani Governor. Attorney Generai, Secretary of Finance and Cominissioner of

Revenue. Staff services are provided by the Depaitinent of Finance.
(enerai Obligation Bonds. Generai oblization bonds are backed by the full faich and credit
and * ’.x-ng authority of the Commonwealth. These bonds represent absolute commitments of the
state. w02 have a primary claim against the Commonwealth's assets and General | Fund revenues. in

Ken:u ky, general obligation bonds may be issued only with voter approval a statewide referen-
dus Principal and interest paviments on gznera! obligation boads ate made trom Gen £1al F'-.nd and
Trapsporration Pand zppropriations. Un june 30, 1980, Kentucky's outstanding general obligztion



debt was $281,715,000. Fiscal year 1980 debt service totaled $28,668,664. No new state general
obligation bonds have been issued since 1966.

Project Revenue Bonds. The State Property and Buildings Commission has issued revenue
bonds for many general government projects, including the Capital Plaza Complex, Kentucky Educ-
tional Television, the Kentucky Convention and Fair Facility, and the Department for Humas
Resources building. Debt service for some bonds comes in part from facility revenues, but nearly two-
thirds is provided by General Fund appropriations. For example, debt service payments on the Com-
monwealth Stadium revenue bonds are supported entirely by lease payments made by the Unwversity
of Kentucky Athletic Association, whereas debt service on Kentucky Educational Television bonds i
paid solely from the General Fund. The State Property and Buildings Commission will likely serve as
the issuing authority for Economic Development Revenuc Bonds for projects designated by the
Sectetary of the Development Cabinet.

Turnpiks Authority of Kentucky
The Turnpike Authority comsists of the Covernor, Lievienant Governor, Secrerary of

Tramsportation, Commissioner of Highways, Swate Highway tugi_.,ﬁ"' and Atorney Geperal, and con-
s onwsaith. The Turapike Authority
zction and maiucenance; Toll Road

™

elrrm ns Road Revenue

orgtion and goveinnient ’-,‘.;—“':”"‘

reyenue .-‘!Cﬂ

Road System. The
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nium or deferred until a later date. The Authority has no plans to issue bonds for additional Resource
Recovery Road projects during the 1980-82 biennium.

Economic Development Road Revenue Bonds. The 1980 General Assembly enacted legisla-
tion enabling the Turnpike Authority to issue revenue bonds to construct and maintain designated
Economic Development Roads. Debt service is to be provided via lease rental payments from gasoline
tax revenues. The Authority plans to issue $150,000,000 of Economic Development Road Revenue
Bonds in fiscal year 1981 and $150,000,000 in 1982.

State University Revenue Bonds

Kentucky's state universities issue two types of bonds, Consolidated Educational Building
Revenue Bonds and Housing and Dining Facility Revenue Bonds. Total outstanding principal on
university revenue bonds was $384,361,500 as of June 30, 1980. Consolidated Educationai Building
Bonds are issued to fund construction of buildings which do not directly generate revenue, such as
classtoom and administration buildings. Debt service for these bonds is paid from tuition and fee
receipts, which are replaced, dollar for dollar, from the universities’ General Fund appropriations.
While these bonds thus do not represent a direct legal claim on General Fund revenues, General Fund
monies are budgeted for debt service and are in fact used to replenish the tuition and fee receipts
which are pledged to that purpose. Housing and dining facility bonds are issued t¢ construct dor-
mitories and cafeterias. Room and board payments generated by these facilities generally provide suf-
ficient funds to retire the bonds.

University Consolidaied Educational Building Revenue Bonds represent a substantial
liability and claim against the state’s General Fund revenues. Should student fees and other receipts
fail or diminish as revenue sources, it is most likely that shortfalls affecting debt service payments
would be made up by additional appropriations from the General Fund.

Kentucky Housing Corporation

The Kentucky Housing Corporation issucs revenue bonds to support home purchases by
iower and middle income families and construction of multi-family dwellings. It also sells construc-
tion loan notes to support multi-family housing construction. Its Loans to Lenders program supports
single-family home mortgages. The Corporaticn has a statutory debt ceiling of $700.000,000. Its
outstanding bonded debt on June 30, 1980, was $641.900,000.

Revenue bonds issued for the single-family and mulu-family mortgage loan programs are
used to provide mortgages which are fully insured by the Federal National Mortgage Association or
the Government National Mortgage Association. The construction loan notes are insured by the
Federal Housing Administration and are subject to permanent mortgage purchase commitments of
the Government National Mortgage Association when construction is complete. The Commonwealth
bears no actual liability for these securities, and its maximum contingent liability is limited to interest
on 2mounts which the Corporation might have to borrow before the federal agencies remit insurance
claims. In view of the fact that the Corporation mzintains a reserve of more than one vear's debt ser-
vice requitements, even this liability appeats extremely remote. The Loans to Lenders revenue bonds.
while not federally insured, are backed by coliaterai piedges of the lending institutions’ own conven-
tional morrgages. Market value of the collareral securities thus pledged must be at least 110 percent of

9



the amount borrowed by the lending institution. The Commonwealth bears a contingent liability for
the Loans to Lenders revenue bonds, but considered in light of the collateral pledges and the Corpora-
tion’s large reserve, this potential liability also appears remote.

Kentucky Pollution Abatement Authority

The Pollution Abatement Authority’s (PAA) bond assistance program provides funds to
local governments to support the construction of wastewater treatment plants. Under a grants pro-
gram administered by the U.S. Environmental Protection Agency pursuant to the Fedcral Water
Pollution Control Act of 1972, local governments provide twenty-five percent and the fedcral govern-
ment seventy-five percent of funding for treatment plants. By issuing bonds for several projects at one
time, the Authoriry reduces administrative and issuance costs to each city or county and also obtains
lower interest rates than the localities could obtain individually.

The Authority’s administrative costs are paid from bond proceeds. There is no General
Fund suppeort for the program. The Pollution Abatement Authority's ouistanding indebtedness was
$37,620.000 on June 30, 1980. Debr service on the PAA’s revenue bonds is paid by the local govern-
ments, according to formal. legal agreements with the Authority. The Commonwealth bears no ac-
tual liability for these bonds. This debt could become a liability of the state only upon defauir,
bankruptcy of breach of a repayment agreement by a city or county.

Kentucky Higher Education Student Loan Corporarion

The General Assembly created this body in 1978 as a de jure municipal corporation and
political subdivision of the Commonwealth. The Student Loan Corporation issued £30.000,000 of
revenue bonds rated AA in March, 1979. due in June. 1982. at 5.83 percent intefest. including is-
suance costs. Funds for debt service on these bonds are provided by student loan repayments and by
interest pavments from the U.S. Department of Education while students are still enrolled. The Com-
monwealth bears no actual liability for this debr.

Revenue bends issued by the Student Loan Corporation are insured by the Corporation and
are fullv reinsured by the U.S. Department of Education. In the event of massive defauls bv bor-
rowers, the Corporation might experience temporary cash flow probiems, if there were delavs in
recovering insured amounts from the federal government. In this case. the Commonwealth might
have to provide funds to the Corporation to pay interest on the unrecovered amounts untii federal in-
surance pavments were received. It is unlikely, though, that detaults would be this extensive.

While a scudent is enrolled in a qualified program, interest is paid by the U.S. Department
of Education. The interest rate is calculated quarterly by formula. Specifically. the rate i< the current
rate on U.S. Treasury bills. plus thtee 2nd one-half percent. subjecr to = minimunm rate of seven per-
cent. This formula vielded a sixteen percent rare of interest for the first quarter of 1980. Nine months
afrer leaving school. either by graduation or withdrawal. 2 sruden: miust begin w0 repay the loan ar
seven percint inrerest. The maximum repavment penod s ten vears

[+ appears thai the $30.000.000 issue of 157¢ wit! be refurd=a by a v.v 1we when u
matutes iy june, 1982, Sheuld the market be unfavorable for o new Bond soue &t o tune G
the Corporation could seli its securities ro the Student Loan Murreting Assonarsn it ninerv-oigh
percent of parvalue. using the proceeds =f this sale. plus reserves. 1o rewire the honds
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Kentucky School Building Authority

The School Buiiding Authority was established bv 1978 legislation and began opcerations in
fiscal year 1980. The Authority consists of five citizens appoiated by the Goveraor, plus the following
state officials or their designees: Superintendent of Public Instruction, Secretary of Finance, Attorney
General, Chairman of the State Board of Education, and Chairman of the Intenim Joinr Committee
on Education. lts purpose is to assist local school districts in financing buildings and other facilities,
and to support the construction of state vocational education facilitics. All bonds are 1ssued in the
name of the Authority; debt service is paid by General Fund appropriations for that purpose and by
pavments from local districts to the Authority, pursuant to formal agreements. Most local school debt
has been incurred by the local districts and is entirely separate from obligations of the School Building
Authority. The Authority pavs an average of fiftv percent of debt service on its bonds. Depending on
a district’s financial capability, the Authority may pay as much as seventy percent or as little as thirty
percent of debt service.

Through fiscal vear 1980, the Authority had issued $46,000.000 worth of bonds. on which
the annual debt service paid from the General Fund is roughlv 81.800.000. The Authority pians to
issue an additional $66.000,000 worth of bonds in the 1980-82 biennium.

Local Government and Industrial Revenue Boads

Public debt in Kentucky also includes bonds issued by local governments o finance educa-
tonal facilities and capital construction projects. and industrial revenue bonds. Local school debr is
supported by General Fund appropriations to the districts and by local taxes. Other local debr is
retired from local sources. Industrial revenue bonds. issued to construct or acquire business facilities,
are not local government obligations and are backed solely by lease rental pavments to the local
governments from the enterprises using the facilites.

Local School Debt. Local school district bonded debt totaled $724.802.000 at the end of
fiscal year 1980. Debr service in 1980 was $55.698,820. of which approximately $42.500,000 (75 per-
cent) was paid from the General Fund via capital outlay allocations through the Foundation Program.
The balance was paid from locally-generated revenues.

Other Local Debt. City and County governments and special districts also issue general
obligation and project revenue bonds for various public works projects: e.g. roads. warer systems.
municipal buildings, libraries and parks. Outstanding debt of these governments was $2.410.030,801
on June 30. 1980.

Local government debrs are unlikely to become liabilities of the Commonwealth. However,
to protect the ability of other local governments in Kentuckv to issue bonds. the Governor and

General Assembly could choose to support a local government bond issue rather than allow it to
default.

Industrial Revenue Bonds. Industrial Revenue Bonds are issued pursuant to a resolurion or
ordinance adopted by a local governing bodv. Bond proceeds are used to construct or purchase in-
dustrial or commercial facibues which are leased to private business firms. These facilities are exemps
from property taxation. By law. local Industrial Revenue Bonds are retired salely from revenues deriv-
ed from renting the facility. and do not constituce an indebredness of the 1suing government, After
the bonds are retired, the Jocal government owns the facility. Quistanding Indusinial Revenue Bonds
totaled $887,017.858 ar the end of fiscal vear 1980.
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In Kentucky, no local Industrial Revenue Bonds can be issued until the State Local Finance
Officer, an ofticial of the Department of Finance, has been notified of the proposed issuc in writing
There is no ceiling on the amount in industrial Revenue Bonds that « local government «an 1ssue,
although fiscal prudence dictates that only sound, worthy pm]ew be undertaken. Defauit on an In-
dustrial Revenue Bond issue might impair the Jocal government’s ability to ssue bonds i the future.

Debr Service Paid from the
Commonwealth’s Direct Revenues

This section identifies bonds which are retired from the state’s own direer revenues and
presents the debt service requirements of these bonds for fiscal vears 1979 through 1982, Introducing
the section 15 2 brief summary of new debt budgerted for the 1980-1982 fiscal bienninm. Next. direer
revenues of the state are identified and debi service paid from them for each |¢suing authorite’s bonds

s presented, Presentation of toval state and ¢peafic major fund revenues dedicared e debr service 1n

fiscal vears 1979 through 1982 conclude the chaprer

New Debt, Fiscal Years 1981 and 1982

The tollowing discussion is based an dan P':m*“r—-‘f from the Kenrncks Executive Budger,

1680-1022 Bonds which do not re

) evenues are excluded. Table
5 indicate: that most nevw stage 5:-“-_-
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TABLE 3

NEW BOND ISSUES
COMMONWEALTH OF KENTUCKY, FISCAL YEARS 1981 and 1982

TOTAL NEW DEBT

SUI UTHORITY
L B abr 1% FY 1981 AND FY 1982

State Property and Buildings Commission:

Regular Construction Projectsa $ 138,963,200
Economic Development Projects 100,000,000
Energyb 32,509,800

TOTAL SPBC § 271,473,000

Turnpike Authorityc:
Economic Development Roads $ 300,000,000

Universities:

University of Kentucky § 23,410,000
Community Colleges 3,500,000
University of Louisville 24,948,000
Northern Kentucky University 14,372,000

TOTAL UNIVERSITIES S 66,230,000

School Building Authority:

Elementary and Secondary Schools S 48,000,000
Vocational Education Projects 18,000,000
TOTAL SBA $ 66,000,000
GRAND TOTAL $ 703,703,000

SOURCE: Kentucky Executive Budget, 1980-82.

NOTE: Because of the estimated revenue shortfalls in Fiscal Years 1980 and 1981,
this anaivsis assumes that most of the new bonds budgeted for the biennium
will be issued in FY 1981. Those bonds which appear likely to be issued
in FY 1980 include $50,000,000 of economic development project bonds,
$150,000,000 of economic development road bonds, and $33,000,000 of School
Building Authority bonds.

#These projects include the Central Power Plant and Library and Archives Building

at Frankfort; state support for the Galleria, Center for the Arts, General Hospital,
and several State Fair Board projects in Louisville; and the expansion of Outwood
and Central State Hospital, the construction of a new prison and the completion of
the Kentucky Horse Park.

b : o . .
Estimated debt principal that could be supported by the $3,0600,000 budgeted for
FY 1982 debt service for state support of a major ccal development project.
three additional projects, scheduled “or inclusion in the Rescurce Recovery Road
Svstem, are not included in this analysis because it appears 1ikelv that the bond

{ssues ro finance them will be deferred beyond June 30, 1982, Design work on the
projects has been completed. Estimated total construction costs are $176,300,000.
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Direct Revenues and Debt Service

Debrt service is a recurring fixed expenditure. Principal and interest on new debu are in direct
competition with additions to new programs or expansion of existing programs. Service on old debt
generally cannot be reduced or deferred in the event of revenue shortfalls. Because of the significance
of debt service as a fixed cost of government operations, this section describes briefly the magnitude of
debt service compared to the Commonwealth’s own revenues.

To understand Kentucky's actual fiability for its debt, it is important o identify those
bonds which are retired from the stare’s direct revenues and those which are effecuvely self-
supporting. For example, general obligation bonds aie retired from direct tevenues of the General
Fund and che Transportation Fund, while Kenrucky Housing Corporation debz service is paid solely
from revenues generated by the Corporation’s bend programs. Bonds of the Kentucky Housing Cor-
poration, the Pellution Abatement Authority, and the Ktﬂ*"*‘k} Higher Education Studem Loan
Coiperation, and Housing and Dining Facility Revenue Boads, issued by rhe s
seif-supporting and are therefore excluded fron the followin
incurred for Commonwealth C«Laﬂu.m at Ehs. University of K?.’ '

TSITIES, 2re

¢ht service

A1l other debs issusd by state

on local school distiies ujpds : tnns *Hrov a;He Faoundation

Zrogram is includad ber

cice on university and omn
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The debt service payments made from each major state fund are presented in Table 7. Debt
service as a proportion of all state revenue receipts in fiscal 1980 is depicted in Figure 2. Figures 3 and
4 illustrate debt service as a portion of General Fund and Transportation Fund revenue receipts in that
year. Principal and interest payments made from the General Fund equaled 4.6 percent of General
Fund revenue receipts in fiscal year 1980. Debt service on Turnpike Authority revenue bonds and
general obligation highway bonds represented 25.6 percent of Transportation Fund revenue receipts
in 1980. Debt service on Resource Recovery Road Revenue Bonds is paid primarily from coal severance
tax revenues transferred from the General Fund to the Transportation Fund for that purpose. If this
debt service is treated analytically as being paid from the General Fund, then the Transportation
Fund share of total debt service is reduced to 17.8 percent in 1980 and 16.9 percent in 1982. Coun-
ting Resource Recovery Road Revenue Bond debt service as being paid from the General Fund raises
the General Fund share to 6.4 percent in 1980 and to 7.1 percent in 1982.

These values will vary with the actual level of revenues and the timing of the bond issues. If
revenues are higher than anticipated, the corresponding percentages will be lower. If bonds are
delayed beyond expected issuance dates, or if they are issued at lower interest rates than anticipated,
then actual debt service payments and the proportion of revenues devoted to them will be lower. if
bonds are issued earlier than anticipated, debt service payments will be higher than shown in this
analysis,
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NOTES TO TABLE &

Excludes university housing and dining facility and other universizy

lary enterprise revenueg. Since housing and cﬁrx“g faci
revenua bend debt gervice Is excluded from debt service paid
own revanues, revenues from these aggregately seli-supporiing enierp

are exc’uded here.

L]

ctual revenue receipts according to fund summary date in the Kentucky
ancial Report, 1578.

L4

Estimated revenue receipts. The Kentucky Executive Budget, 1580-19827 shows
z tremendous Incresse

in agency fund (inm cluding Trust and Revolving Fund)
revenues from FY 1579 to FY 1280, Ne satisfactory explanaticn of this
increase could be obtaimed, nox could it de verified that the projecisd
revenue data obtaimed from the budget overview document did non incTuﬁe
double counting. Therefore, revenus receipts for the Agency Fund and Trus:
znd Revolving Fund were estimated by wultinmy_“g the tetal projscted
ravenuss, Per the budget cverview document, times the ratic of actusi non-
ral revenue receipts 7o fotal fund receipts for the twe funds for

» This ratio is 6%.2%.

:(.l-

iy

Pt

2naéd fund revenue recelezs excluding federzl and local 2id

Imeoludes projacted increased gascline fax revenues.

, the value is gross vecei
sounting where funds are rﬂ¢c?
rangfer or non-revenuwe regeipts
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NOTES TC TABLE 35

ciudes debt service on Commeonweal:th Stadium prolect revenue bonds (8FRC
Proiect Number 13, because these are serviced ent rely by revenues gene:

ch are not not included in state revenus Tecelinis.

i
e ]
o
it

From State Preoperty and Buildings Commissicn Sinking Fund finamncial state-~
ments in Xentucky Financial Repert, 1979, Thisg numbder differz from that
presented in the computer summary earlier in the finagncial report.

Includes debt service on comstruction preject bonds scheduled for issuance
during the biennium., assuming that they are issuec om July I, I9BL. Alsn
includes dedbt service on the economic develepment proisct snd energy prolach
revenue bonds, a5 reportad in the Kentucky Executiva Pudget, 1980-108Z,

Iy

Does not include university housing and dining project revenue honds,

Geovernor's budgef recommendations, final Kentucky Executive Budget, 1930-1%82.

actual ameunt used to pay ipcal school glsivion

ocutlay zlloiments provided from the Ceperal Tund
rogram. The values for FY 3980, 1822 and 1282 are

state's percentage share -~ 70.8 sevcent, eztimatad

Education, Division of Loczi Schocil Distric:

tad ilccal school district debt service for thosze

ized from ¥DE, Divisicn of Locazl © Hesrder
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NOTES TO TABLE 7

Includes estimated debt service on projected SPBC
projects of $12,823,524 per year. This estimate is
based on the assumption that the debt is retired
over thirty years at 8.5 percent interest on a
regular mortgage-type amortization schedule. Also
includes debt service on economic development
project and energy project revenue bonds, as
reported in the executive budget.

Debt service is paid through the Transportation Fund
for two SPBC projects: the Capital City Airport project
revenue bonds and 4.53% of the debt service on the DHR
building project revenue bonds.

Debt service for Economic Development Road Revenues
Bonds is reported in the budget at $14,250,000 for
FY 1982. Debt service on these bonds for FY 1983
and succeeding vears will be approximately twice
this amount.

Includes investment income and capitalized interest
used to pay debt service on Resource Recovery Roads.
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FIGURE 2

DEBT SERVICE PAID FROM STATE’'S DIRECT REVENUES
COMMONWEALTH OF KENTUCKY
FISCAL YEAR 1980

TOTAL DIRECT REVENUES = \

52,547,9806,576 :
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FIGURE 4

DEBT SERVICE PAID FROM TRANSPORTATION FUND REVENUE RECEIPTS
COMMONWEALTH OF KENTUCKY
FISCAL YEAR 1980

TOCTALTKANSPORTATION FUND

/ DEBT SERVICE =
{ REVENUE RECEIPTS =

$107,039,455

| $418.205 384

|
|

\

SOURCE: Tablessand 6.

NOTE: Revernuesare budget estimates, not final actual revenues.
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CHAPTER II
EVALUATION OF KENTUCKY'S DEBT

Two central questions must be addressed in evaluating Kentucky's state debt.

* How much debt can Kentucky incur and manage responsibly?

® Has the Commonwealth issued too much debt?

This chapter addresses rhese questions in three ways. It begins with a theoretical discussion
of the factors which determine a state’s maximum feasible indebtedness. The second section presents
comparative statistical data on the debt burdens of the fifty states. Kentucky is also compared with
states identified as having stable debt conditions and with those having debt problems. In the final
section, non-statistical factors affecting state debt conditions and bond ratings are discussed. Four
states which have suffered reductions in their bond ratings are identified and their problems briefly
described. Kentucky is analyzed in terms of whether the factors which caused bond downgrading are
likely to apply to 1t.

Determining Feasible State Debt

Unfortunately, it is not possible to determine a specific limit on indebredness which may be
applied uniformly to all states. Neither is it possible to calculate a precise measure of the debt which
an individual state can issue and manage. Annual debt service payments can be regarded as any other
expenditure, provided that legislators and executive officials recognize that debrt service requirements
are fixed for the life of the bonds. Government decision-makers can choose to allocate funds o debt
retirement in preference to current program expenditures. This is entirely sound and legiumate, pro-
vided that two requirements are met. First, the debt and associated cash needs must be properly
managed. Secondly, no new commirments or decisions can be made which impair the state’s ability tc
retire its bonds.

The maximum debr service to which a state could possibly obligate itself may be estimated
as the smallest amount of discretionary funds available, under the worst conceivable revenue condi-
zions, after minimum necessary government activities are provided. Depending on the minimum
leve! of services defined by the legislature and execurive officials. the amount available for debt service
may represent a high percentage of actual revenues. This maximum possible level may well be higher
than most decision-makers would choose, burt there is no definite analvrical reason to establish a lower
limit.

Practically considered, the securities markets will determine the maximum amount of bonds
that a state can issue. However, it is wise and prudent for states to establish debrt ceilings because of
the enhanced credibility this provides for their bonds. New bond issues of states whose debt service
exceeds ten or twelve percent of current direcr revenues would likely receive additional scrutiny from
underwriters and potential investors because of the level of state debr.

Several factors influence the capacire of a state o borrow and to repay its debts. Chief
among these are the state's tax base. its tax structure, and the siability of these factors. The security of
the revenue source supporting a bond issue is by far the most important determinant of thar issue’s
rating. A state’s long-term economic prospects are also imporiant as determinants of the state’s

wealth and tax base.
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Legislative and executive decision-makers must also consider that a high level of debt in-
creases the vulnerability of state programs and emplovees to unexpected declines in state revenues.
Debt service claims are fixed and cannot be avoided. If there is ever a conflict, scarce government
revenues must first be used to pav debt service, even at the cost of reductions in program expen-
ditures.

Comparative Analysis

This section presents selected debt burden statistics for the fifry states. Kentucky’s statistics
are compared with those of states identified as having sound, stable debt conditions and also with
those of states whose debr conditions have deteriorated Comparative analysis 1s descriptive and
generally does not offer firm conclusions regarding why given conditions exist. The point of this
analvsis is to observe whether states with high debt burdens have experienced preblems with bonded
indebtedness and whether Kentucky has factors in common with chese states If this is the case, it

right prove desirable to monitor Kentucky's debt more closely than in the past and perhaps study
specific variables more thoroughly.
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TABLE 8

STATE GOVERNMENT DEBT PER CAPITA
UNITED STATES
FISCAL YEAR 1978

Gross Long Term Gross Long Term
State Debt Per Capita Rank State Debt Per Capita Rank
Alabama S 267.22 32 Montana s I73.52 39
Alaska 2:.737.10 1 Nebraska 35.79 50
Arizona 41.62 49 Nevada 363.73 26
Arkansas 80.29 47 New Hampshire 474,20 20
California 315.06 28 New Jersey 641.42 13
Colorado 114.86 44 New Mexico 284,38 30
Connecticut 1,068.66 6 New York 1,165.56 5
Delaware 1,305.66 3 North Carclina 139.42 42
Florida 272.75 31 North Dakota 124.89 43
Georgia 264.70 33 Ohio 319,93 27
Hawaii 1,866.61 2 Oklahoma 31301 25
Idaho 143.06 41 Oregon Ty 273..97 4
Illinois 450,72 21 Pennsylvania 542.28 17
Indiana 103.41 46 Rhode Island 908. 38 9
Iowa 78.46 48 South Carolina 603.72 15
Kansas 179.67 38 South Dakcta 544.27 16
Kentucky 748.27 B 8 3 Tennessee 302.41 29
Louisiana 514.80 19 Texas 163.11 49
Maine 639.75 14 Utah 222,32 36
Maryland 915.67 8 Vermont 945.82 7
Massachusetts 810.63 10 Virginia 213.09 37
Michigan 227.40 35 Washington 382.90 24
Minnesota 443.69 22 West Virginia 739.42 12
Mississippi 538.47 18 Wisconsin 421.89 23
Missouri 112.03 45 Wvoming 237.11 34

SOURCE: U.S. Department of Commerce, Bureau of the Census, State Government
Finances in 1978, Washington, D.C.: ©U.S. Government Printing Office

1979.
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TABLE 11

STATE GOVERNMENT DEBRT PER $1,000
OF PERSONAL INCOME
UNITED STATES
FISCAL YEAR 1978

Gross Gross
Long Ternm Debt Long Term Debt
Per $1000 of Per $1000 of
STATE Perscna. Income  Rank State Personal Income Rank
Alabama L2 28 Montana 25 38
Alaska 251 1 Nebraska - 5 50
Arizona 6 49 Nevads L0 30
Arkansas 13 45 New Hampshire 56 20
Caliifcrnia 36 32 New Jersey 73 i8
Colorado 1 5 New Mexico L3 27
Connecticut 320 g€ New York sl 6
Delaware 152 4 North Carolina  2: 10
Florida 36 32 North Dakota 15 L3
Georgia 39 21 Ohic L3 29
Hawaii 220 Z Oklahcma 53 23
Idaho 21 L0 Oregon 162 3
llinois 52 2L Pennsylvaniza 78 e
Indiana 2.3 LG Rhode Island 123 2
Towa 10 L8 Scuth Caroiina 97 14
Kansas 22 39 South Dakocta 87 14
Kentucky o ] ;3 Tennessee &7 25
Louisiana : ) Texas 22 1.0
Maine iCL 22 Lzzh 33 3L
Maryland 210 ik Vermcnt ik 5
Massachusetts 100 & Virginis 28 35
Michigan 27 36 Wasrningten L7 24
Minnescta 20 22 West Virginia idb S
lississippi 9L 15 Wisconsin 55 i
Missouri =5 Li Wyvoming 25 37
Ye&. Avercge 59
SOURCE: U.S. Department cf Commerce, Bureau oI the Census, 3Stzte
davernment Finsnces irn 1378, Vaskingtcn, D.Ce: UeS. Sovern-
Ment Prantlihg Vifice, -2:%.
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Kentucky vs. Selected States

In this section, Kentucky’s debt burden statistics are compared with those of states with
solid, stable debt conditions and with those of states whase debt conditions have deteriorated. These
groups were identified by comparing the consensus rankings of two major bond rating companies.
Moody's and Standard and Poor’s, and 2 large underwriting firm, Prescott, Ball and Turben (PBT).
which also assigns bond ratings. The states categorized as having sound debt conditions had received
AAA ratings on their general obligation bonds from all three services, as of the latest reports prior t0
April, 1980. Eight states satisfied this criterion: Minnesota, New Jersey, North Carolina, South
Casolina, Texas, Utah, Virginia and Wisconsin. Additionally, PBT assigns a rating tread in its
reports. All of these states were rated as having stable or improving debt conditions.

The states identified as having debt problems zii had at least one rating as low as A and
none higher than AA. Five states fit this category: Delaware, Hawaii, Michigan, New Yotk and Fenn-
sylvania. PBT reported a downward rating trend in four of chese five states.

In long-term debt per capita, the states wich high, solid ratings ranked from thirteenth o
feriy-sccond, with an average ianking of twenty-ninth. The states which experienced difficuities rank-
=d from szcond 1o thirty-fifth, with an average ranking of twelith. Kentucky ranked eleventh.

Kentucky ranked twelfth in debt as 2 percentage of direct state sevenues {Table 9). The
sound debt states ranked from fourteenth to forty-second, with an average ranking of rwenty-cighth.
The peoblem states ranked from second to thirty-sixth, with an average ranking of fourteenth.

in interest on debt as 2 peicentage of direct expenditures (Table 10). Kentucky ranked
cleventh. The states with high bond rarings sanked from sixth to thirty-eighth, with an average rank
of twenty-sixth. The states with debt problems ranked from first to thirty-second, with an average
rank of twelfch.

Kentucky ranked tenth in debt per $1,000 of personal income. The sound debt states rank-

ed from fourteenth to fortieth, with an average rank of twenty-eighth. The debt problem states rank-
& from second to thirty-sixth, with an average ranking of thirteenth.

These statistics seem te indicate that states with high debt burdens are more prone to ex-
perience problems with their bond ratings than stares with low debt burdens. However, the ex-
perience of New Jersey and South Carolina shows that states with higher than average debt burdens
can maintain high bond rarings. Likewise, Michigan’s case demonstrates that factors other than 2 high
debt burden can cause deterioration of a state’s bond rating. Considering that Kentucky’s ranking is
far cioser to the average of states which have experienced probiems than it is to the average of states
with high, stabie ratings, it would probably be wise to monitor Kentucky's debt condition closely and
to enhance efforts to manage the Commonwealth’s debt.

Non-Statistical Factors Affecting
State Bond Ratings
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California. California’s general obligation bond rating was lowered fiom AAA o AA by
both Standard and Poor’s and Moody's as 2 ditect icsult of Froposition 3. Califoruia ranked belew
average in the debr burden statistics presented in che previous section, and it has o rational deb:
policy. However, the investment firms lowered Califernia’s bond raung because the success of wax
limitation initiatives created a climate of uncertainty.

Delawarte. The prudent management of iong-terrn finances is essential for a state to main-
tain a high credit rating. Delaware provides an example of 2 relatively wealthy state whose bond rating
~ was lewered because of poor judgment and mismanagemer:. Delaware’s bond rating was lowered in
1977 for several reasons.

® The state nad a2 history of high borrowing and 2 high level of susianding saoss-tersa debt

in 1977,
& The state-owned bank had sigﬂiﬁcan: Fiazncial difficuities,

a tionds

ALIES,

Massachuseise. Several faciois caused Masaachs ¢ lowered i juns,

10675 Like Connentizu 2ad Disiaware, ¢ sul gees CAg cut‘mai‘ the
state’'s welfate nrogram costs .nczea.sf‘,:*; substantially becsuse it for mﬁ*"

ond markes _orsdrri-“r-'}s ade =
a58ist in restructuring the suthotity
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little outstanding shott-term debt and has never used general obligation bonds for deficit financing.
It has not yet used bond financing for unusual purposes, but rather for normal capital construction.
The commitment of state revenue bonds to industrial and commercial development projects may be a
cause for concern, however.

Kentucky is less vulnerable to national economic fluctuations than states in the industrial
northeast. {ts long-term tax base and economic prospects appear at least stable.

There is no evidence that the Commonwealth wili experience difficultics because of focal
government debt problems. Local defaults have been small and temporary. The major local govern-
ments appear sound and unlikely to cause the state problems.

The absence of clear, comprehensive data on state debt may have been a source for concern
among investors in the past. Likewise, Kentucky's inadequate accounting system may have been a
cause for misgivings. The General Assembly addressed both these problems in 1980, however
establishing the Office for Investment and Debt Management in the Department of Finance and
staturorily mandating that the state accounting system achieve compliance with generally accepied ac-
counting principles






CHAPTER III
ISSUING AND MANAGING STATE DEBT

Over the past decade, debt financing has emerged as 2 major element of Kentucky state
government finance. Since 1971, state debt has nearly doubled. Based on current authorizations, the
Commonwealth’s outstanding indebtedness will approach $3.5 billion in 1982. This chapter ad-
dresses several important issues relating to the state’s borrowing policies and practices, including (1)
the need for integrated long-term capital construction and debt planning, (2) improvement of debt
issuance and management activities, and (3) the role of the General Assembly in approving new bond
issues.

This report makes specific and general recommendations concerning these issues. In
developing these recommendations, four criteria are applied.

1. The General Assembly, the Governor, and appropriate executive branch officials should
be fully informed of proposed new debt and its impact on future state revenues.

2. The General Assembly should have clear authority to approve or disapprove proposed
bonds if state revenues will be used to retire them.

3. The Commonwealth’s costs of borrowing via bond financing should be as low as possi-
bl

4. The Commonwealth's credit rating should be maintained and enhanced to the max-
imum extent feasible.

Complete and accurate information on present and future financial commitments is
necessary to making sound decisions. Because the General Assembly must ultimately authorize the
use of state funds for debt service, it is entirely appropriate that it approve new bonds when state
revenues will be used to retire them. Financing at the lowest cost is desirable because it limits tax
burdens and can conserve funds for other purposes.

This Chaprer proceeds with 2 discussion of the rationale for debt financing by state goverrn-
ment and a brief description of the bond issuing process in Kentucky. Debt information and ex-
ecutive control over the process are discussed in the following section. The next two sections address
the issues of consolidating bond authorities and adding legislators to those bodies. Legal limitations
on indebtedness are discussed next, The final section addresses the question whether the Com-
monwealth should use general obligations bonds instead of project revenue bonds.

Rationale for Debt Financing

State governments use debt financing for several purposes, but mainly for highway and
building construction. Roads and buildings have long, useful lives, and bond financing satisfies the
equity criterion that persons in different generations who benefit from a project should share in pay-
ing for it. In periods when the rate of inflation exceeds the interest rate at which governments may
borrow, bonds may be used to ebrain desired facilities at less expense than if the projects were defer-
red. A state government can also use bond financing to promote various programs. For example,
bonds are used in Kentucky to support pollution abatement and to provide low-interest home mort-
gages to lower and middle income families.
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Issuing Bonds in Kentucky

Several parties participate in issuing bonds in Kentucky. The first step in the process is the
identification of projects for which debt financing may be appropriate and desirable. The decision
must then be made whether to proceed with bond financing. This may be done either formally or in-
formally by the members of an issuing authority. This body then authorizes development of the
bonds, the prospectus for the issue, the trust indenture, and obtaining legal opinions and other
documents necessary to sell the bonds. Prior to preparation of these materials, the managing under-
writers and bond counsel for the issue must be selected and their fees determined.

Rating

The bond issue is rated according to its risk and quality by an investment analysis firm, such
as Moody’s Investors Service, Incorporated, or Standard and Poor’s Corporation. Bonds with lower
risk of default receive higher ratings, which result in lower interest costs for the issuer. It is virtually
impossible to sell bonds in the open market without an acceptable rating from a recognized bond
rating firm. The highest possible rating is AAA. According to state law, bonds issued by the State
Property and Buildings Commission, and the School Building Authority, and Consolidated Educa-
tional Building Revenue Bonds, issued by state universities, must earn at least an A rating when they
are issued. This requirement will also apply to Turnpike Authority bonds after July 1, 1982.

Interest Rate Determination

When all documents are in order and the rating is obtained, the companies handling the
sale of the bonds for the state, calied the underwriters, assess the market to determine what interest
rate the state must pay. The interest rate depends on prevailing market conditions, the rates borne by
simiiar securities and on special factors affecting the particular issue.

Final Approval, Sale and Disbursement of Proceeds

The authority formally approves the final prospectus, or official statement, for the issue and
authorizes the sale of the bonds. The underwriters purchase the bonds from the authority for resale to
investors. The proceeds from the saie are forwarded to the trustee, who pays the underwriters and
bond counsel, makes necessary deposits to escrow and reserve accounts, and deposits the net proceeds
to accessible accounts of the autherity. The relationship between the authority and the trustee is
governed by a legal document known as a trust indenture. The trustee continues to manage the bank
accounts of the bond issue, carrying out the transfer and disbursement instructions of the authority,
assuring thar debt service, reserve and sinking fund deposits are made, and generally protecting the
interests of the bondholders.

Role of the General Assembly

Until 1980, the Kentucky General Assembly’s role in issuing debt was limited to enacting
the enabling legisiation for the various types of bond issues. Specific decisions to incur new debt were
reserved to the various authorities. Legislation enacted in 1980 gave the General Assembly a role in
approving new debt. Prior to the issuance of any bonds or anticipation notes, each issuing authority
must obtain the approval of the General Assembly if state general funds will be used to retire the
debt. Approval may be made by specific legislation or by the legislature’s passage of the biennial ap-
propriations act, which specifies bond financing for various projects.
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The Turnpike Authority of Kentucky is exempt from these provisions until July 1, 1982. If
the General Assembly has authorized a debt ceiling for a particular authority, new bonds up to the
level of the ceiling are exempt. Refunding bonds need not be approved if they will result in net in-
terest savings. General Assembly approval is not required for a project if it will generate sufficient
revenues to pay its debt service. That revenue projection, however, must be certified by the Secretary
of Finance to the head of the issuing auchority, to the Governor, and to the Legislative Research Com-
mission before the bonds may be sold.

Centralized Information and Executive Control:
The Office for Investment and Debt Management

The 1980 General Assembly created the Office for Investment and Debt Management
wishin the Department of Finance. Its enabling starutes specify the following general duties relacing
6 aebt mznagement.

o Coordinatton znd monitoring of cash n is relative to investment and debe activiiy;

@ Development of 2 long-terma debt pian, inc ing criteria for the fssuance of debt and an

evatuarion of how much cotal stare debi is justified:

® Bvaiuativn of revenue projections reladive to proposed revenue bond issues;

' Maintaining lisison with the General Assembly on alt investment and debt matrers; and

¢ Pulfiliing other functions of the Depastment of Finance reiative to state investment and
debt management, :na.l;o’;r;g the making of debt service payments, the sale of bonds, and siaff
assistance to the State Property and Buildings Cemmission and the State Investment Commission,

Additionaliy, ail state agencies, authorities, commissions, and other entities having e
auchority to issue bends must submit all propesals for boads, bond anticipation notes, or other in-
tevim financing to the Ctfice for review and approval prior to issuasice.

A

Asfrzsned Ly sizruie, the Office for Investment and Debt Managemeni has the potentiai o

‘laf.\ ’nﬁie 33 i ‘;—1’ il

sz for information on siate debi and as a powerful manageriai uni
for cvaluaiing proposed debi ar cf assuring that decisions are based on scund data. Presently, respon-
; accurats 1ecords on state debi s fragmented and inconsistent. Further, no

. ;u' of anntherity vo review feasibility studies for proposed debt-finznced nrojecss.
for these reasons, and to sausty the information needs of the General Assembly and the exscutive
oranch, the Commnitize mekes the following specific cecommendations.

Recommendations

1. Tae Oifice for Invesiment znd Debt Management should maintain accurate, detailed
datz on the bonds ol all state bond issuing auchorities. The Office should request that the Depar
ment for Community and Regionaf Development and the State Department of Education forwaru
detailed information on focal debr to them on a reguiar periodic basis.

4. dnaddition o cvaluating revenue giojections, the office should evaluate feasibilitv
studies for debr-financed projecis and report the results of each evaluation to the Governor and the
General Assembly or Legistative Research Commission prior to original auchorization of the bond
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Discussion

These recommendations are intended to provide better and more accessible information
concerning Kentucky's debt. The State Department of Education presently maintains good records on
the bonds of local school districts, and the Deparement for Community and Regional Development
maintains good dzta on loral government debt. These recommendations contemplate that these
departments should revain this function and responsibility. The General Assembly may want tc con-
sider establishing saatutory guidelines for feasibility studies and for financial qualifications of debt-
financed proiwuis
Developin & nseroal Dbl Mansgement Expertise

Se¥gial 57ater maintain in-house cxbertxs* for preparing most or 21l docurments necsssary w

issue poeads. Tee beneliss of emploving personne! with this expertise include better information for
ail p»!rtm v debt decisinas, eshancement of ¢ state’s financial reputation, and the possibility of
ditect cosy suvinge in preparing and issuing bonds. For thess seasons, the Commitice makes
xnélw&-aw feCOMMeEnaarion.
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State Property Inventory and Capital Construction Plan

An accurate and complete inventory of state buildings and roads, including assessments of
the condition of these assets, is crucial to planning and understanding the Commonwealth’s long-
term debt needs. The magnitude and condition of the state’s buildings and roads are major deter-
minants of its need for long-term debr. Likewise, future capital construction plans are a significant in-
dicator of the need for future bond issues. Present and future building and highway renovation costs
loom large in Kentucky's fiscal future.

Many buildings on Kentucky’s state university campuses are ten to fifteen years old and will
require major renovation and repair within the next ten years. Given current inflation, costs for repair
and renovation may exceed the original constrution costs of the buildings. State roads face a similar
future. Many state highways are even now in need of major maintenance and reconstruction work, as
evidenced by the 1980 General Assembly’s authorization of $300,000,000 in new bonding authority
for such projects.

An effective capital construceion plan identifies all buildings and road projects scheduled
within the planning peried. The plan should also identify the costs and means for financing the pro-
jects. This information weu!d facilitate debt planning. Current bond issues and capital construction
commisments compete for scarce governmeant financial resources, not only with existing programs but
also with future projects. The inveatories and plans outlined here will enable the General Assembly to
make beirer informed decisions wich these capital need projections clearly before it.

Recommendations
1. The Secretary ot

ance should compile and publish, at least biennially, an inventory of
ali stare-owned buiidings, including information on their age and condition and future needs for
repairs and renovaion.
¢ Tiznspostarion should compile and publish, at least biennially, 2n in-
he Commonwealth has maintenance responsibility, including informa-
(50 proiccied feconstiuction and major mainienance needs, and
K 1 mn QJOT maintenance WOTk at current pflC(.S
3. Consistent with its sistutorily established tasks of developing a long-term debt plan for
the Commonwealth and preparing long-term cash forecasts, the Office of Investment and Debt
Managemﬂm should be responsible for coordinating and integrating the information presented in the
lebt plan and the b '151*"3;’5‘- and highway inventories. The Office should make a biennial report, at
least three months prior o the regular legislative session opening date, to the Governor and eithes to
the General Assembiy or the Legislative Research Commission. This report should include the state’s
projected cONSLIUCTION, [ECONSIILCiion, renovation, and major maintenance and repair needs, both for
buildings and roads, and their impact on the state’s ability and need to issue new bonds.

P R Foe ELat
G On i ABC 2ha L0

estimated costs for recansiracion as

Discussion

While informaiion 1s aiways valuable, 1t is frequently difficult to assign dollar values to
specific data and to compare ihese values to the costs of obtaining it. The data outlined in Recom-
mendations 1 and 2 for inclusion i the property and highway inventories would doubtless be of value
in making decisions concerming new bonds, but it would be expensive to compile and publish.
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Controlling the Level of Long-Term Debt

States use different methods to control long-term debt. Some states impose absolute dollar
limits on general obligation debt. Kentucky’s Constitution, for example, provides that no more than
$500,000 of general obligation debt may be issued without voter approval. Other states have floating
or indexed ceilings which vary as their revenues vary. The following discussion sets forth the ad-
vantages and disadvantages of the two types of ceilings. A brief exposition of different types of index-
ed ceilings is also presented.

Absolute Debt Ceilings

Absolute limits prohibit a state government from incurring more than a fixed dollar amount
of debt. The inflexibility imposed by absolute limits can prevent a government from borrowing even
when doing so is fiscally wise and prudent. It could conceivably hinder development of a state by
limiting the growth of necessary government services.

Kentucky's absolute limit on general obligation debt has effectively forced the executive
branch to circumvent it, in order to issue debt for transportation, education, and other reasonable and
proper purposes. This circumvention has unfortunately had two significant adverse effects. First, the
intent of the constitution to take decisions on indebtedness before the voters has been circumvented.
Decisions 1o issue bonds which are supported directly by general tax revenues have been made by
bodies consisting of the Governor, one or two other elected officials and gubernatorial appointees.
Secondly, interest costs on the project revenue bonds thus issued are significantly higher than the costs
ot equivalent amouns of general cbligation boads.

Indexed or Floating Debt Ceilings

These limsts are f”rm'essr'i as 2 proportionate relationship between debt or debt service and
state zevenues. The maximure amoun: of outstanding bond principal may be fixed as a percentage of
a state's direct revenues, Ec?ai revenues, or revenues of a specific fund. Alternatively, maximum debt
service Dayments in a given fiscal vear or biennium may be pegged at a percentage of state revenues
during that pestod

South Carelina law limits debi service payments to seven percent of its general fund
evenues. Debi service in Tennesses may not exceed fifteen percent of its general fund receipts. Con-
necticnt limits debe service in any year 1o 4.5 percent of the previous year’s state tax receipts. Delaware
employs 2 different rechnigne, which not only limits but actually reduces its debt: new debt issued in
any year cannot exceed 75 petcent of che principal amount of debt retired the previous year.

The henefits of 2 realistic debt ceiling are (1) that it limits the obligations of future revenues
that can be incurred, and (2) thart such a ceiling provides additional evidence of a state’s fiscal respon-
sibility, which in turn enhances its repuzation in the bond market. Kentucky’s unrealistic and imprac-
tical absolute debt ceiling has merely been circumvented, resulting in greater than necessary borrow-
ing costs and in more chan §2 billion of rax-supported debt issued without voter approval.

The Commiitee i'or Program Review and Investigation thoroughly discussed legal limita-
tions on state berrowing, including the issue of whether statutory or constitutional limits would be
preferable, After due conuldfsmfton the Committee elected to make no recommendation concerning
this matter.
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Consolidation of Bond Issuing Authories

Twenty-one Kentucky state agencies and authorities presently have statutory power to issue
revenue bonds. Six of these have never used this authority and appear unlikely to do so in the
foreseeable future. These include the Churchill Downs Authority, the Health and Geriatric Authori-
ty, the Capital Plaza Authority, the State Fair Board, the Department of Fish and Wildlife, and the
Water Resources Authority. These smaller single-purpose authorities are presently required to obtain
the state Property and Buildings Commission’s approval prior to issuing bonds. Necessary staff work
would be performed by Department of Finance personnel if the authorities should decide to issue
bonds. This situation is clearly duplicative.

The debe issuance authority of these agencies is unnecessary. Further, the large number of
such authorities may create uncertainty among investors as to the true status of the Commonwealth’s
debt. Recordkeeping for the various authorities which have issued bonds has not been consistent and
current in the past.

The Department of Transportation, formerly the Department of Highways, has issued
bonds in the past but its last outstanding debr was retired in 1978. All highway construction bonds
since 1954 have been issued by the Turnpike Authority, with appropriate staff services provided by
the Department of Transportation.

Several benefits would derive from consclidaring the bond issuing powers of these six
authorities under the State Property and Buildings Commission and the Turnpike Authority of Ken-
tucky. First, centralization of staff functions in the Office for Investment and Debt Management
should result in lower administrative costs associzted with revenue bonds issues. Second, records and
informarion concerning existing and proposed honds would be more complete and accessible than at
present. Finally, the better information and enhanced debt managemen: function resuiting from con-
sofidation would provide addirional credibility for all Kentucky project revenue bonds in the
securities market.

Recommendation

The Genera! Assembly should enact legislation consolidating the bond issuing powers of the
Churchill Downs Authority, Health and Geriatric Authority, Cepital Piaza Authority, State Fair
Board, Department of Fish and Wildlife, Water Resources Authority into the State Property and
Buildings Commission 2nd the Department of Transportation into the Turnpike Authority of Ken-
rucky. The statures which empower the first siz entities to issue bonds should be repealed.

Authorities whose bonds are retired from funds other than direct state revenue receipts
would be exempt from this measure. At present, these would include the Kentucky Housing Corpora-
tion, the Kentucky Higher Education Student Loan Corporation and the Kentucky Pollution Abare-
ment Autherity. Sim:lar authorities established in the future would also be exempt if no direct stare
revenues were involved and if any liability of the Commonwealth were effectively eliminated by
federal agency insurance coverage or other sound guarantees.

If and when the Office for Investment and Debt Management develops the expertise to
prepare and issue bonds, the Program Review Committee contemplates that state university revenue
bonds would be included within the scope of this recommendation. Such a change would not limit
the ability of universities to initiate proposals for rapital construction projects, nor would it diminish
the authority of the Council on Higher Educaticn 1o cvaiuate and rank the universities’ capita! con-
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The second major benefit may be even more important: as proposed, general obligationl'
bonds will be issued through a more open and democratic process. Decisions will be made by a larger
entirely elected body. '

Finallv, the Commonwealth should realize lower prepatation and marketing costs for
general obligation bonds: legal documents are simpler and the marketing activities need not be as ex-
tensive as for revenue bonds. The practice of using primarily general obligation bonds would lend
itself to the state’s assuming many of the functions associated with preparing and marketing its
bonds.

Twelve state legislatures presently have the power to authorize general obligation debt. Six
may do so by a simple majority vote. Three require a three-fifths majority and two require a two-
thirds majority. In Delaware, a three-fourths majority vote is necessary.
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CONCLUSIONS

Compared to other states, Kentucky has a relatively high state government debt burden.
The Commonwealth ranks among the top twenty-five percent of the fifty states by four different
measures of debt burden. Kentucky ranks noticeably closer to states which have experienced problems
with indebtedness than to states which have high, stable bond ratings. This fact does not lead to the
conclusion, however, that Kentucky has issued too much debrt. At least three states with high, stable
bond ratings have debt burdens close to or higher than Kentucky’s. At least one state has a very low
debt burden but has nonetheless experienced difficulties, including downgrading of its bonds.

Many factors other than a high debt burden can cause debt problems. Among these are
mismanagement and improper or unwise use of debt financing, debt problems of major local govern-
ments within a state, vulnerability to national economic fluctuations, and frequent or major
modifications to a state's tax structure. None of these appears likely to arise in Kentucky in the
foreseeable future. However, considering the Commonwealth’s relatively high debt burden, it would
be wise to monitor state debt and related facrors closely and to enhance debt management efforts.

Kentucky has demonstrated that it can manage debt service pavments equal to eight percent
of direct state revenues feasibly and responsibly. The present report, however, addressed only the level
of debt. It has not evaluated specific debt-financed projects, nor has it examined the relative merirt of
bond-financed highwayv and capital construction projects, as opposed to current operating programs.
Questions of allocating revenues among competing activities must be addressed by the General
Assembly 1n its consideration of proposed appropriations and new bond issues.

The General Assembly must have better, more complete information on state bonded in-
debtedness made available to it on a regular basis. Data on current and furture debt service re-
quirements is essential to making sound. informed decisions. Debt service competes for scarce govern-
ment resources, not only on a current basis but also over the entire life of the bonds. The General
Assembly must be aware of these long-term commitments in considering whether to approve new
bond issues.

Kentucky's absolute constitutional ceiling on general obligation debt has been cir-
cumvented by the use of project revenue bonds, resulting in greater than necessary borrowing costs,
while over $2 billion of tax-supported debt has thus been issued without voter approval. The Com-
monwealth treats such revenue bonds as general obligation bonds and must continue to do so.
Therefore. the General Assembly should propose a constitutional amendment which would enable
the Commonwealth to issue general obligation bonds upon the affirmative vote of three-fifths of cach
house of the General Assembly.

Substantial interest savings would be realized bv 1ssuing general obligation bonds instead of
revenue bonds. Debr service on general obligation bonds would come from the same sources as for
revenue bonds. In 1ssuing general obligation bonds, the Commonwealth would simply guarantee to
continue ro pav debr service as it does at present.






APPENDIX A
The Cost of Issuing Bonds

There are two processes by which bonds are issued: negouared and compeuuve vid. A
negotiated bid is one in which the issuer agrees to sell the bonds to a specified purchaser ar the outset.
Thar purchaser acts as fiscal agent and underwrirer. A competitive bid is a sale at which bonds are of-
fered at a public auction on a particular dav. A fiscal agent who may or may not purchase the bonds is
hired to prepare the necessarv materials.

Services
The fiscal agent function of bond preparation entails the provision of several services in both
tvpes of sale.
1. Preparation of financial studies: determining source of debu service; reviewing policies,
laws that affect ability to pay debt service: assessing debr capacity.
2. Recommending financing program.
3. Preparing necessarv documents.
a. Bond resolution
b. Official statement
¢. Underwriting papers

4. Presenting 1ssue to bond rating agencies.
5. Determining pre-sale strategy.
. Selecting firms to be inciuded in underwriting svndicate (negotiated sale). Presenting

information to underwriting firms.
Proposing interest rate, underwriting discount and offering terms.

8. Oftfering bonds for sale.

9. Conducting all necessary meetings for bond issuance.

10.  Conducung meeungs for acceprance of bids and award of bids (comperitive bid sale:.

1. Advising on reinvestment plan for bond proceeds.

12, Preparing distribution of bonds; selecung and orienting bond trustee: payving agents;
other closing services.

In addition to these services thar are relatuivelv tangible. an issuer also purchases: knowledge
of bond market conditions on a daily fluctuating basis; knowledge of financial approaches thar are
current. creauve, and will result in a cost saving o the issuer: and an ongoing interest in the issuer’s
circumstances. so as to develop refinancing plans of advantage to the 1ssuer,

Cost

The actual cost to an 1ssuer to 1ssue or sell bonds is the interest rate of vield paid by the issuer
Aecessary 1o attract investers. and a fiscal cgent fee. where applicable.

Costs are paid by the issuer in the form of a vield or return on invesrment rate which takes
into account the coupon interest rate and the amount of the discount.
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In a negotiated sale, the total cost to the issuer is within the interest charged on net pro-
ceeds. In a competitive bid sale, part of the cost to the issuer is within the interest charged on net pro-
ceeds and part is within a fee charged by the tiscal agent.

The return to the fiscal agent/underwniter is determined by the difterence between the pur-
chase price or proceeds paid the issuer and resale price realized i the bond market. This amount &
the underwriter’s **gross spread.” 1t is usually expressed as a dollar value per $1.000 of bonds issued
From rhe gross spread certain costs are paid. Cost elements are as follows.

1. Selling Commission: This is paid to the underwriter for selling the bonds. The commis-
<ion is paid by the issuer indirectly within the spread. This means the issuer sells bonds at 2 greater
discoant or lower price. realizing less proceeds than those which will be realized by the underwriter
upon resale. (The commission is earned by the underwriter at resale. so he must set a purchase price at
a level to insure a higher resale price and thus a profit ) That difference is 2 function of the market at
sale day.

2. Underwriting or Risk Fee: This is compensation for the tisk the underwriter takes by pur-
chasing bonds he may or may not sell at a profit. This is also paid by the issuer and earned by the
underwriter within the gross spread. Again, this amount is a function of the marker at sale dav and
how it receives the bonds.

3. Management Fee: This is the fee for preparation of the marerials necessary to markert the
issue and development of a financial plan.

This is paid as a flar fee {percent of face value of issue) in a competitive bid sale. ln 2
negotiated sale. this fee is realized within the spread.

4. Expenses: These include expenses of legal fees, travel. printing. advertising. out-of-
pocket expenses. This is also paid within the flat fec or fiscal 2gent’s fee in a comperitive bid sale and
sut of che spread in a negouiated sale.

An average gross spread is approximately $18 per 1,000 bond sold. The range can be
anvwhere from about $5 per $1,000 ro $30, depending con the complexity of the issue. Of that
mount. about 50% is the selling commuission fee and about 14% is the risk fee. These fees are in-
tuenced by the market on sale dav and are nox fully contrellable by the 1ssuer, the underwriter or the
fiscal agent. The underwrirer's assessment of his effort and risk influences the amount ar which he
purchases the bonds, or the *"bottom side ™ of his spread

The management fee accounts for about 17% of the cost and could be a *'bargaining
peint’’ of the issuer If an issue were of a very common nature. the issuer could request 2 fower fee of
rhe fiscal agent for this service. In some cases, the issuer mav even provide this service himself.

Expenses account for the remaining 19% . These of course are fairlv ser and do not vary 2

d
L
x

o

great deal among in-state fiscal agents. Our-of-state fiscal agents mav incur higher travel and “leg-

work'" expenses than average. In small cases the expenses mav be disproportionatels high. meaning
the ratios of one or all three other elements mav have te be reduced.

Fees

1

Generally the gross spread for negotiatec sales is higher than that for compe

This

1gent

ina compeouve bid sale. the fiscal agent fee is 2 percentage of the face value of :he ssue, b
s realized onlyv if the bonds are sold. This is paid by the tssuer. however. in addition to the pres
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Fiscal agent fees in Kentucky are as follows:

In general for Kentucky underwriters:
1% or $3,000, whichever is greater, up to $1 million
The next $1 million at §6.50 per $1,000 (.65% )
The next $1 million at §6.00 per $1,000 (.6%)
The next §1 million at $5.50 per $1.000 (.55%)
All over $4 million at $5.00 per $1,000 (.5%)

Paid by Kentucky state authorities: |

&1 million to §2 million 1%
Next $3 million 4%
Next $15 million 3%
Over $20 million 25%

The trend since 1970 has been for more negotiated sales than competitive bid sales. This
may be related to the fact that most bonds issued are revenue bonds, which often require more exper-
tise in preparation and sale. In a negotiated sale the issuer agrees to negotiate with a specific under-
writer. The underwriter then takes the time to educate the market as to the risk of the issue. The
market is tested before acrual release of the bonds, to set the best price for the issuer and the under-
writer. The underwriter 1s generally careful to get the best price he can for the issue. to insure further
business. Even though the underwriter could enlarge the spread by buving the bonds at a large dis
count. competitors would soon inform the issuer of the unnecessary cost to issue.

In the case of verv stable, secure and uncomplicated issues a competitive bid process may
lead to lower costs to the issuer. But when the markert is unsure of the value or risk of an issue, a com-
petitive bidder—not being involved in the development—may bid a larger than needed discount to
insure a profit.

On the following pages are examples to illustrate the two tvpes of bond issues. The first ex-
ample, a negotiated bid, is an illustration of how Kentucky Turnpike Authority, Kentucky Housing
Corporation, Pollution Abatement Authority and Kentucky Higher Education Student Loan Cor-
poration bonds are issued. The second example. a competitive bid. is an illustration of how the state
universities and the State Property and Buildings Commission issues bonds. This tvpe of issue is re-
quired bv statute (Chapter 56) to be in the form of a compentive bid.

Conclusion

Of all the costs involved in issuing bonds only one element can realistically be controlled by
the issuer: fiscal agent costs. Fiscal agent costs mav be negotiated directly in a competitive bid issue or
indirectly bv issuing a familiar twpe issue on a competitive bid basis racher than negotiated bid basis
(or the reverse on complex issues).

Fiscal agent costs are a relatively small part of the total cost. and that cost is only paid if the
bonds are actually sold. Services of a fiscal agent who is engaged in underwriting mav provide savings
in interest and discount costs. It is not advisable ar this time for the Srate of Kentucky tn provide sraff
to actas its own fiscal agent,



EXAMPLE]

Cost of Bonding Negotiated Issue
$95.000 Project Cost, Maturity: 1 vear

Sale at Discount _ Sale at Par
$100,000 face value $£95.000
95,000 proceeds from sale 93.000
to underwriter

5,000 discount par (0)
96,500 proceeds to under- 96,500

writer from resale
1.500 gross spread 1.500

Underwriter’s Fee Breakdown

1,500 gross spread 1.500
750 sales commuission 750
210 risk fee 210
285 expense’ 285
255 management fee 255

Cost 1o Issuer

6% interest on face value
6,000 interest cost
5.000 amount 1o be repaid but
not received in cash
11,000 total cost
11.28% vield
11% cost/ face value

* in small issues. part of the risk fee and management fee may be

allocated to expenses if necessary.
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11.28%

10,716
0
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11.28%
11.28%



EXAMPLEII

Cost of Bonding
Competitive Bid Issue
$95.000 Project Cost, Maturity: 1 Year

Sale at Discount Sale at Par
$100,000 face value $95,000
95,000 proceeds from sale 95,000
to underwriter
5,000 discount* par (0)
96,500 proceeds to under- 96,500
writer from resale
1,500 gross spread 1,500

Underwriter’s Fee Breakdown
1,500 grossspread 1,500
sales commission
risk fee, expenses

Cost to Issuer

1% state scaie fee rate 1%
1,000 management fee 950
and ¢xpenses
6% interest on face value 11.28%
6,900 interest cost 10,666
5,000 amount to be repaid 0
but not received
12,000 Totai cost 11,716
11.28% yield 11.28%
129% cost/face value 12.3%

* Underwriter macylr bid less discount in negotiated bid, due to fewer
costs involved or a greater discount, if the issue is unusua! in
seme way, implying greater risk, or the same discount.
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ESTIMATED FISCAL AGENT FEES PAID
FOR KENTUCKY COMPETITIVE BID ISSUES

Estimated
Fiscal Agent
Year [ssue Fees*
1978 U.K. Housing and Dining System $ 19,000
Revenue Bonds—$1.9 million
1979 University of Louisville Consolidated
Educational Building Bonds—
$35 million
University of Louisville Housing
System Refunding Bonds—
$6.2 million $129,500

80-31 Biennium Projected:

$337.7 million Issues of SPRC
and Universities $898,258

(2 years)

* Based on state fisca! agent fee scale applied 1o principal amount
at issue,
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