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DEBT MANAGEMENT POLICY - StJIIIIARY 

The state establ hhed a Debt Management Policy as part of the 1979 
Capital Budget. The policy hid three objecthes: 

1. To 1111inta1n the state's AAA credit rating; 

2. To ■ini■tze state borrowing costs; and 

3. To provide a reasonable financing aecltlnisa withtn a 
prudent debt burden. 

Since the state ts now nted AA. the first policy objective ltls bffft 
revised to regain the MA rating. 

• The fir:t policy guideline to accoapltsh the objectives lt■tts 
approprtattons for General Fund debt senice to Z.51 of General 
Fund revenue. 

• The second gutdeltne of the Debt fllanag111111t Poltcy lt■tts the 
ratio of the toul general obltgatton lon9-ter11 debt to 2.51 
of the total parsonal tftCOIII of the state. 

• The thf rd guideline ts to lt■tt the ntto of the toul debt of 
state agencies. sute P9bltc corporations and the Ufttverstty of 
Minnesota to 3.51 of parsonal tllCOlllt of the state. 

• Higller interest rates over the past snera1 yHrs llaye ,. ... ~ulted 
fn tlle state paytng increased total tfttel'ftt e..-nses on 1ts 
general obligation debt. Each year 1 9f'Nter portfoa of the 
General Fund debt senice ,oes for int..-.st pa,-..ts rather titan 
prtnctpal repayllllftts. 

• Froa 1971 througta 1•1. wtth one sllort Hce,tton. faflatton wH 
rising at a faster rate ttllft the Interest cost to the sute. 
Durtng this pariod, the flnanctn9 of capital projects by the sale 
of bonds was adva11ugeous. because cheaper future dollars could 
be used to ftnanc. 1 project. Holllver. the Interest rate on sute 
bonds now stgntftca11tly exceeds tlle curNttlt aftd forecast rate of 
tnflatton. The use of boftding to ft•nce capital Pf'OJects now 
results tn I real interest rate peulty. 

• At present. $303.735.000 in boftds to be issued for past 1uthort11ttons 
....... because the O.,.rtalltt of Ftauce tlld to lt■tt the sale of 
bonds due to 1119'1 t11tef'Ht rates •• tlle state's IMICl .. t probl ... tn 
1•1 .ad 1982. 

• TM • ..,.,. of eutll0r1zed projects 11111cll can be bUtld ts based upon 
tlle a■ount of bonds llllicll can be sold. TIie ..,_t of bonds wlltcll 
c111 be sold 1s NNd ...,. the debt semce approprtatton h• tlle 
....... , Fund. 
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Reconmendation - General Fund Debt Service 

The following reco111endatfons are made for funding of capital projects 
through fiscal year 1989. 

1. The General Fund appropriation for debt service should not 
exceed 3.0I level of projected revenues. 

2. All proposed projects which are actually repairs and betterNnts 
should be funded by appropriations fro11 the General Fund. The 
a•unt recoaended for the 1984 Session 1s $31.522.000. 

3. Fundfng for capital projects which exceed the 3.0I General Fund 
debt service guidelines should be financed by appropriations 
frot1 the General Fund. to the extent such revenues are 1V1f11ble. 

4. L 1■tt the future sales of revenue bonds to reduce the total of 
revenue debt to 3.51 of personal incOIII. Lt■iting revenue bonds 
sales would tndtcate to the bond rating agencies the state's 
des 1 re to contro 1 the future growth of revenue debt. The current 
ratio 1s heavily influenced by the University Hospital Bonds. As 
thfs issue •tures and personal incOIII grows. the target of 3.51 
becONS achievable. 

s. Cancel the authorization for projects for which the bonds are un-
1 tkely to be sold. Bond authorizations which are greater than the 
actual costs should be cancelled ftnd the excess authorizations 
appropriated for other projects. 

Depaf'taltlt of Ffunce 
Aprt1 ,. 198' 
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DEBT MNAG£NEIIT POUCT 

DEBT MAUGDOT POI.ICY 

The state ISUb,1shed a Debt Mlnagalllflt Policy IS part of the 1979 Capital 
Budget. TIie poltcy had three objectives: 

1. To •1nta1n the state•s W credit rating; 

2. To •1nill1H state borrowing costs; and 

3. To provide a reasoMble f1naRC1n9 1111e111nts• within a prudent debt 
buf"defl. 

The ftrst poltcy tuide11ne to accoaplish the objectives 11■its the 
appropriations for General Fund debt sentce to z.si of General Fund revenue. 
These p1de11Ms established a basts for dete"'1n1ng the carrying capacity 
for debt of the Ceneral Fuftd. In ,-cent years, because of high inter.st 
rates, a grNter portion of the Gefteral Fund debt senice appropriation has 
beeft used to pay interest rather than repay prhtctpal. In addition, because 
of the recent rec'!Ssion, total General Ftffld reqnues have slowed and that 
has 11111ted the growth tn the approprtatton for General Fund debt senfce. 
TM actual percenu.- for Minnesota WIS Z.71 tn 1983. . 

The second gutde11ne of tM Debt .......... t Policy 11■1ts the ratio of 
the total teMNl Ob11pt1on lOftt-tent cleDt to 2.5: of the total personal 
h1c0111 of the state. The use of this Ntio wfl1cll ts the traditional 
ratio usecl by ffnMCfal aulysts tn revtewtng the debt of states. allows 
Mf11Msota to be coapared w1tft other states. The recent high interest 
rates hive reduced the IIGUftt of deOt sold and therefore ttaYe reve"ed 
the 9rowtft fn tllts ratio. The trend nat1ou11y l'las been a ct«line 1n f:t Ntio 11, recent years. ':be actual ratio for Minnesota 11111s 2.~ tn 



DEBT MANAGEMENT POLICY (Contd.) 

The third guideline is to limit the r1tto of the total debt of state 
agencies. state ~ublic co'1)0rattons and the University of Minnesota 
to J.5~ of personal fnCOll!e of the state. TIits ratio WIS established at 
1 time when revenue debt WIS receiving additional attention from the 
bond rating agencies. The level of revenue debt. and the moral obligation 
of the state which 1s attached to a portion of ft, ts now I consideration 
fn rating the state•s general obligation bonds. 

By establishing the 3.SS limit, wttich WIS the percentage tn 1979 wtMtn the 
Debt Management Pol icy WIS established. the state indicated to the 
ffnanc1al analysts fts desire to limit future revenue debt growth. The 
actual percent191 fn ftscal year 1983 was 3.81. 

The table below tndfcates the 1975-83 actual general obligation debt ratios 
for the Debt ManaCJllllftt Pol fey. •unts based upon the biennial budget ant 
also shown. The ••unt shown for debt se"ice ts the ••unt actually paid 
fro11 the state Bond Fund. not the General Fund appropriation. The General 
Fund debt se"ice shown in the alternatives section of this report 1s the 
appropriated a•unt transferred to the Bofld F'ufld rather than the debt 
service payment from the Bond Fund. The debt service a•unts shown for 
1984 and 1985 are estt•tes. 

TA81.E 1 

General Fund Genera 1 rund Genera 1 F'und 
0utstandtn9 Debt to Debt Debt Service 

Fiscal Debt Per1on1l Service to Genera 1 F'und 
...!!!!:.. '"11110,.;l Income " IMf 11 ions l ~•et Revenue l -: ! . 
1975 457.0 Z.8 54.'J Z.6 
1976 462.6 Z.6 54.J z.s 
1977 595.9 2.a 56.S 2.3 
1978 656.7 2.7 71·.0 Z.6 
1979 696.1 2.5 79.3 Z.5 
1980 754.3 2.l 35.4 2.6 
1981 784.l 2.1 9'.l z.a 
1982 841.1 2.1 103.0 Z.1 
1983 835.0 z.o 117 .4 Z.1 
1984* 919.6 2.1 119.2 Z.7 
1985* 1 .. 01a., Z.1 1?4.3 2.1 

~sed upoa the October .. 1983 forecast and indic•ted debt service. 

The llldtan ratio of state debt to persoul iKOll9 in 1'181 wH Z.1 : for t"-
39 states wtlit:h tssue state 19Mr1I obligation tfldebtedness. 

The state's credit ratiR9 •s reduced from• AAA to• .\A b1 '1oody"s 
htwestors S.ntce alld Stalld.tf"d •lld Poor•s Corporation in earl, t'l'JZ. ':"t,,e 
state ntmhts M rated by both r1tit19 •CJ"Cies. TIie f"Uson ,or tne 1oWfl• 
vadt111 related prt•rily to tl'tct rapid tncl"Nse tn .annu.al sttort-te,.. t,u,-,..,.,,,,1. 
,,_ 0 t11 1979 to S8SO lri11to• h1 1112 alMI tN 1M1ct91t dHficulttes tJf ~.,_ 
state. 



DEBT MANAGEMENT POLICY (Contd.) 

Interest Rates 

Htgher fnterest rates over the past several JN" ha~ resulted in the 
state paying fncreased total tnterest expenses on its general obltga­
t1on debt. Each year a greater portion of the General Fund debt service 
goes for interest pa,-nts rather than principal repayments. Bonds sold 
today carry an interest expense oblfgatton for 20 ,ean. 

Shown below ts the difference tn tttte,..st expense betwffn a 20 year bond 
·ssue sold 1n Dec...,.r. 1963 at 3.11 an1 a boftd tssue with equal prfncfpal 
tf sold today at 8.51. 

Difference 
Bonds Sold 12/63 Bonds Sold Today Allount -: 

Principal 40,100,000 Principal 40,600,000 -o-
Interest 71424 1510 Interest 36 1235 1500 28.810.990 388 

28.810,990 60 20 Yr. Total 48,024,510 20 Yr. Total 76,835,500 

The rate received on state boftds has rtsen suttstanttally tn recent years. 
Shown below are all tile bond sales since May, 1977, the aaount of the sale. 
the total 20 year interest Hpense and the percenu91 of total debt service 
used for Interest payllltftts over the ZO years. The bond sales of August. 1981; 
May, 1982; and August, 1982 wtre all •• at interest rates over 10: and 
resulted tn total interest payaents 1ft excess of ttre principal ever the 20 
,ear 1 t fe of the bonds. 

TAIL[ II 

BONO SALES ... ,. 1977 - Au9Ust, 1983 

Total Percentage 
Interest 20 Years Principal Debt Service 

Olte Rate or i nc i I!! 1 Interest and Interest for Interest ... ,. 1977 4.688: snz.000.000 ssa.sn • .soo Sl 70.377 • .soo l4.46~ 

Janun,, 1978 4.718 11•.000.000 67 .113.900 Z01 .11 3 • 'JOO 33.~7 
F'ebnaer7. 1980 6.3460 110.000.000 73.300.~ un.Joo • .soo J'J. '19 

fllO..-.r. 1980 8.3742 90.000.000 71.683.200 169.6a:?.~OO !~.16 

Au911st. 1981 10.0065 63.000.000 63.159.100 126. I S'J .100 50.J~ 
... ,. 1982 10.33 6l.ooo.ooo 67 .750.500 IZ'J.750.000 sz.zz 
Autust, l98l 10.SllS 63.000.000 70.087.500 lll.087.500 SZ.-i6 

Aqast. 1983 8.61l9 ~,.000.000 31.3'1 ·'°° 170.3'1 .600 n.;s 

P'IIIU ... 

~ 
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The graph below shows the relationship between the percentage increase in 
inflation based upon the Private Non-Residential Construction Costs (Ptcm:n 
and rate of interest on the state's bonds. From 1971 through 1981. with one 
short exception, inflatfon was rising at a faster rate than the interest cost 
to the state. During this period, the financing of capital projects by the 
sale of bonds was advantageous, because cheaper future dollars could be used 
to finance a project. However. the interest r~te on state bonds now signifi­
cantly exceeds the current and forecast rate of inflation. The use of bonding 
to finance capital projects now results tn a real interest rate penalty. This 
penalty 1s a real cost to the state and 1~ paid for ~ver the 20 year life of 
the bnnd. A consequence is that a futur"tt ~neration of taxpayers is required 
to pay this penalty cost fncurNtd by a decision made today. 

PICNR % CHANGE VS BONO INTEREST RATE 

-L - -

Bond AuthorizatiOfts 

There are currently bonds authOrized from :,ast t~is lat tve ,ess ions wnir.h 
have not been sold. The unsold bond author;zatiOfts from the r,ener-aJ Fund 
are shown in Table Ill. In order to C011Plete projects previously started 
aftd to ~in construction of pn!viousty autttorized orojects. the ~oartment 
of Finance plans to conduct three additional bond sales during the 1984-~5 
bfennt• .. Eadl s.1e 110Uld averac,e S89 ■illfOft, for a total of ~67 million 
of lllllidl SZ12 ■illion would be for projects Curn!ftt1y authOriz~. 



TABLE III 

STATE GENERAL OBLIGATION BONDS AUTHORIZED ANO UNtSSUEO 

Portion 
Author-ization Unlikely to 
Year-Cha~ter Tm Authorization be Sold 

71-856 Municipal Aid s 20.000 s 20.coo 

BUILDING BONDS 

79-300 Da• Safety Loans 765 
79-338 various Butldtng 7,580 
81-275 Un1v~P41ity of MN - Hospital Loan 190,000 190,000 
81-4 Vartous Butldtng 11,350 
81-304 Metropolitan Counctl/DNR 5,690 
81-334 Dtstrtct Heating - Adlltn. Building 3,450 

- Loans 43,485 
81-361 Various Building 4,840 
81-362 Higher Education 41,147 
82-639 Various Building 63 
83-323 School Energy Loans 30,000 
83-344 Various Building 941665 

SUBTOTAL· BUILDING BONDS S 433,035 s 190,000 

TRANSPORTATION BONDS 

79-280 Local BridcJ.s s 16,500 ) 

80-610 Railroad Rehabilitation 10.600 
81-361 Interstate 53.'fflO sa.100 

SUBTOTAL• TIMSPORTATtON BONDS s 36.000 $ sa.,o~ 
M. S 116.17 WATER POLLUTION CONTROL BONDS $ 21 .,oo 
30-564 WASTE MANAGEMENT BONDS s t1 .7'l0 

TOTAL GENERAL F'UNO BONDS $ Si2.6:!5 ~ 252.)00 

83-17 TRUNK HIGHWAY BONDS i 51 .ooo 
30-545 MAX nu, EF~T SCHOOL LOAN 80NOS i ,;,225 '.i -s.zzs 

TOTAL AUTHORIZ£0. BUT tJftlSSUED S 629.260 j Z7S 1 12~ 



Shown below 1s the current status of tlle band authorizations and the effect 
on the balance after the bollds sales 111 the b1en1t.11. 

Tou1 AutltorizatfOfts 
Uftlfkely to be sol~ 
Trunt Hftllay 
Nit to be sold - (GF) 
Alllltntng land sales 
1114-15b1-f• 
lal- unsold 1-30-85 - (GF) 

sa,.uo.ooo 
275.125.000 
51,000,000 

303.ns.ooo 

zu,000,000 
s ,1.ns.coo 

"11111 tnctudn -1cfpa1 atds. sdlool lOlfts. tnas,ortatton boncls and the 
Untversfty of NfllMIOta llospttal ,,. Table III. 

The S303.735.ooo 111 bancls to be fssued for put author1zattons ts high because 
the DlpartlNlftt of FflltlftCe Md to lfaft tllll sale of bonds M to high interest 

. rates and the state's budget ~lll'tl fn 1•1 and 1982. TIie :91 ,73! .ooo 
unsold balance at tlNt IIICI of tlle b••J1111t• ...,,...ts tllOse projtcts -.tl1ch are 
not expected to CCIIIIPletl COMUUCt~OII dlariftg the bf11111t•. The largest ft• 
wttlltn tllf s ......i ts for d1st1'1ct hating projects. 

The DIP1'1111nt of FfnMCa •11s bonds to f111111Ce the construction of projects 
based upon cash flow Mids. lllell avafllble. ICtUll casll flow pt'Ojectfons have 
bee used. When not aw11llble. the hf stortc re1at1onslltp that approx11111tely 
40I of the funds aN fNlldld thll first ,-r. 40S the second yHr, and 201 the 
tllfrd has bHII used for-·,1.,.1111 future cash now requt,....ts and the size 
and tt■fnt of futuN bolld sales. 

Requests for new 1ut110r111tton1 for capital projects by bf111nt1111 haft bNft 
recefftd tro■ state tg111e1es as follows: 

1984 Session 
1915-87 
1•1-at 

411.548.000 
407.544.000 

Sl.254.131.000 



Debt ~4anagement A 1 ternat i ves 

The Debt Management Pol 1cy was established to provide guidelines for the 
issuance of debt. The policy guidelines. as previously stated. provide a 
means of detenntn1ng the carrying capacity of the state•s general ob11gat­
tion debt. The guidelines also use the traditional defst to personal inc:oN 
ratio as a N■sure of prudent state indebtedness. Otffettnt altet"Mtives 
for the level of funding by the sale of bonds ar.d the effect on the gutde­
lfMs of the Debt Manageaant Policy ..... considered prior to the establ 1shNnt 
of this capital budget. Consideration was also gf¥en to the cuf'T9nt high 
interest rates and the interest obligations they fapose on future taxpayers. 

OM objective of the Otbt NanaClllllftt Po11cv wfllft ft wes established fn 1979 
was to •fntain the state's AAA rating. Today, with the state rated AA, the 
objective has been revised to regain the AAA rating. Part of future evalua• 
tfons by the rating 19tt1Ctes wtll include the debt burden of the state. 
Significant chan91s in the parantage of General Fund appropriations for debt 
se"ice or significant changes in the state's debt to .,.rsonal 1nco• ratios 
are considered as an iftd1cation of a weakening credit by the rating lgeflefes. 
Untllpptly, there are no clHr benc,_ns or absolute ratios thlt would be 
associated with the rNttafftlleftt of the AAA bond rattn9. 

The number of authorized projects wtlich can bit llutlt ts blsed upon the 11110unt 
of boftds which can be sold. The 11110unt of boflds wtltc!I can be sold ts blsed 
upon the dlbt senice approprtatton in the Geftffal FU114. 

Revenue project ions used h, this docuaent are Nsed uoon • cont tnued econGMf c 
recovery which slows In 1M6 and 1987. Reftftld recesston or sUgflatton would 
reduce the growth of rt"Wenues afld restrain t• aaouftt of the General Fund 
appropriation for debt sentce. Ally dec.-.ase froa projected ,..venues .ould 
likely result in the reduced sale of boftds. 

Four alternatfves for the fh1.nct,u1 of capital projects were considered and are 
discussed below. The first thf'ft alteruttves re,resents levels of bondtn9s 
blsed upon dt fferet1t levels of General Fund a,oroortations for tJebt service. 
The fourth alternative CNSidlred WIS IM1•H•,OU•CJO• 
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Alternative 1 

The f1Nt alternative considered was to ftnance .,.st 1utl'IOrizatfons and 111 
new request through fiscal year 1989 by ttle sale of bonds. Shown below are 
the tiatng of the sales. the effect on ttle gufdeltnes of ttle Debt Manageaent 
Poltcy. and the addtttonal approp!fatfon needed for debt senfce over the 
current level. 

tMlLLI. 
Mt s.,,wice ,_,.., a11 .._.ti 

CS, • .,......., 

~••111~ ...... ,, ... Mt '"JectN AIMttt_,.....,., 
,ttal ......... , ... ""1C9 ........ , ... Mt• ,-~•tt• ..!Ill:... ...... __,ptt_ ...... ,._., !m C.1Nt I.ml , .. s n.ooo r.n 

·- u,.ooo s , •. ,,. ,.en ,., ' •.J71.I ,_ 
so.u, "'·"' 

,., , .. .,.s~.• 
,., ••.no '"·"' I, I r.s -.o.oez.z 

·- .... ,. •.1 z.s IOI.IOJ,O . , .. n,.n, '·' , .. IIJ.JU,lJ 

.,,. ,u .... 

"" n.,zc• 

fetalt ' m.ns 11.m.ue-

flle ._ Tale IV ittows that U1e GeMrt i Fund debt wntce to r.e,aer•l r:,41e1 f'N!t 
reVlft'lle'S nMdles • PNlt of 4.27: f• 1988. TIie debt to oersoaa I tncoae ru to 

;,, .. rfns to 2.S~ fn 1987. I• ffsc.l JNr 1989. ttle additi~I ~rd Fund 
ii:~- -~:•••••tt• ..._. for cllbt senice e•ceeclS tlle aau•t level~ !>y i123.Z66.:00. 
'Piiffi~i•> ,, • 

' ~ 

, 

l 
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Alternative Z 

The second alterntthe considered was to hold the ratio of debt service to 
General Fund revenues at the 2.51 1e .. 1 of the 1979 Debt Managenent Policy. 

!!!!!..! 
Mt Senta ,... .. at 2.n t.eM1 

(1, ........... , 

f!I !UUIY ...... ,, .. Mt "9JKtM AdtfttteN1 ........ 1 
Ftta1 .... ,,.. .. ,, - Senta te _,., , ... Mt te , .. ~•tfOft --- ....,.. ...,.,_,_ ·--· ,.,_11- ~C.tNJilal!II , .. s .... I.GI 

·- .... ,.n 1.1 (Ul.280.1) ,_ 
··- I.S 1.7 ( 11.915.C) 

"" 11.111 I ll.llS 1.s 1.7 ( ..•.. , ,_ 
u.oae "·· I.S 1., •.coo., ,_ n, ... ,.s 1.1 11,110.1 

"" 
.. .,. 

'"' "·--
,.,, s >OJ.711 I ,10.oao 

8onds could be sold to ffMnce SlOJ.7JS.OOO tn NSt authorizations and illo.000.000 
tn new auttlOrtzattoas tllrov4)11 1989. ""'"9r. new author1Z1ttons for the next 
several ,.an ••ld be dr ... tiu11y curtailed. n.. debt to persor111 tncome ratio 
II091d decl tne to 1.U i11 1989. Getteral F'UIICI aPOroprfattons could be reduced for 
debt sentce tllrou4)111987 witll tncre1ses required o .. r ttM!t current level tn 1188 
and 1989. 



Alternative 3 

The third alternative considered was to appropriate 3.0: of anticipated General 
Fund revenues for debt service. The level of funding and bond sales are shown 
beiow. 

,tsca1 
..Jllc.. , ... 
IM 

1911 ,,., 

·-"" 
'"° 
'"' 

fetllt 

~ 
DNt S..-.fce ,...r1,.. at J.OS l9"1 

(St•n..sa.a) 

l!f SI 1!1111!1 ........ ,, ....... t 
11Mt1WV1"iii1 ,._ Sentce to ......,., ,_, a,.,.,..,. !dft9dol!■ !!Sitt••-· 

s 7',000 s 
137 .ooo ss.ooo l.OI 

S'>.c-s M,SSS J.O .,.,. tt.110 l.O 

lCJ,000 J.O 

, ... ooo J.O 

119,HS• 

H.;Cnr-

• JOJ.131 s ao.ooo 

,...J«tN MftttON1 ~I 
Mt to ,_, ...,.._,.tattOft 

,__I IIW.Gllt ~~•••SI.ml 
z.n 
Z.1 s J,343.&-

2.1 8,511 .I 

l.O ,., ·"'·' 1., , .. , ... 
I.I so.m., 

• ...... flftN te .... tile C111Pl1tt• ef ,_. ... fer •tlllf't ... ,...J.ett ltaf'tH ft11 ...., .... '""• 
.. TIie NCIUt ... , ....,.,,tt• ........ wtll ... t• any,.,.... ·••ac• .. n .... ,,,. tile ,.v. ,_ .......... tt ... 

aond~ t.,"ald be sold to finance Sl03.7l5.000 tn put autttoriiations and 
·,riO.O -0,000 in new .uthoriZations throuCJh 1989. The debt to :,ersonal tnco• 
" .. ~ ic r.uld decrHse to 1.8: in lfJS'J. Additional •pproortatfons froa the 
Gene ..... · Fund for debt senice ..ould not be needed during this biennium. How­
ev•r. adcltttonal approprtattofts over the current level •uld be needed each 
,ear of the ••t two bhtMia. 
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Alternative 4 

The fourth alternative COftsfdered was pay.-.s-you-go. Agency requests included 
many items that could mre appropriately be funded on I pay.-.s-you-go basis. 

These projects are no: capital impro¥elleflts and could be categorized as repair 
and betterments. Such projects include roof ret)lacement, tuckpointing, electri­
cal rewh1ng, phlllbing replacement and s11111ar work. 

The 1983-84 operating budget incorporated increases in appropriations for repairs 
and betterments. Nevertheless, the deferral of such maintenance created a back­
log that will require several biennia to elf■inate. Accordfng1y, the requests 
in the capital budget wre revi..ad and recoaended for approval in this capital 
budget to be financed by an appropriation fr011 the General Fund in order to 
reduce the backlog. The Governor's 1985 budget recollllftdat1on will include 
increased appropriations for •intaining the physical capital stock in order 
to prevent a NCUl"TlftCe of thfs situation. 

In addition, capital pt"'Ojects could also be considered for construction on a 
pay-as-you-go basis. The long-term blnefft of pay-as-you-go 1s that more 
projects can be built with the HIii .,..Y since the state does not have to pay 
interest on bonds. The short-term disadvantage of pay-as-you-go 1s that fewer 
projects can be built 111 the early years -,... fund, available fro111 bondS would 
otherwise be available. At the present interest rate of 8.51, the total of 
principal and interest pa,-nts after 8.5 years is equal to the original princi­
pal aount. 

RacOllllllldation - General Fund Debt Se"1ce 

TIie following reca■uftdatfons are •de for funding of capital projects through 
fiscal year 1989. • 

1. The General Fund appropriation for debt service should not exceed 
3.01 le.el of projected revenues. 

2. All proposed projects which are actually repairs and betterments 
should be funded by appropriations fr011 the General Fund. The 
11110unt recam uncled for the 1984 Session is S31 ,522 .ooo. 

3. Funding for capital projects which exceed the 3.0S General Fund 
debt semce guidelines should be financed by appropriations 
fr011 the General Fund, to the extent such revenues are available. 

4. Li■it the future sales of,...,... bonds to reduce the total of 
reftftue debt to 3.5: of personal incaae. L1111tfng revenue 
bond sales .ould indicate to the bond rat1rMJ agencies the state's 
cleStNt to COfttrol the future growth of,.....,.,. debt. The cul"t"eftt 
retto ts IINvily fnfluenced by the UntVffStty Hospttal Bonds. As 
tilts issue •tures and personal fllCGIII grows, the target of 
3.51 beco IS ac:111..,able. 

5.. c.nc.1 the Htllor1zatfon for projects f'or lllhich the bonds are un­
likely to IJa sold. Bond authorizations lllhfdl are greater t,_. 
the Kblll costs sllould be caacelled and the e,,cess autftOrtzatton~ 
appropriated tor other projects. 



Appropriating 3.0~ of General Fund revenues for debt service was discussed i" 
A1temat1ve 3 previously. Table VI on page 13 provides the information on the 
effect of this level of bonding on the debt to personal income ratio and the 
additional appropriations over current levels required from the General Fund. 

Appropriating more than 3.0~ of General Fund revenues for debt service would 
not be prudent. The increased yearly debt service carrying cost to the General 
Fund incorporated in the 3.01 guidelines is significant, and to go beyond that 
trend could indicate that the state is not managing its debt in a responsible 
manner. The state must simultaneously appraise the cost burden it can prudently 
bear in the outyears as well as the message that bonding appropriation trends 
send to the bond rating agencies and the bond market. 

Projects which are authorized but for which bonds are unlikely to be sold are 
the University of Minnesota Hospital, transportation project, and municipal 
afd. The total of these authorizations is S268,900,000. Project ·authorization 
balances which should be reapproprfated to other projects include the following: 

University of Minnesota - Music Building 
- Soil Science, Plant Pathology 

Subtotal 

Administration - Moorhead State University - District Heating 
Fergus Falls State Hospital - Heating Plant 
Brainerd State Hospital - Remodel Residence 
Rochester State Hospital - Remodel Bldg. s 
Capitol COIIPlex • Tunnel to ~chanic Arts 

Subtotal 

Ftnance - Wood Conversion Loans 

TOTAL 

Purchase MEA Building 

*The amount recOlll'N!flded for reappropriation exceeds the 
amount of projects recOllll!ftded to be financed by reappro­
prtation by approximately Sl32.000. 

S 4,525.000 
1.400,000 

S 5,925.000 

S 2,485,000 
2,550,000 
1,129,000 

68,000 
412,000 

3.135.000 

9,779,000 

1,200,000 

$16.904,000• 

· The next four pages show information based upon these reconnendat ions: 

l. General Fund Debt Service Transfer Graott 

2. Sale of Bonds at the r. Oebt Management Pol icy 'iraott 

3. Additioul Appropriations Over the Curr@flt level 

4. 8oftd ~iles and Authorizations Table 

TIie last Ubl• 1s particularly iaporta11t. It shOwS wftat in total can be 
autllOrind 111 • given Yff"• · Note tttat ttlll bonclS ..,,d not be sold ta111Mt-1tel1. 
INlt OMr .t tllf'N or four )elf" period. TIius 111 revtewtng projects for tncluston 

.. ,tn tM car,ftal Pf'OtNIII• botlt tlle ...,_t of authortzation for • oroJect, as -el 1 
•. tM actual cost ftNCIS of t11e project must be ftt t11to tt111 toul bOnd 
t1181'1zet1• -«I sales capactty. 
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Table VII 

BOND SALES ANO AUTHORIZATIONS 
BY YEAR 

(In Thousands) 

Year of Sale 

Year Of f.Y. F.Y. F.Y. F.Y. r.v. f.Y. r.v. f.Y. 
Authoriut ion 1984 1985 1986 1987 1988 1989 _191Q_ 1991 

Prior to 1983 S 49,780 S 87 .ooo S 25,000 S 17,290 

1983 Sesston 25,220 50,000 25,445 24,000 114,665 

1984 Session 55,000 50,000 30,000 135,000 

1985-86 16,555 62,710 S 74,265 S 21,470 175,000 

1987-88 68,735 126,S30 S 89,265 S 25,470 SJI0,000 

TOTAL BOHO 
SALES S 75,000 $192,000 $117,000 Sl~,000 S143,000 Sl48,000 S 89,265 S 25,470 $923,735 

Otel SERVICE $133,700 $147,700 $153,000 $165,600 $178.~00 $194,760 
TRANS HR 

INCR(AS[ BIENNIUM 13.21 17.U 
OHR BIENNIUM 



General 0b1t11tton Oebt Autt1orintto111 wtttl 1984-85 f!!sa•1n9tton 

The table below shows the uouat of 111W General Fund auttlortzat1ons approved 
by the 1.e91slature for the put ftve bt .. 1uas and the 1984-85 recoaendat1ons. 

Table VIII 

Legtslattve 
Session_ 11 ... 1!!!! Auttlor1Zlt1ons 

1973-1974 1974-75 S 173,570,000 

1975-1976 1976-77 S 160,3'>9,000 

1977-1978 1978-79 s 293,21,,000 

1979-1980 1980-81 S 246,855,000 

1981-1982 1982-83 S 485,140,000 !/ 
1983-1984 1984-85 S 258,305,000 y 

1/ This includes S190 ■illton for the University of Minnesota, 
- which, if sold, would be repaid by hospital revenues. Also 

included ts $43 •t:I 1 ion for District Heating Loans which 
would be repaid by the borrowing 11Ufticipa11ties. 

2/ Includes Sl42,445,000 appropriated in 1983 session and S115,860,000 
- rec0111ended for approval in the 1984 Session. An additional 

S16,722,000 in projects is reca.ended to be financed by the 
- reappropriation of previously authorized bonds. 

The 1984-85 reca1111endation of S258,305,000 is below the average of the past 
five btennh11s of $271,828,000. Also, the 1984-85 recoaendation is only 
slightly higher than the cl■Ount authOrized during the 1980-~l biennii,n. 

Governor•s Recoaaendation 

The Governor's rec011111endations are 111de within the constraints of the Debt 
Management Policy. They address the hign priority capital improvement needs 
of the state over the next five years. AuthOrization of some requests 
for 1985 had to be deferred unti 1 1988 and 1989 while others are recom­
mended for 19&5 and 1987. 

The Governor recOlllleflds Sl32 .582.000 authOrization of sped fie projects 
in 1984 for fiscal years 1985,. 1986,. and 1987 (A suaary is shown in 
Table IX.) Projects listed as 1986 and 1987 recoanendations are preliminary 
and would not bec01111 fon11l proposals until the 1985 and 1986 legislative 
sessions. However, the three year propoH.1 aust be presented for legislative 




