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" Preface

The New York fiscal crisis has stimulated con-
siderable interest in urban finance problems in
general and the market for state and local debt in
particular. This information report outlines the
essential characteristics of this market through which
an annual volume of nearly $60 billion in short and
long-term obligations is sold.

This Information Report was co-authored by James
N. Patton, Assistant Professor of Business Ad-
ministration, University of Pittsburgh, and George
H. Hempel, Professor of Finance, Washington
University. The report was prepared under the gen-
eral supervision of . John Shannon, Assistant
Director, Advisory Commission on Intergovernmental
Relations.

Robert E. Merriam Wayne F. Anderson
Chairman Executive Director
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UNDERSTANDING

THE MARKET
FORSTATE

AND LOCALDEBT

Summary

During 1975, state and local governments marketed
$58.2 billion of new debt in about 8,000 separate
issues. That is about ten times the dollar velume of
1950 and more than double the volume of 1968.

State governments account for nearly one-third of
state and local debt outstanding. Incorporated munic-
ipalities account for roughly 29 percent, while school
and special districts account for about 13 percent and
16 percent of such debt, respectively. The remaining
state and local debt is the obligation of counties and
unincorporated areas,

Short-term debt is usually 1ssued in anticipation of
revenue or other receipts or to cope with expenditure
requirements that are not covered by operating rev-
enues, The financing of current operating exp&ndi-
tures with debt that is not retired by the end of the
fiscal year may be a signal of potential future financial
difficulties. Prior to 1975, short-term state and local
debt had been increasing more rapidly than long-term
debt and in most recent years exceeded the annual
dollar volume of long-term debt issued. This pheno-
menon has led to some refinancing problems and may
lead to more in the future.

Long-term borrowing is usually used to finance
large state and local outlays that cannot be covered by
current revenues. As a tule, the full faith and credit
of the government stands as the guarantee that the
debt will be repaid, but some debt does not have this
type of backing. Non-guaranteed or limited liabil-
ity debt has increased as a proportion of total long-
term state and local debt. Furthermore, the debate
over the precise meaning of full faith and credit
backing has intensified because of the well-publicized
financial problems of New York City and the State of
New York.

The profile of state and local bond ownership has
changed over time. The most important factor
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influencing ownership has been the Federal tax posi-
tion of potential owners. Commercial banks currently
own about 50 percent of all state and local securities
outstanding.

Their purchase of such securities is influenced by
many factors that make this demand fairly erratic.
There is Teason to question whether commercial banks
will continue to absorb the majority of state and local
debt issues in the latter 1970s.

In recent years, state and local borrowing costs
have increased. One common indicator, the 20-bond
Bond Buyer index, went above the 7.5 percent mark
for the first time ever in 1975. The longer the maturity
and the lower the quality of a municipal issue the
higher the interest rate cost.

A comparison of market yields on U.S. Treasury
versus municipal securities shows that state and local
debt is perceived as relatively more risky in periods of
recession and less risky in more prosperous periods.

A recent study concluded that the introduction of
Federal general revenue sharing cut the relative cost
of state and local borrowing,.

The recent financial problem of New York City
and New York State may have affected the interest
costs of other state and local governmental units.

The distribution of bond ratings assigned to long-
term municipal debt 1ssues since 1945 shows that the
overall quality of municipal debt increased in the early
1950s and deteriorated in the late 1950s and 1960s.

Municipal defaults have occurred in periods of

good and bad economic conditions, reaching signifi-
cant magnitudes only during periods of major eco-
nomic depreksion. Only a small percentage of munici-
pal defaults have been resolved through the
bankruptcy process. Only 18 municipal bankruptcy
cases have been filed under Title IX of the Federal
bankruptcy laws since 1954.

Most long-term municipal issues must, by law, be
offered through competitive bidding. The winning
underwriter (syndicate of investment bankers and
commercial banks offering the lowest net interest
cost) reoffers the bonds to the public at prices that
cover the underwriter’s expenses and compensate him
for his risks, Many short-term municipal issues are
negotiated with local banks or other institutions, the
interest rate paid being determined through negotia-
tions.

After they are issued, state and local issues are
traded in the over-the-counter market. An active
secondary market is important for a state and local
issue because investors are more likely to be willing to
purchase securities when initially issued if they believe
they can liquidate their holdings when they want to.
Most short-term and smaller municipal issues do hot
have well developed secondary markets.

The 1975 Securities Act Amendments have already
caused substantial changes in the operation of the
market for state and local debt instruments. Recent
proposals could cause this market to undergo even
further fundamental changes. A



Introduction

Americans have come to assume that borrowing
at a reasonable cost would be an available method of
financing for nearly all state and local governmental
units. This assumption has been challenged in recent
years. The higher level of all interest rates and in-
creased borrowing by many state and local units have
meant that some units have been unable to borrow be-
cause of statutory ceilings on interest rates they can
pay ot on the amount they can borrow. By the late
19605, the rising cost of municipal services coupled
with slower increases in tax bases began placing
stress on many municipal budgets. In 1971, President
Nixon raised the question of the health of the state
and local sectors to national prominence with his
statement “. . . if we do not have it [revenue sharing],
we are going to have states, cities, and counties going
bankrupt over the next two or three vears,” The pas-
sage of Federal general revenue sharing in 1972 helped
to alleviate some of the pressures in the state and
local debt market.

By the 1970s, the stress had further intensified and
the recent severe financial problems of New York
City and state raised scrious questions about the
ability of state and local governments to obtain the
debt financing they may nced in coming vears.
Legislation that has been proposed to alleviate these
concerns includes: (a) having a Federal agency
(similar to the Federal Deposit Insurance Corpora-
tion) insure state and local issues: (b) authorizing, as
an option to the tax-exempt municipal bond, a
“taxable, subsidized bond” on which the U.S. Trea-
sury would pay a portion of the interest: (¢} having the
Federal government guarantee state and local debt;
(d) requiring state and local borrowers to register new
issues with the Securities and Exchange Commission
and meet prescribed full disclosure reporting require-
ments; and (g) revising the current municipal bank-
ruptcy laws.

This summary study is designed to assist the reader
in understanding various aspects of the market for
state and local debt (also called the municipal bond
market). The presentation is organized around eight
topics: (1) Size of the Market, (2) Who Borrows, (3)
Short-Term State and Local Borrowing, (4} Long-
Term State and Local Borrowing, (5} Who Owns State
and Local Debt, (6) Cost of Borrowing for State and
I.ocal Units, (7) The Quality of State and Local Debt,
and (8) Operation of the Market for State and Local
Debt [nstruments. It is hoped that the factual material
presented on these eight topics will enable the reader
to place into context the current problems in the
municipal debt market and will be useful in consider-
ing legislation proposed to deal with these problems.
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Size of
the Market

One important characteristic of the municipal debt
market is the substantial increase in its size over the
last 25 years. Exhaibir | documents the rise in annual
volume as measured by the dollar vaiue and the
number of state and local debt issues. The annual
dollar amount ol dcht issued by state and local
governmental units i the early 19705 is more than
double the amount issued in the late 1960s, and about
ten times greater than in the early [950s. However. the
growth in the annual volume of state and local debt
financing has been irregular. Because of various
market conditions (high interest rates. low investor
demand. ctc.). there have been several periods in
which the annual amount issucd has fallen or risen
only moderately.” Finally, the averape dolar amount
per issue has increased - $6.74 million in 1974,
$4.69 million in 1970, §2.21 million in 1965, and $1.11
million in 1955,

The creased annual volume of new state and
local debt issues is also reflected in the total amount
of state and local debt outstanding. £xhibir 2 reveals
the increases in the state and local components ol the
total municipal debt outstanding. This exhibit shows
that both components have risen dramatically in the
fast 20 years. However, state governments have in-
creased their relative share of the municipal debt
outstanding: state debt now comprises nearly one-
third of all state and local debt.

Another way of describing the growth of state and
local debt is to compare it with the growth of other
forms of debt. Exhibie 3 shows that state and local
debt has remained between 7 and 8 percent of total
public and private indebredness since the carly 1960s,
During the same period. state and local debt has been
a growing proportion of total public deht. Immense
Federal deficits in fiscal 1976 and 1977 may, how-
ever, change this trend.



Exhibit T

ANNUAL VOLUME OF NEW STATE AND LOCAL BORROWING

Par Value

(billions)

$55 T Issues

(thousands}
$50 |- Number of 10
Issues

$45 |— —49

$40 —18

$35 — —7

$30 —4 6

$25 — —5
Fy

$20 — — a4

$16 - —3

Total Dollar Par Value
$10 — All Issues Offered —12
$ b -1
N O TS O Y I O O B B P e I

1956 52 b4 56 58 60 62 64 66 68 70 72 74 76

Calendar Year
Saurce: Exhibit A-1 in Appendix A




Exhibit 2
TOTAL STATE AND LOCAL DEBT OUTSTANDING

Total State Local
Billions Percent Billions Percent Billions Percent
of of of of of of
Year Dollars Total Dollars Total Dollars Total
1952 $ 301 100% $ 6.9 23% $ 232 77%
1957 52.7 100 13.7 26 39.0 74
1962 81.3 100 220 27 59.3 73
1967 114.6 100 325 28 821 72
1968 121.2 100 357 29 856.5 7
1969 133.5 100 396 30 93.9 70 °
1970 143.6 100 420 29 101.6 71
1971 158.8 100 47.8 30 111.0 70
1972 1746 100 545 31 1201 69
1973 188,56 100 594 32 129.0 a8
1974 206.6 100 65.3 32 141.3 68

Source: Adapted from Municipal Finance Statistics, p. B, and Governmentaf Finances (Washington: U.S. Government
Printing Office, Census Bureau).




Exhibit 3

STATE AND LOCAL DEBT AS PERCENTAGE OF
NET TOTAL DEBT AND NET PUBLIC DEBT

Percent

40
38
36
34
32
30
28
26
24
22

20}

18
16
14
12

State and Local Debt
as Percent of
Public Debt

-

State and Local Debt
as Percent of
Public and Private Debt

N AR S I I S S O A A A NN N SO AN A B

i

1960 561 52 53 54 55 56 57 58 59 60 61 62 63 64 65 66 67 68 69 70 71 72 73 74

Sonree Exhibit A-2 1in Appendix A,




Who Borrows

Another perspective on state and local debt comes
from examining the basic types of governmental units
which borrow in this market. Exhibir 4 presents the
Census Bureau’s classification of the types of gov-
ernmental units for various years. The most obvious
trend revealed in this exhibit is that the total number
of local units has decreased significantly in the past
25 years. In particular, the number of school districts
has declined dramatically over time as a result of con-
solidation and reorganization of districts. The number
of special districts has increased. Most of these are
single-purpose entities — over 50 percent of them are
concerned with fire protection, natural resources, or
water supplies.?

Exhibit 5 shows a percentage distribution of state
and local debt outstanding classified by type of
governmental unit. The most obvious change is that
state debt increased gradually throughout the two
decades. Several other gradua] shifts have occurred
over the last 20 years. Debt of general-purpose local
governmental units (counties, municipalities and
townships) constituted a slightly lower percentage of
total state and local debt outstanding in 1974 than it
did in 1955. This is the net result of a gradual increase
in the percentage of debt originated by counties and a
larger decrease by municipalities. The trend reflects
the assumption of urban-type functions by some coun-
ties. An examination of the debt of single-purpose
governmental units shows that schoo!l districts’ per-
centage decreased, while special districts increased.
Thus, both the number of units (Exhibit 4) and the
relative amount of indebtedness of special districts
have been increasing. Some special districts owe their
existence to borrowing limits that were placed on
many general-purpose local governments during the
1930s.



Exhibit 4

NUMBER OF STATE AND LOCAL GOVERNMENTAL UNITS BY TYPE

Type of Unit 19652* 1957* 1962 1967 1972
State 50 50 50 50 50
County 3,052 3.050 3.043 3,049 3,044
Municipality 16,807 17,215 18,000 18,048 18,617
Township 17,202 17,198 17,142 17,105 16,991
School District 67.355 50,454 34,678 21,782 16,781
Special District 12,340 14,424 18,323 21,264 23,885

Total 116,806 102,391 91,236 81,298 78,268

*Adjusted to include Alaska and Hawaii.
Source: Moody's Municipal and Government Manual, 1975.

Exhibit 5

STATE AND LOCAL DEBT OUTSTANDING BY TYPE OF
GOVERNMENTAL UNIT

{expressed as percent of state and \ocal debt outstanding)

School Special
Year State County Municipality Township District District  Total
19556 25% 7% 36% 2% 17% 13% 100%
1962 27 7 33 2 17 14 100
1967 28 7 32 2 16 15 100
1968 29 7 31 2 16 15 100
1969 30 7 30 2 18 15 100
1970 29 8 30 2 16 15 100
1971 30 8 30 2 15 15 100
1972 31 8 30 2 14 15 100
1973 32 8 30 2 13 16 100
1974 32 8 29 2 13 16 100

Source: Adapted from Municipal Finance Statistics, p. 33, and Governmental Finances, published annually by the Govern-
ments Division, U.S. Bureau of the Census (Washingten, D.C.: U.8. Government Printing Office, 1955-74),
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Short-Term
State and
Local

Borrowing

Short-term state and local borrowing (defined as
debt having an average maturity of less than one vear)
is generally used for one of four purposes. First, over
one-third of short term state and local borrowing is
for public housing or urban renewal projdets.4 A
second common use of short-term municipal borrow-
ing is as an aid in synchronizing the flows of current
disbursements with current tax receipts. Many munic-
ipal units use tax anticipation notes {TANS) - short-
term debt issued to meet current expenditure needs
and repaid as current taxes are collected - to smooth
out seasonal expenditure and revenue imbalances.

Another use of short-term municipal debt is for the
purpose of reducing the financing costs associated
with capital projects. Bond anticipation notes
(BANS) are issued in order to avoid borrowing the
amount required to finance an entire capital project
before all of the funds are needed and/or in hopes of
financing the project at lower long-term interest rates
than are available when the project is being
constructed, In many states there are laws which
require the issuer to refinance BANS with long-term
debt within a period of one or two years of the date of
issue.

State and local units have also used short-term
borrowing to finance expected and unexpected cur-
rent operating deficits — current operating expendi-
tures in excess of current revenues. If continued over
several years, this type of financial strategy may cause
severe financial strains as the governmental unit
attempts to refinance its rising short-term indebted-
ness by issuing new debt to replace maturing obliga-
tions. The dangers of this form of short-term borrow-



ing were pointed out in an ACIR report, City Finan-
cial Emergencies: The Intergovernmental Dimension.
This report concluded that borrowing to refinance
operating deficits 15 an early warning signal of potcu-
tial future financial difficulties.®

Short-term state and local debt has been increasing
very rapidly recently, as Exhibit 6 shows. The annual
dollar amount of short-term municipal debt issued,
which was about half the amount of long-term state
and local debt in the 1950s, has exceeded or equalled
the amount of such long-term debt issued in each of
the last five years. This is important because, as the
New York crisis has painfully demonstrated, unfore-

seen negative market conditions can make the re-
financing of short-term debt difficult and costly for
even financially strong state or local governmental
units.®

The growth in short-term debt outstanding is less
noticeable because short-term debt is retired or
turned-over (a maturing issue repaid by a new one) so
frequently. Exhibit 7 demonstrates that short-term
debt has increased as a percentage of total outstand-
ing indebtedness. It also shows that local govern-
mental units have a higher proportion of their total
debt outstanding in the form of short-term obligations
(99%) than do states and state agencies (6%).

11



Exhibit 6

ANNUAL DOLLAR VOLUME OF STATE AND LOCAL BORROWING —
LONG-TERM VERSUS SHORT-TERM

Billions

$30 —

$26 |-

$20 |—

$16 |-

Long-Term Issues

$10 |~

|

$ b Short-Term Issues

1960 52 B4 656 68 60 62 64 66 68 770 72 74 78

Calendar Year

Source: Exhibit A-3 in Appendix A.
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Exhibit 7

STATE AND LOCAL DEBT OUTSTANDING BY CHARACTER

Total Long-Term Short-Term
General Limited
Obligations Liability Obligations
Billions Percent Billions Percent Billions Percent Billions Percent
Year of Dollars of Total of Dollars of Total of Dollars of Total of Dollars of Total
1952 $ 301 100% $ 234 78% $ 5.3 18% $14 4%
19567 52.7 100 327 62 17.8 34 2.2 4
1962 81.3 100 48.3 59 292 36 38 5
1967 114.6 100 62.8 55 44.8 39 7.0 6
1968 1212 100 65.1 b4 47.6 38 8.5 7
1969 1335 100 70.9 53 b2.6 35 10.1 8
1970 143.6 100 75.3 52 56.0 39 12.3 9
1971 158.8 100 84.0 53 59.8 38 15.2 9
1972 1746 100 9589 55 63.0 36 16.7 9
1973 18856 100 102.9 55 69.7 37 15.9 8
1974 206.6 100 111.0 b4 79.0 38 16.7 8
STATE DEBT OUTSTANDING BY CHARACTER

1952 $ 6.9 100% 5 49 1% $ 1.7 256% $ .3 4%
1957 13.7 100 6.5 47 7.0 51 2 2
1962 220 100 10.3 47 11.3 51 4 2
1967 325 100 13.6 42 17.6 [s: 1.3 4
1968 357 100 14.7 41 18.9 53 2.1 5]
1969 39.6 100 16.2 41 207 52 2.7 i 7
1970 420 100 17.7 42 211 B0 3.2 8
1971 47.8 100 2156 45 228 48 35 7
1972 545 100 25.3 48 25.3 46 3.9 8
1973 59.4 100 284 -48 27.3 46 3.7 6
1974 65.3 100 30.9 47 308 a7 36 6

LOCAL DEBT OUTSTANDING BY CHARACTER
1952 $ 23.2 100% $18.5 79% $ 3.6 16% $ 11 5%
1967 390 100 26.2 67 108 28 2.0 5
1962 59.3 100 38.0 64 17.9 30 34 6
1967 82.1 100 49.2 860 27.2 33 5.7 7
1968 85.b 100 50.4 59 287 34 6.4 7
1969 94.0 100 54.7 58 31.9 34 7.4 8
1970 1016 100 57.6 57 349 34 a1 a
1971 111.0 100 625 56 36.8 33 11.7 11
1972 1201 100 70.6 59 37.7 31 11.8 10
1973 129.1 100 74.5 58 42.4 33 12.2 9
1974 141.3 100 80.1 57 48.2 34 13.1 9

Source: Adapted from Municipal Finance Statistics, p. B, and Governmental Finances, published annually by the Govern-

ments Division, U.5. Bureau of the Census (Washington, D.C.: U.S. Government Printing Office, 1952-75).
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Long-Term
State and
Local
Borrowing

In their book, Concepis and Practices in Local
Government Finance, Moak and Hillhouse suggest
that the primary purpose of municipal horrowing is to
permit governments to achiéve timely financing of
needed expenditures without causing unsettling fluc-
tuations in tax rates and charges.” Long-term state
and local borrowing (average maturity exceeding one
year) most often serves this objective by financing
capital projects or refunding maturing debt. .

The purposes for which state and local units issued
long-term debt in various years is shown in Exhibir §.
There has been a drop in the percentage of lang-term
state and local issues devoled to education and trans-
portation. Pollution control, a new category, has
become an important reason for state and local
borrowing. Recent environmental legislation permits
companies to borrow through state and local agencies
{allowing them to enjoy lower interest rafes because
of the tax-exempt status of interest on state and local
debt) for pollution control purposes.

Exhibit 7 classifies long-term state and local debt
by the extent of the backing or commitment support-
ing the debt service payments. The two major classi-
fications are general and limited liability obligations.
General obligation debt is secured by the full faith,
credit, and taxing power of the 1ssuing governmental
unit. As the name implies, a limited liability obliga-
tion does not pledge the full resources of the govern-
ment to pay the interest and principal requirements



of the debt. The debt service payments are generally
secured by a specific tax, a specific fee, or some other
specified source of revenue. '

While both categories of state and local long-term
debt have increased in absolute terms over the last 20
years, Exhibit 7 shows that the relative growth has
been significantly different. In the early 1950s, limited
liability obligations were approximately one-fourth of
total state and one-sixth of total local debt outstand-
ing. By the latter [950s, non-gnaranteed debt had
risen to roughly half of total state debt and one-third
of local debt. These percentages have remained rela-
tively steady since that time. Moak and Hillhouse
note that one of the primary reasons for the increased
use of limited hability obligation debt is to circumvent
restrictions on general obligation borrowing.®

Since limited liability debt is backed by fewer
resources, most 1ssues of this kind are considered to
be more risky than general obligations and, therefore,
require a higher return (net interest yield} to the
holder.

The priority of holders of general obligations (full

faith or credit) has itsclf been a subject of considerable |

controversy in the last year or so, Previously, it was
assumed that debt service charges would be paid
before any other obligation was met. At the present
time, it is not completely clear what rights and

obligations are possessed by the holders of such debt,
the municipal employvees, and the citizens of the
defaulting municipality.

The priority of holders is even less clear with re-
spect to “moral obligation™ debt issued by an authority
or agency of a state or local unit. The state or local
unit is morally {but not legally) obligated to appropri-
ate funds if the authority’s or agency’s revenues are
not sufficient to cover its debt service requirements.
The extent of the backing or commitment required by
such “moral obligation” has not been clearly defined.®

Long-term state and local debt issues can also be
classified by the repayment pattern of the debt. Most
long-term state and local debt is in the form of serial
maturity, Le., portions of the principal come due
pericdically. Many limited liability municipal bonds
are term bonds, i.e., the entire principal is liquidated
in a single payment at the maturity of the debt. Serial
bonds have the advantages of (1) attracting investors
with different preferences concerning the maturity
date of their investments and (2) avoiding the need
for a large (balloon) payment at maturity. Term
bonds can be used in a manner similar to serial issues
by retiring portions of the principal as funds become
available. The retirements can be accomplished by

purchasing the debt in the market place or by insert-

ing a call provision in the bond indenture.

1 ess than .5 percent.

Exhibit 8 | ‘
STATE AND LOCAL LONG-TERM DEBT CLASSIFIED BY PURPOSE
(percents)
Trans- Public  Industrial Pollution

Year Schools Utilities portation Housing Aid Cantrol Other Total
1959 30% 15% 12% 4% —% —% 39% 100%
1962 35 15 14 4 1 — 31 100
1967 31 14 8 3 9 - 35 100
1968 29 12 10 3 10 — 36 100
1969 28 12 14 3 (o} — 44 100
1970 28 13 8 1 o* — 50 100
1971 24 15 11 4 1 — 45 100
1972 23 13 9 4 2 — 49 100
1973 21 15 6 5 1 9 43 100
1974 22 14 4 2 2 10 46 100

Source: Adapted from Municipal Finance Statistics, p. 8.

15
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Who Owns
State and
Local Debt

Because of the tax-exempt status for Federal
income tax purposes of interest income from state and
local securities, they are most attractive 1o tirms or
individuals subject to high Federal income tax rates.
Exhibir 9 shows the increase {decrease) in ownership
of state and local debt securities. clussilicd by type of
purchaser. for various vears. This exhibit demon-
strates that annual net purchases have varigd greatly
among the primary owners of state and local debt
For example, commercial banks had a net increase of
less than $1 billion in 1969 and over $10 billion 10 the
next two years., The cumulative effect of the purchas-
ing patterns reveated in fvhibic 9 s reflected in the
data in Exhibir 10} which show the proportion of total
outstanding debt owned by cach group type at the
cnd of selected years from 1950 through 1975,

Exhibits ¢ and 1) show that commercial banks
were the major purchasers of state and local deht in
the 1960s. increasing their proportion of ownership
from 25 percent to 49 percent. Liquichty considera-
tions and loan demand significantly influcnce com-
mercial bank demand for such investments, there-
fore. their pattern of purchasing municipal debt
issues is fairly erratic. The ¢xhibits also show com-
mercial bank holdings of municipals declining as a
percentage of the total in the last three years. Loan
losses of banks have reduced their tax liabihty making
municipals less attractive investments. The availability
of other low or no-tax investment alternatives such as
leasing operations have attracted bank investments.
There 1s reason to question whether commercial banks



will be able or willing to continue absorbing the
majority of state and local issues in the future,
especially if there are other strong demands on their
resources.

Changes in exposure to high income tax rates have
influenced the demand of casualty insurance compa-
nies and households for municipal debt securities.
Individuals’ taxable incomes have risen (due, in part,
to nflation) and the average effective tax rate for
casualty insurance companies has also increased.
Therefore, both of these groups have shown greater
interest in the municipal debt market in the 1960s and
early 1970s. Large insurance losses reduced demands

by fire and casuvalty insurance companies in 1974 and
1975, while the increased hoidings in the “other”
category in 1975 reflected purchases of New York
related issues by some state and local retirement
funds. Recent increases in the effective income tax
rates paid by life insurance companies should make
the tax exemption feature of state and local debt more
attractive to these institutions. Nevertheless, some of
our fastest growing financial intermediaries, e.g.,
pension funds and savings and loan associ .tions, pay
little or no income taxes and generally find the lower
rates on state and local debt less attractive than
alternative taxable securities.
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Exhibit 8
NET PURCHASES OF STATE AND LOCAL DEBT

{biflions)
Commercial Fire and Casualty
Year Households Banks Insurance Companies Other*
1963 8 5.2 .8 (.7}
1964 23 36 4 {.5)
1965 21 5.1 A4 (.2)
1966 2.7 1.9 7 A4
1967 {1.6) 89 1.5 2
19638 1.0 85 9 (.1}
1969 4.3 2 1.1 1.5
1970 3.7 10.5 1.5 (1.0
1971 43 12.8 34 1.2
1972 0.0 7.1 4.4 1.3
1973 71 3.9 36 (.5)
1974 6 4 5.7 2.2 2
1975 3.2 5.1 2.4 2.7
*Corporations, life insurance companies, mutual savings banks, and state and local retirement funds.
{ ) =decrease.
€ - estimated.
Suurce. Supply and Demand for Credit in 1970, 1976 {New York: Salomon Brothers).
Exhibit 10 %
HOLDERS OF OUTSTANDING STATE AND LOCAL DEBT
{percent)
Commercial Fire and Casualty
Year Households Banks Insurance Companies  Other* Total
1950 40% 33% 4% 23% 100%
1960 44 25 11 20 100
1965 36 39 11 14 100
1966 38 39 12 11 100
1967 33 44 12 11 100
1968 30 48 12 10 100
1969 35 45 12 8 100
1970 31 49 12 8 100
1971 28 51 13 8 100
1972 26 b3 14 7 100
1973 27 51 15 7 100
1974 31 48 156 6 100
1975 34 45 15 6 100

*Mainly corporations and life insurance companies.
Source: Adapted from Municipal Finance Statistics, p. 17.




Cost of
Borrowing
for State
and Local
Units

The important elements of the municipal debt
market are the cost (from the issuer’s standpoint) and
the return (from the holder’s standpoint) required for
the issuing unit to obtain funds from investors. The
most important factors influencing the state and focal
interest rates arc: (1) the level of interest rates In
general, (2) the pereeived general quality of municipal
debt issues relative to alternative investments, (3) the
tax-exempt status of interest income received from
state and local debt securities, {4) the maturity of the
debt issue. and (5) the quality of the individual issue.

Exhibit 11 compares average market vields for 20-
vear municipal bonds with those on U.S. Treasury
bonds of the same maturity, The basic reasons for the
differences between the vields arc quality differences
{probability of default, liquidity. etc.) and the value of
the Federal income tax exemption of the interest
income from state and local debt issues. This spread 1s
also affected by changes in business conditions, tax
rates. and other factors. Finally. while these two yield
indexes have moved in similar gencral patierns. the
vields on state and local debt have fluctuat¢d more
than the yields on Federal debt. This phenomenon is
partially caused by changes in commercial banks’
demand for new state and local issues.

Exhibit 12 demonstrates the effect of the maturity
of an issue on the interest yield in the municipal debt
market. The longer the maturity, the higher the vield
tends to be. Yields on short-term municipals are more
volatile than those for longer-term municipals. al-
though the prices of short-term issues arc less volatile
because the principal wilt be repaid in a shorter time.
These characteristics are also common to most other
types of debt instruments.

Exhibit 13 shows the average vield on 20-vear
municipal bonds in three rating categories - prime.
good. and mediwm guality, The data in this exhibit
will support the conclusion that the municipal market
distinguishes among municipal debt issues on the
basis of their relative quality. The market vields {or
issues with high quality bond ratings arc less than
those for lower rated issues. Also, the vield differen-
tial between lower and higher quality municipal debt
appears to widen in times ot great fiscal pressure and
narrow when such pressure gascs.
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Exhibit 17

YIELDS ON 20-YEARTREASURY BONDS AND BOND BUYER “11-BOND’’ INDEX

Percent
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Annual Yields Monthly Yields
*The Treasury yield index was changed in February, 1973 to be Based on Source: An Analytical Record of Yields and Yield Spreads {New York: Salon, .
issues with coupons of 6-3 4 percent and higher rather than 3-1/2t0 4-1/4 Brothers, 1976).

pergent




Exhibit 12
YIELD ON 1-YEAR AND 20-YEAR GOOD GRADE MUNICIPALS

Percent

3_

1-Year Municipals

R T

i |

[T IO MR IO T Y | | ! L !
58 60 62 64 66 1968 1969 1970 1971 1972 1973

Monthly Yields

1950 52 54 56
Annual Yields

Source: Anr Analytical Record of Yields and Yield Spreads iNew York: Salomon Brothers, 1976).

1974 1975
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YIELDS ON 20-YEAR PR

Exhibit 13
IME GRADE VERSUS 20-YEAR GOOQD

Percent AND MEDIUM GRADE MUNICIPALS

81—

Good Grade Municipals

Prime Grade Municipals

PR IR RNNIN NI NN RN GRS N A L 1 | | | | | | J
1950 52 54 56 58 60 62 64 66 1968 1968 1970 1971 1972 1973 1974 1975
Annual Yields Monthly Yields
*Note: Good grade municipals were used for annual data. 1950-67: medium Source AnAnalyticaf Recard of Yields and Yield Spreads {New York: Salomon

grade were used for monthly data, 1968-75.

Brothers, 19786).
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The Quality of
State and
Local Debt

One of the primary problems in understanding the
quality of state and local debt is determining exactly
what is meant by “credit quality” or simply “quality.”
Two distinct approaches to measuring quality are
examined in this summary study — prospective and
tested 'quality. Prospective (or ex ante) quality is
concerned with the likelihood of payment of principal
and interest when they come due. Because prospective
quality purports to measure the likelihood of future
events, it is a less certain measure than tested quality.
Tested (or ex post) quality involves a comparison
of the actual incidence of payment of interest and
principal with that promised by the state and local
debt being studied. Therefore. tested quality can be
measured only after interest and principal pavments
are due. Two measures of prospective quality — yield
differentials and bond ratings -- as well as two
measures of tested quality — estimated defaults on
interest and principal and results of municipal bank-
ruptcies filed — are examined in this study.

One potential approach to measuring the prospec-
tive quality of municipal debt was introduced in the
section on the cost of borrowing, where comparisons
were made between the market yield on U.S. Treasury
and municipal securities of similar maturity. Al-
though factors other than basic credit quality also
affect these vield comparisons. the risk factors asso-
ciated with municipal debt appear to become less of a
consideration in intervals of prosperity than in reces-
sion periods. If generally high interest rates accom-
pany prosperity, however, the burden of the added
debt service costs may lead to higher municipal
default risks and relatively greater state and local
interest costs, especially for cities whose debt issues
receive fairly low bond ratings.

Other factors can also have an impact on the
relationship between the quality of Federal and mu-
nicipal debt issues as measured by their relative
interest costs, One recent influence was the introduc-
tion of the Federal general revenue sharing program.
Recent empirical work!® has found that a structural
change in the relationship between risk premiums on
Federal versus state and local debt 1ssues occurred in
the early 1970s. While interest rates rose generally in



the early 1970s, the relative rise in state and local rates
since the introduction of general revenue sharing was
less than might have been expected. This change in
the relationship between the interest rates may be
traced to improvements in the overall revenue-
expenditure situation of state and lecal governmental
units because of the receipt of general revenue sharing
funds. The availability of these funds appeared to
have changed investors’ subjective perceptions of state
and local governments’ ability to pay debt service
requirements. By decreasing the estimated probability
of municipal financial problems, general revenue
sharing lowered (relatively) the cost of state and local
borrowing. Unfortunately, recent uncertainties about
the permanence of general revenue sharing now
appear to have negated much of its earlier positive
effect on interest costs.

Another special factor has influenced the relation-
ship between U.S. Treasury and municipal yields in
the last year or so. The scope of the financial prob-
lems of New York City began to emerge in late 1974,
when it was revealed that New York's financial
position was worse than previously anticipated and
that the cily might not be able to raise the additional
external financing it needed. For the 15 months
preceding November 1974, the differential between
Treasury and the Bond Buyer 1l-bond municipal
yield index averaged about 210 basis points (2.10%).
In November 1974, the differential fell significantly
(about 70 basis points). This lower level of yield
differential has since persisted through December
1975. This narrowing of the average yield gap indi-
cates that the market perceived a change in the
relative quality of the two types of securities. While
many other factors may be involved, the bad fiscal
news from New York City and, more recently, New
York State during this period appears to have had a
significant negative effect on the relative financing
costs of other state and local governments. However,
testing the validity of this assertion will require
further observations and investigation of the events
and relative yields from late 1974 through early 1976,

A second potential way of investigating the prospec-
tive quality of municipal debt focuses on the ratings
that such debt issues receive from the two major rat-
ing agencies, Moody Investors Services and Standard
and Poor, Inc. Although there is some debate over the
reliability and validity of ratings as a measure of
credit risk (quality), they are often cited as a standard
for comparison among quality levels in municipal
debt issues (being rated). Exhibit 14 presents the
distribution of ratings from Aaa (smallest degree of
investment risk) to Ba (greatest risk of non-payment)
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among those issues having a rating which have been
assigned by Moody's to long-term municipal debt
issues in various years since [945. The data represent
the percentage of the totai dollar volume of rated
municipal bonds which received a given rating in
that year. The data in Exhibit 14 show that the
quality of municipal debt, as measured by rating
agency classifications, increased in the early 1950s,
and deteriorated somewhat in the late 1950s and
1960s. The fact that the major rating agencies began
charging governmental units for assigning ratings to
their debt in the late 1960s may make comparisons
between current ratings distributions and those of
carlier periods less valid.'!

One method of measuring tested quality, an
examination of recorded municipal defaults, is pre-
sented in Exhibir 15. Three general conclusions may
be made from the data in this exhibit. First, defaults
have occurred under both good and bad economic
conditions. Second. it was only in major depression
periods (1837-43, 1873-79, 1893-99, and 1929-37) that
the defaults on state and local indebtedness reached
significant magnitude. Third, defaults occurred in
every major type of governmental unit and in every
geographical region.

Annual data on the amount of municipal debt in
default and permanent losses of principal and interest
are not availlable. However, it has been estimated that
7.2 percent of the total amount of municipal indebted-
ness outstanding was in default at the height of the
1929 depression period, but that only 0.4"percent of
the total municipal indebtedness in the early 19705
was in default.!?

Another approach to measuring tested quality in-
volves an examination of municipal bankruptcy data,
FExhibit 16 presents a summary of the governmental
units which have filed under Chapter 1X of the Fed-
eral bankruptcy laws from fiscal 1938 through 1975.
The data in Exhibit 16 show that admitted losses con-
stitute about one-third of the $223 million of total
admitted debt in the bankruptcy cases filed. How-
ever, it 1s particularly noteworthy that only {8 new
cases havebeen filed since 1954, and that most recent
cases have been concluded with little or no perma-
nent losses to creditors. Finally, a comparison of the
figures in Exhibits 15 and 16 shows that only a small
proportion of municipal defaults have been resolved
through the bankruptey process. Other alternatives,
such as no action, direct agreement between a de-
faulting unit and its creditors, and agreement$ re-
viewed, approved, and supervised by other courts
(e.g., state courts} or administrative bodics appeared
to be more popular methods for settling defaults. "



Exhibit 14

PERCENTAGE DISTRIBUTION OF RATED LONG-TERM STATE AND LOCAL
BONDS ISSUED, BY DOLLAR VALUE IN YEAR OF ISSUE

{percent in rating category)

Year Aaa AA A Baa Ba and Below
1945 4.2% 16.2% 46.1% 27.0% 6.4%
1946 7.6 227 476 19.2 2.8
1947 16.4 50.2 20.2 116 1.4
1948 339 232 31.2 10.5 11
1949 9.4 30.2 383 201 2.0
1950 12.6 41.2 326 12.0 15
1951 27.0 314 28.6 11.6 1.6
1952 235 212 425 10.6 2.1
1953 24.4 31.9 32.1 11.0 6
1954 224 270 38.1 11.C0 1.5
1955 22.2 29.6 35.0 12.2 1.0
1956 11.7 325 420 12.3 1.5
1957 11.3 38.2 389 11.0 5
1958 16.4 36.1 35.0 10.8 1.7
1959 15.3 29.9 41.0 i3.0 Re)
1960 14.6 300 396 14.4 1.3
1961 12.5 36.4 37.4 12.8 s
1962 17.3 226 45.6 13.2 1.3
1963 17.5 21.2 42.5 16.7 2.1
1964 13.2 28.2 41.6 15.5 1.5
1965 12.3 29.7 37.9 18.8 1.3
1966 10.0 325 32.2 241 1.3
1967 125 327 303 22.8 1.6
1968 87 279 40.3 22.1 9
1969 13.3 31.1 37.0 18.0 6
1970 95 29.2 411 19.8 4
1971 125 29.9 38.1 18.9 6
1972 14.4 26.8 409 17.7 2
1973 13.3 22.3 51.8 12.6 A
1974 1.7 23.2 516 9.4 A
1975 16.2 23.7 b4.b 5.6 .0

Due to rounding, may not add to 100%.

Source: Postwar Quality of State and Local Debt, p, 118. Municipal Market Developments {New York: Security Industry
Association), various issues.




Extubit 15

RECORDED DEFAULTS FROM 1839 THROUGH 1969, BY TYPE OF GOVERNMENTAL
UNIT AND GEOGRAPHICAL REGION

1839 1850 1860 1870 1880 18390

-49 -59 -69 -79 -89 -99

By Type of Unit:

States 9 2 1 9
Counties and parishes 7 15 57 30 94
Incorporated municipalities 4 4 3 50 30 93
Unincorporated munigipalities 4 46 3 50
School distrigts 4 5 9
Other districts 2 1 12
By Geographical Region:
New England Statesb 1 1 1 i 2
Middie Atlantic States® 2 5 6 19 11 13
Southern Statesd 3] 2 40 29 36
Midwestern States® 4 10 28 84 46 89
Southwestern States’ i 20 7 79
Mountain States9 2 17
Pacific Statesh 2 2 3 22
Totals 13 17 38 168 97 258

*The number of government units has changed rapidly. For example, in
1832 there were 127,108 school districts, 8,580 other districts, and 175,368
state and local governmentai units.

bConnecticut, Maine, Massachusetis, New Hampshire, Rhode Island, and
Vermont.

“Delaware, District of Columbia, Maryland, New Jersey, New York, and
Pennsylvania.

dAlal:v'clrrla, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi,
North Carolina, South Carolina, Tennessee, Virginia and West Virginia.

“Ilineis, Indiana, lowa, Michigan, Minnesota, Missouri, Nebraska, North
Dakota, Ohio, South Dakota, and Wisconsin.

Number of
State and
Local
1900 1910 1920 1930 1940 1950 1960 Total Governments
-08 -19 -29 -39 -49 -b9 -69 Defaults in 19728
1 22 50
43 7 15 417 6 12 24 727 3.044
51 17 39 1434 31 31 114 191 18,517
33 5 10 88 7 4 26 313 16,951
1" 14 1241 5 23 60 1372 15,781
11 7 107 1890 30 42 70 1872 23,885
t 1 7 4 18 3102
13 4 4 251 9 4 10 351 10.262
25 9 51 1863 16 33 76 2184 10,203
68 6 18 11562 18 34 76 1633 33.624
27 5 25 707 25 36 112 1044 9,742
2 8 17 270 6 4 3 329 4,244
14 3 70 520 5 i 13 655 7.07
149 36 186 4770 79 112 294 6217 78.268

farizona, Kansas, New Mexico, Qklahoma, and Texas.
YColorads, Idaho, Montana, Nevada, Utah, and Wyoming.
" Alaska, California, Hawaii, QOregon, and Washington.

Sources: Default information in The Daily Bond Buyer, The Commercial and
Financial Chronicle, and The Investment Bankers” Associations Bulletin: default
lists from Federal Deposit Insurance Corporation, Life Insurance Commission,
and U.S. Courts; and Albert M. Hillhouse, Defaulted Municipal Bonds (Chicago:
Municipal Finance Officers Association, 1935}). Number of focal government
units from: U.S. Department of Commerce, Bureau of Census, Census of Govern-
ments, 1965, Vol. 1. Governmental Organization (Government Printing Office,
1974).
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Exhibit 16

SUMMARY OF RESULTS OF CASES FILED UNDER CHAPTER IX OF THE
FEDERAL BANKRUPTCY LAWS

Statistics for Cases Concluded
Amount Paid or to

Cases
Dis-

Cases

Fiscal Cases Con-

Year Filed cluded niissed Admitted Debts be Paid as Extended Admitted Losses
1938 35 2 0 $ 67,675 $ 67,675 $ —
1939 1 17 0 6,587,012 3,924,149 2,662,863
1940 104 22 7 15,500,000 6,674,000 8,826,000
1941 19 37 8 28,466,000 16,332,000 12,134,000
1942 43 46 3 33,704,000 24,458,000 9,246,000
1943 13 40 23 26,633,000 16,032,000 10,601,000
1944 ) 18 2 18,014,000 11,457,000 6,557,000
1945 8 14 3 39,816,000 27,185,000 12,631,000
1946 7 8 1 13,086,555 9,594,984 3,491,571
1947 7 8 4 4,651,168 2,715,234 1,935,934
1948 7 12 1 2,464,215 1,632,987 831,228
1949 2 2 0] 224,361 136,525 87,836
1950 4 5 5 1,253,183 464,094 789,089
1951 3 3 0 1,308,687 582,868 725,819
1952 15 17 1 10,043,648 8,424,662 1,618,986
19563 0 2 2 2,183,413 1,163,615 1,019,798
1954 2 4 14 934,733 353,662 581,171
19556 1 0 ¢, — — —
1956 1 1 1 639,095 211,300 427,795
1957 0 2 0 2,171,448 1,629,448 542,000
1958 2 1 O 16,124 16,124 —
19569 3 3 0 2,077,382 644,668 1,632,714
1960 0 2 4] 306,500 148,500 158,000
1961 0 0 4] — — —
1962 1 3 1 972,642 891,701 80,941
1963 0 0 0 — — —
1964 O 0 2 — — —
1965 2 0 0 — — —
1966 2 0 0 — — —
1967 1 1 0 2,599,700 2,599,700 —
1968 2° 1° 0 -0 -0-7 —
1969 ¢ 0 1 — — —
1970 0 0 0 — — —
1971 2 2b 0 3,714,5600° 3,714,500¢ —
1972 0 1 0 230,000 95,000 135,000
1973 0 0 0 —_ - —
1974 1 1 1 5,450,000 5,450,000 —
1975° C 0 0 — — —

" Reopened case {final decree same year) to clear up outstanding issue; no additional adjustment (debt amounts included in

1942 figures).

®Includes a reopened case (final decree same year) to clear up an outstanding issue.

“Eight cases were still open in 1976 (five of these are cases opened prior to 1953},

Source: Authars’ investigation of cases given to them by Administrative Office of the U.S. Courts.
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Operation of
the Market
for State

and Local
Debt

Instruments

The most important distinction to make in describ-
ing the operation of the state and local debt market is
the difference between the primary and secondary
markets. )

The primary market for state and local debt refers
to the process of initial issuance of such debt. The first
step for the state or local governmental units is to
receive authorization (voter referendum, existing sta-
tute, etc.) to issue debt. A summary of the results of
recent state and local bond elections is presented in
Exhibit 17. Although the results vary from year to
year, since the mid-1960s there appears to be rela-
tively less voter support for bond issues than existed
previously. The shock waves from the severe financial
problems of New York City and state were fgit in the
voting booths across the nation during 1975, as voters
approved only 29.3 percent of the $11,575,599 210
submitted in 1,835 bond financing programs by 1.539
state and local governmental units. This is the lowest
approval percentage ever recorded since The Bond
Buver began compiling this data in 192614

After the state or local debt issue receives the
appropriate authorization, the issuer determines the
details {e.g., dollar amounts, maturities, coupon rates)
of the issue. For some short-term issues and most
long-term issues, the next step is competitive bidding
for the issue. The basic description of the issue is
normally placed in The Bond Buyer and other finan-

"cial publications. This advertisement sets in motion

the underwriting process and frequently (nearly al-
ways for larger, long-term issues) the debt rating
process. The rating agencies contract with the issuer
to rate the debt issue and publish the ratings. The
rating agency collects the information it requires for
the analysis and then publishes the rating a week
before the sale of the debt issue. Instead of requining
formal competitive bidding, many short-term munici-
pal issues {Federally guaranteed issues being a notable



exception) and some long-term issues are privately
placed with local commercial banks or other institu-
tions, the interest rate paid being determined through
negotiations,

Nearly all long-term state and local debt issues are
sold initially to underwriters (usually investment
bankers or commercial banks), who generally form
syndicates or groups to purchase the issue and then
re-offer it to investors. The syndicate submits a bid
stating net interest cost to the municipality and if it is
successful {accepted because it has the lowest net
interest cost to the governmental unit), the syndicate
then owns the securities.

The underwriters then try to sell the securities to
institutional and individual investors at prices that
cover their underwriting expenses and provide them
with an adequate profit for their risk, The margin
between the issuer’s proceeds and the amount received
by the underwriter has averaged around 1 percent.!®
Thus, in the primary market, the municipality sells its
issue to underwriters who act as wholesalers by re-
offering the debt issue securities to the public or
sometimes hold the securities in their own inventory.
If the underwriters have misjudged the yield that the
market will require on such issues, or if the market
deteriorates before the issue is sold out, they may have
to sell them at a loss 10 avoid the costs of carrying the
securities in their own inventories.

The secondary market refers to all transactions in
an issue that occur after the original underwriting and
sale. A good secondary market 1s important for a debt
issue, Investors are more likely to be willing to
purchase state and local securities if they believe
they can easily liquidate their holdings when they
want to. Liguidity is a more important factor for
long-term than short-term municipal debt since most
short-term debt seems to be purchased and held to
maturity. Data on the size of the secondary market
tor state and local debt are scarce since the market is
conducted over-the-counter, i.e., the securities are
not listed or traded on a formal exchange. This means
that participants dealing in the secondary market are
not required to report on their transactions. Thus,

little is known about the size of the market or the
characteristics of the participants in the market.
However, since a round lot in this market is generally
$50,000, one might infer that the participants arc
concentrated in those categories of investors who can
marshal fairly large amounts of money. There is
continuing concern for the fact that the market does
not always function well for holders of small blocks of
municipal issues.

Recent Changes

In late June 1975, as New York City was flounder-
ing, Congress enacted the Securities Act Amendments
of 1975. These amendments brought municipal bond
dealers under Federal regulation. At the same time,
there was increasing concern over possible legal
exposure resulting from the fact that municipal bonds
are subject to the anti-fraud provisions of the Securi-
ties and Exchange Act. This act makes it “unlaw-
ful . .. to make any untrue statement of a material
fact or to omit to state material fact” in public sale of
securities. The amendments, while not reducing the
obligations of issuers under the anti-fraud provisions,
continued to exempt state and local units from the
registration and reporting requirements of the securi-
ties laws, ¢

Underwriters of municipal issues warned that few
bids would be submitted for issues on which full
disclosure was even a potential probiem, that market-
ing such issues would become a lengthy and costly
procedure, and that some potential borrowers might
even lose access to the market. In late 1975, under-
writing syndicates decided not to bid for $9.5 million

" of New York State bonds: furthermore, Richmond

failed to sell $25 million of bonds and Suffolk County
(New York) was stymied from selling a $54 million
issue reportedly because of disclosure problems. As
1976 progresses, it seems likely that the operation of
the market for state and local debt instruments will
continue undergoing fundamental change as a result
of both.recent and possible future laws and pressures
on the market."”
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Year

1950
1951
19562
1953
1954
1955
1956
1967
19568
19569

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969

1970
1971
1972
1973
1974
1975

Exhibit 17

RESULTS OF STATE AND LOCAL BOND ISSUE ELECTIONS

Approved Amount Percent Defeated Amount
$1,637,5617,326 76% § 497,983,399
2,249,602,957 88 301,174,640
2,383,970,390 84 458,278,500
1,851,694,537 83 388,769,450
2,781,901,503 84 544,154,550
2,885,666,121 65 1,524,453,871
4,642,488,809 87 665,689,492
2,733,435,486 77 806,795,602
3,728,455,966 75 1,263,754,101
2,752,942,464 72 1,087.633.605
5,916,951,404 85 1,007,889,410
2,5644,327,858 67 1,263,606,943
4,263,609,903 70 1,850,443,358
3.626,886,629 63 2,156,807,833
5,715,400,806 78 1,582,926,248
5,611,653,628 73 2,095,491,659
6,515,833,687 77 1,944,831,423
7.365,194,080 74 2,549,704,766
8,686,075,169 54 7,459,875,274
4,286,542,050 40 6,534,047,453
5,366,441,359 63 3,194,042,145
3,142,846,335 35 5,862,362,912
7.875,500,983 64 4,445,857,080
6,306,039,592 52 5,800,848,114
8,021,389,689 62 4,865,370,237
3.392,270,729 29 8,184,238,481

Source: Municipal Finance Statistics, p. 22,

Percent

24%
12
16
17
16
35
13
23
25
28

15
33
30
3z
22
27
23
26
46
60

37
656
36
48
38
71

30
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state and local short~term borrowing was in the form of Public
Housing Autherity Issues or Urban Renewal Preliminary Loan
Notes, both of which are backed by a Federal guarantee of pay-
ment,

sAdvisory Commission on Intergovernmental Relations, Ciry
Finuncial Emergencies; The Intergovernmental Dimensivn, Com-
mission Report A-42 (Washington, D.C.: U.S. Government Print-
ing Office, 1973).

tthid., pp. 5-6.
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in Local Governmeni Finance {Chicago: Municipal Finance
Officers Association, 1975), pp. 249-50.

8lhid., p. 316.
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17, 1975, p. 116), there are about $9.5 billion of such moral obliga-
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ington University, St, Louis.
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primary municipal rating agencies refused to rate issues under a
certain size. The proportion of issues not rated fell to under 19
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be in the top three or four rating categories were willing to pay the
price to have their issue rated.

2City Financial Fmergencies, op. cit., p. 16.

1" These alternatlives are discussed in George H. Hempel, *An
Evaluation of Municipal Bankruptcy Laws,” Journal of Finance,
XXVIIL, Ne. 5, December, 1973, pp. 1339 51.
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of Bond lIssues are Approved in 1975 The Money Manager,
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Herbert E. Dougall and Jack E. Gaumnitz, Capital Markets
and Institutions, 31d ed. (Englewood Cliffs: Prentice-Hall, Inc.,
1975), p. 156.

1wSee John E. Petersen and Robert W. Doty, “Regulation of the
Municipal Securities Market and its Relationship to the Govern-
roental lssuer,” Analysis, Municipal Finance Officers Association,
December 5, 1975.

"ibid, For an interesting survey of municipal financial officers’
opinions about municipal financial reporting see James M. Patton,
Usefulness of Municipal Financial Reporting, a dissertation at the
Washington University Graduate School of Business, 1975.
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Exhibit A-1

ANNUAL VOLUME OF NEW STATE AND LOCAL BORROWING
(basis for Exhibit 1 in text)

Amount Number
Year {in millions) of Issues
1950 $ 5,304.7 6,633
1951 49149 5,885
1952 6,450.5 6.410
1953 8,3145 7,263
1954 10,318.9 7,747
19556 8,669.4 7,732
1956 8,152.7 7,689
1957 10,2317 8,242
1958 11,359.3 8,623
1959 11,859.7 8,568
1960 11,235.7 8,397
1961 12,873.7 8,490
1962 13,321.7 8,689
1963 15,6875 8,674
1964 15,967.4 8,138
1965 17,6216 7.977
1966 17,6125 7,430
1967 22,3133 7,964
1968 25,032.9 7,887
1569 23,2434 6,395
1970 35,641.6 7,604
1971 50,651.0 8,811
1972 48,162.6 8,420
1973 47.620.0 8,147
1974 51,864.6 7,701
1975 58,1971 8,080

Source: Bond Buyers’ Municipal Finance Statistics, Vol. 13, June 1975, p. 7. 1975 figures from The Bond Buyer.




Exhibit A-2

STATE AND LOCAL DEBT AS A PERCENTAGE OF NET TOTAL DEBT
AND NET PUBLIC DEBT

{(in billions)
{basis for Exhibit 3 in text}

State and State and

Total Total Total Total Local Percent Local Percent
Year Privateand Public Public State and Local Private Total Total Public
1950 $ 490.3 $2394 $ 207 $ 2509 4.2% B.6%
1951 524.0 241.8 23.3 282.2 4.4 96
1952 555.2 248.7 258 306.5 4.6 104
1953 586.4 256.7 28.6 329.7 4.9 11.1
1954 612.0 263.6 334 348.4 5.5 12.7
1955 665.8 273.6 411 392.2 6.2 15.0
1956 698.4 271.2 44.5 427.2 6.4 16.4
1957 728.3 2740 48.6 4543 6.7 17.7
1958 769.6 287.2 53.7 482.4 7.0 18.7
1959 833.0 304.7 9.6 528.3 7.2 19.6
1960 874.2 308.1 64.9 566.1 7.4 21.1°
1961 930.3 321.2 70.5 609.1 7.6 219
1962 966.0 3359 77.0 660.1 7.7 229
1963 1,070.9 348.6 83.9 722.3 7.8 24.1
1964 1,151.6 361.9 90.4 789.7 7.9 24.9
1965 1,244 1 3737 98.3 8704 7.9 263
1966 1.3414 387.9 104.8 2535 7.8 27.0
1967 1,435.5 408.3 112.8 1,027.2 7.9 276
1968 1,582.5 437.1 123.9 1,14564 7.8 28.3
1969 1,736.0 453.2 133.3 1,282.9 7.7 29.4
1970 1,868.9 484.9 145.0 1,384.0 7.8 29.9
1971 2,045.8 528.2 162.4 1,617.6 7.9 30.7
1972 2,270.2 557 6 175.0 1,712.7 1.7 314
1973 2,6258 593.4 184.5 1,032.4 7.3 311
1974 2,777.3 642.9 205.6 2,134.4 7.4 320

Source: Survey of Current Business, various issues.




Exhibit A-3

ANNUAL DOLLAR VOLUME OF STATE AND LOCAL BORROWING

{(basis for Exhibit 6 in text)

Long-Term
Year Amount
1950 $ 39636
1951 3,278.1
1952 4,401.3
1953 5,557.9
1954 6,968.6
1955 5,976.5
1956 5,446.4
1957 6,958.2
1958 7.448.8
1959 7.681.0
1960 7.229.5
1961 8,359.5
1962 8,558.2
1963 10,106.7
1964 10,5441
1965 11,084.2
1966 11,088.9
1967 14,287.9
1968 16,374.3
1969 11,460.2
1970 17.761.6
1971 24,369.5
1972 22,9408
1973 22,9526
1974 22,824.0
1975 29,2243

Source: Municipal Finance Statistics, p. 7. 1975 figures from The Bond Buyer.

Short-Term
Amount

$ 16111
1.636.8
2,049.2
2,756.6
3,350.2
2,692.9
2,706.3
3.2735
391056
4,178.6
4,006.2
4.514.2
4,763.5
5,480.8
54233
6.5637.4
6,623.5
8,025.3
8,658.6

11,7831
17,879.9
26,2815
25,221.8
24,667.4
29,040.7
28,972.8
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Year

1950
1961
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961

1962
1963
1964
1965
1966
1967

Month/Year

Jan.
Feb.
Mar.
April
May
June
July
Aug.

Sept.

Oct.
Nov.
Dec.
Jan.
Feb.
Mar.
April
May
June
July
Aug.

Sept.

Qct.
Nov.
Dec.

1968

1969

Exhibit A-4

SELECTED YIELD INDEXES
(basis for Exhibits 11, 12, 13 in text)

Bond
20-Year Buyer’s 1-Year
Treasury 20-Bond Good
Bonds Index Grade
2.39% 1.76% .90%
2.60 1.94 1.10
2.68 2.18 1.10
2.92 2.73 1.50
257 2.40 .8b
2.83 247 1.35
307 275 1.90
345 3.29 2.45
345 3.16 1.50
4.12 3.55 2.45
413 3.64 2.30
3.90 3.45 1.70
402 3.17 1.75
4.04 318 1.85
418 3.22 2.25
423 3.26 2.40
472 3.81 3.50
4.93 3.92 310
557 4.38 375
5.37 4.16 345
5.39 4.49 3.65
5.59 4.31 3.65
5.47 4.44 3.70
5.47 451 3.75
5.31 4.48 3.70
5.12 4.1 3.15
5.20 4.44 3.10
5.29 4.36 2.85
5.40 456 3.10
555 4.76 3.20
592 4.85 3.85
6.00 496 410
6.08 519 410
6.20 5.25 4.35
592 510 4.20
6.29 573 4.60
617 5.68 5.05
6.17 5.80 5.25
6.21 6.37 530
6.70 6.19 510
6.62 65.11 5.00
6.80 6.72 540

Municipals
20-Year 20-Year
Good Prime
Grade Grade
1.90% 1.55%
1.95 1.60
2.10 1.75
2.70 225
2.30 2.00
2.50 2.15
2.80 2.40
3.45 2.95
330 2.80
365 3.20
3656 3.20
355 3.15
3.20 3.00
3.20 3.00
3.30 3.056
3.25 310
3.85 3.65
3.90 375
4.45 4.20
4.10 3.90
4.40 4.20
455 435
4.40 415
4.50 4.25
4.25 410
415 3.95
4.40 4.30
425 410
4 60 425
465 4.35
490 4.60
4.90 4.75
520 475
5.35 5.15
5.10 490
b.75 550
5.80 5.50
610 5.80
6.25 620
6.05 5.70
6.05 5.90
6.60 €.40

20-Year
Medium
Grade

na
na.
n.a
na
n.a.
na
n.a.
n.a
n.a
n.a
n.a
n.a.
n.a.
n.a.
n.a
3.45%
4.05
425

4.85
4.55
4.85
5.00
4.80
4.75
440
4.35
4.65
4.40
4.65
4.75

5.00
5.20
530
5.60
540
5.90
8.10
6.40
6.85
6.20
6.70
7.25

Bond
Buyer's
11-Bond
Index

1.75%
1.77
1.99
254
2.25
2.33
2.62
3.16
3.04
342
3.40
334
3.10
310
3.15
319
3.72
383

427
4.04
4.38
419
432
4.40
4.36
4.00
432
4.25
444
465
472
477
.05
512
499
5.61
557
5.69
6.27
6.08
5.98
6.56
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Month/Year

Jan.
Feb.
Mar.
April
May
June
July
Aug.

Sept.

Oct,
Nov.
Dec.
Jan.
Feb.
Mar.
April
May
June
July
Aug.

Sept.

Oct.
Nov.
Dec.

Jan.
Feb.
Mar.
April
May
June
July
Aug.

Sept.

Oct.
Nowv.
Dec.
Jan.
Feb.
Mar.
April
May
June
July
Aug.

Sept.

Qct.
Nov.
Dec.

1970

1971

1972

1973

20-Year
Treasury
Bonds

6.81

6.84
6.41

6.48
6.90
742
7.15
6.75
6.90
6.74
6.80
6.22
6.30
5.97
6.11

573
5.98
613
6.30
6.30
5.94
5.80
575
5.79

5.81

5.80
5.85
598
5.98
581

586
573
5.70C
5856
573
5.569

5.83
6.85"
6.88
6.85
6.88
7.03
7.09
7.57
7.31
7.02
7.27
71

Exhibit A-4 (Cont.)

Bond
Buyer’'s
20-Bond
Index

6.61

6.54
6.00
611

6.89
6.92
679
6.25
6.16
6.39
6.28
5.41

5.58
5.16
5.34
5.15
5.69
5.86
6.23
6.05
5.39
5.24
511

5.44

502
5.35
5.29
5.40
5.20
510
5.43
543
5.38
5.30
5.13
4.99

511
516
522
5.26
5.14
5.22
5.25
5.59
5.34
5.00
517
5.15

1-Year
Good
Grade

5.60
530
4.565
4.40
4.85
510
4.90
450
4.20
415
3.75
2.70
3.8
2.70
2.60
250
2.90
3.35
356
3.40
3.20
310
2.85
3.00

2.55
2.85
275
270
2.90
2.60
3.00
2.90
3.00
305
3.10
3.00

3.10
3.30
3.60
4.00
4.00
410
420
4.85
470
430
4.20
4.30

Municipals
20-Year 20-Year
Good Prime
Grade Grade
6.85 6.40
6.80 6.30
5.85 5.7%
610 5.90
6.60 6.45
6.85 6.75
6.70 6.60
6.30 6.30
5.90 5.80
6.25 6.20
6.00 5.90
510 4,90
5.45 5.20
4.90 4.80
5.10 5.00
5.10 4.90
5.50 5.40
5.80 5.70
610 6.00
5.80 5.70
5.40 5.30
5.20 500
4.95 4.75
5.15 5.00
4.85 4.65
5.00 4.90
5.10 5.00
5.16 5.09
5.00 4.90
4.90 480
5.15 5.00
5.10 5.00
5.20 510
5.05 4.95
500 4.90
4.90 4.80
5.00 4.90
5.05 5.00
5.10 5.00
510 5.00
4.90 4.90
.10 5.00
5.20 5.00
5.50 5.40
515 5.10
4 80 480
5.00 4.90
5.00 4.90

20-Year
Medium
Grade

7.50
7.40
6.15
6.20
6.70
7.10
7.00
6.75
6.30
6.60
6.50
550
5.80
5.40
5.30
535
5.75
6.10
6.30
6.00
590
5.40
5.25
5.60

515
5.35
530
5.40
520
5.10
5.40
5.25
5.40
5.20
5.26
510

5.10
515
5.30
5.30
5.10
5.20
5.25
5.65
5.20
5.00
5.20
5.30

Bond
Buyer's
11-Bond
{ndex

6.42
6.30
5.88
5.99
6.76
6.80
G.66
6.08
599
6.23
6.08
514
5.29
4.88
5.1
4.93
5.46
5.65
6.04
5.84
5.14
4.98
490
5.21

4.82
5.14
5.00
5.20
5.00
4.92
5.25
517
5.21

512
4.99
4.86

5.01

5.06
5.1

5.16
5.03
5.10
5.14
545
5.19
4.07
5.05
5.03
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20-Year
Treasury

Month /Year Bonds
Jan. 1974 7.30
Feb. 7.38
Mar. 7.49
April 7.80
May 8.14
June 8.06
July 8.06
Aug. B.32
Sept. 8.61
Oct. 8.39
Nov. 7.72
Dec. 7.70
Jan. 1975 7.65
Feb. 7.64
Mar. 7.60
April 8.01
May 8.35
June 8.17
July 7.97
Aug. 8.09
Sept. 8.36
Oct. 848
Nov. 8.02
Dec. 812

n.a. = not available.

Exhibit A-4 (Cont.}

Bond
Buyet’s
20-Bond
Index

5.16
5.20
5.26
557
5.91
6.08
6.33
6.70
6.91
6.62
6.65
6.71

7.08
6.54
6.55
6.95
6.95
7.09
7.00
7.09
7.18
7.54
7.36
7.39

1-Year
Good
Grade

410
410
3.90
4.80
5.10
5.10
5.560
530
570
5.30
500
4.40

4.60
3.90
4.00
3.80
4.25
410
4.25
4.00
4.10
4.25
3.80
3.60

Municipals
20-Year 20-Year
Good Prime
Grade Grade
5.08 4.95
5.20 5.00
510 5.00
5.45 530
570 5.60
5.70 5.60
6.25 6.15
6.20 6.10
6.40 6.35
6.10 6.00
6.20 6.10
6.30 6.25
6.35 6.35
6.10 6.00
6.20 6.10
6.40 6.30
6.40 6.30
6.50 6.40
6.50 6.25
6.40 6.25
6.40 8.25
7.00 6.75
6.40 6.25
6.40 6.25

20-Year
Medium
Grade

5.30
5.25
5.30
5.60
6.00
6.20
6.70
6.70
7.00
6.75
6.80
6.50
6.80
6.30
6.50
6.70
6.80
7.00
7.060
7.00
7.00
7.40
7.20
7.20

Bond
Buyer's
11-Bond
Index

5.03
5.08
5.15
5.45
5.78
5.89
6.13
6.44
6.59
6.27
6.31

6.36
6.62
6.17
6.24
6.54
6.556
8.71

658
6.65
6.72
7.09
6.77
6.78

*The Treasury yield index was changed in February, 973 to be based on issues with coupons of §-3/4 percent and higher

rather than 3-1/2 t0 4-1/4 percent.

Source: An Analytical Record of Yields and Yield Spreads (New York: Salomoen Brothers, 1976).
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Exhibit G-i
NEW MUNICIPAL DEBT BY MONTH (1966-1975)
A Decade Of Municipal Financing

This table, compiled from data collecte. by 1he Daily Bond Buyer,” shows at a glance the sales by
menths of both bonds and short-term notes of states and municipalities in the United States
and insular possessions and municipalities therein during the past ten years

LONG-TERM LOANS

1966 1967 1968 1969

January $ 1,176,494,299 $ 1,450,438.673 s 1,161,647,499 5 1,244,252,741
February 845,458,633 1,158,979.873 1,133.597.200 974,215,589
March 847,692,788 1,436,791.214 1,362,883,810 519,622.041
April 1,181,137.970 1,128,798.663 1,276,549.376 1,627,198,334
May 877,421,168 1,209.392,144 1,133,687,149 1,088,348,723
June 1,118,458,628 1,460,664,740 1,360,353.654 710,286,404
July 677,800,656 924,697,875 1,422,027,497 1,052,032,575
August 764,097,306 840,495,663 1.665,848,629 793.656,034
September 991,851,334 1,273.202,380 1,423,173.273 530,760,278
October 735.998,837 991,329,320 2,260,216,412 1,254,172,626
November 949,619,420 1,320,176,808 1,036,770,92% 853,339, 233
December 923,002,609 1,082,981.992 1137677532 812,368,625

Total $11,088,938,349 $14,287,949,346 $16,374,332,960 $11,460,251,103

Numbar of Issues

MNegotiated

*Revenue [Incorporated Refunding)

*Refunding Total
General Obligation
Revenue

*Included in yearly totals

January
February
March
April

May

June

July
August
September
October
November
December

Total
Number of Issues

Grand Total

Total Number of All Issues

5,594

$ 4,076,022.500

5.829

$ 5,096,087.618

5,714

$ 6,762,806,850

4,062

$ 3.413,416.400

$ 220,573,500 § 173,608.200 5 137,997.900 & 51,314,600
& 43375500 ¢ 60,343,200 §  74,88%000 & 31,932,600
s 177,188,000 § 113,265000 &  63,108900 $ 18,382,000
SHORT-TERM LOANS (12 months or less)
1966 1967 1968 1069

$ 354,701,600 $ 453,640,000 $ 5A9,264,000 s 640.229,500
382,495,750 756,461,225 563.093.000 837,340,000
607,672,100 634,103.000 1,090,057,000 783,416,000
1,060,846,000 1,197,193,000 669,019,323 1,281,510,487
864,674,000 951,138.000 971,871,000 904,557,500
383,544,000 530,617,000 422.157,600 1,072,432,500
173,809,000 286,107,000 673.461,000 626,657.600
620,474,900 751,662,800 835,218,727 1,139,724,627
361,837.000 602,974,000 458,553,000 1,023,320.625
266,381,000 763,866,016 B55,751,000 796,095,585
288,717,000 767,158,000 974,516,000 1.438.962,300
458,382,195 330,411,000 575.595,000 1,229,880.500

§ 6,523,534,545 $ 8,025,331.071 $ 8.658,556,650 511,783,127,124

1,836 2,135 2,173 2,343

$17.612,472,894 $22,313,280.417 $25,032,889.610

7,430 7.964 7.887

PUBLIC HOUSING AUTHGRITY ISSUES. Included in this table are Public Housing Authority bond and
note issues, which in effect are backed by Federal guarantee of payment Amounts included 11 the above
table are as follows: 1966—Bends $439,705 000 Notes: §1,740,229,000; 1967—Bonds' $477.510,000;
Notes. 81,779,678.000; 1968—Bonds: $524.810.000; Notes' $2.061.681,000. 1368 -Bonds
$387.685.000: Notes: $2,675.184,000, 1370—Bonds $130.790.000. Notes. $4 563,243 000, 1971 —
Bonds® $1,000,435,000; Notes: $5,960,964,000; 1972 —Bonds: $968,960,000; Nates: $6,482,926,000,
1873 —Bonds: $1.029,240,000, Notes' $6,638,023.00C. 1374 -Bonds. $460,985,000; Notes:
$6,808,186.000; 1875 - Notes: $5,367 632,000

§23,7243,378.227

6.395
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1970

$ 1,314,286,835
1,198.316,047
1.504,144,844
1,624,504,944
973.907.768
1,067,960,924
1,309,684,559
1,318.022.457
1,649,862.884
1,882,158,414
1,683,724,385
2,245,067.772

§17,761,645.833
4,701

$ 5,958 564,402

$ 56,220,600
29,376,000
$ 26,844,500

o

1970

& 877685500
1,444,149,676
1,210,838.442
1,045,608,200
1,387.480,000
2,034,653,300
1,113,290,000
1,226,187.380
2,048,857,000
1,215,606,325
2,021,772.000
2,253,725,000

$17,879,952,793
2,903

$35,641,598,626

7.604

1971

$ 2,613,800,300
1,822,913.919
2,103,5616,087
1,858,566,804
2,114,198,837
1,988,122,674
1,950,631.8567
1,849,841,632
2,044,463,963
1,679,261,863
2,286,253,301
2,058,074,968

$24,369,536,108
5,461

$ 8,129,060,950

o«

452,583,000
155,086,000
$ 297,497,000

o

SHORT-TERM LOANS (12 months or less)

1971

$ 1,5651,854,000
1,885,735,920
2,452,530,500
2,482.262,481
1,839,598,447
2,932,420.000
1,353,139,000
1.882,224,582
2,781,406.034
1,843,287,800
2,784,702,700
2,492,266,075

$26.281,467,539
3,350

$50,651,003,644

8,811

LONG-TERM LOANS

1972

$ 1,737,200,373
1,942.359,360
2,185,040,732
1,962,524,835
1,923.925.001
2,222,403,920
1,783,604,609
1,897,964,807
1,701,046,242
1.969,681,285
1.814,154,50C
1.800,937,720

§22 640,843,384
5,103

$ §,820,051,343

$ 1,568,637,000
§ 237,645,000
$ 1,330,892,000

1972

$ 1,593523,925
1,751,944,000
3,406,870,590
1,516,354,774
2,726,161,645
2,704,795,63%
1,215,198,481
1,839,886,5677
2,475,025,500
1,587,478.258
2,764,055,950
1,640,474,000

§25,221,768.336
3.317

$48,162,611,719

8,420

1973

§ 1,887,144,456
1.445,342,221
2,296,817,220
1,687.660.121
1,870.018,032
2,030,899,127
1,991,596,623
1,474,455,168
1,629.654,255
2,232,243,798
2,223,783,073
2,183,132,666

$22,952,646,766
4,741

$ 5.916,882,698
$10,126,053,600

$ 1,234,808,000
$ 371,460,000
$ 863,348,000

1973

$ 1,621.659,692
1,130,498,000
1,637.716.115
2,061,855,460
2.491,843.610
2,5617,150,840
1,923,295.617
1,740,221,613
2,750,340.600
2,500,967,122
1,784,590,231
2,507,219.330

$24,667,357,29C
3,406

$47,620,004,056

8,147

PRELIMINARY LOAN NGTES: Also included in this 1abfe are Prefiminary Loan Notes Issued by Local
Public Agencies 10 finance Urban Renewal projects. These are secured by the full faith and credit of the
United States Government. Amounts included as short-term loans in the above lable are: 1966—
$1.806.432.000; 1967—52,431,768,000; 1968—%2,812.014,000; 1960—%3.229,758,000; 1970—
$3,832.950,000; 1971--54,014,348,000; 1972—64,237,040,000, 1973—84 406,302,000, 1874—
$4,621 853,000, 1975--$3.234,613.000.

1974

$ 2,288,309,131
1,970,423,036
2,091,451,394
2,321,869,205
2,176,946.282
1,941,610,160
1,380,732,870
1.055,926,295
1,625,716,737
2,318,666,796
2,245,085,770
1.407.230.468

§22,823.568.194
4,287

§ 6,266.568.382
$ 9,792,845,1C0

§ 581.466.500
§  296,764.000
$  284702.500

1974

$ 1,855 600.563
2,116,795,053
1,785,548,5456
2,155,433,685
2,797,099,895
3,803,778,140
2,058,878,949
1,496.,818,320
3.525,697.176
2,364,952,759
2,540,401.664
2,535,676,707

$29,040,681,526
3,414

$51,864,6492,720

7.701

19786

§ 2,158,546,904
2,328,830,667
2,037.839.364
2,263,123,626
2,532,416,759
3,001,048,087
3,434,120,352
2,692,088,390
2,067,956,151

$22.515.970,190
3,499

$ 7,845214,883

$10,507 750.600

$ 713260996

5 521381596

$ 191879400
1976

$ 2,265,877,509
2.269.843,763
2,832.491,198
3.093592,683
3.801,201,072
2,698 609,683
1.690.683,152
1.376,665.945
2,422 ,5660,502

$22,451,425.413
2,612

§44,967,385,603

6,111

4



Exhibit B-2

TAX RATES AND 20-BOND INDEX (1912-1974)

Federal Income Tax Rates and 20-Bond Index Since 1912

The table below compares individual and corporate Federal income tax rates with The Bond Buyer’s
20-Bond Index since 1912

Income Tax Rates income Tax Rates
Individual The Bond Individual The Bond
Top Top Buyer’s 20 Top Top Buyer's 20
Normal and Corporate Bond Normal and Corporate Bond
Year Surtax Rate Tax Rate Index* Year Surtax Rate Tax Rate Index*
1975 70% 48% 7.08% 1942 88% 40% 2.24%
1974 70 48 5.18 1941 81 31 214
1973 70 48 5.08 1940 79% 24 2,59
1972 70 48 5.03 1939 79 19 278
1971 70 48 574 1938 79 19 316
1970 71.75 49.2 6.61 1937 79 15 2.62
1969 76.25 52.8 4.85 1936 79 16 3.25
1968 75.25 52.8 4.38 1935 63 15 3.81
19867 70 48 3.76 1934 63 13.75 548
1966 70 48 3.53 1933 63 13.75 4.61
1965 70 48 3.07 1932 63 13.75 487
1964 77 50 3.26 1931 25 13.75 4.12
1963 a1 52 3.05 1930 25 12 423
1962 91 b2 3.37 1929 24 12 417
1961 91 52 3.39 1928 25 LA 387
1960 91 52 378 1927 25 12 413
1959 91 52 3.40 1926 25 13.50 423
1958 91 52 2.97 1925 25 1350 416
1957 91 52 3.23 1924 46 13 4.37
1956 91 52 256 1923 58 12.60 416
19556 91 52 2.38 1922 58 12.50 4.38
1954 91 52 254 1921 73 12.50 - 506
19253 92 52 2.40 1920 73 10 456
1952 92 52 2.11 1919 73 10 4.44
1951 85.63 50.75 1.66 1218 67 4 4.62
1950 84.357 42 2.07 1917 77 12 3.92
1949 82.1275 38 219 19186 15 2 4.08
1948 82.1275 38 2.36 1915 7 1 4.26
1947 86.45 38 1.85 1914 7 1 416
1946 86.45 38 1.42 1913 7 1 4.45
1945 94 40 1.62 1912 — 1% 4.01
1944 B4 40 1.77
1943 a3 40 217
*Figure is as of the first Thursday in January from 1946 tDoes not include 10 percent Defense Tax.
to date. For the years 1915 through 1945, the yield is as of {This was an excise tax an the privilege of doing busi-

the first trading day in January and for the years 1912 ness, but tax was measured by income.
through 1914 the yield is the average for the year.




Exhibit B-3

ISSUES, RETIREMENTS, AND OWNERSHIP OF STATE AND LOCAL DEBT
(1969-1975)

Grass New Bornd Issues

Refundings?

Maturities {est.)

Net Sinking Fund
Purchases [est.)

Net Increases in Bonds

Gross New Note Issues

Maturities {est.)

Net Increase in Notes
Total Net Increase

Ownership:
Mutual Savings Banks
Life Insurance Companies
Fire and Casualty Companies
State and Local Retirement Funds
Total Non-Bank Investing
Institutions
Commercial Banks
Business Corporations
Residual: Individuals and
Miscellaneous
Total Ownership

'Omits advanced refundings.
“Estimated.
"Predicted.

1969

115
0.0
6.7

Q.2
4.6

118
23

25
71

0.0
0.1
1.1
-0.1

11
0.2
1.5

4.3
7.1

1970

17.8
01
7.1

0.2
10.4
17.9
136

4.3
14.7

0.0
0.1
1.5
0.3

1.3
105
-0.8

37
14.7

Annual Net Increases in Amouints Qutstanding

1971

24.4
0.2
7.6

02
16.4

26.3
21.0

5.3
21.7

0.2
0.1
3.4
-0.1

3.6
12.8
1.0

43
217

1972

22.9
0.3
8.3

0.2
14.1

252
265

-13
12.8

0.5
0.0
4.4
-02

4.7
7.1
1.0

0.0
12.8

1973

230
03
9.2

0.2
133
247
232

0.8
141

0.0
0.0
36
-0.4

3.2
38
~0.1

7.1
14.1

1974

228
0.2
10.4

0.3
1.8

2%.0
264

2.6
14.5

0.0
0.2
2.2
-0.8

1.8
5.7
0.8

6.4
14.5

Source: Supply and Demand for Credit in 1976 (New York: Saiomon Brothers, 1975) p. 16.

1975°

27.8
03
11.6

0.3
156

28.0
30.2

-2.2
13.4

0.6
0.4
2.4
1.1

4.5
5.1
0.6

32
13.4

1976°

26.5
0.4
13.0

03
12.8

220
251

-3.1
9.7

05
05
27
10
47

45
0.8

-3
8.7

43



Exhibit B-4
STATUTORY INTEREST RATE CEILINGS ON STATE AND LOCAL BONDS

Urban Low-Rent
State State State State Local Local Local Local Renewal Housing
GO Revenue Agency Notes GO Revenue Agency Notes Notes Notes
(%) {%) (%) {%) (%) (%) {%} (%} (%} (%)

Alabama?
Alaska?
Arizona3
Arkansas?
California®
Colorado®
Connecticut
Delaware
Florida?
Georgia
Hawaiis

Idaho

lllinois®
Indiana®

lowa

Kansas'!
Kentucky
Louisiana??
Maine
Maryiand
Massachusetts
Michigant3
Minnesota'
Mississippit®
Missouril®
Montana
Nebraska!?
Nevada

New Hampshire
New Jersey!8
New Mexico
New York®
North Carolina
North Dakota2?
Chip?1
Oktahoma??
Oregon
Pennsylvania23
Rhode Isiand
South Carolina
South Dakota
Tennessee??
Texas?s

Utah

Vermont
Virginia2s
Washington
West Virginia
Wisconsin??
Wyoming

< OO~ O < <

[$)]
[42]

(&}
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O = none; U = none issued; N = none authorized;
V = various.

TAlabama: Sec. 60 of Title 9 of Alabama code sets 8%
statutory ceiling, but respective statutes authorizing particu-
lar bonds set various limits, /e., 2% on sinking fund bonds
and rates up to 15% on loans of $100,000 or more by non-
profit corporations, the state board of education and
trustees of state educational institutions. While bonds of
local agencies are subject to 8% statutory usury limitation,
bonds of local industrial development boards and medical
clinic boards are exempt and may bear unlimited rates.

?Alaska: Ceiling on state bond anticipation notes is 7%
that on state revenue anticipation notes is 5%. No municipal
hond or note may bear interest exceeding the legal usury
rate which is used at four percentage points above the dis-
count rate of the 12th Federal Reserve District. A contract
or loan commitment in which the principal amount exceeds
$100,000 is exempt from this limitation.

JArizona: Maximum interest rate must be specified on
balict. If potitical subdivision has authority to issue bonds
without an election, there is 9% ceiling. There is $300,000
ceiling on amount of bonded indebtedness state may incur,

‘Arkansas: School district bonds have 7% ceiling. About
20 types of bonds for street and parking facilities, public
building corparations formed to construct municipal facili-
ties, municipally sponsored bonds for waterworks, sewer,
parks. recreation agencies, convention centers, and con-
struction and refunding bonds for eight state-sponsored col-
leges and universities, and county and municipal bonds for
hospitals, nursing and rest homes may bhe issued for 8%.
County and municipal industrial development revenue
bonds, airport revenue bonds for cities, metropolitan {mutii-
jurisdictional} port revenue bonds may be issued at 10%.
Municipal improvement districts may issue bonds for
among other purposes, drainage with a ceiling of 8%.

sCalfornia: Any rate permitted on specific issue ap-
proved by two-thirds vote of each house of legislature and
by governor. Municipalities” GOs have 8% limit in some
instances

iColorado. Maximum interest rate must be part of
proposal submitted to voters along with amount of authori-
zation.

‘Flgrida: Some local, county, municipal authority bond
authorizations have an interest rate above 7'4% or ne inte-
rest ceiling. Upon request of issuing unit, state board of
administration may authorize a rate of interest in excess of
maximum rate set by law.

8Hawaii: B% limitation for state bonds effective untii
April 1, 1975 at which time it will revert to 6%.

Stnois: Municipal school and district bonds, except for
isolated instances, have 7% limit. When bonds are voted,
ballot is permitted to set maximum rate within the 7% rate.
Home rule units may establish own maximum, but may not
exceed B% usury rate— not to be confused with 9.5% home
mortgage ceiling.

%Indiana: Certain town bonds, Barret Law assessment
bonds and grade separation taxing district bonds have 6%

ceifing, airport authorities except Indianapolis have 7%
ceiling: school bus notes and security agreements
have 5% ceiling.

'Kansas: Interest on universities and colleges limited
to best competitive bid rate in lieu of statutory rate.

2] puisiana: Most focal bond issues have constitutional
ceilings of 6%, although statutory ceiling is 8%.

BMichigan: 8% maximum on municipat bonds. On state
bonds the ceiling is set at the time voters approve the indi-
vidual authorizations. Currently there is no ceiling on state
GO bonds or operating notes with the exception of author-
ized and unissued water resources and recreation bonds
voted with a 6% ceiling. State housing finance agency and
state college and university bonds have no rate ceiling.

“Minnesota: Highway bonds have constitutionally
fixed ceiling of 5%.

"Mississippi: Local GOs issued for industrial purposes
have 6% ceiling. Local industrial revenue bonds have 8%
limit. Under 1973 statute, public school building bonds have
7% ceiling.

"$Missouri: Bonds cannot be sold less than 95% of par.
Negotiated sales cannot exceed 6%, except industrial aid
bonds which have 8% ceiling.

"’Nebraska: No state public debt.

BNew Jersey: 6% ceiling suspended through June 30,
1975 for counties, municipalities, school districts, state
agencies and other public authorities and agencies.

""New York: 5% ceilings suspended for state and local
bonds and notes until July 1, 1975. Public authority obliga-
tion ceiling is 8% until July 1, 1975, except housing authority
obligations on which there is no ceiling until July 1, 1975.

20North Dakota: Obligations sold privately are subject
1o 8% ceiling.

210hio: Some state agencies, such as the Ohio Turnpike
Commission and state underground parking commission
have 8% limit. Urban renewal project notes, if GO, have 8%
limit. Low rent housing notes have 8% limit.

22Qklahoma: Some state agencies such as public trusts
have no interest ceiling. Ceiling on turnpike bonds is 6%.
Local industrial development bonds have 6% ceiling and
state industriai development bonds have 6.5% ceiling.

Z3Pennsylvania: 6% ceiling on obligations of state and
local governments, or their authorities, suspended until
June 30, 1976. Philadelphia does not come under Municipal
Borrowing Act and thus has no ceiling on interest costs,
except for 6% limitation on port, transit and street bonds.

2Tennessee: Lecal utility districts are limited to 8%.
All others have 10% ceiling.

25Texas: Bonds sold by Water Development Board,
Veterans Land Deveiopment, Park Development and Wild-
life bonds have 4.5% ceiting on NIC.

28Virginia: Ceiling reverts to 6% after June 30, 1976.

2"Wisconsin: Locai notes can run for ten years.

Source: Adwvisory Commission on Intergovernmental
Relations, Significant Features of Fiscal Federalism (Wash-
ington, D.C.: ACIR, 1975).
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Exhibit B-5

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE

State and Types
of Local
Government

Alabama:
Caounties
Municipalities

Alaska

Arizona:
Counties

Municipalities

School districts

Arkansas:
Counties

Municipalities

School districts

California:
Counties

Municipalities

School districts

Colorado:
Counties

Municipalities®

School districts

Citation?

C-S
c-s

No limitations®

No limitations®

5to15°

0.6-12"

36

No limitations

No limitations ?

No limitations 2

LAV

LAYV

LAV

LAV

EAV

EAV

No limitatiens

Provisions
Rate Limit for
Applied Exceeding
Percent Against? Limit?
35twbh LAV None
202 LAV None
No limitations No limitations
4 EAV Mm?
4 EAV M P
4 EAV Mm?

(b)

None

None

None

None

None

GENERAL OBLIGATION LONG-TERM DEBT, 1971

Remarks

#Many exceptions are provided by
constitutional amendments and
statutes applicable to individual
local governments.

3But in no case to exceed 10 percent of
equalized assessed valuation.

EUp to 15 percent additional for water
supply, sewers, and lighting.

2 Limited only as to the maximum allow-
able property tax rate for debt service.
2 By permission of state board of educa-
tion limit may be raised to not exceed
13 percent of total assessed valuation.

May go to 15 percent for water and
foad purposes.

PChartered municipatities may establish
their own limits.

¢ 5 percent for efementary, high school,
and community college districts;
10 percent for unified districts not
maintaining a community college;
10 percent for high school districts
that maintain a community college;
15 percent for unified districts with
community college.

? Constitutionatl limits repealed, effec-
tive Jan. 1, 1972,

5 0.6 percent for counties having over
$5,000,000 assessed valuation; 1.2
percent far counties with less than
$5,000,000 assessed vaiuation.

© Chartered and home rule muncipalities
may establish their own limits.

4 Water hoards are excluded from fimit.

46




State and Types

of Local
Government Citation’
Connecticut
Delaware:
New Castle S
County?®
Sussex County® S
Kent County
Filorida:
Counties
Municipalities S
School districts
Georgia:
Counties C
Municipalities C
School districts C
Hawaii:
Counties C-S
Idaho:
Counties
Municipalities S
School districts
Wlinois:
Counties c-s
Municipalities C-S
School districts  C-S
Townships Cc-5
Indiana:
Counties C
Municipalities C
School districts C
Townships C
lowa:
Counties C
Municipalities c
School districts C

Exhibit B-5 (Cont.)

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 (Cont’d)

Na limitations

15

No limitations®

15°
a
MNo limHations

N NN ;oo

[Ea B3]

No limitations

LAV

LAV
LAV

MV

No limitations®

MV a
No limitations

EAV
EAV
EAV
EAV

LAV
LAV
LAV
LAV

My2
Mve
My @

Provisions
Rate Limit for
Applied Exceeding
Percent Against? Limit? Remarks
No rate No rate & Debt restricted to 2-1/4 times the
limitations ? limitations ® latest tax receipts. This limit can be
increased for certain purposes (e.g.,
sewers, school building projects and
urban renewal projects). Certain kinds
of debt {e.g., for water supply, gas,
electric, and transit} are excluded
from this limit.
3 LAV None JRequires 75% approval of county
council.
12 LAY None P Requires 80% approval of county
council.
No limitations
No limitations  No limitations
102 LAV None ? May be modified by individual charters,

mM? ? Up to 3 percent additional debt may be
authorized by general assembly, subject
to approval by a majority of voters, but
such additional debt must be retired in
five years. -

£

None

 Debt incurred in any year cannot exceed
revenue for fiscal year without approval
by a 2/3 majority of the voters on the
Issue.
None

None
None
None
None

None
None
Necne
None
None ? By judicial interpretation.
None

None
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Exhibit B-5 (Cont.}

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 (Cont’d)

Provisions
State and Types Rate Limit for
of Local Applied Exceeding
Government Citation? Percent Against? Limit? Remarks
Kansas:

Counties s 12 EAV None 2Debt incurred for hospitals, and for
other specified purposes is excluded
from limit.

Municipalities S 810 20° EAV None bBasic rates are: B percent for 1st class
cities, except such cities with less than
60,000 population for which there is no
rate limit; 15 percent for 2d- and
3d-class cities; and 20 percent for
certain 3d-class cities (population over
2,600 in county with population
between 8,000 and 40,000). These
rates can be raised to a percentage tHat
is specified for each class for bonds
payable from special assessments.

School districts S 7°¢ EAV {d) €10 percent for commaon school districts
in counties with population of 125,000
to 200,000
With approval of state board of educa-
tion (subject to subsequent election to
vote on the guestion of issuing the
increased amount of bonds).

Kentucky:

Counties c 2° MV None" % Plus 5 percent for roads.

Municipalities C 3t010° MV None “Unless emergency public health or
safety should require.

School districts C 2 MY None “1st- and 2d-class cities, and 3d-class
cities with more than 15,000 poputa-
tion, 10 percent; 3d-class cities with
less than 15,000 population, and 4th-
class cities and towns, 5 percent; bth-
and 6th-class cities and towns, 3 percent.

Louisiana:

Parishes {counties)C 10 LAV None

Municipalities C 10 LAV None

School districts C 25 LAYV None

Maine:
Counties No limitations  No limitations
Municipalities C 7.5 LAV None
Maryland:
Counties S 15 LAV {a) ¢ A maximum of 25 percent of local
{chartered) assessed valuation is allowed for

sewerage and sanitation treatment
facilities bonds.




Exhibit B-5 {Cont.)

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 {Cont'd)

Provisions
State and Types Rate Limit for
of Local Applied Exceeding
Government Citation®  Percent Against? Limit? Remarks
Counties
{nonchartered) No limitations  No limitations
Municipalities No limitations  No limitations
Massachusetts:
Counties No rate No rate  Each county bond issue is subject to
limitations? limitations? state legislative authaorizatian.
Municipalities S 5Y EAV {c) ®Debt incurred for certain purposes is

excepted, in some cases with separate
rate limits (for example, 10 percent
for water supply).

School districts S 2-1/20 EAV {c) ®An additional 5 percent for towns and
20-1/2 percent for cities with approval
of the emergency finance board.

Michigan:

Counties cC 10 EAV None ?Plus 3/8 of 1% in home rule cities
and 1/4 of 1% in fourth class cities
for relief of victims of fire, flood or
other disaster.

Municipalities s 10° EAV None

School districts S 15 EAV None

Minnesota:

Counties S 20 EAV Neone # |imitation does not apply to 1st-class

Municipalities ° S 20 EAV Neone hcities (St. Paul, Minneapolis, Duluth),

Townships S 20 EAV None Where at least 20 percent of the local

School districts S 10 My © M tax base consists of railroad property
(which is exempt from local taxation)
special provisions apply.

Mississippi:

Counties 5 109 LAV None ?15 percent for debt incurred to repair
flood damage to roads and bridges.

Municipalities S 10° LAV None 515 percent for debt incurred for wates,
sewer, gas, electric, and special im-
provements.

School districts S 15 LAV None

Missouri:

Counties c-s 5 EAV 2/3° ¥ Additional 6 percent.

Municipalities C-S Y EAVY 2/3° P Cities may incur an additional B percent

School districts C-S 10 EAV None for streets and sanitation and/or for

waterworks and electric plants, but
total debt outstanding cannot exceed
20 percent. In addition, cities, incor-
porated towns and villages with fess
than 400,000 population may issue
industrial development bonds up to
10 percent.




Exhibit B-5 {Cont.)

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 {Cont'd)

Provisions

State and Types Rate Limit for

of Local Applied Exceeding
Government Citation  Percent Against? Limit3 Remarks

Montana:

Counties Cc 5 EAV ~ None 3Additional 5 percent for water and sewer
debt only (statutory provision}.

Municipalities c-S 5 EAV Mm?
School districts C 5 EAV None

Nebraska No limitations No limitations

Nevada:
Counties S 10 LAV None *Some variation authorized.
Municipalities ) 104 LAV None
School districts  S§ 15 LAV None

New Hampshire:
Counties s LAY None 210 percent for cooperative school
Municipalities S 1.75 EAV None districts.
School districts S 77 EAV None

New Jersey:
Counties S 2 EAV {a} a Approval of state local finance board.
Municipalities bS] 35 EAV {a} °g percent in cities of first class with
School districts S 40 EAV (a) population over 350,000

New Mexico:
Counties C 4 LAV None
Municipalities C 4 LAV None
School districts C 5] LAV None

New York:
Counties ® Cc 7° MV None ® Excludes the five counties comprising
Municipalities cC 7°¢ MV None New York City. See footnote (e).
School districts  C-S 510 1049 MV 3/5° o Except Massau County where the limit

is 10 percent.

€10 percent for New York City, and 9
percent for other cities over 125,000
population, including debt for school
purposes. The 7 percent lim# for all
other municipalities excludes scheol
debt.

‘g percent far school districts in cities
under 125,000; 10 percent for non-city
school districts with assessed valuation
over $100,000. No timit for nan-city
scheol districts with assessed valuation

. under $100,000.

Subject to approval by the state board
of regents and/or the state comptroller.
North Carolina:
Counties C-S Gto10°° LAV M P * 5 parcent for school purposes (8 percent
Municipalities C-S g® LAV M P where county has assumed debt for all

school units within county), 5 percent
for non-schoot purposes and community
coleges.
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Exhibit B-5 {Cont.)

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 {(Cont’d)

Provisions
State and Types Rate Limit for
of Local Applied Exceeding
Government Citation'  Percent Against? Limit? Remarks
© An additional limitation is imposed by
the constitution: Voter approval is
reguired for bonds issued if (1) the
amount of the issue exceeds 2/3 of the
net debt reduction for the preceding
fiscal year of {2) the purpose of the
issue is for “non-necessary’” expenses
{i.e., airports, hospitatls, etc.). All
locaf bond issues are subject to ap-
proval of the state local government
commission.
North Dakota:
Counties C a5 EAV None a Additional debt may be incurred-for
waterworks, up to 4 percent.
Cities c 5° EAV 2/30 b Additional 3 percent.
School districts  C 5 EAV M* Additional 5 percent.
Ohio:
Counties S {a) LAV None ? Net indebtedness shali never exceed
Municipalities ) 100 LAV None 3 percent of first $100,000,000 of
Townships s 2 LAV None taxable value plus 1-1/2 percent of
School districts S gb LAV (c) taxable value in excess of
$100,000,000 and not in excess of
$300,000,000, plus 2-1/2 percent of
taxable value in excess of
$300,000,000.
bSubject to voter approval. Lower
limits are set without voter approval.
£ Special needs” districts may exceed
limit if approved by the state super-
intendent of public instruction.
Oklahoma:
Counties C 5° LAY MNone 2 Amount incufred in any year may not
Municipalities C 5: LAV None exceed revenue for the year, except by
School districts C-5 B LAY 3/5° a 3/5 majority vote.
b prditional 5 percent.
Oregon:
Counties s 2 My None ?0.55 percent for grades 1-8; 0.75
Municipalities S 3 MV None percent for grades 9-12; 1.5 percent
School districts S ta) MV None for community college or area educa-
tion district.
Pennsylvania:
Counties 3 15° LAV (a) ®Up to 5 percent without referendum; any
Municipalities S 1630 LAV {a) debt incurred beyond the 5 percent limit,
School districts S iba LAV (=) up to 15 percent, requires a simple

majority approval of the electorate.

® Eor Phitadelphia, the upper iimit is
13.5 percent with up to 3 percent
without referendum [constitutional
provision).
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Exhibit B-5 {Cont.)

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 {Cont’d}

Provisions
State and Types Rate Limit for
of Local Applied Exceeding
Government Citation”  Percent Against? Limit3 Remarks
Rhode Island:
Municipalities S 3 LAYV None

South Carolina:

Counties C 8 LAY None a\Where two or more municipalities or
Municipalities C 8? LAV None school districts overlap, aggregate
School districts  C 8" LAV None limit is 15 percent.

South Dakota:

Cournties C 5 EAV M? 8Up to an additional 10 percent (18 per-
Municipalities C 5 EAV M2 cent for cities over 8,000 population)
School districts C 10 EAV Mm*® for specified purposes.

Tennessee No limitations # No limitations® 3 Except that industrial building bonds
are limited te 10 percent of assessed
valuation, and require a 3/4 majority
in referendum.

Texas:

Counties No limitations@ No limitations? ? Inclusion of debt service in property
Municipalities No limitations - No limitations?® tax limits has the effect of limiting
_ School districts S 10° LAV None debt incurrence as well.
"0.2 percent for junior college districts.
Utah:
Counties C 2% My ® None ? Debt incurred in any one year may not
Municipalities C 44 My ° (c) exceed amount of taxes raised for the
School districts C 4° My © None year without a simple majority approval
of the electorate (property taxpayers).
b By judicial interpretation.
¢1st and 2d class cities are granted an
additional 4 percent, 3d class cities and
towns an additional B percent debt for
construction of water, lights, sewer
facilities.

Vermont:

Municipalities 5 109 LAV None ? The statutery limit is — 10 times the
grand list of the municipal corporation.”
The “grand list"” is 1 percent of the
tocally assessed valuation.

Virginia:

Counties No limitations No limitations ®Including counties that elect to be
Municipalities ° C-S 18 LAV Nene treated as cities.

Washington:

Counties C 52 LAY {a) 2 Debt incurrence that would bring tatal
Municipalities C 5° LAV {a} above 1.5 percent subject to approval
School districts C *10® LAV {b} by 60 percent majority vote, but in no

case may it exceed 5 percent. However,
an additional 5 percent is authorized
for municipally owned utilities.
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Exhibit B-5 (Cont.)

STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS
ON LOCAL GOVERNMENT POWER TO ISSUE
GENERAL OBLIGATION LONG-TERM DEBT, 1971 (Cont’d)

State and Types Rate Limit
of Local Applied
Government Citatior?  Percent Against?
West Virginia:
Counties C-8 5 LAV
Municipalities C-5 5 LAV
School districts C-S 5 LAV
Wisconsin:
Counties C-5 5° EAV
Municipalities c-s 5% EAV
School districts  C-S 5°¢ EAV
Wyoming:
Counties C-8 2 EAV
Municipalities C 22 EAV
School districts C 10 EAV

‘The citation is either the state's constitution (C),
statutes (S}, or both (C-5).

2Percentage debt limitations are generally applied
against property values, as follows: Full or market value
{MV); locally established assessed value, or state estab-
lished assessed value in the case of state assessed property
such as utilities {LAV); or state equalized assessed value
{EAV).

30ther than by amendment of the constitution or
statutes. A simple majority (a favorable majority of 50
percent plus one of all votes subject to counting on the
question) is indicated by "M;” where more than a simptle
favorable majority is required, the required percentage is
entered.

Provisions
for
Exceeding
Limit? Remarks

9 Debt incurrence that would bring total
above 1.5 percent subject to approval
by 60 percent majority vote, but in no
case may it exceed 5 percent. However,
a constitutional amendment authorizes
an additionai 5 percent for “capital
outlays.”

MNone

None

None

None ?No more than 4 percent far county

(b buildings or 1 percent {by sole action

{c) of the county board} for highways.

bMunicipalities operating schools,

except Milwaukee, may incur additional
10 percent for school purposes.

10 percent for school districts offering
no less than grades 1-12 and which are
eligible for highest level of state aid
{“integrated” districts).

None 2 Additional 4 percent authorized for
{a) sewer construction.
None

Note.—This table deals only with limitations that afiect
generally the amount of general obligation debt that coun-
ties, municipalities, and school districts can issue. In a
number of states general obligation debt issued for speci-
fied purposes is exciuded from the general rate limitations
either by constitutional or statutory provisions, In addi-
tion, specific debt limitations are often imposed upon
special districts. No attempt has been made to treat the
exceptions of the special district limitations because of
their great variety. Also excluded from this table are pro-
visions that set maximum interest rates or time periods for
which bonds may be issued.

Source: Advisory Commission on Intergovernmental
Relations, Significant Features of Fiscal Federalism
{(Washington, D.C.: ACIR, 1975).
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