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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

GENERAL ASSEMBLY
LEGISLATIVE RESEARCH COMMISSION

2006 REGULAR SESSION
2006-2008 INTERIM

MEASURE

(X) 2006 BR No.
0003

(X)
House
Bill No.
HB 75/GA

( ) Resolution No.


( ) Amendment No.


SUBJECT/TITLE
AN ACT relating to postsecondary institution debt.

SPONSOR
Representative Damron

NOTE SUMMARY

Fiscal Analysis:


Impact


No Impact
X
Indeterminable Impact

Level(s) of Impact:


State


Local

Federal

Budget Unit(s) Impact
Postsecondary colleges and universities

Fund(s) Impact:

X
General


Road

Federal


Auxiliary Enterprises and Health Facilities 
Restricted Agency (Type) 

(Other)

FISCAL SUMMARY

_______________________________________________________________________________

Fiscal Estimates
2005-2006
2006-2007
2007-2008
Future Annual

Rate of Change

Revenues (+/-)





Expenditures (+/-)





Net Effect

Indeterminable
Indeterminable


______________________________________________________________________________

MEASURE'S PURPOSE:  

This bill recalibrates the state's debt capacity calculation to exclude debt service requirements and revenues related to postsecondary institutions' facilities used for auxiliary enterprises such as dormitories, bookstores, dining facilities, and fitness centers, health facilities, and hospitals. Permits postsecondary institutions to issue auxiliary enterprises bonds provided that the institution can certify that the system will provide sufficient revenue to pay for all associated costs of the bond issue including costs for the bonds, sinking fund requirements, and all operating and maintenance costs. While both the bonds and projects to be funded by the bond proceeds must be authorized by the General Assembly by title and scope, the associated debt service would not be deemed to be a debt of the Commonwealth nor shall there be any moral obligation to the Commonwealth.

PROVISION/MECHANICS:  

Creates a new section of KRS 48 to recalibrate the state's debt capacity calculation and defines auxiliary enterprises. Requires branch budget request analyses to reflect total funded debt in two categories: Commonwealth debt and debt associated with auxiliary enterprises bonds.

Creates two new sections of KRS 164A permitting the governing boards of postsecondary education institutions to issue auxiliary enterprises bonds provided that the institution can certify that the system will produce sufficient revenues to pay for all associated costs of the bond issue including costs of the bonds, sinking fund requirements, and all operating and maintenance costs.  In addition, the General Assembly must have authorized the project by title and scope.  States that these bond obligations are debt of the postsecondary institution and not the Commonwealth and permits the use of parity bonds that would have an equal claim on the revenues of the enterprise system or the hospital system.  

FISCAL EXPLANATION:  

Since each postsecondary institution has its own individual debt rating for auxiliary revenue bonds and hospital revenue bonds, there will be no initial negative impact from this proposed bill.  Debt issued by the postsecondary institution should not become more expensive.

The measure would change the way the Commonwealth calculates the debt capacity ratio.  It is likely that the General Assembly will authorize and the institutions will issue debt as a result of this change.  The unknown variable that forces this fiscal impact to be undeterminable is the fact that no one can anticipate with any degree of certainty how any of the three rating agencies will view these proposed changes. There is a potential impact to the cost of borrowing to the Commonwealth, depending on the view taken by the three bond rating agencies.  It should be noted that a number of states do in fact exclude university debt relating to auxiliary enterprises when calculating debt capacity ratios.
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