
 

 Date: October 30, 2009 

 To: Members, Senate Natural Resources and Water Committee and  
Assembly Water, Parks, and Wildlife Committee 

 From: Jason Dickerson, Director 
State Administration 

 Subject: Debt Service Information 

At the October 28 joint committee hearing on the water package, Assembly Member 
Caballero asked me to provide the committee members with information concerning 
projected General Fund debt service obligations and the state’s currently authorized, 
but unissued, general obligation (GO) bonds. That information is provided below, fol-
lowed by comments on how the Legislature may wish to consider these facts while re-
viewing the proposed water bond package. 

Projected General Fund Debt Service Obligations 
In order to describe the state’s projected General Fund debt service obligations, this 

memo generally lists data from the State Treasurer’s Office’s recent Debt Affordability 
Report. (We are in the process of updating our own debt service projections for our an-
nual California’s Fiscal Outlook report.) 

Over $130 Billion of Outstanding Bonds and Authorized, Unissued Bonds. As of Oc-
tober 1, 2009, the state had $58.5 billion of outstanding GO debt expected to be paid off 
from the General Fund. In addition, the state had $53.2 billion of authorized, but unis-
sued, GO debt to be paid off from the General Fund. (The state’s unissued debt is de-
scribed later in this memo.) Also as of that date, the state had $8 billion of outstanding 
lease revenue bond (LRB) debt to be paid off from the General Fund. Approximately 
$11 billion of authorized, but unissued, LRBs remain to be sold, according to the Treas-
urer’s Office. In total, this means that the state had $66.5 billion of outstanding General 
Fund debt and over $64 billion of authorized, but unissued, General Fund bonds. 

Payments on Already Authorized Bonds Likely to Peak During the Next Decade. As 
shown in Figure 1, debt-service payments on the state’s outstanding General Fund debt 
currently are at a $5.75 billion peak. Currently expected issuance of the state’s author-
ized, but unissued, debt, however, will add debt-service obligations to the General 
Fund in each of the next 30 years. When accounting for this unissued debt, the Treas-
urer’s Office has forecasted that General Fund debt service would peak at $9.75 billion 
in 2017-18. The Treasurer also examined how much of the General Fund such debt ser-
vice would consume. Using General Fund revenue estimates from the Department of 
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Finance in July 2009 and making certain assumptions about future General Fund reve-
nue growth, the Treasurer estimated that this debt service would peak at just under 
9 percent of revenues in 2013-14. 

 
 

How Will Future Debt Authorizations Affect State Debt Payments? In his Debt Af-
fordability Report, the Treasurer also estimates how future GO and LRB authorizations by 
the Legislature and voters could affect state debt-payment obligations. In his report, the 
Treasurer assumes that the Governor’s as-yet unadopted Strategic Growth Plan 2 will 
be adopted (resulting in about $40 billion of infrastructure investment), along with ad-
ditional biennial voter-approved bond authorizations beginning in 2012. The Treas-
urer’s Office assumes that voters approve new GO bonds at the same rate they did be-
tween 1986 and 2004, adjusted for inflation and population changes. Under this meth-
odology, voters would approve $13.8 billion of GO bond authorizations in 2012, an 
amount that would grow every two years thereafter. Under the Treasurer’s Office as-
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sumptions (as shown in Figure 2), this would mean that debt service would continue to 
climb each year. The debt service would peak as a percentage of General Fund revenues 
at 10.6 percent in 2017-18. 

 
 

Water Bond Debt Service Would Peak at Over $600 Million Per Year. The most re-
cently introduced water bond proposals—SBX7 2 (Cogdill) and SBX7 3 (Steinberg)—
each would authorize issuance of approximately $9.4 billion of GO water bonds. Ac-
cordingly, assuming a 5 percent average annual interest rate, annual debt service on 
such bonds would peak at about $611 million per year after all the bonds were issued. 
If, however, a 6 percent average annual interest rate is assumed, annual debt service 
would peak at $683 million per year after all of the bonds were issued. Each of the bills 
would require that no more than half of these bonds be issued prior to 2015. This means 
that the new GO water bond debt service probably would reach about $200 million per 
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year at some point over the next five years before climbing to the peak level described 
above about one decade from now.  

Existing Bond Authorizations 
Attached to this letter is “Appendix A” from the Treasurer’s Debt Affordability Report, 

which shows outstanding and authorized, but unissued, GO and LRB debt as of July 1, 
2009. (The LRB debt is listed first, followed by the GO debt.) The Treasurer’s Office up-
dates this data monthly on its Web site (www.treasurer.ca.gov/bonds/debt.asp). 

LAO Comments 
Debt Service Is One of the State Budget’s Fastest-Growing Obligations. As noted 

above, the General Fund soon may have annual debt-service payment obligations that 
total about 9 percent of its revenues. The Treasurer, moreover, has forecasted that these 
payments eventually will exceed 10 percent of revenues for much of the next decade. To 
put these figures in perspective, General Fund infrastructure bond debt-service pay-
ments equaled under 2 percent of revenues in the late 1980s, climbed to about 4 percent 
of revenues in 1992-93, and reached about 5.5 percent of revenues in 1994-95. The large 
bond issuances after the voter’s approval of the 2006 bond package, coupled with the 
recent, sharp decline in General Fund revenues, already has taken this debt service ratio 
to an unexpectedly high level: 6.7 percent of General Fund revenues, according to the 
Treasurer’s estimates. As debt service climbs to about 9 percent of revenues in the com-
ing years, it will continue to be one of the fastest-growing items in the state’s strained 
General Fund budget. 

Increasing Prioritization of Future Bond Issuance May Be Necessary. As we dis-
cussed at the hearing, increasing prioritization, or “rationing” (as some have called it), 
of future state bond issuances may be necessary. This could be the case for at least two 
reasons. First, credit markets during the past year have been repeatedly stressed, and at 
times, the state has been unable to sell as many bonds as it wished. This was a major 
factor in the halt of bond funding for many projects in late 2008 and early 2009. Second, 
the condition of the General Fund may cause the Legislature in the coming years to 
limit the portion of the state budget devoted to debt service in order to continue fund-
ing for higher-priority, non-bond programs, such as education, health, social services, 
and prisons. The effect of this decision would be that departments would be forced to 
scale back—perhaps significantly—their planned pace of bond fund disbursements (for 
state infrastructure projects and/or disbursements to local government, school district, 
nonprofit, and other entities). Should the Legislature and voters authorize new GO wa-
ter bonds, the Legislature should consider how high a priority the proposed water pro-
jects will be, compared to those of other GO bond programs, such as those related to 
K-12 education, higher education, transportation, resources and environmental protec-
tion, health care and children’s hospitals, prisons, stem cell research, high-speed rail, 
libraries, state buildings, and others. 

http://www.treasurer.ca.gov/bonds/debt.asp
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Bond Payments Are Essentially the First Funding Priority of the General Fund. 
Whenever the state issues bonds, it is making a firm statement about its expenditure 
priorities. Bonded debt service will be paid from the General Fund every year, even if it 
means that other spending priorities (including education, health, social services, and 
prisons) have to be cut or taxes have to be raised in order to balance the budget. With 
the General Fund facing substantial, multibillion-dollar deficits for the foreseeable fu-
ture, the Legislature already will face tough decisions about General Fund spending 
priorities in the coming years. Should the Legislature and voters approve a new GO wa-
ter bond package and pay for these bonds entirely from the General Fund, the Legisla-
ture’s decisions about spending priorities will become even more challenging than they 
would be otherwise—to the tune of several hundred million dollars per year. We advise 
the Legislature to consider the important decisions related to water infrastructure and 
environmental protection in view of its other General Fund spending priorities. 

For more information, contact me at (916) 319-8361 or Jason.Dickerson@lao.ca.gov. 

Attachment 
 
cc: Hon. Darrell Steinberg 
 Hon. Dave Cogdill 
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