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Session Wrap-Up

Record Diversion, Some Funding Questions Unanswered

The 2008 regular session of the Kentucky General Assembly ended last week as time ran out on the 60-day session, leaving some transportation funding questions unanswered and using record highway user revenue to help balance the General Fund budget. 

Conflicting legislation apparently leaves the Transportation Cabinet leeway to fund the Louisville Bridges Project in the manner it deems best.  The General Assembly, before the break for the veto session, adopted legislation (HB 410) directing the Transportation Cabinet to use $231 million in Grant Anticipation Revenue Vehicle (GARVEE) bonds for work on the Louisville Bridges Project during the biennium.  The legislation directs that the federal funds that would be freed-up by the substitution of bonds “not be expended unless specifically appropriated and identified by the General Assembly.”  
In the waning hours of the conflicted veto session, a 2008-10 Biennial Construction Plan was adopted (HB 79, see Analysis http://www.lrc.ky.gov/record/08RS/HB79.htm) that shows federal funds -- not GARVEE bonds -- as the funding source for the Louisville Bridges Project.  HB 79 was enrolled after HB 410, presumably trumping the HB 410 directive to use GARVEES to continue the Louisville Bridges Project.  
KRS 176.430(4) would leave to the Cabinet’s discretion the use of the GARVEES for the Louisville Bridges Project in that it provides the Cabinet “may change the fund source on any project . . . to maximize the efficient use of federal funds.”   

Spending the freed up funds is another question.  Budget bills, including the current one, always call for the spending of available federal funds for projects in the approved plan.  However, HB 410, which would lock-up funds freed by the GARVEES, was passed after the budget bill (HB 406), presumably taking precedence over it.  So, the spending of the freed funds may have to await action of the General Assembly in January. 

The objective of using the GARVEES for the project was to free up federal funds for use on other projects across the state.  House and Senate Leadership created a new project category, State High Priority Project (SHPP), and agreed on a list of projects totaling some $194 million (net amount of freed funds after GARVEE debt service) and an additional $61 million in SHPPs that would have priority over other state funded projects if additional state funds should become available.  The Senate amended HB 136 (http://www.lrc.ky.gov/record/08RS/HB136.htm ) to include in the enrolled budget bill the projects and passed the bill without a dissenting vote.  The House, however, in apparent disagreement over the project priorities, rejected the spending plan by a vote of 36 to 54.

While the session clock had been stopped prior to midnight, April 15, the last official day of the 60-day session, the computer shows the House vote occurred at 12:12 a.m. on the 16th.  There was no time left in the session for further compromise on a spending plan, with some $194 million in spending authority left up in the air -- depending on the resolution of spending for the Louisville Bridges.  
Assuming the Cabinet uses them, the debt service on the GARVEES -- estimated at $12.4 million in FY 09 and $24.8 million in FY 10 -- will be paid out of federal road funds.  Total GARVEE debt service would climb to $56.7 million in FY 09 and $68.7 million in FY 10.  

Decisions made by the General Assembly’s free conference committee on the budget, finalized with the conclusion of the veto session, include:
●
After further discussion by Leadership, the State will not use highway revenue bonds to help reduce the $3 billion backlog of projects in the Six-Year Highway Construction Plan.  The House included $500 million in revenue bonds in its version of the budget.  (The House would have dedicated 1.4 cents of the motor fuels user fee, effective July 1, to pay debt service on the bond issue.  The motor fuels user fee index provides for a 1.5 cents per gallon increase in the fee July 1.  Some $300 million in highway revenue bonds will be paid-off during the biennium.)
●
Highway improvements to serve Fort Knox expansion will be funded with $50 million in new Economic Development Road Bonds.  
●
Airport development will be funded with $60 billion in Economic Development Road Bonds with debt service to be paid with Road Fund revenue.

●
Road Fund support for the State Police will rise from $50 million annually to $60 million annually.

●
Highway users continue to pay $44 million annually into the Petroleum Storage Tank Assurance Fund (which eventually ends up in the General Fund). 

●
Some $26.1 million in vehicle registration fees is diverted to the General Fund.

●
Some $12.1 million is diverted from the Aviation Economic Development Fund to the General Fund.

Balanced General Fund Costly for Highway Users

The General Assembly managed to cobble a two-year balanced budget -- as mandated by the Kentucky Constitution -- without raising taxes, but at significant cost to highway users.  The refusal of the Senate to go along with the modest General Fund tax measures voted by the House meant that more money had to be taken from special and trust funds to help meet General Fund needs.  The budget transfers a total of $481.5 million, including, a new record, $117.6 million in funds directly contributed by highway users.  (This $117.6 million does not include $6.5 million taken from the Kentucky Pride Trust Fund to which the Road Fund makes an annual $5 million contribution.)  
The newly diverted agency funds include $81.5 million from the Petroleum Storage Tank Assurance Fund and $26.1 million from Vehicle Regulation.  The budget authorizes $25 million in bonds to partially replace the taking of the tank funds.  In 2006, some $60.2 million was transferred from the tank fund to the General Fund and was replaced with $25 million in bonds.  The appropriation from the Road Fund for Vehicle Regulation rises from $18.3 million in FY 08 to $26.4 million in FY 09 and $27.3 million in FY 10.  

(The tank remediation program and oil company indemnity is financed with a 1.4 cents fee levied on motor fuels.  The fee generates some $44 million annually.  KBT has urged the return of the revenue to the Road Fund.  Including the current transfer, a total of $316.5 million will have been diverted to the General Fund from the tank fund since its creation.  The program picked up a new responsibility this session with an amendment to SB 69 that provides it will make up any shortfall in fees paid to the Environmental and Public Protection Cabinet by hazardous facilities operators.)
The diverted Vehicle Regulation restricted funds were collected on registration fees designated for upgrading the Automated Vehicle Information System (AVIS) and for other software and hardware improvements related to the collection of road fund taxes by county clerks’ offices.  The budget uses new Road Fund dollars and a bond issue to implement AVIS.

The House budget would have continued the $50 million annual transfer from the Road Fund to the State Police, compared to the Senate’s $70 million in FY 09 and $73 million in FY 10.  The transfer has been at $50 million since FY 06 when it was at $29.8 million.  The budget provides an additional $13.9 million annually for Vehicle Enforcement.  The budget provides $700 thousand to the Artisans Center which has no relationship to transportation.  

In all, $188.3 million for the biennium is transferred directly from the Road Fund to other agencies.  If highway user generated revenues transferred from agency funds to the General Fund are included, the total transferred for the biennium is a whopping $305.9 million.

Aviation Program – The budget funds the aviation program at $75.1 million in FY 09 and $15.1 million in FY 10.  FY 09 funding includes $3.7 million in restricted funds, $11.4 million in Road Fund revenue and includes a $60 million Economic Development Road Bond issue to fund a Six-Year Aviation Plan.  FY 10 funding is $15.1 million including $11.3 million in Road Fund revenue.  Debt service on the bond issue is estimated at $2.7 million in FY 09 and $5.3 million in FY 10.

As originally proposed, the aviation development plan, along with a new runway at Lexington’s Blue Grass Field, would have an estimated cost of $161 million, with $24 million of the total expected to be funded by the FAA.  
Funding the aviation program with Road Fund revenue and/or bonds amortized with Road Fund revenue is patently unconstitutional.  Section 230 of the Kentucky Constitution provides that highway user revenues are to be used for highway purposes.  KBT supports a strong aviation program, but highway users have no particular ability to fund the program considering the unmet needs on the state’s highways. 

In an apparent effort to evade the constitutional provision of “highway user revenues for highway purposes,” the budget includes the following language:  “The Transportation Cabinet may use Road Fund resources for the purpose of the maintenance or construction of public runways, parking lots, pedways, or other transportation infrastructures which are connected to a roadway and can be traversed by a vehicle.”  Needless to say, a statute cannot be used to override the constitution.

Keeping highway user dollars in the Road Fund would have a significant positive impact on work that could be undertaken via the State Construction Account, the Transportation Cabinet’s “balancing account.”  While the General Fund is obviously in very serious straits, its growth from 2000 to 2007 was 32.2 percent compared to the Road Fund’s growth of 12.4 percent.  

The State Construction Account is funded at $161.4 million in FY 09 and $196.4 million in FY 10.  The Resurfacing Program is funded at $97 million for FY 09 and for FY 10, $107 million.  The Contingency Account is funded at $31 million annually.  Of this amount, $2.5 million annually will go to the Kentucky Pride Fund and $4 million annually is designated for the Industrial Road Access Account.  

The budget continues the use of toll road credits to match the bulk of federal funds.  Some $40 million annually in state funds is budgeted for matching purposes.  A provision in SAFETEA-LU requires Appalachian highway funds to have a cash match rather than toll road credits.  The balance of the $120 million, or so, that would be required to match federal funds goes into the State Construction Account. 

Public Transit – The budget provides General Fund revenue in the amount of $5,178,200 annually for the program. For the current biennium, the program is funded at $7,703,400 in FY 07 and $5,203,400 in FY 08.  The General Assembly raised funding for transit in FY 07 by $2,500,000 to help metro systems match federal funds.  A major portion of transit money -- $2,950,000 annually -- continues to be designated for non-public school transportation.  

	Road Fund -- Where It Goes

FY 08 - FY 10
(millions of dollars)


	
	FY 08

Enacted
	FY 09
House
	FY 10
House
	FY 09
Senate
	FY 10

Senate
	FY 09

Enacted
	FY 10

Enacted

	State Police and
Other Non KTC Agencies
	67.21
	67.91
	67.91
	87.12
	90.12
	77.83
	77.83

	Aviation Admin. /Grants
	4.04
	3.74
	3.74
	11.4
	11.3
	11.4
	11.3

	General Admin. & Support
	70.1
	74.4
	74.8
	71.4
	73.0
	74.4
	74.8

	Revenue Sharing
	
	
	
	
	
	
	

	   Rural Secondary
	111.9
	121.8
	135.8
	131.8
	145.8
	131.8
	145.8

	   County Road Aid
	92.3
	100.4
	112.0
	108.6
	120.2
	108.6
	120.2

	   Municipal Aid
	38.8
	42.3
	47.1
	45.7
	50.6
	45.7
	50.6

	Debt Service
	181.1
	170.6
	180.8
	148.5
	136.6
	148.5
	136.6

	Federal Aid Match
	40.25
	40.25
	40.25
	40.25
	40.25
	40.25
	40.25

	Maintenance
	285.8
	307.6
	334.0
	307.3
	333.3
	311.6
	338.0

	State Construction
	175.26
	167.46
	180.76
	168.6
	202.8
	161.46
	196.46

	Contingency Account
	37.76
	40.06
	45.06
	20.07
	22.07
	31.08
	31.08

	Resurfacing
	87.3
	97.0
	107.0
	97.0
	107.0
	97.0
	107.0

	Vehicle Regulation
	18.3
	19.3
	20.6
	26.4
	23.9
	26.4
	27.3

	Highway Operations
	24.9
	22.2
	23.0
	21.5
	22.1
	21.5
	22.1

	Capital Construction
	6.8
	27.29
	7.3
	17.410
	4.2
	18.011
	4.2

	Judgments and Other
	20.3
	22.812
	25.212
	21.912
	22.012
	18.812
	20.912

	
	
	
	
	
	
	
	

	Total
	1,261.9
	1,324.8
	1,405.1
	1,324.8
	1,405.1
	1,324.8
	1,405.1

	1Includes $50 million for State Police; $13.9 million for Vehicle Enforcement.

2Includes $70 million in FY 09 and $73 million in FY 10 for State Police and $13.9 million annually for Vehicle Enforcement.

3 Includes $60 million for State Police; $13.9 million for Vehicle Enforcement.
4An additional $10 million annually may be authorized by the Cabinet from the Construction Account.
5Toll road credits will be used to match the bulk of federal funds, but Federal law does not allow their use in all situations.

6Includes $2.5 million for Kentucky Pride (to clean up dumps).
7Includes $5 million for Kentucky Pride and $4 million for the Industrial Road Access Account.

8Includes $2.5 million for Kentucky Pride and $4 million for the Industrial Road Access Account.
9Includes $9 million for Blue Grass Airport runway; $10.3 million for Kentucky Horse Park roads and pedways.

10Includes $10.3 million for Kentucky Horse Park roads and pedways.  The Blue Grass Airport runway would presumably be funded in the $60 million Economic Development Road Bond issue.

11Includes $10.3 million for Kentucky Horse Park roads and pedways; $600,000 for Ryder Cup parking.  The Blue Grass Airport runway is funded in the $60 million Road Bond issue.

12Judgments will be paid out of State Construction.

Note:  Federal funds and bond funds are not included.



	
Road Fund -- Where It Comes From

FY 07 - FY 10
(millions of dollars)



	
	FY 07
Actual
	FY 08

Estimated*
	FY 09
Estimated*
	FY 10
Estimated*

	Motor Fuels & MF Use/Surtax
	563.2**
	611.3**
	661.0**
	724.0**

	Motor Vehicle Usage & Rental
	411.2
	411.7
	411.9
	425.3

	Truck License (state share)
	21.3
	23.9
	23.3
	23.8

	Truck Proportional Registration
	42.7
	43.2
	44.1
	44.6

	Passenger Car License
	26.6
	29.6
	29.2
	29.8

	Weight Distance Tax
	85.4
	85.5
	85.9
	87.7

	Tolls
	3.7
	0
	0
	0

	Investment
	16.1
	15.8
	5.8
	3.7

	Other
	55.7
	61.8
	63.6
	66.2

	
	
	
	
	

	Total Road Fund
	1,225.9
	1,282.8
	1,324.8
	1,405.1

	*FY 08, 09 and 10 based on the January 2008 Consensus Forecasting Group Estimate.
**Does not include $44 million diverted to Petroleum Storage Tank Assurance Fund.



Long Term Plan for Mega Projects Left for Another Day

How the state will deal with the construction of some $12 billion in major highway facilities needs was left by the Senate to be decided another day.  HB 689, which would have established the Kentucky Public Transportation Infrastructure Authority to provide a structure to deal with the state’s mega projects, died in the Senate Transportation Committee.  The House passed the bill by a vote of 84-13.  

The budget temporarily, at least, solves the problem for one of the projects in that it authorizes the Transportation Cabinet to update the initial Louisville Bridges funding plan to utilize toll revenues as “an available funding source.”  The Kentucky Turnpike Authority could be used to build and operate the mega projects, but legislative leaders say a different structure, such as that proposed in HB 689, is needed to avoid unduly encumbering the state’s bonding authority.
The General Assembly’s 2008-10 Biennial Construction Plan (HB 79, see Analysis http://www.lrc.ky.gov/record/08RS/HB79.htm) designates $232 million in federal funds for the Louisville Bridges Project with $56.5 million of this programmed for FY 08.    
The Cabinet’s proposed Six-Year Highway Plan provides the Louisville Bridges Project would be funded with $232 million in federal funds and from 2011 to 2014 with $14.2 million in federal funds and $351.7 million in GARVEES.  Additionally, the plan provides, beginning in 2011, the project would be the first beneficiary of whatever innovative financing mechanisms could be enabled by the 2008 General Assembly to assist with funding of the mega projects.  

To keep the project on course through 2014, the plan provides that $845 million of new revenues would need to be generated from “innovative financing” to meet the total project funding requirement of $1.44 billion for the FY 08-14 period.  

Governor Vetoes Two Transportation Budget Items

The General Assembly chose not to override any of Governor Beshear’s 11 line-item vetoes made during the veto recess. Two pertained to transportation.  Beshear vetoed the budget provision that $5 million annually would be designated for Kentucky Pride from the Contingency Account.  He noted that there is presently statutory provision for $2.5 million annually to be taken from the State Construction Account and an additional $2.5 million from the Contingency Account.  
(The Kentucky Pride program provides funds to local government on a formula, application basis for litter and/or dump cleanup.  KBT has maintained the program should not be financed by the Road Fund.)

The other transportation veto was a provision restricting Rural Secondary funds to use on state maintained roads.  Beshear’s message stated, the Cabinet “needs as much flexibility as possible to respond to potential statewide emergency and life safety situations and opportunities to expand economic development that involve the Commonwealth’s transportation infrastructure in the counties and cities of the Commonwealth.”  

McCain Proposal Would Cost Trust Fund $10 Billion 

Republican Presidential Candidate John McCain was in Inez this week reportedly continuing to tout the suspension of the federal gas tax from Memorial Day to Labor Day and offering no plan to replace the $10-plus billion that would be lost from the Highway Trust Fund if his proposal were to be put in place.   Such a reduction would be catastrophic for the system that plays a major role in maintaining the nation’s highways and public transit.  As transportation proponents know, the federal taxes motorists pay on motor fuels go into the HTF which funds the federal highway and transit programs.  

Does McCain not know the nation’s transportation infrastructure is crumbling, and there are inadequate funds to deal with growing congestion?  Offered as part of a plan to spur the economy, the proposal would only exacerbate the critical situation the nation faces in providing an adequate transportation system -- and ultimately reduce jobs.  
There is, of course, a serious funding problem -- before this wacky proposal.  According to the latest calculations, the Highway Account of the HTF will fall some $3.2 billion short of the amount needed in FY 09 to fund the highway program at the level authorized in SAFETEA-LU.  If not fixed, this negative balance of $3.2 billion in the HTF will result in as much as a $12 billion reduction in the federal highway program in FY 09, due to the nature of the highway program spend out rate.  With this reduction, Kentucky would face a 30 percent cutback in federal highway funds (about $200 million) in the next federal fiscal year, beginning October 1.  

The McCain proposal comes in the face of studies by two national bipartisan commissions saying the system is in a crisis because current revenue is insufficient to maintain and improve this country’s highways and public transportation.  And, the U. S. Chamber of Commerce has just released a report saying underinvestment in transportation is having a serious impact on the ability of the U. S. to compete in the global economy and urged that "every funding and financing option must be considered in order to address the enormous problems of the nation’s transportation infrastructure." 

Continued Erosion of Transportation System Will Brake Economy
A study released this month by the Americans for Transportation Mobility (ATM) coalition and the U. S. Chamber of Commerce says "long-term underinvestment in transportation infrastructure" is having a serious impact on the ability of the United States and its industries to compete in the global economy and urges that "every funding and financing option must be considered in order to address the enormous problems of the nation’s transportation infrastructure."

Speaking to the situation Kentucky currently faces with its mega projects, the study says there is a challenge "for the public and private sectors to find effective institutional and financing approaches to deal with major Interstate corridors and bottlenecks.”

The study says "the U. S. transportation system is neither modernizing nor expanding to meet the changing and growing needs of both people and businesses. While the performance of the U. S. transportation system erodes, our global competitors are building new infrastructure at a staggering pace. If the United States fails to meet the transportation needs of its key industry sectors, the transportation system will increasingly become a competitive disadvantage for the nation’s businesses and a brake on economic growth."
The study, prepared for the coalition and the U. S. Chamber by Cambridge Systematics, Inc., makes six recommendations for transportation policymakers: 

●
Place greater emphasis on meeting regional mobility and economic needs; 
●
Develop a national consensus among citizens, businesses and political leaders on the importance of infrastructure investment; 

●
Give immediate attention to addressing the $3.7 billion shortfall facing the Highway Trust Fund in FY 2009; 

●
Support greater emphasis on national freight transportation program investments that would implement highway, rail, and marine transportation improvements to benefit commerce;

●
Increase public investment -- from all sources and levels of government; and 

●
Increase use of financing and credit options including tax credit and public private partnerships to leverage as much as $200 billion in private capital for transportation projects. 

http://www.uschamber.com/publications/reports/0804transportationchallenge.htm






























