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Abstract

State and local capital investment is a major component of infrastructure spending in the United
States. Although infrastructure investment typically falls as a share of the economy during initial
periods of economic recovery, capital investment as a share of state and local spending has
grown over the past two years by the largest amount since 1979. Still, experts warn that the
magnitude of estimated current investments is insufficient to fund the growing backlog of
deferred maintenance, pay for investments required to modernize core public infrastructure
systems, fund repairs through the useful life of assets, and fund strategies that are attentive to
the changing climate effects on infrastructure systems. This report examines how fifteen states
are funding vital infrastructure assets in three key sectors — water, sewer, and transportation.
We identify the macro-level public finance practices states are employing and analyze how
current infrastructure investment vehicles being used by states could be optimized and
enhanced to allow for expanded investments in public infrastructure maintenance, new projects,
deferred maintenance, upgrades, and projects that reflect attention to climate change risks.
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l. Introduction

State and local capital investment are major components of infrastructure spending in
the United States. Although infrastructure investment typically falls as a share of the economy
during initial periods of economic recovery, capital investment as a share of state and local
spending has grown over the past two years by the largest amount since 1979." Experts observe
that U.S. state and local governments spend approximately half a trillion dollars annually on
transportation, water, and sewer infrastructure and operating costs, with about twenty-five
percent of such expenditures funded with federal grants.? Still, experts warn that the magnitude
of estimated current investments is insufficient to fund the growing backlog of deferred
maintenance, pay for investments required to modernize core public infrastructure systems,
fund repairs through the useful life of assets, and fund strategies that are attentive to the effects
of climate change on infrastructure systems.®

Quantifying and measuring the level of infrastructure investment needed across all fifty
U.S. states is challenging because it would require accurate measurement of several factors,
which are often not reported with consistency state-by-state, including the net investment in
existing infrastructure, estimates of the expected useful life of the assets, depreciation, deferred
maintenance, planned upgrades that are distinct from maintenance, and other factors.* Only
states with a comprehensive infrastructure asset costing and management system for different
functional areas of infrastructure investment are reporting a single quantified estimate of
infrastructure investment needs in different functional areas with certainty. Several industry
groups provide their own estimates using surveys and other research methods, including the
National Association of Insurance Commissioners and the American Society of Civil Engineers.
These estimates suggest that the long-term infrastructure investment gap in the United States
has grown from $2.1 trillion over ten years to $2.59 trillion, with the highest needs and funding
gaps present in the functional areas of transportation, water, wastewater, and sewer projects.®

This report examines how states are funding vital infrastructure assets generally, with
attention to state investments in three key sectors — water, sewer, and transportation. In Part I,
we outline our methodology to survey the leading public finance strategies, methods, and tools
that are being employed across a subset of fifteen states to realize investments in water, sewer,
and transportation assets. The methodology and approach to this research prioritized a
qualitative approach that begins with examining and understanding the unique complexities of
U.S. public finance systems, as established by the framework of fiscal governance, in each of
the fifteen states we selected to analyze in this report. To that end, in Part Il we present

US Treasury, Infrastructure Investment in the United States, December 27, 2023,
https://home.treasury.gov/news/featured-stories/infrastructure-investment-in-the-united-states.

Zpew, State and Local Governments Face Persistent Infrastructure Investment Challenges, February 3, 2023,
https://www.pewtrusts.org/en/research-and-analysis/articles/2023/02/03/state-and-local-governments-face-persist
ent-infrastructure-investment-challenges.

3Pew, State and Local Governments Face Persistent Infrastructure Investment Challenges, February 3, 2023,
https://www.pewtrusts.org/en/research-and-analysis/articles/2023/02/03/state-and-local-governments-face-persist
ent-infrastructure-investment-challenges

“National Bureau of Economic Research, “Measuring Infrastructure Investment in the United States”
https://www.nber.org/digest/sep20/measuring-infrastructure-investment-united-states, September 1, 2020
®Infrastructure Report Card, Infrastructure Investment Gap 2020-2029, 2021,
https://infrastructurereportcard.org/economics/investment-gap-2020-2029/.
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jurisdictional summaries for each state that describe how the state and public authorities within
the state share legal mandates to fund the water, sewer, and transportation sector infrastructure
investments, within the framework of fiscal governance that is specific to each jurisdiction. The
state-specific jurisdictional summaries in Part lll also delve into the revenue and expenditure
base of each state, and describe select key public finance mechanisms that states use (e.g.,
revolving loan funds, municipal bonds, etc.) to fund infrastructure investments in water, sewer,
and transportation.

Three components are required to arrive at a single quantified estimate of the total
investments in transportation, water, and sewer infrastructure in any one state: (1) aggregate
investments made by the state on infrastructure projects in the noted sectors, on a stand-alone
basis; (2) aggregate investments made by state authorities or state component units of
government whose balance sheet is separate from the state, on infrastructure projects in the
noted sectors; and (3) aggregate investments made by municipal governments (counties, cities,
towns, districts, etc.) who fund infrastructure projects within the state’s boundaries using their
own fiscal base or funding raised via channels enabled by states or state authorities (e.g., state
revolving loan funds, etc.), and who own and maintain infrastructure assets. The scope of our
research was limited to examining only the activities arising in states and state authorities that
serve as component units of government for states, with mandates to fund water, sewer, and
transportation, and did not encompass or account for investments made by municipal
governments. Accordingly, this report does not put forward a single quantified estimate of
infrastructure investments in each of the fifteen states because the aggregate investments
made by municipal governments (counties, cities, towns, districts, etc.) was outside the scope
of our research and, thus, was not calculated.

Although a single quantified estimate of infrastructure investment in states is not
reported, this report identifies state-level qualitative practices and trends in infrastructure
funding for water, sewer, and transportation projects in Part IV. Part IV presents what states and
state public authorities are doing at a macro level to fund water, sewer, and transportation
projects with own-source revenues and other public finance avenues (public-private
partnerships and bonds, among others), and examines how states are channeling funds to
municipalities who own transportation, water, and sewer assets to enable their investments in
the noted sectors. We also place emphasis on noteworthy efforts across states that are funding
climate change priorities in the context of water, sewer, and transportation projects, elevating
novel approaches.

Our analysis in Part IV also articulates whether any of the investment vehicles being
used by states could be optimized, enhanced, or better leveraged to allow for state and local
governments to have greater flexibility and expanded options to invest in public infrastructure
maintenance, new projects, deferred maintenance, and upgrades. As part of that analysis, we
identify how states could potentially expand resources they pass through to localities to enable
them to have better public finance avenues and greater resources to invest in water, sewer, and
transportation projects.

We conclude the report in Part V by identifying important avenues of future inquiry and
questions that should be explored if the study is expanded or broadened to examine patterns
across additional states or sectors of investment.



Il. Methodology

A major component of infrastructure spending in the U.S. flows through states and their
public authorities. In order to examine the leading strategies, methods, tools, and policies that
states are using to fund and finance infrastructure projects in the surface transportation (e.g.,
roads, bridges, highways, and public transit) and water and sewer infrastructure sectors, we
selected fifteen states as the unit of analysis for this project in consultation with the team at the
Pew Charitable Trusts: (1) California; (2) Georgia; (3) Idaho; (4) lllinois; (5) Kentucky; (6)
Maryland; (7) Massachusetts; (8) Missouri; (9) Montana; (10) Nebraska; (11) New Mexico; (12)
New York; (13) Pennsylvania; (14) Texas; and (15) Washington.

For each state, we gathered four initial primary source documents that provide a holistic
view of the framework of fiscal governance in a state: (1) the state constitution; (2) annual
audited financial statements; (3) annual information statements; and (4) comprehensive annual
financial reports. Our analysis of the noted primary source documents for each state provided a
starting point to construct individual jurisdictional summaries for each state that appear in the
sections that follow. The jurisdictional summaries outline the scope of each state’s own-source
revenue authority (i.e., the authority to leverage different own-source and intergovernmental
revenues, etc.) and the public finance avenues each state is authorized to leverage outside of
their own-source revenue authority, including tax increment financing, public-private
partnerships, and other innovative financing approaches.

The jurisdictional summaries also outline the functional expenditure mandates that each
state is responsible for in the infrastructure sectors that are being examined in this project (e.g.,
water, surface transportation, etc.), and examine whether that mandate is fulfilled alone or in
cross-jurisdictional partnerships with state public authorities or other governmental entities
(e.g., municipalities, counties, districts, etc.). This helped us to identify whether other state
entities have apparent authority and oversight to invest and carry out projects in the
infrastructure sectors that are prioritized in this project, and to gather primary source
documents for such entities (e.g., state water authority, state bond banks, etc.).

After we reviewed the content of the primary documents for each state, described above,
we extracted data from each state’s “Statement of Revenues, Expenditures and Changes in Fund
Balance”, within the audited financial statements for the last three fiscal years, and constructed
the full revenue and expenditure profile of each state’s governmental fund. That data from the
audited financial statements of each state allowed us to examine the composition of revenues
that each state relies on and the structure of each state’s governmental fund. To compare
revenues across the fifteen states selected for this project, we classified each individual revenue
source in the governmental fund into the following four categories for each state: (1)
own-source revenues from taxes; (2) own-source revenues from charges, fines, and fees; (3)
intergovernmental revenues; and (4) other revenues (e.g., investment earnings, departmental



revenues, and revenues from legal judgments, land sales, mineral rights, etc.).® By classifying
state revenues in accordance with the noted taxonomy, summarized in Table |, we were able to
report and analyze the percent dependency of states on intergovernmental revenue (e.g., federal
aid, shared revenues, etc.) versus own-source revenues and the composition of federal aid in the

governmental fund.

Table I: State Revenue Classification Table

Classification Category

Summary

Example

Own-Source Revenues
(Taxes)

Revenues raised, administered, and collected by the
state from tax sources.

Property Tax, Sales Tax,
Income Tax, Corporate Tax

Own-Source Revenues
(Fines, Fees, Charges)

Revenues raised, administered, and collected by the
state from fines, charges, or fees.

Motor Vehicle License Fees
and Fines

Intergovernmental
Revenues and Grants

Revenues provided to the state from a higher level of
government (i.e., the federal government) in the form
of competitive, discretionary, or other grants.

American Rescue Plan Act
Fund, Inflation Reduction Act
Funds

Other Revenues

Revenues of the state which are either raised by
one-time events, potentially non-recurring events, or
which are generated as passive income from
investment activities undertaken by the state

Investment Earnings,
Revenues from the Sale of
Land or Disposition of
Assets, Revenues from
Mineral Rights, Grants from
Philanthropic Funders

It is important to note that the audited financial statements of states are, by their nature,
limited because they report historical costs for infrastructure assets and do not reflect the true
opportunity cost of rebuilding or repairing those systems, at present. However, such reports
provide a more robust picture of state revenues, expenditures, and liabilities. They also reflect
the character and fund structure of state governments that are not offered by other sources,
including the U.S. Census.

It's important to recognize that in many U.S. states, it is a common practice to create
separate authorities pursuant to state legislation that enable such authorities to maintain and
finance water systems, sewer systems, and transportation infrastructure assets, and for such
authorities to channel funding to local governments, who play a role in funding, building, or
maintaining the noted capital assets. It is also a common practice in many U.S. states for sewer
and water systems, as well as certain components of transportation systems (e.g., roads, etc.),
to be wholly owned and maintained by local governments. Where local governments own

®The classification is based on the generally accepted/most widely used approach in public finance globally and for
US jurisdictions. UN Habitat for a Better Urban Future, Finance for City Leaders Handbook Source, 2nd ed., 2017,

1-352. Urban Institute, State and Local Backgrounders, March 28, 2024,
www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/state-and-local-backgrounder

s/state-and-local-revenues.
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infrastructure assets, the data regarding true and full infrastructure costs and the public finance
strategies that are being leveraged to fund such assets would be reported primarily in the
audited financial statements of local governments, and is outside the scope of this research
project. In order to gain a holistic view of infrastructure investment trends, with awareness of
the noted limitation, our methodology reflected two approaches when examining water, sewer,
and transportation infrastructure investments.

When documenting and analyzing state investments in transportation with a holistic
lens, we relied on two principal sources: (1) the comprehensive annual financial reports, or
audited financials, of each state; and (2) the information presented in each state’s Statewide
Transportation Improvement Program (STIP) report. We first examined STIP reports to gain a
comprehensive view of how transportation finance was carried out and structured in each state
because each state is required under 49 U.S.C. 5304(g) to develop a statewide transportation
improvement program (STIP) covering a period of at least four years. The STIP reports also
present a holistic approach to understanding statewide investment approaches and trends at a
macro level across a range of transportation projects, including surface transportation,
highways, transit, bridges, intermodal programs, and other projects in alignment with regional
and metropolitan plans within the state and the state authorities (if any). STIP reports also
presented important qualitative information focused on approaches to measuring
transportation asset operational efficacy and deferred maintenance. After reviewing the STIP
reports, together with other primary materials for each state described earlier (i.e., constitution,
etc.), we created a visual diagram of the key state authorities with a mandate for transportation
funding, relying on data from STIP reports and other primary resources presenting that
information in each state’s jurisdictional summary. We then examined the state’s audited
financials and manually transcribed data from the “Statement of Net Position” that would
provide a composite view of state investments in infrastructure assets on an aggregate basis
from the state as a primary unit of government, and other component units of government who
shared the mandate.

When documenting and analyzing state investments in water and sewer infrastructure
assets with a holistic lens and attention to the limitations described earlier, we first identified the
state authorities and component units of state governments that share a mandate for water and
sewer infrastructure investment, and created a visual diagram in each state’s jurisdictional
summary. We then examined the state’s audited financials and manually transcribed data from
the “Statement of Net Position” that would provide a composite view of state investments in
water and sewer infrastructure assets on an aggregate basis, where available, for the state as a
primary unit of government, and other component units of government who shared the
mandate. In addition, recognizing that the majority of water and sewer investment occurs via
state revolving funds (SRF) which leverage Environmental Protection Agency revenues to
channel funding to local governments who own and manage local water and sewer system
assets, we gathered and analyzed trends in SRF spending by examining select core indicators

11



and variables for Clean Water SRF programs, described on Table Il, and Drinking Water SRF

Programs, described on Table III.

Table lI: Clean Water State SRF Indicators Selected for Analysis

Category

Indicator(s)

Federal Grant Dollars

Total Annual Federal Grants
Cumulative Federal Grants

CWSRF Fund Investment Summary (Calculated Values)

Annual Capitalization Grants
Cumulative Capitalization Grants

Outlays (Dollars)

Annual

Cumulative

State Contributions (Annual)
State Contributions (Cumulative)

State Match Contributions (Deposited Dollars)

Total Annual Match Contributions
Cumulative Match Contributions

Assistance by Project Population Size (Dollars)

Less than 3,500

3,500-9,999

10,000 to 99,999

100,000 and above

Total Annual Assistance
Total Cumulative Assistance

All Assistance to Hardship Communities

Annual Dollar Amount of Assistance to
Disadvantaged Communities
Cumulative Dollar Amount

Assistance to Indian Tribes

Annual Dollar Amount

CWSRF Project Assistance Disbursed Annual
Cumulative

CWSRF Funds Available for Projects Annual
Cumulative

CWSRF Assistance as a Percent of Funds Annual
Cumulative

Financial Indicators Based on Cumulative Activity

Undisbursed Funds to Average Disbursements (Years
to Disburse)
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Table lli: Drinking Water State SRF Indicators Selected for Analysis

Category

Indicator(s)

Federal Grant Dollars

Total Annual Federal Grants
Cumulative Federal Grants

DWSRF Fund Investment Summary (Calculated
Values)

Annual Capitalization Grants
Cumulative Capitalization Grants

Outlays (Dollars)

Annual

Cumulative

State Contributions (Annual)
State Contributions (Cumulative)

State Match Contributions (Deposited Dollars)

Total Annual Match Contributions
Cumulative Match Contributions

Assistance by Project Population Size (Dollars)

Less than 501

501 to 3,300

3,301 to 10,000

10,001 to 100,000

100,001 and above

Total Annual Assistance
Total Cumulative Assistance

All Assistance to Disadvantaged Communities

Annual Dollar Amount of Assistance to
Disadvantaged Communities
Cumulative Dollar Amount

Assistance to Indian Tribes

Annual Dollar Amount
Cumulative Dollar Amount

DWSRF Project Assistance Disbursed Annual
Cumulative

DWSRF Funds Available for Projects Annual
Cumulative

DWSRF Assistance as a Percent of Funds Annual
Cumulative

Financial Indicators Based on Cumulative Activity

Undisbursed Funds to Average Disbursements (Years
to Disburse)

Outside of own-source revenues and intergovernmental revenues, states and their
authorities rely on other avenues of public finance to raise money from the private sector,
including via the issuance of municipal bonds, notes, and other debt instruments. To analyze
municipal debt issuance patterns and trends across the fifteen states selected for this study, we
documented whether and how states and their authorities use municipal debt, and documented
noteworthy constitutional or statutory limitations regarding debt issuance. Our analysis
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documented whether states and state authorities are issuing debt with designations for
noteworthy projects known as “ESG-labeled issuances”, and which label the securities issuance
as “green’, “sustainable”, “social”, or “sustainability-linked” as a signal to investors that the
projects funded by the bonds will also further environmental, social, or governance (“ESG”)
objectives. We elevate examples of such issuances in this report where all or part of the
issuance appears to fund projects within the sectors prioritized in this report, or funds climate

change-focused projects.

We also survey whether and how states and state authorities with the legal mandate for
water, sewer, and transportation spending are using public-private partnerships (P3s) to fund
infrastructure. P3s can take many forms when used by states and state authorities, and can
also have multi-jurisdictional participants. We survey how states define and use P3s, with
concern for variations that exist in the rationales for undertaking a P3, their structures, and in
how states handle and report P3s in their financials. We also consider whether novel or
innovative strategies in the sectors prioritized in this project (transportation, etc.) are being led
by private sector actors in configurations that vary from well-established P3 models.

In addition to analyzing the amount of funding that states and their authorities are
investing in water, sewer, and transportation infrastructure projects and the instruments of
public finance they are leveraging towards that end, we also engaged in a qualitative analysis of
select key issues that are vital to understanding the nature of infrastructure spending patterns in
the sectors prioritized in this project (water, sewer, transportation, etc.). For example, we
considered how and whether states articulate the presence of, or an approach to assessing,
deferred maintenance risk in transportation and other sectors with consistency.

Finally, we examined whether or not the infrastructure strategy at the state level appears
to be attentive to climate-related concerns and the kinds of public finance strategies (if any)
being used to fund climate investments in water, sewer, or transportation projects. In order to
identify and assess whether states are using public finance vehicles to fund climate change, it
was important to establish a clear definition of climate change to guide our research. To that
end, this report adopted the definition of climate change of the United Nations: “climate change
refers to long-term shifts in temperatures and weather patterns that occur as a result of natural
forces or human activities.”’

While shifts in climate can result from natural forces, including variations in the solar
cycle, experts at the United Nations observe that since the 1800s human activities have been
the main driver of climate change, primarily due to the burning of fossil fuels like coal, oil, and
gas. Climate change risks often manifest as events of extreme weather volatility and intensity.?
Experts at the Climate Bonds Initiative observe that, because of climate change, jurisdictions

"The United Nations, What is Climate Change, March 28, 2024,
https://www.un.org/en/climatechange/what-is-climate-change.
8The United Nations, What is Climate Change, March 28, 2024,
https://www.un.org/en/climatechange/what-is-climate-change.
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often experience “greater and more severe incidence of floods, storms and droughts...
accelerating global temperatures [which] negatively [affects] our food and water supply, health
of our oceans..fragile ecosystems which rely on planetary health and biodiversity.” Given the
complex nature of climate change, there is no single reporting standard to identify public
finance vehicles that address climate-related risks as well as mitigation, adaptation and
resilience efforts. Accordingly, when we surveyed the practices of the fifteen states in the study,
the result of our scan was non-exhaustive and focused on identifying select instances and
examples where states articulated a clear intent to fund climate-related activities using that
explicit terminology, and we documented the public finance instruments such states were
employing.

Ill. Individual State Jurisdictional Summaries
California State Jurisdictional Summary

California Framework of Fiscal Governance, Budget, and Appropriations Process

In California, the framework of fiscal governance is governed by the Constitution of the
state of California, along with various statutes.'® The annual budget process begins when the
California State Legislature approves an annual budget that is constructed with estimates of
revenues and expenditures for the coming fiscal year and reflects the negotiations between the
Governor and state legislature.” The California State Comptroller is responsible for controlling
revenues and expenditures for each appropriation in the budget.’

The annual budget, which serves as the foundation for the state of California’s financial
planning, is submitted by the governor no later than January 10 preceding the beginning of the
fiscal year on July 1, and must be approved by the legislature by June 15 each year." The
recommended budget submitted by the Governor traditionally includes estimated revenues even
though revenues are not included in the annual budget bill that is adopted by the California State
Legislature.™ California’s statutes that govern the state’s public finances further provide that the
state cannot adopt a spending plan that exceeds estimated revenues."

The California Constitution is the principal source that governs state appropriations,
providing that funds may be drawn from the state’s treasury only through a legal appropriation.’®
Accordingly, the appropriations contained in the Budget Act, as approved by the legislature and
signed by the governor, are the primary sources of annual expenditure authorizations."” The
noted appropriations establish the legal level of control for the state of California’s annual

°The Climate Bonds Initiative, Financing credible Transitions, September, 2020, 1-40.

'°Justia US Law, California Constitution, March 28, 2024, https://law.justia.com/constitution/california/.

"State of California, Annual Comprehensive Financial Report, March 23, 2023, 20. Annual Comprehensive Financial
Report for the Fiscal Year Ended June 30, 2021.

"2State of California, Annual Comprehensive Financial Report, March 23, 2023, 20.

"SState of California, Annual Comprehensive Financial Report, March 23, 2023, 20.

'State of California, Annual Comprehensive Financial Report, March 23, 2023, 89.

SState of California, Annual Comprehensive Financial Report, March 23, 2023, 89.

"8State of California, Annual Comprehensive Financial Report, March 23, 2023, 89.

State of California, Annual Comprehensive Financial Report, March 23, 2023, 90.
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operating budget.'® After the budget is constructed, it can be amended throughout the year only
by special legislative action, budget revisions by the Department of Finance, or executive orders
of the governor.™

In California’s budget process, appropriations are available for expenditure, or can be
encumbered either in the year appropriated or for a period of three years if the legislation does
not specify a period of availability for the appropriation.?’ The encumbering authority for the
unencumbered balance lapses at the end of the period of availability.?’ Some state
appropriations in California, however, continue indefinitely, while other appropriations are
available until fully spent.?> Additionally, encumbrances must generally be liquidated within two
years from the end of the period in which the appropriation is available, or the spending
authority for the encumbrances lapses.?

Article 16, Section 20 of the California State Constitution authorizes the creation of a
budget stabilization account, which is reported in the state’s general fund.? Every fiscal year, a
transfer must be made from the state’s general fund to the budget stabilization account in an
amount equal to one half of (a) 1.5 percent of the estimated general fund revenues for that
fiscal year and (b) personal capital gains tax revenues in excess of eight percent of estimated
general fund taxes for that fiscal year less amounts that must be spent on Proposition 98.%° The
remaining half of the calculated amount is used as appropriated by the state legislature to pay
down interfund loans, debts to local governments, or debts for pension and retiree health
benefits.? If the governor declares a budget emergency, the California State Legislature may
suspend or reduce the transfer of funds to, or withdrawal of funds from, the state’s budget
stabilization account.?” In instances when California’s budget stabilization account reaches ten
percent of the estimated general fund revenues for any fiscal year, the amount that would have
been transferred to the budget stabilization account would instead be used to build and
maintain infrastructure.?®

California Revenues and Primary Funding Sources for Infrastructure and Operations

'8State of California, Annual Comprehensive Financial Report, March 23, 2023, 90.

"“State of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

state of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

ZState of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

22Gtate of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

ZState of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

2 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/.

25 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/.

State of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

26Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/.

State of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

27 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/.

State of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.

28 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/.

State of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.
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The structure of the governmental fund in California is composed of the general fund
and the other restricted and proprietary funds described in Chart I.

Chart |: State of California Structure of the Governmental Fund

Nonmajor Governmental

(8.2%)

Health Care Related
Programs (2.2%)

Environmental and Natural
Resources (2.0%)

Transportation (3.8%)

- General (44.9%)

Federal (38.9%)

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation.

The major sources of revenue that are held in the state of California’s governmental fund and
used to fund operations and infrastructure are demonstrated in Chart Il, which presents a
revenue diversity analysis in the state’s governmental fund across a three-year period.
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Chart |I: State of California Revenue Diversity Analysis (Three
Fiscal Years)

. Own-Source Revenues (Taxes) . Own-Source Revenues (Fines, Fees, Charges)
Revenues & Grants Other Revenues (Investment Earnings, Other)

pJspV I 182,194,945 148,951,650 -

Source: Annual Comprehensive Financial Report for the year ending June 30, 2022; Annual Comprehensive
Financial Report for the year ending June 30, 2021, Comprehensive Annual Financial Report for the year ended
June 30, 2020 Calculations are based on actual audited revenue figures and are not adjusted for inflation. Amounts
in thousands.

[ Intergovernmental

As noted in Chart |, outside of the state’s General Fund, in California the major governmental
funds are the Federal Fund, the Transportation Fund, the Environmental and Natural Resources
Fund, and the Health Care Related Programs Fund.?

In addition to funding that leverages own-source and intergovernmental revenues noted
above, the California State Constitution enables the primary government to issue general
obligation bonds for specific purposes, where it is approved by a two-thirds vote of both houses
of the California Legislature and approved by a majority of voters in a general or direct primary
election.®

The California Constitution further authorizes the payment of debt service for general
obligation bonds from the General Fund, providing that the General Fund is used first to support
the public school system and public institutions of higher education, and then can be used to
provide payments of debt service on outstanding general obligation bonds.3' General obligation
bonds can also be secured with pledged revenues from special enterprise funds, and in such
cases the liability for repayment of debt service can come from the general fund in cases where
debt service payments are insufficient within the applicable enterprise fund account.?

In addition, like many states, California leverages the use of tax increment financing (TIF)
as a state-approved mechanism that enables local governments to channel funding to urban
areas, economic development, and infrastructure projects. There are several tax increment

State of California, Annual Comprehensive Financial Report, March 23, 2023, 20.

30 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/. State of California, Annual Comprehensive
Financial Report, March 23, 2023, 157.

$1Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/. State of California, Annual Comprehensive
Financial Report, March 23, 2023, 157.

%2 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/. State of California, Annual Comprehensive
Financial Report, March 23, 2023, 157.
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financing tools that are available to local governments in California, including but not limited to
Enhanced Infrastructure Financing Districts (EIFDs) and Community Revitalization and
Investment Authorities (CRIAs), which authorize expansive and broad uses of tax increment
financing.®® EIFDs, enabled in 2014, and CRIAs, enabled in 2015, are key public finance vehicles
that California local governments use to finance regional infrastructure projects and public
facilities via TIF.3*

In California, localities can use EIFDs to finance a large range of capital projects and
public works, in sectors that include transportation, sewage, transit, and bridges, among
others.* The financed projects do not need to be located within the EIFD boundaries but must
have a "tangible connection" to the district.*® Experts observe that, in California, EFIDs “are only
able to collect property tax increment from cities, counties, and special districts that voluntarily
agree to contribute those funds, and cannot collect tax increment from K-12 school districts,
community college districts, and county offices of education.”’

CRIAs are authorities in California that are enabled to use tax increment financing to
finance projects within a designated revitalization area with specific criteria, leveraging tax
increment funding for infrastructure and housing in disadvantaged communities.®® At least 80
percent of properties in a CRIA revitalization area must have a median annual household income
of 80 percent of the statewide, countywide, or citywide annual median income, pursuant to
metrics chosen by the CRIA.*

The Climate Resilience District Act in California enabled cities and counties in California
to form Climate Resilience Districts (CRDs) as a specialized type of EIFDs and to fund projects

¥California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., May 2023, https://caled.org/wp-content/uploads/2023/07/05.04.23_CALED_TIF_2ndEdition.pdf.

LegiScan, California Senate Bill 628, March 28, 2024, https://legiscan.com/CA/text/SB628/id/845549;

Senate Committee on Transportation and Housing, Assembly Bill 2, July, 2015,
http://www.leginfo.ca.gov/pub/15-16/bill/asm/ab_0001-0050/ab_2_cfa_20150709_162739_sen_comm.html.
Assembly Bill 2 authorizing the formation of Community Revitalization and Investment Authorities (CRIAS).
34California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., May 2023, 8.

%¢California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., May 2023, 8-12.

3California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., May 2023, 8-12.

$’California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., May 2023, 8-12.

%California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., 1-39. California Senate, California Senate Bill 628, May 14, 2013, https://legiscan.com/CA/text/SB628/id/845549.
San Joaquin Valley Regional Planning Agency Policy Council, Community Revitalization and Investment Authority
(CRIA), March 28, 2024,
https://sjvcogs.org/funding-and-financing/community-revitalization-and-investment-authority-cria/.

Senate Committee on Transportation and Housing, Community Revitalization and Investment Authority, July 14, 2015,
http://www.leginfo.ca.gov/pub/15-16/bill/asm/ab_0001-0050/ab_2_cfa_20150709_162739_sen_comm.html.
%California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., 1-39. San Joaquin Valley Regional Planning Agency Policy Council, Community Revitalization and Investment
Authority (CRIA), March 28, 2024,
https://sjvcogs.org/funding-and-financing/community-revitalization-and-investment-authority-cria/.

Senate Committee on Transportation and Housing, Community Revitalization and Investment Authority, July 14, 2015,
http://www.leginfo.ca.gov/pub/15-16/bill/asm/ab_0001-0050/ab_2_cfa_20150709_162739_sen_comm.html.
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that address climate change mitigation, adaptation, or resilience.*® While examining whether and
how local governments in California are actually implementing CRDs is outside the scope of this
report, it appears that at least one local jurisdiction in California is putting forward a ballot
measure to potentially implement CRDs.*

California Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In California, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram I.

Diagram I: California Select Infrastructure Funding Mandates Shared Across State Entities
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In California, transportation funding is a shared legal mandate across several state
departments and entities. The thirteen-member California Transportation Commission (CTC) is
responsible for programming and allocating funds for the construction of highway, passenger
rail, transit and active transportation improvements throughout California, and advises the
Secretary of the California State Transportation Agency and the California Legislature in

“°California Senate, California Senate Bill 628, May 14, 2013, https://legiscan.com/CA/text/SB628/id/845549.
California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., 1-39.
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formulating and evaluating state policies and plans for California’s transportation programs.*?
Funding for transportation is supported primarily by the Transportation Fund. The
Transportation Fund in California accounts for fuel taxes, bond proceeds, and other revenues
used primarily for highway and passenger rail construction.* The Transportation Fund’s
revenues are derived, in major part, from the California Road Repair and Accountability Act of
2017, Senate Bill 1, which invests $5.4 billion annually to fix roads, freeways, and bridges in
communities across California, and provides funding for transit and safety projects.*
Additionally, the California Alternative Energy and Advanced Transportation Financing Authority
is authorized to issue Clean Renewable Energy Bonds to fund the acquisition and installation of
certain transportation and related solar energy facilities located throughout the state.*

Water and sewer funding is managed in California by the California Department of Water
Resources (California DWR) and the California State Water Resources Control Board. The
California DWR oversees California's water resources, systems, and infrastructure, including the
state water project; prevents and responds to floods, droughts, and catastrophic events; plans
for future water needs, climate change impacts, and flood protection; and constructs and
maintains facilities, among other responsibilities.*® The California State Water Resources
Control Board administers the state’s clean water state revolving fund program and drinking
water state revolving fund program.

The California Infrastructure and Economic Development Bank (California IBank) is a
state authority with the mandate of financing public infrastructure and private development that
promotes a healthy climate for jobs, and which contributes to a strong economy for California
communities.*’ The California IBank can issue tax-exempt and taxable revenue bonds, provide
financing to public agencies, provide credit enhancements, acquire or lease facilities, leverage
state and federal funds, and administer the state’s Infrastructure State Revolving Fund (ISRF)
Loan Program, Climate Catalyst Revolving Loan Fund, and other financing programs.*®

Georgia State Jurisdictional Summary

Georgia Framework of Fiscal Governance, Budget, and Appropriations Process

The constitution of the state of Georgia provides the framework for a state government
composed of the legislative, judicial, and executive branches, and also sets the foundation for
key components of the state’s framework of fiscal governance for the state and its component
units of government, together with sections of the Official Code of Georgia Annotated.* Most

“2California Transportation Commission, Welcome to California Transportation Commission, March 28, 2024,
https://catc.ca.gov/.

“3State of California, Annual Comprehensive Financial Report, March 23, 2023, 22.

“4Caltrans, Senate Bill 1 (SB1), March 28, 2024, https://dot.ca.gov/programs/

45State of California, Annual Comprehensive Financial Report, March 23, 2023, 160.

“6California Department of Water Resources, What We Do, March 28, 2024, https://water.ca.gov/What-We-Do.
“’California Infrastructure and Economic Development Bank (IBank), What is IBank?, March 28, 2024,
https://www.ibank.ca.gov/#.

“8California Infrastructure and Economic Development Bank (IBank), What is IBank?, March 28, 2024.

“‘State of Georgia, Constitution of the State of Georgia, March, 2019,
https://sos.ga.gov/sites/default/files/2022-02/state_constitution.pdf.

State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii, Annual Comprehensive Financial Report
for the Fiscal Year Ended June 30, 2022

LexisNexis, Georgia General Assembly, March 28, 2024, https://advance.lexis.com/container
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notably, the state of Georgia Constitution requires that budgeted expenditures not exceed the
estimated revenues and funding sources, including beginning fund balances.*® Each year, the
governor of Georgia submits a balanced budget by program to the state legislature.®" A core
mechanism that enables budgetary control in the state of Georgia is the formal appropriations
and allotment process that ensures compliance with the state of Georgia Appropriations Act,
that reflects the Georgia General Assembly’s approval of the annual budget.*?

The state of Georgia has also established, and maintains, a Revenue Shortfall Reserve
(RSR) which provides for the management of excess revenue collections in any given fiscal year.
By law, all surplus state funds existing at the end of each fiscal year are reserved and added to
the RSR, and funds held in the RSR carry forward from fiscal year to fiscal year without reverting
to the revenue collections fund within the General Fund at the end of a fiscal year.%®

Georgia Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in Georgia is composed of the general fund and
the other restricted and proprietary funds described in Chart Ill.

Chart Ill: State of Georgia Structure of the Governmental Fund
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Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation.

State of Georgia, Constitution of the State of Georgia, March, 2019. State of Georgia, Annual Comprehensive
Financial Report, March 1, 2023, ii.

SState of Georgia, Constitution of the State of Georgia, March, 2019. State of Georgia, Annual Comprehensive
Financial Report, March 1, 2023, ii.

S2State of Georgia, Constitution of the State of Georgia, March, 2019. State of Georgia, Annual Comprehensive
Financial Report, March 1, 2023, ii.

%3State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii-iv.
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The major sources of revenue that are held in the state of Georgia’s governmental fund and used
to fund operations and infrastructure are demonstrated in Chart IV, which presents a revenue
diversity analysis of the state’s governmental fund across a three-year period.

Chart IV: State of Georgia Revenue Diversity Analysis (Three
Fiscal Years)
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Revenues & Grants Other Revenues (Investment Earnings, Other)
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Source: Annual Comprehensive Financial Report for the year ending June 30, 2022; Annual Comprehensive
Financial Report for the year ending June 30, 2021, Comprehensive Annual Financial Report for the year ended
June 30, 2020 Calculations are based on actual audited revenue figures and are not adjusted for inflation. Amounts
in thousands.

[ Intergovernmental

In addition to the noted revenues, the state of Georgia also relies on municipal debt as
an avenue of public finance to raise funding. Article VII, Section IV, Paragraph V of the Georgia
State Constitution provides that the state may raise funding by incurring two types of debt —
general obligation debt and guaranteed revenue debt.> In Georgia, the proceeds from general
obligation debt can be used, generally, to acquire, construct, develop, extend, enlarge, or improve
land, waters, property, highways, buildings, structures, equipment, or facilities of the state of
Georgia, its agencies, departments, institutions and certain Georgia state authorities; to provide
educational facilities for county and independent school systems; and to provide public library
facilities for county and independent school systems, counties, municipalities, and boards of
trustees of public libraries, and other purposes.*® Guaranteed revenue debt may be incurred by
guaranteeing the payment of certain revenue obligations, however, such debt can be issued by
an instrumentality of the state of Georgia to finance certain specified public projects.*®

State public debt issuance in Georgia is the responsibility of the Georgia State Financing
and Investment Commission (the “Commission”), an agency and instrumentality of the state,
whose members are the governor, the president of the senate, the speaker of the house of
representatives, the state auditor, the attorney general, the state treasurer, and the
commissioner of agriculture.®” The Commission issues general obligation debt and guaranteed
revenue debt, and has the responsibility of applying the proceeds of the debt to the purposes for

**The State of Georgia, Constitution of the State of Georgia, March, 2019, 1-100.

®The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 11.
*The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 12.
*"The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 14.
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which it is incurred.®® The noted functions of the Commission are carried out by two statutory
divisions: (1) a Financing and Investment Division, which performs all services relating to the
issuance of public debt, and the investment and accounting of all proceeds and other funds that
are appropriated to the Commission for capital outlay purposes; and (2) a Construction Division,
which is responsible for all construction resulting from the issuance of public debt or from any
such other amounts that are appropriated to the Commission for infrastructure projects, except
in the case of bond proceeds for public road and bridge construction or reconstruction.* Public
road construction, bridge construction, and all other reconstruction or construction projects are
carried out by the Commission via contracts with the Department of Transportation or the State
Road and Tollway Authority.®® In Georgia, the Department of Transportation or the State Road
and Tollway Authority is the state entity charged with the supervision of and contracting for
designing, planning, building, rebuilding, constructing, improving, operating, owning, maintaining,
leasing, and managing of public roads and bridges for which general obligation debt has been
authorized.®’

Each year, the commission issues its debt management plan, which provides a five-year
projection of the state’s general obligation and guaranteed revenue bond, together with
projected debt service requirements for outstanding debt and any new debt issuances that are
projected in the current fiscal year and the four succeeding fiscal years.®? The annual debt
service requirements are compared to the actual treasury receipts of the state for the
immediately preceding fiscal year and projected future treasury receipts in order to determine
the ratio of debt service requirements to the prior year’s state treasury receipts.®® The noted ratio
is established by the constitution at a maximum of ten percent.®* However, the debt
management plan is limited to a maximum of seven percent by commission policy and serves
as a guide for the governor and the Georgia General Assembly in their consideration of the
authorization of new state debt during the budget process.®® Debt issuance levels may be
increased or decreased depending on the capital needs of the state of Georgia, together with an
analysis of projections of estimated treasury receipts in future years.®

In Georgia, local governments are enabled to create tax allocation districts pursuant to
Georgia Statute 0.C.G.A. § 36-44-8, which functions as a tax increment financing vehicle to
revitalize blighted or underutilized areas (i.e., brownfields, declining commercial corridors, and
industrial sites).®” Tax allocation districts can be administered by a wide range of local
governments and authorities, including cities, counties, housing authorities, and redevelopment
agencies.®® In order for a tax allocation district to be authorized, a member of the general
assembly must also introduce local legislation that authorizes the use of the state of Georgia’s
redevelopment powers, a special voter referendum may be necessary at the local level

%8The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 14.
%The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 14.
“The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 14.
5The State of Georgia, Georgia State Financing and Investment Commission, June 28, 2023, 14.
%2State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii-iv.

%State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii-iv.

%4State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii-iv.

%5State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii-iv.

%State of Georgia, Annual Comprehensive Financial Report, March 1, 2023, ii-iv.

®’Georgia Department of Community Affairs, Georgia Tax Allocation Districts, March 28, 2024,
https://www.appalachiandevelopment.org/rural-broadband-programs/georgia-tax-allocation-districts-tad/.
®8Georgia Department of Community Affairs, Georgia Tax Allocation Districts, March 28, 2024.
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depending on the jurisdictions creating and participating in the tax allocation district, and a local
redevelopment agency would be created by resolution.®

Georgia Water, Sewer, and Transportation Infrastructure Mandates by the State and Related State
Entities

In Georgia, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram Il.

Diagram ll: Georgia Select Infrastructure Funding Mandates Shared Across State Entities
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™y ™y
State Authorities - State Authorities -
Water & Sewer Transportation
Mandate Mandate
J vy
™y ra )
Georgia Department of
Environmental — Transportation
Finance Authority (DOT)
v "

n
M
A

| | Georgia State

Clean Water Drinking Water 7 Roaciap;i T?Ilway
State Revolving State Revolving uthority
Fund Fund \ )

-
Georgia State
Transportation

Infrastructure Bank

‘. oy

In Georgia, water and sewer financing at the state level is a mandate of the state and the
Georgia Environmental Finance Authority (GEFA), a state public authority founded in 1985 to
manage programs that conserve and improve Georgia’s energy, land, and water resources.”
GEFA provides loans for water, wastewater, and solid waste infrastructure; manages energy

%Georgia Department of Community Affairs, Georgia Tax Allocation Districts, March 28, 2024.
70 Georgia Environmental Finance Authority, https://gefa.georgia.gov/about-us
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efficiency and renewable energy programs; administers land conservation loans; and manages
and monitors state-owned fuel storage tanks. GEFA provides low-interest loans to cities,
counties, and local infrastructure authorities in the state of Georgia to enable them to fund
water, wastewater, and solid waste system improvements.

Similar to other states examined in this report, GEFA administers the Clean Water
Revolving Loan Program and Drinking Water Revolving Loan Program, leveraging state and
federal funding from the Environmental Protection Agency to provide low interest loans and
other financing to enable local governments to fund water and sewer projects.”’ Additionally,
GEFA administers the Georgia Fund (a state-funded loan program for water, wastewater, and
solid waste infrastructure, which also provides low-interest loans for energy-efficiency and
renewable energy projects at water and wastewater treatment plants, landfills, and municipal
solid waste facilities) and the Georgia Reservoir Fund (a state-funded loan program for water
supply projects).”?

The Georgia Transportation Infrastructure Bank (GTIB) is a low-interest loan and grant
program administered by the State Road and Tollway Authority (SRTA), which facilitates
low-interest rate loans and competitive grants for eligible municipal governments in Georgia that
want to carry out transportation projects.”® Together, the objectives of SRTA and GTIB are to
make an additional funding resource available to government entities, particularly at the local
level, and support them in funding critical local and state transportation needs that further
economic development and mobility.”* Many of the projects funded by SRTA and GTIB reflect a
high degree of local leadership, direction, administration, and serve to accelerate transportation
project delivery.”

Idaho State Jurisdictional Summary

The budget process and framework of fiscal governance in the state of Idaho is
governed by several statutes and the state’s constitution — most notably Article VII, Section 11
of the Idaho State Constitution, which requires that the state have a balanced budget annually.”®
Article VII, Section 11 specifically provides that: (1) state expenditures cannot exceed
appropriations; and (2) no appropriation can be made, nor any expenditure authorized by the
state legislature, where the expenditure of the state during any fiscal year exceeds the total tax
provided for by law, and applicable to such appropriation or expenditure, unless the legislature

1 Georgia Environmental Finance Authority,
https://gefa.georgia.gov/water-resources/water-and-sewer-financing/clean-water-state-revolving-fund

72 Georgia Environmental Finance Authority, https://gefa.georgia.gov/georgia-reservoir-fund

3Georgia Planning Association, Georgia Transportation Infrastructure Bank, March 29, 2024,
https://georgiaplanning.org/news/georgia-transportation-infrastructure-bank-gtib-loan-and-grant-funding-available-in-
2024/

74Georgia Planning Association, Georgia Transportation Infrastructure Bank, March 29, 2024.

SGeorgia Planning Association, Georgia Transportation Infrastructure Bank, March 29, 2024.

78State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).
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making such appropriation provides for levying a sufficient tax to pay the appropriation of
expenditure within the fiscal year.”” In addition to the constitutional requirement for a balanced
budget, Sections 67-3512 and 67-3512A of the State of Idaho Code provide authority to the
governor and the board of examiners to reduce appropriations in order to meet the
constitutional balanced budget requirement.”®

In the state of Idaho, the state treasurer is the chief financial officer and serves as the
receiver of all revenues charged with cash management and management of all investments for
the state. Additionally, the state treasurer pays all bills incurred by the state via the redemption
of state warrants and serves as the custodian of the state’s Workers Compensation Fund, and
others.”

Several statutes in Idaho create the foundation for the state’s framework of fiscal
governance, including Section 67-3512, which provides a mechanism for the reduction of
legislative appropriations.?® Section 67-3512 provides, in part, that: (1) any legislative
appropriation made for any department, office or institution of the state may be reduced by the
state board of examiners upon investigation and report of the administrator of the division of
financial management; (2) no reduction of legislative appropriations made to executive
department agencies shall be made without a hearing, with minor exceptions; (3) no reduction
of legislative appropriations for the elected officers in the executive department shall be made
to a level which prohibits the discharge of constitutional duties; and (4) no reduction of
legislative appropriations for the legislative and judicial departments shall be made without the
permission in writing of the head of such department.®'

In Section 67-3512A, the state of Idaho code further provides for the temporary
reduction of spending authority via an executive order of the governor in instances where the
governor determines that the expenditures authorized by the state legislature for the current
fiscal year exceed anticipated money available to meet those expenditures.®? The noted statute
provides processes for executive departments, offices or state institutions facing temporary
reductions in spending authority to appeal to the state board of examiners, and the state board
of examiners may, after hearing and consideration of evidence, restore said spending authority
to its original level or to such lesser level as may be required to assist the state in maintaining a
balanced budget.®

"7ldaho Legislature, Idaho Constitution, March 29, 2024, https://legislature.idaho.gov/statutesrules/idconst/.
8ldaho Legislature, Idaho Constitution, March 29, 2024, https:/legislature.idaho.gov/statutesrules/idconst/.
°State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).

®State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).

Idaho Legislature, Idaho Statutes Title 67 Chapter 35 67-3512, March 29, 2024,
https://legislature.idaho.gov/statutesrules/idstat/title67/t67ch35/sect67-3512/.

®State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).

Idaho Legislature, Idaho Statutes Title 67 Chapter 35 67-3512, March 29, 2024.

®2Gtate of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).

State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).

Idaho Legislature, Idaho Statutes Title 67 Chapter 35 Sect 67-3512A, March 29, 2024,
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The State of Idaho Code also includes certain budget stabilization mechanisms and
safeguards governing potential general fund shortfalls via Section 57-814 of Idaho Code, which
creates the Budget Stabilization Fund.®* The Idaho Budget Stabilization Fund is held in the Idaho
State Treasury for the explicit purpose of meeting any revenue shortfalls in the state’s general
fund, or to meet expenses associated with a major disaster in the state.?* Where general fund
receipts exceed the receipts of the previous fiscal year by more than four percent, the Idaho
State Controller transfers all general fund collections more than four percent to the Budget
Stabilization Fund, up to a certain capped amount, and subject to certain limitations.%

The State Division of Financial Management prepares the governor’s executive budget,
monitors legislative action involving the budget, and produces the revenue and economic
forecasts. Additionally, the state legislature’s Joint Economic Outlook and Revenue Assessment
Committee (the “Idaho EORAC") meets at the beginning of the legislative session and engages
in a review of the executive revenue forecast and advises leaders in the Idaho State Legislature
regarding the viability of the forecast.®’

Idaho Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in Idaho is composed of the general fund and the
other restricted and proprietary funds described in Chart V.

Chart V: State of Idaho Structure of the Governmental Fund

Nonmajor Governmental

(9.8%)

Land Endowments (-2.0%)
Federal Stimulus (3.1%)

Transportation (8.4%) \

*—————— General (53.2%)
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Source: Annual Comprehensive Financial Report for the year ending June 30, 2022. Calculations are based on actual audited revenue
figures and are not adjusted for inflation. The Land Endowments Fund is a negative value and therefore is not visually in the chart but
is included for transparency.

81daho Legislature, Idaho Statutes Title 57 Chapter 8 Sect 57-814, March 29, 2024,
https://legislature.idaho.gov/statutesrules/idstat/title57/t57ch8/sect57-814

State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).
%State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).
State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-1, 2).
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The major sources of revenue that are held in the state of Idaho’s governmental fund and used
to fund operations and infrastructure are demonstrated in Chart VI, which presents a revenue
diversity analysis of the state’s governmental fund across a three-year period.

Chart VI: State of Idaho Revenue Diversity Analysis (Three
Fiscal Years)
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Source: Annual Comprehensive Financial Report for the year ending June 30, 2022; Annual Comprehensive
Financial Report for the year ending June 30, 2021, Comprehensive Annual Financial Report for the year ended
June 30, 2020. Calculations are based on actual audited revenue figures and are not adjusted for inflation.
Amounts in thousands.

[ Intergovernmental

In Idaho, like many states, the General Fund is the state’s primary operating fund that accounts
for services that include general government, public safety and correction, health and human
services, education, economic development, and natural resources.® The General Fund in Idaho
includes all financial resources of the general government except those accounted for in
another fund.®

In Idaho, a majority of federal grant funds are held in special revenue funds, within the
governmental fund, and outside of the general fund, including: (1) the Health and Welfare
Special Revenue Fund, which holds funding from federal grants that are used for public
assistance, medical care, foster care, and other relief for eligible citizens; (2) the Transportation
Special Revenue Fund, which holds federal grants funds, together with fuel taxes, and
registration fees that are used for administration, construction, and maintenance of the state
highway and aviation systems; (3) the Federal Stimulus Special Revenue Fund, which accounts
for resources from federal grants that are used for expenditures related to the COVID-19
emergency, upgrading infrastructure, and premium pay for essential workers.*

Although the state of Idaho is primarily reliant on own-source revenues to fund
operations expenses from its general fund, Article VIII Section 1 of the Idaho Constitution, as
amended, provides that the state legislature shall not create any debts or liabilities, except in

8State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 40, Annual Comprehensive
Financial Report for the Fiscal Year Ended June 30, 2022.

8State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 40.

State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 40.
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extreme emergencies, unless authorized by law and then approved by the people at a general
election.’” The noted constitutional limitation in Article VIII, Section 1 does not apply to liabilities
incurred for ordinary operating expenses, or liabilities that are repaid by the end of the fiscal
year.%?

The limitation also does not apply to, or govern, debts or liabilities of independent public
bodies corporate and politic created by law, and which have no power to levy taxes or obligate
the general fund of the state, as such debt obligations are not liabilities of the state.®® At
present, Idaho is one of the few states in the U.S. with no state general obligation debt
outstanding. However, the state often relies on Tax Anticipation Notes to meet anticipated cash
flow requirements due to the time lag between when state revenue is received and when state
expenses are incurred.

Idaho, like many other states in this report, approaches tax increment financing
mechanisms as a vehicle to enable municipalities in the state to fund projects at the local
level.** Idaho’s history with tax increment financing dates to 1988, when the state legislature
adopted the Local Economic Development Act, Title 50, Chapter 29 of the Idaho Code, which
authorized the use of tax increment financing, via the mechanism known as “revenue allocation”
and with a focus on urban renewal.?® The basic authority to create urban renewal agencies and
to undertake urban renewal projects is granted to all cities and counties in Idaho by the state
legislature in Title 50, Chapter 20 of the Idaho Code.*® Under the Idaho Economic Development
Act, urban renewal agencies in the state receive the majority of their funding from tax increment
revenue, or debt secured by the tax increment revenue.”’

Idaho Water, Sewer, and Transportation Infrastructure Mandates by the State and Related State
Entities

In Idaho, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram .

1State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 40.

2ldaho Legislature, Idaho Constitution, March 29, 2024, https:/legislature.idaho.gov/statutesrules/idconst/.

%State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 26.

%State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).

%Garden City Idaho, Urban Renewal Agency FAQs, March 29, 2024,
https://gardencityidaho.org/index.asp?SEC=160BEF82-51E2-4136-A14D-C6D26D71D9C3&DE=0EA75CC6-7157-48FC-
8217-2D411933EC22.

%Idaho Legislator, Title 50 Municipal Corporations, May 2023,
https://legislature.idaho.gov/statutesrules/idstat/title50/t50ch20/.

’Garden City Idaho, Urban Renewal Agency FAQs, March 29, 2024,
https://gardencityidaho.org/index.asp?SEC=160BEF82-51E2-4136-A14D-C6D26D71D9C3&DE=0EA75CC6-7157-48FC-
8217-2D411933EC22.
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Diagram lll: Idaho Select Infrastructure Funding Mandates Shared Across State Entities
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Water and sewer projects in the state of Idaho are funded by two separate entities — the
Idaho Water Resource Board and the Idaho Department of Environmental Quality.*® The Idaho
Water Resource Board relies on project revenues and municipal bonds to fund the promotion,
construction, rehabilitation, and repair of water projects. In the case of bond-financed facilities,
when the debt service is fully paid, ownership of the acquired facilities transfers to the entity
served by the bond issuance.”

The Idaho Department of Environmental Quality (DEQ) administers two revolving loan
funds that provide funding for the construction of publicly owned wastewater and drinking water
treatment facilities: the Clean Water State Revolving Fund and the Drinking Water State
Revolving Fund. Via the noted vehicles, the DEQ provides low-interest loans and grants,
leveraging federal funds and state matching dollars, to enable municipalities to carry out clean
water and drinking water projects.’®

%8State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 116-118.
%State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 119.
%State of Idaho, State of Idaho Annual Comprehensive Financial Report, June 30, 2022, 119.

31



The Idaho Housing and Finance Association (IHFA) (formerly the Idaho Housing Agency)
was initially created in 1972 to issue notes and bonds in furtherance of its purpose of providing
safe and sanitary housing for persons and families of low income residing in the state and to
coordinate and encourage cooperation among private enterprise and state and local
governments to sponsor, build, and rehabilitate residential housing for such persons and
families.’®" The IHFA has since been granted authority to finance transportation projects, as well
as projects in other sectors, often working closely with the Idaho Department of
Transportation.'®

The IHFA can fund a broad range of transportation projects, pursuant to its authority
under Chapter 62 of Title 67 of the Idaho Statutes, including “a road, street, parkway,
right-of-way, bridge, railroad crossing, drainage structure, sign, guardrail, structure, interstate,
surface, resurface, shoulder, roadside, or any other work, and any planning development,
management and construction related thereto, all as approved or recommended to the
association by the transportation board.”'® Significant levels of transportation funding in Idaho
leverage federal funding, and municipal borrowing done via the IHFA." In 2005, the Idaho State
Legislature enacted legislation that authorized the issuance of Grant Anticipation Revenue
Vehicle (GARVEE) bonds or notes to fund transportation infrastructure projects in the state and
enabled the payment of interest and principal with future federal aid highway apportionments.%
The legislation specifically provides that bonding authority “should be used in a manner that
does not obligate future legislatures or governors for additional bonding and be used to finance
projects that are of the highest critical need based on safety, traffic volume or projected
demand.”'%

Additionally, in 2021 the Idaho State Legislature enacted legislation that will allocate $80
million annually from state sales tax own-source revenue receipts to the Transportation
Expansion and Congestion Mitigation (TECM) fund.’® The TECM fund will be utilized by the
Idaho Transportation Department for large infrastructure projects on the state’s highway
system, and will support future issuance of $1.6 billion in bonding capacity under the TECM by
the IHFA.'%

Outside of the state agencies noted above, Idaho creates a funding channel for general
infrastructure projects via Ildaho Code Title 67, Chapter 87, the “Idaho Bond Bank Authority Act”,
which created a state bond bank.’ The Idaho Bond Bank was authorized, among other powers,
to issue bonds payable from or secured by municipal bonds or notes of one or more

"State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
%2Gtate of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
%3State of Idaho Legislature, https:/legislature.idaho.gov/statutesrules/idstat/title67/t67ch62/
'%Gtate of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
'%Gtate of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
%gState of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
%State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
'%gState of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-16).
%|daho Legislature, Title 67 State Government and State Affairs, March 29, 2024,
https://legislature.idaho.gov/statutesrules/idstat/title67/t67ch87/.
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municipalities (including cities, counties, school districts, and other political subdivisions), to
purchase municipal bonds, to pledge sales tax revenues of the state of Idaho as a source of
payment or security for bonds issued by the bond bank, and to establish debt service reserve
funds for its bonds.™™

The enabling legislation for the bond bank in Idaho also provides an intercept
mechanism whereby the state treasurer can make payments on the bonds of participating
municipalities and, if reimbursement is not timely made, intercept the receipt of any payment of
property taxes, sales tax moneys to be distributed to the defaulting municipality, or any other
source of operating moneys provided by the state to the defaulting municipality.”" To that end,
the Idaho Bond Bank'’s intercept mechanism serves as a form of credit enhancement for
municipalities, counties, and political subdivisions in Idaho, offering them access to the capital
markets at lower costs of capital than they otherwise would achieve on their own."?

lllinois State Jurisdictional Summary

lllinois Framework of Fiscal Governance, Budget, and Appropriations Process

The framework of fiscal governance in lllinois is governed by the state’s constitution,
including Article VIII, Section 2(a), which governs the budget process in lllinois and requires that
the governor prepare and submit to the General Assembly, at a time prescribed by law (which
traditionally has been in February of each year), a state budget for the ensuing fiscal year with:
(1) recommended spending levels for state agencies; and (2) estimated funds available for
appropriation from tax collections and other sources, and state debt and liabilities.”® While the
Governor's Office of Management in lllinois is responsible for estimating revenues and
developing budget recommendations that reflect the governor's programmatic and spending
priorities, the Commission on Government Forecasting and Accountability is charged with
estimating revenues for the legislative branch of government.'*

In Illinois, the budget must contain balanced estimated revenues and proposed
expenditures for the upcoming fiscal year.""® Various state agencies are also charged with
estimating the cost of potential spending pressures for the next fiscal year, and: (1) annualizing
current program levels; (2) expanding services for existing programs; and (3) initiating new
programs.’'® Agencies develop a capital budget in a process that runs concurrently with the
development of the operating budget for the state of Illinois.""” The state of Illinois Capital
Development Board conducts a technical review and prepares cost estimates for state facility
projects for which it will be responsible, but other types of capital projects, including highway,
mass transit and airport facility construction, and alternative energy or school facility

%State of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-14, A-15).
MState of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-14, A-15).
M2Gtate of Idaho, State of Idaho Tax Anticipation Notes, Series 2021, June 22, 2021, 1-80 (A-14, A-15).
"3State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
5State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
"eState of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
"State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
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construction, are reviewed by other Illinois state agencies.'® After capital projects are reviewed,
proposed capital projects are ranked by category considering need, availability of resources, and
the governor's priorities regarding repair and maintenance projects versus new construction."®

The governor of lllinois must present his budget to the general assembly no later than
the third Wednesday in February of each year.'® Specifically, the proposed budget prepared by
the governor is introduced for formal consideration by the general assembly through one or
more appropriations bills.'*' The state legislature reviews the governor's budget
recommendations via hearings before house and senate appropriations committees, which
have the power to adopt amendments to change the funding level recommended by the
governor.’?> An appropriation bill moves to the full house or senate for debate, any amendment,
and a vote once adopted by the committee.'® Final approval of the budget will traditionally
occur at the end of the legislative session.'® The governor may reduce or veto any item of
appropriations in a bill passed and presented to him by the general assembly, pursuant to Article
IV, Section 9(d) of the Illinois Constitution.'?

The state of Illinois has experienced financial challenges stemming, in part, from a
budget impasse from 2015 through 2017, which resulted in the state’s accumulation of a
significant backlog of unpaid bills when parts of the state’s budget were not appropriated.’®
Despite actions to increase revenue, control costs, leverage municipal bonds, and tap reserves,
the state was not able to make progress towards reducing the budgetary deficit and eliminating
payment delays on its unpaid bills.”®” The COVID-19 pandemic exacerbated such pressures,
reducing revenue while growing the expenditure pressures on the state.'” To navigate the noted
challenges, the state availed itself of the Federal Reserve Bank’s Municipal Liquidity Facility and
utilized interfund borrowing.’®

In efforts to support expansions in capital investment, in 2019 the governor of Illinois
signed the Rebuild lllinois Capital Plan, which passed the general assembly with bipartisan
support, into law.”° Rebuild lllinois, the largest infrastructure investment in the state’s history, is
a six-year, $45 billion capital investment plan for infrastructure and economic development, and
is memorialized in Public Acts 101-007, 101-029, 101-030, 101-031, and 101-032, known as the
“Rebuild Illinois Acts”."® The Rebuild Illinois Acts include several mechanisms of public finance
to fund capital investment, including appropriation authority, revenues, bonding, federal funds,
private funds, and others. Infrastructure sectors prioritized in the plan include mass transit
projects, transportation, education, state facilities, statewide deferred maintenance,

"8State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
"°State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-11-12).
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28Gtate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-18).
2Gtate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-18).
%05tate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-22).
¥State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-22).
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environment, conservation, and others.'®?

lllinois Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in lllinois is composed of the general fund and
the other restricted and proprietary funds described in Chart VII.

Chart VII: State of lllinois Structure of the Governmental Fund

Other Nonmajor Funds
(34.9%)

General Fund (65.1%)

Source: Annual Comprehensive Financial Report for Fiscal Year Ended June 30, 2022 and Interim Annual Comprehensive Financial
Report Highlights for the Fiscal Year Ended June 30, 2022 - Updated June 2023. Calculations are based on actual audited revenue
figures and are not adjusted for inflation

The major sources of revenue that are held in the state of lllinois governmental fund, and used
to fund operations and infrastructure are demonstrated in Chart VIII, which presents a revenue
diversity analysis of the state’'s governmental fund across a three-year period.

"S2Gtate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-22).
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Chart VIII: State of lllinois Revenue Diversity Analysis (Three
Fiscal Years)

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges) [ Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

2021 [EYASERWAL 36/397,836 -
oo o

Source: Annual Comprehensive Financial Report for Fiscal Year Ended June 30, 2022 and Interim Annual
Comprehensive Financial Report Highlights for the Fiscal Year Ended June 30, 2022 - Updated June 2023; Annual
Comprehensive Financial Report for Fiscal Year Ended June 30, 2021 and Interim Annual Comprehensive Financial
Report Highlights for the Fiscal Year Ended June 30, 2021 - January 2022; Annual Comprehensive Financial Report
for Fiscal Year Ended June 30, 2020. Calculations are based on actual audited revenue figures and are not adjusted
for inflation. Amounts in thousands.

In lllinois, like most states, the general fund holds a large portion of the state’s tax
revenues and is the principal fund that the state relies on to fund operating expenses.'® The
general fund in lllinois consist of the: (1) General Revenue Fund; (2) the Education Assistance
Fund; (3) the Common School Fund; (4) the General Revenue-Common School Special Account
Fund; (5) the Fund for the Advancement of Education; (6) the Commitment to Human Services
Fund; and (7) the Budget Stabilization Fund."*

When the Rebuild Illinois Capital Plan, described earlier, was adopted, additional
revenues were authorized to finance debt service from the issuance of bonds and enable
investments in infrastructure on a pay-as-you-go basis for transportation and non-transportation
projects from sources that include: (1) an increase in the Motor Fuel Tax; (2) an increase in
vehicle and electric vehicle registration fees; (3) tiered increases for various other title and
registration fees; (4) an increase in the tax on special fuels; (5) gaming expansions (sports
wagering, video gaming, casino gaming); (6) a new tax on parking lots and garages; (7) a cap on
the sales tax exemption value of traded-in vehicles, and later private vehicle sales; (8) an
increase to the cigarette tax; and (9) legislation to increase compliance for remote online
retailers collecting the state sales tax.”®

Several of the noted own-source revenues are also earmarked for various dedicated
transportation sources or for public finance vehicles that raise money for transportation
investments in lllinois, bypassing the General Fund.”*® For example, vehicle license and
registration fees and the increase on special fuels are deposited in the Road Fund to cover debt
service costs on bonds, and one percent of the five percent state tax on motor fuel purchases in

'$3Gtate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-2).

'345tate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-21- 22).
'$5State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-21- 22).
%State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-21- 22).
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lllinois is also deposited into the Road Fund.™’ Additionally, revenue collected from a nineteen
cent increase in the motor fuel tax is allocated to the Transportation Renewal Fund and to fund
local road and transit districts projects, as well as state transportation construction projects, on
a pay-as-you-go basis.™®

lllinois, like many states examined in this report, has enabled TIF as a public finance
mechanism for local government use."® Local governments can form tax increment financing
districts by designating areas within their jurisdictions and dedicating sales tax revenues and
additional property tax revenues that are generated within the district for capital improvements
that advance workforce outcomes and economic development. The kinds of projects that can
be funded in the district by local governments generally include the development or
redevelopment of property, historic renovation, blight remediation, and other projects that
catalyze economic growth in urban areas within the state facing decline.™

lllinois Water, Sewer, and Transportation Infrastructure Mandates by the State and Related State
Entities

In lllinois, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram IV.

Diagram IV: lllinois Select Infrastructure Funding Mandates Shared Across State Entities

The State of lllinois

State Authorities — Water & State Authorities —
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Environmental
Protection (IDEP)

_| Winois Department of
Transportation

Water Pollution Public Water lllinois State Toll
Control Loan Supply Loan | Highway Authority
Program Program
(WPCLP) (PWSLP)

¥7State of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-21- 22).

'%3tate of lllinois, General Obligation Bonds, November 28, 2023, 1-164 (A-21- 22).

$Gtate of lllinois Department of Commerce & Economic Opportunity, Tax Increment Financing, March 28, 2024,
https://dceo.illinois.gov/expandrelocate/incentives/taxincrementfinancing.html.

“State of lllinois Department of Commerce & Economic Opportunity, Tax Increment Financing, March 28, 2024,
https://dceo.illinois.gov/expandrelocate/incentives/taxincrementfinancing.html.

“State of lllinois Department of Commerce & Economic Opportunity, Tax Increment Financing, March 28, 2024,
https://dceo.illinois.gov/expandrelocate/incentives/taxincrementfinancing.html.
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Transportation projects in Illinois are managed and led by the Illinois Department of
Transportation (IDOT)."*? IDOT has statutory responsibility for the planning, construction,
operation, and maintenance of the lllinois transportation network, which encompasses
highways and bridges, airports, public transit, rail freight, and rail passenger systems.'*
Additionally, the lllinois State Toll Highway Authority (ITHA) operates a toll highway system and
oversees the infrastructure assets that provide limited-access highways within Illinois, with
state approval of new toll highways and issuance of bonds.™**

In Illinois, as in most states, water and sewer projects are primarily funded via revolving
loan programs under the auspices of the Illinois Environmental Protection Agency.'*
Specifically, the Wastewater and Drinking Water loan programs provide low-interest loans
through the State Revolving Fund (SRF), which consists of two loan programs aimed at
improving the quality of lllinois water resources: (1) the Water Pollution Control Loan Program
(WPCLP), which primarily provides funding for wastewater and stormwater projects; and (2) the
Public Water Supply Loan Program (PWSLP), which primarily provides funding for drinking water
projects. As in most states, the noted programs are capitalized with federal funding, state
matching funds, interest earnings, loan repayments, and the sale of bonds.'*®

Outside of funding water and sewer projects using traditional methods of state revolving
funds via the WPCLP and PWSLP, Illinois is also a contributing member and participant in a
multi-state effort together with the states of Michigan, Minnesota, New York, Ohio, Pennsylvania,
and Wisconsin, which is known as the Great Lakes Protection Fund and is managed by an
lllinois not-for-profit corporation.'’ Serving as the first multi-state environmental endowment in
the United States since it was established in 1989, the Great Lakes Protection Fund makes
investments that restore and maintain the Great Lakes’ water quality by providing grant funding
for projects that promote the objectives of the regional Great Lakes Toxic Substance Control
Agreement and the binational Great Lakes Water Quality Agreement.’*®

Notable features of the Great Lakes Protection Fund'’s operating structure are the
following: (1) states becomes a member of the fund by agreeing to make a one-time
contribution of $81 million, as set forth in the articles of incorporation of the non-profit that
manages the fund; (2) the state’s governor becomes a “member” of the Great Lakes Protection
Fund, with authority to appoint two individuals to the board of directors; (3) financial decisions
for the Great Lakes Protection Fund rest with the board of directors, within the boundaries of
restrictions in the articles of incorporation; (4) two-thirds of the income of the Great Lakes
Protection Fund is used to finance projects compatible with objectives articulated in the articles
of incorporation and the remaining one-third is paid to member states in the form of “state

2||linois Department of Transportation, IDOT Home, March 29, 2024, https:/idot.illinois.gov/.

3|linois Department of Transportation, IDOT Home, March 29, 2024, https:/idot.illinois.gov/.

44State of lllinois, Annual Comprehensive Financial Report, August 15 2023, 51, Annual Comprehensive Financial
Report for Fiscal Year Ended June 30, 2022.

“3llinois Environmental Protection Agency, Water/Stormwater and Drinking Water Loans, June 30, 2024,
https://epa.illinois.gov/topics/grants-loans/state-revolving-fund.html.

“%]llinois Environmental Protection Agency, Water/Stormwater and Drinking Water Loans, June 30, 2024,
https://epa.illinois.gov/topics/grants-loans/state-revolving-fund.html.

47State of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58.

48State of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58.
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shares” — an amount in proportion to the amount and period of time that each state’s
contribution was invested with the fund.'*

Kentucky State Jurisdictional Summary

Kentucky Framework of Fiscal Governance, Budget, and Appropriations Process

In Kentucky, the framework of fiscal governance and structure of government arises
under the constitution of the commonwealth first adopted in 1792, and various state laws."
The governor serves as the chief executive of the commonwealth, and policies are directed
through the various cabinets.’ The two components of the general assembly serve as the
Kentucky State Legislature: the state senate and the state house of representatives.’s? All
revenue-raising issues in the commonwealth of Kentucky must be initiated in the house of
representatives.’®

The commonwealth of Kentucky uses a biennial budget model, with budgetary control
maintained at the budget unit level and the use of encumbrance accounting to ensure the
availability of funding before contracts are finalized.'* Pursuant to Kentucky’s budget and fiscal
administration processes, payments on contracts that result in overruns of available balances
are not released until budget revisions are approved, with the exception of encumbrances for
long-term construction projects in the Transportation Fund and the Capital Projects Fund —
those are included in assigned fund balance.’®

Like many other states that we examined for this study, the commonwealth of Kentucky
and many of its state authorities rely on two kinds of debt financing as a core avenue of public
finance to fund general infrastructure: (1) appropriation supported debt (a general obligation of
the state or a lease revenue obligation of an issuing agency created by the Kentucky General
Assembly to finance various projects subject to state appropriation for all or a portion of the
debt service on the bonds); or (2) non-appropriation supported or moral obligation debt (a
special obligation secured and payable solely from the sources pledged for the payment thereof
and does not constitute a debt, liability, obligation, or pledge of the faith and credit of the
commonwealth of Kentucky)."*®

Kentucky Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in Kentucky is composed of the general fund and
the other restricted and proprietary funds described in Chart IX.

#9State of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58.

%%Kentucky General Assembly, Constitution of Kentucky, November 3, 2020,
https://apps.legislature.ky.gov/law/constitution.

"TCommonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 3, Annual Comprehensive
Financial Report for the Fiscal Year ended June 30, 2022.

®2Commonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 3.

Commonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 3.

%*Commonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 3.

5Commonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 3.

5Commonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 5.
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Chart IX: State of Kentucky Structure of the Governmental Fund

Non-Major Governmental
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/ General (38.2%)

Federal (49.5%)

Transportation (4.3%)

Source: Annual Comprehensive Financial Report for the Fiscal year ended June 30, 2022 and Supplementary Information to the Annual
Comprehensive Financial Report. Calculations are based on actual audited revenue figures and are not adjusted for inflation. The
Capital Projects Fund is a negative value and does not visually appear in the chart, but the data is included for transparency.

The major sources of revenue that are held in the state of Kentucky governmental fund and used
to fund operations and infrastructure are demonstrated in Chart X, which presents a revenue
diversity analysis of the state’'s governmental fund across a three-year period.

Chart X: State of Kentucky Revenue Diversity Analysis (Three
Fiscal Years)

[l Own-Source Revenues (Taxes) [JJ Own-Source Revenues (Fines, Fees, Charges) [l Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

syl 16,276,878 19,087,665 _
2020 REMERREE 13,060,301 _
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Source: Annual Comprehensive Financial Report for the Fiscal year ended June 30, 2022 and Supplementary
Information to the Annual Comprehensive Financial Report; Annual Comprehensive Financial Report for the Fiscal
year ended June 30, 20217 and Supplementary Information to the Annual Comprehensive Financial Report;
Comprehensive Annual Financial Report for the Fiscal year ended June 30, 2020 and Supplementary Information to
the Annual Comprehensive Financial Report Calculations are based on actual audited revenue figures and are not
adjusted for inflation. Amounts in thousands.

Kentucky, like many states, enables localities to use tax increment financing (TIF) as a public
finance vehicle. The three principal tax increment financing programs in Kentucky (Real Property

40



and Ad Valorem Tax Revenues, Mixed Use Redevelopment in Blighted Urban Areas, and
Signature Project) can be used by cities to fund infrastructure improvements centered on urban
development, blight remediation projects, as well as public and private development projects.'’
In many instances in Kentucky, local governments provide the initial funding for tax increment
financing projects and they will use the increase in tax revenues that result from the economic
growth associated with the project to reimburse the government’s associated expenditures over
time, for a period of up to 20 years."® In Kentucky, like several states in this report who authorize
tax increment financing, the arrangements carry many restrictions, including: (1) funding raised
is restricted in their use by geography and purpose; (2) details of the transaction are
memorialized in a tax increment financing agreement; (3) state notification, and other
requirements."®

Kentucky Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In Kentucky, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram V.

Diagram V: Kentucky Select Infrastructure Funding Mandates Shared Across State Entities
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%’Kentucky League of Cities, Tax Increment Financing, March 29, 2024, https://www.klc.org/InfoCentral/Detail/26.
%8Kentucky League of Cities, Tax Increment Financing, March 29, 2024, https://www.klc.org/InfoCentral/Detail/26.
%9Kentucky League of Cities, Tax Increment Financing, March 29, 2024, https://www.klc.org/InfoCentral/Detail/26.
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Like many states, the commonwealth of Kentucky leverages the clean water and drinking
water revolving loan programs as the primary public finance vehicles to fund water and sewer
projects in the state. Kentucky's clean water and drinking water state revolving fund programs
provide financing in the form of low interest loans for infrastructure projects that are considered
a priority, and are administered by the Kentucky Infrastructure Authority, which serves as the
state’s infrastructure bank.’®® Although a primary function of the Kentucky Infrastructure
Authority is to fund water and sewer infrastructure via the noted revolving loan programs, in
1989 it was also authorized to manage an Infrastructure Revolving Fund to provide funding for
the construction or acquisition of infrastructure projects (both water and wastewater) through
low-interest state funded loans, with an interest rate structure that mirrors those of the SRF
programs.’®’

Transportation funding in Kentucky is managed primarily by the Kentucky Transportation
Cabinet and through The Kentucky Public Transportation Infrastructure Authority, an
independent municipal corporation and political subdivision of the commonwealth of Kentucky
established in 2009.%> The enabling act for the Kentucky Public Transportation Infrastructure
Authority, the Kentucky Revised Statute Chapter 175B, empowers the authority to review,
approve, and monitor significant transportation projects and to assist with the operation,
financing, and management of those projects within the commonwealth of Kentucky and
between the commonwealth and the state of Indiana.’®® The Kentucky Public Transportation
Infrastructure Authority is operationally and administratively united with the Kentucky
Transportation Cabinet, relying exclusively on Kentucky Transportation Cabinet staff to
operate.'® At present, the Authority is engaged in overseeing a single project, the
Louisville-Southern Indiana Ohio River Bridges project.’®®

In 2013, a cross-jurisdictional collaboration was established between the Indiana
Department of Transportation, the Indiana Finance Authority, the Kentucky Public Transportation
Infrastructure Authority, and the Kentucky Transportation Cabinet via a development agreement
that established an allocation of toll revenues equally between the Kentucky Public
Transportation Infrastructure Authority and the Indiana Finance Authority, with toll collections

®"Commonwealth of Kentucky, Clean Water State Revolving Fund, 2024, 1-55,
https://kia.ky.gov/FinancialAssistance/Intended%20Use%20Plans/2024%20CWSRF%20DRAFT%20IUP.pdf.
Commonwealth of Kentucky, State Fiscal Year 2024 Draft Intended Use Plan, 2024, 1-90,
https://kia.ky.gov/FinancialAssistance/Intended%20Use%20Plans/2024%20DWSRF%20DRAFT%20IUP.pdf.
®TKentucky Infrastructure Authority, KIA Loan Programs Overview, March 29, 2024,
https://kia.ky.gov/FinancialAssistance/Pages/default.aspx

®2Team Kentucky Transportation Cabinet, Kentucky Public Transportation Infrastructure Authority, 2023,
https://transportation.ky.gov/KPTIA/Pages/default.aspx.

®3Team Kentucky Transportation Cabinet, KPTIA, March 29, 2024,
https://transportation.ky.gov/KPTIA/Pages/default.aspx.

®4Team Kentucky Transportation Cabinet, KPTIA, March 29, 2024,
https://transportation.ky.gov/KPTIA/Pages/default.aspx.

®5Team Kentucky Transportation Cabinet, KPTIA, March 29, 2024,
https://transportation.ky.gov/KPTIA/Pages/default.aspx.
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subject to rate covenants that require that tolls generated be sufficient to cover debt service,
project costs, and necessary reserves related to municipal bonds.'®

Separate from its functional role with the Kentucky Public Transportation Infrastructure
Authority, the Kentucky Transportation Cabinet relies on a diverse pool of funds to finance
transportation systems. The Transportation Fund is a major special revenue fund of the
commonwealth of Kentucky that accounts for and reports specific revenue sources that are
restricted or committed for the construction, preservation, and maintenance of roads.'®’
Transportation funds annually consist of Kentucky state road funds, general funds from the
commonwealth of Kentucky, restricted funds, and federal funds.'®

Kentucky state road funds consist of the following revenue sources: (1) motor vehicle
usage tax; (2) vehicle and boat registration; (3) motor vehicle operator’s licenses; (4) motor fuels
tax; (5) tolls; and (6) interest or investment earnings. Road funds can be used for road
construction, maintenance, operations, engineering, planning and research, and the majority of
the Kentucky Transportation Cabinet’'s administrative functions.'® It is important to note that the
constitution of the commonwealth of Kentucky prohibits the use of state road funds on
non-highway-related projects.'”®

General funds of the state of Kentucky (comprising taxes on sales and use, income,
corporations, coal severance, property, and lottery receipts) may be used by the Kentucky
Transportation Cabinet to match federal dollars for the public transit and aviation programs.’”"
Outside of general funds and road funds, Kentucky also relies on federal funds from the Federal
Highway Trust Fund, public transit, federal aviation administration funds, and various other
grants and earmarks to fund transportation.'’?

%Kentucky Public Transportation Infrastructure Authority, Annual Comprehensive Financial Report, December 1,
2023, 2,
https://transportation.ky.gov/KPTIA/Financial%20Statements/FY%202023%20Annual%20Comprehensive%20Financi
al%20Report.pdf.

®’Commonwealth of Kentucky, Gov. Beshear Announces $2.8 Million in Transportation Funding to Local
Governments for Street and Road Improvements, June 2, 2022,
https://www.kentucky.gov/Pages/Activity-stream.aspx?n=GovernorBeshear&prld=1355

Commonwealth of Kentucky, Annual Comprehensive Financial Report, January 25, 2023, 24.

%8k entucky Transportation Cabinet, Funding Needs, 2023, 1,
https://transportation.ky.gov/Planning/Documents/Ch%204%20-%20Funding%20Needs.pdf.

%9Kentucky Transportation Cabinet, Funding Needs, 2023, 2.

7%Kentucky Transportation Cabinet, Funding Needs, 2023, 2.

1Kentucky Transportation Cabinet, Funding Needs, 2023, 2.

72Kentucky General Assembly, Constitution of Kentucky, November 3, 2020,
https://apps.legislature.ky.gov/law/constitution.

Kentucky Transportation Cabinet, Funding Needs, 2023, 2.
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Maryland State Jurisdictional Summary

Maryland Framework of Fiscal Governance, Budget, and Appropriations Process

In Maryland, the framework of fiscal governance and structure of government are
enabled by the state of Maryland constitution.'”® The state of Maryland’s general assembly is a
bicameral legislature, consisting of a state senate with forty seven members and a house of
delegates with 141 members."* Pursuant to the Maryland Constitution, the governor must
annually submit a balanced budget to the general assembly for the following year, using a
legally mandated budgetary fund structure.'’® Every state agency receives appropriations at a
program level and the state also uses an encumbrance as a tool for managing available
appropriations.’”®In Maryland, an encumbrance is “a commitment against allotment for legally
binding purchase orders and contracts representing goods and services which have not yet
been received.” Accordingly, encumbrances become expenditures and create a liability only
when the goods or services are received by the state.'”’

The Maryland General Assembly is not authorized to increase the budget, except in
certain organizational units.’”® A Spending Affordability Committee, comprised of select
designated officers of the general assembly and other members, submits a report annually to
the general assembly’s Legislative Policy Committee and to the governor recommending: (1) the
level of state spending; (2) the level of new debt authorization; (3) the level of state personnel;
and (4) the use of any anticipated surplus funds.'”®

Additionally, the Capital Debt Affordability Committee, composed of the state treasurer,
the comptroller, the secretary of budget and management, the secretary of transportation, and
one person appointed by the governor, submits an estimate of the maximum amount of new
general obligation debt that can be authorized to the governor annually, and issues a report that
encompasses all tax-supported debt, general obligation debt, bonds issued by the Department
of Transportation, and capital lease transactions, among others.'® Although the Capital Debt
Affordability Committee serves as an advisory function, the governor is required to give due
consideration to their findings in preparing new general obligation debt authorizations for the
ensuing fiscal year.®' The state of Maryland’s Capital Budget supports transportation projects,
roads, mass transit, education projects, environmental projects, and other facilities to support
public services and communities.®?

The state of Maryland, similar to other states in this study, is empowered to issue
general obligation bonds, which are backed by the full faith and credit of the state, and

73State of Maryland, Constitution of Maryland, September 28, 2022,
https://msa.maryland.gov/msa/mdmanual/43const/html/const.html.

74State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5, Maryland Annual
Comprehensive Financial Report 2022

5State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.

78State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.

77 State of Maryland, Glossary of Budget Terms, https://dbm.maryland.gov/budget/Pages/glossary.aspx
78State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.

"9State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.

'80State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.

'"®1State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.

'82Gtate of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 1-5.
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dedicated revenue bonds for the Department of Transportation and other business-type
activities.”®® There are statutory limitations on the issuance of long-term bonded debt. For
example, Maryland state law limits the principal amount of Consolidated Transportation Bonds
that can be outstanding to under $4.5 billion and further limits levels of debt outstanding to the
amount authorized in the budget.*

Maryland Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in Maryland is composed of the general fund and
the other restricted and proprietary funds described in Chart XI.

Chart Xl: State of Maryland Structure of the Governmental Fund
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General (89.2%)

Source: Annual Comprehensive Financial Report 2022. Calculations are based on actual audited revenue figures and are not adjusted
for inflation.

The major sources of revenue that are held in the state of Maryland governmental fund and
used to fund operations and infrastructure are demonstrated in Chart XIl, which presents a
revenue diversity analysis of the state’s governmental fund across a three-year period.

'8Gtate of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 12.
'85tate of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 12.
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Chart XII: State of Maryland Revenue Diversity Analysis
(Three Fiscal Years)

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges)
Revenues & Grants Other Revenues (Investment Earnings, Other)

0o | e
2021 WZEZEWA 18,692,216 -
2020 | T

Source: Annual Comprehensive Financial Report 2022; Annual Comprehensive Financial Report 2021;
Comprehensive Annual Financial Report 2020. Calculations are based on actual audited revenue figures and are
not adjusted for inflation. Amounts in thousands.

[ Intergovernmental

The state of Maryland maintains seven governmental funds, including the general fund
and the Department of Transportation special revenue fund, both of which are considered to be
major funds. Additionally, the state has six enterprise funds, four of which are considered major
enterprise funds: (1) the Economic Development Loan Programs; (2) the Unemployment
Insurance Program; (3) the Maryland Lottery and Gaming Control Agency; and (4) the Maryland
Transportation Authority.'®®

Maryland, like other states examined for this report, enables TIF via state legislation
authorized in 1980. Title 12, Subtitle 2 of the Economic Development Article of the Annotated
Code of Maryland (the Tax Increment Financing Act) authorizes counties, cities, towns, and
other municipalities to use tax increment finance to fund infrastructure development,
redevelopment, and a range of general infrastructure and other purpose projects.’® The statute
requires that the municipality establish a “development district” and a “special fund” for the
public improvements that are to be funded via tax increment financing. Where bonds will be
issued by the locality to raise money for the tax increment financed project, the special fund
serves as a dedicated sinking fund to pay debt service for the bonds, and holds incremental tax
revenue resulting from the TIF for that purpose.’®’

Maryland Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In Maryland, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram VI.

'8State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 12.

1862022 Maryland Statutes Economic Development, Title 12 - Local Development Authorities and Resources
Subtitle 2 - Tax Increment Financing Act,
https://law.justia.com/codes/maryland/2022/economic-development/division-ii/title-12/subtitle-2

1872022 Maryland Statutes Economic Development, Title 12 - Local Development Authorities and Resources
Subtitle 2 - Tax Increment Financing Act,
https://law.justia.com/codes/maryland/2022/economic-development/division-ii/title-12/subtitle-2/.
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Diagram VI: Maryland Select Infrastructure Funding Mandates Shared Across State Entities
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The authority to fund and manage transportation projects in Maryland rests primarily
with the Maryland Transportation Authority, which is responsible for the operation and
maintenance of toll roads, bridges, and tunnels in the state, and the Maryland Department of
Transportation (“MDOT")."® MDOT retains the responsibility for capital investments as well as
operating and planning activities that reach across all modes of transportation, led by a
transportation secretary whose office establishes transportation policy and oversees five
transportation business units: (1) the Maryland Aviation Administration; (2) the Maryland Port
Administration; (3) the Maryland Transit Administration; (4) the Motor Vehicle Administration;
and (5) the Maryland State Highway Administration (SHA).'® The Secretary of Transportation
also serves as the Chairman of the Maryland Transportation Authority, ensuring close
coordination with the state agency responsible for Maryland'’s eight toll facilities and for
financing new revenue producing projects.' The Maryland Department of Transportation

'8State of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 34.

"®Maryland Department of Transportation, FY 2022 - 2025 Maryland Statewide Transportation Improvement Program,
2022, 5, Maryland Statewide Transportation Improvement Program FY 2022-2025

“"Maryland Department of Transportation, FY 2022 - 2025 Maryland Statewide Transportation Improvement Program,
2022, 5.
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special revenue fund accounts hold the resources that fund the operation of the state's
transportation activities, not including debt service or pension costs.'’

The Maryland Water Infrastructure Financing Administration was created in 1988 to
encourage capital investment for wastewater and drinking water projects pursuant to the
Federal Clean Water Act of 1987 and the Federal Safe Drinking Water Act and Amendments of
1996.""? The Maryland Water Infrastructure Financing Administration’s enabling authority is
focused on providing low interest rate loans under the two Revolving Loan Fund Programs and
grants under the State Bay Restoration Fund Program to finance: (1) water quality point source
projects and nonpoint source pollution control projects; (2) drinking water system upgrade
projects; and (3) septic system upgrade projects.' The state of Maryland Water Quality
Revolving Loan Fund is the principal public finance vehicle that is used to fund projects that
protect or improve the quality of Maryland's rivers, streams, lakes, the Chesapeake Bay, and
other water resources.’*

Massachusetts State Jurisdictional Summary

Massachusetts Framework of Fiscal Governance, Budget, and Appropriations Process

In the commonwealth of Massachusetts, as in many states, funds for the state’s
programs and services must be appropriated by the state legislature. The process of preparing
a budget begins with executive branch actions that are taken early in the fiscal year preceding
the fiscal year for which the budget will take effect.’®® The legislative budgetary process begins
in late January when the governor makes a budget submission to the legislature for the fiscal
year commencing in the ensuing July."*®

In accordance with the Massachusetts Constitution, the governor must recommend to
the state legislature a budget that contains: (1) a statement of all proposed expenditures of the
commonwealth for the upcoming fiscal year; (2) a statement of all expenditures already
authorized by law; and (3) a statement of all taxes, revenues, loans, and other means by which
state expenditures are to be defrayed.” Additionally, state law requires the legislature and the
governor to approve a balanced budget for each fiscal year and prohibits the governor from
approving any supplemental appropriation bills that would result in an unbalanced budget,
unless the statutory requirement is superseded by an appropriation act.’®®

The Massachusetts House Committee on Ways and Means considers the governor’s
budget recommendations and proposes a budget to the full house of representatives with any

¥IState of Maryland, Annual Comprehensive Financial Report, January 31, 2023, 19.

92State of Maryland, Maryland Water Infrastructure Financing Administration Overview, March 29, 2024,
%3State of Maryland, Maryland Water Infrastructure Financing Administration Overview, March 29, 2024.
4State of Maryland, Maryland Water Infrastructure Financing Administration Overview, March 29, 2024.
195 Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.

1% Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.

197 Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.

98 Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
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revisions.’® Once approved by the house, the house-approved budget is then considered by the
Senate Committee on Ways and Means, which then proposes a budget to be considered by the
full senate, with any revisions.?®® After senate action, a legislative conference committee creates
a joint budget recommendation for consideration by both houses of the state legislature, and
when that is adopted, the recommendation is sent to the governor. The Massachusetts
Constitution provides that the governor may veto the budget in whole or disapprove or reduce
specific line items.?" The state legislature may override the governor’s veto or specific line-item
vetoes by a two-thirds roll-call vote of both the house and senate. At the conclusion of the
process, the annual budget legislation that is finally enacted is known as the General
Appropriations Act.?*? It is important to note that the state legislature and the governor generally
approve a temporary budget under which funds for the commonwealth’s programs and services
are appropriated based upon the level of appropriations from the prior fiscal year budget, in
years in which the General Appropriations Act is not approved by the legislature and the
governor before the beginning of the applicable fiscal year.?®

As in many states, the commonwealth of Massachusetts department heads must
monitor revenues and expenditures carefully and are required to notify the secretary of
administration and finance and the House and Senate Committees on Ways and Means of any
anticipated decrease in estimated revenues for their departments, if it appears that any
appropriation will be insufficient to meet all expenditures required in the fiscal year.?** The
secretary of administration and finance must then notify the governor and the House and
Senate Committees on Ways and Means whenever the secretary determines that revenues will
be insufficient to meet authorized expenditures, and the secretary of administration and finance
is then required to compute projected deficiencies under Section 9C of Chapter 29 of the
General Laws.?® Where such instances occur, the governor is required to either: (1) reduce
allotments; (2) submit proposals to the state legislature to raise additional revenues; or (3) to
make appropriations from the Stabilization Fund to cover such deficiencies.?%

Capital expenditures in the commonwealth of Massachusetts are governed by a Capital
Investment Plan established by the Executive Office for Administration and Finance, on or before
July 1 annually, and are funded primarily via the issuance of debt, federal aid, and own-source
revenues, described more fully in the next section.?” The Capital Investment Plan is an
administrative guideline that can be amended and outlines projects and the general avenues of
public finance to fund infrastructure needs.?®

9% Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
2°Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
2'Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
202Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
23Ccommonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
204Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
205Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
205Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
27Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
28Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
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Massachusetts Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in the commonwealth of Massachusetts is

composed of the general fund and the other restricted and proprietary funds described in Chart
XII.

Chart Xlll: Commonwealth of Massachusetts Structure of the
Governmental Fund

Other Governmental Funds
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\ General (68.2%)

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation. The Federal COVID-19 Response fund is present in 2022 and 2021 but is not
included in the 2020 Comprehensive Annual Financial Report.

The major sources of revenue that are held in the commonwealth of Massachusetts
governmental fund and used to fund operations and infrastructure are demonstrated in Chart

XIV, which presents a revenue diversity analysis of the state’s governmental fund across a
three-year period.
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Chart XIV: Commonwealth of Massachusetts Revenue
Diversity Analysis (Three Fiscal Years)

. Own-Source Revenues (Taxes) . Own-Source Revenues (Fines, Fees, Charges) . Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)
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yloylVlll 30,266,460 18,475,36 11,436,033

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022, Annual Comprehensive
Financial Report for the Fiscal Year Ended June 30, 2021, Comprehensive Annual Financial Report for the Fiscal
Year Ended June 30, 2020. Calculations are based on actual audited revenue figures and are not adjusted for
inflation. Amounts in thousands.

Various sections of Massachusetts law enable a variety of tax credits and tax incentive
programs that may be applied against corporate excise or personal income taxes due, and
which are designed as benefits for specified economic activities as a means to encourage
business in the state.?*® Additionally, state law in Massachusetts, particularly Chapter 62F of the
General Laws, establishes a state tax revenue growth limit for each fiscal year equal “to the
average positive rate of growth in total wages and salaries in the commonwealth, as reported by
the federal government, during the three calendar years immediately preceding the end of such

fiscal year”.?'°

The noted growth limit is used to calculate “allowable state tax revenue” for each fiscal
year. Chapter 62F further requires that allowable state tax revenues be reduced by the aggregate
amount received by local governmental units from any newly authorized or increased local
option taxes or excises.?’’ The noted law provides that “[Alny excess in state tax revenue
collections for a given fiscal year over the prescribed limit, as determined by the state auditor, is
to be applied as a credit against the then-current personal income tax liability of all taxpayers in
the commonwealth in proportion to the personal income tax liability of all taxpayers in the
commonwealth for the immediately preceding tax year”.?'> The law does not, however, exclude
principal and interest payments on commonwealth debt obligations from the scope of its tax
limit, although the preamble contained in Chapter 62F provides that “although not specifically
required by anything contained in this chapter, it is assumed that from allowable state tax
revenues as defined herein the commonwealth will give priority attention to the funding of state
financial assistance to local governmental units, obligations under the state governmental

29Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
2%Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
2"Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
212Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
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pension systems and payment of principal and interest on debt and other obligations of the
commonwealth."?"

In 1980, voters in the commonwealth approved a statewide tax limitation initiative
petition, commonly known as “Proposition 2 %", to constrain levels of property taxation and to
limit the charges and fees imposed on cities and towns by certain governmental entities,
including county governments. Proposition 2 % currently limits the property taxes that may be
levied by any city or town in any fiscal year to the lesser of “(1) 2.5 percent of the full and fair
cash valuation of the real estate and personal property therein or (2) 2.5 percent over the
previous year’s levy limit plus any growth in the tax base from certain new construction and
parcel subdivisions.”?'* The law contains certain voter override provisions and, in addition,
permits debt service on specific bonds and notes and expenditures for identified capital
projects to be excluded from the limits by a majority vote at a general or special municipal
election. The commonwealth makes annual substantial payments to its local governments and
regional school districts in the form of local aid to mitigate the impact of local property tax
limits on local programs and services.?'®

In Massachusetts, the TIF Program is administered as the local component of the state’s
Economic Development Incentive Program (EDIP) and enables the state, a local government,
and a private sector partner together to achieve economic development objectives.?'® Chapter
40, Section 59 of the Massachusetts General Laws enables the use of TIF as a public finance
mechanism that local governments in the commonwealth of Massachusetts can use to raise
revenue. Cities, towns, and other local governments that are enabled to leverage the
Massachusetts TIF program for large-scale investments in their community can negotiate TIF
agreements only when the benefits of private investment are expected to exceed any foregone
tax revenue.?"’

As noted earlier, capital expenditures in the commonwealth of Massachusetts are
governed by a Capital Investment Plan established by the Executive Office for Administration
and Finance.?'® Projects in the plan are funded by the following general avenues of public
finance:

e “Administrative Bond Cap” — the ability to leverage the general obligation borrowing
capacity of the commonwealth of Massachusetts to support portions of the regular
capital program. The Executive Office for Administration and Finance sets the annual
administrative limit on the amount of bond-funded capital expenditures, known as the
“bond cap”, to keep commonwealth debt within affordable levels.?"

23Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
24Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
215Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
21%Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
27Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
218Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
2YCommonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
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e “Project Financing” — the issuance of debt supported by project revenues, or federal
funds related to a project.?®

e “Accelerated Bridge Program” — commonwealth special obligation bonds secured by
revenues credited to the Commonwealth Transportation Fund or federal grant
anticipation notes secured by federal highway reimbursements.?

e “Rail Enhancement Program” — commonwealth special obligation bonds secured by
revenues credited to the Commonwealth Transportation Fund to finance certain transit
infrastructure rail enhancement projects.???

e “Pay-As-You-Go” — Funding from current revenue for capital projects, including toll
revenue.??

e Third Party Contributions — Made by third parties to capital projects being carried out by
the commonwealth, including the I-Cubed program, contributions from campuses for
higher education projects, matching funds from cities and towns, and capital projects
funded by assessments.?** The Infrastructure Investment Incentive Program (“I-Cubed”)
is “an innovative public-private partnership created to spur economic development and
job growth in the commonwealth through support for large-scale private real estate
development projects."*?*

e Grant Anticipation Notes — Borrowing backed by different federal grants.?*

All authorization for capital spending in the commonwealth of Massachusetts requires approval
by the state legislature, and the authorization to issue debt must be approved by a two-thirds roll
call vote of each house of the state legislature.??” In addition, all debt issuance requires the
governor to recommend the terms of the authorized debt per the Massachusetts Constitution.??®
In Massachusetts, the state treasurer issues authorized debt at the request of the governor, and
the governor, through the secretary of administration and finance, controls the amount of capital
expenditures through the allotment of funds pursuant to such authorizations.?*

20Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
21commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
22Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
23Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
24commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
225 |-Cubed Program, Commonwealth of Massachusetts, https://www.mass.gov/i-cubed.
25Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
22’Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
228Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
229Commonwealth of Massachusetts, Annual Information Statement, June 30, 2022.
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Massachusetts Water, Sewer, and Transportation Infrastructure Mandates by the State and
Related State Entities

In Massachusetts, the funding of water, sewer, transportation and other vital
infrastructure projects rests with the state and several of its public authorities, as visualized in
Diagram VII.

Diagram VII: Massachusetts Select Infrastructure Funding Mandates Shared Across State
Entities
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The Massachusetts Clean Water Trust (MCWT) works in collaboration with the
Massachusetts Department of Environmental Protection (MassDEP) as the principal state
public authority charged with supporting localities in Massachusetts to build or replace water
infrastructure that enhances ground and surface water resources.?®® The MCWT carries out its
mission by providing low-interest loans and grants to cities, towns, and water utilities through
the Massachusetts State Revolving Funds (MA SRFs) to finance water and sewer infrastructure
projects.?®’

The MCWT's principal function is to manage the commonwealth of Massachusetts state
revolving fund program under the federal Clean Water Act and the federal Safe Drinking Water
Act.?*? To that end, the trust is authorized to accept federal grants and state funds to capitalize
the revolving funds and to issue debt obligations to provide low-interest loans and grants to
cities, towns, and water utilities that enable localities to build or replace water quality

B0\Massachusetts Water Pollution Abatement Trust, Annual Financial Report, June 30, 2023.
BMassachusetts Water Pollution Abatement Trust, Annual Financial Report, June 30, 2023.
B2Massachusetts Water Pollution Abatement Trust, Annual Financial Report, June 30, 2023.

54



infrastructure that enhances ground and surface water resources, ensures the safety of drinking
water, protects public health, and develops resilient communities.?®® As is typical of many SRFs,
the loans made by the MCWT must provide subsidies or other financial assistance to reduce the
debt service expense on the loans. Many MCWT loans are subsidized to a two percent interest
rate set by statute, or bear interest at lower rates, including zero percent, among other
benefits.?** The subsidy on most MCWT loans is covered by contract assistance payments from
the commonwealth of Massachusetts. The MCWT'’s enabling act provides that aggregate
annual contract assistance payments may not exceed $138 million.%®

In Massachusetts, transportation assets are funded via a mix of sources by the
Massachusetts Department of Transportation (“MassDOT"), colleges, universities, cities and
towns, quasi-public authorities, and a state agency that serves as a division of MassDOT.*¢
MassDOT was formed in 1999 as successor to the Massachusetts Turnpike Authority, via a
contract that provides for the commonwealth to make annual operating assistance payments to
MassDOT, at $25 million annually until June 30, 2050 — the end of the 40th fiscal year following
the transfer of certain facilities associated with the Commonwealth’s Central Artery/Ted
Williams Tunnel project to MassDOT.?*” In 2009, the commonwealth entered into an additional
agreement to provide financial assistance payments to MassDOT, as successor to the Turnpike
Authority, of $100 million per fiscal year, commencing July 1, 2009, until June 30, 2039.%*® The
payments under both contracts constitute a general obligation pledge of the commonwealth for
which the full faith and credit of the commonwealth are pledged that is similar in nature to the
strength of the general obligation pledge that secures the commonwealth’s bonds.?*

The Massachusetts Bay Transportation Authority (MBTA) is a division of MassDOT
charged with providing subway, bus, commuter rail, ferry, and paratransit service to eastern
Massachusetts and parts of Rhode Island.?*® The MBTA funds most of its transportation assets
via several public finance mechanisms, including but not limited to the following: (1) the
issuance of bonds and notes; (2) contract assistance from the commonwealth of
Massachusetts; (3) fees from MBTA users; and (4) annual payments from the commonwealth of
Massachusetts for operating costs and debt service on MBTA bonds from revenues raised by
the commonwealth'’s sales tax.?"'

It is important to note that for all MBTA bond issuances prior to July 1, 2000, the
commonwealth of Massachusetts supported the issuance of MBTA bonds, notes, and other
obligations through guaranties of the debt service, contract assistance payments equal to
approximately ninety percent of the debt service on outstanding MBTA bonds and payment of
the MBTA’s “net cost of service”, defined as the MBTA's current expenses, including debt service,

Z3Massachusetts Water Pollution Abatement Trust, Annual Financial Report, June 30, 2023.
B4Massachusetts Water Pollution Abatement Trust, Annual Financial Report, June 30, 2023.
B5Massachusetts Water Pollution Abatement Trust, Annual Financial Report, June 30, 2023.
BéMassachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
B’Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
B8Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
B9Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
ZOMassachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
XMassachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
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minus current income.?*? After July 1, 2000, the commonwealth of Massachusetts annual
obligation to support the MBTA for operating costs and debt service has been limited to a
portion of the revenues raised by the state sales tax, and the commonwealth of Massachusetts
remains contingently liable for the payment of MBTA bonds, notes, payments related to leases,
interest rate exchange agreements, and other financing obligations issued prior to July 1,
2000.%43

The commonwealth of Massachusetts also has fifteen Regional Transit Authorities
(“RTAs"), which were established by state legislation to provide fixed route and paratransit
service in communities across the state.?** The RTAs in Massachusetts are funded by rider
fares, advertising, assessments to the local governments served by an RTA, federal grants and
state assistance, or bonds and notes of RTAs.?**> RTAs, for example, receive “net cost of service
payments” from the commonwealth of Massachusetts, which are included in the
commonwealth’s annual budget, and together with other funding sources (i.e., local government
assessments, federal aid, etc.) are used to pay operating and capital expenses, or as security for
RTA bond and note issuances.?*® In addition to the noted sources of funds from the state, the
commonwealth of Massachusetts supports revenue anticipation note issuances of RTAs via a
guaranty program that requires the commonwealth to provide an RTA with funds sufficient to
meet the debt service requirements of its bonds or notes, in the event RTAs lack revenues to
make such payments.?*’

In order to make “net cost of service payments” to RTAs, the commonwealth assesses
each of the cities and towns within the applicable RTA service area.?*® Massachusetts'
Commonwealth Transportation Fund (CTF) has an annual required $15 million transfer to the
RTAs for operations, and often provides additional funding in the form of grants.?*

Missouri State Jurisdictional Summary

Missouri Framework of Fiscal Governance, Budget, and Appropriations Process

The constitution of the state of Missouri establishes the framework of government and
framework of fiscal governance in the state.?*® Governance in the state of Missouri is centralized
in three branches of government — executive, legislative, and judicial — with the executive
branch consisting of the governor, lieutenant governor, secretary of state, state auditor, state
treasurer, and attorney general.?' The state legislature consists of a thirty-four-member state
senate and a 163-member house of representatives.?*

2\Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
“3Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
24Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
“5Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
26Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
%7Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
“8Massachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
“SMassachusetts Department of Transportation, Annual Financial Report, June 30, 2023.
20Gtate of Missouri, Constitution of the State of Missouri, December 2022,
https:/www.sos.mo.gov/CMSImages/Publications/CurrentMissouriConstitution.pdf?v=202212.
Bgtate of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 1.

2gtate of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 1.
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In Missouri, a legally adopted budget is the mechanism that ensures compliance with
the legal provisions embodied in the annual appropriated budget, which is approved by the
Missouri General Assembly and by the governor prior to the beginning of each new fiscal year.
Budgets for the state of Missouri are traditionally established at the program level.>** In cases
where budgetary appropriations are insufficient in a given fiscal year, supplemental amounts are
requested during the next legislative session using the same process as is followed when the
original appropriations are requested.?*®

253

There are several constitutional and statutory limitations that govern the state budget
process in Missouri, including: (1) “expenditures cannot exceed the individual appropriation
amount”; (2) “the governor has the authority to reduce the allotments of appropriations in any
fund if it appears that the revenue estimate will not be met”; (3) “Article 1V, Section 27 of the
Missouri Constitution, amended in 2014, requires the governor to notify the General Assembly if
the governor reduces allotments when it appears revenues will be less than estimated....this
Section then gives the General Assembly the authority to overturn any of the governor’s
restrictions with a two-thirds vote, similar to the procedure to overturn a veto”; (4) “Unexpended
appropriations lapse at the end of each fiscal year, unless reappropriated to the following
budget fiscal year”.?*®

Mi ri Reven nd Primary Fundin I for Infrastr re an ration

The structure of the governmental fund in the state of Missouri is composed of the
general fund and the other restricted and proprietary funds described in Chart XV.

Chart XV: State of Missouri Structure of the Governmental Fund
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Source: Annual Comprehensive Financial Report For the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation.

253Gtate of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 2.
24Gtate of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 2.
5gtate of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 2.
Z63tate of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 2.
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The major sources of revenue that are held in the state of Missouri governmental fund and used
to fund operations and infrastructure are demonstrated in Chart XVI, which presents a revenue
diversity analysis of the state’s governmental fund across a three-year period.

Chart XVI: State of Missouri Revenue Diversity Analysis
(Three Fiscal Years)
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Source: Annual Comprehensive Financial Report For the Fiscal Year Ended June 30, 2022; Annual Comprehensive
Financial Report For the Fiscal Year Ended June 30, 2021; Comprehensive Annual Financial Report For the Fiscal
Year Ended June 30, 2020. Calculations are based on actual audited revenue figures and are not adjusted for
inflation. Amounts in thousands.

Missouri, like all other states examined in this report, enables TIF as a mechanism of
public finance for local government use to fund new development projects and transportation
improvements, and to use the real property taxes and other taxes generated by new
development to pay for costs of construction of public infrastructure and other
improvements.?’

Missouri Water, Sewer, and Transportation Infrastructure Mandates by the State and Related State
Entiti

In Missouri, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram VIII.
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Diagram VIII: Missouri Select Infrastructure Funding Mandates Shared Across State Entities
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In Missouri, the financing and oversight of transportation assets is managed by the
Missouri Department of Transportation and Missouri Transportation Finance Corporation. The
latter is a not-for-profit corporation financed by federal highway and transit dollars and state and
local matching funds, and serves as the state’s infrastructure bank.?*® The Missouri
Transportation Finance Corporation is authorized to raise money for transportation projects via
the sale and issuance of revenue bonds, and provides loans to assist public and private entities
to fund highway and transportation projects throughout the state of Missouri.?*

Similar to other states examined in this report, water and sewer projects in the state of
Missouri are primarily financed via two state revolving fund programs — the Clean Water State
Revolving Fund and the Drinking Water State Revolving Fund.?®® Both of the noted programs
serve as vehicles that provide low-cost financing for a wide range of drinking water and
wastewater infrastructure projects across the state.?’

Z8State of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 38.
2State of Missouri, Comprehensive Annual Financial Report, March 24, 2023, 38.
20Missouri Department of Natural Resources, State Revolving Fund (SRF), March 29, 2024,
Z'Missouri Department of Natural Resources, State Revolving Fund (SRF), March 29, 2024,
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Montana State Jurisdictional Summary

Montana Framework of Fiscal Governance, Budget, and Appropriations Process

In the state of Montana, the Department of Administration is responsible for all financial
functions. The Montana Department of Administration comprises nine operating divisions and
provides administrative services to six agencies.?®? The director of the Montana Department of
Administration is the ex-officio treasurer of the state, charged with serving as the custodian of
all moneys and securities of the state, receiving and accounting for all moneys belonging to the
state, and purchasing or redeeming warrants.?®® The budget preparation process in the state of
Montana begins with the Office of Budget and Program Planning (the “OBPP”), which prepares
the executive budget, implements appropriation measures passed by the Montana State
Legislature, monitors statutory changes, engages in economic forecasting to gauge potential
factors impacting state revenue collection, and communicates key information across the noted
areas, and others, to the governor’s office.?**

The state of Montana also follows a biennial budget model, aligned with a fiscal year
calendar that begins July 1 and ends June 30.%°° In Montana, the budget cycle starts with the
preparation of agency plans in the spring of each even-numbered year and reflects the following
process: (1) agency budget requests are submitted to the governor by September 1 of
even-numbered years; (2) the governor together with the budget director reviews these requests,
determines priorities, and proposes a balanced budget with currently authorized and anticipated
revenues; (3) on November 15 of even-numbered years, a copy of the governor's budget is
provided to the Legislative Fiscal Division; (4) the Legislative Fiscal Division then prepares an
analysis and submits it to the state legislature; (5) joint appropriations subcommittee hearings
are held and then an omnibus appropriation bill is reported out to the Montana House of
Representatives and subsequently to the Montana Senate; and (6) prior to June 30 of each
odd-numbered year, the state legislature enacts a budget containing appropriations for the next
two fiscal years, known as the biennium.®

Under the state constitution, the governor has the power to veto any line of any itemized
appropriation bill.>” The Montana State Legislature, however, can reconsider and pass
disapproved appropriations by a two-thirds majority vote of the Montana House of
Representatives and the Montana Senate.?® After each legislative session, all state agencies

262Gtate of Montana, Organization, March 29, 2024, A-4,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
263Gtate of Montana, Organization, March 29,2024, A-4,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
24State of Montana, Organization, March 29,2024, A-4 - A-5,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
265State of Montana, Organization, March 29,2024, A-4 - A-5,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
26State of Montana, Organization, March 29,2024, A-6,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
267State of Montana, The Constitution of the State of Montana, 2023,
https://leg.mt.gov/bills/mca/title_0000/chapters_index.html.
268Gtate of Montana, The Constitution of the State of Montana, 2023,
https://leg.mt.gov/bills/mca/title_0000/chapters_index.html.
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work via the OBPP to prepare and submit operational plans showing the allocation of operating
budgets by line item.?®® The operating plans must be approved by the governor or his designee
— the budget director — who has the power to authorize transfers of funds between line items
unless limited by the appropriation bill.?”° The OBPP also plays a key role in the appropriations
process at the state level. In order for an appropriation for the administration or operation and
maintenance of a budgeted agency to be authorized as an expenditure, the OBPP submits to the
governor an operating plan demonstrating the allocation of the appropriated funds, prior to the
start of the fiscal year for which the funds have been appropriated.?”’

The Montana State Constitution governs several aspects of the appropriations and
budget process, providing, for example: (1) the appropriations in the budget adopted by the
Montana State Legislature shall not exceed available revenues; and (2) borrowing to cover
deficits incurred because appropriations exceeded anticipated revenues is prohibited.?’? As part
of the budget process, the OBPP prepares the revenue estimates contained in the governor’s
budget for thirty four specific tax types and an aggregate “all other” revenue using various
forecasting methods.?”® After the state fiscal year ends, actual collections are compared to the
estimates for each revenue source and used for preparing revenue estimates for the next
biennium.?”*

Montana Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in the state of Montana is composed of the
general fund and the other restricted and proprietary funds described in Chart XVII.

26°State of Montana, The Constitution of the State of Montana, 2023,
https://leg.mt.gov/bills/mca/title_0000/chapters_index.html.
20Gtate of Montana, Organization, March 29,2024, A-6 - A-7,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
Gtate of Montana, Organization, March 29,2024, A-4 - A-5,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
272Gtate of Montana, Organization, March 29,2024, A-4 - A-6,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
23Gtate of Montana, Organization, March 29,2024, A-4 - A-6,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
Z74State of Montana, Organization, March 29,2024, A-4 - A-6,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
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Chart XVII: State of Montana Structure of the Governmental Fund

Land Grant (0.8%) Nonmajor (0.4%)

Coal Severance Tax (0.2%)

/— General (40.8%)

Federal (44.3%)

State (13.5%)

Source: Annual Comprehensive Financial Report for the year ending June 30, 2022. Calculations are based on actual audited revenue
figures and are not adjusted for inflation.

The major sources of revenue that are held in the state of Montana governmental fund and used
to fund operations and infrastructure are demonstrated in Chart XVIII, which presents a revenue
diversity analysis of the state’s governmental fund across a three-year period.

Chart XVIII: State of Montana Revenue Diversity Analysis
(Three Fiscal Years)

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges) [l Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

2022 EANEVAR] 4,088,672
2021 ALKV 4,896,144

2020 EAEEIUN 3,388,033

o

2,000,000 4,000,000 6,000,000 8,000,000

Source: Annual Comprehensive Financial Report for the year ending June 30, 2022; Annual Comprehensive
Financial Report for the year ending June 30, 2021, Comprehensive Annual Financial Report for the year ended
June 30, 2020 Calculations are based on actual audited revenue figures and are not adjusted for inflation. Amounts
in thousands.
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When understanding the composition of general fund revenues in Montana, it is
important to consider the way Montana treats federal aid, the dynamics between state and local
revenues, and how the state of Montana uses special and permanent revenue funds as part of
its framework of fiscal governance. In Montana, federal grants that are to be expended for
operations of the state are deposited in the federal special revenue fund, not in the general fund,
and can be appropriated by the Montana State Legislature.?”

In 2001, the Montana State Legislature enacted House Bill 124, “Local Government
Entitlement Share Payment Program” (ESPP), which combined several revenue sources
controlled by the state legislature into one Entitlement Share Payment that functions as follows:
(1) revenues that local governments previously received from a variety of sources, including
motor vehicle, boat, and aircraft taxes and fees, gaming revenue except permit fees, financial
institution taxes, alcohol taxes, title and registration fees, and district court fees, are sent to the
state of Montana and replaced by the Entitlement Share Payment, in a single statutory
appropriation to the Department of Revenue for allocation to local governments (counties,
consolidated local governments, and incorporated cities and towns); (2) the Base Entitlement
Share Pool must be increased annually by a growth rate, starting with fiscal year 2014,
established by a formula set in statute that reflects the general growth of the Montana
economy; and (3) The state assumed the costs of district courts and welfare previously funded
by counties.?’®

In the state of Montana, outside of the general fund, revenues for general governmental
functions are accounted for in five fund groups: (1) general fund; (2) special revenue funds; (3)
debt service funds; (4) capital projects funds; and (5) permanent funds. As is the case in many
state and local governments, the general fund is the principal operating fund of the state of
Montana and it is used to account for all governmental financial resources.?”” In Montana,
special revenue funds account for the proceeds of specific revenue sources restricted to
expenditures for specified purposes other than major capital projects that are accounted for in
capital projects funds, which hold revenues used for the acquisition or construction of major
governmental general fixed assets.?’®

A noteworthy feature of the state of Montana'’s biennial budget process involves
forecasting and setting aside funds for the state’s ten-year capital improvement program and
long-range planning via a process led by the Montana Office of Budget and Program Planning,
which forecasts revenue for six years and conducts financial and budgetary stress tests over
the same period.?”® Funds reported in the capital projects fund are primarily used to fund capital
improvements, like construction and maintenance of state buildings, energy efficiency
improvements in state facilities, and investments in state services.?® The state of Montana also

25State of Montana, Organization, March 29,2024, A-30,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.

278|_egislative Services Division, Entitlement Share 101, November 16, 2018,
https://leg.mt.gov/content/For-Legislators/orientation/2020/Entitlement_Share_101.pdf.
State of Montana, Organization, March 29,2024, A-11,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.

28Gtate of Montana, Organization, March 29,2024, A-11,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.

29State of Montana, Comprehensive Annual Financial Report for FY23, June 5, 2023, 9.
20gtate of Montana, Comprehensive Annual Financial Report for FY23, June 5, 2023, 9.
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provides loan and grant programs to local governments that help them fund infrastructure
projects, fund projects that benefit the state’s natural heritage, reclaim land impacted by mineral
development, fund regional water systems, and protect works of art in the state capitol and
other cultural and aesthetic projects, among other things.?®'

In Montana, Title 17, Chapter 7, Part 2, of the Montana Code Annotated specifically
provides legislative authorization for how the state’s capital projects fund is used to fund new
infrastructure and deferred maintenance needs with approximately one percent of general fund
revenue less any existing general obligation bond debt service.?®?> The statute also provides that
deferred maintenance is funded at 0.6 percent of current replacement value of existing state of
Montana'’s “Long Range Building Program” through coal and cigarette taxes, with any difference
being made up by the general fund. In addition, the state has an inflation-adjusted general
obligation debt service cap, as well as a separate inflation-adjusted total state debt cap that

functions to reduce appropriations for new building projects in the event the caps are passed.?

In contrast to the other noted funds, permanent funds hold resources that are
permanently restricted, such that only earnings, not principal, are used for the purposes of
supporting Montana government’s programs.?®* The state of Montana has six major permanent
funds, including most notably the Coal Severance Tax Trust Fund, created by Article IX, Section 5
of the state constitution, which holds fifty percent of coal severance tax collections in the state.
Interest on the fund is distributed to the state’s general fund, but expenditure of the principal
from the Coal Severance Tax Trust Fund requires a three-fourths majority vote of the Montana
House of Representatives and Montana State Senate.?®

There are several trust funds that specifically hold revenues for the acquisition of land,
assets, mineral rights, infrastructure, and other purposes, including: (1) the Parks Acquisition
Trust Fund, which receives 1.27 percent of coal severance tax collections, with interest on the
fund used to acquire parks; (2) the Land Grants Trust fund, which is used to account for lands
granted to the state for support of public schools, universities, and state institutions; (3) the
Resource Indemnity Trust Fund, which was capitalized with taxes on mineral production through
fiscal year 2002, and since then has maintained a $100 million balance, with interest on the fund
used to fund natural resource programs; (4) the Real Property Trust Fund, which receives money
from the sale of real property, from oil, gas, and mineral deposits, and from the lease of
Montana Department of Fish, Wildlife, and Parks real property, with interest earnings on this
fund used for developing and maintaining real property; and (5) the Tobacco Settlement Trust
Fund, created via a constitutional amendment to provide a permanent source of revenue to fund
the costs the state incurs in programs for tobacco disease prevention and providing benefits,
services, or coverage of health care needs.?®

BlGtate of Montana, Comprehensive Annual Financial Report for FY23, June 5, 2023, 9.
2Gtate of Montana, Comprehensive Annual Financial Report for FY23, June 5, 2023, 9.
3Gtate of Montana, Comprehensive Annual Financial Report for FY23, June 5, 2023, 9.
B4Gtate of Montana, Organization, March 29,2024, A-11,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.

5gtate of Montana, Organization, March 29,2024, A-11,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.

63tate of Montana, Organization, March 29,2024, A-11,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.
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The state of Montana has no constitutional limit on its power to incur debt other than a
provision that limits the state from using deficit funding mechanisms that arise where
appropriations exceed anticipated revenue.?®” Montana House Bill 553 enables the state to issue
general obligation debt for the principal purpose of funding infrastructure, by a two-thirds vote of
the members of each house of the Montana State Legislature or by a majority of the electors
voting thereon.?®

Montana House Bill 553 also provides various limitations on the state legislature’s ability
to authorize general obligation bonds issuances: (1) the state legislature is prohibited from
authorizing the issuance of general obligation bonds if the issuance of such bonds would cause
the total amount of state debt to exceed 0.6 percent of the fair market value of all taxable
property within the state, subject to certain exceptions; and (2) the state legislature is prohibited
from authorizing in the future the issuance of general obligation bonds if doing so would create
an obligation for fiscal year debt service on general obligation bonds that have been issued that
exceeds 1.5 percent of the amount of the certified unaudited state general fund revenue,
including transfers into the state general fund, as determined by the state treasurer on or before
August 15 of the year preceding a legislative session.?®

Montana state law, specifically the state’s Urban Renewal Law, enables local
governments to use tax revenue in designated districts known as Tax Increment Financing
Districts for development and redevelopment activities and to pay for public infrastructure
needs of projects.?® State-enabling legislation gives local governments the authority to
designate Tax Increment Financing Districts that last 20 or more years, or enough time to pay
back the bonds issued to fund the improvements.?*' It is most common for municipal
governments within the state to assume the administrative role for the financing district, and
make decisions about how and where the tool is applied.?*?

Montana Water, Sewer, and Transportation Infrastructure Mandates by the State and Related State
Entities

In Montana, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram IX.

287State of Montana, The Constitution of the state of Montana, 2023,
https://leg.mt.gov/bills/mca/title_0000/chapters_index.html.

282019 Montana Legislator, House Bill No. 553, July 1, 2019, https://leg.mt.gov/bills/2019/billhtm|/HB0553.htm.
29GState of Montana, Organization, March 29,2024, A-50,
https://emma.msrb.org/P21702903-P21287098-P21716543.pdf.

20Montana State Library, Montana Tax Increment Financing Districts, February 2, 2024,
https://mslservices.mt.gov/geographic_information/data/datalist/datalist_Details.aspx?did=%7B5E47CE24-227C-4D
11-8CA1-948AA1088719%7D#:~:text=Montana%20law%20enables%20local%20governments,public%20infrastructur
€%20needs%200f%20projects.

®Montana State Library, Montana Tax Increment Financing Districts, February 2, 2024,
https://mslservices.mt.gov/geographic_information/data/datalist/datalist_Details.aspx?did=%7B5E47CE24-227C-4D
11-8CA1-948AA1088719%7D#:~:text=Montana%20law%20enables%20local%20governments,public%20infrastructur
€%20needs%200f%20projects.

22Montana Code Annotated 2023, Title 7 Chapter 15 Part 42, 2023,
https://leg.mt.gov/bills/mca/title_0070/chapter_0150/part_0420/sections_index.html.
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Diagram IX: Montana Select Infrastructure Funding Mandates Shared Across State Entities
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The Montana Water Pollution Control State Revolving Fund and Drinking Water State
Revolving Fund programs are jointly administered by the Department of Natural Resources and
Conservation and the Department of Environmental Quality.?*® The Montana State Revolving
Fund programs make loans to communities funded by the EPA capitalization grants, state
match, and state recycled funds. The programs are jointly administered by the Engineering
Bureau of the Department of Environmental Quality (DEQ) and the Conservation and Resource
Development Division of the Department of Natural Resources and Conservation (DNRC).?**

The Montana Department of Transportation (MDT) is charged with planning, building,
operating and maintaining safe and resilient transportation infrastructure across the state.?*® In
2017, the Montana State Legislature passed the Bridge and Road Safety and Accountability Act
(BaRSAA) to provide expanded funding for transportation infrastructure projects.?*®¢ BaRSAA
increased motor fuel taxes over a period of six years and was initially expected to generate
approximately $40 million in additional road and bridge funding annually — a vital source of

23Gtate of Montana, Montana Water Pollution Control and Drinking Water State Revolving Fund Programs, March
2021, https://drive.google.com/file/d/1A6ufJHjCj4ICThsvr2fY7mhOrQmtH3;ji/view.

24Gtate of Montana, Montana Water Pollution Control and Drinking Water State Revolving Fund Programs, March
2021.

25Montana Department of Transportation, Montana Department of Transportation, March 29, 2024,
https:/www.mdt.mt.gov/.

296 National Transportation Research Nonprofit, News Release: Despite State and Federal Funding Increases,
Montana'’s Transportation System Still in Need of Road and Bridge Improvements, Safety and Capacity Upgrades,
January 18, 2023, https://tripnet.org/reports/keeping-moving-montana-forward-trip-news-release-01-18-2023/.
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infrastructure funding for local governments that enabled MDT to match and leverage more than
$100 million in federal funds.?’

MDT is one of the lead agencies that administers the Statewide Transportation
Improvement Program (STIP) for Montana. Developed in accordance with the requirements of
Title 23 and Title 49 of the United States Code, the STIP shows projects that will address
Montana'’s transportation needs for a five-year period. The program was developed through
coordinated efforts of the MDT, state and federal agencies, local and tribal governments,
metropolitan planning organizations, public agencies, transportation providers, citizens, and
other interested parties, and identifies highway, rail, aeronautic, and transit improvements to
preserve, renovate, and enhance Montana's transportation system.

Nebraska State Jurisdictional Summary

Nebraska Framework of Fiscal Governance, Budget, and Appropriations Process

The constitution of the state of Nebraska sets the foundation for the state’s governance
and fiscal frameworks. Government in the state of Nebraska is organized into three branches:
legislative, executive, and judicial, with a legislative branch that (unlike other states in the U.S.) is
organized as a “Unicameral Legislature”.?®® The features of government in the state of Nebraska
are as follows: (1) a legislature with forty-nine members elected on a non-partisan ballot; (2) a
governor who serves as the chief executive and is elected for a four-year term; (3) various

departments and agencies within the executive branch that perform a variety of functions.?*°

The budget process in the state of Nebraska consists of three core components: (1) a
budget is required to be adopted through passage of appropriation bills by the Nebraska State
Legislature; (2) the appropriated funds are allocated by program and fund type, in a manner that
is controlled by the executive branch through an allotment process; and (3) the state legislature
has the power to also enact a supplemental appropriation bill and other appropriation bills as it
deems necessary.®®

The constitution of the state of Nebraska generally prohibits the state from incurring
indebtedness.*®' Specifically, Article XIII of the state's constitution prohibits the state from
incurring debt in excess of one hundred thousand dollars.**> However, the Nebraska Constitution
does allow the issuance of revenue bonds for limited purposes, including: (1) highway
construction; and (2) water conservation and management projects. Additionally, state
authorities that are separate legal entities are not subject to the state’s constitutional

297 National Transportation Research Nonprofit, News Release: Despite State and Federal Funding Increases,
Montana'’s Transportation System Still in Need of Road and Bridge Improvements, Safety and Capacity Upgrades,
January 18, 2023, https://tripnet.org/reports/keeping-moving-montana-forward-trip-news-release-01-18-2023/.
%8gtate of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 10, Annual Comprehensive Financial
Report Fiscal Year Ended June 30, 2022.

29Gtate of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 10-11.

300State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 10-11.

301State of Nebraska, Constitution of the State of Nebraska, December 5, 2022,
https://nebraskalegislature.gov/FloorDocs/Current/PDF/Constitution/constitution.pdf.

302Gtate of Nebraska, Constitution of the State of Nebraska, December 5, 2022.
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restrictions and can incur debt for various purposes.®® Due to the constitutional limitations on
debt issuance at the state level, the majority of projects and expenses at the state level are
funded on a pay-as-you-go basis in Nebraska.>**

Nebraska Revenues and Primary funding Sources for Infrastructure and Operations

The structure of the governmental fund in the state of Nebraska is composed of the
general fund and the other restricted and proprietary funds described in Chart XIX.

Chart XIX: State of Nebraska Structure of the Governmental Fund

Nonmajor Funds (3.4%)

Permanent School Fund
(1.2%)

Health and Social Services
(0.7%)

Federal Fund (36.3%) +—— General Fund (47.0%)

Highway Fund (11.3%)

Source: Annual Comprehensive Financial Report Fiscal Year Ended June 30, 2022. Calculations are based on actual audited revenue
figures and are not adjusted for inflation.

The major sources of revenue that are held in the state of Nebraska governmental fund and
used to fund operations and infrastructure are demonstrated in Chart XX, which presents a
revenue diversity analysis of the state’s governmental fund across a three-year period.

3%3State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 86.
3t4gtate of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 10, 86.
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Chart XX: State of Nebraska Revenue Diversity Analysis
(Three Fiscal Years)

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges)
Revenues & Grants Other Revenues (Investment Earnings, Other)

2022 WEEANEY 274,330 --
2021 [ 5,310,099 | ]
2020 [ENAERRYL 3,323,355 -

Source: Annual Comprehensive Financial Report Fiscal Year Ended June 30, 2022; Annual Comprehensive Financial
Report Fiscal Year Ended June 30, 2021, Comprehensive Annual Financial Report Fiscal Year Ended June 30, 2020.
Calculations are based on actual audited revenue figures and are not adjusted for inflation. Amounts in thousands.

[ Intergovernmental

Nebraska is one of the states in our study with negative revenue balances in its general
fund, arising due to dynamics of its investment income. As brief background, in Fiscal Year
2022, revenues in the state of Nebraska's general fund increased overall from the prior year by
$145 million, driven primarily by increases in income tax revenues of $245 million, an increase in
sales and use tax revenue of $105 million, and an increase in business and franchise taxes of
$13 million.>® However, despite the fact that the general fund in Nebraska holds more
investments than other programs, the general fund showed a decrease in investment income
from 2021 to 2022 of $213 million (a 1,005 percent decrease).** The 1,005 percent decrease
arose due to the changes in the market value of the state’s underlying investments, resulting in
negative revenue trends in investment income, which are reflected in “other revenues” in Chart
XX, in accordance with the revenue classification approach we adopted for this study.?"”

Traditionally, the state of Nebraska's mechanism to address revenue downturns is the
budgetary basis “Cash Reserve Fund” — a mechanism that is committed to economic
stabilization on the state’s governmental funds balance sheet.?*® Although the Cash Reserve
Fund is commingled with general fund cash in the financial statements for the general fund, “it
is separate and distinct in that, by [Nebraska] State Statute, it can only be used (1) when the
cash balance of the general fund is insufficient to meet general fund current obligations and (2)
for legislatively mandated transfers to other funds.”*® When money is transferred from the Cash
Reserve Fund, it must be repaid as soon as there is sufficient cash in the general fund cash
account to do s0.*"° No transfers from the Cash Reserve Fund were made in 2022, despite the
significant downturns in investment income.®"

3%5State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
%State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
7State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
3%State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
30°State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
10State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
$State of Nebraska, Annual Comprehensive Financial Report, January 30, 2023, 29.
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Nebraska, similar to other states examined in this report, enables the use of TIF as a
local tool to fund urban development projects.?'? TIF are enabled via The Nebraska Community
Development Law, Neb. Rev. Stat.§§18-2101, et seq., (the “Nebraska TIF Act”). The Nebraska TIF
Act authorizes communities to designate as blighted and substandard areas that have
deteriorated buildings, high unemployment, old structures, unimproved land, low-income
residents, declining population, and other factors. The Nebraska TIF Act allows for a divided ad
valorem property tax to be used to repay bonds or debt on redevelopment projects that “would
not be economically feasible or would not have occurred in the community redevelopment area
without the use of TIF"*"* The Nebraska TIF program is designed to expand the public finance
avenues local governments can use to encourage private investment in development. As in
other jurisdictions, the Nebraska TIF framework allows for property tax increases resulting from
a development to be targeted to repay the public investment required by the project funded
using the TIF mechanism.

Nebraska Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In Nebraska, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram X.

Diagram X: Nebraska Select Infrastructure Funding Mandates Shared Across State Entities

The State of
Nebraska
State Authorities — Water & State Authorities —
Sewer Mandate Transportation Mandate
/ /

Nebraska Nebraska Department Nebraska Department

Investment of Environment and 1 of Trans oEtation

Finance Autharity Energy P
[
Clean Water Drinking Water Nebraska
State Revolving State Revolving ] Transportation
Fund Fund Infrastructure Bank

$12City of Wayne, Nebraska. Tax Increment Financing, March 30, 2024,
https://www.cityofwayne.org/382/Tax-Increment-Financing.

313City of Lincoln, Nebraska, Tax Increment Financing Policy Guidelines, March 30, 2024,
https://www.lincoln.ne.gov/files/sharedassets/public/v/1/urban-development/redevelopment/tif-policy-revised-2022-
final.pdf.
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In Nebraska, the Nebraska Department of Environment and Energy (“NDEE”) works in
coordination with the Nebraska Department of Health and Human Services Division of Public
Health to fund water and sewer projects across the state, leveraging two revolving loan fund
programs: (1) the Clean Water State Revolving Loan Fund; and (2) the Drinking Water State
Revolving Loan Fund.®'* Although the majority of funding for the clean water and drinking water
revolving loan programs comes in the form of grants, the U.S. Department of Environmental
Protection and the Nebraska Investment Finance Authority (which traditionally finances housing,
development, health care projects, and loans to farmers and ranchers) also issue municipal
bonds to provide state matching funds for the clean water and drinking water state revolving
fund bond program.®'®

The Nebraska Department of Transportation (“NDOT”) is the entity responsible for
managing and funding statewide transportation system assets.*'® In 2016, the Transportation
Innovation Act (“TIA”) was enacted in Nebraska, and provided NDOT with a new revenue source
and authority to implement new programs and tools to increase mobility and economic growth
in the state of Nebraska, and specifically to catalyze highway capital improvements.?” The TIA
also enabled the creation of the Transportation Infrastructure Bank (“TIB"), providing for its
capitalization with a one-time transfer of $50 million from the state’s cash reserve fund in 2016
and annual fuel tax revenues.?'®

New Mexico State Jurisdictional Summary

New Mexico Framework of Fiscal Governance, Budget, and Appropriations Process

The New Mexico State Constitution provides the structure of governance and the
foundation of the state’s framework of fiscal governance.®' Pursuant to the state constitution,
the powers of government are shared by three equal and independent branches: legislative,
executive, and judicial.?®® The state budget process in New Mexico begins when the governor
submits a budget, which must be balanced by agency, program, activity, and category to the
state legislature each year.*”' The state legislature authorizes expenditures in the annual General
Appropriations Act of the state of New Mexico by source, which is then signed into law by the
governor.3??

*14Nebraska Department of Environment and Energy, NDEE Water Programs, March 29, 2024,
http://dee.ne.gov/NDEQProg.nsf/WaterHome.xsp.

¥15Nebraska Investment Finance Authority, 2022 Impact Report, 2022,
https://www-nifa-org-files.s3.amazonaws.com/55a8-30637077-20220000_NIFAImpactReport_7x10-online.pdf?versio
nld=9N9HwsM.2hsYNS02pCEX29BKVDpCQX.U

$18Nebraska Department of Transportation, About Us, March 29, 2024, https://dot.nebraska.gov/about/.

$17Nebraska Department of Transportation, Transportation Innovation Act, March 29, 2024,
https://dot.nebraska.gov/projects/tia/.

Nebraska Legislature, LB960, April 20, 2016, https://nebraskalegislature.gov/bills/view_bill.php?DocumentID=28845.
$18Nebraska Department of Transportation, Transportation Innovation Act, March 29, 2024.

Nebraska Legislature, LB960, April 20, 2016.

*1°New Mexico Secretary of State, NM Constitution, 2023,
https://www.sos.nm.gov/about-new-mexico/publications/nm-constitution/

3205tate of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9, Annual Comprehensive Financial Report
for the Fiscal Year Ended June 30, 2022.

$21State of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9.

%22Gtate of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9.
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The constitution of the state of New Mexico, and state public finance laws, authorize the
state to use debt instruments (i.e., general obligation bonds, severance tax bonds, and revenue
bonds) as a primary source of funding for capital projects.®* In New Mexico, general obligation
bond issuances of the state are secured by the full faith and credit of the state and are repaid
from a dedicated statewide property tax.3** There are, however, constitutional limits on
indebtedness, including most notably Article 9, Section 8 of the New Mexico Constitution, which
limits General Obligation indebtedness to no more than one percent of the assessed valuation
of all the property subject to taxation in the state.®?® Severance Tax Bonds can be issued by the
state to finance statewide capital projects that have been authorized by the New Mexico State
Legislature and approved by the governor, and they are repaid from revenues deposited into the
Severance Tax Bonding Fund, consisting of taxes on mineral production in the state.?

New Mexico Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in the state of New Mexico is composed of the
general fund and the other restricted and proprietary funds described in Chart XXI.

Chart XXI: State of New Mexico Structure of the Governmental Fund

Debt Service Fund (8.5%)

Severance Tax Fund
(-1.4%)

Capital Projects Fund
(0.1%)

Land Grant Fund (-4.0%)

General Fund (96.7%)

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation. The Severance Tax Fund and Land Grant Fund are negative values so visually they do
not appear in the chart, but the number is included for transparency.

$23Gtate of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9
324Gtate of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9
325Gtate of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9
3263tate of New Mexico, Annual Comprehensive Financial Report, 2023, 8-9
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The major sources of revenue that are held in the state of New Mexico governmental fund and
used to fund operations and infrastructure are demonstrated in Chart XXII, which presents a
revenue diversity analysis of the state’s governmental fund across a three-year period.

Chart XXII: State of New Mexico Revenue Diversity Analysis
(Three Fiscal Years)

. Own-Source Revenues (Taxes) . Own-Source Revenues (Fines, Fees, Charges)
Revenues & Grants Other Revenues (Investment Earnings, Other)

yiovy2l 11,163,043 11,913, 097 3,390,708
yloyAll 8,020,634 11,028,954 - 9,020,537

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022, Annual Comprehensive
Financial Report for the Fiscal Year Ended June 30, 2021, Annual Financial Report for the Fiscal Year Ended June
30, 2020. Calculations are based on actual audited revenue figures and are not adjusted for inflation. Amounts in
thousands.

[ Intergovernmental

New Mexico, like other states, authorizes local government use of TIF as a public finance
mechanism pursuant to the state’s Tax Increment for Development Act. Local governments in
New Mexico who want to use TIF are authorized to form Tax Increment Development Districts
(“New Mexico TIDD").**” New Mexico's TIDDs have features that are unique from the TIFs
authorized by other states we have examined in this report.®?® In a TIDD, the increase in revenues
(“incremental revenue”) is diverted to a board who is authorized to spend it on roads, water
systems, and other infrastructure improvements — a broader set of purposes than authorized
for states who confine the use of TIF for urban redevelopment, private development, and blight.
The infrastructure that is funded by incremental revenue is deeded to the appropriate
government unit, which also assumes responsibility for the operation and maintenance of the
infrastructure.®?® After a TIDD has been formed and a board elected, the state of New Mexico
will recognize the district as a political subdivision separate from the county or municipality and
divert the incremental revenue to the district.3*°

New Mexico TIDDs are designed to support economic development and job creation by
providing gross receipts tax financing and property tax financing for public infrastructure

327New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023, https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf.
328New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023, https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf.
32New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023, https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf.
30New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023, https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf.
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projects.®' The broad sources of revenue the TIDD program relies on differentiate it from TIF
programs in other states we examined in this report because the incremental revenues can be
from either property tax or gross receipts tax or both. In New Mexico, state gross receipt taxes
are a significant part of the general fund, visualized in Chart Xl as comprising own-source
revenues from taxes. Such revenues account for approximately thirty percent of the state’s
general fund, which provides money for basic services across the state, like schools, teachers,
and health care.?*? Where TIDDs rely on bond issuances to raise money from infrastructure, the
issuance must be approved by the New Mexico Finance Authority, as well as the state
legislature if state gross receipts are pledged to secure the bonds.**

New Mexico Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In New Mexico, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram XI.

Diagram XI: New Mexico Select Infrastructure Funding Mandates Shared Across State Entities
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3I1New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023.

332New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023, https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf.

#33New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023, https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf.
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Similar to most states, in New Mexico water and sewer projects are primarily funded via
various revolving loan programs, capitalized with federal grants from the U.S. Department of
Environmental Protection and state contributions. Specifically, the Clean Water and Drinking
Water State Revolving Loan Funds are operated as a joint partnership between the New Mexico
Environment Department (“NMED”) and the New Mexico Finance Authority to provide low-cost
financing for the construction of and improvements to drinking water projects, sewer facilities,
and other vital water quality projects throughout New Mexico.***

Transportation project funding is shared in New Mexico across three entities — the New
Mexico Finance Authority, the New Mexico State Transportation Commission (“NMSTC"), and
the New Mexico Department of Transportation (“NMDOT"). In 2004, the New Mexico Finance
Authority was authorized to issue bonds on behalf of NMDOT and the NMSTC pursuant to a
program created in 2003 known as Governor Richardson’s Investment Partnership (“GRIP”)
program.®¥* The GRIP program, enacted pursuant to House Bill 15 during the 2003 special
legislative session, established a partnership between the Department of Transportation and the
New Mexico Finance Authority and created a $1.6 billion statewide transportation expansion
and infrastructure improvement initiative financed by the issuance of tax-exempt bonds.3
Additionally, bond issuances by NMDOT raise funding for transportation infrastructure projects
in the State of New Mexico, including highways, bridges, and the Rail Runner commuter train.

New York State Jurisdictional Summary

New York Framework of Fiscal Governance, Budget, and Appropriations Process

The framework of fiscal governance and structure of government in the state of New
York are both established by the constitution of the state of New York.3*” State government in
New York is composed of executive, legislative, and judicial branches. The executive branch
includes the governor and officials who are charged with finance and administration, including
the state comptroller.®® The New York State Legislature consists of a sixty-three-member
senate and 150-member assembly, who are each elected to two-year terms.3*°

The budget process in New York State is governed by the constitution, which mandates
that the governor submit a “cash basis balanced executive budget” that: (1) includes a complete
plan of expenditures for the ensuing fiscal year; (2) identifies the anticipated revenues sufficient
to meet the proposed expenditures; (3) includes provisions for spending authority for

334New Mexico Finance Authority, Drinking Water State Revolving Loan Fund, March 29, 2024,
https://www.nmfinance.com/water-project-fund/drinking-water-state-revolving-loan-fund;/.
335New Mexico Finance Authority, Investor Information, March 29, 2024,
https://www.nmfinance.com/investor-information/

336New Mexico Finance Authority, Investor Information, March 29, 2024.

37The New York State Senate, New York State Constitution, January 1, 2015, 1-46,
https://www.nysenate.gov/new-york-state-constitution.

The New York State Senate, New York State Constitution, January 1, 2022, 13,
https://dos.ny.gov/system/files/documents/2022/01/Constitution-January-1-2022.pdf.
%%The New York State Senate, New York State Constitution, January 1, 2022, 13,
https://dos.ny.gov/system/files/documents/2022/01/Constitution-January-1-2022.pdf.
3°The New York State Senate, New York State Constitution, January 1, 2022, 13,
https://dos.ny.gov/system/files/documents/2022/01/Constitution-January-1-2022.pdf.
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unanticipated revenues or unforeseen emergencies; (4) provides cash basis and GAAP basis
financial plans for the ensuing fiscal year; and (5) includes a multi-year financial projection for
governmental funds and a five-year capital plan.®*° The New York State Legislature enacts
appropriation bills and revenue measures governing the parts of the executive budget it has
approved.®"

The structure of the governmental fund in the state of New York is composed of the
general fund and the other restricted and proprietary funds described in Chart XXIII.

Chart XXIlI: State of New York Structure of the Governmental Fund

Other Governmental Funds
(12.3%)

General Debt Service
(22.7%)

Federal Special Revenue
(37.6%)

Source: Annual Comprehensive Financial Report for Fiscal Year Ended March 31, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation.

The major sources of revenue that are held in the state of New York governmental fund and
used to fund operations and infrastructure are demonstrated in Chart XXIV, which presents a
revenue diversity analysis of the state’s governmental fund across a three-year period.

%0The New York State Senate, New York State Constitution, January 1, 2022, 13,
https://dos.ny.gov/system/files/documents/2022/01/Constitution-January-1-2022.pdf.
*1The New York State Senate, New York State Constitution, January 1, 2022, 13,
https://dos.ny.gov/system/files/documents/2022/01/Constitution-January-1-2022.pdf.
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Chart XXIV: State of New York Revenue Diversity Analysis
(Three Fiscal Years)

. Own-Source Revenues (Taxes) . Own-Source Revenues (Fines, Fees, Charges)
Revenues & Grants Other Revenues (Investment Earnings, Other)

2022 [IOEREFAN 100,920,000 _- 34,494,000
2021 EZAGZA] 80,982,000 - 30,968,000
2020 EANZEH] 67,794,000 I

Source: Annual Comprehensive Financial Report for Fiscal Year Ended March 31, 2022, Comprehensive Annual
Financial Report for Fiscal Year Ended March 31, 2021; Comprehensive Annual Financial Report for Fiscal Year
Ended March 31, 2020. Calculations are based on actual audited revenue figures and are not adjusted for inflation.
Amounts in thousands.

[ Intergovernmental

The state of New York authorizes TIFs pursuant to the New York State Municipal
Redevelopment Law, Article 18-C Section 970.3*? Like all states examined in this report, in New
York, TIFs are authorized by the state for use by local governments.®*® Local governments in
New York can use TIF as a tool to eliminate blight, but they are constrained by a private
enterprise requirement that allows them to only engage in redevelopment which “cannot be
accomplished by private enterprise alone”.3

Where they are authorized, TIFs in New York function to divert property tax revenue from
a local government’s general operating budget.?** Like other states we examined in this report,
local governments in New York can issue revenue bonds to fund TIF projects that are secured
primarily by the incremental revenues within the TIF district.3*

New York Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In New York, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram XII.

342The New York State Senate, Article 18-C Municipal Redevelopment Law, September 22, 2014,
https://www.nysenate.gov/legislation/laws/GMU/A18-C.

33The New York State Senate, Article 18-C Municipal Redevelopment Law, September 22, 2014,
https://www.nysenate.gov/legislation/laws/GMU/A18-C.

%44New York City Independent Budget Office, Learning From Experience: A Primer on Tax Increment Financing,
September 2002, https://www.ibo.nyc.ny.us/iboreports/TIF-Sept2002.pdf.

345Citizens Budget Commission (CBC), Tax Increment Financing: A Primer, December 5, 2017,
https://cbcny.org/research/tax-increment-financing-primer.

34New York City Independent Budget Office, Learning From Experience: A Primer on Tax Increment Financing,
September 2002, https://www.ibo.nyc.ny.us/iboreports/TIF-Sept2002.pdf.
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Diagram XlI: New York Select Infrastructure Funding Mandates Shared Across State Entities
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As in all other states examined in this report, New York utilizes water and sewer
revolving loan funds as a primary mechanism to fund water and sewer infrastructure systems in
the state and to resource local government expenditures in the noted area.?*’ The New York
Environmental Facilities Corporation (EFC) administers the Clean Water State Revolving Fund
(CWSRF), which provides interest-free or low-interest-rate financing for wastewater and sewer
infrastructure projects to municipalities throughout New York State. Projects eligible for
financing include construction or restoration of sewers and wastewater treatment facilities,
stormwater management, landfill closures, and habitat restoration and protection projects.
When communities repay their financings, it allows EFC to finance new projects and the funds
"revolve" over time.3#

The EFC, in partnership with the New York Department of Health, also administers the
Drinking Water State Revolving Fund (DWSRF), which provides funding and financial incentives
for municipally and privately owned drinking water systems to finance needed drinking water
infrastructure improvements (e.g., treatment plants, distribution mains, and storage facilities).?*
The program provides subsidized low-interest-rate financing for local governments who want to
construct eligible water system projects. As financings are repaid, money is made available for

347New York EFC, Clean Water Programs, March 29, 2024, https://efc.ny.gov/cwsrf
348New York EFC, Clean Water Programs, March 29, 2024, https://efc.ny.gov/cwsrf
34°New York EFC, Clean Water Programs, March 29, 2024, https://efc.ny.gov/cwsrf
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new financings in the model of a revolving fund.**® For communities with demonstrated financial
hardship, interest rates can be reduced to zero percent.®' In cases of severe hardship, additional
assistance in the form of grants may also be available to localities.3%?

In New York, transportation projects are principally administered by the New York State
Department of Transportation (“NYSDOT”), The New York Metropolitan Transit Authority (MTA),
and the New York State Thruway Authority.3*® In addition to the federal aid that is a core source
of transportation funding, NYSDOT provides matching funding for and stand-alone funds for
capital projects and operating assistance.3** For example, New York’s State Dedicated Fund
(SDF) provides funds for capital projects and is dedicated to improvements of the systems and
providing funds for innovative capital projects. The New York State Operating Assistance
(STOA) funding provides operating monies to transit agencies and authorities based on vehicle
miles and passenger revenue service.®*

The New York MTA, which oversees transit systems, receives the largest share of
revenue — $7.222 billion on average — that comes from dedicated taxes and subsidies from the
cities that it serves and New York State, and its second largest source of revenues —
approximately $6.870 billion — from fares and tolls.**® The New York State Thruway Authority
operates and maintains a user-fee-supported highway system, which is supported primarily by
toll revenues, lease revenues, and funding raised via the issuance of municipal bonds.?’

In New York, the Dormitory Authority of the State of New York (DASNY) is a public benefit
corporation authorized to serve as a municipal bond bank.*5® DASNY enables anchor institutions
and other entities to finance and build higher education, health care, mental health, court, and
other public-purpose facilities across New York State.

Pennsylvania State Jurisdictional Summary

Pennsylvania Framework of Fiscal Governance, Budget, and Appropriations Process

The starting point to understand the commonwealth of Pennsylvania’s finances begins
with an understanding of Articles Il, IV, and V of the Pennsylvania Constitution, which provide
that the government of the commonwealth of Pennsylvania is composed of three separate
branches — legislative, executive, and judicial.®*® Each branch bears responsibility for its
respective fiscal operations subject to restrictions embodied in the constitution, the

%0New York EFC, Clean Water Programs, March 29, 2024, https://efc.ny.gov/cwsrf

% New York EFC, Clean Water Programs, March 29, 2024, https://efc.ny.gov/cwsrf

%2New York EFC, Clean Water Programs, March 29, 2024, https://efc.ny.gov/cwsrf

%3New York DOT, Federal and State Funding, March 29, 2024, https://www.dot.ny.gov/

354New York DOT, Federal and State Funding, March 29, 2024, https://www.dot.ny.gov/

%5New York DOT, Federal and State Funding, March 29, 2024, https://www.dot.ny.gov/

3%6New York MTA, Budget, March 20, 2024, https://new.mta.info/

35’New York State Thruway Authority, March 30, 2024, https://www.thruway.ny.gov/about/compliance/index.html
38Dormitory Authority of the State of New York, Our Clients, March 29, 2024, https://www.dasny.org/our-clients
¥%Commonwealth of Pennsylvania, Constitution of the Commonwealth of Pennsylvania, March 29, 2024,
https://www.legis.state.pa.us/WUQ1/LI/LI/CT/HTM/00/00.HTM.

79


https://www.legis.state.pa.us/WU01/LI/LI/CT/HTM/00/00.HTM
https://www.dasny.org/our-clients

administrative code*® and the fiscal code.*®' Administrative functions and restrictions are
carried out and enforced across the noted three branches of government by the following five
departments:

The Office of the Budget

The Office of Administration

The Treasury Department

The Department of Revenue

The Department of the Auditor General

O O O o0 O

State commissions, state authorities, and state agencies in Pennsylvania that are both
independent by statute and financially self-supporting operate autonomously. Their financings
are reviewed by the Office of the Budget and can be included in the capital budget.®*

Pursuant to the Pennsylvania Constitution, in Section 12, the governor must submit
annually to the general assembly a budget consisting of the following three parts: (1) a balanced
operating budget for the ensuing fiscal year setting forth proposed expenditures and estimated
revenues from all sources and, if estimated revenues and available surplus are less than
proposed expenditures, recommending specific additional sources of revenue enough to pay the
deficiency; (2) a capital budget for the ensuing fiscal year setting forth in detail proposed
expenditures to be financed from the proceeds of obligations of the commonwealth or of its
agencies or authorities or from operating funds; and (3) a financial plan for not less than the
succeeding five fiscal years, which includes for each year (i) projected operating expenditures
classified by department or agency and by program, and estimated revenues by major
categories from existing and additional sources, and (ii) projected expenditures for capital
projects specifically itemized by purpose and their proposed sources of financing.*¢®

The Pennsylvania Constitution also requires that: (1) the total operating budget
appropriations made by the general assembly may not exceed the sum of the actual and
estimated revenues in a given year, and the surplus of the preceding year; (2) any surplus of
operating funds at the end of the fiscal year shall be appropriated for the ensuing year; and 3. if
a deficit occurs at year-end, funds must be provided for such a deficit.>**

%0Commonwealth of Pennsylvania, The Administrative Code of 1929, March 29, 2024,
https://www.legis.state.pa.us/WUQ1/LI/LI/US/HTM/1929/0/0175..HTM?84.

%1Commonwealth of Pennsylvania, Chapter 1 - The Fiscal Code, March 29, 2024,
https://casetext.com/statute/pennsylvania-statutes/statutes-unconsolidated/title-72-ps-taxation-and-fiscal-affairs/c
hapter-1-the-fiscal-code.

%2Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
*3pennsylvania General Assembly, The Constitution of Pennsylvania Article VIII, § 12, April 23, 1968,
https://www.legis.state.pa.us/cfdocs/legis/LI/consCheck.cfm?txtType=HTM&ttI=00&div=0&chpt=8&sctn=12&subsct
n=0.

%64Commonwealth of Pennsylvania, Constitution of the Commonwealth of Pennsylvania, 1968,
https://www.legis.state.pa.us/WUQ1/LI/LI/CT/HTM/00/00.HTM.
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The Pennsylvania Administrative Code®° outlines the contours and process regarding
the annual creation and approval of the operating budget, capital budget, and appropriations
process in the commonwealth.*®¢ With respect to the operating budget, the executive branch
establishes the revenue estimates used in the budget. In practice, the revenue estimates used to
balance the operating budget consist of the appropriate fund’s available surplus and its
estimated cash receipts for the fiscal year, as well as net accruals. Appropriation lapses
estimated to occur during the year or at year-end are traditionally not included; lapses are not
available for re-appropriation until they occur.®®” A deficit can occur if revenues are less than
those estimated in the budget and the shortfall is not offset by any unappropriated surplus or by
appropriation lapses during or at the end of the year or by legislative action to increase revenues
or reduce appropriation.3¢®

A notable feature of the operating budget process rests in the fact that all departments
under the governor’s jurisdiction may be required to submit estimates of expenditures during the
ensuing month, quarter, or any other such period as requested by the governor.** The noted
estimates are subject to the approval of the secretary of budget, and the governor of the
commonwealth is empowered to request that the state treasurer withhold funds from any such
department not spending within such estimates.?”° The secretary of budget is empowered to set
personnel levels for departments. Departments are required to provide personnel data monthly
so that the commonwealth’'s computerized data file on personnel levels can be maintained and
used to monitor the commonwealth’s largest operating expense.?”!

The proposed capital budget is considered in the form of the Capital Budget Bill and its
supplements in Pennsylvania.®’? The capital budget determines limits for the amount of debt
that can be issued in that fiscal year for categories of capital projects, itemizes funding all
capital projects not previously itemized, authorizes the issuance of debt to finance these
projects, and appropriates the proceeds from the issuance of debt.3”® In Pennsylvania, all
appropriations require the majority vote of all members in each chamber except for
non-preferred appropriations, appropriations from the Budget Stabilization Reserve Fund and the
Health Endowment Account portion of the Tobacco Settlement Fund, which require passage by

%5Commonwealth of Pennsylvania, The Administrative Code of 1929, April 9, 1929,
https://www.legis.state.pa.us/WUQ1/LI/LI/US/HTM/1929/0/0175..HTM?84.

¥8Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
%7Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
¥8Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
%9Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
$0Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
$71Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
$72Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
$3Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
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a two-thirds vote.

During the legislative process, the general assembly may add, change, or delete any
items in the budget proposed by the governor. Once the bills constituting the budget have
passed both chambers and are returned to the governor, he/she may either veto bills or line item
veto appropriations within bills. A gubernatorial veto can be overridden only by a two-thirds
majority of all members of each chamber.?”*

The Pennsylvania Constitution, and related laws, require all payments from the state
treasury except for refunds of taxes, licenses, fees, and other charges to be made only by
duly-enacted appropriations.®”* Furthermore, amounts that are appropriated from a fund may
not exceed its actual and estimated revenues for the fiscal year, plus any unappropriated surplus
available.?”¢ Appropriations from the principal operating funds of the commonwealth of
Pennsylvania (the general fund, the Motor License Fund and the State Lottery Fund) are
generally made for one fiscal year and are returned to the unappropriated surplus of the fund
categorized as a lapse, if not spent or encumbered by the end of the fiscal year.?”’

Revenues and Primary Funding Sources for Infrastructure and Operations in Pennsylvania

The structure of the governmental fund in the commonwealth of Pennsylvania is
composed of the general fund and the other restricted and proprietary funds described in Chart
XXV.

$74Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
$75Commonwealth of Pennsylvania, Constitution of the Commonwealth of Pennsylvania, 1968,
https://www.legis.state.pa.us/WUQ1/LI/LI/CT/HTM/00/00.HTM.

$6Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
$77Commonwealth of Pennsylvania, Commonwealth of Pennsylvania General Obligation Bonds, First Series of 2022,
September 7, 2022, https://drive.google.com/file/d/1D6imwdoAAtF4Q3yehuFSJNVO3BLGMbFK/view?usp=drive_link.
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Chart XXV: Commonwealth of Pennsylvania Structure of the
Governmental Fund

Nonmajor Funds (5.7%)

Motor License Fund (6.2%)

General Fund (88.0%)

Source: Annual Comprehensive Financial Report For the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation.

The major sources of revenue that are held in the commonwealth of Pennsylvania governmental
fund and used to fund operations and infrastructure are demonstrated in Chart XXVI, which
presents a revenue diversity analysis of the state’s governmental fund across a three-year
period.

Chart XXVI: Commonwealth of Pennsylvania Revenue
Diversity Analysis (Three Fiscal Years)

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges) [JJ] Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

Pyl 49,612,803 53,357,296 _-
Pl 35,514,172 35761569 _I

20,000,000 40,000,000 60,000,000 80,000,000 100,000,000

Source: Annual Comprehensive Financial Report For the Fiscal Year Ended June 30, 2022; Annual Comprehensive
Financial Report For the Fiscal Year Ended June 30, 2021, Comprehensive Annual Financial Report For the Fiscal
Year Ended June 30, 2020. Calculations are based on actual audited revenue figures and are not adjusted for
inflation. Amounts in thousands.
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In addition to noted dependency on own-source and intergovernmental revenues, the
commonwealth of Pennsylvania relies on a number of public finance funding mechanisms to
fund infrastructure and operating expenses. The Tax Increment Financing Act in the
commonwealth of Pennsylvania, 53 Pa. Stat. § 6930.1-.13 (the “PA TIF Act”) enables local
municipal government use of TIF as a financing vehicle to fund projects that alleviate blighted,
decayed, and substandard areas, increase the tax base, and improve the general economy of the
commonwealth.?’”® However, pursuant to the PA TIF Act, the commonwealth of Pennsylvania is
not authorized to create or enable TIFs at the state level. Instead, the PA TIF Act appears to
centralize that authority in industrial and commercial development authorities or a
redevelopment authority, acting in collaboration with the governing bodies of all municipalities
and school districts, which levy property taxes within the area in which the proposed tax
increment district will be located.

The commonwealth of Pennsylvania and state-level authorities with mandates for
funding general infrastructure, water, and sewer projects also rely heavily on funds raised via the
use of municipal bonds to different degrees in two forms: (1) bonds are issued as general
obligations (secured by the full faith and credit of the state); or (2) revenue bonds (secured by
specific streams of project-based revenues, or discrete and specific pledged state revenues).
Traditionally, all principal of and interest payments on general obligation bonds secured by the
full faith and credit of the commonwealth come from the general fund. There are several acts
that authorize the incurrence of debt by the state, and which require that the general assembly
appropriate annually the revenues that are necessary to pay interest and principal on debt and
constitutional provisions that govern debt limits that are noteworthy, including Article VIII,
Section 7(d), the Pennsylvania Constitution®”®, which places a claim on certain revenues for the
payment of debt service (i.e., principal of and interest on all debt). Article VIII, Section 7(d) also
provides that, if sufficient funds are not appropriated for the timely payment of the interest on
and principal of all debt, the state treasurer shall set apart from the first revenues thereafter
received applicable to the appropriate fund a sum sufficient to pay such interest and principal,
and shall so apply the money so set apart.

Article VIII, Section 7(a) of the Pennsylvania Constitution®® articulates debt limits that
govern how much debt can be incurred and how such debt may be authorized as follows: (1)
debt can be incurred for purposes itemized in law and approved by voter referendum; (2) without
approval of the electorate for the rehabilitation of areas affected by man-made or natural
disasters, and (3) without approval of the electorate for capital facilities projects specifically
itemized in a capital budget if such debt does not cause the amount of all net debt outstanding
(as defined for purposes of that Section) to exceed one and three quarters times (1.75x) the
average of the annual tax revenues of the state deposited in all funds in the previous five fiscal
years, as certified by the auditor general (i.e., the “Commonwealth Constitutional Debt Limit”").
Public-private partnerships and revolving loan funds are also used to fund projects in the

$78Casetext, Chapter 24D - Tax Increment Financing Act, 1990,
https://casetext.com/statute/pennsylvania-statutes/statutes-unconsolidated/title-53-ps-municipal-and-quasi-municip
al-corporations/part-i-general-municipal-law/chapter-24d-tax-increment-financing-act.

$°Commonwealth of Pennsylvania, Constitution of the Commonwealth of Pennsylvania, 1968,
https://www.legis.state.pa.us/WUQ1/LI/LI/CT/HTM/00/00.HTM.

380Commonwealth of Pennsylvania, Constitution of the Commonwealth of Pennsylvania, 1968.
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commonwealth primarily by the state authorities and state entities with dedicated mandates for
water, sewer, and transportation capital project funding.

Water, Sewer,_and Transportation Infrastructure Mandates by the State and Related State Entities
in Pennsylvania

In Pennsylvania, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram XIII.

Diagram XllI: Pennsylvania Select Infrastructure Funding Mandates Shared Across State
Entities

The Commonwealth of
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Mandates

State Authorities — Water & State Authorities -
Sewer Mandate Transportation Mandate

J J

O T Y

Pennsylvania

Department of Pennsylvania Economic

Pennsylvania

Infrastructure | Transporation (PA — Development Financing
Investment Authority pDOT) Authority (PEDFA)
|
—— —
- — . . Pennsylvania
Clean Water Drinking Water || Pennsylvania Turnpike L | Infrastructure Bank
State Revolving State Revolving Commission (PTC) (PIB)
Fund Fund
N — —_

In Pennsylvania, the funding of transportation projects at the state level is generally a
mandate shared jointly by two entities: The Pennsylvania Department of Transportation®’
(PennDOT) and the Pennsylvania Turnpike Commission®®? (PTC). Pursuant to legislation known
as Act 44 of 2007, the PTC provides PennDOT with $450 million annually for highways, bridges,
and public transit.*®* Additionally, the state law known as Act 89 of 2013 dedicates the full
amount of such payments to public transit purposes.®* Beginning in 2022, PTC payments to
PennDOT for transit were reduced annually to $50 million, and the balance of $450 million was
slated to come from the state’s general fund for statewide public transit projects.®® To raise
funds and meet the payments required pursuant to Act 44 PTC relies on two primary sources of

%1pennsylvania Department of Transportation, About Us, April 1, 2024,
https://www.penndot.pa.gov/about-us/pages/default.aspx.

%2pennsylvania Turnpike, Home, April 1, 2024, https://www.paturnpike.com/.

33pennsylvania General Assembly, 2007 Act 44, 2007,
https://www.legis.state.pa.us/cfdocs/legis/li/uconsCheck.cfm?yr=2007&sessInd=0&act=44.
%4pennsylvania General Assembly, 2013 Act 89,
https://www.legis.state.pa.us/cfdocs/legis/li/uconsCheck.cfm?yr=2013&sessInd=0&act=89.
35pennsylvania General Assembly, 2007 Act 44, 2007,
https://www.legis.state.pa.us/cfdocs/legis/li/uconsCheck.cfm?yr=2007&sessInd=0&act=44
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funding: (1) toll revenues; and (2) debt issuance from municipal securities. Additionally,
PennDOT also appears to leverage public-private partnerships to finance different aspects of the
commonwealth of Pennsylvania’s transportation network, improve motorist safety, and generate
revenue for the commonwealth.*%

Funding for water and sewer infrastructure projects in Pennsylvania is primarily carried
out by the Pennsylvania Infrastructure Investment Authority (PENNVEST), relying most heavily
on the U.S. Environmental Protection Agency State Revolving Loan Fund.®®’ PENNVEST relies on
combined intergovernmental federal grant and revenues from the commonwealth to provide
funding for the eligible costs associated with the acquisition, construction, improvement,
expansion, extension, repair, rehabilitation, or security measures of all or part of any water
facility or water system, whether publicly or privately owned.®®

Texas State Jurisdictional Summary

Texas State Framework of Fiscal Governance, Budget, and Appropriations Process

The framework of fiscal governance and structure of government in the state of Texas is
established by the Texas State Constitution.*® State government in Texas is composed of
executive, legislative, and judicial branches. The executive branch includes the governor and
officials who are charged with finance and administration, including the state comptroller.3*® The
Texas State Legislature is a bicameral legislature consisting of a thirty-one-member senate and
150-member house of representatives.®*

Similar to many states examined in this report, the state of Texas constitution supports
and sets the foundation for the budget process and creates several limitations on state
budgeting.®**? Specifically, Article IlI, Section 49-a of the Texas Constitution requires passage of a
balanced budget and also creates limitations on budget growth and indebtedness. Additionally,
Article VIII, Section 22 of the Texas Constitution provides that appropriations from state tax
revenue not dedicated by the Texas Constitution “cannot grow faster than state economic
growth estimated by the Legislative Budget Board”.** In Article Ill, Section 49-j, the Texas State
Constitution further provides that payments required for debt paid from general revenue cannot
exceed five percent of the previous three-year average of non-dedicated general revenue.®*

pennsylvania General Assembly, 2007 Act 44, 2007,
https://www.legis.state.pa.us/cfdocs/legis/li/uconsCheck.cfm?yr=2007&sessInd=0&act=44

S7PENNVEST, Home Page, April 1, 2024, https://www.pennvest.pa.gov/Pages/default.aspx.

3BPENNVEST, Home Page, April 1, 2024, https://www.pennvest.pa.gov/Pages/default.aspx.

39The State of Texas, Texas Constitution, November 7, 2023, https://tlc.texas.gov/docs/legref/TxConst.pdf.

30State of Texas, Annual Comprehensive Financial Report, February 28, 2023, 10-11,
https://drive.google.com/file/d/1VZkwhg-1FsadNLid-rmzJy3mFqdSpHQj/view.

$1Texas Legislature Online, Home, April 1, 2024, https://capitol.texas.gov/.

3%2The State of Texas, Texas Constitution, November 7, 2023.

3%3The State of Texas, Texas Constitution, November 7, 2023; State of Texas, Annual Comprehensive Financial Report,
February 28, 2023, 4.

394The State of Texas, Texas Constitution, November 7, 2023. State of Texas, Annual Comprehensive Financial Report,
February 28,2023, 4.
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Texas State Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in the state of Texas is composed of the general
fund and the other restricted and proprietary funds described in Chart XXVII.

Chart XXVII: State of Texas Structure of the Governmental Fund

Permanent School Fund
(1.7%)

State Highway Fund (6.1%)

Nonmajor Funds (3.1%)

General (89.1%)

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended August 31, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation.

The major sources of revenue that are held in the state of Texas governmental fund and used to
fund operations and infrastructure are demonstrated in Chart XXVIII, which presents a revenue
diversity analysis of the state’s governmental fund across a three-year period.
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Chart XXVIII: State of Texas Revenue Diversity Analysis
(Three Fiscal Years)

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges) [ Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

yioyAll 62,081,885 72,298,692 _ 25,229,350
2020 [ERRYAYYA 56,222,752 -

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended August 31, 2022, Annual Comprehensive
Financial Report for the Fiscal Year Ended August 31, 2021; Comprehensive Annual Financial Report for the Fiscal
Year Ended August 31, 2020 Calculations are based on actual audited revenue figures and are not adjusted for
inflation. Amounts in thousands.

In Texas, local governments can use TIF as a mechanism of public finance to fund
improvements that will draw private investment to an area.>*® Like other states, in Texas, TIF
redirects property tax in a geographic area designated as a Tax Increment Reinvestment Zone
(“Texas TIRZ") to pay for infrastructure and capital improvements in the TIRZ.**® In order to form
a TIRZ, an eligible municipal government can designate: (1) a contiguous geographic area within
its borders as a reinvestment zone; (2) a noncontiguous geographic area in its corporate limits
as a reinvestment zone; or (3) a reinvestment zone in the city’s extraterritorial jurisdiction.®’
Infrastructure improvements are expected to result in additional property tax revenue, which is
considered a tax increment for the TIRZ and is used to pay for TIRZ improvements.3%

Texas State Water, Sewer, and Transportation Infrastructure Mandates by the State and Related
State Entities

In Texas, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram XIV.

3%Texas Comptroller, Tax Increment Financing Chapter 311, April 1, 2024,
https://comptroller.texas.gov/economy/development/prop-tax/ch311/.

3%Texas Comptroller, Tax Increment Financing Chapter 311, April 1, 2024.
397Texas Comptroller, Tax Increment Financing Chapter 311, April 1, 2024.
3%Texas Comptroller, Tax Increment Financing Chapter 311, April 1, 2024.
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Diagram XIV: Texas Select Infrastructure Funding Mandates Shared Across State Entities
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Texas, like several states in this report, leverages clean and drinking water revolving loan
programs as a primary vehicle for water and sewer funding. The Texas Water Development
Board (TWDB) administers and manages the state's clean water and drinking water state
revolving fund programs, which assist communities by providing low-cost financing for a wide
range of water system, wastewater, stormwater, reuse, and other pollution-control projects, and
provides year-round funding for projects that are included within intended-use plans.®*
Additionally, the TWDB also administers the State Water Implementation Fund for Texas
(SWIFT), which helps fund water projects at the local level with support via loans that carry low
interest rates and payment features that include, but are not limited to, extended repayment
terms, deferral of loan repayments, and incremental repurchase terms for projects that reflect
some level of state ownership.®® The SWIFT program channels funding to a wide range of
stakeholders, including any political subdivision or nonprofit water supply corporation with a
project included in the most recently adopted state water plan.*”’ Notably, TWDB only finances
SWIFT program projects through bonds, and thus, participating stakeholders can only
participate in the SWIFT program if they are able to issue bonds.**?

%9Texas Water Development Board, Water Supply Planning, March 20, 2024,
https://www.twdb.texas.gov/waterplanning/index.asp

400Texas Water Development Board, Swift, May 1, 2024, https://www.twdb.texas.govSWIFT/index.asp
40Texas Water Development Board, Swift, May 1, 2024, https://www.twdb.texas.govSWIFT/index.asp
402Texas Water Development Board, Swift, May 1, 2024, https://www.twdb.texas.govSWIFT/index.asp
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Transportation funding in Texas is led by the Texas Department of Transportation, which
operates and manages the State Infrastructure Bank (“SIB”) as a program that provides
innovative financing methods to communities to assist them in meeting their infrastructure
needs.*® In Texas, the SIB program allows borrowers to access capital funds at or below market
interest rates and also operates as a revolving loan fund, where the account balance grows
through the monthly interest earned and repaid principal payments.*®* In Texas, SIB financial
assistance can be granted to any public or private entity authorized to construct, maintain, or
finance an eligible transportation project.*®

Washington State Jurisdictional Summary

Washington State Framework of Fiscal Governance, Budget, and Appropriations Process

The structure of government and framework of fiscal governance in the state of
Washington is enabled, primarily, in the Washington State Constitution.*°® In Washington, the
government is composed of executive, legislative, and judicial branches, with the key officials
charged with fiscal oversight in the executive branch (i.e., the governor, lieutenant governor,
secretary of state, state treasurer, state auditor, and others).*” The Washington State
Legislature, composed of a forty-nine-member senate and ninety-eight-member house of
representatives, plays a key role in the annual budget process.*%

Washington, like several other states in this report, enacts budgets for a two-year cycle,
beginning on July 1 of each odd-numbered year.*® The governor traditionally proposes a
biennial budget in December of each calendar year before the Washington State Legislature
convenes in regular session. Once enacted by the Washington State Legislature, the biennial
budget can be modified in any legislative session via changes to the original appropriations.*'® If
the state legislature enacts revisions to the biennial budget, such changes are known as
supplemental budgets.*"

The budget process in the state of Washington reflects key distinctions between
appropriations for operating and capital expenses: (1) operating appropriations are traditionally
made at the fund/account and agency level and cover either the entire biennium or a single
fiscal year in the biennium; and (2) capital appropriations are biennial and are traditionally made
at the fund/account, agency, and project level.*'?

403Texas DOT, Business, March 30, 2024,
https://www.txdot.gov/business/grants-and-funding/traffic-safety-egrants.html
404Texas DOT, Business, March 30, 2024,
https://www.txdot.gov/business/grants-and-funding/traffic-safety-egrants.html
405Texas DOT, Business, March 30, 2024,
https://www.txdot.gov/business/grants-and-funding/traffic-safety-egrants.html
406State of Washington, Constitution of the State of Washington, August 31, 2023,
https://leg.wa.gov/CodeReviser/Documents/WAConstitution.pdf.

407State of Washington, Annual Comprehensive Financial Report, December 20, 2022, 4,
https://drive.google.com/file/d/1xobgPANEBmMbs378shTSnVg7imjgDuQoi/view.
408State of Washington, Annual Comprehensive Financial Report, December 20, 2022, 4.
409Gtate of Washington, Annual Comprehensive Financial Report, December 20, 2022, 4.
4105tate of Washington, Annual Comprehensive Financial Report, December 20, 2022, 4.
“NState of Washington, Annual Comprehensive Financial Report, December 20, 2022, 4.
“12Gtate of Washington, Annual Comprehensive Financial Report, December 20, 2022, 123.
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Like many states, Washington relies on bonds and notes to fund infrastructure,
particularly transportation. The Washington Constitution and state laws enable the issuance of
state general obligation debt, secured by the full faith and credit of the state pledged by the
state legislature or a body designated by statute, which at present is known as the State Finance
Committee.*”® When state general obligation debt is authorized by a vote of sixty percent of the
members of each house of the Washington State Legislature without voter approval, the debt is
subject to a constitutional debt limitation.*'

The Washington Constitution limits the amount of state debt that may be incurred by
restricting the amount of general state revenues that may be allocated to pay principal and
interest on debt subject to these limitations.*” In 2012, a constitutional amendment specified
that the “maximum annual payments of principal and interest on all debt subject to the limit may
not exceed a percentage of the average of the prior six years’ general state revenues; this
percentage currently stands at 8.25 percent and will decline to eight percent by July 1, 2034.
This limitation restricts the incurrence of new debt and not the amount of debt service that may
be paid by the state in future years."*'® However, state general obligation debt that is approved
by a majority of the voters in the state of Washington, and which is authorized by law, is not
subject to the constitutional debt limit.*"’

Washington State Revenues and Primary Funding Sources for Infrastructure and Operations

The structure of the governmental fund in the state of Washington is composed of the
general fund and the other restricted and proprietary funds described in Chart XXIX.

“3State of Washington, Annual Comprehensive Financial Report, December 20, 2022, 123.
414State of Washington, Annual Comprehensive Financial Report, December 20, 2022, 123.
“15Gtate of Washington, Annual Comprehensive Financial Report, December 20, 2022, 123.
4183tate of Washington, Annual Comprehensive Financial Report, December 20, 2022, 123.
“State of Washington, Annual Comprehensive Financial Report, December 20, 2022, 123.
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Chart XXIX: State of Washington Structure of the Governmental Fund

Nonmajor Governmental
Funds (12.3%)

Higher Education
Endowment and Other
Permanent Funds (-0.5%)
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Revenue (11.5%)

¥ General (76.6%)

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022. Calculations are based on actual audited
revenue figures and are not adjusted for inflation. The value for the Higher Education Endowment and Other Permanent Funds is
negative and therefore visually does not appear in the chart but is included for transparency.

The major sources of revenue that are held in the state of Washington governmental fund and
used to fund operations and infrastructure are demonstrated in Chart XXX, which presents a
revenue diversity analysis of the state’s governmental fund across a three-year period.

Chart XXX: State of Washington Revenue Diversity Analysis
(Three Fiscal Years)

[l Own-Source Revenues (Taxes) [JJOwn-Source Revenues (Fines, Fees, Charges) [l Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

2020 WAASEAYX 19,314, _I

10,000,000 20,000 30,000,000 0,000,000 50,000,000 60,000,000

Source: Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022; Annual Comprehensive
Financial Report for the Fiscal Year Ended June 30, 2021, Comprehensive Annual Financial Report for the Fiscal
Year Ended June 30, 2020 . Calculations are based on actual audited revenue figures and are not adjusted for
inflation. Amounts in thousands.

In 2021, the state of Washington enacted the ESHB 1189, known as the TIF for Jobs Bill,
which enabled cities, counties, and port districts in the state the authority to use TIF as a public
finance mechanism to fund finance development of local government-owned infrastructure
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projects that include, but are not limited to, streets, roads, water systems, sewer systems,
sidewalks, streetlights, parking, and other municipal and community infrastructure.*’® The
infrastructure improvements must be within what is known as an “Increment Area” or (if a
project is outside the Increment Area) the project must serve the community within the
Increment Area.*'®

TIFs in Washington are subject to several unique limitations. For example, in
Washington, a jurisdiction may have only two active Increment Areas at any given time, the
areas cannot overlap, the Increment Area cannot comprise the entire geographic area of the
jurisdiction, and the duration of the TIF must sunset in a maximum period of twenty-five years,
after the first year where tax revenues are allocated to the Increment Area.**

Washington State Water, Sewer, and Transportation Infrastructure Mandates by the State and
Rel Entiti

In Washington, the funding of water, sewer, transportation, and other vital infrastructure
projects rests with the state and several of its public authorities, as visualized in Diagram XV.

“18Washington State Legislature, House Bill 1189 - 2021-22, 2021,
https://app.leg.wa.gov/billsummary?BillNumber=1189&year=2021.
“Washington State Legislature, House Bill 1189 - 2021-22, 2021.
420Washington State Legislature, House Bill 1189 - 2021-22, 2021.
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Diagram XV: Washington Select Infrastructure Funding Mandates Shared Across State Entities
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The state of Washington, like many states analyzed in this report, relies heavily on
revolving loan programs to provide channels for funding of water and sewer system
infrastructure projects in the state. Specifically, the Washington State Department of Ecology
and the Washington State Department of Health jointly administer the Clean Water and Drinking
Water State Revolving Fund.**' The programs provide low-interest construction loans to publicly
(municipal) and privately owned drinking water systems, loans that enable recipients to cover
capital improvements that increase public health and compliance with drinking water
regulations, and other forms of financing that cover planning and engineering loans to cover
pre-construction work.

In the state of Washington, transportation system oversight rests with the Washington
State Department of Transportation (WSDOT), the Washington Utilities and Transportation
Commission, and the Washington State Transportation Commission. In recent years, the
governor and state legislators in Washington have passed historic, nation-leading policies
related to clean energy, clean transportation, clean buildings, and a cap on climate pollution in
the context of transportation funding bills. The state launched a new so-called “cap-and-invest”
program in early 2024, and plans to invest more than $2.1 billion in the 2023-25 biennium for a

42'Washington State Department of Health, Drinking Water Programs, March 21, 2024, https://doh.wa.gov/
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range of climate-related investments including charging infrastructure, electric ferries and
trucks, community-driven grants to improve air quality in overburdened communities, and
assistance for lower-income households to transition to heat pumps.**

IV. Analysis of State Practices and Summary Findings

The jurisdictional summaries in Section Il of this report surfaced the variation that
exists across all aspects of the fiscal base and public finance strategies of the fifteen states we
examined for this study. A macro-level view of select state practices across certain foundational
public finance elements is an important starting point when analyzing the strategies of state
governments, and in order to make recommendations regarding infrastructure spending
strategies or practices that can be enhanced and optimized with a lens on the sectors prioritized
for this report (i.e., water, sewer, and transportation).

State Practices Funding Water, Sewer, and Transportation

First, there is a high degree of variation in the revenues that the fifteen states in this
study rely on to finance operating and capital expenses in the governmental fund. We examined
the composition of revenues in the governmental fund of each state, recognizing that it is
considered uniformly as the core fund that holds the general funds, other enterprise or
proprietary funds that governments use to fund operating and capital expenses, and other
liabilities on a current basis. Awareness of the revenue composition and trends visible in the
governmental fund is also a vital part of a larger analysis considering a state’s capacity to
engage in the strategy known as “pay-as-you-go” financing to fund infrastructure and operating
needs in certain functional areas of spending. To that end, Chart XXXI presents a comparison in
the composition of the revenues that comprise the governmental funds for the most recent
fiscal year, for each state.

422Gtate of Washington, Annual Comprehensive Financial Report, December 31, 2023, 7.
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Chart XXXI: Fifteen State Governmental Fund Revenue
Composition Comparison

[l Own-Source Revenues (Taxes) [Jj Own-Source Revenues (Fines, Fees, Charges) [JJJ] Intergovernmental
Revenues & Grants Other Revenues (Investment Earnings, Other)

e () I

New York 27,328,000
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Washington I

Missouri -

New Mexico -
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Idaho l
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0 50,000,000 100,000,000 150,000,000

Source: The chart above was constructed using revenue data from the annual audited financial statements of each
state, presented in greater detail annually, in Charts I-XXX of this report. The data presented for each state is
derived from the “Statement of Revenues, Expenditures, and Changes in Fund Balances Governmental Funds” that
appears in the most recent annual audited financial statement available for FY 2022. Calculations are based on
actual audited revenue figures and are not adjusted for inflation. Amounts in thousands.

The revenue base of eleven of the states we analyzed in this study have a general fund

that is fifty percent or more reliant on own-source revenues from tax sources. Four of the states
we analyzed in this study have a general fund that is highly reliant on intergovernmental
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revenues, raising over fifty percent of state revenues annually from that source. All states in this
study demonstrate minimal reliance on own-source revenues from non-tax own-source revenues
derived from charges, fees, and fines, raising less than fifteen percent of their revenues, on
average, from such sources.

When examining the structure of the governmental fund in the fifteen states that we
examined for this study, we considered whether states had a restricted, permanent, proprietary
or dedicated fund within the governmental fund specifically for water and sewer projects,
transportation projects, or general infrastructure projects. The governmental funds of eight of
the states we examined (California, Idaho, Kentucky, Pennsylvania, Maryland, Missouri,
Nebraska, and Texas) had dedicated transportation fund mechanisms as major governmental
funds, and only two of the states (Kentucky and New Mexico) had major governmental funds for
capital improvements. While no states in this report had a major governmental fund for water
and sewer projects, two states (California and Missouri) had funds for environmental and
conservation purposes that referenced water and sewer projects as areas covered by the
language of the broad mandate. Where present, a major fund that holds resources dedicated to
broad or specific sectors of capital infrastructure investment can potentially serve as an
important source of consistent and sustained investment in new projects, ongoing
maintenance, or deferred infrastructure needs.

However, it is unclear given the scope of this study whether having such funds actually
impacts the level and efficacy of investment in the noted areas, particularly given the breadth of
strategies states are using in tandem with dedicated funds, and in the absence of them. For
example, some states like Montana, as described earlier, have dedicated funds that do not
appear as major governmental funds, which are used to fund infrastructure. An example of such
a mechanism was described earlier in this report for the State of Montana Capital Projects Fund,
enabled via Montana, Title 17, Chapter 7, Part 2, Montana Code Annotated, to provide funds for
new infrastructure and deferred maintenance needs with approximately one percent of general
fund revenue less any existing general obligation bond debt service and deferred maintenance
funding thresholds set at 0.6 percent of current replacement value of existing state of
Montana’s “Long Range Building Program”.*?® States that consider adopting a similar practice
can create powerful vehicles for funding new projects and deferred maintenance. Additionally,
many states create dedicated funds for infrastructure investment by sector that live outside of
the state’s balance sheet within the mandate, oversight, and administration of public authorities
or other state entities who have statutory authority to carry out a water or sewer investment
mandate like the Texas Water Development Board SWIFT program, described earlier in this
report.

When examining variations in state revenue composition and the variations in the
structure of the funds within the governmental fund in states, and the use of a myriad of public
authorities to carry out infrastructure investment mandates, it is important to be attentive to
how such variations arise, due to several factors we describe in Section Il of this report —
mainly differences in state constitutions, state enabling laws, fiscal policies that govern how
governmental funds are structured, tax and expenditure limitations, and other factors. Across
the fifteen states in this study, state-by-state variations in revenue composition are also,

423Gtate of Montana, Comprehensive Annual Financial Report for FY23, June 5, 2023, 9.
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primarily, a function of state law and constitutional enabling authority regarding the types of
revenues that states can collect and administer, either alone or in partnership with local
governments as shared revenues.

Additionally, variations in general fund state revenue composition for several of the
states we examined are also impacted by state fiscal policies, which restrict the way that
revenues flow across different governmental funds. For example, in Montana and Idaho the
general fund holds less than two percent of each state’s general intergovernmental revenues.
Both states, however, adopt the practice of segregating federal grant revenues to be expended
for operations or infrastructure by depositing them in special revenue funds within the
governmental fund, rather than in the general fund. Additionally, in Montana the state raises
several own-source revenues from the exploration and development of oil, gas, and mineral
deposits, in part, because of the geographic and industry factors present in the state. As noted
earlier in Section Ill, the Montana State Constitution enables the creation of state permanent
funds as a vehicle to hold a portion of such revenues and enables the state to earmark such
revenues for certain specific functional areas of spending.

State permanent funds and special revenue funds are mechanisms that, if used to a
greater degree in the proper contexts, could possibly be one additional strategy that enables
states with consistently high infrastructure costs to segregate and dedicate a portion of state
revenues annually on a permanent basis to key functional areas of infrastructure spending (or
specific types of infrastructure projects) that are known to have ongoing high investment needs
or high deferred maintenance needs. By their nature, such mechanisms allow revenues to
bypass the general fund, carrying the potential benefit of ensuring that a sustainable funding
source could be established to support key infrastructure spending in sectors or projects that
may lack historically dedicated or consistent funding sources.

The noted strategy could potentially be used to strengthen a state’s capacity to engage
in pay-as-you-go financing (where that is a priority) because the pay-as-you-go method uses
current revenues to fund projects, rather than other approaches like debt issuances, or
public-private partnerships. Additionally, a special, restricted, or permanent fund mechanism
could also be used to segregate revenues to serve as a state matching contribution for federal
water and transportation programs described throughout this report, where states do not want
to commingle revenues that are dedicated to a state matching contribution with other funds.
Some states, like California, are using budget stabilization mechanisms as a source for
infrastructure funding, when such accounts reach a certain threshold (e.g., ten percent of the
estimated general fund revenues for any fiscal year).*** An important area for further research
might be to analyze whether states with restricted, permanent, or stabilization funds for
infrastructure investment have greater efficacy when funding projects or if they have lower
deferred maintenance risks, when compared to states that do not use such mechanisms.

There can be, however, potential risks of using state restricted, permanent funds or
special revenue funds to earmark revenues for infrastructure if a state faces weaker fiscal
health or revenue dislocations for a prolonged period. In such instances, and others, many

424 Justia US Law, California Constitution Article XVI - Public Finance Section 20, March 28, 2024,
https://law.justia.com/constitution/california/article-xvi/section-20/.
State of California, Annual Comprehensive Financial Report, March 23, 2023, 89-90.
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states might opt to maximize the revenues of the state’s general fund, given the importance of
that fund in funding core operating needs. Other factors that might be relevant in informing
whether revenues should flow to a permanent fund or remain in the general fund, include
considering impacts to a state’s credit rating, whether a state has constitutional requirements
that require balanced budgets, funding budget stabilization reserves, among others.

A state’s flexibility, diversity, and composition of its revenues are some factors of many
that also impact the degree to which states can pass through funding in the form of state aid to
support local governments (cities, towns, districts, local authorities, etc.) that fund local
infrastructure projects within the state’s jurisdictional boundaries of a general nature, including
in the water and transportation sectors. State aid passed through to localities takes on
heightened importance in states where local jurisdictions face property tax limits. As described
earlier in Section lll, the commonwealth of Massachusetts approved a statewide tax limitation
initiative petition, commonly known as “Proposition 2 %", to constrain levels of property taxation
and to limit the charges and fees imposed on cities and towns by certain governmental entities,
including county governments.*?* The commonwealth makes annual substantial payments to its
local governments and regional school districts in the form of local aid to mitigate the impact of
local property tax limits on local programs and services.*?

Recognizing the importance of state and localities working together to fund
infrastructure projects, we analyzed the own-source revenue frameworks within the fifteen
states and examined the authorization and use of predominant local option revenues that states
leverage to enable local funding channels for transportation, water, and waste-water projects:
(1) local option sales taxes — a special-purpose tax that is enabled and authorized by the state,
but implemented at the municipal level, often above a base sales tax rate; (2) local option fuel
taxes — a special-purpose tax on motor fuel that is enabled and authorized by the state, but
which is implemented at the municipal level; and (3) local motor vehicle fees or taxes — a
revenue or tax authorized by the state, but implemented at the municipal level either as a vehicle
registration fee or annual taxes on the value of a vehicle value, and/or other attributes of the
vehicle (i.e., weight, number of wheels, etc.).**’ Table IV summarizes trends in the noted area.

425Town of Andover Massachusetts, Proposition 2 %, April 1, 2024,
https://andoverma.gov/949/Proposition-2-12#:~:text=Proposition%202%20%C2%BD%20refers%20to,from%20year%2
Dto%2Dyear.

4Commonwealth of Massachusetts, Monthly Local Aid Payments from the Treasury, April 1, 2024,
https://www.mass.gov/monthly-local-aid-payments-from-the-treasury#:~:text=Local%20aid%20is%20appropriated %2
0in,and%20towns%20are%20also%20made.

427Goldman, T., & Wachs, M.,. A Quiet Revolution in Transportation Finance: The Rise of Local Option Transportation
Taxes. Transportation Quarterly, 19-32, 2003, cited in DuPuis, N. & McFarland, K., Paying for Local Infrastructure in a
New Era of Federalism: A State-By-State Analysis, 2016.
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Table IV: State Practices Enabling Local Option Own-Source Revenues for Water, Sewer, and
Transportation (Road and Transit) Projects

State Local Option Local Option Local Option Motor Vehicle
Fuel Tax Sales Tax Registration Fee
Infrastructure Infrastructure Infrastructure
Authorized Sector or General Authorized Sector or Authorized Sector or General
Revenue? General Revenue?
Revenue?
California Yes Roads/Transit Yes Roads No N/A
Georgia Yes General Revenue Yes Roads/Transit No N/A
Idaho No N/A No N/A Yes Roads
Illinois Yes Roads/Transit Yes Roads/Transit/ Yes Roads
Water/Sewer
Kentucky No N/A No N/A No N/A
Maryland No N/A No N/A No N/A
Massachusetts No N/A No N/A No N/A
Missouri Yes Roads Yes Roads/Transit/ Yes Roads
Water/Sewer
Montana Yes Roads Yes Roads Yes General Revenue
Nebraska No N/A Yes Roads/Transit Yes Roads
New Mexico Yes General Revenue No N/A No No
New York No N/A Yes General No N/A
Purposes
Pennsylvania No N/A No N/A No N/A
Texas No N/A Yes Roads/Water/ No N/A
Sewer
Washington Yes Roads Yes Roads Yes Roads/Transit

Source: The chart above was constructed using revenue data from the annual audited financial statements of each

state, presented in greater detail annually, in this report. The data presented for each state is derived from the

“Statement of Revenues, Expenditures, and Changes in Fund Balances Governmental Funds” that appears in the most
recent annual audited financial statement available for FY 2022 for all states. In order to validate the assumptions, and
consider the historical use of these mechanisms by states and their local governments, we consulted various reports

from the National League of Cities examining local government use of special revenues and local option taxes,
including, “Paying for Local Infrastructure in a New Era of Federalism: A State Analysis” (2016).

Across the states analyzed in this study, only seven states authorize local option fuel
taxes, and five states enable the use of the noted revenues for road and transit projects. Nine
states authorize local option sales taxes, and eight states enable the use of the noted revenues
for road, transit, water, and sewer projects. Notably, six states authorize local motor vehicle
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registration fees, and five states enable the use of the noted revenues for road, transit, water,
and sewer projects. This data makes clear that municipal governments in states with limited
enabling authority for the noted local option taxes and fees are facing less optionality with
respect to the own-source revenues they can raise and use for transportation funding. Whether
local governments are leveraging local option taxes, where they are authorized, is outside the
scope of this study because our methodology was limited to analyzing state entities rather than
the investment and public finance patterns within localities but such presents an important area
for future research and analysis. As noted earlier, examining local government funding of
infrastructure and understanding whether local option taxes are creating a positive enabling
environment for localities to invest in such projects is a vital part of understanding holistic
investment in water, sewer, transportation infrastructure levels, trends, and patterns in the noted
sectors and others, particularly for assets owned by localities.

While local governments, like states, can certainly integrate other public finance
approaches to complement an own-source revenue strategy (i.e., debt, public-private
partnerships, intergovernmental aid, etc.), states can play a broader role creating a stronger
enabling environment that provides localities with expanded revenue options, in view of the vital
role local governments play in funding water, sewer, and transportation infrastructure.

An additional mechanism that states employ to provide local governments with efficient
and affordable channels to raise money to finance infrastructure projects generally, and in the
sectors prioritized for this report (i.e., transportation, etc.) occurs via state authorities, including
state infrastructure banks, or municipal bond banks. In many instances, the noted entities
administer and run revolving funds that provide loans to local governments to finance certain
projects, can provide grants, potentially provide credit enhancement, and may provide technical
assistance, among other public finance avenues to support local governments. State
infrastructure banks and state municipal bond banks are often capitalized with federal funds or
state revenues that are appropriated to the entity.

Figure | visualizes the states in our study that have state infrastructure banks or
municipal bond banks (SIBs/Bond Banks), which appear in the jurisdictional summaries of
Section lll and denotes states that were not examined in this study. Table V further reports
which SIBs/Bond Banks have mandates that allow them to enable local funding of projects in
the transportation, water, and sewer sectors prioritized for this report, versus general public
projects or general infrastructure projects.
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Figure I: State Infrastructure Banks and Municipal Bond Banks (Fifteen State Analysis)

No 5IB/Bond Bank

B sBBond Bak
State Not Examined

Table V: Select Infrastructure Sector Focus Areas for States Examined in this Report with State
Infrastructure Banks and Municipal Bond Banks

State Transportation Water/Sewer Other General Infrastructure
California Yes Yes Yes
Georgia Yes No No
Idaho No No Yes
Kentucky No Yes Yes
Missouri Yes No No
Nebraska Yes No No
New Mexico Yes No Yes
New York No No Yes
Pennsylvania Yes Yes Yes
Texas Yes Yes No
Washington* Yes No Yes

*Note: The state of Washington participated in the U.S. Department of Transportation State Infrastructure Bank
program, which was created in 1996 as an initiative to better allocate federal funds to state transportation infrastructure
projects. At present, the State of Washington has not created a stand-alone infrastructure bank as a state entity, but
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legislation is pending to establish the state’s first infrastructure bank, SB 5509, “Creating the Washington state public
infrastructure Bank” is currently being evaluated.*?®

As Figure | and Table V make clear, not all states are leveraging state infrastructure banks and
municipal bond banks in ways that create channels for investment in transportation, water and
sewer sector projects for municipal governments. Georgia, for example, has established a state
infrastructure bank that is capitalized solely with state funds and which are not entering into
cooperative agreements with the U.S. Department of Transportation and seeking or receiving
federal funds.

When examining expenditure data in the “Statement of Revenues, Expenditures, and
Changes in Fund Balances Governmental Funds” for each state in this study, there are
significant limitations that inhibit our ability to derive a comprehensive understanding of how
states are funding general infrastructure, water, and sewer projects as a state entity if we only
focused on the general fund for several reasons. First, each state’s general fund expenditures
define functional areas of operating and capital expenditures in different ways and categorize
projects funded within such areas in accordance with their own state-specific approach. One
state, for example, may include water projects funded by general fund revenues within a broad
functional category of “environmental”, “conservation”, “natural resources” expenditures, and
presenting composite data that cannot be disaggregated to measure solely state spending on
water, rather than other environmental projects, absent specific schedules in the financials with
lists of projects that comprise that expenditure area. To illustrate the high degree of variation in
this area, compare Fiscal Year 2022 expenditures in Georgia and Idaho in Charts XXXIl and
XXXIII:

Chart XXXII: State of Georgia General Fund Expenditures, FY
2022

In "
7

Interest (0%)
Conservation (0.1%)

General Government (3.7%)

Culture and Recreation
(0.7%)

Economic Development and
Assistance (1.2%)

Public Safety (5%)
Transportation (6%)

Education (33%)

Health and Welfare (49%)

Source: State of Georgia Annual Comprehensive Financial Report for the Fiscal Year Ended June 30, 2022;
Calculations are based on actual audited revenue figures and are not adjusted for inflation

“2®\Washington State Legislature, S.B.SB 5509, 2023-2024, April 1, 2024,
https://app.leg.wa.gov/billsummary?BilINumber=5509&Year=2023&Initiative=false
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Chart XXXIII: State of Idaho General Fund Expenditures, FY
2022

Interest and Other Charges Principal Retirement (0.1%)
(0.2%)

Health and Human Services
(0.9%)

Economic Development
(1.2%)

Natural Resources (2.4%)
Capital Outlay (2.8%)

General Government (4.6%)

S~ Education (58%)

Public Safety and Correction
(10%)

Intergovernmental Revenue
Sharing (20%)

State of Idaho Annual Comprehensive Financial Report for the year ending June 30, 2022; Calculations are based
on actual audited revenue figures and are not adjusted for inflation

Additionally, a singular focus on the general fund may not fully capture other important
avenues of state spending on key functional areas, particularly efforts that are novel and may
reflect cross-jurisdictional funding structures that impact multiple state’s balance sheets as is
visible in the multi-state Great Lakes Protection Fund effort described earlier in this report as a
joint undertaking by Michigan, Minnesota, New York, Ohio, Pennsylvania and Wisconsin.** The
funding that flows through that multi-state environmental endowment also is held, in part, on the
balance sheets of the non-profit that administers the fund.**°

In order to build a more holistic understanding of all the channels a state may be
leveraging to invest in infrastructure generally and transportation, water, and sewer
infrastructure specifically, it is important to examine funding raised by states from public
finance sources beyond revenues, including funding raised from borrowing, outside investors,
and other external sources derived outside of government’s own-source or intergovernmental
resources. To do that, we examined two core questions across all states in this study: (1) do
states have authorization to use TIF, municipal borrowing, revolving loan fund, and public-private
partnerships (P3s)?; (2) where state-enabling legislation exists that authorizes the use of tax
increment financing, municipal borrowing, revolving loan funds, and public private partnerships,
is there evidence that states are actually using or leveraging the mechanism to fund
infrastructure? The approach recognizes that not every state that is enabled to use a public
finance instrument may actually leverage that instrument at the state level to finance projects.
Table VI summarizes some of our findings to the noted questions.

As reported in Table VI, and described throughout this report, although nearly all states
examined in this report have legislation authorizing all of the major instruments of public
finance, some mechanisms are enabled by states only for local governments to use or for select

429Gtate of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58
430Gtate of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58.
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state agencies to use. For example, TIF is enabled at the state level in all of the states we
examined in this report. However, in all instances it is enabled only for local governments to use,
rather than for use by states at the state level. This stands in contrast to municipal bonds, notes,
public-private partnerships, and revolving loan funds, which are enabled at the state level for use
both by state entities and by local authorities.

Table VI: States with Enabling Legislation for Select Public Finance Mechanisms

State Tax Increment Municipal Bonds and Public-Private Revolving Loan
Financing Notes Partnerships Funds
California Yes Yes Yes Yes
Georgia Yes Yes Yes Yes
Idaho Yes Yes No Yes
lllinois Yes Yes Yes Yes
Kentucky Yes Yes Yes Yes
Maryland Yes Yes Yes Yes
Massachusetts Yes Yes Yes Yes
Missouri Yes Yes Yes Yes
Montana Yes Yes No Yes
Nebraska Yes No* Yes Yes
New Mexico Yes Yes No Yes
New York Yes Yes Limited** Yes
Pennsylvania Yes Yes Yes Yes
Texas Yes Yes Yes Yes
Washington Yes Yes Yes Yes

Notes: *The Constitution of the State of Nebraska generally prohibits the state from incurring indebtedness. Specifically,
Article Xl of the State's Constitution prohibits the State from incurring debt in excess of one hundred thousand dollars.
However, the Nebraska Constitution does allow the issuance of revenue bonds for limited purposes, including, for
example: (1) highway construction; and (2) water conservation and management projects. Additionally, state authorities
who are separate legal entities are not subject to the state’s constitutional restrictions and can incur debt for various
purposes. **Legislation in New York exists that enables P3s to be used in limited instances by specified state agencies.

The data summarized in Table VI, together with the individual state jurisdictional
summaries in Section Il of this report, make clear that the majority of states rely on component
units of government and state authorities to fund general infrastructure, transportation, and
water projects. Furthermore, the public finance practices within those state authorities are not
uniform and reflect a high degree of variation and include many of the mechanisms summarized
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in Table VI (e.g., multiple state authorities may each have a mandate to fund transportation, but
some may rely on federal aid, others might be more reliant on municipal borrowing, etc.).

In view of the variations we observed in state general funds and other factors described
earlier, in order to attempt to quantify general infrastructure investment trends, and investments
in transportation infrastructure, by states and state authorities, we relied on data from the
Statement of Net Position, within each state’s audited financials. The Statement of Net Position
offers one of the most comprehensive views of a government's investments in assets, reported
with awareness of the amounts invested in the assets “plus deferred outflows, less liabilities,
less deferred inflows of resources.”*"

In calculating the net investments in capital assets and transportation specifically for
each state in this study using the Statement of Net Position, we included amounts for the
primary government of the state and all component units of government with an infrastructure
funding mandate, categorized as follows: (1) “Governmental activities generally are financed
through taxes, intergovernmental revenues, and other non-exchangeable revenues.
Governmental activities are usually reported in the governmental fund types and internal service
funds in the funds financial statements”; and (2) “Business-type activities are financed in whole
or in part by fees charged to the users of the services, or dedicated funds.”**? Chart XXXIV
summarizes aggregate transportation investments for each state surveyed in this study, and
includes the following components in the calculation:

e Netinvestment in capital assets by the state for transportation, transit, roads,
bridges, highways, and other surface transportation projects reported in the
statement of net position for the state as a primary unit of government;

e Netinvestment in capital assets by individual component units of state
government that have a mandate to fund transportation, transit, roads, highways,
and bridges, and which are visualized in the diagrams that appear in the state
jurisdictional summaries earlier in this paper; and

e Netinvestment in transportation, transit, roads, highways, or bridge infrastructure
assets by individual component units of state government that have a mandate
to fund such areas and which are visualized in the diagrams that appear in the
state jurisdictional summaries earlier in this paper.

Individual data for each state transportation investments derived using the noted formula also
appear in Appendix B to this paper, reported annually for fiscal years 2020 to 2022.

431State of Washington, Statement of Net Position. March 31, 2024.
https://sao.wa.gov/bars-annual-filing/bars-gaap-manual/reporting/government-wide-financial-statements/statement-
net-position

“32Gtate of Washington, Statement of Net Position. March 31, 2024.
https://sao.wa.gov/bars-annual-filing/bars-gaap-manual/reporting/government-wide-financial-statements/statement-
net-position
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Chart XXXIV: Net Investment in Transportation Capital Assets, Fifteen State Analysis, FY 2020-2022
2022 2021 [2020
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Source: The chart above was constructed using data from the annual audited financial statements of each state. The data presented for each state is derived from the "Statement of Net Position” that appears in the most recent annual audited financial statement available for FY 2022 for all states.
Calculations are based on actual audited revenue figures and are not adjusted for inflation. Amounts in thousands.



Water and Sewer Infrastructure Funding Practices

Data limitations inhibited our ability to apply the same process to calculate the net
investments in capital assets for water and sewer assets specifically for each state using the
Statement of Net Position data as the process described for transportation.

In many states, water and sewer infrastructure investments were reported within data
for environmental spending, and did not appear in a sufficiently disaggregated form needed for
our analysis. Additionally, the wide variations in the manner in which states fund water and
sewer projects that are owned and operated at the state level was a further limiting factor to
deriving such calculations, as well as the fact that many water and sewer assets in states are
owned by localities rather than states and their authorities. Accordingly, as described in our
methodology, to analyze water and sewer data, we focused on two programs that were present
state-to-state at significant scales, and which would help us understand the magnitude of state
investments and important dynamics regarding how states support local government
investments in the water and sewer area.

When funding water and sewer systems, every state we examined for this report relies
on revolving loan mechanisms, administered either by the state, a state department, or a
separate state authority as described in Section Ill. At present, revolving loan programs are of
vital importance and serve as the primary mechanism to fund water and sewer projects within
the state from two core federal programs: (1) the Clean Water State Revolving Loan (CWSRF);
and (2) the Drinking Water State Revolving Loan (DWSRF).

Across all states, CWSRF and DWSRF programs are capitalized with a combination of
federal grant funds, state revenues, and proceeds raised from the issuance of municipal bonds.
DWSRF and CWSRFs programs are principal sources that governments currently use to fund the
acquisition, construction, improvement, expansion, extension, and repair of water and sewer
systems. The data within Statements of Net Position was not sufficiently disaggregated to
provide accurate data regarding water and sewer investments across states, and their
authorities, examined in this report. Accordingly, we examined state CWSRF and DWSRF data
from the U.S. Department of Environmental Protection to gain a holistic sense of water and
sewer funding at the state level.

The capitalization, strength, breadth, and prevalence of the noted programs is
represented in Chart XXXV, which presents state-by-state total annual capitalization grants
awarded and total state match contributions across to the fifteen states in our study for the
CWSRF program, and Chart XXXVI, which presents state-by-state total annual capitalization
grants awarded and total state match contributions across to the fifteen states in our study for
the DWSRF program.
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Chart XXXV: CWSRF Total Annual Capitalization Grants and Total Annual State Match Contributions —

Fifteen State Data
2022 2021 [ 2020
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Maryland

Capitalization Grants

38,429,001

7,687,000
State Match 7,786,800
7,685,800
0 20,000,000 40,000,000 60,000,000 80,000,000 100,000,000 120,000,000 140,000,000
Georgia
Capitalization Grants
State Match
5,374,290
0 20,000,000 40,000,000 60,000,000 80,000,000 100,000,000 120,000,000 40,000,000
Washington
Capitalization Grants
5,526,200
State Match 5.527,000
5,526,200
0 20,000,000 40,000,000 60,000,000 80,000,000 100,000,000 120,000,000 140,000,000
Kentucky
Capitalization Grants
20,223,000
4044600
State Match 4,045,000
4,044,600
] 20,0¢
Nebraska
8,109,000
Capitalization Grants 8,110,000
8,109,000
1,621,800
State Match 1,622,000
1,662,450
a 20, 40,000,000 60,000,0
Idaho

100,000,000 120,000,000

00
7,779,000

7,780,000
7,779,000

Capitalization Grants

State Match

40,000,000 60,000,000 80,000,000 100,000,000 120,000,000 140,000,000 160,000,000
Mew Mexico
7,779,000
7,780,000

7,779,000

Capitalization Grants

1,800,000
1,800,000
1,555,800

State Match

Montana

100,000,000

160,000,000
7,779,000
Capitalization Grants | 0
7,760,000
1,600,000
Slate Match 5,379,699
6,026,399
0 20,000,000

40,000,000 60,000,000 80,000,000 100,000,000 120,000,000 140,000,000 160,000,000
Source: U.S. Department of Environmental Profection, Clean Water State Revolving Fund Mational Information Management System Reports

160,000,000

160,000,000

160,000,000

160,000,000

110



Chart XXXVI: DWSRF Total Annual Capitalization Grants and Total Annual State Match Contributions —

Fifteen State Data

2022 2021 2020

California

Capitalization Grants

State Match

Texas

Capitalization Grants

State Match

New York

Capitalization Grants

State Match

lllinois

Capitalization Grants

State Match

Pennsylvania

Capitalization Grants

State Match

Georgia

Capitalization Grants

State Match

Massachusetts

Capitalization Grants

State Match

97,047,000
149,558,690
97,072,000

0 20,000,000 40,000,000 60,000,000 80,000,000

87,015,000
86,280,000
86,205,000

0 20,000,000 40,000,000 60,000,000 80,000,000

45,982,652
42,000
89,905,000

7,917,789

0 20,000,000 40,000,000 60,000,000 80,000,000

41,505,000
41,542,000
41,386,000

0 20,000,000 40,000,000 60,000,000 80,000,000

34,189,000
33,887,800
33,883,000

6,837,800
6,780,800
6,776,600
0 20,000,000 40,000,000 60,000,000 80,000,000

25,924,000
37,371,000
25,931,000

5,254,209
5,138,975

0 20,000,000 40,000,000

80,000,000

7,427,000
5,105,200
5,109,800
0 20,000,000 40,000,000 60,000,000 80,000,000

100,000,

100,000,000

100,000,000

100,000,000

100,000,000

100,000,000

100,000,000

120,000,000

120,000,000

120,000,000

120,000,000

120,000,000

120,000,000

120,000,000

140,000,000

140,000,000

140,000,000

140,000,000

140,000,000

140,000,000

140,000,000

111



Washington

Capitalization Grants 3,01

24,583,000

4,915,200
State Match 4,919,600
4,916,600
] 20,000,000
Maryland

Capitalization Grants ,
20,158,000

4,070,000
State Match 4,034,000
4,031,600
0 20,000,000
Missouri
Capitalization Grants | 11,000
19,399,000
State Match 675,003
0
o 20,000,000
Kentucky

Capitalization Grants |[RE:REER]
18,132,000

3,658,800
3,628,800
3,626,400

State Match

1] 20,000,000

Idaho

11,001,000
11,011,000
11,004,000

Capitalization Grants

2,200,200
2,202,000
2,200,800
] 20,000,000

State Match

Montana
11,001,000
Capitalization Grants

7,208,554
3,678,904
4572503

0 20,000,000

State Match

Nebraska

11,001,000
11,011,000
11,004,000

Capitalization Grants

2,200,200
2,202,200
2,200,800
] 20,000,000

State Match

New Mexico

11,100,000
11,011,000
10,859,000

Capitalization Grants

3,200,800
2,220,000
2,202,200

State Match

40,000,000

40,000,000

40,000,000

40,000,000

40,000,000

40,000,000

60,000,000

60,000

60,000,000

60,000,000

80,000,000

80,000,000

100,000,000

100,000,000

100,000,000

100,000,000

100,000,000

100,000,000

100,000,000

Sourge: U5, Department of Envirenmental Protection, Drinking Water State Revolving Fund National Information Management System Reports

120,000,000

120,000,000

120,000,000

120,000,000

140,000,000

140,000,000

140,000,000

140,000,000

112



CWSRF and DWSRF programs operate in consistent ways across states: (1) Congress
appropriates funding to the U.S. Department of Environmental Protection for the SRF programs;
(2) the U.S. Department of Environmental Protection awards capitalization grants to each state;
(3) for most appropriations, states provide traditionally a twenty percent match to those
capitalization grants; (4) states then provide below-market rate loans and other authorized
assistance to eligible recipients (e.g., water and wastewater systems) for water infrastructure
projects; (5) loan terms are typically twenty to thirty years; (6) states disburse SRF funds to
eligible recipients on construction costs that are incurred; (7) recipients repay their loans back
into the state’s SRF; and (8) the state SRFs use these “recycled” funds to make additional loans,
creating a “revolving” cycle.**

The SRF programs serve as the predominant source of funding for state and local
government investment in water and sewer projects. Certain provisions of the Infrastructure
Investment and Jobs Act (IIJA) passed in 2021 modified existing elements of the SRF program,
including easing the state match requirement in some cases to expand state access to SRF
funds, expanded subsidies for disadvantaged communities, and other elements.*** The SRF
programs also, in some instances, leverage public finance vehicles known as guarantees — a
form of credit enhancement that can improve the cost of capital for communities and projects
that have challenging or low credit quality.**°

Across the fifteen states we examined in our study, a few noteworthy trends emerged.
New York, California, Illinois, and Texas have the highest concentration CWSRF and DWSRF
capitalization grants consistently on a year-over-year basis for the three-year period of data we
analyzed in this report, as reported in earlier and in Appendix A. Grant awards to states for the
CWSRF program are made using formulas in the Clean Water Act and other legislation that has
authorized or revised the CWSRF program provisions. Factors that are considered include a
combination of infrastructure needs, population, and other potential factors that are weighted in
calculating an award to each state, above a minimum threshold of 0.5 percent.**®* When making
grant awards to states pursuant to the DWSRF program, the Safe Drinking Water Act governs
and prescribes the process for the annual allotment of federal funds to states, tribes, and
territories.*®” The annual allotment to states is established through a survey of water system
capital improvement needs conducted every four years. Each state receives a minimum annual
allotment of one percent of the national grant funds after allotments for tribes, territories, and
other national reserved programs are made.*®

*33Commonwealth of Massachusetts, Clean Water and Drinking Water State Revolving Funds and the Bipartisan
Infrastructure Law, 2022,
https://www.mass.gov/doc/clean-water-and-drinking-water-state-revolving-funds-and-the-bipartisan-infrastructure-la
w-presentation/download.

434Congress, H.R. 3684 - Infrastructure Investment and Jobs Act, 2022,
https://www.congress.gov/bill/117th-congress/house-bill/3684.

43%United States Environmental Protection Agency, About the Clean Water State Revolving Fund (CWSRF), April 1,
2024, https://www.epa.gov/cwsrf/about-clean-water-state-revolving-fund-cwsrf.

436Congressional Research Service, Clean Water State Revolving Fund Allotment Formula: Background and Options,
March 15, 2023, https://crsreports.congress.gov/product/pdf/R/R47474.

*7United States Environmental Protection Agency, Drinking Water State Revolving Fund Annual Allotment of Federal
Funds for States, Tribes, and Territories, April 1, 2024,
https://www.epa.gov/dwsrf/annual-allotment-federal-funds-states-tribes-and-territories.

“38United States Environmental Protection Agency, Drinking Water State Revolving Fund Annual Allotment of Federal
Funds for States, Tribes, and Territories, April 1, 2024.
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Experts, practitioners, state officials, and local officials widely agree that the expansive
and consistent levels of funding made available to states by Congress for the CWSRF and
DWSRF programs are not enough to keep pace with the investment needs in water and sewer
infrastructure.**® However, across the fifteen states in our study, the data in our Appendix
suggests that not all SRF resources are being fully committed and utilized on an annual basis.
There are significant utilization gaps in states with high levels of uncommitted funds and in
states where funding is not reaching hardship communities and disadvantaged communities, as
demonstrated in our Appendix. Accordingly, it will be important for policy-makers and state
officials to consider whether and how CWSRF and DWSRF need reform or technical assistance
at the local level, to ensure that they can function with the greatest efficacy and stronger
utilization ratios.

Outside of funding water and sewer projects using the predominant method of state
revolving funds via the DWSRFs and CWSRFs, a select number of states we examined also use
unique cross-jurisdictional models to fund water projects. The state of lllinois, for example, is
also a contributing member and participant in a multi-state effort with the states of Michigan,
Minnesota, New York, Ohio, Pennsylvania, and Wisconsin that is collectively known as the Great
Lakes Protection Fund, which is managed by an lllinois not-for-profit corporation.**® As noted
earlier in this report, the Great Lakes Protection Fund is the first multi-state environmental
endowment in the United States that makes investments that restore and maintain the Great
Lakes’ water quality by providing grant funding for projects that promote the objectives of the
regional Great Lakes Toxic Substance Control Agreement and the binational Great Lakes Water
Quality Agreement.**’

Tax Increment Finance

Every state examined in this study has enabling authority, at the state level, that
authorizes eligible local governments in the state to engage in tax increment financing. Although
significant variation exists in the nuances of TIF statutes state-to-state, in every instance where
TIF authority is present there are some consistent trends: (1) TIFs are not enabled as a
mechanism for states or state authorities to use; and (2) TIFs are enabled for local government
use. While the majority of states enable local governments to use TIF with a finding of blight or
for the purpose of funding urban redevelopment and economic development projects, at least
three states in our study explicitly allow the use of TIF for a broad range of infrastructure
improvements, including transportation and water projects. California’s TIF statutes also enable
local government use of TIF as a mechanism to advance climate change funding. The Climate
Resilience District Act in California enabled cities, counties, and special districts in California to
form Climate Resilience Districts (CRDs) as a specialized type of EIFDs and to fund projects that
address climate change mitigation, adaptation, or resilience.**?

“*National League of Cities, Paying for Local Infrastructure in a New Era of Federalism A State-by-State Analysis,
2016, https://www.nlc.org/wp-content/uploads/2016/12/NLC_2016_Infrastructure_Report.pdf.

#0Gtate of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58, Annual Comprehensive Financial
Report for Fiscal Year Ended June 30, 2022.

413tate of lllinois, Annual Comprehensive Financial Report, August 15 2023, 58.

“2California Senate, California Senate Bill 628, May 14, 2013, https://legiscan.com/CA/text/SB628/id/845549.
California Association for Local Economic Development, Primer on California’s Tax Increment Financing Tools, 2nd
ed., May 2023, 1-39.
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The maijority of TIF statutes for the fifteen states we examined in this report principally
rely on the property tax as a source of funding. However, New Mexico’s TIF program is unique in
allowing incremental revenues to come from either property tax or state gross receipts tax — a
significant part of the own-source revenues from taxes raised by the state’s general fund.*** The
noted practice can provide an expansive and generative resource base for TIF projects that isn't
solely reliant on the property tax. However, it also potentially carries the risk of serving as a drain
on a significant general fund resource for the state of New Mexico that is vital to funding core
government services. As noted earlier in Section llI, state gross receipt taxes in New Mexico are
a significant own-source revenue that comprise nearly thirty percent of the state’s general fund,
and are used by the state to fund basic services including schools, teachers, and health care,
among other purposes.**

In all instances where TIF rely solely on property taxes or an expanded set of revenues,
like the New Mexico state gross receipts taxes, it is important for state leaders to be attentive to
measuring the degree to which the trajectory of TIFs is proving to be yielding positive generative
effects to the locality and to the state as economic development goals are realized (e.qg.,
boosting state sales taxes or corporate tax revenues as redevelopment is successful, etc.) or
whether the TIF is having negative or extractive effects on the local or state fiscal base.

Public-Private Partnerships (P3s)

State and local governments, including any government-controlled public authorities
responsible for infrastructure systems, have traditionally contracted private companies to
complete a single phase of a project, such as the construction phase or the maintenance of an
existing infrastructure asset. Commonly referred to as the traditional approach or the
design-bid-build (“DBB") approach, the public authority procures a private company, paying them
using public funds from the government'’s revenues on a pay-as-you-go basis, through debt, or
using other forms of investment described earlier in this report. Upon completion of the
infrastructure project under the noted approach, the state or public authority retains a
considerable degree of control of the project, remaining responsible for managing that asset’s
ongoing operation and management. Further, while the private company assumes a limited
amount of project-related risk, the state or public authority assumes risks like construction
delays, cost overruns, and shortfalls from revenue projections.

Unlike the noted traditional DBB government process, in public-private partnerships
(“P3s”), the state or public authority sponsor of a project engages private companies through
contractual arrangements to assume significant responsibility for multiple stages of an
infrastructure project or system — design, build, finance, operate, and maintain (“DBFOM”).**5
The definitions of P3s vary widely. For example, the National Council for Public-Private
Partnerships (“NCPPP”) defines a public-private partnership as “a contractual agreement
between a public agency (federal, state, or local) and a private sector entity. Through this
agreement, the skills and assets of each sector (public and private) are shared in delivering a
service or facility for the use of the general public. In addition to the sharing of resources, each

*“3New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023. https://www.nmlegis.gov/entity/Ifc/Documents/Finance_Facts/finance%20facts%20tidd.pdf

4“4New Mexico Legislature, Legislative Finance Committee Finance Facts: Finance Fact: Tax Increment Financing,
2023.

44SWashington State Legislature, Transportation Resource Manual: Public-Private Partnerships, 2023.
https://leg.wa.gov/JTC/trm/Documents/TRM%202023%20Update/12PublicPrivatePartnerships.pdf
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party shares in the risks and rewards potential in the delivery of the service and/or facility."** In
contrast, the U.S. Department of Transportation provides the following definition in the context
of highway projects that is applicable to other types of public infrastructure assets:

The use of P3s marks a shift away from traditional models of procuring and financing
highway projects. ... P3s are contractual agreements formed between a public agency
and a private entity that allow for greater private sector participation in the delivery and
financing of [public infrastructure] projects. With P3s, the private sector may take on the
risks and rewards of financing, constructing, operating, and/or maintaining a [public
infrastructure] facility in exchange for the right to future revenues or payments for a
specified period. P3s can expand the capacity of states to finance infrastructure projects
while accelerating delivery times, potentially reducing project costs, transferring project
risks, and improving the cost-effectiveness of long-term maintenance; however, P3s are
complex transactions with notable tradeoffs that require substantial review, due
diligence and technical expertise to manage effectively.**’

In the context of water or sewer projects, some experts define P3s as “performance-based”
contracts that allocate risks to the party best suited to manage them and link public-sector
payments from the system to contractual performance obligations of the private-sector
partner.”*4

Whereas all fifteen states have laws permitting traditional Design-Bid-Build (DBB)
procurement for transportation projects, which are generally not considered to be P3s, the way
that states that we surveyed in this report define P3s lacks uniformity.**° The state of
Washington, for example, offers a definition of P3s that quotes a U.S. Department of
Transportation’s definition, holding that “a public-private partnership (P3) is a contractual
agreement formed between public and private sector partners, allowing more private sector
participation than is traditional. The agreements usually involve a government agency
contracting with a private company to design, renovate, construct, operate, maintain, and/or
manage a facility or system.”**® The state of Kentucky, in contrast, offers a World Bank definition
of P3s, which holds that a P3 is a “long-term contract between a private party and a government
entity, for providing a public asset or service, in which the private party bears significant risk and
management responsibility, and remuneration is linked to performance.”**' The commonwealth
of Pennsylvania defines P3s, with a sector focus, as “a contractual agreement between a public
entity and a private entity (or another public entity) in which the public entity transfers the
responsibility for engineering, construction, operation, financing, and/or maintenance (or any

446The Construction Association, Public-Private Partnership Basics. www.agc.org/public-private-partnership-p3-basics
“7Federal Highway Administration, U.S. Department of Transportation, Public-Private Partnership Oversight: How
FHWA Reviews P3s, January, 2015, 1.
www.transportation.gov/sites/dot.gov/files/docs/p3-toolkit_p3_project_financing_guidebook_122816.pdf

4“8 aAmerican Water Works Association and EY, To P3 or not to P3: A water industry view on the relevance of
public-private partnership delivery models, 2019, 4. www.awwa.org/Portals/0/AWWA/Communications/P3Report.pdf
449 Design-Build Institute of America, 2024 Design-Build State Statute Report, Design-Build Institute of America,
https://store.dbia.org/product/state-statute-report/

40Washington State Legislature, Transportation Resource Manual: Public-Private Partnerships, 2023.
https://leg.wa.gov/JTC/trm/Documents/TRM%202023%20Update/12PublicPrivatePartnerships.pdf
4S1ICommonwealth of Kentucky Finance and Administration Cabinet, Public-Private Partnerships.
https://finance.ky.gov/eProcurement/public-private-partnerships/Pages/default.aspx
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combination) of a transportation project or facility to the private sector for a defined period of
time."*2

Because there is no consensus on how P3s are defined globally, in the United States, or
among the states we survey in this report, the nature of public-private collaborations and
arrangements that can arise as P3s are highly varied and diverse. Table VII highlights a few
select common models of P3s we observed across different states at a macro level:

Table VII: Select Common Models of P3s

P3 Model Acronym | Description

Build-Own-Operate BOO A government contracts with a private sector partner to build,
own, and operate a project in perpetuity, that otherwise would
have been built, operated and owned as a public project or which
constitutes a government service. A private entity partner may
potentially receive the right to user fees associated with the
project or facility that otherwise would have been charged and
retained by the government partner.

Build-Own-Operate- BOOT A private entity receives a franchise from a government entity to
Transfer build, and operate a facility that otherwise would be built,
operated. and owned as a public project for a period of time. The
private sector partner may potentially charge user fees for the
project or facility, for the defined period of time of the franchise.
At the conclusion of the franchise period, ownership of the project
or facility is transferred back to the public sector.

Build-Lease-Operate- | BLOT A private entity receives a franchise to finance, design, build, and
Transfer operate a leased government facility, and is provided the right to
charge user fees for the lease period, against payment of a rent.

Design-Build-Finance- | DBFO A private entity designs, finances, constructs a new facility under
Operate a long-term lease with a government partner, and operates the
facility during the term of the lease.

The high degree of variation across P3 models, and their complexity, makes it difficult to
identify, with precision, the full range of P3s that may exist in a state or every potential P3
arrangement that is enabled or used by a state, its public authorities, or other government
entities. Accordingly, to survey P3 practices in the states and state-controlled public authorities
described earlier in Section Ill of this report, we prioritized examining the nature of the legal
mandate at the state level for water, sewer, and transportation infrastructure projects, with
awareness of the highly varied P3 definitions and P3 arrangements described earlier in this
section.

The legislation enabling P3s in the states we surveyed lack uniformity, but reflect some
noteworthy trends and potentially meaningful practices. In many states, enabling legislation can

452pennsylvania Department of Transportation, About P3: What is a Public-Private Partnership,
www.penndot.pa.gov/ProjectAndPrograms/p3forpa/Pages/About-P3.aspx
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be characterized as being either: (1) broad, enabling P3s to be undertaken by government units
at multiple levels in the state either via one bill or separate bills; (2) limited, or tailored narrowly,
enabling only certain jurisdictions to undertake P3s; (3) includes express limitations around the
sectors of infrastructure that P3s can be used for; and/or (4) includes limitations on project cost
thresholds that must be met to engage in a P3. The broad approach is visible in the state of
Georgia’s Public-Private Facilities and Infrastructure Act, summarized in Table VIII. In contrast,
the state of Nebraska has a broad approach in enabling all political subdivisions to undertake
P3s but restricts the sectors of infrastructure that P3s can be used for, excluding from P3s