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l. EXECUTIVE SUMMARY

This report analyzestheCo mmonweal t h of Kentuckyds transpo
needs, historical and projected funding allocations and shortfalls, and the potential

economic benefits that could be realized should these future needs be funded. The

analysis concludes that Kentucky needs an additional $554 million , or more, in annual

transportation funding in order to continue providing a safe and efficient transportation

system. These needs are reahnd necessary toaccommodate thes y s t eomGugers,

manufacturers, distributors, retailers and other users.

Funding the additional $ 554 million may require a combination of tax code changesto

the Motor Fuels Tax and the Motor Vehicle Usage Tax,and the identification of other

potential revenue sources The historical analysis performed in this study suggeststhat

the tax revenue base of Kandwillcontinpd ®beRoad Fund
insufficient to fund the transportation needs throughout the state.

Funding these infrastructure needs willallow Ke nt u c k y 0 sto sappartnnereaged
employment, labor income, and overall output, in addition to creating travel time
savings, reduced operating cost, and safer conditions. Funding the necessary
transportation system needs would generate a return of 5.01 to 1 for each dollar
invested.

Additional Transportation Funding Needs (see C harts ES-1 & ES-2)

Funding made available for state highway projects in the current fiscal year, FY 2018, is
down 67% from FY 2012, and is $227 million less than its average over the past decade.
At this current rate of decline, only a minimal, if any, amount of funding will be

available from the Road Fund for state highway project construction after  the next
biennium, unless additional Road Fund resources are made available

U The recent trend of declining Available Funding for state highway projects, as well
as the current, FY 2018, shortfall is the result of a combination of factors,including
(but not limited to):

0 Recent declines in the AWP affecting the level of the Motor Fuels Tax.
0 Recent legislation affecting the level of the Motor Vehicle Usage Tax.
0 Reduced capacity for additional debt as previous bond authorizations issued
o Competing demands for Road Fund resources (including, but not limited to) :
A Increased highway maintenance costs
A Increased highway resurfacing costs
A Increased employer pension and post-retirement benefit cost
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Cabinet officials have estimated that an additional $205 million in annual funding is
required in order to repair or replace aging bridges and roads across the
Commonwealth and to maintain them at acceptable condition levels .

Over the past decade the cabinet has used an average of $122 million in toll creditseach
year to match FHWA grants. However, these accumulated toll credits will be exhausted
in FY 2020, leaving the Commonwealth with major additional funding needs in order to
maintain the current level of federal participation on FHWA transportation related
projects each year.

Several hundred million of additional project needs have also been identified for
aviation, riverport, and rail systems in Kentucky over the next several years.

Quantified Economic Impacts and Benefit s of Infrastructure Spending

Using | MPLAN software, our analysis estimates
economy resulting from a $554 million increase in transportation infrastructure

spending would support employment for 6,239 people and generate $296 million in

total wages throughout the Commonwealth, with a total economic output of $927

million (or a benefit -cost ratio of 1.68to 1), for each year this injection is made into the

economy.

In order to estimate the ongoing benefits of the improved transportation system, a

meta-analysis is utilized to examine 17 different studies tasked with quantifying the

benefits of transportation infrastructure investment. When taking the averages from

the results found by the most comparable highway specific studies, the meta-analysis
estimatesthatKk ent uckyds economy could realize an ope
of 3.33 to 1 for every dollar invested each year. This equates to $1.847 billion in

operational benefits realized from an additional $554 million invested in transportation
improvements.

When combining the construction impacts with the on going operational benefits, we
estimate a realized benefitcost ratio of 5.01 to 1. This equates to a realized benefit to
the Commonwealth of $2. 774 billion from eachadditional $554 million investment in
transp ortation infrastructure.
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Chart ES-1

State Highway Project Funding - FY 2009-2018
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Il INTRODUCTION

Transportation infrastructure is one of the pillars of Kentucky6 economy. The st at
economic health and its ability to remain competitive in the globalized economy
depend on the efficient transport of people and goods.

Kentuckyds multi modal net work of roads and hi
aviation airp orts, waterways, freight rail corridors and public transit services need

continuous investment. The improvement and expansion of this system depends on

public and private expenditures on new and improved infrastructure, technology and

services.

These investments have direct benefits, including travel time savings for commuters
and reduced shipping costs for manufacturers, distributors and retailers as well as
reduced vehicle operating and accident costs and broader economic effects. These
transportation be nefits lead to long-term macroeconomic effects such as higher
employment, greater gross state product (GSP), more personal income, more new
enterprises and possible beneficial effects for the national and world economies.

The first part of this study will focus primarily on state level transportation system

infrastructure projects and improvements in Kentucky. The study will examine the

amount of state highway sy st em projects | egally authorized
General Assembly over the past decade the types of projects and improvements

authorized, the funding made available for these projects, as well as for other

transportation modes, and the funding gaps that exist.

Additionally, the study will examine recent State Road Fund rev enue performance,

with a focus on the tax rates and performance of its two largest contributing tax es, the
Motor Fuel Tax and the Vehicle Usage Tax By comparing these recent trends, the study
will then quantify the hypothetical rate increases necessary in the Motor Fuel Tax

and/or the Vehicle Usage Tax to fill the funding gaps at various levels.

The last part of this study will examine the ongoing operational benefits from previous

studies which monetize the direct benefits, mentioned above,and estimateKe nt uc ky 6 s
ongoing operational return per $1 invested in transportation . In addition, this study will
estimate theo ma c r 0 e ¢ 0 n ecanoniad impacts coeated in Kentucky solely from

one-time construction expenditures and its ripple effects throughout the economy.
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M. KENTUCKY®dS TRANSPORTATI ON SYSTEM

The Transportation Cabinet

Il n 1982, the Kentucky General Assembly create
Cabinetd), as successor to t homanfl DapartmentoDepar t m
Highways. The Cabinet is responsible for the development, construction and

mai ntenance of the Commonwealthds primary roa
district offices across the state, and highway maintenance facilities in each of

Kentuckyds 120 counti es. Additionally, the C
technical and financial assistance for the Co
transportation providers across the state, and also performs a variety of other

regulatory activities such as vehicle registration, driver licensing, highway and vehicle

safety, etc.

As di splayed in Table 1, below, the Cabinetds
Kentucky General Assembly, over the last ten fiscal years has average over $2.3 billion
annually, and is comprised of multiple fund sources, including state Road Fund
revenues and various federal funding sources, which comprise approximately 59% and
31%, respectively, of the Cabinetds budget ovV
Table 1
FY General Fund Restricted Funds  Federal Funds Road Fund Total
2009 $ 5178200 $ 93,079,300 $ 725,400,800 $ 1,229,057,900 $ 2,052,716,20(
2010 $ 5,620,200 $ 92,953,300 $ 757,575,700 $ 1,323,196,900 $ 2,179,346,10(
2011 $ 4,856,600 $ 227,438,900 $ 718,294,000 $ 1,181,485,300 $ 2,132,074,80(
2012 $ 5,092,800 $ 531,464,000 $ 718,311,400 $ 1,259,954,500 $ 2,514,822,70(
2013 $ 5,678,200 $ 326,300,500 $ 605,332,200 $ 1,441,323,700 $ 2,378,634,60(
2014 $ 5,678,200 $ 326,539,200 $ 606,670,700 $ 1,461,496,100 $ 2,400,384,20(
2015 $ 6,228,200 $ 371,179,900 $ 726,762,100 $ 1,478,312,300 $ 2,582,482,50(
2016 $ 6,228,200 $ 226,521,400 $ 729,132,800 $ 1,443,678,300 $ 2,405,560,70(
2017 $ 6,228,200 $ 132,732,200 $ 740,779,100 $ 1,361,366,500 $ 2,241,106,000
2018 $ 6,228,200 $ 131,730,500 $ 755,708,900 $ 1,380,512,200 $ 2,274,179,80(
Total $ 57,017,000 $2,459,939,200 $7,083,967,700 $13,560,383,700 $23,161,307,60(
10-YrAvg $ 5,701,700 $ 245,993,920 $ 708,396,770 $ 1,356,038,370 $ 2,316,130,76(
% of Total 0.2% 10.6% 30.6% 58.5%
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State Highway System - Planning

Every two years, in a biennial budget (60-day) session, the Cabinet is required to
present the General Assembly with a proposed highway construction program for the
next three biennial periods. This proposed program for the three biennial periods is
referred t-¥eas PhandSi x

The planning process for the Six-Year Plan begins with the development of a long-term,
20-year program, and includes input from local citizens and officials, Area

Development District Publi ¢ Involvement Committees, Metropolitan Planning
Organization Committees, and the Cabinet. Each proposed project is evaluated relative
to its contribution towards various goals, including:

1) Preservation and management of the existing transportation system

2) Providing system connectivity of the individual modes to promote economic
development

3) Coordination and cooperation among a wide variety of interests in the planning
process

4) Enhancement of transportation system safety and convenience for its users

Additional ly, to assist in the identification of highway needs across the Commonwealth,
the Cabinet maintains an ongoing roadway inventory program, compiling and

analyzing data on things such as traffic volumes, physical roadway features, accident
statistics, and average travel speeds. Through this collaborative effort, proposed
projects are evaluated, and the highway projects ultimately identified and approved for
the first six years of the long-term program represent the highest priority projects and
constitute the Six-Year Plan. The current SixYear Plan consists of nearly 1,400 total
projects eligible for state and federal funding.

Utilizingthe Six-Year Pl an as itodés basis of input,
General Assembly then adopts a Biennial (two-year) Highway Construction Plan,

which authorizes work to proceed on specific projects and project phases. In addition,
the General Assembly also adopts a Transportation Cabinet budget which includes
appropriations of state and federal fund sources to pay for portions of the Bie nnial
Highway Construction Plan as well as all other Cabinet spending, including areas such
as re-surfacing, maintenance, aviation, public transportation, administration, etc.

Several recent Biennial Highway Construction Plans and Transportation Cabinet
Budgets will be used as the basis of our analysis in the following section.
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State Highway System & Historical Construction Funding

I n

this sect

i on,

we

wi ||

revi

nwealth

ew the Commonwea

Highway Construct ion Plans (statefiscal years 2009 through 2018). We willquantify the
amount of state funded highway projects authorized by the Kentucky General

Assembly as well as the amount of state funding made available for these projects in the
corresponding Transportation Cabinet budgets.

Included in our analysis, are the following types of projects:

1 State Construction (SP)

i State Construction High Priority Projects (SPP)

i State Bonds (SPB & SB2)

1 Base Realignment and Closure (BRAC) Bond Projects (BR2)

Table 2 d State Funded Projects FY 20092018
Total State Total All Projects
FY BR2 SB2 SPB SP SPP Projects in H/W Plan State % of Total
2009 $ $ - $ 527,445,578 $ 60,316,930 $ $ 587,762,508 $ 1,703,079,708 35%
2010 $ $ - $ 5,200,000 $1,213,342,030 $ $ 1,218,542,030 $ 2,060,449,430 59%
2011($ 79,100,000 $ 187,281,800 $ 93,310,000 $ 270,071,300 $ 54,540,000 $ 684,303,100 $ 1,786,027,805 38%
2012|$ 41,220,000 $ 126,975,000 $ 4,560,000 $1,163,942,900 $ 260,190,000 $ 1,596,887,900 $ 2,664,632,810 60%
2013 $ $ 102,674,225 $ 2,125,000 $ 216,710,000 $ 507,666,900 $ 829,176,125 $ 1,650,076,859 50%
2014 | $ $ 85,410,000 $ 12,550,000 $ 366,936,430 $ 445,362,200 $ 910,258,630 $ 2,037,939,630 45%
2015|$ 2,740,000 $ 107,510,000 $ $ 395,721,000 $ 494,714,800 $ 1,000,685,800 $ 1,813,973,061 55%
2016|$ 8,755,000 $ 19,631,800 $ 700,000 $ 384,840,000 $ 404,429,400 $ 818,356,200 $ 1,761,955,527 46%
2017 ($ $ 70,425,000 $ 663,300 $ 258,658,000 $ 583,383,400 $ 913,129,700 $ 1,766,644,534 52%
2018 | $ 13,700,000 $ 49,300,000 $ $ 361,145,000 $ 572,083,600 $ 996,228,600 $ 1,813,942,280 55%
$ 145,515,000 $ 749,207,825 $ 646,553,878 $4,691,683,590 $3,322,370,300 $ 9,555,330,593 $19,058,721,644 50%

As seen in Table 2, above, over the last ten fiscal years, on average, 50% of the projects
included in the Biennial Highway Construction Plan are state funded projects and the
other 50% is comprised primarily of federally fu nded highway and bridge projects.
However, our focus in this section (and in this study) will be primarily on projects

funded with state tax dollars.

As also seen in Table 2, aboveopver the last ten fiscal years,the General Assembly has
programmed between $587.8 million and $1,596.9 million of state funded projects each
year, with an average of $955 million authorized per year over this period. It is
important to understand that the amounts shown in Table 2 represent the estimated
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cost of projects or phases of projects that are authorized to proceed but does not

represent the amount of funding made available to pay for these costs.

Separate from the Biennial Highway Construction Plan, the General Assembly also
authorizes funding each year for state projectsthat are included in the plan. This
funding typically comes from two sources:

1) Appropriations from current year Road Fund revenues
2) Debt, in the form of bonds issued by the Turnpike Authority of Kentucky or

Kentucky Asset/Liability Commission,

Road Fund revenues over a period of up to 20 years.

The r emai

nder

of

t hi s s e cAvailable Funding 6 faristate e s

with the principal and interest paid from

projects each year in the Biennial Highway Construction Plan. For purposes of this
study, our analysis considers both appropriations of Road Fund moneys as well as
bonding authority authorized by the General Assembly as available to fund state
highway projects in each year. As will be illustrated, the amount of Av ailable Funding
for state highway projects each year is typically much less than the amount of projects

authorized.

Table 3 ¢ State Road Fund Appropriations

Highway
FY Construction % of Road Fund
2009 $ 161,434,000 13%
2010 $ 196,358,400 15%
2011 $ 176,672,600 15%
2012 $ 195,799,800 16%
2013 $ 278,454,700 19%
2014 $ 249,562,000 17%
2015 $ 265,019,900 18%
2016 $ 217,323,800 15%
2017 $ 189,149,400 14%
2018 $ 197,539,400 14%
Total $ 2,127,314,000 16%
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Table 3, above, displays the amount of direct appropriations made by the General
Assembly from current Road Fund revenues in each Transportation Cabinet budget
over the past ten fiscal years and made available to fund projects in the associated
Biennial Highway Construction Plan. When compared to Table 1, displayed earlier,
youdl |l see t hat caloyeas,rRoad Rund apmoprtations éonthefBiermial
Highway Construction Plan represent approximately 16% of all budgeted Road Fund
spending by the Cabinet.

Table 4 d Economic Development & BRAC Bond Authorizations

Authorizing Session/Year of the General Assembly
2006 2008 2009 2010
—2008 $ 350,000,000
g 2009
Em 2010 $ 50,000,000 $ 400,000,000
£ | 2011 $ 56,000,000
—2012 $ 456,000,000

Table 4, above, displays the amount ofRoad Fund bonds authorized by the General
Assembly in each Transportation Cabinet budget since 2006 for the purpose of funding
state projects in a Biennial Highway Construction Plan. These bond authorizations
represent funding in addition to the direct Road Fund appropriations made by the
General Assembly, displayed in Table 3, above.

The column headings (years) in Table 4 represent the calendar year in which the

General Assembly met and authorized bonds, an
the left of Table 4 represent the fiscal year in which the bonding authority could first be

used (bonds issued)to fund projects. As Table 4 details, a total of $1.312 billion of Road

Fund bonds were authorized during this timeframe for state projects in the Biennial

Highway Construction Plans. No additional Road Fund bonds have been authorized

by the General Assembly since 2010.

Typically, any authorized but unissued (ABUI) bonds at the end of a fiscal year are
carried forward and issued in subsequent fiscal years to fund projects. Since part of the
analysis here is determining amounts available to pay for project costs each year; it is
important to understand both the new bonds authorized in each fiscal year as well as
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the amount of ABUI at the beginning of each fiscal year are available to be used to fund
project costs during that year.

Table 5, below, displays the bond issuances (i.e. bonding authority used) since FY 2008.

Table 5 8 Road Fund Bonds Issued

EY Dated Issuer Bond Series Project Funding
2008 9/25/2007  Kentucky Asset/Liability Commission Project Notes, 2007 Road Fund First Series A $ 150,000,009
2008 3/5/2008 Kentucky Asset/Liability Commission Project Notes, 2007 Road Fund First Series A (First Supplement) $ 50,000,000
2009 8/14/2008  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2008 Series A $ 100,000,009
2009 4/28/2009  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2009 Series A $ 50,000,000
2010 6/25/2010  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2010 Series A&B $ 250,000,000
2011 4/19/2011  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2011 Series A $ 56,000,000

$
$
$
$
$

2012 3/13/2012  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2012 Series A 256,000,00(
2014 10/2/2013  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2013 Series A 200,000,000
2016 7/22/2015  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2015 Series A 75,000,000
2017 12/7/2016  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2016 Series B 45,000,000
2018 8/23/2017  The Turnpike Authority of Kentucky Economic Development Road Revenue Bonds - 2017 Series A 30,000,000

$1,262,000,00(

As can be seen in Table 5, a total of $1.262 billiorf Road Fund bonds have been issued
to fund projects in the Biennial Highway Construction Plans since FY 2008. At the time
of this study, only $50 million of ABUI bonds remain.

Table 6,0n the following page , accounts for the new bonds authorized (from T able 4)
and the bonds issued (from Table 5) to calculate and display the total amount of
bonding authority available at the beginning of each fiscal year to fund projects in the
associated Biennial Highway Construction Plan.
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Table 6 d Available Bonding Authority at Beginning of each FY

(New Bonds Authorized + ABUI)

Bonding Authority
FY  at Beginning of FY
2009 $ 150,000,000
2010 $ 450,000,000
2011 % 256,000,000
2012 % 656,000,000
2013 % 400,000,000
2014 3 400,000,000
2015 $ 200,000,000
2016 $ 200,000,000
2017 $ 125,000,000
2018 $ 80,000,000

Commonwealth
Eco ics

Table 7, below, combines the information from Tables 2, 3 and 6 and illustrates the
annual funding shortfall related to state highway construction projects over the past 10

years.
Table 7 ¢ State Highway Projects Funding Shortfall

Projects Authorized Appropriations Bonding Authority ~ Total Available Funding Annual Shortfall
FY Table 2 Table 3 Table 6 Table 3 + Table 6 % Funded Table 2 - (Table 3 + Table 6
2009 $ 587,762,508 $ 161,434,000 $ 150,000,000 $ 311,434,000 53.0% $ 276,328,509
2010 $ 1,218,542,030 $ 196,358,400 $ 450,000,000 $ 646,358,400 53.0% $ 572,183,630
2011 $ 684,303,100 $ 176,672,600 $ 256,000,000 $ 432,672,600 63.2% $ 251,630,500
2012 $ 1,596,887,900 $ 195,799,800 $ 656,000,000 $ 851,799,800 53.3% $ 745,088,100
2013 $ 829,176,125 $ 278,454,700 $ 400,000,000 $ 678,454,700 81.8% $ 150,721,425
2014 $ 910,258,630 $ 249,562,000 $ 400,000,000 $ 649,562,000 71.4% $ 260,696,630
2015 $ 1,000,685,800 $ 265,019,900 $ 200,000,000 $ 465,019,900 46.5% $ 535,665,900
2016 $ 818,356,200 $ 217,323,800 $ 200,000,000 $ 417,323,800 51.0% $ 401,032,400
2017 $ 913,129,700 $ 189,149,400 $ 125,000,000 $ 314,149,400 34.4% $ 598,980,300
2018 $ 996,228,600 $ 197,539,400 $ 80,000,000 $ 277,539,400 27.9% $ 718,689,200
10-Yr Averages $ 504,431,400 53.6% $ 451,101,659
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As illustrated in Table 7, the annual shortfall in Available Funding for state highway

construction has ranged from $150.7 million to $745.1 million over the past ten fiscal

years, and has trended higher in recent fiscal years. It must be noted here that, to some

extent, the Biennial Highway Construction Plan has be en purposely
ooverprogrammeddé each year by the General Ass
factors, in addition to funding, can impact how quickly a highway construction project

can be completed, and it is therefore sensible to authorize more projects than he

Commonwealth has in available funds in a given year. Additionally, some authorized

projects in one or more Biennial Highway Construction Plans, for various reasons, may

never receive funding.

However, when considering that over the past decadethe Biennial Highway
Construction Plan has only been funded at 53.6%,0n average,and with an average

0 hi st cshortfall @fI$461.1 million, it is reasonable to assume that amaterial portion
of the annual shortfall is due to a lack of Available Funding, and th at a significant
amount of additional authorized projects could be undertaken/completed each year
were more funding available on an annual basis

Additionally, Chart 1, shown on the following page , is a more visual representation of
the data in Table 7 which clearly displays that, while state funded highway project
authorizations have continued around their historical average in recent years, Available
Funding has not, and in fact, there has been a steep drop inAvailable Funding each of
the past six fiscal years.

Note: The top of each annual oO0stackedd bar di
of state funded projects authorized in the Biennial Highway Construction Plan that
fiscal year.
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Chart 1

State Highway Project Funding - FY 2009-2018
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As illustrated in Chart 1, not only has there been a significant 6 hi st dundinga |l 0
shortfall in the Biennial Highway Construction Plan over the past decade , but over the
past three biennial budget cycles Available Funding from the Road Fund for state
highway projects has taken a steep downurn on a nearlinear trend line . Available
Funding in the current fiscal year, FY 2018, is down over 67% since just FY 202. At this
current rate of decline, only a minimal, if any, amount of funding will be available from
the Road Fund for state highway project construction each yearafter the next biennium,
unless additional Road Fund resources are made available.

Table 3, displayed previously , provides additional evidence of this steady decline,
displayi ng a continuing decline in the percentage of Road Fund appropriations made
for highway construction each year (compared to all Road Fund appr opriations made to
the Cabinet) since 2013 and Table 6, displayed previously, also supports this by
illustrating the steady decline in available bonding authority each year since 2012.

To further quantify this in dollars, as displayed in Table 7, over the past decade,
Available Funding for state highway projects has averaged over $504.4 million each
fiscal year, but is now down to $277.5 million in FY 2018. This represents a current

0 addi tfundingashatfall of $227 million from the historical average funding level ,
and also represents an immediate needeach yearin order for the state to just maintain
its pace of highway construction from the past decade into the future.

Basedon recent trends in fuel prices and with a variety of other needs (in addition to

highway construction ) consuming increasing amounts of the Road Fund each year

(some of thesediscussed later), it is difficult toseelow ei t her the current
funding shortfall or any ofcanbeféledawhhowst or i cal 6
changes t o Ken togen&rate@dditidnal RoadccFord esvenues.

It should also bepointed out here that, while a Road Fund future debt capacity analysis
is beyond the scope of this study, it is likely that only a limited amount of additional
Road Fund bonding capacity exists in the near future, and that future debt, under any
scenario, could only support a relatively small portion of these anticipated annual
funding shortfalls.

For reference here, and certain later sections, we have includedChart 2 on the following
page, which displays the FY 2018 distribution of state Road Fund appropriations and
the heavy demands that are placed on this fund by areas other than new highway
construction.
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Chart 2

FY 2018 Road Fund Appropriations
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State Highway System - SHIFT

In 2017the Cabinet announced a newinitiative, Strategic Highway Investment Formula
for Tomorrow (SHIFT), to help guide the development of the next six-year highway

plan. SHIFT uses a formulaic approach to evaluate and rank transportation projects
across the state using data on safety, congestion, asset management, economic growth,
and cost-benefit ratios. As part of the SHIFT process, the Cabinet has already evaluated
and scored more than 1,100 projects, and hopes the results will be used to guide project
prioritization and spending of transportation dollars over the next six -year cycle.

Through the implementation of SHIFT, the Cabinet and its planning partners worked
together to identify approximately $17.7 billion of project needs, and through the
collaborative process, has identified $8.7 billion of these projects as priority projects that
need to be undertaken over the next 10 years. This priority list includes 67 projects
having statewide significance (such as interstates, parkways, interstate spurs, etc.) and
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totaling $3.431 billion, as well as $5.301 billion of priority projects addressing regional
priority needs. T he list excludes three mega projects (Brent Spence Bridge,-69 Ohio
River Crossing, and [-471 improvements), as these will eachlikely require dedicated
future funding sources.

As discussed previously , historically, 50% of the Biennial Highway Construct ion Plan is
comprised of state funded projects. However, becausespecific funding sources for the
SHIFT priority list have not been determined on a project by project basis, we cannot
ultimately assess how much of the $8.7 billion in priority project fund ing will be
required from state level funding sources, versus federal or other sources.

The Cabinet has indicated that with other needs consuming an ever-increasing portion
of current Road Fund resources, and with its remaining toll credits (discussed in a later
section) running out in FY 2020, more highway projects will require federal funding
than ever before if additional Road Fund revenues are not made available. Simply put,
this means that many future highway construction projects which would have
traditionally been 100% state funded, will now be required to meet Federal Highway
Administration (FHWA) funding standards, including  additional environmental and
other regulatory processes, thus further constraining the overall capacity and speed of
thestate s hi ghway construction progr am.

This potential outcome is supported by our analysis of recent Available Funding trends ,

as detailed in the previous section. If this turns out to be the case, without a substantial

influx of additional revenue to the Road Fund
transportation infrastructure in the future could be more constrained than ever before,

due to the finite amount of federal apportionments available from the Federal Highway

Trust Fund and the burden of additional regulations and requirements for federal

funding from FHWA.

State Highway System - Maintenance and Resurfacing

The Cabinet is also responsible for the ongoing maintenance of the Coomonwe al t hd s
highways and bridges, and provides a broad array of services and tasks to this end.

Among other things, the Cabinet is responsible for direct highway maintenance,

including inspection, repair, and/ or resurfac
system, including over 20,000 miles of secondary roads, 3,600 miles of primary roads,

and another 1,400+ miles of interstates and parkways. Additionally, the Cabinet is
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responsible for roadside maintenance, bridge preservation, and ongoing condition
testing and scoring through its Maintenance Rating Program (MRP), along with
numerous other related activities.

While the need for funding maintenance related activities can be somewhat subjective

(i.e. depends upon what condition one wants the road in), t he Cabinet uses

standardized methodologies and processes to identify and quantify the

Commonweal thds highway maintenance needs. Th
process in this effort, and collects/uses annual performance measurements of highway

infrastr ucture data to support planning and management decisions regarding

maintenance activities and the use of resources. As part of the MRP, humerous

highway features are inspected annually and scored individually across the state. As

mentioned earlier, the Cabinet operates 12 district highway offices around the state, and

data collected from the MRP is used in conjunction with other information to assist the
Cabinetds management in the devel opment of a
highway districts.

It is generally recognized that the level of service provided varies between the four

primary road types (interstate highways, national highways, state primary and

secondary roads, rural secondary roads). For example, interstate highways with much

higher traffic volumes and higher speed limits require a higher level of maintenance

t han rural secondary roads. Currently, the C
each highway district , as well as statewide overall,i s set at 80 (i .e. 80 =
Good). However, it is the responsibility of each district highway office to set targets for

every feature for each of the four road types in order to achieve an overall/composite

score of 80 within the district.

Table 8,0n the following page , displays the most recent MRP statewide scores for each
road type.
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Table 8 d MRP Statewide Maintenance Scores

FY 2017 KYTC MAINTENANCE STATEWIDE SCORES

CLASSIFICATION SCORE GRADE COMMENTS
Interstates 933 A Slight Drop
Mational Highway 88.7 B Slight Drop
System

State Primary and 82.6 B Slight Drop
Secondary

Rural Secondary 79.1 C Slight Drop
All Roads 82.6 B Slight Drop

Additionally, Figure 1, below, displays the overall grades for each of the 12 highway
districts across the state.

Figure 1 d MRP Highway District Grades

ALL ROADS

N . BN : (TARGET) c
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With so many highway m iles to maintain statewide, the costs related to maintenance
and resurfacingare hugeand require significant funding ea
Road Fund.

Table 9 d Road Fund Appropriations for Maintenance and Resurfacing

FY Maintenance Resurfacing
2009 $ 97,000,000*
2010 $107,000,000*
2011 $ 323,212,500 $ 97,000,000
2012 $ 323,212,500 $ 97,000,000
2013 $ 323,212,500 $ 97,000,000
2014 $ 323,212,500 $ 97,000,000
2015 $ 334,723,000 $ 97,000,000
2016 $ 338,751,200 $ 97,000,000
2017 $ 347,457,900 $125,000,000**
2018 $ 349,072,600 $125,000,000**
Avg $ 332,856,838 $103,600,000

*Specific appropriations for maintenance not broken out in-2009 biennial budget

**$125 million annual resurfacing budget adopted by General Assembly for2BQ87
biennium, was line item vetoed by the Governor to provide the Cabinetiisoretionary
flexibility over use of funds

Table 9, above, displays the level of funding authorized by the General Assembly over

the past ten fiscal years from Road Fund reve
maintenance and resurfacing related activities. As displayed in Table 9, over the past

ten fiscal years, the Commonwealth has budgeted an average of $332.9 million annually

for maintenance activities and an additional $103.6 million annually for resurfacing

statewide across the 12 highway districts. Together, this represents over 32% of the

Ca b i rRead &wnd appropriations over this timeframe.

It should be noted here that these appropriations for resurfacing are only related to the
stateds primary hi ghway theresuffaeing requramegntisdioo not i n
interstates, parkways, or rural secondary roads each yeatr.
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As also displayed in Table 9, funding for maintenance and resurfacing has increased
over the last two biennial budget cycles. Collectively, almost $54 million more was
appropriated by the General Assembly for these areas in FY 2018 than jusfour years
earlier in FY 2014, a 12.8% increse. Increased maintenance needs just one of the areas
which has constrained available funding for new highway/bridge construction in

recent years.

As Figure 1 would suggest, with five of the twelve highway districts currently  scored
bel ow t he Cabi neeehwith thd amo unteot histbrie furelihg, made
available, and the added funding in recent years, additional funding is needed across
many of the highway districts in order
condition levels.

Additionally, Figure 2, below, is an il lustrative map provided by the Cabinet, which
displays the current interstate and parkway pavement conditions, with red representing
roadways past due for repaving/treatment, and yellow representing roadways in
current need of treatment.

Figure 2 0 Inters tate & Parkway Pavement Conditions
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In addition to these extensive highway maintenance and repaving needs, there is also a
total of 14,272 bridges around the state (greater than 20 feet in length) that must be
maintained. Based on recent discussionswith the Cabinet, over 1,000 of these bridges
are rated in poor condition, and almost 400 more are considered substandard (i.e.
weight limit less than roadway limit). The Cabinet estimates that approximately 130
additional bridges each year fall into poor condition. Additionally, there are currently
2,786 bridges classified as functionally obsolete, or in other words, not built to current
design standards.

As part of the SHIFT initiative, discussed in the previous section, the Cabinet identified
approximately 1,100 structurally deficient bridges and more than 3,700 miles of roads
that are urgently in need of significant repair. Cabinet officials have stated there is a
backlog of pavement improvements totaling over $1 billion, and growing at a rate of
500miles per year.

To address these issues, the Cabinet has assesséuht there is a need for an additional
$205 million in annual funding (and adjusted for price inflation each year) in order to
repair or replace aging bridges and roads across the Commonweath and to maintain
them at acceptable condition levels. This additional annual funding would entail
approximately $155 million for pavement needs, including rehabilitation, resurfacings,
and preventative maintenance work (as well as putting all highways s tatewide on an
11-year repaving cycle), and $50 million for bridge needs, including replacement,
rehabilitation, and preventative maintenance. The Cabinet has stated that their next
recommended highway budget will prioritize these needs (over new construction) and
will request this additional funding from the Governor/General Assembly.

State Highway System - Toll Credits

Toll credits are a federal transportation funding tool available for states as a means of
matching state (or local) spending requirements for certain federal funding. Under
current federal law, toll credits can be earned and accumulated based on the amount of
capital investments a state makes in certain Federal Highway Administration (F HWA )
approved tolled facilities, such as roads and bridges. Accumulated toll credits may

then later be used by the state as the matching share on certain FHWAgrants, as well as
certain grants administered by the Federal Transit Authority ( FTA) for public
transportation .
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For example, certain federal grants require an 80/20 matching ratio, meaning for each
$80 contributed by the federal agency, the state agency is required to contribute $20. In
most cases, this requires an actual expenditure of $20 (cash) by the state. Heever,
under certain FHWA and FTA programs, toll credits may be used as the state match,
reducing the amount of cash funding the state must contribute and allowing certain
programs/projects to essentially be funded with 100% federal cash, as opposed to the
80/20 split.

Additionally, in order t o -fedecartransportatioh dapitalr edi t s
expenditures must be maintained, such that federal funds are not being used as a
replacement for state funding f(froerfteor roerd otMO Eads)
Historically, the Cabinet has been able to meet the MOE, and has accumulated and

utilized toll credits to the extent possible.

Table 10, below, displays the amount of toll credits used by the Cabinet to match federal
FHWA and FTA grants since fiscal year 2009.

Table 100 Toll Credits Used

FY FHWA FTA
2009 $ 68,436,008 $ 2,076,831
2010 $ 118,247,194 $ 5,061,949
2011 $ 116,585,313 $ 7,673,621
2012 $ 98,368,585 $ 2,784,948
2013 $ 200,055,113 $ 5,163,913
2014 $ 139,752,577 $ 1,759,171
2015 $ 150,991,756 $ 4,012,666
2016 $ 104,255,938 $ 4,861,834
2017 $ 102,423,016 $ 2,666,012
Totals $ 1,099,115,500 $ 36,060,945
Avg $ 122,123,944 $ 4,006,772

As illustrated in Table 10, above, the Cabinet has utilized toll credits extensively in
recent years, averaging over $126.1 million per year. Assuming a typical 80/20 match
these toll credits have allowed the Cabinet to qualify for and spend over $500 million in
federal moneys per year over this timeframe, primarily on federal projects in the
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Biennial Highway Construction Plan and on public transportation projects around the
state.

However, basedon f eedback from Cabinet officials, th
credits are set to run out by or in fiscal year 202Q The exhaustion of toll credits will
directly impact the stateds highway construct

required to match federal monies beginning in FY 2020, thus leaving the
Commonwealth with additional major funding needs in order to simply maintain the
current level of federal participation on transportation related projects each year.

Aviation

Kentucky is home to 59 public airports. Under Kentucky Revised Statutes d Chapter

183, the Cabinet is responsible for the inspection of public and private airport facilities

within the Commonwealth to determine the safety and adequacy of such facilities. All

such faciltesmust be | icensed by the Cabinetds Depar

Additionally, the Cabinetds Depar tywagpotinof Avi
Frankfort and also provides technical/engineering guidance in the planning, design,

and construction of airport facilities across the state, as well as setting standards for

design and construction of private facilities.

The operational budget for the Department of Aviation is funded primarily through
agency revenue funds received via the sales tax on jet fuel (appoximately $10-11
million per year in recent years). While some of these funds may be used for capital
improvement at airports across the state, the limited amount of funding has generally
limited this to items such as small resurfacing, patching, and ligh ting system
maintenance projects.

In certain instances, the General Assembly has also appropriated funds directly in a
budget bill for various aviation projects across the state. The 2008 General Assembly
authorized $60 million of Road Fund supported bond s for aviation projects, though
only $9 million was issued (for the expansion of Blue Grass Airport in Lexington). The
balance of this authorization lapsed. The 2012 General Assembly appropriated $1
million for runway repair at Lake Barkley State Resort Park, while the 2014 General
Assembly appropriated a total of $3 million for the Bowling Green -Warren County
Regional Airport project, Pikeville Commercial Air Service project, and Eastern
Kentucky University Aviation Program, and the 2016 General Assembly appropriated
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$750,000 in FY 2017 directly for the Bowling GreenWarren County Regional Airport
project.

While this funding certainly helps, there is a significant amount of additional need.

Based on the Department of Avroamatelyd76s 2014 pa
million of essential/needed asphalt maintenance was identified, including runways,

taxi ways, and parking aprons, at the Commonwe
2016, the General Assembly appropriated $10 million in General Fund moneys in both

FY 2017 and FY 2018 for aviation economic development to support the development,

rehabilitation, and maintenance of publicly owned or operated aviation facilities. These

funds are expected to reduce the current pavement needs to around $50 million, but

additional funding will be required in future years to complete these projects.

Additionally, the Department of Aviation has identified at least ten general aviation
terminal buildings across the state in need of replacement or significant re-modeling,
and estimate the cost of these projects at an additional $78 million.

Public Transportation

The Cabinet also plays a vital role in public transportation. While it does not own any
public transit facilities, the Cabinet is responsible for the applicat ion, oversight, and
implementation of various public transit grants, several funded through the Federal
Transit Authority (FTA), for operating, capital, and technical assistance to both non -
profit and public operators around the Commonwealth. The Cabinet also provides
oversight and coordination for various programs providing transportation to the
elderly and disabled.

Table 11, on the following page , displays amounts appropriated to the Cabinet by the
General Assembly for public transportation over the pas t ten fiscal years.
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Table 11 6 Appropriations for Public Transportation

FY Road Fund General Fund Federal Funds Restricted State Funds Total Funding
2009 $ - $5,178,200 $30,907,800 $ 505,600 $36,591,600
2010 $ - $5,178,200 $30,944,100 $ 522,500 $36,644,800
2011 $ - $4,574,600 $44,546,000 $ 440,000 $49,560,600
2012 $ - $4,528,800 $44,546,000 $ 440,000 $49,514,800
2013 $ - $5,178,200 $32,682,900 $ 440,000 $38,301,100
2014 $ - $5,178,200 $32,860,000 $ 440,000 $38,478,200
2015 $ - $5,728,200 $25,341,400 $ 484,200 $31,553,800
2016 $ - $5,728,200 $25,667,200 $ 495,600 $31,891,000
2017 $ - $5,728,200 $25,730,500 $ 692,600 $32,151,300
2018 $ - $5,728,200 $25,788,900 $ 698,700 $32,215,800
Avg $ - $5,272,900 $31,901,480 $ 515,920 $37,690,300

Public data is not readily available to determine exactly how many of the dollars from
Table 11, above, were used directly for the development and/or improvement of public
transportation facilities. However, what can be seen is that approximately 85% of the
appropriated state funding for this area comes from the federal government, in the form

of passthrough grants with the FTA.

These federal grants typically require a percentage matching share from the state,the
requirement for which may vary depending upon each particular grant or how the
funds are to be used. In each budget for public transportation, displayed in Table 11,
above, the General Assembly has instructed that the Cabinet utilize Toll Credits to

provide the state match on these federal grants to the maximum extent possible. This is
obviously an important distinction , as Table 10, diplayed previously , shows us that the
Cabinet has utilized over $4 million in Toll Credits per year for FTA grants over the past
decade. This equates to the state match on approximately half of the budgeted federal
funding for public transportation over th is timeframe.

Further, while the General Assembly has appropriated over $5 million per year from

the General Fund towards public transportation, as displayed in Table 11, above they
have directed $3.5 million of this per year to non -public school transportation , leaving a
limited amount of discretionary funds for other statewide public transportation needs.
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Note: Usage of state Road Fund dollars is constitutionally restricted, and not permitted
for the development of public transit facilities ( seeThe Road Fund section).

Riverports

Kentucky is bordered by rivers on three sides (the Mississippi to the west, the Ohio to

the north, and the Big Sandy and Tug Fork to the east), and contains approximately

1,100 navigable miles of waterways. As such,rivers have played an integral role in the

history of the state, and continue to play a role in the transportation of goods to and

from many areas of the state. Critical to th
riverports, each owned and operated by local governments.

The current list of riverports/authorities include:

Hickman -Fulton County
Paducah-McCracken County
Henderson County
Owensboro

Louisville -Jefferson County
Greenup-Boyd County
Eddyville

1 Meade County

= =4 =4 48 4 -8 -9

While public information related to future in frastructure needs is limited, four of the

eight riverports provided the Cabinet specific information related to future

infrastructure needs, and collectively have identified over 60 projects totaling $498

million over the next twenty years. Funding for t he majority of these needs will likely

have to come from local taxes and/or other local funding sources, and the completion

of many of these projects wildl be crucial to
system.

Note: Since FY 2013, the Generalssembly has appropriated $500,000 per year from
the stateds Gener al Fund for drudging at stat
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Railroads

Kentucky plays an important role in the United States rail network . As such, rail is an

i mportant component of sl¥gely displaykdyindFgyuree 300 thedo my .

following page, the Kentucky rail system is comprised of 23 railroads (owning,

operating, or having trackage rights in Kentucky), including one port railroad and five

tourist railroads, three of which operate on private tracks. These railroads range in size
from short I|ine railroads to the nationds

Canada and Mexico.
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Figure 3
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