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I. Executive Summary 

The General Assembly directed the State Treasurer, working jointly with the Agency of 

Transportation (AOT) and the Legislative Joint Fiscal Office (JFO), to prepare a report containing a 

long-term needs assessment for repair, maintenance, and rehabilitation of bridges and culverts in the 

state, and providing funding options and recommendations for such long-term needs.  Further, the 

General Assembly directed that funding options and recommendations be developed by the State 

Treasurer, working with an investment bank to act as an adviser to the State to develop multiple 

financing proposals, including but not limited to general obligation, revenue, and GARVEE bond 

options, for a long-term program dedicated to funding life-cycle rehabilitation work on bridges and 

culverts that will extend the useful lives of these structures on a long-term, cost-effective basis. 

The most significant findings are: 

1)  AOT estimates, in 2008 dollars, that the cost for replacement of structures over 70 years of age 

(including structurally deficient structures) is $2,308,359,115.  In addition, to replace all structurally 

deficient structures at or under 70 years of age would require an additional $856,253,360.  Further, an 

additional $7,000,000 is needed for preventative maintenance (a detailed analysis is included in Section IV 

of this report): 

2)  Based on the AOT study pursuant to Act 164, the Joint Fiscal Offi ce has stated that if during 

the next 20 years the State wants to reach the structural-deficiency targets, and also replace all 

bridges over 70 years old, additional funding of approximately $110 million a year would be 

required. The analysis is as follows: 

JFO Estimate 

 

3)  AOTôs plans do not contemplate a 100% targeting of all over-70 and structurally deficient 

bridges.  AOT states that federal ratings, such as ñstructurally deficient,ò tell us a bridge 

component is within a range that requires assessment.  A ñstructurally deficientò rating does not 

necessarily mean the structure is unsafe, but it does indicate that the bridge is aging and could 

require repairs in the near future.   AOT has historically established performance measures to 

address these needs.  AOT calculated the cost of meeting the currently established ñstructurally 

deficientò targets or goals.  Even taking this more moderate approach, the State is not meeting its 

goals.  Without additional funding, the agency projects that these goals, developed in partnership 

with the General Assembly several years ago, will remain out of reach. 

AOT has completed a year-by-year analysis through 2018 to meet the ñstructural performance 

goals,ò factoring in agency capacity.  Using an ñunconstrainedò scenario (not factoring in annual 

implementation constraints), it estimates that it would need $1,161,356,132 in resources over that 

time-frame. Using a ñconstrainedò scenario (factoring in annual implementation constraints), it 
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estimates it would need $896,899,969 in resources through 2018.  Assuming all of the current 

approximately $55,800,000 annual bridge spending were to be devoted to this effort, an 

additional infusion of $283,000,000 to $517,000,000 through 2018 would be needed.   

4)  Traditional sources of transportation revenues at both the federal and state levels are in 

decline, further increasing the funding gap. While a federal economic stimulus bill  of some kind 

is likely to include a transportation component, it is unclear how this will impact the dollars 

available to fund these initiatives at this time.  There are concerns that the current formula 

associated with the Highway Trust Fund distributions could be adjusted in a way that would be 

disadvantageous to Vermont.  Vermontôs congressional delegation will need to play a key role in 

preventing a negative outcome.  Discussion of this issue is included in Section III  of the report. 

5)  The Office of the State Treasurer has reviewed the Stateôs needs with two investment banks 

(Citi and Morgan Stanley) per the request of the General Assembly. These professionals stated 

unequivocally that bonding alone will not solve Vermontôs bridge problems.  They firmly 

believe that a significant infusion of up-front revenues from bonding, supported by increased 

ongoing of revenues to AOT for debt service, is necessary.  While certain types of bonding, such 

as general obligation debt, revenue bonds pledging existing revenue sources, and GARVEES can 

provide some assistance by accelerating the project schedule, thereby reducing costs associated 

with inflation and early maintenance, these measures are insufficient to meet the need and pay 

debt service.  New revenue sources, or increases to existing sources, are needed to fund any 

bonds.  As noted by recent study in another state:  

 

ñéwhile borrowing to pay for transportation projects can be a good idea, é 

it can also simply be a way to put off for a few years the politically difficult 

task of restructuring transportation finance.  And, unfortunately, many 

recent decisions to debt-finance transportation projects have been motivated 

by a desire to get needed projects off of the ground as traditional revenue 

sources have run dry rather than by dispassionate calculations of expected 

benefits and costs.ò 
1
 

 

In other words, borrowing makes sense when: 

 

 The costs saved through accelerated construction (inflation and 

preventative maintenance) exceed the interest paid on the funds; 

and/or 

 

 Quantifiable economic benefits exceed the cost of borrowing; and  

 

 A future identifiable and available revenue sources exists to pay for 

the bonds. 

 

6) Any significant bonding will require an examination of the revenue sources currently used to 

pay for transportation costs, including bridges, and a frank discussion of potential sources of 

funds.  Several possibilities are discussed in the body of this report, based on a previous 

                                                 
1 Wachs, ñA Quiet Crisis in Transportation Finance,ò 2006, page 10. 
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study completed by AOT (RSG Report, see below), the JFO Fiscal Facts, and ideas 

developed by the participating investment bankers.  Identification of new sources of revenues 

as opposed to increases to existing sources has an added advantage in that the rating agencies 

are more inclined not to treat such bonds as increasing net tax-supported debt, permitting the 

state to maintain its debt ratios and to protect its debt ratings.  One form of bond issue, 

referred to as a ñdouble-barreledò bond, seeks to optimize the credit rating attributes of 

general obligation debt while reducing the coverage ratios (i.e., the amount of revenue 

designated to pay debt service), thereby reducing the cost of capital. 

  

7) The State has taken the position, as evidenced by the discipline associated with the Capital 

Debt Affordability Advisory Committee process, that it will issue debt only where prudent 

and cost-effective and within limitations consistent with maintaining manageable debt 

service levels and favorable credit ratings.  Any debt issuance for transportation 

infrastructure should be analyzed within this framework. 

 

8) A Comprehensive Infrastructure Needs Assessment is needed.  The approach directed by Act 

164 clearly moves the dialogue to an assessment of needs and relative cost and benefits.  

While this project has been very useful in identifying the problems and possible remedies 

related to the bridge program, it is just one component of a larger infrastructure picture.  

Bridges are a critical issue but need to be incorporated into an overall transportation plan 

including roads, paving, maintenance, rail, and public transit. As noted in a recent report 

prepared by the Snelling Center, citing additional studies by AOT consultants and JFO, there 

are additional needs and funding gaps within the entire scope of the transportation arena:
2
 

 

 Vermontôs pavement is also deteriorating and cannot be maintained with current funding 

levels; at current spending levels, the percentage of payment in ñvery poorò condition 

will  rise from 21% to 49% by 2013. 

 

 A 2008 JFO estimate noted that the funding gap for transportation as a whole, at an 

optimum level of investment, is approximately $203 million annually (this amount 

represents a 2008 update from the 2007 study cited by the Snelling Center).  

 

 AOT consultants have estimated that current transportation revenues will fall short over 

the next 30 years by between $4.2 million and $8.7 million, the range primarily 

dependent upon inflation assumptions. 

 

 The Federal Highway Trust Fund is all but depleted. 

 

In addition to transportation needs, other infrastructure pressures exist including school 

buildings, parks, public buildings, telecommunications, and others.  A comprehensive 

infrastructure needs assessment is required including a prioritization of these needs based on 

agreed-upon ñneed,ò economics, and cash flows (based on inflation factors).  In the meantime, 

some short-term re-prioritization within the existing capital appropriations is indicated, as 

outlined in section V of the report. 

 

                                                 
2 The Snelling Center for Government, Vermont Roads and Bridges: To Fix or Abandon?, September 2008, pages 7-10. 
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II.  Project Scope and Findings 
 

Process 

 

To begin this effort, the Agency of Transportation (AOT) conducted a study including:  

 The evaluation of bridges and culverts using the established performance measures defined 

and used by the AOTôs program development division, and a plan with estimated costs for 

meeting such performance measures; 

 Definition of preventative maintenance, presentation of  the Agencyôs five-year plan for 

doing such maintenance, and the estimated costs for this maintenance; and 

 An estimate of the cost of replacing structures over the age of 70 years. 

This study was completed on August 20, 2008, and, while specific references to its data and 

conclusions are made throughout this report, the entire document is included as an appendix.  

In addition, the Governor and the Legislature completed a ñconsensus revenue estimateò in late July 

2008, including anticipated transportation revenues.  A number of reports prepared by JFO focusing 

on transportation needs and funding were also made available. 

While AOT completed the needs assessment portion and JFO provided funding and revenue data, 

the Office of the State Treasurer initiated a ñRequest for Informationò or RFI to gather information 

from investment banks on funding options and recommendations for long-term financing of the 

repair, maintenance, and rehabilitation of bridges and culverts in the State.  The RFI was issued in 

July 2008 and the Treasurerôs office elected to work with two (Citi and Morgan Stanley) of the five 

respondents to develop: 

 Based on the AOT needs and priorities assessment, construction costs, inflation projections, 

and revenue projections, an analysis of the funding gap and possible options to close the gap, 

including the prudent use of debt. 

 Alternative funding sources that may be available to Vermont based on its geography, 

existing tax structure and burden, and demographics. 

 Financing strategies that achieve maximum use of federal matches, reduced inflation of 

construction costs, and optimal economic benefits. 

 Financing strategies that prevent further degradation of infrastructure. 

 Assessment of the financing volume and offering timing implied by the AOT evaluation and 

plan. 

 To the extent that prudent issuance of debt is recommended, an analysis of alternative 

financing vehicles, structures, and terms relative to the transportation funding needs and to 

the Stateôs overall financial position. Financing vehicles include, but are not necessarily 

limited to, general obligation, revenue, and GARVEE bond options, as well as private/public 

partnership transactions. 

 An analysis of debt maturity structures that provide the optimum approach given project life 

cycles, inflation, cash flows, and debt service requirements. 

 Recommendations of most advantageous financing alternatives. 
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Findings 

AOTôs report is included in the appendices.  It includes an evaluation of bridges and culverts using 

the established performance measures defined and used by the AOTôs program development 

division.  The current standard is based on the concept of structural deficiency. 
3
 In its annual report, 

structural deficiency is defined as: 

ñStructurally deficient bridges are those having one or more 

components with a NBI rating of 0 to 4, a load carrying capacity 

significantly below current federal design standards, or a waterway 

which frequently overtops the bridge during floods.ò
4
 

The rated components are deck, superstructure, substructure.  Scoring is on a scale of 0 to 9.  As 

noted by AOT, these federal ratings tell us that that a bridge component is within a range that 

requires assessment.  A structurally deficient rating does not necessarily mean the structure is unsafe 

for public use or that load restriction is necessary.  It does indicate that the bridge is aging and/or 

could require repairs in the near future.  This position is also taken by the American Association of 

State Highway and Transportation Officials (AASHTO).  

The Federal Highway Administration (FHWA) is responsible for oversight of structurally deficient 

bridges within the National Highway System.  Each state is required to have a bridge inspection 

capacity and to determine bridge ratings in accordance with AASHTO standards and federal 

requirements.  The findings and results of bridge inspections are recorded in the National Bridge 

Inventory. 

Another term used by FHWA is functionally obsolete.  This is defined as: 

 

ñA functionally obsolete bridge is one that was built to standards that 

are not used today.  These bridges are not automatically rated as 

structurally deficient, nor are they unsafe.  Functionally obsolete 

bridges are those that do not have adequate lane widths, shoulder 

widths, or vertical clearances to serve current traffic demand, or 

those that may be occasionally flooded.ò
5
 

 

Why are these ratings important?  The designation of a bridge as structurally deficient or 

functionally obsolete has impact on decisions for bridge maintenance, rehabilitation, or replacement.  

In addition, the federal government uses these measures to determine the allocation for federal 

bridge replacement funds and eligibility for federal bridge replacement funds. 

The Better Roads 2008 Bridge Inventory is a state-by-state look at trends in deficient and obsolete 

bridges, conducted annually using these measures. Their most recent report states the following: 

 

                                                 
3 As noted in the AOT report, page 4, ñstructural deficiency has been recognized to be a cumbersome measure to manage the basic 

needs of the bridge system, and it no longer is considered by the industry to be the best measure to chart the overall health of a bridge 

network.ò  As a result, the agency will be migrating to a more holistic health index measure that will be based on core bridge unit 

condition ratings. For this analysis, however, the current method will be used. 
4  Agency of Transportation, Program Development ï Structures Section, 2008 Annual Report, p.9 
5
 AASHTO, ñBridging the Gap: Restoring and Rebuilding the Nationôs Bridges,ò July 2008 
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ñVermontôs bridge conditions are worse than the national average, with 36 

percent of its inventory rated as structurally deficient or functionally 

obsolete.  During the past year, bridge conditions remained stable.  The state 

is ranked 42nd in the nation for its bridge conditions.  Of the 958 substandard 

bridges, just more than oneȤhalf (52%) are structurally deficient.ò6
 

AOT has identified Vermontôs structural deficiency trend from 1997 to 2008 as follows for each 

program category: 

 Interstate bridge:  3.38 bridges per year net increase 

 State Highway bridge:  1.77 bridges per year net increase 

 Town Highway bridge:  2.90 bridges per year net increase 

 Culverts:  5.91 per year net increase 

In 2002, the General Assembly instructed the AOT to begin using an asset management approach to 

transportation investment.  This requires AOT to maximize public benefit by evaluating the best way 

to maintain and invest in the Stateôs existing transportation system. Performance measures are 

essential to this process.  Starting with the fiscal year 2006 budget, AOT began using performance 

measures in preparing the transportation program submitted to the legislature.  The agencyôs 

ñstructurally deficientò performance goals are to reduce the levels to: 

 

 7% on the Interstate system (21 bridges) 

   16% on the State Highway system (122 bridges) 

 16% of the Town Highway systems (257 bridges) 

 12% of Culverts (155 culverts) 

AOT has not been able to achieve these goals with current resources and as stated in its report, 

ñAnalysis confirms the broad understanding that these goals will remain a challenge with current 

resources and administrative procedures.ò 

AOT has completed a year-by-year analysis through 2018 of the funding necessary to obtain 

compliance with the ñstructural performance goals,ò including agency capacity.  Using an 

ñunconstrainedò scenario, it estimates that it would need $1,161,356,132 in resources.  On a 

ñconstrainedò scenario, it estimates it would need $896,899,969 in resources through 2018. 
7
 

                                                 
6
 Better Roads, 2008 Bridge Inventory 

7
  Per AOT, the agency would need to address both resource and procedural issues, which is what the ñunconstrainedò scenario 

predicts. The ñconstrainedò scenario reflects the agencyôs normal operation with procedures as we have today, but with an increased 

level of funding. 
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Funding levels for both the ñconstrainedò and ñunconstrainedò scenarios would appropriately be 

ramped up over time, because the agency, even if provided additional resources, would require time 

to plan, design, and permit new bridge projects. 

Using these scenarios, AOT estimates that it would meet performance measures as follows: 

 Interstate bridge:  With additional funds, goal would be met in 2017. 

 State Highway structures:  Using ñconstrainedò scenario, AOT estimates it would meet 

the goal in 2025, while it would make the goal in 2017 if ñunconstrained.ò 

 Town Highway structures:  Using ñconstrainedò scenario AOT estimates it would 

meet the goal in 2029, while it would make the goal in 2018 if ñunconstrained.ò 

  Culverts:  Meeting the performance goal for culverts under the ñconstrainedò scenario 

is in 2026, but if ñunconstrained,ò AOT estimates that it could meet the goal in 2018. 

Without additional funding, the agency projects these goals, developed in partnership with the 

General Assembly several years ago, will remain out of reach.  Using all of the FY09 bridge 

appropriation (approximating $55,800,000) to meet these goals, and continuing that level for each 

year, the funds needed to meet the performance goals fall short by $283,000,000 to $517,000,000, 

based on the scenario selected. 
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These resources factor in the necessary ongoing preventative maintenance.  The General Assembly 

also requested AOT to define preventative maintenance and present an estimated cost.  AOT 

essentially uses the definition used by AASHTO: 

AASHTO defines preventative maintenance (PM) as ñthe planned strategy of 

cost effective treatments to an existing roadway system and its appurtenances 

that preserves the system, retards future deterioration, and maintains or improves 

the functional condition of the system without increasing structural capacity."  

(Cited in AOT report) 

AOT also notes that:  

ñFunctionally, Federal-aid-eligible preventative maintenance activities are 

those that address aging, oxidation, surface deterioration, and normal wear and 

tear from day-to-day performance and environmental conditions. Preventative 

maintenance activities extend the service life of the roadway asset or facility in 

a cost-effective manner.ò
8
 

AOT is estimating a cost of $7,000,000 per year for preventative maintenance included in the 

shortfall discussion above.  To meet its goals, AOT assumed the costs to be distributed at a level of 

35% each for interstate and state highway bridge systems and 15% each for town highway and 

interstate/state highway "short" structure systems. 

In addition, AOT was requested to calculate an estimate of the cost of replacing structures over the 

age of 70 years.  There are 786 long structures and 329 short structures greater than 70 years of age.  

The cost to replace these, including a 20% scale factor, which is an upsizing of the structuresô span 

length to meet environmental permit requirements, is $2,308,359,115, using 2008 dollars.
9
  In 

addition, the cost to replace structures classified as structurally deficient but 70 years of age or less is 

$856,253,360.  This results in a total cost of $3,164,612,475 plus an annual cost of $7,000,000 for 

preventative maintenance.  AOT calculated the need over an eleven-year period to total 

$3,241,612,475.  

                                                 
8
 AOT Section 29 Report, page 6. 

9 AOT notes that nearly 100 of the long structures are historic covered bridges and steel trusses that will likely never be allowed to be 

replaced, though they will need repairs to keep in service. 
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JFO spread the cost over a 20-year period, holding the annual $7,000,000 preventative maintenance 

constant, and, after subtracting the annual appropriation, calculated a funding gap of $110,000,000 

per year.  Since not all structures meeting the definitions outlined above would be replaced, this 

would represent the high end of the funding gap spectrum, but clearly points to a significant level of 

underfunding.  

To compound the problem, funding constraints exist at the State and Federal level even to meet the 

current level of effort.  State fuel tax revenues are declining due to a drop in miles travelled, 

primarily due to fuel prices and a consumer preference toward more fuel-efficient vehicles and 
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modes of travel.  Federal motor fuel excise tax  levels are insufficient to keep the Federal Highway 

Trust Fund (HTF) running at a surplus and the fund is essentially depleted.  Even if this resource can 

be replenished to levels of recent years, U.S. public infrastructure investment has historically been 

insufficient, relative to the size of the economy and to need.
10

 

Unless the State changes course soon, Vermont bridge structural deficiencies will be beyond any 

effective preventative maintenance opportunity, resulting in the need for complete replacement at 

significantly higher costs.  These costs cannot be supported by current fees and taxing strategies. If 

left unresolved, the potential exists for significant safety concerns in addition to a degradation of the 

infrastructure supporting economic development.  Planned action to develop the financial resources 

to meet this need now is required to avoid the need for draconian measures in the future. 

III.   Review of Current Federal and State Revenues 

The following chart displays the sources of funding for the Vermont Transportation Funds: 

 

                Source:  JFO 

The fuel taxes are made up of gasoline tax and the diesel fuel tax.  The gasoline tax is a fixed 20 

cents per gallon. Technically, however, this consists of a 19-cent-per-gallon tax which is allocated 

among the Transportation Fund, the DUI Enforcement Fund, and the Fish & Wildlife Fund, and (2) a 

one-cent-per-gallon fee which is dedicated to the Petroleum Cleanup Fund.  The 20 cents per gallon 

total is allocated as follows
11

: 

                                                 
10

 Galbraith, October 2007, page 7. 
11

 JFO, 2008 Fiscal Facts, page 47 
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The diesel fuel tax is 26 cents per gallon and is allocated in a similar manner to the gasoline tax:  the 

25-cents-per-gallon tax is allocated to the Transportation Fund and the one-cent-per-gallon fee is 

dedicated to the Petroleum Cleanup Fund. 

The purchasing power of the per gallon gasoline and diesel taxes and fees are declining with annual 

inflation.  For example, the gasoline taxes and fees above were established in 1997, and the amount 

of 20 cents is worth only 15 cents today in constant dollars based on the CPI.   

Motor Vehicle Purchase and Use Tax monies are the other major contributor to the fund on the state 

side.  This tax applies to motor vehicle sale transactions or to an ownerôs initial registration of a 

vehicle in the state.  In addition, a variety of motor vehicle fees are a major source of revenue, 

excluding federal sources.  These comprise a wide range of fees collected by DMV including 

registration fees and driver license fees.  A registration fee is collected on all motor vehicles and 

trailers.  The fee varies depending upon the vehicle type, size, weight, and purpose. All motor 

vehicle fees are deposited in the Transportation Fund. 

The DMV registration fees have been increased twice since 2001, creating growth in the fund at an 

annual rate of 3%.  This, has not however, kept up with inflation.  Highway construction inflation 

has grown at a rate of 10.5% for the same period, meaning that the ñpurchasing powerò of the fund is 

declining.  Other trends that are driving down the numbers: 

 Motor fuel tax revenues are down because people are driving less, as supported by recent 

AADT (Average Annual Daily Traffic) data, and there is also a recent emphasis toward the 

use of more fuel-efficient cars.   

 Fuel tax revenues have not been indexed to accommodate inflation; as a result, the 

purchasing power of the Transportation Fund has eroded. 

 Recent economic downturns have had and will continue to have a significant negative impact 

on the purchase and use tax, further reducing needed revenues. 

The Transportation Fund revenue projection for FY09 since January 2007 has been cut by a total of 

$21.1 million, with additional reductions likely. 

The declining state revenues have also had the effect of reducing funds available for federal 

matching purposes.  Even before the most recent decreases in state transportation revenues, AOTôs 

consultant on the Long Range Transportation Business Plan stated in 2007 that the total state funds 
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needed to match federal funds over the next four years is $52.8 million. However, available funds 

for that same period totaled $28.6 million, leaving a shortfall of $24.2 million. Given that the state 

match ranges up to generally 20%, based on the type of projects, $24.2 million is a large sum to 

potentially leave on the table.  

The largest source of funds on the federal side is the Safe, Accountable, Flexible, Efficient 

Transportation Equity Act:  A Legacy for Users (SAFETEA-LU).  The Act authorized $286 billion 

nationwide in spending for the six-year period 2004-09 for numerous surface transportation 

programs, such as highways, transit, freight, safety, and research, and replaced the TEA-21, the 

previous six-year transportation act.  The Highway Trust Fund (HTF) is the source of funding for 

most of the programs in the Act.  The HTF is composed of the Highway Account, which funds 

highway and intermodal programs, and the Mass Transit Account.  Federal motor fuel taxes are the 

major source of income into the HTF.  The federal gas tax is currently set at 18.4 cents per gallon.  

On the whole, relative to the size of the economy and need, U.S. public infrastructure investment is a 

relatively low percentage of GDP expenditures, adding to the problem of an aging infrastructure.  

Total spending on infrastructure peaked in 1958 at over 3 percent of GDP; it now stands at a little 

over 2 percent of GDP.  The federal contribution to total infrastructure spending peaked at just over 

1 percent of GDP in 1980 and has declined significantly since the 1990s.
12

  Even in this context, the 

current levels of federal spending were only achieved by spending down accumulated surpluses in 

the HTF that have now evaporated.  Receipts from motor fuel taxes are not generating sufficient 

revenue to sustain the current level of federal investment in transportation infrastructure.  While 

Congress has periodically approved modest increases for federal investment in surface 

transportation, it has not approved an increase in the tax since 1993.  Just as with the state motor fuel 

taxes, inflation has steadily eroded the purchasing power of the HTF. 

Federal statute requires the Office of Management and Budget (OMB) to reduce the amount of 

Obligation Authority (OA) provided to the states in order to always maintain a positive balance in 

the HTF.  As reported by Citi, OMB has already taken six separate actions to reduce the amount of 

OA provided to the States.  The six rescissions have cost the states more than $11 billion in 

previously unused and current Obligation Authority.  The rescissions have cost the Vermont AOT 

nearly $49 million in unused Obligation Authority for FYs 2006, 2007, and 2008. Due to the same 

trends experienced at the state level, a decrease in miles of driving and a movement toward more 

fuel-efficient cars brought the flow of revenues to such a dangerous level that Congress enacted an 

$8 billion emergency funding to keep the HTF solvent.  JFO reports that, ñThe Congressional 

Budget Office projects that when the current multi-year federal transportation bill expires in 

September 2009, federal outlays will decline by more than 20% unless federal taxes are increased by 

the equivalent of up to 8 cents per gallon in the gasoline tax.
13

 

SAFETEA-LU also established the National Surface Transportation Policy and Revenue 

Commission to study and report on current conditions and future needs of the surface transportation 

system, and the possibility of potential funding to meet such needs.  It also created the National 

Surface Transportation Infrastructure Financing Commission to study the Highway Trust Fund 

revenues and the impacts of these revenues on future highway and transit needs. There seems to be 

                                                 
12 James K. Galbraith, ñThe Macroeconomic Considerations of a Public Investment Strategy,ò October 2007, page 7. 
13

 Legislative Joint Fiscal Office, ñVermont Transportation Funding:  An Ongoing Dilemma,ò October 2008, page 10.  
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some movement toward finding an alternative to motor fuel taxes, such as the use of vehicle miles 

travelled (VMT) systems. These alternatives are, however, at best, several years away. 

Because the current federal authorization will  expire in September 2009, Vermont will also need to 

protect its status as a ñdoneeò state (i.e., the State receives more than $1 back for every $1 it 

contributes to the HTF).  Vermont has the sixth highest rate of return (RoR) among the states and 

has benefited from this position for some time. 

 

Source: Citi 

With the re-authorization in 2009 and perhaps even sooner, any economic stimulus program 

contemplated by the Federal government, Vermont will need to advocate to maintain its positive 

status, as there will be competing pressures to ñequalizeò this, especially from ñdonorò states.  

IV.   Potential Revenue Sources 

On both a national and state level, a dialogue should occur to identify revenues or sources of funds 

to maintain adequate infrastructure funding.  Studies outside of Vermont have identified a number of 

potential sources as follows: 
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Specific  Tool 

Scope 

Potential  
Yield Locations Used Program Project 

Fuel Taxes 

Motor fuel excise (per gallon) tax X 

 

H All states, Federal 

Indexing of the motor fuel tax X 

 

H FL, KY, M E, NE, NY, NC, PA, WV 

Sales tax on motor fuel X 

 

H CA, GA, HI, IL, IN, MI, NY  

Other petroleum related taxes X 

 

H NY, PA 

Vehicle Fees 

Registration or related fees X 

 

H All states 

Sales tax on vehicle sales X 

 

H KS, NC, NE, MN, MO, OK, SD 

Tolling, Pricing, and Other User Fees 

Tolling new or existing roads and bridges 

 

X M About ½ of States (e.g., TX, FL, VA) 

HOT lanes, express toll lanes, truck toll lanes 

 

X M CA, CO, GA, MN, TX 

VMT fees X 

 

H OR testing, 15 state pooled fund study 

Transit fees (fares, park-and-ride fees, other) X 

 

H All transit agencies 

Freight/Container fees X X M CA 

Local Option and Beneficiary charges 

Beneficiary charges/value capture (special  

assessment, impact fees, and tax increment financing) 

 

X L Multiple (e.g., CA, FL) 

Permitting local option taxes  

for highway and transit improvements (e.g., sales tax) X X M 46 states have legislation 

General Revenue Sources X 

 

H Most states and localities 

Source: Cambridge Systematics, Options in Addressing the Looming Transportation Funding Crisis 

Vermontôs options are somewhat limited by its population and demographics.  It does not have 

immediately identifiable opportunities for tolling, although both investment banks investigated this 

option.  If the state continues to rely on the traditional types of funding sources, increases will be 

necessary to address even minimal infrastructure needs. 

The AOT consulting report prepared by Resource Systems Group (RSG) includes a number of 

recommendations for consideration, although recognizing at the same time the difficulties associated 

with them.  The options recommended for consideration include
14

: 

 Increasing the Motor Fuel Tax:  An increase in the motor fuel tax could be used as a short-

term fix for revenue shortfalls. 

 Indexing the Motor Fuel Tax:  The report suggests that the motor fuel tax could be indexed to 

some cost and automatically adjusted on a periodic basis.  

 Vehicle Tax Increase:  A vehicle tax increase can take the form of sales tax, registration, 

and/or wheelage tax. 

 Impact Fees:  As stated by RSG, traditionally, impact fees have been used by local 

governments but they can also be used by the state.  This fee, however, does have the 

tendency to suppress demand for highway improvements as it requires local beneficiaries to 

contribute to the cost of improvements. 

                                                 
14

 Resource Systems Group, Vt Long Range Transportation Business Plan Working Paper 3: Financial Analysis, 

February 2007, pages 48- 49. 



 16 

 Local Option Sales Tax:  Again, as noted by the consultant,  this tax is generally used by 

local jurisdictions but it can also be used to raise revenue for regional improvements. 

 General Sales Tax Increase:  This tax is not normally used for transportation funding, but 

under certain circumstances may be an appropriate funding tool. 

 Mileage-Based Tax Options:  These were recommended on a longer-term basis, consistent 

with the direction being taken at the federal level. 

Other options reviewed by RSG include: 

 Motor Vehicle Violation Surcharge:  A surcharge is levied on various traffic offenses, such 

as drunk driving and speeding.  Funds collected from this source can be used as an additional 

revenue source to support transportation. 

 Vehicle Trade-in Exemption:  Elimination of exemption of trade-in value from the sales tax 

is another source of income. 

 Sales Tax on Gasoline Sale:  Gasoline is currently exempt from the sales tax.  Imposing sales 

taxes on gasoline has the potential of generating significant revenue. 

One interesting potential new revenue source identified by Citi and utilized by the State of New 

York is a ñPetroleum Business Tax (PBT).ò  In the case of motor fuels, the PBT is in addition to the 

traditional excise taxes on gasoline and diesel fuels.  Gasoline becomes subject to the PBT at the 

initial point in the New York distribution chain (e.g., importation), while automotive-type diesel 

becomes taxable upon the first otherwise non-exempt sale or use of the product in New York.   

 

A revenue source crafted in a similar manner, such as a Motor Fuel Distributor Infrastructure 

Assessment, could provide a source of new funds for Vermont to support a bonding program for 

bridges and culverts. 

JFO has calculated the impact of changes to existing transportation taxes (updated October 2008) as 

follows: 

 Raised by 1¢ on gas tax   $3,677,720 

 Raised by 1¢ on diesel tax        716,000 

 Raised by 1% on purchase & use tax   12,830,944 

RSG also reviewed the current practice of the use of ñnon transportationò appropriations from the 

Transportation Fund.  Over the last several years this has been reduced by approximately $10 million 

dollars to a current level of $32.789 million for public safety uses. This does, however, represent a 

considerable diversion of resources.  In addition, 1/3 of the purchase and use tax is used as revenue 

to the Education Fund.  Obviously, realignment of these transfers between the transportation, 

education, and general funds, to the benefit of the transportation fund, will have repercussions in the 

other funds.  However, such a process over a number of years would provide additional capital to the 

transportation fund and may be a better use of resources given the opportunity for federal grant 

matches.  Two of the bonding scenarios proposed by Citi make use of a gradual phasing/realignment 

of these resources. 
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There is never a good time to contemplate tax or fee increases, and given the economic climate, such 

increases are even harder to consider.  That said, transportation infrastructure, including bridges, 

requires an infusion of cash resources.  No options should be taken off the table without first having 

the benefit of a meaningful analysis.  Further, to the extent revenue increases promote job creation 

and economic stimulus, this may be a very appropriate time to consider such measures.   

V.  Financing and Funding Options  
 

As noted in the Executive Summary, bonding options have been presented by the two investment 

banks working with the Office of the State Treasurer.  In looking at the options, a distinction is made 

between financing and funding.  Financing involves the use of strategies, including bonding, that 

capture or leverage the value of a stream of revenue and then paying over time for the current use of 

those future revenues.
15

  In cases where there are significant inflationary costs, this can also result in 

increased net resources, but as a general rule they add little or no new resources to the funding gap.  

Pure financing options include general obligation debt and  revenue bonds pledging existing revenue 

sources and, to some extent, GARVEES.   They do not provide additional resources to pay for the 

bonds, except the savings on the inflationary trends. These bonds do have some economic gain, but 

should be viewed as part of a larger funding program involving the infusion of additional resources. 

 

Funding refers to the generation of revenue through various means such as gas and other taxes, fees, 

and licenses.  An optimum strategy, such as revenue bonds and/or the double-barreled bonding 

configuration cited below, captures both elements ï acceleration of resources by leveraging future 

increased or new revenue flows. 

 

The most prevalent funding mechanisms identified in other states include the following:
16

 

                                                 
15 Washington State Department of Transportation, Transportation Infrastructure Financing Alternatives, 2004, p1 
16

 TransTech Management, Inc., ñTraditional Debt Financing as a Transportation Financing Mechanism,ò Briefing paper to Section 

1909 Commission of the U.S. Department of Transportation, 2007, page 3. 
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The following information outlines the application of these methods to the Vermont 

transportation/bridge financing needs.  Bond anticipation notes, which provide temporary funding in 

anticipation of long-term debt, certificates of participation, and personal income tax bonds were not 

considered feasible alternatives and are not included. 

  

General Obligation Bonds 

 

The State could use General Obligation bonds to fund more transportation needs.  As noted 

previously, transportation is a very small part of current debt outstanding.  Because of their use of 

the Stateôs ñfull faith and credit,ò G.O. bonds are generally rated better than other alternatives, 

reducing the cost of capital. This would require some increase in the current level of general 

obligation debt, on top of increases of levels already experienced over the past several years (dollars 

in millions, FY 2010 projected): 
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Significant increases will have an impact on the Stateôs bond rating and these should be 

contemplated as part of the annual process of review completed by the Capital Debt Affordability 

Advisory Committee.  As noted above, the State has already had a significant  increase in G.O. debt 

authorized: approximately 79% since 2004, and 42% in the last two years (includes CDAAC 

recommended authorization amount of $69.9 million in FY 2010). 

 

The balance between bond issuance and the maintenance of high credit ratings, which have the effect 

of reducing interest rates for borrowed funds, is an important consideration for the State.  In the early 

1970s, Vermont lost its Triple-A bond rating, largely because of a significant accumulation of 

bonded indebtedness.  There were three principal causes for the increase in outstanding debt:  

interstate highway construction, extensive school construction and renovation, and sewage treatment 

plant construction.  Another factor that may have concerned analysts at that time was the extension 

of moral obligation support for industrial mortgage guarantees, the Bond Bank, and VHFA (C. 

Cohen 9/13/89). 

  

In 1975, Vermont enacted in statute the so-called ñ90 percent ruleò as a policy device to reduce its 

large amount of accumulated tax-supported debt.  New general obligation debt authorization was 

restricted to 90 percent of the debt being retired in the same fiscal year. The policy was successful.  

The ratio of debt as a percent of personal income, a key benchmark for rating analysts, was reduced 

from about 11% in the mid-1970s to about 3% in 1989.  Clearly though, the ñ90 percent ruleò policy 

was not sustainable, and policymakers recognized it would eventually lead to unrealistically small 

amounts of allowable new debt. 

  

In 1990, the ñ90 percent ruleò was repealed and the Capital Debt Affordability Advisory Committee 

was created to provide a new framework for determining the appropriate level of new debt issuance 

for the State.  Interestingly, in 1991 the CDAAC recommended issuance of $100 million of new debt 

based on pent-up demand for infrastructure funding, the need to stimulate the economy with job 

creation, and attractive interest rates.  Perhaps coincidentally, Vermontôs bond rating was reduced 
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from AA to AA- by Standard & Poorôs in 1991.  Since that time CDAAC and Vermont 

policymakers have faithfully worked to improve the Stateôs debt profile by being conservative in 

new debt issuance, utilizing cash from one-time surplus funds to supplement bonding for 

infrastructure financing, and expanding the Stateôs economic base. 

  

It has been nearly two decades since the Capital Debt Affordability Advisory Committee was 

created.  To give an idea of the kind of progress made by the State, in 1996, Vermontôs debt as 

percentage of personal income was twice the national median and we ranked 9th highest in the 

country.  In 2008, the State is under the national median for that ratio and ranked 33rd highest in the 

country.  In recognition of this kind of progress, as well as the fact that Vermont had surpassed 

existing benchmarks and the desire to regain Triple-A rating status, in 2004 the CDAAC adopted 

new debt guidelines reflecting the Stateôs current and prospective performance in terms of debt load 

measures compared to Triple-A rated states.  The State now meets or exceeds all guidelines.   In 

February of 2007, Vermont rejoined the ranks of Triple-A rated states when Moodyôs raised its 

rating for the State to Aaa from Aa+. 

 

The improvement in the bond rating and a reduction in bonds outstanding, has had the impact of 

providing additional capacity for debt, which has been reflected in the recent increases in the 

CDAAC recommendations. CDAAC could conceivably recommend additional moderate increases 

over the next several years, but not at levels necessary to fund the transportation needs presented in 

this report. This would require increases of over 50% to the current outstanding balance of debt 

outstanding.  This would have serious repercussions on our credit ratings. 

 

 

Prioritization of  Existing General Obligation Debt to Incorporate Additional Transportation 

High Inflation/Ready to Go Projects 

 

While some transportation expenditure is included in the capital bill, the Stateôs transportation system 

is largely funded by a ñpay-as-you-goò approach utilizing a combination of federal and state revenues. 

As of June 30, 2008 State transportation debt outstanding was just $9,088,000, representing just  

2.07%  of total overall debt outstanding.  With the FY09 bond authorization, this number will increase 

significantly with the addition of $15,200,000 out of an anticipated issue of $64,650,000.  This is still 

far less than what is needed. 

 

While still only an incremental increase contributing to the total solution,  some prioritization of 

projects to accommodate a larger proportion of transportation projects within the existing CDAAC 

recommended levels  appears to be in order.  In addition, a prioritization process of selecting  

projects for inclusion in a bond issue is needed.  The state has at present authorized but unissued 

bonds of $3.7 million. This is because the projects selected for bonding have not ñdrawn downò 

bonded funds at a rate that would support full issuance of existing bond capacity, largely due to slow 

start-up or use bond funds.  Either the project is not ñreadyò or it is expending at less than anticipated 

rates.  Moreover, the State has had to ñswapò projects, i.e., replace slow spending projects with other 

authorized projects so as not to violate its bond spend down requirements creating an ñarbitrageò 

rebate due to the federal government.  Given that some authorized projects are not presently in need 

of immediate cash but, at the same time, there exists a ñpent upò need for transportation (and other 

needs such as school building), some re-prioritization of future appropriations, to factor in 

ñreadinessò and projected schedule of completion, would seem in order.  In addition, inflation costs 
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are higher for some projects than others.  It is recommended that proposed project capital planning 

authorizations submitted to the General Assembly include a documentation of underlying inflation 

trends and cash-flows and that the Treasurer, jointly with the Commissioner of Finance & 

Management, complete an independent  analysis of each project for review by the General 

Assembly.  An example was noted in the AOT Bridge Study.  AOT noted that there were different 

inflationary assumptions for the three categories of bridges (federal, state, local). While certainly 

ñneedò is the predominant factor in prioritization, if all things are held equal, the project with the 

highest inflationary factor should be given more consideration for bonding. In a personal finance 

situation, if you had two outstanding loans for similar purposes and excess cash, you would first pay 

off the loan with the highest interest rate. The same principle should apply to the bonding cost 

calculations. 

Grant Anticipation Revenue Vehicles or GARVEEs 

For many years, states, municipalities, and authorities have raised funds by issuing grant anticipation 

notes (GANs), which allow governmental entities to fund projects based on anticipated future grant 

revenues. GARVEEs employ federal highway funds in the same way ï to repay the debt for road and 

bridge projects.  A GARVEE is a debt-financing instrument that permits the pledge of future federal 

highway funds to repay investors. A state may use future obligations of federal-aid funds to 

reimburse the retirement of principal and payment of interest, issuance, insurance, and associated 

other costs for the sale of an eligible debt-financing instrument.  Moving revenues forward in time 

will reduce the cost of the bridge replacement program as projects can be completed sooner, 

avoiding inflationary costs related to projects and providing the opportunity to prioritize preventative 

maintenance projects, reducing costs. It does not, however, add additional revenue streams but 

merely accelerates the receipt of funds. 

 

 Direct GARVEE:  These are bonds, in which Federal assistance directly pays debt service 

paid to investors. An evaluation of Vermontôs federal funding over the life of SAFETEA-LU  

and assuming conservative interest rate and revenue growth assumptions, Citi believes the 

State could generate $333 million to be used on its federal-aid projects while maintaining the 

Stateôs robust PAYGO program and achieving óAAô category ratings for a new credit that 

will have no recourse to the Stateôs full faith and credit. 

 

 Indirect GARVEE:  This is a funding mechanism in which Federal funds reimburse 

expenditures on other Federal-aid projects and the State subsequently uses a portion of those 

funds to pay debt service on the debt-financed project.  The debt-financed project does not 

need to be a Federal-aid project.  

While Citi favored GARVEEs, they opted for the direct model in the analysis.  Morgan Stanley was 

less enthusiastic about GARVEEs in general as this approach would not add additional revenues. 

Morgan Stanley did recommend the use of indirect GARVEEs if GARVEEs were selected, based on 

enhanced flexibility.  

The Office of the State Treasurer would recommend serious consideration of direct GARVEES 

where preventative maintenance projects with high inflation costs can be identified.  AOT would 
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need to provide a list of those projects with the associated estimated timeframes for completion, to 

size and price an issue. 

GARVEES can be structured in several ways. One is to pledge only the federal highway revenues to 

back the bonds. The advantage here is that the stateôs ñfull faith and creditò is not backing the bonds. 

If the Federal Highway Trust funds backing the bonds were not re-authorized or diminished, there 

would be no recourse to access other State revenues or taxing authority to satisfy the bonds. That 

clearly has some impact on the credit rating associated with the bond issue and affects the cost of 

capital. Citi states that no direct, naked (no additional state revenue support) GARVEE program has 

achieved ratings higher than Aa3/AA-/AA- ratings from Moodyôs, S&P, and Fitch, respectively, 

since these ratings are more a function of the receipt of federal funds and the ongoing federal 

highway funding authorization process than the fundamental credit quality of the State.  Issuing debt 

at a lower rating also affects the cost of capital.  

The Office of the State Treasurer would more than likely recommend a model that includes 

additional backstops beyond the federal revenue source.  The State of Maryland pledged all of its 

Transportation Trust Fund (similar to Vermontôs T-Fund) as a back-up to its GARVEEs and 

received Aa2/AAA/AA ratings.  

While at least two of the rating agencies would calculate debt ratios with and without GARVEE 

debt, separate identification of GARVEE debt amounts would be viewed more favorably by 

investors and rating agencies than an equivalent increase in G.O. debt.  In the absence of other 

negative factors (budgetary, revenue, pension funding, etc.), GARVEE issuance in an amount 

similar to that discussed above is unlikely to result in a rating reduction to the Stateôs general 

obligation debt. 

As discussed above, the use of GARVEEs would accelerate cash available for projects, which can 

assist in high inflation projects, but does not add additional new revenues to the equation beyond 

inflationary savings.  In 2004, the Office of the State Treasurer conducted a cost-benefit analysis 

using a variety of bond scenarios to test the impact of moving the project schedules forward by using 

GARVEEs.  Using a model of two $50 million bond issues, the Treasurerôs Office tested various 

scenarios.  Depending on the scenario utilized, use of GARVEEs could cost (after factoring in debt 

service, inflation, and investment of bond proceeds) $11,562,196 over a 16-year period or save up to 

$1,599,019 with a range of potential scenarios close to zero fiscal impact.  Economic gains from 

improved highways are not included in the analysis and mitigate any minimal cost. 

The advantage of GARVEEs is to move project scheduling forward, which in and of itself can add 

economic benefit and potentially lower the cost of repairs.  Another factor to consider would be the 

capacity for AOT to utilize these funds in the first few years.  Their modeling suggests that there 

would be a ramp-up period to utilize any significant infusion of capital.  If  GARVEEs are 

contemplated, a detailed review of AOT cash-flows for specific projects would need to be 

completed.  Targeted use of GARVEES is recommended for ñready-to-go,ò high inflation projects.  

Highway Revenue Bonds Leveraging Existing Revenues  

These bonds leverage a portion of a stateôs transportation related taxes and/or fees and are widely 

used tools to accelerate high-priority projects.  As noted by Citi, ñUnlike GARVEEs, state highway 

revenue bonds can be used on both federal aid projects and non-federal aid projects. Further, rating 
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agency criteria are more flexible for highway revenue bonds than to GARVEEs when compared on a 

basis of additional bonds tests and final maturities as states are in control of the reauthorization or 

continued authorization of its own taxes whereas it is dependent upon Congress to 

authorizeéfunding.ò  

Since Transportation Fund revenues are considered part of the total revenues used by rating agencies 

to calculate general obligation debt ratios, use of identified transportation revenues in bonding is not 

additive to the Stateôs debt capacity.   While this funding alternative may be a basis to raise capital, 

unless inflation and preventative maintenance savings on specific projects are identified, the 

pledging of existing revenues does not add significant value.   

 

Bonding in Combination with New Revenue Source 

 

As noted in the executive summary, bonding makes more sense, and provides a funding mechanism, 

when backed by a new identifiable and available revenue source to pay for the bonds.  There are two 

traditional ways to bond using revenues:  double-barreled bonds using the Stateôs general obligation 

back-stop with a new revenue source, and revenue bonds utilizing an increase to an existing revenue 

source or new revenue source. The latter will be reviewed first. 

Revenue Bonds with Increased Revenue from Existing Streams 

These can include a certain percentage or a portion of certain taxes and fees as security for bonds 

through increased revenues. For example, as outlined by Citi, last year the Maine Legislature raised 

its registration fee, vanity license plate fee, and title fee, each by $10 and dedicated those monies to a 

new highway revenue bond program. The legislature also allocated 7.5% of the Maine motor fuel 

excise tax and a portion of the state police cost along with the new fee revenue to secure a new 

highway revenue bond program that is expected to raise more than $200 million for Maine 

transportation projects over the next four years.  Building off the main scenario, Citi has suggested a 

series of recommendations using a variety of increased revenue sources to fund the bonds.  

Using a combination of registration, purchase and use, and motor fuel tax increases, totaling 

$41,688,409 dedicated to new bonds, Citi estimated that the State could raise over $252 million to 

fund projects.  The line-up proposed by Citi included: 
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Source: Citi 

 

The fees and taxes proposed by Citi are illustrative; any combination of increased revenues to the $41.6 million level 

would achieve the same result:  permit the State to generate $252 million in upfront bonding to fund needed 

transportation projects, to be paid for by the fee increases.  As noted in the chart below, the debt service payments by 

year equal increase in the ñpay-as-you goò revenues, so that future cash flows are positively by the upfront borrowing. 

 

Source: Citi 

No increase in any tax or fees is a welcome alternative. In order to provide a means of funding 

larger scale improvements to the highway systems, however, some combination of revenue 

increases must be examined.  While GARVEEs and the pledging of existing revenue streams 
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will add value in terms of inflationary and preventative savings, these alone are not sufficient to 

solve the transportation funding problem.  As part of its infrastructure planning efforts, Resource 

Systems Group (RSG) has completed a draft Working Paper 3: Financial Analysis for the ñVt 

Long Range Transportation Business Plan,ò developed by AOT.  In addition, the JFO, in its 2008 

Fiscal Facts, outlines the impact of changes to  a number of taxes and fees. Alternative sources of 

revenue  are included in Section IV of this report.  Many identified alternatives may not 

necessarily be feasible at this time but some dialogue to close the funding gap is needed. 

In the above table, the coverage factor relates to the additional bond test or ABT.  Bonds cannot 

be issued unless the issuer can demonstrate that revenues are available to pay the current debt 

service plus the additional debt service of the new bonds. The rating agencies  regard this as an 

important feature because the ABT will establish a minimum debt service coverage level that 

will legally bind the State from issuing additional debt using the same transportation revenue 

source if the coverage threshold is crossed. The ABT is usually expressed by a factor such as 

1.25 times meaning revenues must be 125% of the current and future debt service in order to 

issue additional bonds using this revenue source. This is a feature common in revenue bonds. 

Eliminating the Diversion or Reallocation of T-Fund Revenues and Expenses 

One way to minimize the need to raise revenues is to eliminate the 33% diversion of the 

Purchase & Use Tax that is sent directly to the Education Fund rather than transportation. 

Obviously, the Education Fund would then need to be made whole through a combination of 

either incremental increases to the appropriation base, revenues and/or expenditure efficiencies. 

Since these would take some time to implement, Citi recommended modeling  a ñphase-inò 

approach to reduce the draw on the Transportation Fund and use these funds to raise capital 

though bonding.  Citi presented such a model. 

 
 

                     Source:  Citi 
 

 

 

Using this model, debt issuance of $74 million in year one and $224 million plus in year four of the 

phase-in, over $299 million in upfront capital would be raised. 
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As an alternative model, Citi proposed a phase-out of public safety expenditures from the T-fund.  

The same approach used to leverage the portion of the P&U tax could be used to leverage funds 

currently appropriated to fund a portion of the Stateôs police cost (the ñT-Fund Public Safety 

Allocationò).  Eliminating this allocation is another way for the State to raise new funds for 

transportation, although again the ñback fillò issue exists in the general fund.  Citi used a 

hypothetical model to display the impacts of this phase-out (note actual FY08 levels are closer to 

$33 million although the model has a slightly higher starting point): 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Citi used the same bonding approach as in our P&U tax analysis, which assumes a $75 million 

issuance in Year 1 of the 5-year phase in period, with a second issuance in Year 4, maximizing the 

Program once revenues have ramped up.  Further, Citi assumed this to be an AA rated ñstate 

5-Year Phase in of   

T-Fund Public Safety Allocation 

FY 

$ Able to 

be Pledged 

T-Fund 

Public 

Safety Cost 

2009 - 35.44 

2010 7.09 28.35 

2011 14.18 21.26 

2012 21.26 14.18 

2013 28.35 7.09 

2014 35.44 - 

Period Issue 1 Issue 1 Issue 2 Issue 2 Total Total 

Ending (1/1) Principal Interest Principal Interest Debt Service Revenues Coverage

2010 -                     4,035,775         -                        -                        4,035,775        5,132,378       1.27x

2011 -                     4,035,775         -                        -                        4,035,775        10,264,756     2.54x

2012 -                     4,035,775         -                        -                        4,035,775        15,397,134     3.82x

2013 2,895,000      4,035,775         1,290,000         12,307,230       20,528,005      20,529,512     1.00x

2014 3,010,000      3,919,975         6,475,000         12,255,630       25,660,605      25,661,890     1.00x

2015 3,145,000      3,784,525         6,765,000         11,964,255       25,658,780      25,661,890     1.00x

2016 3,290,000      3,643,000         7,065,000         11,659,830       25,657,830      25,661,890     1.00x

2017 3,450,000      3,478,500         7,425,000         11,306,580       25,660,080      25,661,890     1.00x

2018 3,625,000      3,306,000         7,795,000         10,935,330       25,661,330      25,661,890     1.00x

2019 3,810,000      3,121,125         8,190,000         10,537,785       25,658,910      25,661,890     1.00x

2020 4,010,000      2,921,100         8,620,000         10,107,810       25,658,910      25,661,890     1.00x

2021 4,230,000      2,700,550         9,080,000         9,650,950         25,661,500      25,661,890     1.00x

2022 4,465,000      2,467,900         9,575,000         9,151,550         25,659,450      25,661,890     1.00x

2023 4,710,000      2,222,325         10,100,000       8,624,925         25,657,250      25,661,890     1.00x

2024 4,970,000      1,963,275         10,655,000       8,069,425         25,657,700      25,661,890     1.00x

2025 5,240,000      1,689,925         11,245,000       7,483,400         25,658,325      25,661,890     1.00x

2026 5,540,000      1,388,625         11,865,000       6,864,925         25,658,550      25,661,890     1.00x

2027 5,860,000      1,070,075         12,515,000       6,212,350         25,657,425      25,661,890     1.00x

2028 6,195,000      733,125            13,205,000       5,524,025         25,657,150      25,661,890     1.00x

2029 6,555,000      376,913            13,960,000       4,764,738         25,656,650      25,661,890     1.00x

2030 21,695,000       3,962,038         25,657,038      25,661,890     1.00x

2031 22,945,000       2,714,575         25,659,575      25,661,890     1.00x

2032 24,265,000       1,395,238         25,660,238      25,661,890     1.00x

75,000,000    54,930,038       224,730,000     165,492,588     520,152,625    

Highway Revenue Bonds - Purchase and Use Tax Scenario
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appropriationò type credit with 1.)x coverage, where the legislature would make the appropriation of  

the funds on an annual basis.  Under the state appropriation credit, Citi anticipates the state could 

raise more than $404 million in combined principal. 

 

 

Over the past several years, the reallocation of public safety expenditures from the general fund has 

been reduced by approximately $10 million to the current level of $32.789 million. In the current 

economic climate, it may prove difficult to absorb any decreases in the base transfer level and again 

new revenues or expenditure reductions may be necessary. 

 

In both ñphase-inò (revenues) and ñphase outò (expenditures), the central theme is the same:  

dedicate all originally intended resources to the transportation fund.  As stated by Morgan Stanley: 

 

ñIn the course of our analysis, we have noted that a sizeable amount of 

Transportation Fund revenues is transferred out for non-transportation 

purposes. For example, one third of the annual revenue associated with the 

Purchase & Use Tax is allocated to the Education Fund. The Transportation 

Fund currently provides approximately $50 million [the actual current 

figure is $33 million] per year for other State operations. Reduction or 

elimination of these costs could significantly improve the Stateôs 

transportation funding picture. While we recognize that other funding 

sources would be required to replace the transportation funds, it may be 

beneficial, as part of a broader review of government funding sources, to 

Period Issue 1 Issue 1 Issue 2 Issue 2 Total Total 

Ending (1/1) Principal Interest Principal Interest Debt Service Revenues Coverage

2010 -                      4,035,775       -                        -                        4,035,775       7,088,177       1.76x

2011 -                      4,035,775       -                        -                        4,035,775       14,176,354     3.51x

2012 -                      4,035,775       -                        -                        4,035,775       21,264,531     5.27x

2013 2,895,000       4,035,775       2,895,000          18,525,840       28,351,615     28,352,708     1.00x

2014 3,010,000       3,919,975       10,100,000        18,410,040       35,440,015     35,440,885     1.00x

2015 3,145,000       3,784,525       10,555,000        17,955,540       35,440,065     35,440,885     1.00x

2016 3,290,000       3,643,000       11,025,000        17,480,565       35,438,565     35,440,885     1.00x

2017 3,450,000       3,478,500       11,580,000        16,929,315       35,437,815     35,440,885     1.00x

2018 3,625,000       3,306,000       12,155,000        16,350,315       35,436,315     35,440,885     1.00x

2019 3,810,000       3,121,125       12,775,000        15,730,410       35,436,535     35,440,885     1.00x

2020 4,010,000       2,921,100       13,445,000        15,059,723       35,435,823     35,440,885     1.00x

2021 4,230,000       2,700,550       14,160,000        14,347,138       35,437,688     35,440,885     1.00x

2022 4,465,000       2,467,900       14,935,000        13,568,338       35,436,238     35,440,885     1.00x

2023 4,710,000       2,222,325       15,760,000        12,746,913       35,439,238     35,440,885     1.00x

2024 4,970,000       1,963,275       16,625,000        11,880,113       35,438,388     35,440,885     1.00x

2025 5,240,000       1,689,925       17,545,000        10,965,738       35,440,663     35,440,885     1.00x

2026 5,540,000       1,388,625       18,510,000        10,000,763       35,439,388     35,440,885     1.00x

2027 5,860,000       1,070,075       19,525,000        8,982,713         35,437,788     35,440,885     1.00x

2028 6,195,000       733,125          20,600,000        7,908,838         35,436,963     35,440,885     1.00x

2029 6,555,000       376,913          21,780,000        6,724,338         35,436,250     35,440,885     1.00x

2030 29,965,000        5,471,988         35,436,988     35,440,885     1.00x

2031 31,690,000        3,749,000         35,439,000     35,440,885     1.00x

2032 33,510,000        1,926,825         35,436,825     35,440,885     1.00x

75,000,000     54,930,038     339,135,000      244,714,448     713,779,485   744,258,585   

Highway Revenue Bonds - T-Fund Public Safety Allocation Phase-Out
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review these sources in order to provide additional funds for 

transportation.ò 

 

Double- Barreled Bonds 

 

When using revenue bonds, issuers typically must pay slightly higher interest rates, and as noted 

above revenue bonds have higher coverage ratios to cover increased investor risk in the event that 

revenues do not materialize as expected.  Double-barreled bonds are a hybrid solution that reduces 

both investor risk and the cost of capital. In this debt structure, the project's revenues provide the 

initial security and the secondary guarantee is provided by the general obligation taxing powers of 

the issuer.  For instance, a revenue bond would be double-barreled if that bond is secured by 

highway revenues and if the state also secures the bonds with its full faith and credit.  If highway 

revenues are insufficient to cover the debt service, investors can rely on the full faith and credit 

pledge of the State.  

 

According to Morgan Stanley, ñBecause the pledged highway revenues would be assumed to pay the 

debt service on the bonds, there is no impact on the net direct debt of the State and therefore no 

impact on the Stateôs debt ratios.ò 

 

Since the rating agencies currently use the Stateôs transportation fund as a source when calculating 

debt ratios for general obligation debt, its use as a mechanism to leverage double-barreled bonds is 

limited. To maintain the advantages of a double-barreled configuration it was determined, after 

review with bond specialists, that the State would have to use a new revenue source and not an 

enhancement to an existing source, to meet the rating agency requirements and gain the advantages 

contemplated in this configuration.  

 

Using a variation of a proposal made by Morgan Stanley, the State could also issue general 

obligation bonds additionally secured by a pledge of a new source of funds for highway revenues. 

Because the pledged new highway revenues would be assumed to pay the debt service on the bonds, 

there is likely no impact on the net direct debt of the State and therefore no impact on the Stateôs 

debt ratios.  However, the State would still benefit from a low cost of capital because of the general 

obligation backstop.  

 

Bond Maturity Schedule 

 

Current state statute limits bond issuance to maturities of not over 20 years. While this has had the 

effect of rapid retirement of debt, a factor that sits well with the rating agencies, a review of 

appropriate bond principal amortization to create better matching of the maturity schedule to the 

useful life of the capital improvement may be in order.  Lengthening the amortization to 30 years, 

for example, would increase the interest cost on the debt but would free up bond authorization 

capacity in the short-term.  

 

Tolling 

 

As part of the revenue enhancement section of this study, both investment banks reviewed the 

opportunities for tolling.  As noted in the Morgan Stanley report, toll roads/bridges can provide a 

revenue stream for ongoing costs associated with State transportation and bridge assets. Given the 
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ramp-up period, estimated at several years, the expense associated with the conversion to tolls, and 

limited volume of traffic in likely toll locations, not much opportunity appears to exist based on 

tolling. The Citi report generally is in agreement. While consideration of tolling on I-89 and I-91 

immediately inside the Vermont/Canadian border has been raised, a preliminary review of Average 

Annual Daily Traffic (AADT) data does not appear to be supportive of the concept.   

 

In reviewing AADT data, Citi did note the State could potentially raise additional revenues if it 

considered the implementation of tolls at points with higher daily traffic volumes. For example 

imposing a toll on I-89 at the New Hampshire State line (37,000 AADT) and in between Exits 13 

and 14 in South Burlington (52,200 AADT) along with a strategic tolling location on I-91 between 

Exits  10 and 11 in Hartford (28,800 AADT), could generate more substantial revenue than the 

cross-Canadian border alternative, but could have substantial public opposition in addition to 

significant ramp-up costs. 

 

Other Considerations 

 

Advocacy to Maintain the Current HTF Distribution Formulas 

 

As noted in section IV of this report, Vermont currently receives substantially more than $1 back for 

every $1 it contributes to the HTF. The history of the re-authorization acts shows that there has been 

a narrowing of the gap between donor and donee states, setting a higher minimum floor.  SAFETEA-

LU raised the minimum RoR for donor states from 90.5% to 92% over the life of the Act (2005 ï 

2009). Citi expects that this relationship between donor and donee states ñwill surely be one of the 

most significant issues during the negotiations of the next reauthorization act.ò Any rise in the 

minimal guarantee will have a negative impact on Vermontôsô more favorable position.   Advocacy 

though our Congressional delegation on this issue will be critical.  

 

Potential Economic Stimulus Package 

 

All indications are that the Congress will soon take up some form of economic stimulus package 

incorporating both an infrastructure and jobs component, Infrastructure spending is the obvious first 

priority as it cures a large need, spurs economic development and creates good paying jobs during a 

time of rising unemployment. Reports suggest a major stimulus bill similar to one that passed the 

House in September 08 but stalled in the Senate and may be moved quickly, ahead of possibly a 

second initiative during the Obama Administration. Vermont should, through its congressional 

delegation, advocate for substantial distributions which should be considered in the Stateôs capital 

needs and planning.   

VI.   Conclusion 

Based on the following reality:  

 

 Current revenue and spending patterns are not sufficient to address the deteriorating 

condition of Vermont Bridges; 

 The longer this situation remains unaddressed, the more Vermonters will have pay to repair 

and replace failing bridges; 
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 Finance experts have stated unequivocally that bonding alone, without concomitant 

additional revenues, will not solve Vermontôs bridge problems; 

 The State is committed to protecting its favorable debt profile and ratings; 

 An expanded effort to rehabilitate and replace, where necessary, Vermontôs failing bridges 

would provide jobs and economic stimulus for Vermonters in a time of severe economic 

stress; 

 The current depressed economic conditions are highly likely to provide a limited window of 

lower interest and construction inflation costs in the near to medium term; 

 Vermontôs per gallon gasoline tax rate was last adjusted in 1997, while the number of gallons 
of gasoline sold annually has declined over the last five years, and 

 Vermontôs total motor fuels taxes and fees should remain competitive with other New 

England states: 

 

The Office of the State Treasurer recommends the following for consideration, in addition to 

the other options outlined in this report: 

 

 A $150-180 million bridge rehabilitation and replacement bonding program in issuances 

phased in over the next decade, beginning with a $30-50 million issuance in year one, 

depending on readiness of projects; 

 Funded by a Motor Fuels Distributor Infrastructure Assessment (MFDIA) of five cents per 

gallon (gasoline and diesel fuels - raises approximately $20 million annually) with a double-

barreled backstop of Vermont full faith and credit;  

 Revenues from MFDIA to be deposited in a restricted bridge rehabilitation and replacement 

fund to be used for debt service, relevant capital projects, and a capital reserve; and 

 Additional consideration of GARVEE bonds for targeted bridges with the most compelling 

cost of construction inflation characteristics. 

 

The advantages of the MFDIA funding approach include: 

 

 Reduced costs to taxpayers over time, since savings from accelerated rehabilitation (reduced 

deterioration) and inflation avoidance will exceed the interest costs on borrowing supported 

by the MFDIA; 

 Adequate revenues to pay the debt service on the bonds, without further depletion of the 

already declining revenues to pay for the care and maintenance of Vermontôs transportation 

infrastructure; 

 The lowest cost of interest rates stemming from the double-barreled backstop of Vermontôs 

Triple-A rated full faith and credit; 

 The likelihood this approach would not be additive to state net tax supported debt, since it 

relies on a newly identified revenue source, and would not negatively impact debt ratios and 

other capital financing priorities; and 

 An administratively simple approach, since the MFDIA would be collected in the same 

fashion as the current motor fuels taxes and fees. 
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Statutory Reference (Act 164 of 2008) 

Sec. 29.  BRIDGES AND CULVERTS, LONG-TERM ASSESSMENT,  

               FUNDING OPTIONS 

     (a)  The state treasurer, working jointly with the agency of transportation and the joint fiscal 

office, shall prepare a report containing a long-term needs assessment for repair, maintenance, and 

rehabilitation of bridges and culverts in the state and provide funding options and recommendations 

for such long-term needs. 

(b)  The report shall include, but not be limited to, the following: 

     (1) an evaluation of bridges and culverts using the established performance measures defined 

and used by the agency of transportationôs program development division, and develop a plan, with 

estimated costs, for meeting such performance measures; 

(2)  a definition of preventative maintenance, present the agencyôs five-year plan for doing 

such maintenance, and the estimated costs for this maintenance; 

(3)  an estimate of the cost of replacing structures over the age of 70 years. 

(c)  The funding options and recommendations shall be developed by the state treasurer, who 

shall select and oversee, pursuant to a public competitive selection process, an investment bank to 

act as an adviser to the state to develop multiple financing proposals, including but not limited to 

general obligation, revenue, and GARVEE bond options, for a long-term program dedicated to 

funding life cycle rehabilitation work on bridges and culverts in the state system and on town bridges 

eligible for funding under the town highway bridge program that will extend the useful lives of these 

structures on a long-term, cost-effective basis. 

(d)  On or before November 15, 2008, the treasurer shall provide the report to a special committee 

composed of the following:  the members of the joint transportation oversight committee, the 

secretary of transportation, the treasurer, the secretary of administration, two gubernatorial 

appointees, and the commissioner of finance and management.  The chair of the Joint transportation 

oversight committee shall be the chair of the special committee. The special committee shall meet as 

necessary to review the report, and by December 1, 2008 shall make such recommendations to the 

governor as the committee may deem appropriate regarding funding options for such programs, 

including annual reductions in the amount of transportation funds appropriated for general 

government purposes as well as other state revenues generated by transportation functions that are 

not deposited in the transportation fund. 

(e)  The state treasurer shall also provide the report to the capital debt affordability advisory 

committee for its consideration and deliberations. 
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Office of the State Treasurer 

Debt Information and Schedules 

 

 

 

Coverage Amount Coverage Amount 

Bond Type Ratio Issuable Ratio Issuable

20 year Double Barrel 1.25x $189,000,000 1.5x $157,000,000

20 year Trans Revenue 1.75x $133,000,000 1.5x $156,000,000

30 year Double Barrel 1.25x $219,000,000 1.5x $181,500,000

30 year Trans Revenue 1.75x $153,000,000 1.5x $180,000,000

Vermont Bridge Funding Study

Summary of Financing Options

Amounts Issuable
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VERMONT 2009
Estimated Debt Service Schedule Computed on: 16-Nov-08

For the:  Assumptions: Bond Amount:

State of Vermont Bonds Delivered: 01-Jan-09

FY 2009 Double Barrel Bonds Rated AAA/AA+ 189,000,000$            

Estimated % Rates as of: 31-Oct-08 TERM: 20 Years

Payment $Amount of Est % $Amount of $Total $Total

# Years  Dates Principal Rates Interest Debt Service Fiscal Year
 January-09  0

July-09 4,066,335 4,066,335
1 January-10 9,450,000 1.850% 4,066,335 13,516,335 17,582,670

July-10  3,978,923 3,978,923
2 January-11 9,450,000 2.310% 3,978,923 13,428,923 17,407,845

July-11 3,869,775 3,869,775
3 January-12 9,450,000 2.770% 3,869,775 13,319,775 17,189,550

July-12 3,738,893 3,738,893
4 January-13 9,450,000 3.230% 3,738,893 13,188,893 16,927,785

July-13 3,586,275 3,586,275
5 January-14 9,450,000 3.690% 3,586,275 13,036,275 16,622,550

July-14   3,411,923 3,411,923
6 January-15 9,450,000 3.870% 3,411,923 12,861,923 16,273,845

July-15   3,229,065 3,229,065
7 January-16 9,450,000 4.060% 3,229,065 12,679,065 15,908,130

July-16  3,037,230 3,037,230
8 January-17 9,450,000 4.240% 3,037,230 12,487,230 15,524,460

July-17  2,836,890 2,836,890
9 January-18 9,450,000 4.430% 2,836,890 12,286,890 15,123,780

July-18  2,627,573 2,627,573
10 January-19 9,450,000 4.610% 2,627,573 12,077,573 14,705,145

July-19  2,409,750 2,409,750
11 January-20 9,450,000 4.720% 2,409,750 11,859,750 14,269,500

July-20  2,186,730 2,186,730
12 January-21 9,450,000 4.820% 2,186,730 11,636,730 13,823,460

July-21  1,958,985 1,958,985
13 January-22 9,450,000 4.930% 1,958,985 11,408,985 13,367,970

July-22  1,726,043 1,726,043
14 January-23 9,450,000 5.030% 1,726,043 11,176,043 12,902,085

July-23  1,488,375 1,488,375
15 January-24 9,450,000 5.140% 1,488,375 10,938,375 12,426,750

July-24  1,245,510 1,245,510
16 January-25 9,450,000 5.180% 1,245,510 10,695,510 11,941,020

July-25   1,000,755 1,000,755
17 January-26 9,450,000 5.230% 1,000,755 10,450,755 11,451,510

July-26  753,638 753,638
18 January-27 9,450,000 5.270% 753,638 10,203,638 10,957,275

July-27   504,630 504,630
19 January-28 9,450,000 5.320% 504,630 9,954,630 10,459,260

July-28  253,260 253,260
20 January-29 9,450,000 5.360% 253,260 9,703,260 9,956,520

July-29  0 0
 

Total: 189,000,000$           95,821,110$           284,821,110$         284,821,110$                
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