OFFICE OF THE NEW YORK STATE COMPTROLLER
DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY

Cracks in the Foundation: Local Government
Infrastructure and Capital Planning Needs

New York State’s economic future may well rest upon its ability to maintain and improve its public
infrastructure. Increasingly, successful economic development is dependent upon connections to an
efficient intermodal transportation network, clean, safe and abundant water, a modern educational
system and desirable downtowns. Such systems provide the foundation for a diversified and
prosperous economy, and the capital assets that make up New York State’s transportation systems,
utility networks and other public facilities are the core of these essential investments.
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studies have estimated investment needs of $250.1 billion to maintain transportation ($175.2 billion),
municipal wastewater ($306.2 billion) and clean water ($38.7 billion) infrastructure across the

State over the next twenty years.” At current spending rates it is projected that New York’s
local infrastructure needs may be underfunded by as much as $80 billion. In order to
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reverse this trend, a sustained and coordinated commitment by federal, State and local
governments to rebuilding and maintaining local infrastructure systems is essential.
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According to the U.S. Congressional Budget Office, federal infrastructure spending has not kept pace
with mounting infrastructure demands. In 2006 dollars, federal government spending decreased to
$73.8 billion in 2007 from $81.1 billion in 2002. However, the passage of the American Recovery

and Reinvestment Act (ARRA) signals a renewed federal commitment to boost the economy through
infrastructure investment. The ARRA provides New York with a substantial level of funding for
capital improvements, including about $500 million for water and sewer systems and $1.1 billion for
roads and highways. While much of this funding will be earmarked for “shovel ready” projects that are
already on the drawing board, it will also have the effect of pulling projects forward, thereby freeing up
future State and local funding for other projects, and will provide an unprecedented opportunity for a
coordinated capital investment strategy to facilitate growth in the State’s diverse regional economies.

Addressing the challenges of restoring and developing New York’s infrastructure regionally offers
significant advantages. Regional coordination can provide a number of important implementation
benefits, such as savings generated through economies of scale, expanded capacity to manage
complex building projects, maximization of federal investment and increased efficiency through
the avoidance of duplication of
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This report analyzes historical trends in local capital spending and the current condition of our local
infrastructure. It suggests some important steps that the State and local governments need to take to
improve capital planning within New York. Finally, it suggests some policy options that could help
sustain investment in the State’s infrastructure and encourage more coordinated, regional approaches
to investment.
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Condition of New York State’s Local Infrastructure

The American Society of Civil Engineers (ASCE) recently issued its report card on the nation’s
infrastructure. ASCE gives the nation’s infrastructure an unimpressive grade of “DD”, and estimates that
national infrastructure systems will need an investment of $2.2 trillion over the next five years. Lack of
infrastructure maintenance is a prevalent problem across the United States, and New York is no exception.

In many cases, the infrastructure maintained by local governments is in dire need of repair and/
or modernization. The following examples highlight the current condition of infrastructure systems
managed by New York’s local governments.

Bridges

According to data from the U.S. Department of Transportation, roughly one-third of the 8,535
bridges maintained by New York’s local governments are structurally deficient or functionally
obsolete. According to this data, the number of bridges structurally deficient or functionally obsolete
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New York State Department of Transportation.
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Roads and Highways

Conditions of New York State’s Roads and Highways (2007)
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Drinking Water Infrastructure

In November of 2008, the New

York State Department of Health

found significant structural
deficiencies in drinking water
systems around the State. It is
estimated that over the next
twenty years, $38.7 billion is
needed to repair, replace and
update New York’s drinking
water infrastructure. The
Department of Health attributes
the deterioration of New York’s
drinking water systems to
inadequate federal and State
funding.®
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Infrastructure Investment Trends

In 2007, over 29 percent of
capital spending by counties,
cities, towns, villages and

fire districts (excluding New
York City) was related to
transportation, including
highway, street and bridge
construction. General
governmental purposes
(including buildings and land
acquisition), public safety, and
sanitation constitute other large
categories of investment.

Capital Expenditures by Function for Counties, Cities, Towns,

Villages and Fire Districts (2007)

CULTURE AND
OTHER RECREATION
7.2% 8.4%

GENERAL
UTILITIES GOVERNMENT
6.1% 21.0%

TRANSPORTATION PUBLIC SAFETY

29.3% SANITATION 15.5%
12.5%

Division of Local Government and School Accountability August 2009 5




Total capital expenditures as a
share of total expenditures for

Local Government Capital Expenditures as a Percent of

New York’s local governments Total Expenditures (Excluding New York City)
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Opverall, the average annual growth in capital expenditures for New York’s local governments (excluding
New York City and school districts) remained relatively flat, decreasing slightly from 5.6 percent (1997-
2003) to 5.2 percent (2003-2007). However, differences in the rates of growth during these time periods
are more significant in certain cases. In cities, the rate of growth fell from 7.3 percent to just over 1
percent. In fire districts, the rate of growth declined from 6.5 percent to 4.7 percent. In villages, growth
fell from 7.9 percent to 6.8 percent, and in towns, growth declined from 5.8 percent to 5.1 percent.
Counties are the only class of government that increased capital spending over these periods — from 4.1
percent to 6.5 percent primarily due to state-mandated court and jail renovation programs.

Trends in Capital and Equipment Outlay for New York State’s Local Governments (1997 - 2007)

(Excluding New York City)

1997 - 2007 1997 - 2003 2003 - 2007

Total Percent Average Annual Total Percent Average Annual Total Percent Average Annual

Change Percent Change Change Percent Change Change Percent Change
City 60.1% 4.8% 52.9% 7.3% 4.7% 1.1%
County 63.9% 5.1% 27.6% 4.1% 28.5% 6.5%
Fire District 75.2% 5.8% 46.1% 6.5% 20.0% 4.7%
Town 71.1% 5.5% 40.1% 5.8% 22.1% 5.1%
Village 104.8% 7.4% 57.4% 7.9% 30.1% 6.8%
Total 70.2% 5.5% 39.0% 5.6% 22.5% 5.2%
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Indeed, the capital investment
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Revenue Sources Dedicated for Infrastructure Investment

Resources for capital projects typically come from a mix of current year annual revenues from taxes,
assessments and fees, moneys from reserve funds, bond or note proceeds, and State and federal grants.
However, the amount of revenue from these sources varies over time and is influenced by a variety

of factors. For example, recessionary periods make it difficult to fund capital projects with current
resources. Fiscal stress brought on by the economic downturn invariably affects taxing capacity and
intergovernmental aid levels which then triggers budget cuts and deferred maintenance on capital
projects. Other factors such as access to municipal debt markets can also play a role. Currently, the
municipal debt market has experienced a prolonged period of instability. Market access constraints and
the increased cost of issuing debt has led to reduced bonding levels and increased reliance on state and
federal aid.

Between 1997 and 2003, federal aid for capital purposes grew by $127 million, an average annual
increase of about 11 percent. From 2003 to 2007, this growth slowed dramatically to 2.6 percent on an
average annual basis. State aid to local governments for capital purposes decelerated almost as quickly,
from a 7.6 average annual growth rate between 1997 and 2003 to 1.7 percent between 2003 and 2007.

Local revenues (excluding
proceeds of debt) dedicated for
capital investments increased

Total Federal Spending for Infrastructure 1956-2007

steadily between 1997 and
2007 from $387 million to

$651 million, an average annual
increase of 5.3 percent. Like the
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to a more normal trend the succeeding years. These increases coincided with revenue infusions generated
through tobacco settlement securitizations, when many local governments used these proceeds to fund

capital projects.
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The future of New York State’s
economy will continue to
depend, in large part, on public
investment in infrastructure.
The diminishing commitment
of State and federal dollars

to help fund such projects in
recent years has resulted in local
governments having to bear a
disproportionate share of this
growing burden. The good
news is that New York State will
benefit from recent increases

in federal aid for certain
infrastructure purposes, such

as transportation and sewer and
water systems. The American
Recovery and Reinvestment
Act contains $27.5 billion

Federal Aid, State Aid and Local Source Revenue Dedicated

for Capital Purposes (Excluding New York City)
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nationwide for highway infrastructure funding, $1.12 billion of which will be allocated to New York
State. Additionally, New York State will receive $435 million for clean water projects and $87 million for
drinking water infrastructure improvements. However, if current spending patterns continue over the
next 20 years, it is estimated that New York’s local infrastructure needs will be $80 billion underfunded.
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Looking Forward: Multiyear Capital Planning

The Office of the State Comptroller (OSC) has long encouraged local governments to develop and
implement a multiyear capital planning process. This process should start with a needs assessment and
an affordability analysis linked to a multiyear budget and financial plan. In other words, the process
needs to start by answering some basic questions: What are the local government’s capital investment
priorities? How much will these projects cost to construct and operate? What is the capacity to manage
these projects effectively? What is the fiscal capacity of the local government to support capital
spending over time? This assessment should seek to balance capital priorities with fiscal constraints.
Ideally, the capital planning process identifies all capital and major equipment needs, incorporates a
process for prioritizing projects, and includes a maintenance cycle to sustain current infrastructure.

Several factors make developing these plans more important than ever before. Financing options are
likely to remain unpredictable and more expensive over the next several years, given the prospects of
less access to credit markets and a more negative credit outlook for local government general obligation
debt.” The availability of ARRA funding and renewed interest in funding infrastructure improvement
at the federal level will be accompanied by increased accountability and transparency requirements that
may dictate more careful planning.

To assist local governments in developing or improving their capital plans, OSC will be issuing an
updated guide to capital planning accompanied by an online tutorial. This guide will provide local
governments with a framework for devising capital planning processes, including:

* Capital planning models;
* Guidelines for capital improvement plan preparation, approval and presentation;
* Financing strategies for funding capital projects; and

¢ Techniques for long-range financial planning,
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Policy Recommendations

Local government infrastructure needs are substantial and growing at the same time that the ability of
local governments to maintain their investments in capital programs is severely constrained. In order
to reverse this trend, the State needs to promote efforts to strengthen capital planning, increase access
to funding, and coordinate local infrastructure investment. To further this goal, there are some options
that policymakers could consider, including:

* Advocate for increased funding from the federal government after the additional funds
provided through the ARRA are exhausted. Increased federal grants can help alleviate deferred
maintenance and provide an aid stream that could be leveraged for significant investment. Ideally,
federal investment should meet or exceed the peak levels achieved in the early 2000s.

* Consider other pooled financing vehicles similar to the revolving loan fund operated by the
Environmental Facilities Corporation (EFC). Certain pooled financing vehicles such as EFC’s
revolving funds for municipal drinking and wastewater systems offer municipalities low- or no-
cost access to capital. If additional federal funds are forthcoming, they could be used to capitalize a
similar vehicle for other purposes, such as roads and bridges. State policymakers should investigate
whether such an approach is feasible.

* Strengthen municipal capital planning. To ensure the effective and efficient use of any
additional funds, requirements for local governments to engage in long-term capital planning
should accompany any additional aid.® State agencies need to provide local officials with
information on best practices and examples of innovations in areas such as construction and
capital financial management.

* Urge better intergovernmental coordination. Local governments often share responsibility
for certain infrastructure systems such as roads and sewers with the State. New York and its local
governments should strongly consider coordinating capital planning efforts to maximize resources
and the economic benefits of infrastructure improvements.

* Create regional structures for municipal cooperation on infrastructure investment. To
spur economic growth, the State should explore opportunities to expand regional planning and
cooperation on capital investments. This approach could be modeled after the Metropolitan Planning
Organizations used by the U.S. Department of Transportation to prioritize highway projects. Such an
approach could provide a number of important implementation benefits, such as savings generated
through economies of scale, expanded capacity to manage complex building projects, and avoiding
duplication of effort. A regional approach also lends itself to “smart growth” policies that can help
avoid sprawl and promote green, sustainable growth.
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* Harness the benefits of public-private partnerships. For large scale projects, opportunities for
establishing public-private partnerships for infrastructure development and management could be an
option. The New York State Commission on Asset Management’ has been given the responsibility to
evaluate the prospective value of these public-private partnerships at the State level. On June 1, 2009,
the Commission issued a series of recommendations including school construction and renovation
in Syracuse and Yonkers; 300 bridge renovations across the State; improving capital investment for
healthcare facilities and universal broadband access. Public-private partnership reviews in the future
should be expanded to include a broader array of municipal projects.

The Environmental Facilities Corporation (EFC) Revolving Loan Programs

The Environmental Facilities Corporation administers two revolving fund loan programs that utilize
federal and State capital funds and a AAA bond rating to provide local governments with low-cost

or no-cost financing for certain water and sewer projects. The Clean Water State Revolving Fund
provides low-cost financing to municipalities for water quality protection projects, such as construction
or rehabilitation of wastewater treatment plants. The Drinking Water State Revolving Fund provides
local governments with a source of low-cost financing for drinking water infrastructure improvements.
Under these programs, as loans are repaid, money is made available for new projects.

Examples of potential savings:

« For a $5.0 million Clean Water State Revolving Fund project an eligible recipient that is rated
single A would save $2.5 million in interest expense over the 30 year repayment of this debt.
Furthermore, recipients may use the Clean Water State Revolving Fund short term interest
free financing program to borrow up to 50 percent of the eligible project costs, resulting in
approximately $77,000 in additional interest savings.

 For a $5.0 million Drinking Water State Revolving Fund project, a recipient with a single A
rating would save $1.4 million in interest expense over 20 year repayment of this debt (the
federal authorizing statute only permits interest subsidy for up to 20 years — EFC will provide
the repayment of project costs for up to 30 years, which would include up to 10 years at EFC’s
AAA rating but at unsubsidized rates). Moreover, recipients may use the Drinking Water State
Revolving Fund short-term interest free financing program to borrow up to 33 percent of the
eligible project costs, resulting in approximately $52,000 in additional interest savings.

This pooled financing model could be expanded to finance other infrastructure needs, such as
highways or buildings.
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Conclusion

As New York State and the nation endure the worst economic downturn in the past half century,
revitalizing our local infrastructure offers an opportunity to promote job growth while simultaneously
rebuilding for a more robust economic future. Successful economic development relies upon investment
in capital assets that make up New York State’s local transportation systems, public utility networks and
other public facilities.

New York’s public works are in a state of deterioration, and local governments do not have the
necessary resources to meet the demands for restoration. The federal government has recognized the
need for more attention and resources to be focused on infrastructure development, and the State of
New York has a unique opportunity to assist in this effort. In this sense, the economic crisis presents
an unprecedented opportunity for a coordinated capital investment strategy by federal, State and local
governments to rebuild and maintain local infrastructure.
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Notes

Underfunding of capital infrastructure investment has been demonstrated in studies released by the New York State
Department of Transportation, the New York State Department of Environmental Conservation, and the New York
State Department of Health.

Multimodal Investment Needs & Goals For the Future, New York State Department of Transportation and. Wastewater
Infrastructure Needs of New York State, New York State Department of Environmental Conservation, March 2008.
Drinking Water Infrastructure Needs of New York State, New York State Department of Health, November 2008.

U.S. Department of Transportation, Federal Highway Administration at http://www.fhwa.dot.gov/.

Statement by Astrid C. Glynn, Commissioner of the New York State Department of Transportation, Submitted to
The House Transportation and Infrastructure Committee, January 22, 2009.

Wastewater Infrastructure Needs of New York State, New York State Department of Environmental Conservation, March 2008.
6 Drinking Water Infrastructure Needs of New York State, New York State Department of Health, November 2008.
Moody’s Assigns Negative Outlook to U.S. Local Government Sector. Moody’s Investors Service. April 2009.

There is precedent for this approach. The State Legislature required multiyear financial plans as a prerequisite
generally for increased Aid and Incentives to Municipalities (AIM) payments.

The New York State Commission on Asset Maximization was created to study the benefits of asset maximization
particularly associated with public private partnerships.
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Division of Local Government and School Accountability

Central Office Directory

(Area code for the following is 518 unless otherwise specified)

Executive 474-4037
Steven J. Hancox, Deputy Comptroller
John C. Traylor, Assistant Comptroller

Financial Reporting 474-4014
(Annual Financial Reports, Constitutional Limits, Real Property Tax Levies,
Local Government Approvals)

Information Services 474-6975
(Requests for Publications or Government Data)

Justice Court Fund 473-6438
Audits and Local Services 474-5404
(Audits, Technical Assistance)

Professional Standards 474-5404
(Auditing and Accounting)

Research 473-0617
Statewide and Regional Projects 607-721-8306
Training 473-0005

(Local Official Training, Teleconferences, DVDs)

Electronic Filing
Questions Regarding Electronic Filing of Annual Financial Reports 474-4014
Questions Regarding Electronic Filing of Justice Court Reports 486-3166

Office of the State Comptroller,
110 State St., Albany, New York 12236

email: localgov@osc.state.ny.us

Mailing Address

for all of the above:
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Division of Local Government and School Accountability

Regional Office Directory

Steven J. Hancox, Deputy Comptroller (518) 474-4037
Cole H. Hickland, Director - Direct Services (518) 474-5480
Jack Dougherty, Director - Direct Services (518) 474-5480

ALBANY REGIONAL OFFICE - Kenneth Madej, Chief Examiner

22 Computer Drive West « Albany, New York 12205-1695

Tel (518) 438-0093 « Fax (518) 438-0367 - Email: Muni-Albany@osc.state.ny.us
Serving: Albany, Columbia, Dutchess, Greene, Schenectady, Ulster counties

BINGHAMTON REGIONAL OFFICE - Patrick Carbone, Chief Examiner

State Office Building, Room 1702 - 44 Hawley Street « Binghamton, New York 13901-4417

Tel (607) 721-8306 - Fax (607) 721-8313 - Email: Muni-Binghamton@osc.state.ny.us

Serving: Broome, Chenango, Cortland, Delaware, Otsego, Schoharie, Sullivan, Tioga, Tompkins counties

BUFFALO REGIONAL OFFICE - Robert Meller, Chief Examiner

295 Main Street, Suite 1032 - Buffalo, New York 14203-2510

Tel (716) 847-3647 - Fax (716) 847-3643 « Email: Muni-Buffalo@osc.state.ny.us

Serving: Allegany, Cattaraugus, Chautauqua, Erie, Genesee, Niagara, Orleans, Wyoming counties

GLENS FALLS REGIONAL OFFICE - Karl Smoczynski, Chief Examiner

One Broad Street Plaza - Glens Falls, New York 12801-4396

Tel (518) 793-0057 - Fax (518) 793-5797 « Email: Muni-GlensFalls@osc.state.ny.us

Serving: Clinton, Essex, Franklin, Fulton, Hamilton, Montgomery, Rensselaer, Saratoga, Warren, Washington counties

HAUPPAUGE REGIONAL OFFICE - Jeffrey P. Leonard, Chief Examiner

NYS Office Building, Room 3A10 - Veterans Memorial Highway - Hauppauge, New York 11788-5533
Tel (631) 952-6534 « Fax (631) 952-6530 - Email: Muni-Hauppauge@osc.state.ny.us

Serving: Nassau, Suffolk counties

NEWBURGH REGIONAL OFFICE - Christopher J. Ellis, Chief Examiner

33 Airport Center Drive, Suite 103 « New Windsor, New York 12553-4725

Tel (845) 567-0858 « Fax (845) 567-0080 « Email: Muni-Newburgh@osc.state.ny.us
Serving: Orange, Putnam, Rockland, Westchester counties

ROCHESTER REGIONAL OFFICE - Edward V. Grant, Jr., Chief Examiner

The Powers Building « 16 West Main Street — Suite 522 « Rochester, New York 14614-1608

Tel (585) 454-2460 - Fax (585) 454-3545 « Email: Muni-Rochester@osc.state.ny.us

Serving: Cayuga, Chemung, Livingston, Monroe, Ontario, Schuyler, Seneca, Steuben, Wayne, Yates counties

SYRACUSE REGIONAL OFFICE - Eugene A. Camp, Chief Examiner

State Office Building, Room 409 - 333 E. Washington Street » Syracuse, New York 13202-1428

Tel (315) 428-4192 « Fax (315) 426-2119 « Email: Muni-Syracuse@osc.state.ny.us

Serving: Herkimer, Jefferson, Lewis, Madison, Oneida, Onondaga, Oswego, St. Lawrence counties
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