AGENDA

Governor’s Working Group on Highway Funding

Thursday, September 24, 2015
1:30 PM
Room 151, State Capitol
Little Rock, Arkansas

Duncan Baird, Chair Philip Taldo

Scott Bennett Dr. Brett Powell

Alec Farmer Larry Walther

Rep. Dan Douglas Guy Washburn
Sen. Bill Sample Shannon Newton
Rep. Andy Davis Charles Weaver

Rep. Prissy Hickerson Craig Douglass
County Judge Jerry Holmes Jackson Williams
Mayor Harold Perrin Frank Scott, Jr
Randy Zook Dr. Robin Bowen

. Call to Order

. National Governors Association Public Private Partnership Retreat
a. October 7-8, 2015, Philander Smith College, Little Rock, AR

. Follow-up Discussion from Previous Meeting
. Development of Preliminary Recommendation to the Governor
a. Submitted proposals

b. Time frame & format

. Closing Remarks
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Governor’s Working Group on Highway Funding
Minutes of September 3, 2015 Meeting
Arkansas State Capitol Room 151
1:30 p.m.

Action items are highlighted in yellow and also summarized at the end of this document.

In Attendance:

Duncan Baird, Chair Mayor Harold Perrin Shannon Newton
Scott Bennett Randy Zook Craig Douglass
Rep. Dan Douglas Philip Taldo Jackson Williams
Sen. Bill Sample Dr. Brett Powell Frank Scott, Jr.
Rep. Andy Davis Larry Walther Dr. Robin Bowen
Rep. Prissy Hickerson Guy Washburn

Agenda Iltem A — Call to Order
e Duncan Baird, Chairman, called the meeting to order.

e Chairman Baird provided an update to the Public Private Partnership (P3)
Retreat, which is put on by the National Governor’s Association.

v Scheduled for October 7" from 8:00 am to 5:30 pm., and October 8" from
8:00 am to 1:30 pm.

v" The Governor will provide opening remarks on the 7%

v The Working Group will meet at the conclusion of the Retreat on
October 8" at 1:30 pm.

v' All members of the Working Group are encouraged to attend the Retreat.
v' A formal invitation will be sent out once details are finalized.

e Chairman Baird announced that Charles (Charlie) Weaver will replace Scott
McGeorge on the Working Group.

e Chairman Baird reminded members of the Group to send ideas, research and
information to Tori Gordon, and she will distribute the information to the rest of
the Group. *« Committee should develop mechanisms on how to generate funds.
At this time, the committee should not specify how much but should focus on how
to generate the funds.
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Agenda Iltem B — Follow-up Discussion from Last Meeting

AHTD Detailed Spending Plan

v

v

Chairman Baird recognized Director Bennett with an update from the
Arkansas Highway and Transportation Department (AHTD).

Director Bennett discussed the following reports, which are included as
Attachment 1 to these minutes, with the Group:

= Summary of Ranges and Uses,

= Ranges, Use, and Benefits of Potential Funding Targets;
= Ultimate Needs and Goal; and

= Improvement Cost Examples.

Dr. Bowen asked Director Bennett how many miles needed to be
resurfaced in the State, and what the life of a preservation job was.

= Director Bennett stated that over half of the system, over 8,000
miles, was in need of some kind of preservation and that the need
was continual. Director Bennett further explained that an overlay
would last approximately 12-15 years before needing some kind of
maintenance.

Dr. Bowen asked what the ultimate need was, and how that is determined
and asked if there was a formula, or industry standard that determines the
ultimate need.

= Director Bennett stated that most states have a pavement
management system, which collects data and rates the pavement.
He also stated that states conduct traffic counts, and there is an
industry standard which says what is and what is not congested.

= AHTD has conducted studies to find what the needs are for the
next 10 years, which are listed on the information bullet sheet
provided.

Dr. Bowen asked if there was a way to obtain information from other
states that have needs comparable to Arkansas. She would like to look at
other states that have good systems and see how much they spend.

Chairman Baird stated that while the group’s current focus was on the
short-term funding goals, he would like to see a comparison to other
states in terms of long-term funding and needs.
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v

v

v

Senator Sample asked for clarification on the overlay program — Director
Bennett confirmed that $200 - $300 million per year is needed for an
overlay program

= This includes miles needing an overlay and those which need
reconstructing. Director Bennett noted that it is better to overlay a
road in fair condition, than to reconstruct a road in poor condition.

Senator Sample noted other states that have increased their motor fuel
taxes, but does not see how that alone can fund the construction needs.

= Director Bennett stated the AHTD will use federal-aid money to
reconstruct/improve more miles.

Representative Hickerson stated that the AASHTO website or the DOT
website is a good source for information.

e Arkansas’ Underground Storage Tank (UST) Program

v

v

Chairman Baird recognized Joe Hoover, Chief, Regulated Storage Tanks
Division, ADEQ.

Mr. Hoover provided information on the Petroleum Storage Tank Trust
Fund (Attachment 2) and discussed this information with the group. He
referred to the last 3 pages in packet for information regarding the current
balance of funds in this account - $15 million maximum and $12 million
minimum

Representative Davis asked Mr. Hoover to explain what the adjusted
balance is and why it is carried over from year to year

= Mr. Hoover explained that the adjusted balance is the fund balance
minus all outstanding expenditures against the fund. Mr. Hoover
also stated that the floor and ceiling is based on the adjusted
balance.

Representative Davis questioned as to why projected revenues were not
included in the report and if the amount of clean-up work on tanks have
declined or flattened since the Underground Storage Tank Act was passed
in 1989

= Mr. Hoover stated the clean-up work is variable, and can change
from month-to-month and day-to-day, but the long-term trend
shows the number of releases over the years are declining in part
to tank owner education and upgrade of tank systems
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v

v

Mr. Hoover noted that Arkansas has one of the lowest leak records in the
nation.

Mr. Hoover also stated that the cost for clean-up of individual releases has
increased.

Dr. Bowen asked of the $8.8 million obligated for corrective action was an
annual amount.

= Mr. Hoover answered that this number is the amount that is
currently approved for work to be completed. This number changes
based on new work that is reviewed. Once work is completed and
paid out, it is removed from the obligated fund.

»= Mr. Hoover stated that the annual average for the fund is $6 million
per year.

Larry Walther posed a question regarding the balance fluctuations over
time.

= Mr. Hoover stated it has been slowly growing over the past ten
years. July 31, 2015 is the first time the fund has actually met the
statutory floor that was set at $12 million.

e State Central Services Fund

v

Chairman Baird provided background to where the 3.2% off the top was
going (Attachment 3).

Chairman Baird also provided information on special revenue fees
generated by highway revenues (Attachment 4).

Representative Davis stated that the Highway revenues deducted was the
total revenue, which includes the additional $7 million generated from the
half-cent sales tax. Representative Davis stated that it would be beneficial
to look at highway revenues without the income generated by the sales
tax increase, since it is temporary. Representative Davis is concerned
that Central Services could become reliant on the revenues from the half-
cent sales tax, which expires in 2023.

Chairman Baird will research revenues with and without the half-cent
sales tax.

Representative Hickerson questioned the origination of the Central
Service fund, and if the legislature can change it.
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v" Chairman Baird stated it is specified in the law and will take legislative
action to change, but will check whether other agencies receive a special
rate.

Agenda Iltem C — Examination of Other State’s Actions

e Chairman Baird provided the group with a breakdown of what other states are
doing to generate revenue, and the dollar amount impact it has (Attachment 5).

Agenda Iltem D — Discussion and Determination of Short-Term
Funding Options for Arkansas

e Chairman Baird opened the floor for discussion on short-term funding options.

e A matrix was provided which contained the ideas discussed by the group. The
matrix is intended to be used as a guide, to get some ideas on paper
(Attachment 6).

e Chairman Baird recognized Craig Douglass from Arkansas Good Roads to
discuss his short-term proposal.

e Mr. Douglass outlined the short-term target funding of $110 — $150 million, to
accomplish immediate maintenance centered needs over a 2-year time period,
which include:

v" Improve highway and bridge safety;
Reduce the cost of miles traveled,
Extend the usable life of existing roads;

Create and sustain private sector jobs; and

D N N N

Enhance economic activity and overall economic development.

e Mr. Douglass explained there was a limited pathway to get to significant revenue
on a short-term basis and presented options for generating revenue:

v/ State Surplus

v" Borrow from the Revenue Stabilization Trust Fund — must be paid back by
the end of the fiscal year

v" Raise Motor Fuel Taxes — Gasoline and Diesel
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= Could quickly generate significant revenue to match federal-funds

= 10 — 12 other states have successfully raised motor fuel taxes to
generate revenue.

v' Mr. Douglass recommended a 10¢ increase in the motor fuel tax to
generate $110 - $125 in revenue, due to the fact that Arkansas does not
have other permanent road user fees, other than the motor fuel tax.

v" Mr. Douglass reported that in certain states, particularly in South Carolina,
the governor has stated she will not sign a bill for a gas tax increase
unless there was a tradeoff in a reduction in income taxes. He believes
that Arkansas has already achieved that tradeoff with the recent reduction
in income taxes during the last session in the amount of $100 - $105
million.

v" Mr. Douglass stated that if the Working Group was inclined to suggest an
increase in the motor fuel tax, a transfer of the sales tax on new and used
vehicles into the highway fund and transferred over a period of years
could provide a more permanent source of funding.

v" Mr. Douglass explained that if the revenue from sales tax on new and
used vehicles were transferred from the General Revenue fund to the
Highway fund, then an increased motor fuel tax could gradually be
decreased as more permanent revenues are phased in.

v' Mr. Douglass stated the timing of the execution of increased motor fuel
taxes is critical. On August 25, 2015, the price of gasoline was $2.17 in
Springdale, $2.09 in Hot Springs, $2.01 in Jonesboro and $1.99 in
Sherwood. An immediate 10¢ increase in motor fuel taxes could still save
motorists and average of $.025 per gallon.

v" Mr. Douglass wants to act in a matter that will have the least impact on the
motorists, and he believes that as gas prices continue to fall, the impact
would be less. Mr. Douglass further supported his proposal by stating that
the inventory of gasoline in America, the falling price per barrel of oil, and
the falling demand for gasoline after the Labor Day Holiday, which will
increase the supply of gasoline, further decrease the price of gasoline. Mr.
Douglass referenced the Iran agreement, which will flood the market with
oil, resulting in a decrease in gasoline prices.

v' Commissioner Frank Scott proposed a “three prong approach” to how the
Group looks at funding.

= Indexing gas and diesel tax to inflation;
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= |Increase the gas and diesel tax, but increase to 15¢, phased in
$0.05 per year for three years; and

e Existing 70/30 split — 15 for cities and 15 for counties to go
into the State-aid County Road and City Streets Programs to
address transparency concerns

= Long term — change the existing way on how taxes are collected to
a “Reportable Miles Traveled” tax where drivers report the number
of miles traveled annually when they renew their car tags.

= Indexing motor fuels to inflation along with increasing the tax to 15¢
together would provide $460 million per year.

= Realizes that moving to vehicle miles traveled will take longer.

v' Chairman Baird referenced the actions from other states and how it would
compare if the same action was taken in Arkansas (Attachment 5).

v Randy Zook stated he supported the increased fuel tax and feels the
current collection method is efficient and should not be changed. Mr.
Zook suggested raising the tax 5¢ per gallon immediately, then increase
1¢ every quarter or six months until you get to the 10¢ level.

v' Senator Sample agreed with the Zook plan and said we should index the
tax once it reached the 10¢ increase level so the group does not have to
meet again every year looking for ways to generate revenue.

v" Frank Scott agreed with Mr. Zook on the benefits and efficiency of the
motor fuel tax, but said since consumption is trending down that we must
consider the future and tax alternative fuels similarly to gas and diesel.

v' Mr. Scott stated that he agreed that the state does have a great way of
collection taxes, but the issue at hand is consumption. Consumption is
why revenues aren't increasing. By having a reportable miles traveled,
there will be a measurable way to receive the dollars for actual miles
traveled. Mr. Scott stated the Group needs to look into the future because
more energy efficient vehicles will be on the road. Mr. Scott also
mentioned alternative fuels in the future.

v' Shannon Newton expressed her support for Mr. Zook’s recommendation
for the increased gas tax. Ms. Newton does not believe that the
mechanism for collecting the tax is the problem, rather the will to adjust
the rate at which it is collected. By indexing, it alleviates concerns and
allows the most money to go into concrete as soon as possible.
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v

v

Guy Washburn asked what factor would be used to base indexing, CPI or
CCI?

Director Bennett noted that since 1993, the CPI had grown about 60%, but
the CCI had increased about 180%, and that the CCI is more appropriate
because it is directly related to highway construction costs in Arkansas.

Guy Washburn asked if another index besides the highway department
index would be recognized.

Chairman Baird referenced the construction cost index, inflation,
population growth, miles traveled.

Representative Davis stated the idea of a tax increase was politically
unfeasible. Davis stated that the Governor directed to group to find
creative alternatives, but to also consider political realities. Representative
Davis stated that while he didn’t disagree with Mr. Zook’s suggestion, the
suggested ideas were neither creative nor politically feasible.
Representative Davis presented the group with a list of ideas that he feels
would satisfy the Governor’s requests. Representative Davis stated that
the legislature would not consider any new revenue until it is confident the
“‘couch has been turned upside-down, and shaken out every penny”.
Representative Davis challenged the Group to find ways that are “revenue
neutral”.

» Transfer of $4 million generated from the Diesel Tax from the
General Revenue to the Highway Trust Fund;

= The 3.2% of the half-cent sales tax revenue should not be required
to be transferred to the State Central Services fund,;

= Sales tax rebate — sales taxes paid on construction materials. Set
up a mechanism where the AHTD could request a rebate from the
DF&A for the sales tax on construction materials;

= Transfer $20 million in State Surplus funds to AHTD each year;

» Raise Diesel Tax and cut State Income Tax to guarantee $20
million annually;

= Grocery tax cut that expires in 2017 when Desegregation Payment
ends. This could generate $60 million to $70 million per year.

= Hybrid/electric registration fees to AHTD. Should be equal to Gas
Tax.
e Cut Gas/Diesel 1¢ and Raise Hybrid/Electric registration.
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e Wants to use this to accomplish real tax reform.

v' Shannon Newton expressed her appreciation to Representative Davis for
his work and research into finding alternative ideas. Ms. Newton’s concern
is that these are not long-term solutions and we should not rule out
increasing the motor fuel taxes.

v' Representative Davis noted that his goals are strictly short-term, and
hopes that the Governor will allow the group additional time to discuss
more long-term solutions.

v' Senator Sample stated that with tax cuts about to take place, it would be
hard to do without the income tax. Senator Sample stated that short-term
solutions were not the answer, and the group needed to look into the
future to find long-term answers.

v" Frank Scott also expressed his appreciation to Representative Davis. Mr.
Scott noted that the AHTD has a remarkable record on its fiscal
responsibility. Mr. Scott agreed with Senator Sample in that it is time to
invest in infrastructure.

v' Larry Walther stated that Representative Davis looked at this from a
realistic point-of-view. Mr. Walther also noted that there has to be an
approach that is agreeable on both sides of the House. Mr. Walther noted
that a $50 million tax decrease implemented in January 2015 was ahead
of schedule. In January 2016, an additional $100 million tax deduction
would take place. Forecasting in fiscal years 2017 and 2018 would need
to take place. Mr. Walther liked the idea of offsets and revenue
approaches if possible.

v' Jackson Williams suggested that the group record these preliminary
suggestions and solicit feedback from the public and Governor before
moving forward..

v' Mr. Douglass noted that the Blue Ribbon Committee was mandated to
seek public input, and that the Governor’'s executive order has identical
language as the bill for the Blue Ribbon Committee. The Blue Ribbon
Committee conducted research and made recommendations to ask the
General Assembly to refer the half-cent sales tax to the people. The
House passed, the Senate passed by the minimum number of votes. The
Senate stated that the people would not vote for a half-cent sales tax. Mr.
Douglass stated that political reality was that the half-cent sales tax
passed by 58% of the vote. Mr. Douglass stated that fairest, most
equitable way to meet immediately needs is to see what the political
realities are among the constituents of the legislative body in Arkansas.
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v" Mr. Zook expressed his appreciation to Representative Davis for his work

and research. Mr. Zook stated that the people of Arkansas recognized the
opportunity to invest in infrastructure and are smart enough to recognize
the needs of investing in infrastructure. He will get business input to prove
his beliefs.

Representative Douglas noted the sentiment of drivers that they want
better roads. He also noted that the sentiment was that the people wanted
efficient government. Representative Douglas agreed that a gas tax is the
guickest way to generate revenue, but the group has to find cuts in other
areas as well. Representative Douglas also noted that with the agricultural
income, the revenues may not be as high as they have been.
Representative Douglas stated that revenue neutral solutions are not
practical to maintain infrastructure needs.

Mr. Scott proposed the group look at a tax increase of $0.15 phased in
over three years, indexing and a detailed listing of all the revenue neutral
ideas presented by Representative Davis for the group to consider.

Item E — Closing Remarks

CONCLUSION

Chairman Baird closed the meeting instructing the group to take these ideas
presented, along with other notes, refine them and by the end of the next
meeting have information to take to the public for their input. Include the amount
each idea would generate and ideas for getting public input.

The meeting was adjourned.

Q:\WINWORD\DD & COO\Govenor's Working Group on Hwy Funding\Minutes\9-3-15\Governor's Working Group Meeting
Minutes - September 3, 2015 FINAL.docx
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ATTACHMENT 1

SUMMARY OF RANGES AND USES

Immediate/Short-term Target (within two years)

$110 million in new annual revenue net to the AHTD ($170-175 million gross)

Uses With DRIVE Act* Without DRIVE Act
Matching Federal Aid S55 million $15 million
Resurfacing/100% State Funded projects S55 million $95 million

(290-320 miles)

(450-500 miles)

Total Federal and State Construction Program

$685 million (2017)

$525 million

Mid-Term Target (three to five years)

$140 million in new annual revenue net to the AHTD ($215-225 million gross)
$250 million in cumulative new revenue to AHTD ($385-400 million cumulative gross)

Uses With DRIVE Act Without DRIVE Act
Matching Federal Aid $75 million $25 million
Resurfacing/100% State Funded projects $125 million $175 million

(550-650 miles)

(750-850 miles)

Enhanced Maintenance/Operations

S50 million

S50 million

Total Federal and State Construction Program

$800 million (2020)

$600 million

Long-Term Target (six to nine years)

$150 million in new annual revenue net to the AHTD ($230-245 million gross)

$400 million in cumulative new revenue to AHTD ($615-645 million cumulative gross)

Uses With DRIVE Act Without DRIVE Act
Matching Federal Aid $100 million S40 million
Resurfacing/100% State Funded projects $140 million $200 million

(650-750 miles)

(850-950 miles)

Enhanced Maintenance/Operations $60 million $60 million
Capital/Econ. Dev. Improvements S50 million S50 million
Weight Restricted Facility Improvements S50 million S50 million
Total Federal and State Construction Program $925 million (2024) $675 million

*The DRIVE Act is pending federal legislation that has passed the Senate but not the House. It would
provide an increase in the amount of federal funds available to Arkansas, thus increasing the amount of
state match required. It would also increase Arkansas’ annual construction program.




Ranges, Use, and Benefits ATTACHMENT 1

of Potential Funding Targets

Immediate/Short-Term Target (within two years)

Range: $110 million (+/-) net to the AHTD annually
(5§170-175 million gross needed under current distribution formula)

Uses:
B Matching B Resurfacing/100% State Funded Projects
$120
$100
§
< $80
(a]
© $60
[=
)
= s40
=
$20
S0
With DRIVE Act
Without DRIVE Act
Benefits:

e Provides adequate additional state funds to ensure that no federal funds would
be lost due to our inability to provide the required state match.

e Allows the AHTD to have a minimal resurfacing program similar in size to recent
overlay programs if the DRIVE Act passes.

o Allows the AHTD to have a larger 100% state funded program to preserve and
extend the life of highways in the absence of additional federal funds if the DRIVE
Act fails.

e Would support an annual federal and state construction program* of $S685
million if the DRIVE Act passes, or $525 million if the DRIVE Act fails.

*Annual federal and state construction program consists of federal funds, state
match, and other state funds used for construction projects.



ATTACHMENT 1
Mid-Term Target (three to five years in the future)

Range: $140 million (+/-) additional net to the AHTD annually
(5§215-225 million gross needed under current distribution formula)

When combined with the short-term target amount, this would provide
approximately $250 million in new revenue annually to the AHTD.

Uses:

E Matching B 100% State Funded Enhanced Maintenance/Operations
$250
$200
$150

$100

Million of Dollars

With DRIVE Act

Without DRIVE Act

Benefits:

e In three to five years, even more state funds will needed to match federal aid
with or without the DRIVE Act; this level of funding accommodates that.

e Allows a more appropriate state funded program with or without the DRIVE Act.

e Provides funding for an Enhanced Maintenance/Operations Program that would:

Triple the Department’s annual striping program

Increase the mowing frequency from 3 to 4 times per year

Increase funding at the District level for routine or general maintenance

Increase the equipment and facility replacement program to lower the

average age of the AHTD’s fleet and increase productivity

Expedite the implementation of Intelligent Transportation System (ITS)

technologies (Transportation Management Center, message boards,

roadway weather information system, etc.)

e Would support an annual federal and state construction program of S800 million
if the DRIVE Act passes, or $600 million if the DRIVE Act fails.

AN

<



ATTACHMENT 1
Long-Term Target (six to nine years in the future)

Range: $150 million (+/-) additional net to the AHTD annually
(§230-245 million gross needed under current distribution formula)
Uses:

B Matching m 100% State Enhanced Mntc. Capital/Econ. Dev. Weigh Restr. Facilities

$400
$350
$300
$250

$200

Millions of Dollars

$150
$100

$50

With DRIVE Act

Without DRIVE Act

Benefits:
e Provides for state match in both scenarios

e Provides an appropriate level of state funded projects

e Continues the Enhanced Maintenance/Operations Program funded under
the Mid-Term Target

e Provides an additional $50 million for capital projects (extra capacity to
address congestion, 4-lane grid system projects, etc.)

e Provides an additional $50 million to address weight restricted bridges and
highways

e Would support an annual federal and state construction program of $925 million
if the DRIVE Act passes, or $675 million if the DRIVE Act fails.



ATTACHMENT 1
Ultimate Needs and Goal (ten years in the future)

Amount Needed: $1.68 billion additional net to the AHTD annually
(52.65 billion gross needed under current distribution formula; this is the gap that
exists between the AHTD’s current funding levels and the identified functional and
economic development needs over the next ten years)

$1.68 billion in new revenue annually for ten years would yield the following:
e Completion of I-49 and I-69;
e Completion of the entire Four-Lane Grid System, including all Economic
Development Connectors;
e No deficient or weight-restricted bridges or highways on SHS;
e Pavement conditions of ‘Good’ on all highways;
e No major capacity or congestion issues in the state;
e Average age of the AHTD fleet at 8 years; and
e Updated Department facilities statewide.

Improvement Cost Examples

Sealing Job $27,000-32,000 per mile
(liquid asphalt and pea gravel; 2-lane road)

Sealing does not add strength to a road and adds little if any to its useful life, but
it does slow deterioration. It is not preferable for high volume roads.

Overlay $180,000-200,000 per mile
(approx. 2 inches of new asphalt; 2-lane road)
An overlay adds strength and extends the life of a road.

Reconstruction $3.0-3.3 million per mile
(existing location; 2 lanes with shoulders)
Consists of new drainage, base, surfacing, and minor widening.

New Construction $3.0-3.3 million per mile
(new location; 2 lanes with shoulders)

Widening $3.4-4.8 million per mile
(existing location; 2 lanes to 5 lanes, undivided) $8 M per mile in floodway



ATTACHMENT 2

ADEQ

A°R K A N S A S
Department of Environmental Quality

ARKANSAS’ UNDERGROUND STORAGE TANK (UST) PROGRAM

— STATE FUNDS

Petroleum Storage Tank Trust Fund

Statutory Limits —

Ceiling - $15 million; Floor - $12 million

Both limits based on adjusted fund balance (i.c., balance “. . . as adjusted to
reflect the obligations and liabilities of the fund. . .”) See A.C.A. 8 8-7-906
Funded by 3/10ths of one cent environmental assurance fee, collected at
wholesale level

Fund Use —

Financial Assurance for releases from eligible tanks (Federal requirement for
UST Program)

o Reimburse tank owners for corrective action

o Pay third parties for compensatory damages
Pay costs of ADEQ conducting state-lead corrective action
Other authorized uses include State match share mandated by federal Resource
Conservation & Recovery Act (RCRA) of 1976 and to pay costs incurred by
PC&E Commission, ADEQ, AG’s office or Advisory Committee on Petroleum
Storage Tanks in performance of duties under A.C.A. § 8-7-901 et seq.

Issues and Concerns Related to Use For Highway Funding —

Insufficient funding available for Regulated Storage Tank Program and
Financial Assurance No® !

Loss of Federal program funding (~$1 million, annually) for prohibited
diversion of funds from a

State financial assurance mechanism used to meet Federal financial assurance
requirements Not2

Increased costs to tank owners and operators for alternative financial assurance
if federal approval for State Fund is withdrawn due to insolvency or diversion
Note 3

Can funds generated by an environmental fee be used similarly to funds
generated by Motor Fuel Tax? (Simple majority vs. Supermajority of Arkansas
General Assembly) Note 4



ATTACHMENT 2

Notes—

1. The Petroleum Storage Tank Trust Fund is used by Arkansas underground storage tank (UST)
owners and operators to meet financial responsibility requirements of the federal Underground
Storage Tank program. Federally approved state programs such as Arkansas’ which use State
Funds for financial assurance must maintain adequate funding to meet federal requirements for
State Funds. EPA reviews the Petroleum Storage Tank Trust Fund annually to determine its
soundness as an approved financial assurance mechanism for owners and operators of USTs in
Arkansas. If EPA determines a State Fund is insolvent or inadequate, it may withdraw the
States’ authorization to use the State Fund to meet financial assurance requirements.

2. The Underground Storage Tank Compliance Act, part of the federal Energy Policy Act of 2005
(see Public Law 109-58) prohibits diversion of state financial assurance funds (Sec. 1522).
Further, EPA is prohibited from distributing grant funds to any State that has diverted funds
from a State Fund or State financial assurance program for purposes other than those related to
the regulation of underground storage tanks. Arkansas receives approximately $1,000,000
annually in federal grant funding for its UST program. That grant funding would be
Jjeopardized if any funds were to be diverted from Arkansas’ Petroleum Storage Tank Trust
Fund.

3. If EPA withdraws Arkansas’ authorization to use the Petroleum Storage Tank Trust Fund to
meet financial assurance, another mechanism must be used by UST owners and operators to
meet their financial assurance responsibilities. Other financial assurance mechanisms, e.g.,
private insurance, guarantees, surety bonds, etc., are almost certain to cost substantially more to
obtain for businesses with USTSs.

4. The Petroleum Storage Tank Trust Fund is funded by an environmental assurance fee. (See
A.C.A. §8-7-906) The most recent modification of the environmental assurance fee was by Act
670 of 2005 which increased the maximum collection rate of this fee from $0.002 per gallon to
$0.003 per gallon. Act 670 passed with a simple majority in both the House and Senate. It is
questionable, then, whether monies from the Petroleum Storage Tank Trust Fund could be used
to supplement motor fuel tax-generated funding which is subject to approval by a supermajority
of the Arkansas General Assembly.



RST Division - Petroleum Storage Tank State Trust Fund
Financial Status Report for Period Ending July 31, 2015

|. Fund Balance on July 1,2015 - - - --cmmoomm oo $ 22,793,338.54

Il. Receipts
1. Previouslyreported ----------=------oo-oon
2. Julyreceipts ~-----=------momm i

141,874,756.29
631,584.97
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Total receipts to date - ~- ==« - cmc - mm o e 3 142,506,341.26

IIl. Expenditures
1. Previously reported -«-=-----------m------~--- S 119,081,417.75
2. Julyexpenditures ----------------omo oo 3 303,540.78

Total expenditurestodate -~~--~----------- - am e S 119,384,958.53

V. Fund Balance on July 31,2015 - -------mmmcmmc e oo oo 3 23,121,382.73

V. Interest
1. Previously reported - --------------------~--- 3 9,780,758.80
2. Julyinterest----~---mcmmcm e 3 3,369.86

Total interesttodate -------~----c--m-mmm o~ $ 9,784,128.66

Vi, Total investments on July 31,2015 -~ -----cmmm e o m e 3 21,000,000.00

VII. Funds available on July 31, 2015 - - = - == - oo me e e e $ 2.121,382.73

STATUS OF TRUST FUND

Fundbalance on 7/31/15- - - -~ = e e e m oo R NS 23,121,382.73 "

Reserve for emergency projects = -=--=- - - oo cm oo e m i e 350,000.00
Current claims received ===« - - m o mmm e e e e e aaa 1,315,207.73
Claims approved but unpaid ~-- - === - = oo e 261,823.06
Other corrective action obligations (estimated) -~ ----~-~=---cemmemm o 8,815,322.86

Potential third party obligations (estimated) - ~=- -~~~ - mmmam e
Adjusted balance - - - -~ - - m e

B B BB H

12,379,029.08

CERTIFIED TRUE AND CORRECT

Kei eed
Fiscal Division Chief




ATTACHMENT 3

Off the top Deductions for State Central Services and Constitutional Officers Fund

At least 3% of all General and Special Revenues are deducted off the top to pay for the expenses of the
Constitutional Officers and the State Central Services Funds, as authorized by §19-5-202(b)(2)(B)(i) and
19-5-203(b)(2)(A), respectively. The deduction can be increased or decreased up to one additional
percent (1%) as determined by the Chief Fiscal Officer of the State with Arkansas Legislative Council
approval.

Currently the deduction is 2.2% for State Central Services and 1% for the Constitutional Officers Fund, for a total
of 3.2%.

State Central Services: This fund pays for the salaries and operations of those agencies considered essential to
State Operations, which include the offices that support the Constitutional Office