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A Message from the Chairmen

This report will detail the capitaklated needs of the Commonwealth of Massachusetts and
discus other capitarelated issues in the State. We hope this report will be a useful source for
legislators and other parties interested in policy issues affecting the Commonwealth. Much of the
information contained in this report is based on testimony bpdga wi | EEVUWE UwUT D P wa
public capital hearings.
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hearings a success. Pertinent and useful information was provided to the Committee. The
information shared will greatly benefit members of the legislature. We would also like to thank
the members of the Joint Committee on Bonding, Capital Expenditures and State Assets for theig
active participation. If you have any questions about the information cautam this report,
please do not hesitate to contact one of us. Thank you.

Sincerely,

Senator Mark C. Montigny, Chair Representative David L. Flynn, Chair
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Joint Rule 1.F of the Senate and House of Representatives, 2007-2008 legislative session,
relative to the responsibilities of the Committee:

1.F: The Joint Committee on Bonding, Capital Expenditures and Stsseta shall review all legislation
providing for the giving, loaning or pledging of the credit of the Commonwealth (see Article LXII of the
Amendments to the Constitution, as amended by Article LXXXIV). Said committee shall be responsible
for evaluating sah legislation and determining the appropriateness of enacting legislation containing
increased bond authorization for the Commonwealth. The committee shall periodically review and holdj
open public hearings, accepting oral and written testimony on thasstatthe bonds and notes of the
Commonwealth, including 1. general obligation debt; 2. dedicated income tax debt; and 3. special
OEOPT EUPOOWET EUGww3l 1 wEOGOODPUUI T wUT EOOWEOUOOWDO
OT 1T w" OO0 6 linbilitids @elaiive to (a) state supported debt; (b) sjatranteed debt; and (3)
indirect obligations.

Any bill providing for borrowing for new projects, and requiring the Commonwealth to issue bonds for
such purpose, shall, prior to its referencetie committee on Ways and Means, be referred to the
committee on Bonding, Capital Expenditures and State Assets for report on its relationship to the
finances of the Commonwealth. A measure may initially be referred to another joint committee with
jurisdiction over the subject matter before being referred to the committee on Bonding, Capital
Expenditures and State Assets.

The joint committee shall consult with the various agencies of the Executive branch and the office of thg
Treasurer and Receiv&eneal relative to project expenditures, availability of funds, the sale of new
bonds and the resultant debt obligations, federal reimbursements and other related funding and bonding
issues.

The joint committee on Bonding, Capital Expenditures and State #\séeill be authorized to conduct
hearings relative to the statutory authority of the Executive branch and the Treasurer and Receiver

General in the issuance and sale of bonds and notes and the expenditure of capital funds by the variogs

agencies and authiies of the Commonwealth. The committee shall determine whether such laws,
administrative regulations and programs are being implemented in accordance with the intent of the
General Court. The committee shall be authorized to make recommendationauforystitanges and
changes in the Constitution which would grant discretion to the Legislature over the allotment and
expenditure of fund authorized by capital appropriations.

The committee on Bonding, Capital Expenditures and State Assets shall bezmdathorreport to the
General Court from time to time on the results of its hearings and to file drafts of legislation and
proposals for amendments to the Constitution necessary to carry its recommendations into effect.

Messages from the Governor settingrmis of bonds and notes, or for thead#horization or
authorization of bonds and notes shall be referred to the committee on Bonding, Capital Expenditures ang
State Assets.
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Chapter One

Overview of Capital Planning and Spending
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INTRODUCTION AND OVERVIEW OF STATE BORROWING, CAPITAL
INVESTMENT AND SPENDING

Introduction

The 20072008legislative session sawthe implementation of EwOUOET UwOi wET E
capital planning process. For the first time in five years, 1 the Executive Office for
Administration and Finance developed and published, in August 2007, a fi ve year capital
spending plan for fiscal years 2008 through 2012. In December 2008, the administration
published an updated five -year capital spending plan for the period FY2009-2013. During this
time, the administration also increased the annual capital spending limit (commonly known as
Ul 1l w?PEOOEWEEXx?2 AOwbOUUPUUUI EwxUOETI EUUI UwbOwWEOONU
advance of spending, refinanced contract assistance and lease finance obligations and
established a debt defeasance trust fund to reduce interest payments on higher interest rate
debt.

previously made by this Committee, OO U U wUIT ET OUOCa wbOwUT T w" 6O60DPUUI | 3
Investment and State Assets. In its FiveYear Capital Investment Plan published in August
2007, the administration addressed each of the 9 recommendations pertaining to capital

T1T Uwp b
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planning and spending, T 1 O1 UEOOA wWET Ul I POT whpbDUT wUT 1288n@6fODBUUIT | 7|

the specific recommendations the administration adopted are the implementation of a five year
capital spending plan, the inclusion of all debt obligations within the plan and spending limi  t,
the de-authorization of older and unused bond authorizations, increased capital funding for
open space protection and preservation and an increased annual capital spending limit.

A discussion of some ofthe Bonding Committee recommendations and responses immediately
followsd ww3 T 1 WEEODPOPUUUEUDPOOZzZUwUI UxOBUTI UwUOwOUT T Uwl
appear later in this section.

Inclusion of all debt in capital plan : The administration has refinanced several contract
assistance and other indired debt obligations by issuing general obligation refunding bonds to
replace them. A substantial amount of project costs had been excluded from the plan and bond
cap by providing for indirect financing or contract assistance such as the Route 3 North
reconstruction project, Foxborough stadium area improvements and Chelsea MITC. As further
discussed below, these and other indirect obligations were refinanced as less expensive state
general obligation debt pursuant to Acts of 2007, chapter 27, section 11 andActs of 2008, chapter
304, section 15.

1The last five year capital plan pre-dated the Romney administration. Under Gov. Romney, no complete or detailed
capital spending plan was ever published.

2 See, FY200&012 FiveYear Capital Investment Plan, p. 10 and Appendix B. See, alscAppendix J to this report,
which contains the summary of Bonding Committee recommendations that appeared in the 2006 Bonding Commi ttee
report.
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Use of surplus revenues for capital needs when possible the administration proposed to
appropriate $40 million of surplus to defease higher interest rate debt thereby freeing up
capacity to issue additional lower r ate bonds. While the state completed a transaction to
defease $40 million of bonds in FY2007, further transactions of this kind are not possible

EIl EEUUI wOi wOT 1 wUUEUI ZUwWEUUUI OUwi PUEEOWUDPUUEUDOC
Transfer of capitalized personnel costs to the operating budget: The administration and
legislature have made efforts during the 2007-2008 session to address the problem of paying
personnel from the capital budget. Over the years, a large number of employees, mostly
MassHighway personnel, were transferred from the operating budget to the capital budget.
About 1400 MassHighway employees are now paid with borrowed funds. Such capitalized
personnel costs currently use $250 million of the annual capital budget, displacing other, direct
capital spending needs. Furthermore, paying personnel with bond money adds 60% to salary
and benefit costs.

The administration has taken some steps to return bond-funded personnel to the operating
budget. It proposed to include some funding for this purpose in its FY2008 proposed oper ating
budget.? The administration also included $250 million in the General Government Capital
Needs Bond Bill for general equipment purchases by many state agencies that have been made

budget was to make a similar amount available for personnel from the operating budget.

Chapter 303 of the acts of 2008, the second of the transportation bond bills enacted in 2008,

requires the Secretary of Transportation to develop and submit a detailed plan, including a

timeline and funding schedule, for the transfer of 80% of transportation personnel from the

capital to the operating budget. The FY2009 operating budget includes a requirement that the
administration move up to 652 personnel from the capital to the operating budget by the end of

FY2012.

Economic conditions have T POET Ul EwUT | wUUEUI zUOwili I 1 OTHEU wU Owb O x
administration recently announced that it is delaying by one year the full implementation of its

move 154 employees to the operating budget in FY2011 and 324 more irFY2012.

Devote more capital funds current and deferred capital maintenance : The administration has
pledged to work with the Committee to develop a proposal to address the capital maintenance
problem and has included funding in various of the 2008 bond bil Is that will be used for
deferred maintenance.

De-Authorize older and unused capital accounts : In several of the bond bills enacted during
2008, £80million of older capital accounts were de -authorized.

3 No such funding, however, was included in the final FY2008 budget.
4 State House News Service, State Capitol Briefs, December 30, 2008
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Five-Year Capital Investment Plan and increasethaudstrative capital spending limit

FY2008! Y hul 8 » ww3 | B U wpeBrplantevelepédmtt publishe® sinke prior to the
Romney administration. The plan i ncluded project-level detail for fiscal year 2008 and
spending caps allocated by agency for the subsequent four years of the plan. The plan was
based onthe increaseof the cap on state bond funded capital spending to $1.5 billion for
FY2008. Before the increase, the limit was $1.25 billion and had not been increased since 2002.
The bond cap had not kept pace with the substantial rise in construction costs since it was last
increased.

On December 17, 2008,He administration released its five year capital spending plan for

FY20092013. The plan was delayed because of the significantly altered fiscal and economic
climate. The administration took this situation in to account in developing a five -year capital
plan that was scaled-back from the level of spenE D OT wOUDT POEOOa wWwEOOUI Ox OE (I

EEXxDUEOQwWx OEOWEOQOEwWUT | wEEOPOPUUUEUDPOOZUw#1 EVw 11 QUE

The FY20082012 capital spending plan contemplated annual increases in the bond cap of $125
million each year through FY2012, when the bond cap would reach $2 billion. The planned
increased amount of bond cap would enable the state to better address its substantial capital
needs while keeping debt service within an administratively established limit of 8% of

budgeted revenues. The statutory limit is 10%.5

The earlier analysis assumed ahistorically conservative 3% annual growth in revenues. The
revised analysis assumes zero percent revenue growth for FY2009 and FY2010 and a 3% annual
rate for FY20112013. In order to keep the amount of total annual debt service as a percentage
of budgeted revenues below the 8% limit, the amount of the annual increases in bond cap were
reduced. The bond cap, which was to be increased to $1.625 billionfor FY2009, will instead be
$1.575 billion. For FY2010, the cap will be $1.6 billion compared with the originally planned
$1.75 bilion. For fiscal years 2011 through 2013, the bond cap will increase by $100 million each
year instead of the $125 million annual increases.

Although the FY2009 bond cap was $1.5 billion, actual spending from state bond funds for the
year was $1.319 billon. Part of the unused portion of the 2008 bond cap, about $340 million,
will be allocated to the current and subsequent fiscal years. Of this amount, $150 million will be
added to the FY2009 cap, for a total FY2009 bond cap of $1.727 billion. The remaing amount
will be allocated to the FY2010 and FY2011 bond caps. The summary of thé-Y20092013plan,
attached asAppendix B, shows planned capital spending by investment category from all
sources including state bonds, federal grants and other third party sources. Appendix C is the
capital spending plan for FY2009 from all sources

2171 Ow?#1 EOw 11 OUEEEDPOPUaw OEOCAUDPUO» w$RT EVUUDYIT w. I 1 PET wi 60
6 Mass. Gen. Laws, c.29, 860B
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In addition to the five year plan, the administration established a separate plan to address the
structurally -deficient bridge problem. This plan will be funded separately by gas tax revenue
bonds and grant anticipation notes (GANs) and will not be affected by the reductions in the
regular capital plan; the bridge program will proceed with the full amount of p  lanned spending
as shown in Figure 1 appearing on page 47 of the section on Transportation in this r eport. The
figure shows the projected annual spending for the bridge program for FY2009 through FY2016
and the amount of GANs and gas tax bonds expected to be issued in each year to fund the
program.

Another factor affectb OT wUT | wWUUEUl ZUWEExDPUEOwWUx1 OEDPOT wx OEO|DU
EYEDPOEEOI wUI UOUT T wEwWI T ET UEOwWI EOCOOOPEWUUDPOUOUUWHDO

conference announcing the new capital program on December 17, 2008, it was still unknown
what the scope of available federal assistance might be. The administration, however, is
making preparations in order to promptly put federal funds to work if and when available. The
administration is developing a preliminary list of projects that ¢ ould start work within 180 days,
as is likely to be required. Various task forces have been established and are further evaluating
the readiness of these projects as well as adding other projects that may be ready to proceed
within this time frame.

such as housing and higher education. The bond cap for housing programs was increased from
$128 million in fiscal year 2007. The FY2009 bond cap for housing is $168.&illion and the total
FY2009 capital funding for housing is $193 million. This compares to the FY2008 bond cap of
$150.5 million and all-sources funding of $170.5 million. The housing bond cap includes an
public housing modernization , which was $50 million . The FY2008 plan provided $90 million
for modernization and the FY2009 plan provides $104 million, including $5 million from the
Affordable Housing Trust Fund . This increase will help to address a large backlog of required
repairs and improvements to state-owned public housing units that grew significantly under
earlier administrations . The recently enacted $..275billion Housing Bond Bill provides the
increased funding for housing .7

The plan includes a significant increase in capital funding for the public higher education

system, including the various University of Massachusetts campuses and the state and

community colleges. The plan would increase the stall z UwdDOYIT UUOI OUwhbOwx UEO
infrastructure from 3% of the capital budget, an amount placing Massachusetts near the bottom

of the 50 states for investment in public higher education, to 10% of the capital budget, an

amount putting this state more on a par with the 50 state average of 1296. The new capital plan

for higher education is funded by $2.1 billion in new authorizations for the Department of

Higher Education and the University of Massachusetts system contained in the recently enacted

Higher Education Bond Bill .°* While the FY2008 and 2009 bond caps are significantly lower than

7 Acts of 2008, chapter 258

8 Commonwealth of Massachusetts FY20082012 FiveYear Capital Investment Plan, August 2007, p. 23.; Based on
-EUPOOBEOwW UUOGEPEUDPOOWO! w2UEUT w! UETT Ow. 1 1T PET UUO?21 YYkw2UEUI
9 Acts of 2008, thapter 258
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those shown in the FY20082012 five year plan, which were $115 million and $118 million
respectively, the FY20092013 plansubstantially increases the spending aps for FY20162013
with a total of $720 million of bond -funded spending provided for the five year period ($746
million including all funding sources). The bond cap total for the five years is about $30 million
less than the previous five year plan, reflecting the general downward adjustment of spending
under the revised capital spending plan.

Other significant changes include increases in the capital budget for open space protection and
capital improvements to DCR parks and facilities.

Bonding in advance

In 2007, the administration proposed a change in procedure relative to spending from capital
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accounts using operating funds. The state later goes to market with a new bond issue, the
proceeds of which are used to reimburse the operating fund account for prior capital
expenditures. The practice of issuing bonds after spending from bond accounts differs from
that employed in most other states.

In 2007, the state issud $1.24 billion of bonds to fund capital accounts for the year ahead. Thus,
the state had the bond proceeds available during the year to pay expenditures from capital
accounts instead of using operating funds. The state was able to earn income on the bond
xUOETI I EUWEUUDOT wUOT T wUDPOT wbUwl T OEwUT T wi UOEUwWxUDJQUuW
for the $1.24 billion issue was 4.75%, the state was able tmivest the bond proceeds at 5%,
UT UUOUDPOT wPbOwEwW3t k wuOPOODPOOW?PEEUUa? wOUWET 611 POwijuod
In order to fully implement this new procedure, the state amended the statute governing
Commonwealth bonds to allow the state treasurer to allocate proceeds of a bond issue to one or
more bond authorization acts not specified at the time the bonds are issued, including bond
authorization acts enacted after the time the bonds are issued so long as term limitations in the
substituted bond acts andthe gO YT UOOUz UwUl UOwUI EOOOI GEEUPOOUWE Ul wl
terms in the consolidated bond issue .1

The state is no longer able benefit by bonding in advance because of current debt market
conditions. Short term rates that the state could earn are now farlower than the interest cost of
a long term bond issue.

Defeasance and refunding of contract assistance and lease finance obligations

The Immediate Needs Bond Bill enacted in March 2007 provided for restructuring of state debt
and capital obligations in two respects. The legislation provided for the refunding, or
refinancing of certain contract assistance and lease finance obligations'* These are debt
obligations of the Commonwealth but are structured so that some other entity is the borrower
even though the stateactually x Ea UwUT | wEl EVwUI UYPET ww OOO0T wUT T wbC

10 See, Acts of 2007, c.140, 8§18, amending Mass. Gen. Laws, c.29, §49
11 See, Acts of 2007, c.27, 811.
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contract assistance obligations to pay the debt service on the Foxborough Industrial
#1 Y1 OO0x 0l O0Ow UUT OUPUazZUWEOOEUwWUT EQwPI Ul wbUUUI EWYnO
infrastructure around the new Patriots Stadium 12and the lease finance obligations relating to
the Route 3 North highway project. 2 In addition, the General Government Capital Needs Bond
Bill enacted this year amended the defeasance provision in chapter 27 tcadd two additional
items, the Chelsea data center lease finance obligations and the Plymouth County Jail financing
obligations. 14

Another section of the Immediate Needs Bond Bill provided for the refinancing of certain
appropriations for capital projects in cluded in several supplemental appropriation bills. 1> These
capital items, which were to be paid for with operating funds, would instead be funded from

the proceeds of $243 million of general obligation bonds. The cash that would have been used
for the supplemental appropriations will instead be used to defease higher interest rate debt.

In May 2007, the Treasurer refunded certain outstanding bonds resulting in net present value
savings of $47 million.*® Also in May 2007, the Treasurer entered into the defeasance
transaction provided for in the 2007 Immediate Needs Bond Bll, which produced a net present
value savings of $9.5 million.*” Finally, in November 2007, the Treasurer issued refunding
general obligation bonds to refinance the Route 3 North lease finance obligations, also as
provided in the Immediate Needs Bond Bill. 18

New bond legislation enacted in 2008

The second year of the legislative session saw the enactment of a number of new bond bills.
The total amount of new capital spending authorizations passed into law in 2008 is$16.83
billion. The total amount of new bond and other debt authorizations 1°is $15.16billion. The
difference between the spending authorizations and the borrowing authorizations, $ 1.67 billion,
is due mainly to federal highwa y grants, which total $1.89 billion and fund a substantial portion
of transportation capital spending authorizations for interstate highway projects and federally -
aided state highway projects.

The following is a brief description of the bond bills enacted during 2008. Appendix F to this
report provides detail of the particular accounts, projects and programs funded under these
bills.

12 See, Acts of 1999, c.16.

13 See, Acts of 1999, ¢.53, §6.

14 Acts of 2008, c. 304, 815, which amended Acts of 2007, c. 27, 8§11

15 See, Acts of 20@, chapter 27, 8§12.

16 | etter from Treasurer Timothy Cabhill to House and Senate Ways and Means Committees dated June 12, 2007.

17 Letter from Treasurer Timothy Cahill to House and Senate Ways and Means Committees dated June 28, 2007.

18 | etter from Treasurer Timothy Cabhill to House and Senate Ways and Means Committees dated November 25, 2008.
19 This number includes not only general obligation bond authorizations but $1.876 billion of special obligation gas

tax bond authorizations and $1.108 billion of grant an ticipation notes provided for in the structurally deficient bridge
legislation, Acts of 2008, chapter 233
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Broadband Bond Bill2°

This bill provides $40 million in general obligation bond funding to leverage private investment
to expand high speed internet access tounserved or underserved communities, primarily in the
western part of the state. The program will be administered by the Broadband Institute
established by this legislation. The Institute is created as part of the Massahusetts Technology
Collaborative. 2

Structurally Deficient Bridges Bond Bill 22

This bill provides funding for an accelerated bridge repair program. The program is designed
to address repair needs for a large number of structurally deficient bridges over th e next three
years. The number of structurally deficient bridges would increase to 697 if funding were
maintained at historical levels. Under this program, the administration expects to reduce this
number to 450.

The accelerated funding of these projectsis intended to reduce the costs of repair by avoiding
further deterioration and a significant amount of inflation in construction costs. The legislation
provides for the issuance of $1.876 billion of special obligation bonds that will be funded by the
state gas tax and $1.108 billion ofGANs that will be funded by a pledge of future federal
highway reimbursements.

Environmental Bond Bill 23

The Environmental Bond Bill enacted this year provides a total of $1.756 billion of general
obligation bond funding fo r a wide range of projects and programs administered by the various
agencies under the Executive Office of Energy and Environmental Affairs. The bill includes
capital spending authorizations for such projects and programs as water resource protection,
coastal protection, open space preservation and acquisition, agricultural preservation
restrictions, park land acquisition, repair of DCR bridges and roadways, drinking water and
waste water revolving loan funds and repairs and improvements to state parks and recreational
facilities. These projects and programs are detailed inAppendix F to this report.

General Government Capital Needs Bond Bill24

This bill provides capital spending authorizations for a variety of areas including health and
human services, information technology, public safety, state buildings, certain economic
development programs, court facilities, municipal library construction grants, jails and
correctional facilities. The bill authorizes $3.35 billion of new general obligation bond funds.

20 Acts of 2008, chapter 231

21 The statutory name of MTC is Massachusetts Technology Park Corporation. This entity was established under
Mass. Gen. Laws, chapter 40J, section 3.

22 Acts of 2008, chapter 233

23 Acts of 2008, chapter 312

24 Acts of 2008, chapter 304
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Housing Bond Bill 25

As mentioned above, the $1.275 billion Housing Bond Bill provides increased funding for public
housing modernization. It provides $500 million for public housing renovations and
improvement over the next five years, or $150 million each year as provided in the capital plan.
The bill also provides capital spending authorizations for a number of other housing programs
for the disabled, mentally ill and mentally retarded such as home modifications for the

disabled, community -based housing for the mentally ill and mentally retarded, community
based housing for the disabled and community based housing for disabled persons who are at
risk of becoming institutionalized. The bill provides $220 million to recapitalize the Affordable
Housing TFTrUU 0 w®uUOEOwPT PET wxUOYPE]I UWEEEDPUPOOEOWOUW?T H
funding sources for developers of affordable housing. A new program established and funded
by this bill is a five -year demonstration program to develop and test new and cost effective
revitalization methods for state -aided family and elderly housing. Other items include
community development action grants and loans for the Housing Innovations Trust Fund.
Another important item is $100 million for the Capital Improvement and Preser vation Trust
Fund, which is used to preserve existing affordable housing by preventing reversion of units to
market rate housing.

Higher Education Bond Bill 26

The Higher Education Bond Bill provides a total of $2.19 billion for capital projects throughout

thecOOOOOPI EOUT zUwi PTT 1T Uwl EVEEUDPOOwWUAUU] O ww3T 1 wi i

state and community college system. This authorization specifies the projects and amountsthat
will be funded under a ten -year capital plan for higher education. The legislation also
authorizes $1 billion for the University of Massachusetts system. Like the state and community
college authorization, this spending authorization earmarks specific amounts for designated
projects at each of the UMass campuses. Earm&ed projects for both UMass and the state and
community colleges are listed in Appendix H to this report.

Life Sciences Bond BilF?

Among other forms of assistance for the development and expansion of the life sciences
industry in the Commonwealth, the Life Sciences Bond Billprovides $500 million in general
obligation bond -funded capital spending authorizations. The original bill filed by the Governor

DOEOUEI EwEwYl Uawil Ol UEOQOWEExDUEOWEUUT OUPAEUDOOWI

capital projects to be undertaken by the Life Sciences Center WE OE wUT EVUWUUET wx UON
determined by the Life Sciences Center?8 The legislation as enacted contains specific earmarks

for a number of projects and programs.2® These are discussed in moredetail on page 540f the

report regarding economic development. In addition, please refer to Appendix | for a complete

listing of the earmarks.

25 Acts of 2008, chapter 119

26 Acts of 2008, chapter 258

27 Acts of 2008, chapter 130

28 H.4234, section 3, item 700037

29 Acts of 2008, chapterBO0, section 2B, 7000015
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Transportation Bond Bills3©°

of this session. The first part of the bill to be enacted included a total of $3.515 billion of capital
spending authorizations. 3t These authorizations provide money for federal interstate highways,
federally -aided non-interstate highways, the state-wi de road and bridge program, local roads
and bridges and several major MBTA expansion projects. The spending authorizations are
funded by $1.623 billion of Commonwealth bond authorizations and $1.892 billion of federal
transportation aid.

The second portion of the Transportation Bond Bill included a total of $1.362 billion of capital
spending authorizations including an additi onal $575 million for the state-wide road and bridge
program, another $350 million for local roads and bridges, $50 million for econo mic
development transportation projects, $90 million for rail improvement projects, $50 million for a
Growth Districts initiative transportation program and a variety of smaller programs and
projects.32 The authorizations are funded by $1.445 billion of state bond authorizations. 33

Current debt market condition and issuanc€ofmmonwealth debt
( OWOUET UwUOwi UBEwWUT T wUUEUIT z UwE Ete BluEwrabilliortof UE Owb qu %
new money34 general obligation bonds.3> Due to current conditions in t he debt markets,
however, the state faces new challenges in the debtmarkets.

According to the State3 U1 E U U U1 ,lthe dumeéx istat@®dE the credit markets makes issuing
debt much more difficult than it would be in more normal market conditions. Sinc e the
Septembergeneral obligation bond issue, therewas an upward shift in long term rates of about
YYWEEUDUwx OPOUUwpl GUEOWUOwhU A3 ww3 i 1 wUSeptdmoe OUT (1 U
bond sale was 4.24% As of late 2008, longterm rates were well over 5%.

Going to market for long term bond issues for the foreseeable future will entail careful planning
DOwWOUET UwUOWEEET UUWET EVWOEUOTI UUwWwOOWEwWi EYOUEEOI WEE
to undertake competitive bond sales in this market because it is too expensive, partly due to the

x OOUWEOOEPUDPOOWOI wOOUUWEEOOUZ wEEOEDQET wUT 11 0UBwW( O
negotiated sales. As part of this process, the state needs to preell substantial portions of the
bondoi I 1T UPOT wUOOwWUI UEPOWEUAT UUWEOQEW?EUPOEWEWEOOO~ YOI

30 Acts of 2008, chapter 86 and Acts of 2008 chapter 303

31 Acts of 2008, chapter 86

32 Acts of 2008, chapter 303

33 The discrepancy between the spending authorization total and the bond authorization total is apparently due to
elimin ation of some capital spending items in earlier versions of the bill. The amounts of the bond authorizations
were not correspondingly adjusted.

#5 - 1 PwOOOl a2 WEOOEUWEUT wlOl OUT wOl EOWPOEVVWEEEDPUDPOOEOWOI PWEOPE wl
bonds, which are issued to essentially replace existing higher interest rate debt.

35 The administration has made changes in the bond cap and capital spending plan in light of the current fiscal
situation as discussed onpage

10.
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accomplished, the banks will commit to a price for the bond issue. The state has also structured
bond offerings by moving individual bond maturities into the highest dem and years3¢

The state has experienced difficulty in accessing the market for short term borrowings to meet

cash flow needs but has developed means to do ® at favorable interest rates. After the

September general obligation bond sale?” the Treasurer withd rew a proposed $750 million bond
offering because of unfavorable market conditions. In October 2008, the Treasurer instead

issued $750 million of short-term revenue anticipation notes. By working with Goldman Sachs

and Citibank to develop a book of retail sales ahead of the issuance, the state was able to issue

the notes at 2.2% compared with the long-term rates of 4 to 6%. State Treasurer Timothy Cabhill
UEPDEwWUT EQwUT PUwi EYOUEEOI wUEUIT wbOEPEEUI UwlUT EQwb(
stongEUIT BDUB »

In November 2008, the Treasurer issued $84 million of refunding bonds to refinance indirect

debt obligations incurred for the reconstruction of Route 3 North and the construction of the

Chelsea Information Technology Center. During the course O wUT I wUEOT OQwUT I w3 Ul
succeeded in lowering the bond yields and move bonds to shorter maturities where buyer

demand was the highest. As a result,oncethe three day sale was completed,total debt service

for the issue was $13 million less than projected at the beginning of the sale.

During the first week of December 2008 the Treasurer issued $350 million of BANs to meet

capital spending needs through February 2009. The Treasurer issues BANs instead of long term

bonds because of unfavorableinterest rates in the long term debt markets. The funds were

needed before the calendar year end to avoid a negative bond fund balance of $200 million. The

sale was made at a very favorable rate of 0.78%. EEOUEDOT wUOOwUT 1 teBboid E U U U
market suffers from an oversupply of bonds resulting from a large volume of portfolio sales by

hedge and other funds, which previously accounted for 30% of the bond buying market. The

3UI EU0OUT Uz UwOi | PET wubhDOOWOEOI wx Ul xr& lorg @einbénd wE UU D G
issue to replace the BANs by the March 5 maturity date.

311 wOl EVWEPUExx1 EUEOET wOi wEOOEWDPOUUUEOGET whbUwdO(
issuance of debt. The state seldom purchases bond insurance in any case.

Commonwealth bl ratings

The three major bond rating agencies issued ratings in connection with the refunding bonds
issued in November 2008. Each of their respective ratings was unchanged from prior ratings
and all gave the state a stable outlook.

Fitch Ratings rated the new bonds at AA and outstanding Commonwealth bonds also at AA.
311 WEOOEWUEUDPOT wWPEUWEEUI EwOOwW%DUET zUWEUUIT UUOIT OU
UOUOOT wEOEwPI EOUT a2 WwEGEW?U0UT 1T wUUEUI zUwW?EOOUIT UYEU

36 State bonds are issued i serial form, meaning that a bond offering includes a range of bonds maturing in different
years from very short term up to the maximum term of the bonds authorized.

37 See, Official Statement dated September 4, 2008

38 State Cracks Frozen Market, Issue$@Mil in Short-Term NotesState House New Service, State Capitol Briefs,
October 8, 2008
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levels will remain high.

obligation bonds, at Aa2 based on past managemer of the 200 YY1 wUIl ET UUPOOOwW? U
Ol YI OUWUExPEOGawUl xOI OPUIT T Ewi 6006pPDPOT WEUEPUWEUUH
Ul YT OUIl wl uOpPUT 82> ww. i wEOUUUI OQwuUl YI OUT Uwi EYIT wi EOQC

Negative factors cited by Moody, OP Ol w®%bUET z UOwDPOEOUEIT Ewl DT T wel E(Y

consecutive years of structural imbalance in budgets, rising health care and pension costs and
job levels that were lower than the peak before the 200:2002 recession.

2UEOEEUE wb unediid Bigvembér bodddsue and outstanding Massachusetts GO

bonds a long-term rating of AA with a stable outlook, citing as positive factors strong reserve

levels, high income and wealth levels, strong management and a deep and diverse economy.
S&PcitedUT 1 wWUUEUTI zUwl PT T wEl EVWEUUET OWEOEwWUOI UGEIT Ew
Ul UOUEPOUUwWOOwWUT 1 wUUEUTI ZUWEOOEWUEUDOT 6
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Chapter Two

Capital Needs and Issues by Agency
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EXECUTIVE OFFICE FOR ADMINISTRATION AND FINANCE

Early in the Patrick Administration, at the May 2007 capital expenditure hearings, Secretary of
EEVUUADOT wOUUOwWUT 1 wUUEUI ZUWEEXxDUEOwWxUOT UEOGS ww 00(d
promoting health a nd safety and improvement and creation of infrastructure to support
economic development and growth.

OwUTl E0wUDPOT w21 EUI UEVUaw* DUPEQWUUEUT EwOT 1T wxUPOEHxO
pursuit of its capital plan objectives. Keeping in mind thatthe UUE U1 z UWEExDUEOwOI 1 E UL
than available resources, the Secretary said that the state would make fiscally responsible
investments and keep debt to affordable levels.

Another guiding principle is the leveraging of other resources to maximize state capital
investments. The methods include use of private funding, developing new state revenues and
use of other public entities.

Addressing the problem of deferred maintenance was another principle mentioned by the
Secretary. The past failure to adequatdy address the problem has resulted in a growing
backlog of deferred maintenance needs.

A&F representatives said the administration would increase the availability of affordable

housing funds by allocating $22 million of the private activity bond cap. 3° This money would
leverage another $11 million of private investment. A&F also discussed an increase in the
amount of chapter 90 grants* to $150 million annually, compared to $30 million previously, and
the increase of funding for public ho using to $85 million annually, an increase of $30 million per
year.

Capital spending plan

At the 2008 capital expenditure hearings, Secretary Kirwan again stated that the capital
program must be affordable and discussed the debt affordability analysis and five -year capital
x OEOWET YI OOxl EwEaw 6 %wUPOET wUOT T wxUl YPOUUwal EUz Quli
had received a positive response from the credit rating agencies on their approach. The
Secretary said that the five year plan would increase transparency and noted that the
administration implemented the plan on the recommendation of the Bonding Committee.

In 2008, the administration developed and implemented a five -year capital plan based on the
debt affordability analysis. The plan was issued and published in August 2007 and was the first
complete five-year capital plan to be developed since prior to the Romney administration. The

39 Private activity bonds are tax-exempt bonds issued by a municipality or state to provide low -cost financing for
projects undertaken by private entities but which s erve a public purpose. Federal law imposes limits, known as
PYOOUO0T WEEXxO? wOOwWUT 1 wEOOUOU WOI WwUUET WwEOOE UwUIi-dhdiitalsfeE 4 WET wbUUPI E
OUT EOPAEUPOOUS ww wWUUEUT zUwYOOUO! WEE x wb Uddperpérdorddiad EwEa wEwi pud
amount. Massachusetts law authorizes A&F to allocate volume cap to non-charitable purpose projects by
independent public entities including the Massachusetts Educational Financing Authority, the Massachusetts
Housing Finance Agency and the Massachusetts Development Finance Agency.

40 These are grants to cities and towns for costs of repair and maintenance of local roads and bridges.
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goal of the debt affordability analysis is to keepthe COOOOOPT EOUT z Uwal EUOa wE
8% of budgeted revenues.

In December 2008, the administration released the FY2002013 Five Year Capital Spending
Plan. The release of the plan was delayed due to the changing fiscal situation of the
Commonwealth and the resulting need to adjust the capital plan to remain within the 8 % of
budgetary revenue limit. In the original debt affordability analysis, A&F had conservatively
assumed annual budgeted revenue growth at 3% over the next five fiscal years. A&F, however,
had to revise these revenue assumptions downward, basing its revised analysis on zero percent
growth through FY2010 and 3% for FY20112013.

Appendix B sets forth the FY20092013 plan summary for bond-funded expenditures by major
investment category as well as a plan summary showing the total spending allocations from all
sources of funding. Appendix D includes a comparison of bond cap and all funding source
spending for FY2008 and FY2009. Except fothe accelerated bridge program spending plan,
which is unaffected, the general five year plan reflects areduction of bond cap increasesas
compared with the larger increases originally contemplated in the FY20082012plan. The
schedule of bond cap increases was changed in response to the current fiscal and economic
climate.

Adoption of Bonding Committee recommendations

At the 2008 capital expenditure hearing, A&F Unders ecretary Jay Gonzalez noted that the
Report recommendations relative to bonding, capital planning and spending. Based on these
recommendations, the administration refinanced indirect debt such as contract assistance
resulting in asavings of millions of dollars. It also dedicated a portion of the capital budget to
addressing deferred maintenance needs.

Capitalized personheosts

Over the past 20 years or so, the state has shifted a large number of personnel from the
operating budget to the capital budget. These transfers have occurred mostly during difficult
fiscal times when such transfers have been used as a means of ducing budget items.
Transportation accounts for by far the largest number of personnel moved to the capital budget.
Approximately 1400 MassHighway employees are paid from the capital budget. Despite some
efforts to return bond -funded personnel to the operating budget, a large number continue to be
paid from borrowed funds. 41

Paying personnel expenses with capital funds reduces the amount of money that would
OUT1UPPUI WET WEYEDOEEOI wi OUWEEEOGawll 1 E1 EwbOxUOYI
About $250 million of the bond cap is used for personnel costs. In addition, paying salaries

with borrowed funds adds about 60% to personnel costs.

41 A number of recent budgets have required submission of plans to return MassHighway employees to the op erating
budget but no progress has been made in this regard.
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number of personnel paid from the capital budget. 317 1 Ul wx OEOUWEOE wUT T wUUEU|i

address the capitalized personnel problem are discussed in detailin Chapter One.
New capital initiatives

Some of the major initiatives discussed by A&F representatives at the May 2038 hearing include
development of a master plan for state and county correctional facilities and open space
preservation. Secretary Kirwan discussed the master planning process for correctional facilities,
which is now being conducted by the Division of Ca pital Asset Management and

Maintenance.*2 She also indicated that the administration was making its greatest commitment
ever to open space preservation and said the three major areas of focus are urban parks, natural
habitat preservation and working farms. It remains to be seen what effect budget reductions at
state agencies will have on these and other capital initiatives.

42 Please refer to the section on DCAMM on page 260f this report for more detail about the master plan.

22




INFORMATION TECHNOLOGY DIVISION

In May 2007 and May 2008, the Committee conducted its annual oversight hearings with the
Information Technology Division (ITD). ITD is a division of the Executive Office for
Administration and Finance that supports the information technology needs of state agencies
and the legislature and, with the exception of the Mass.gov website, does not serve the public
directly. 43 ITD supports state agencies by developing, centralizing, connecting, and
standardizing Commonwealth IT services. This includes facilitating cross -agency information
sharing, reducing data storage redundancy and maintaining secure networks .

As information technology becomes increasingly important, there is a growing need to invest in
existing Commonwealth systems, hardware, software, and infrastructure. ITD has established
priorities to replace a number of aged systems and inefficient technologies. There areold
mainframe systems that run or use outdated and incompatible software or hardware. These
xUOxUDPI UEUaw?01 TEEa2>wlavll OUwWEUT wi Bx1 OUPYthaaUOWJED
dwindling number of individuals with the expertise neededto support these systems.

There are systematic redundancies across Commonwealth networks that can be consolidated by
updating and linking networks. Investing in information technology also provides ways to

make government more transparent because it can make more information readily available to
the public about its operations and activities. Such investment also allows the public to interact
and do business with the state online achieving efficiencies for both the users and the state.
Finally, investment in information technology will make networks and databases more secure
with newer software and improved firewall protection.

At the May 2008 hearing, newly appointed Assistant Secretary for Information Technology and
Chief Information Of | PET Uw OOl w' dw, EUT UOPT UwU1 UUPI Pl EWEEOPU W
needs and its ongoing and planned projects.
FY2008 Capital Plan

In the FY20082012 Capital Investment Plan it published in 2007, the administration stressed the
importance of funding IT D to update systems and facilitate greater efficiencies and cost
reductions. The administration believes that ITD was underfunded in prior years and

estimated the project backlog at $90 million. The administration proposed a four year
investment in infor mation technology of $579 million, with about $440 million coming from
general obligation bond proceeds.

At the May 2008 hearing, Assistant Secretary Margulies discussed the capital plan and spending
for FY2008. She said that ITD would spend the annual cg of $67 million by the close of the
i PUEEOwal EUwOOw) UOT wt YEww3T PUwWwOOOT awbUwWET UBYI EWi U
bond legislation enacted in 20024, and the Immediate Needs Bond Bill passed in March 20074
The Immediate Needs Bond Bill authorized $95 million to upgrade technology and provide

43 http://www.mass.gov/itd.
44 Acts of 2002, chapter 142 authorized $300 million of generalobligation bonds for information technology.
45 Acts of 2007, chapter 27, section 2, item 179Q015
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PEUPET I wi UOEDOT WEOOOEEUDPOOU? wi OUWEUDPUDPEEOQWOEUT Twx
enacted?¢
The Assistant Secretary outlined the spending plan for the FY2008 capital funds. The $67
million would be allocated for the following projects and purposes:
e 3O0OWEI YI OOxwUauUl OUwi 6U wUGhild8epport Entbteérierd thiu @i w1l YI
enable it to collect unpaid child support obligations through income withholdings.
e To the various state agencies to develop and consolidate disaster recovery plans in a

O

single system.

e To develop and maintain a single online system for contracts, billing and reporting to
serve multiple health and human services agencies, numerous outside service providers
and the many thousands of users of state human services.

e 311 wbOxO1 O OUEUDPOOWO! wUT T wP2WYYw, ' a»wpkpbUI O UJuE

Police in western Massachusetts.

wUavul0l OwOOwl OEEOT wOT 1 w U0OOUOI awal 61 UEOGZzUwONI P
state residents for follow up and review.

FY2009 Capital Plan and New Bond Authorizations

During the May 2009 hearing, Assistant Secretary Margulies specified the major projects that
were expected to be funded in the coming FY2009 capital spending plan and gressed that
spending on these projects was contingent on the passing of the pending bond legislation for
information technology. Since the time of the hearing, new bond authorizations for ITD have
been enacted as part of the General Government Capital Need Bond Bill .47

The bond legislation includes two ITD capital authorizations. The bill includes a general
authorization of $450 million to pay for information technology projects. “¢ The authorization
does not specify particular projects but will be used in part for several major projects in the
capital plan for FY2009 and discussed below. The second capital authorization provides $78
million to build a second active data center in western Massachusetts.

In December 2008, A&F published its new five-year plan for FY2009-2013. The bondfunded
spending cap for information technology in FY2009 is $87 million as compared with $44.5
million for FY08.4° The FY2009 cap from all sources of funding is $111.9 million compared with
$64.7 million in FY2008.

The largest projects that will be funded from the FY2009 spending cap are the following:
e #1 YI OOxO01 OUwOI wOl PWUERWEOOOI EUDPOOwWUaUUI OwoO@pr O
EOOOI EUPOOwWUaUUl OwbpbOUOEwWUI xOEET wUOT | wi RDUUDOT w?

46Commonwealth of Massachusetts Five Year Capital Investment Plan, FY20082012, page 43.

47 Acts of 2008, chapter 304

48 Acts of 2008, chapter 304, section 2Btem 1790-3000. This item contains only one earmark that was added to the
original item providing $1.8 million for IT upgrades at the Appeals Court and Supreme Judicial Court.

49 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013
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longer cost-effective to maintain or enhance. The new system will provide a much
improved, secure and user-friendly system that will integrate all tax administration
functions, allow for the efficient and proper accounting and collection of over $17 billion
in tax revenues annually and collect, process, and store all Massachusetts tax returns.
, EUUBERW( (wPUwi BRxT EVUI EwOOwWPOxUOYT wUT T w#tl xEUPOI
simplifying the process for companies and individuals while expanding fraud
detection.>

o Development of a replacement for the ALARS system currently used by the Registry of
, O0O0UW51 1T PEOI UOWEOUOWEOwWOE UOOIRegistyfMoird OEET g §E U
Vehicles (RMV) staff devote just over 85% of available programming time to simply
maintain the current system, leaving little time for improvements or increased
efficiencies. Furthermore, the RMV cannot respond to certain data requests in a timely
manner because the current database system requires obsolete COBOL programming to
process complex queies. This system would support the RMV by processing driver
licenses and vehicle registration and titles. The new system would allow the RMV to
increase its revenue collection abilities through its website, provide additional online
services, and facilitate shared information with other state agencies.s!

e Continuation of work by the Executive Office of Public Safety on the Massachusetts
Public Safety Information Network. Two of the components of this network are
upgrades to the Criminal Justice Informati on System and statewide deployment of
electronic fingerprint systems.

Second active data center

In addition to the funding for IT systems, the 2008 General Government Capital Needs Bond
Bill provides $78 million for a second active data center to be built in the city of Springfield.
3T DPUwxUONI EQwPOUOEWEEEWUOwWUT 1T w" OO0OO0PI EOUT zUwOAI U
provide a backup system in the event the Massachusetts Information Technology Center in
Chelsea was shut down due to a disaster. MITC houses many critical information systems and
processes and is located in an area with a number of sitespecific risks. Currently, the only
emergency backup is provided through a contract with a third party.

The second data center would be a complete and sepeate operating data center as well as
provide a backup to keep essential state information technology services running in the event of
an MITC shutdown . It will be located in a geographically separate area to significantly reduce
the risk of the same evert affecting both data centers.

In addition to the funding in the 2008 General Government Capital Needs Bond Bill, the 2002 IT
Bond Bill provided an initial authorization of $25 million for design, planning, study,
acquisition and implementation of the second data center .52

50 Bonding Committee Capital expenditure oversight hearing with the Information Technology Division, February 25,
2008.

51d.

52 Acts of 2002, chapter 142, section 2, item 1792013

25




DIVISION OF CAPITAL ASSET MANAGEMENT AND MAINTENANCE

The Division of Capital Asset Management and Maintenance (DCAMM) is a division of the
Executive Office for Administration and Finance. It has responsibility for and oversight of all
state-owned buildings and land. As such, DCAMM s in charge of construction, renovation,
Ul xEDPUWEOEWOEDPOUI OEOCET wOi wUI | wwnaradesprojpasdthee O wx UO 41 U
state branches agencies and secretariats including Health and Human Services, Environmental
Affairs, Public Safety, University of Massachusetts, the State and Community Colleges and the
Judiciary. DCAMM manages and maintains all other state office buildings including the State
House.

Capital Plan and Major Projects

DCAMM no longer has a separate bond cap encompassing all of the projects it manages. The
Division had its own bond cap of $54.3million | OUw%8 | YY Wwi OUwbT EVWEOUOE WET |
DCAMM projects such as state office buildings that are not under the management and
operation of other state agencies. These include courthouses, correctional facilities, colleges and
universities and health and human services facilities. The total amount of bond cap funding
managed by DCAMM for all agencies in FY2008 was$285.2millio n. DCAMM was authorized,
under the administrative bond cap established by A&F, to expend this amount d uring FY2008
on capital projects.5® The following are some of the major projects managed by DCAMM

during the past year:

¢ The new inpatient mental health facilit y in Worcester. This facility will replace the
existing DMH inpatient hospitals in Worcester and Westborough and is being
constructed at the existing Worcester campus.

e Various large courthouse projects such as the new Fall River Courthouse, the new
Taunton Courthouse and the new Salem Courthouse. Another major upcomin g project
is the Sullivan Courth ouse in Cambridge. In question is whether it is economically
feasible to renovate this building or whether it should be replaced. Even for a minimum
upgrade of elevators, HVAC and asbestos removal, the estimated cost is very high. For
additional information about court house projects, please referto page 29 of this report
Ul T EUEDOT wUT | w) UE P E b Bddds.zABauseeApittx GuvhichONT EO U wl OE
summarizes the current status of all completed, ongoing and planned courthouse
projects.

¢ Higher education projects including ongoing work on the UMass Boston substructure,
UMass Amherst WEB Dubois Library improvements, renovations to Worcester State
College administrative building and library improvements at Westfield State College. In
addition to other projects underway at various UMass and State and Community
College campuses, DCAMM will be commencing a number of projects at the various
campuses as specifiel in the Higher Education Bond Bill enacted this year5

53 Due to delays in project approvals, DCAMM used only $186 million of the $2 85.2 million FY08 bond cap. Source:
Executive Office For Administration and Finance.
54 Acts of 2008, chapter 258
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e Several public safety projects including the expansion and upgrade of the Fire Fighting

EEEI QawbOw2UOPWEOEWEODOUUUUEUDOOWOIT WEwWOI pw" H

e Several state office building projects for A&F such as State House roof repairs, the ITD
second active data center in Springfield and elevator improvements in the McCormack
and Springdfield state office buildings.

¢ Renovation and expansion of the Wall Experiment Station (EOEA).
Many of the se projects are discussed further in the relevant agency sections of this report.

The new FY2009 capital plan increases the bonefunded spending for state office buildings and
facilities to $84.119 million.5s Total bond funded spending for all DCAMM manage d projects
for FY2009 iscapped at $401 million.

Master plans

DCAMM is charged with developing several master plans. Among the master planning

processes underway at this time are those for corrections, Department of Youth Services, the

State House, the Shattuck Hospital and each of the UMass and state and community college

campuses.

40El UWEwxUOYDPUDPOOwWDPOwWUT PUwal E U BohdiBill sEDCAMMISU& OY 1 UQ
required to develop a master plan for improvements to state and county correctional facil ities.

The planning process has been underway since earlier this year and is expected to be complete

by the end of calendar year 2008. In developing the plan, DCAMM is working with the

, EUUEET UUI OOUw2i 1 UPi T zU0w UUOEDPEU e Qlantvil BetaU T | w# 1 X]E

comprehensiveten-a | EUwUT UOUT T wl YI YAWEUUT UUOT QU WOl wOT 1T wpUE

facilities.

The provision, included in the $550 million DCAMM capital spending authorization, specifies

certain facilities that must be included in the planning process (see page 2 for a listing of the

facilities concerned). In addition, $100 million of the authorization is earmarked for the

, PEEOI Ul Rw" OUOVaw2T 1 UPIi i zUwi EEPOPUPI UwUOWEEEUI U
Related to the corrections master plan is the Shattuck Hospital master plan. The Shattuck

Hospital provides health care for inmates under the care of the Sheriffs and the DOC. As a

Ul U0OUWOT wOT T wUl YPI PwOi wlOT T w27 EVUUUE O wo whéthe® UE Oz U
the existing facility should be renovated or replaced.

Deferred Maintenance

The state continues to struggle with a large deferred maintenance backlog for state buildings

EOCEwi EEPODPUDPI UBww3 i PUWEEEOOOT wi E tkunk prébler@ wET Ux DU
Although DCAMM has successfully addressed a large number of deferred maintenance needs,

new problems continually arise. At the May 2007 capital expenditure hearing, Commissioner

5% Commonwealth of Massachusetts, FY20092013 Five Year Capital Investment Plan, December 2008. See, also,
capital plan summaries in Appendix B of this report.
56 Acts of 2008, chapter 304, section 2D, item 8968500
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Perini cited a total deferred maintenance problem of about $1.2 billion. At that time, the
Commissioner said that DCAMM had performed about $500 million in deferred maintenance
projects but that new needs had arisen at about the same rate. At the May 2008 hearing,
however, the Commissioner quoted the dollar amoun t of the backlog at nearly $2 billion
indicating that new needs are arising more quickly than existing ones can be remedied.

State Surplus Land Disposition

One of the first things mentioned by Commissioner Perini at the May 2007 capital hearing was
the need for legislation amending the state surplus land disposition procedure. 57 The
Commissioner stressed that any new legislation should avoid adding more process because the
state needed a more streamlined and efficient means of declaring land surplus and disposing of
DPUOwWPOWEwWUDPOI CawdbEOOT Ubww' 1 wEOUOWUUTTIT UUI £wl0U0&0WUT
an example, he said the state should be able to declare an unused and unneeded portion of
campus surplus while retaining the use of the rest. Finally, Commissioner Perini said that the
state should not hold onto unneeded property and that, if such property is developed,
municipalities should share in the benefits of the development.

During the 2005-2006 session, this Committee drafted and reported abill to reform the surplus
land disposition procedure. The Senate likewise produced a bill to amend the surplus land
disposition statutes. There were several major differences between the House and Senate
versions including the role and authority of DCA MM, the role of the Legislature and the
involvement of MassDevelopment in certain surplus land dispositions. The session ended
without the two branches resolving the differences between the bills.

At the beginning of the 2007-2008session, a number of suplus land disposition bills were filed
in both the House and the Senate, including a bill filed by Chairman David Flynn of this
Committee which is substantially the same as the bill approved by the House during the
previous session. None of this legislation, however, moved forward this past session

57 Mass. Gen. Laws, chapter 7, sections 40E through 40l
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JUDICIARY
Existing and new bond funding

The Judicial Branch of Massachusetts government occupies a large number of courthouse
facilities across the Commonwealth. Since 1998, the state has been conducting an énsive
program to renovate, rehabilitate or replace deteriorating court house buildings. The 1998
Courth ouse Bond Bill provided a major portion of the bond funding for this program,

authorizing $730.3 million of general obligation bond authorizations. % An additional $220
million of GO bond funding was provided for certain court projects, including a new Lowell
facility, in Acts of 2004, chapter 290%° Nearly all of these authorizations have been expended or
committed. 6

Most recently, the 2008 General Goernment Capital Needs Bond Bill authorized $658.35
millio n of capital spending for court house projects. Some of the major earmarked projects in
the authorization are $125 million for the new Lowell court facility, $40 million for the Taunton
Superior Court building, $72 million for the Probate and Family Court building in Salem and
$35 million for the Hampden County Hall of Justice project in Springfield.

For more detail about the status and progress of courtiouse construction and renovation
program, ple ase refer toAppendix G to this report, ?Overview of Current and Completed Court
House Projects in the Commonwealth.?

Capital Plan

The FY2008 capital planseta bond cap of $49.3million for court house projects including, the
new Plymouth trial court, the downtown Worcester trial court, the new Taunton trial court, the
new Fall River trial court and the Salem/J.M. Ruane Judicial Center.

In December 2008, the administration released and published an updated five -year capital
spending plan for FY2009-2013. The FY2009bond cap for court house projects is $129 million.
The FY2010 cap will be slightly higher at $131.6 million. During the last three years of the plan,
FY2011 through FY2013, the bond cap for courhouse projects declines significantly due to the
completion of several major court house projects currently in progress.®! Please refer to
Appendix B for the full five year court facility plan.

In working with DCAMM to develop the court house capital plan, Chief Justice for
Administration and Management Robert Mulligan, at the May 2007 capital expenditure hearing,
said that his office continued to adhere to certain principles. One of these is the goal of building
comprehensive justice centers where appropriate. One example is the new Worcester court
facility, which houses five different court departments.

58 Acts of 1998, chapter 189

59 Act of 2008, chapter 304, section 2C, item 1168600

60 Office of the Comptroller of the Commonwea lth.

61 Commonwealth of Massachusetts Five-Year Capital Investment Program FY20092013, page 36
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A second planning objective is to achieve specific safety and space utilization standards when
building new court facilities. One goal is to provide safe and secure space in court houses for
witnesses and victims.

Finally, in conducting projects, the Judiciary is employing a model of consolidating, closing and
disposing of surplus buildings such as those in Worcester, Salem and Taunton.

Sullivan Court House

The Edward J. Sullivan Court House in Cambridg e poses one of the biggest challenges of the
court house capital program. Even a minimal systems and life safety renovation would be very
expensive. Recent estimates have driven the expected costs of renovation even higher than a
year or two earlier. Based on a DCAMM study, the project, which would be performed in

phases because of the cost, is estimated to cost three times the original $130 million estimate.

At the time of the May 2008 hearing, CJAM Mulligan said that there was still no long term
solution for the Sullivan Court House. He said that, because of the much higher new cost
estimates to renovate the building, other options, including permanent relocation of the court
and disposing of the building, are being evaluated. CJAM Mulligan pointed ou t that the new
court house bond authorization would not provide funding for the project. The capital
authorization for court house projects in the General Government Capital NeedsBond Bill did
not earmark any funds for the Sullivan Court House.

Court House Accessibility and Parking

At the May 2007 capital expenditure hearing, Supreme Judicial Court Chief Justice Margaret
Marshall stressed the need for the courhouse capital program to include accessibility
improvements required by the Americans with Disab ilities Act (ADA). Chief Justice Marshall
cited a 2004 United States Supreme Courdecision requiring that court house facilities be
accessible to the disabled.

OQwOT 1T w, Eawl YYWwT T EUDPOT Ow") , w, UOOPT EOWEPUEUUUI
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most pressing need. He noted that there had been a number of ADA-related requests and
lawsuits.

Chief Justice Marshall also said that insufficient parking for jurors at courthouses is a problem.
When jurors are required to serve, they should have available parking at court facilities.

MassCourts Information Technology Project

The project to develop a comprehensive information technology system for the state court
system was first funded in 1995.52 The project has experienced significant delays in its
implementation but is now nearing its conclusion. At the May 2008 hearing, CJAM Mulligan
indicated that the courts would soon roll out the new IT system in the Probate and Family
Court. The system would next be implemented at other courts, including the Housing Court

62 Acts of 1995, chapter 263
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and the Boston Municipal Court. CJAM Mulligan said that the Superior Court would be the last
to implement the MassCourts system.

CJAM Mulligan said that $2 m illion would be spent this year on the project and that he
expectedit to be completed within budget in 2010. Craig Burlingame, the Chief Information
Officer for the Judiciary, is managing the project.
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EXECUTIVE OFFICE OF PUBLIC SAFETY

At the Bonding ComODPUUT 1 zUw, Eawl YYAWEExDUEOwI BRx1 OEDPUUUI Wl 1

Kevin Burke discussed the major ongoing projects and programs of the Executive Office of
Public Safety. These include the state police cruiser replacement program, purchase of mobié
data terminals for state police cruisers, the Department of Fire Services(DFS)expansion of the
Stow training facility, safety equipment grants to municipalities, improvements to county jails

and completion of the southeast regional chief medical examiO1 Uz UeaOi | DEI 8

Secretary Burke listed as the future critical needs funding for inmate mental health, furniture
and cameras to addressthe prisoner suicide problem, funding for Western Massachusetts police

and fire training facilities, a new chief medicale REOD Ol Uz Uwi EEDPODPUa wUOwUI UYlI
A i

communications project, improvement sto national guard armories, purchase of new
IT1 OPEOxUIl UUwopb 0BG BB Qul uOGEOXIUT DXDwWE wdl PwUUEUT w
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At the May 2008 hearing, Secretary Burke discussed the projects that had been undertaken since
the beginning of the Patrick Administration. T hese include the integrated criminal justice
information system, critical repairs at various public safety facilities, the continuation of the

state police cruiser replacement program ($12 million per year for ongoing replacement of aging

cruisers), thesdJ UT 1 EUUT UOwUT 1 POOEOWET P11 wdOl EPEEOwI REODJ

facilities master plan.
Capital Plan

In August of 2007, the Executive Office for Administration and Finance published a Five -Year
Capital Spending Plan for FY20082012. In December2008, A&F published the updated five -
year plan for FY20092013. The bondfunded spending cap for public safety in FY2009 is
$27.416 million as compared with $29.7 million for FY08.5 The FY2009 cap from all sources of
funding is $42.566 million. The bond cap for corrections, which is managed by EOPS, was $15.6
million in FY2008 and is $26.948 million for FY2009. Corrections capital finding from all

sources in FY2009 is $27.348.

Correctional facilities master plan

Due to the need for additional capacity and capital improvements at a number of state and
county correctional facilities, the General Government Capital Needs Bond Bill included a $550
million capital spending authorization ©”to address these needs. The authorization requires the
Division of Capital Asset Management and Maintenance (DCAMM) to develop a corrections
master plan in consultation with the Department Of Corrections and the Massachusetts Sheriffs

63 Although county jails received much more funding in chapter 304 of 2008, chapter 27 of the acts of 2007 also
provided $20 million for such facilities.

64 This program was also funded by chapter 27 of the acts of 2007.

65 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013

66 1d.

67 Acts of 2008, chapter 304, 82D, item 8908500
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Association. The legislation mandates that the master plan address specific issues inclualing
expansion of capacity in Hampden, Middlesex, Worcester, Norfolk and Essex counties, capital
improvements to facilities in Berkshire, Bristol and Suffolk counties and a new lockup and pre -
release center in Barnstable County.

DCAMM has commenced the master planning process, which is now well underway and
expected to be completed byearly in 2009.

Western Massachusetts Fire Training Facility

The 2008General Government Capital Needs Bond Bill provides $10 million for a western
Massachusetts fire training facility in the city of Springfield. % The facility would serve fire
personnel, including volunteer and call firefighters, in the western part of the state. The y
currently experience long delays getting into training programs at the only existing fire tra ining
facility in Stow. Due to the distance, firefighter traineesfrom this part of the state also incur
additional costs for meals, lodging and travel to attend the fire academy in Stow. Furthermore,
volunteer and call firefighters in western Massachusdts do not have access to the programs at
the Stow location.

At the May 2008 hearing, Secretary Burke said that, with the money in the bond bill to acquire
property for the facility, DFS will promptly open and begin operating the western
Massachusettsfire academy.

Municipal Public Safety Facilities Grant Program

A new capital initiative is a program of grants to cities and towns for repair, renovation and
construction of municipal public safety facilities. The 2008 General Government Capital Needs
Bond Bill provides $45 million for the grant program. ¢ The legislation specifies criteria to be
applied in making grant decisions including fiscal and budgetary constraints of the
OUOPEDPxEOPUAOWEOEOCaAaUDUWOI wlTl | wOUOPED toEth®DPUaz Uwx U
municipality. The final legislation includes earmarks for specific grants.

68 Acts of 2008, chapter 304, §2D,tem 80004900
691]d., item 8000-3500
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EXECUTIVE OFFICE OF HEALTH AND HUMAN SERVICES

In 2007 and2008, the Committee conducted its annual oversight hearings with the Executive
Office of Health and Human Services (EOHHS). In 2007, Secretary JudyAnn Bigby, Fred Habib,
Chief Financial Officer Patricia Spellman, and Chief Administrative Officer Andrea Dodge
testified before the Committee. Secretary Bigby, Assistant Secretary for Administration and
Operations Terry Dougherty, and Chief Financial Officer Steve Barnard appeared at the 2008
hearing.

EOHHS includes the Departments of Children and Families, Elder Affairs, Mental Health,
Mental Retardation, Public Health, Transitional Assistance, Youth Services and VeteranU 7 w
Services. It oversees commissions for the blind, deaf and disabled. It also includes MassHealth

in Chelsea and Holyoke.

EOHHS capital facilities and needs are managed by the Division of Asset Management and
Maintenance (DCAMM). EOHHS operates over 85 state-owned facilities including public
health hospitals, psychiatric hospitals, juvenile detention facilities and outpatient mental health
clinics.

Capital Planand Priorities

In its FY20082012 Capital Spending Plan, the administration provided over $400 million for
EOHHS capital needs over five years. The recently released FY2002013 Capital Spending Plan
provides for $396 million of bond -funded capital spending. The EOHHS bond cap increased
from $18.8 million in FY2008 to $68.5 million in FY2009.

Secretary Bigby discussed priority capital projects that were in the FY2008capital plan and
ready to proceed. The largest project is the new inpatient mental health hospital to be built at
the campus of the current Worcester mental health facility. The new facility will replace the
existing Worcester and Westborough hospitals. The 2007 Immediate NeedsBond Bill provided
$250 million for this project. 7° Becausethe estimated project cost had increased to $278 million
due to construction cost inflation, the 2008 General Government Capital Needs Bond Bill
authorized an additional $24 million for the project. 7* As of the May 2008 hearing date,
demolition at the proj ect site was underway and site preparation work was expected to
commence in June 2009. According to DMH, preparations have been completed at the site,
including demolition and roadwork to access the facility. During FY2008, $12 million was
expended for these early construction phases of the project. Construction is scheduled to begin
in March of 2009 and be completed by March 2012.

Another priority is the Shattuck Hospital Master Plan, which is intended to determine the most
cost-effective solution to addressthe deteriorated condition of the Lemuel Shattuck Hospital.
The Shattuckis the primary provider of public health services for the Boston area. Phase | of
the study was completed in July 2007 and concluded that renovation of the existing building
would not be cost-effective. Phase Il began in the fall of 2007 and involves the evaluation of the

70 Acts of 2007, chapter 27, section 2, item 5500405
7t Acts of 2008, chapter 304, section 2C, item 1102008
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clinical needs of stakeholders. The final Phase Il will evaluate future options for replacement
of the facility. During FY2008, EOHHS spent $700,000 to catinue funding the Master Plan
study.

Another priority cited by the Secretary that was ready to proceed in 2008 is the Department of
Youth Services Master Plan. EOHHS received funding to complete a comprehensive review of
DYS facilities and needs.

In addition to these two master plans, EOHHS is working with A&F and DCAMM to develop a
master plan for each agency within EOHHS.

New bond funding

In addition to the funding for the inpatient mental health facility discussed above, the 2008
General Government Capital Needs Bond Bill authorized $80 million of general obligation
funding for other EOHHS facilities over the next five years.?2 This funding will pay for
acquisition, new construction, renovation and repair of EOHHS capital assets.

Maintenance

EOHHS agencies have completed a list of deferred maintenance items totaling $82 million.
These needs were identified as a result of an asset assessment conducted several years ago.
EOHHS created a formula to establish repair priorities that weighed elements like health and
safety, compliance with laws and regulations and project feasibility. Like the capital facilities of
other agencies, most capital facilities of EOHHS agencies have not received sufficient or timely
maintenance or upgrades.

In addition to the de ferred maintenance backlog, EOHHS owns many unused and deteriorating
buildings that need to be demolished for safety reasons. EOHHS estimates the total cost of
demolition at $55 million.

Some of the ongoing repair and maintenance projects for FY2008 include:

e Department of Youth Services: Installation of CO2 detectors in residences.
e Department of Mental Retardation: HVAC and electrical upgrades and window
replacement in aged buildings; roof replacements and other renovations in many
buildings.
o Department of Mental Health: Upgrades to fire alarms and CO2 detectors.
o Department of Public Health: Building renovations and roof replacements; electrical
upgrades and CO2 detectors.
e "1 1 OUI E w2 OO0 Enbthllatiohzouspriok@i sgstems and CO2 detectors.
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Information Technology Projects

EOHHS manages a number of agencies that provide a variety of human services and deal with
a large number of service providers and clients. As a result, EOHHS relies heavily on
information technology to efficiently manage and deliver services and information.

72 Acts of 2008, chapter 304, section 2C, item 4002020
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The major EOHHS information technology priorities are to:

e "OOUDPOUI WUOOWEUDPOEwWOOWUT I w?5DUUUEOW&E&EU] PEaA O?
services and information.

¢ Consodlidate IT management, oversight and standards in order to avoid duplication and
investment in redundant systems and promote interoperability of systems.

e Continue to develop online service reporting and billing for human service providers.

e Complete final im plementation of the new MMIS system to replace the legacy Medicaid
Management Information System.

In 2004, EOHHS launched the Virtual Gateway, an online platform that supports and integrates
EOHHS databases and provides onepoint user access. The VirtualGateway now includes
OO0UI wlT R@WHAIUWDIT OU? wUl UYPET UWEOEwWUIT UYI UWEEOUU why
hundreds of human services organizations. The Virtual Gateway is designed to decrease
operating costs, redundancies, and inefficiencies by standardizing and connecting EOHHS
systems, streamlining information, and creating a single platform to exchange information.
Planned and ongoing enhancements to the system include the launch of an online invoicing
service for human service providers, investment in a data warehouse in order to integrate client
and spending data from a number of different information systems, and establish ment of a
single client identification system to improve coordination of services across agencies.

EOHHS continues to develop the Enterprise Invoice Management (EIM/ESM) online invoicing
system accessible through the Virtual Gateway. This service streamlines $2.6 billion in purchase
of service contract management and invoicing processes and is used by more than 400
community human s ervice organizations and nearly 3,000 individual users.

EOHHS will invest in a new technical platform to support the Virtual Gateway and other
EOHHS IT operations. It will replace the current Virtual Gateway user access and security
system, deliver new ways of building interfaces between systems, increase database and
processing capacity, standardize document and workflow management and provide a secure
collaboration environment for sharing of project information between EOHHS agencies.

The new MMIS system is designed to provide a modern system for MassHealth that will

for up to 90% of the development and implementation costs of the system. EOHHS expects that
about $6.25 million of the project cost will be funded from the new IT authorization in the 2008
General Government Capital Needs Bond Bill. 72

73 Acts of 2008, chapter 304, section 2B, item 1798000. This authorization provides $450 million for unspecified
information technology projects.
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Recently completed projs

In the fall of 2007, DYS opened its new female detention facility in Westborough. This $20.5
million project addresses the shortage of facilities for girls by providing 45 new beds.

Another project that is nearly complete is the electric system upgradeEOwUT T w' 0 0a OO01 w?2

Home.
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DEPARTMENT OF HIGHER EDUCATION

On May 7, 2007 and May 13, 2008, the Committee conducted its annual oversight hearings with
the Department of Higher Education (DHE). 7 In 2007, Chancellor Patricia Plummer and
Assistant Vice Chancellor Susan Wolfe testified before the Committee. In 2008, Chairman
Fredrick W. Clark, Commissioner Plummer, and Bridgewater State College President Dana
Mohler -Faria testified before the Committee. Since the most recent hearing, Aundrea E. Kelley
has succeeded Dr. Plummer as Acting Commissioner of DHE.

The DHE, working with the Division of Capital Asset Management and Maintenance

(DCAMM), manages the nine state college campuses and fifteen community college campuses.
These campuses occupy approximately 425 buildings comprising 13.2 million square feet on
2,892 acre® and serve nearly a quarter of a million enrollees.” The majority of these buildings
are more than 25 years old and about half were built before 1965.

At the 2008 hearing, DHE Chairman Fred Clark discussed the seven year process, which began
in 2001 and concluded this year, to identify priority projects within the state and community
college system. As part of this process, the DHE commissioned the Eva Klein study, the
conclusions of which are contained in a 2003 final report. At that time, the study identified $1.2
billion of deferred maintenance needs. The DHE estimates that this amount has grown to about
$2.8 billion today. The Klein study, together with the subsequent space util ization study (2004-
2007) and master plans developed for each campus, form the basis for the comprehensive
master plan that has now been completed for the entire system.

While the size of its deferred maintenance backlog is large and growing, the Department has
continued to spend 5% of its budget on maintenance. Atthe 2007 hearing, Associate Vice
Chancellor Susan Wolfe said that the Board of Higher Education had spent $100 million during
the previous year for deferred maintenance needs.

Commissioner Patricia Plummer?’ said at the 2008 hearing that the new bond funding in the
pending Higher Education Bond Bill was coming at an important time ; a worsening economic
climate and the high cost of private higher educational institutions would make public higher
education the first choice for many.

3T 1T w&OYI UOOUZUwUx1 EPEOQWEEYDPUOUWOOwWT BT T 1 Uwl EVEEU
Mobhler -Faria, discussed DHE priorities at the May 2008 hearing. He said that the Department
would focus on modernizing or repla cing obsolete science facilities and academic buildings.

Capital Plan

The new capital plan is based on the DHE comprehensive master plan discussed above. The
capital plan is reflected in the specific projects and campuses earmarked in the Department of

74 Renamed in 2007, the DHE was formerly known as the Board of Higher Education.
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May 2008.

76 Commonwealth of Massachusetts, FY08082012 Five Year Capital Investment Plan, August 2007, p. 24.

77 As part of the 2007 reorganization, when the Board of Higher Education became the Department of Higher
Education, the” T EQOE] OOOUz Uwx OUPUDPOOWPEUVUWET EOT T EwOOwWUT EQwOi w" 666D (
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Higher Education capital spending authorization contained in the 2008 Higher Education Bond

2007 and $124.9 million for fiscal year 2008.

In December 2008 the administration released its updated FY2009-2013 five-year capital
spending plan. The FY2008 and 2009 bond caps are significantly lower than those shown in the
FY20082012 five year plan, which were $115 million and $118 million, respectively. The
FY2009-2013 plan, however, substantially increases the spending caps for FY2012013 with a
total of $720 million of bond -funded spending provided for the five year period ($746 million if
one includes all funding sources). The bond cap total for the five years is about $30 million less
than the previous five year plan, reflecting the general downward adjustment of spending

under the revised capital spending plan.

New Bond Authorizations

The new bond legislation authorizes $1.19 billion for the state and community colleges over a
ten year period. This funding represents an increase in the percentage of the state capital
budget spent on public higher education infrastructure from three to ten percent. The former
percentage placed Massachusetts near the bottornof the fifty states for investment in public
higher education while the new level of funding put sthe state near the mean level of spending
of all fifty states.

Capital spending authorizations in the Higher Education Bond Bill include:

1. $548 million for projects atall fifteen community colleges. Projects include the Siegel
Health Technologies Building at Bristol Community College and a new learning and
resource center at Bunker Hill Community College.

2. $491 million for projects at the nine state college @mpuses. Projects include the Conant
Science Center at Bridgewater State College and the Center for Design Innovation at
Massachusetts College of Art and Design.

For a complete listing of all earmarked projects and amounts, please refer toAppendix H of this
report. Also, see the discussion of the Higher Education Bond Bill in Chapter One of this report.

The Higher Education Bond Bill also de -authorized $34.6million of old and unused capital
accountss$e

The administration withdrew an earlier proposal tha t state and community colleges provide a
20% participation in the cost of capital investment projects. This will ease state and community
college finances by allowing funds that would have been used to match state money to be
redirected to address critical maintenance and repair needs, safety projects and classroom

78 Acts of 2008, chapter 258, section 2, item 7068000

7 Patrick Administration. Commonwealth of Massachusetts FY2008-2012 Five Year Capital Investment Plan,

August 2007, p.2 8 Ow! EUI EwOOw- EUDOOEOwW UUOGEPEUDPOOWOI w20EQT w! UETI U
80 This amount includes de-authorization of University of Massachusetts capital accounts as well.
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space? This change will also increase affordability because colleges will no longer need to raise
student fees to cover such capital costs.

State College Building Authority

The State College Biilding Authority was established in 1963. 8 The Authority manages
building projects at state and community college campuses. It builds fee-generating facilities,
principally buildings such as dormitories, dining halls, parking facilities and sports facil ities.
The Authority funds its projects by issuing revenue bonds that are repaid with rents and fees
generated by the facilities constructed. All projects undertaken by the Authority are submitted
to the DHE for review and approval.

The Authority has been effective in getting badly needed campus facilities like dormitories
constructed in a timely and cost effective manner. The Authority operates with a staff of six
persons including the executive director.

( OwUIT b Mighér Edtithiiol) Bond Bill , the Authority received an increase in its statutory
bond cap from $500 million to $1 billion. 8 This means that the Authority now has an available
$500 million of authorization sto issue revenue bonds for projects. The Authority had mostly
exhausted the $500million in revenue bond authority it had been granted in 1998; 84 the bond
authority provided for in the statute is non -revolving and may not be re -used after repayment.

At the May 2008 hearing, Dr. Mohler -Faria said that the Authority was building two proje cts at
the Bridgewater State College campus. He noted that the MSCBA program was quite effective
in getting projects done through the use of alternative procurement methods. 85

81 Commonwealth of Massachusetts, FY08082012 FiveYear Capital Investment Plan, August 2007, p. 26

82 The Authority was establishing by Acts of 1963, chapter 703.

83 Acts of 2008, chapter 258, section 8

84 Acts of 1998, chapter 290, section 3. At the May 2008 hearings, Chairman Fred Clark noted that the Authority had
just borrowed the last $90 million of the $500 million authorization granted in 1998.

85 Alternative procurement methods specifically applicable to the MSCBA were provided for in section 30 of chapter
193 of the acts of 2004 (construction reform legislation).
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THE UNIVERSITY OF MASSACHUSETTS

The University of Massachusetts (UMass) has fve campuses: Amherst, Boston, Lowell,
Dartmouth, and the Worcester Medical School campus. The campuses serve 61,000
undergraduate and graduate students, with nearly half of these attending the flagship Amherst
campus. The system is governed by a ninete@ member Board of Trustees (the Board) and is
headed by UMass President Jack Wilson. UMas<apital needs arefunded by several sources
including state bond funds, university funds , and private fundraising. The University borrows
funds for specific projects through revenue bonds issued by the UMass Building Authority
(UMBA) and the Health and Educational Facility Authority (HEFA). 8

In May of 2007 and May of 2008, the Committee conducted the annual oversight hearings on
the UMass system. UMass President dck Wilson and Vice President for Management and
Fiscal Affairs and Treasurer Steve Lenhardt testified at the hearings.

UMass Capital Plan

past 7 years, the University had invested $1.5 billion dollars in capital improvements to existing
structures and construction of new facilities. Of this amount, $1.2 billion consisted of University
funds from borrowings, operating funds and fundraising. The remaining $300 mill ion came
from state general obligation bonds.8” President Wilson indicated that this current 80%/20%
split in funding would be replaced by a 50%/50% ratio of state to University funding for the
capital program once new bond funds were authorized.

TheUniveUUDPUazUwi DYl wal EUWEEXxDUEOwx OEQuwxUOYDPEITI Uwi O
years. This plan would entail a significant increase in borrowing by the University and a near
doubling of the prior level of capital expenditures. The plan includes $645 million for deferred
maintenance, $463 million for building replacement and rehabilitation, and $1.1 billion for new
construction. Approximately 54% will be spent on maintenance and repair and 40% on new
construction. 8

Capital Plan

In December 2008, A& published its new five -year plan for FY2009-2013. The bondfunded
spending cap for higher education, which includes both UMass and state and community
college, is $72.5 million in FY2009as compared with $29.7 million for FY 20088° The FY2009 cap
from all sources of funding is $81.6 million.

The FY2008 and 2009 bond caps are significantly lower than thos shown in the FY20082012
five -year plan, which were $115 million and $118 million respectively. The FY2009-2013 plan,
however, substantially increases the spending caps for FY20102013 with a total of $720 million

86 Massachusetts.edu.

87 Acts of 2002, chapter 245 authorized $77 million of general obligation bond funding for UMass. In addition, the
2006 Supplemental Capital bill provided $50 million of operating funds for UMass capital projects.

88 President Jack M. Wison. Testimony before the Committee on Bonding, Capital Expenditures and State Assets.
May 8, 2007.

89 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013
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of bond-funded spending provided for the five year period ($746 million if one includes all
funding sources). The bond cap total for the five years is about $30 million less than the
previous five year plan, reflecting the general downward adjustment of spending under the
revised capital spending plan.

UMass Building Authority
371 w4, EUVwW! UPOEDPOT w UUT OuPUawmps,! AwEOOEUEUUWEU
capital program. UMBA was established in 1960 to construct and finance fee-generating
facilities such as dormitories and dining halls, although the Authority, as discussed below, is
now involved in the development of academic buildings. The Authority finances capital

projects by issuing revenue bonds that are repaid through fees or rents received from the
projects.

UMBA has a staff of three and is governed by an 11 member volunteer board of trustees. By
using alternative procurement methods, the Authority has been able to complete pr ojects on an
accelerated basis. As an example, President Wilson pointed out at the 2007 hearing that UMBA
had financed and constructed over 3,000 dormitory beds during the previous several years.

UMBA is currently financing and building several projects at the Amherst campus including a
new power plant, an integrated science building, student recreation center, fine arts building
and a major addition to the nursing facility. At the Lowell campus, the Authority is building a
new parking garage and will be gin work on the new Nano/Bio facility. At the Dartmouth
campus, UMBA is financing and developing a new research building.

Deferred Maintenance
WOEUT T wxOUUPOOWO! wiOT 1 wadbYI UUPUazUWEExPUEOwx OH

4 0P Y1 UU eelhargsi. audlidrideferred maintenance backlog is a top priority under the

capital plan. UMass will spend 54% of the funds in its capital plan for basic maintenance, repair

and renovations. The non-earmarked portion of new bond funding for UMass in the 2008
Higher Education Bond Bill will be allocated to repair and maintenance needs.

The UMass-Boston substructure is the largest deferred maintenance problem facing the
University. The substructure included a parking garage that has now been closed. To restore
the entire structure so that it could be used as a garage would cost about $180 million. Instead,
the University will spend significantly less to restore the substructure as a foundation only.

New parking areas would be constructed elsewhere on campus to replace the lost parking
spaces. Restoration work on the substructure is proceeding and is expected to be complete by
late 2010 to spring 2011. The final cost is expected to be $35 million.

2008 Higher Education Bond Bill

In October 2007, Governa Patrick filed a Higher Education Bond Bill. ® The bill, which was
enacted in August 2008, authorized over $2.1 billion of new authorizations to address public
higher education infrastructure needs. Of this amount, more than $1 billion of the

% Acts of 1960, chapter 773
91 Acts of 2008, chapter 258
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authorizati ons provide funding for infrastructure improvements at all five UMass campuses.
Projects specified in the UMass capital spending authorization include:

1.
2.
3.

4.
5.

$100 million for a new laboratory science building at the Amherst campus.

$100 million for a new academic building at the Boston campus.

$78 million for major infrastructure repair projects, a marine science facility, and a new
addition to the Charlton College of Business for the Dartmouth campus.

$43.5 million for a new south academic building at the Lowel | campus.

$25.5million for modernization and improvement of the health science and athletic
center at the Worcester Medical campus.

SeeAppendix H for a complete listing of the projects earmarked in the UMass authorization.

In addition to providing new ca pital authorizations , the bond bill also de-authorized $34.6
million of old and unused existing authorizations. T hese are generally accounts older than 5
years but which had been extended 2

92 Mass. Gen. Laws,chapter 29, section 14 provides that capital spending authorizations expire after 5 years.

43




BOARD OF LIBRARY COMMISSIONERS

The Board of Library Commissione rs (BLC) administers a program of grants to cities and towns
for expansion or renovation of existing municipal library buildings or the construction of new
facilities. The program, known as the Massachusetts Public Library Construction Program

(MPLCP), wasE OO OI OEl EwPOwWhNNYS ww2DOET wlOT 1T wxUOT UEOZz Uw

grants totaling $282 million to 239 cities and towns for 209 public library construction projects
and 85 planning and design projects. The typical library construction grant pays fo r 35% of
total eligible costs and 25% of construction costs; local funds, both municipally appropriated
and privately raised, cover the balance of costs.

The 2008 General Government Capital NeedsBond Bill %3 provides $100 million to fund a five
year program of library construction grants at $20 million per year. This capital authorization
provides the first new library construction grant funding since 2002. ° Prior to the enactment of
the new authorization this year, the Board had run out of funding for new projects. As of
January 2008, the Board had a three year waiting list of 29 library projects that it could not fund
because it lacked new capital authorization. Because of the long wait for the library grants,
some projects proceeded without the BLC grant. BLC grants for the 29 project waiting list total
$94.3 million, which includes a construction inflation factor of 15% over the original project
estimates. The total actual construction cost of the 29 projects will be between three and four
times this amount, with the balance being funded by the grantees.

In FY2008, the Board funded the completion of 5 projects using money remaining from the 2002
authorization. % In March 2008, the Falmouth library project, which is one of those that began
construction without waiting for the state grant, was completed with municipal bond funds; the
town will be reimbursed for the state share once the new capital funds are available.

In FY2009, the Board expects the completion of the Mattapan branch of the Boston Public
Library and libraries in Bolton, Cambridge, Middleton, Milton and Northborough.

The BLC has not yet scheduled a new round of grants. The Board expects that between 40 and
60 projects will apply for grants during a new round. Representatives of the Board testified that
the $100 million of grant funding from the state would generate $400 million of construction
activity.

93 Acts of 2008, chapter 304, section 2C, item 7000090
94 Acts of 2002, chapter245, section 2, item 70060010
9% The towns are Charlton, Georgetown, Mattapoisett, North Brookfield and Wendell.
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TRANSPORTATION

The Executive Office of Transportation (EOT) includes under its aegis all transportation
authorities, agencies and departments in the state. These include the Massachusetts Highway
Department (MassHighway), the Massachusetts Turnpike Authority (MTA), the Massachusetts
Port Authority (MassPort), the MBTA and the Massachusetts Aeronautics Commission.

Transportation policy

At the May 2007 hearing, SecretaryBernard Cohen®® said that EOT is looking at overall
transportation policy, pricing and amendments. He noted that transportation policy in the past
Il EUWEDUxOEal EW? EWOEEOQwWOI wOUT EOD 4 b Gtiamoltdsos B x Ol U
the western portion of the Turnpike and reducing MassPort parking fees while at the same time
increasing MBTA fares.

Capital Spending Plan and 2008 bond legislation

The state bond funded capital spending plan for EOT (not including Autho rities) was $518.5
million for FY2008 and $608.5 million for FY2009¢7 Including all other sources of funding,
mostly federal highway grants, the FY2008 and FY2009 caps are $945.6 billion and $1.259
billion, respectively.

The five year transportation spending plan will be funded in large part by the two major
Transportation Bond Bills enacted in 2008. Chapter 86 of the Acts of 2008 provides a total of
$3.515 billion of new capital spending authorizations, of which $1.623 billion will be paid from
state bond funds. The state bond funding leverages another $1.892 billion of federal highway
reimbursements, which represents the funding source for the balance of the capital spending
authorizations

Chapter 303 of the Acts of 2008 authorized another $1.362 billim of capital spending
authorizations for transportation programs, all of which will be paid from state bond funds.
These bond bills are further discussed in Chapter One of this report and detail of the programs
and amounts funded in the bills appears in Appendix Fto this report. In addition to the two
bond bills, the state enacted a bond bill in 2008 to address bridge repair needs. This legislation
is discussed below.

Chapter 90 program

.01 wOl wOT T UT wbUwWUT T w?2"T ExUl UwNY?2 wxUOT UEOOQuwbPT PET
of repairing local roads and bridges and is one of the major local programs administered by the
state %8

The first of the 2008 Transportation Bond Bills, chapter 86, provides $150 million for chapter 90
grants. The second bill, chapter 303 authorized another $350 million of bond funded

9% Mr. Cohen was recently replaced by James Aloisi.

97 Commonwealth of Massachusetts Five-Year Capital Investment Plan ¢ FY20082013

% The chapter 90 program is no longer included under the transportation bond cap but is instea d part of the
Community Investments capital investment category in the Five -Year Capital Spending Plan.
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authorizations for the program. The capital plan for both FY2008 and FY2009 provides for an
annual expenditure of $150 million for chapter 90 grants.

State wide road and bridge program

The state wide road and bridge program received funding in both chapter 86 and chapter 303
for a total of $800 million.?° Secretary Cohen testified at the May 2008 haring that the
administration had increased the FY2008 program by 5% over the previous fiscal year to $540
million. The Secretary further said that, during the first three quarters of FY2008, EOT agencies
had issued 165 Notices to Proceed with a total corract value of $390 million. MassHighway
also has advertised some of the 26 projects totaling $260 million listed in the State
Transportation Improvement Plan (STIP) that the Federal Highway Administration had

released from its hold on advertising. 10 Secetary Cohen said that EOT would continue to work
on amending the STIP so that it could advertise and proceed with additional projects.

Structurally deficient bridge repair program.

In 2008, a bond bill was enacted to pay for an accelerated program to repal w01 I wOUE U1 z U W
numerous structurally deficient bridges. 10 This bill provided $2.078 billion to repair bridges
under the management of MassHighway that are classified as structurally deficient. In

addition, the legislation provides another $906 million to r epair structurally deficient bridges
that are managed by the Department of Conservation and Recreation192 This legislation will
address repair needs for 411 MassHighway and DCR bridges over the next eight years.
Combined with the current capital program f or bridges, 808 structurally deficient bridges

would be repaired over the term of this program. The bridge repair program is designed to
accelerate the commencement and completion of bridge projects in order to reduce construction
costs, which have been ncreasing at double digit rates annually , and prevent additional
deterioration over time . The administration projects that the state will save about $1.7 billion in
avoided inflation costs.

The administration has established a capital spending plan for the bridge problem that is
separate from the overall five year capital spending plan. This bridge repair plan will be
funded from separate sources, that is, gas tax revenue bonds and grant anticipation notes
(GANSs) and will be unaffected by the reductions i n the overall capital plan. The bridge
program will proceed with the full amount of planned spending as shown below in Figure 1.
Figure 1 shows the projected annual spending for the bridge program for FY2009 through
FY2016 and the amount of GANs and gastax bonds expected to be issued in each year to fund
the program.

9371 wOUDPT POEOQWESOUOU WOl w3 WYyYwoODOODPOOWPOwWUT T w&OVYI UBOUZUWEDPOO
million in chapter 86 and $575 mill ion in chapter 303.

100The FHA had placed a hold on projects in the STIP pending further review and amendment of the STIP.
101 Acts of 2008, chapter 233

102 MBTA and MTA bridges are specifically excluded from the legislation.
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Figure 1: Projected Debt Issues to Fund Accelerated Bridge Program
Fiscal Years 20092016 ($000s) Fiscal Year
FY2009 Projected Issues to
2016 Gas Tax Bond Issues | Federal GANs Issues Fur.ld Accelerated
Bridge Program

2008 - -
2009 $164,900,000 $0 $164,900,000
2010 $289,800,000 $8,000,000 $297,800,000
2011 $305,300,000 $89,200,000 $394,500,000
2012 $284,200,000 $261,600,000 $545,800,000
2013 $295,400,000 $321,600,000 $617,000,000
2014 $302,800,000 $280,500,000 $583,300,000
2015 $129,900,000 $147,100,000 $277,000,000
2016 $103,700,000 $0 $103,700,000
Total $1,876,00000 $1,108,00000 $2,984,000000

Source: Commonwealth of Massachusetts FY200920013 FiveYear Capital Investment Plan.

Sections 16, 17 and 19 of th&tructurally Deficient Bridges Bond Bill include requirements
relative to implementation of management controls and expenditure reporting. Pursuant to
these requirements, EOT submitted in early December a Bridge Presevation and Repair Plan
for calendar years 2009 through 2011 and, in early January 2009, the Report of Progress,
Expendituresand/ 1 UUOOOIT 02 wi OUw!l YYWS ww3T 1T Ul widChapied Ul O1 O
Three of this report, relative to the Massachusetts Taxpayers Foundation.
Transportation reforms

At the May 2008 capital hearing, Secretary Cohen listed several reforms provided for in chapter
86, the first of the two Transportation Bond Bills enacted in 2008. The Secretary said EOT had
already begun implem enting the reforms.

One reform that the Secretary discussed will promote greater transparency. MassHighway now

x UEOPUT I Uwxi Ul OUOEOEIT wOl EVUUI UwbOwEwW@UEUUI UOa w(i

Scorecard is available on the EOT and MassHighway websites.

A second reform enhances project delivery. MassHighway has implemented measures that will
reduce the amount of time required to complete a project from ten years to less than six years.
As required by chapter 86, MassHighway now advertises and awards contracts and issues
notices to proceed within 120 days of the date of the original advertisement.

The third reform Secretary Cohen addressed in his testimony was the promulgation of new
regulations governing the use of police details and civilian flaggers at public work sites.

In addition to these items, other reforms were included in chapter 303, the second of the two
Transportation Bond Bills. This legislation amended chapters 30 and 149A of the General Laws

Uw
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project, which is defined as any project with a certified cost estimate of more than $50 million. 103
Section 69 of chapter 303 requires the Secretary of Transportation to submit a timeline and
funding schedule t o transfer 80% of transportation personnel who are paid from borrowe d
funds to the operating budget. Much more far reaching reforms of the entire state
transportation system are now under consideration by the Administration and the Legislature.
Transportation restructuring was the subject of a recent series of hearings conducted by the
Joint Committee on Transportation.

Massachusetts Turnpike Authority

The Massachusetts Turnpike Authority (MTA) is facing serious fiscal challenges as a result of a
number of factors including past and current toll policies, high debt burden from the central
artery project and finance exposure due to interest rate swap option agreements.

Under prior administrations, the tolls on the western portion of the Turnpike were elim inated
and a Fast Lane toll discount program was instituted. Scheduled toll increases at one point
were also delayed. These actions have reduced toll collections® In addition, the MTA is
carrying a large debt burden due to the issuance of $2.4 billion in Metropolitan Highway
System bonds that were issued to finance a part of the cost of the Central Artery project.

In order to obtain upfront cash payments to help meet budget shortfalls, the MTA entered into
derivative transactions with three firms. The Turnpike sold five options to UBS to enter into
floating -to-fixed interest rate swaps with regard to a total of $800 million of bonds. In addition,
the MTA entered into five similar contracts with Lehman Brothers respecting other bonds of the
Authority. The third firm with which the MTA entered in swap contracts is J.P. Morgan.

As part of the UBS transactions, the MTA purchased a bond insurance policy from Ambac for
$6 million. In January and July of 2008, UBS exercised option contracts affecting $335 nilion of
bonds. Due to the spread between the fixed rate it is paying and the much lower variable rate it
is receiving from UBS, the MTA is incurring an additional $853,000 of monthly interest expense.
As of January 1, 2009, UBS had the right to exercis¢éhe options on the remaining $465 million of
bonds

The MTA had expected that, if UBS exercised its options, it could refinance the debt by issuing
variable rate demand bonds (VRDBs) supported by standby bond purchase agreements from
financial institution s. The MTA, however, is unable to do so because its current bond rating is
well below the VR DB market requirement of at least Aa3/AA -/AA - ratings.1% The Ambac
insurance policy, which once would have conferred a high rating on the bonds, is now virtually
wOUUT O1 UUWET EEUUT woOi w OEEEzZUwxOOUwi DOECEPEOWEOQY

103 Acts of 2008, chapter 303, sectins 12 and 27
104 Recently, the MTA deferred action on a proposed $100 million toll increase pending a plan to restructure the

News Service, January 22, 2009.
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lowered its rating on the MHS bonds to A3/Baal.
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UBS for full payment on all of the option contracts, the value of which was most recently
estimated at $421 milion. ¢ UBS claims the downgrade is an event of default giving UBS the
right to terminate the contracts. The MTA contends that a downgrade from a second rating

ET 1 OEAOQwW2UEQEEVE WO w/ OOUzUOwWPUwWUI gUDPUT EwET I OUIT w4]!

oppose the UBS demand.

In order to prevent or prepare for such a contract termination, the administration had proposed
that the state provide a full faith and credit guarantee of the MHS bonds that would allow the
MTA to refinance the debt. A provision to th is effect was included in the House version of the
Structurall y Deficient Bridge Bond Bill but was later removed. Instead, a modified version
providing for other credit support, including appropriation guarantees, was included in the
General Government Capital Needs Bond Bill. 107

The termination value of the Lehman Brothers contracts, like those of UBS, had been steadily
increasing. As of November 24, 2008, the contract exposure was $77 million. These obligations
EUI wOOUWEOYIT Ul E wE a 8idde Letwribd BratHers tdealdred Badkeuptey land dvas w
therefore in default under the contracts, the MTA had the opportunity to seek termination of the
contracts at a time favorable to the Authority. Recently, the MTA successfully terminated the
Lehman contracts for a $3.4 million payment to Lehman resulting in a net gain on the

transaction of $31 million. ¢ By terminating the contracts, the MTA also eliminated a

potentially large exposure.

The J.P. Morgan contacts began with a value of $3 million. These havencreased to $19 million
as of November 24, 2008. Pursuant to an agreement between the MTA and J.P. Morgan, the
MTA is required to set aside reserves for the entire amount of the liability. Thus, as of the end
of the 2008 calendar yearthe MTA set aside $19 million in a reserve account for this purpose.

106 See,UBS Calls in $400M in Pike Swaptions, Pike Will Fight Demathte House News Service, January 8, 2009. The
amount of the contract termination value fluctuates widely. It was estimated at $180 million a few months ago and
has gone as high as $470 million.

107 Acts of 2008, chapter 304, section 26

108 See, alsoMass. Turnpike dealets $31M, clears fiscal cloufihe Boston Globe, December 23, 2008.

49




EXECUTIVE OFFICE OF ENERGY AND ENVIRONMENTAL AFFAIRS

The Executive Office of Energy and Environmental Affairs (EOEEA) includes six departments
in charge of environmental protection, state parks and recreational facilities, agriculture,
utilities and energy. These are the Department of Agricultural Resources (DAR), the
Department of Conservation and Recreation (DCR), the Department of Environmental
Protection (DEP), the Department of Energy Resources (DER, the Department of Fish and
Game (DFG) and the Department of Public Utilities (DPU).

In 2007, the Patrick Administration reorganized the Executive Office of Environmental Affairs

to include the Division of Energy Resources. This reorganization combined under the same
secretariat both environmental and energy policy initiatives, with the goal of achieving a more
sustainable energy structure. Through DCR, EOEEA manages 1200 buildings, 187 bridges, and
450,000 acres of parks, forests, and conservation lang, comprising ten percent of the

In May 2007 and May 2008, the Committee conducted its annual oversight hearings with the
Executive Office of Energy and Environmental Affairs. Secretary lan Bowles testified at both
hearings. David Mahr, EOEEA Capital Budget Director, also testified about agency activities
and capital needs.

Capital Plan and Priorities

In developing the FY2008-2012 five year capital plan, the Patrick Administration established as
one of its principal prioritie s the addressing of environmental needs. The administration sought
to increase past levels of environmental funding to repair environmental infrastructure like
roadways, parks and recreational facilities, promote cleaner energy use, protect more open
space and reduce pollution. The FY20082012 capital plan provided for a total of $650 million of
spending on environmental and energy programs .

In December 2008, A&F published its five-year capital spending plan for FY2009-2013. The
bond-funded spending cap for energy and environment in FY2009 is $123 million as compared
with $143.4 million for FY08.1%° The FY2009 cap from all sources of funding is $125 million.
Actual spending was higher in FY2008 because unused funds from other investment categories
were allocated to energy and environmental projects that were ready to proceed.!1® The plan
contemplates further reductions in the annual cap as certain major projects are completed *1!At
the hearings, EOEEA representatives stressed two major areas in need of signitant capital
funding. The first is increased funding to address the large deferred maintenance backlog at
DCR parks and recreational facilities. The total amount of deferred capital maintenance needs
at DCR facilities has grown significantly over the pa st several years. When asked about the
current cost estimate for all deferred maintenance, Secretary Bowles said he could not provide
an accurate numberat that time. Several years ago, however, the total cost was estimated to
exceed$1 billion. The 2008 environmental bond legislation includes $205 million for DCR parks

109 Commonwealth of Massachusetts Five-Year Capital Investment Plan FY20092013
1ojd., p.45
111 |d
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and recreational facilities over the next five years. The FY2008 plan included $96.1 million for
deferred maintenance, an $18.9 million increase over FY2007 spending!?2 The FY2009 plan
increases the amount allocated for deferred maintenance to $102 million113

Second, EOEEA representatives emphasized increased funding for open space preservation
programs, which had been underfunded during the prior administration. The EOEEA capital
plan provides for increased spending of at least $50 million each year over the next five years
for open space preservation. This includes land acquisitions by DFG and DCR, purchase of
agricultural restrictions under the Agricultural Preservation Restriction P rogram,*4 and urban
Environmental Bond Bill , which is further discussed below, provides a total of $348 million for
the various open space and agricultural preservation progr ams.

2008 Environmental Bond Bill

The environmental bond legislation enacted in 2008 provides funding for the EOEEA priority
programs and projects in the five-year capital plan. Before thebill , the last major environmental
bond legislation was Chapter 236 of the Acts of 2002, which authorized $750 million of GO
bond funding for environmental programs .115

The $1.65 billion 2008 Environmental Bond Bill include s funding for the deferred maintenance
backlog, preservation of open space and agricultural lands, dam repairs, waterways and coastal
protection and many other programs. Some specific items include:

1. $250 million for DCR vehicular bridges.
2. $75 million for DCR roadways, walkways, landscapes, and street lighting.

3. $110 million for coastal facilities and ports including renovations for piers, boardwalks,
and wharves.

Some of the major capital authorizations in the bill for open space protection include:

1. $73 million for Department of Fish and Game land acquisition to protect native flora and
fauna communities.

2. $56 million for DCR land acquisition to protect significant Commonwealth natural and
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3. $67 million for the APR program (state purchases of development rights to agricultural
land to preserve agricultural uses).

112
113

Commonwealth of Massachusetts Five-Year Capital Investment Plan FY208-2012, page 38

Commonwealth of Massachusetts Five-Year Capital Investment Plan FY20092013 page 47

114 Mass. General Laws, chapter 20, section 23. Under the APR program, the state purchases development rights from
owners of agricultural land and, in return, receives restr ictions on the land limiting the land to agricultural uses. The
land can then be sold only for agricultural purposes and for the value in agricultural use.

115 Several of the spending authorizations from the 2002 environmental bond bill were increased in th e FY2007

budget. See Acts of 2006, chapter 139, sections 68 through 80. The total amount of the increase in spending and bond
authorizations was $56 million.
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4. $36 million for the LAND program (assistance to municipalities for acquisition of
conservation land).

5. $53.15 million for the PARC program (assistance to municipalities for park acquisition,
construction and restoration).

6. $25million for parks in urban neighborhoods currently underserved by parks.

The bond bill authorizes state matching funds of $50 million for the Water Pollution Abatement
Revolving Fund and $25 million for the Drinking Water Revolving Fund. Federal matching
grants of four dollars for every state dollar are provided to these Revolving Funds under the
federal Clean Water and Safe Drinking Water Acts. The state revolving fund, which is managed
by the State Treasurer had been awaiting the state matching funds for several years.

The bond bill provide s capital authorizations for a wide variety of other programs, projects and
uses. For a comprehensive list of the 2008 capital authorizatbns, please refer toAppendix Fto
this report.

In addition to providing for n ew spending authorizations , the bond bill de -authorized a
number of older, unused capital accounts totaling $89.1million.

Deficient Bridge Program

In addition to the $250 million in the Environmental Bond Bill for DCR bridges and the $75
million for DCR p arkways, the Structurally Deficient Bridges Bond Bill, enacted in August of
2008, provides $906 million for DCR bridges.'*¢ This bill, which also includes capital funding

i OUw, EVU0W' DT T PEAWEUPET I UOwPUwi UOE]I EwWEaAawlUP wxUOHI 1

and special obligation bonds.11?

116 Acts of 2008, chapter 233, section 2A, item 2890800

117 GANSs are so named because they are isged in anticipation of future federal highway grants. The GANs will be
repaid from the proceeds of such grants. The special obligation, or revenue, bonds will be repaid from a portion of
the state gasoline tax.
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ECONOMIC DEVELOPMENT
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the Executive Office of Housing and Economic Development (EOHED). The Secretary

discussed the several mgor economic development initiatives being undertaken by EOHED.

The principal new programs and initiatives are the Broadband initiative, the MORE jobs

program and the Life Sciences Initiative.

Broadband

In 2008, the Governor filed a bond bill to promote i nvestment in broadband infrastructure in
areas of the state currentlyunserved or underserved by broadband. The& OY I U Bdadiatd
Bond Bill**8included $25 million of bond funds for a Massachusetts Broadband Incentive Fund;
this amount was increased to $0 million in the final enacted legislation. The Fund will be
administered by the Massachusetts Broadband Institute established by the bond legislation.
The Institute is part of the Massachusetts Technology Collaborative 119

Broadband providers have not developed the necessary infrastructure in communities targeted
by this bond bill because their relatively low population densities make it uneconomic to do so.
Funds from the Broadband Bond Bill are intended to bear part of the cost of the necessary
broadband infrastructure and thereby induce providers to invest in the development of such
infrastructure in parts of the state that have minimal or no available broadband service. The
Fund will invest in long -lived infrastructure assets such as fiber optic cable, conduits and
wireless towers, all of which will be publicly -owned.

371 wUUEUIT z U unb fe¥ebsaryindasttutturerdprovide broadband access in unserved
and underserved areas is designed to promote economic development by opening these areas to
new businesses. Many businessesvill not locate in these areas because of the lack of modern
communications technology.

MORE jobs program

The Massachusetts Opportunity Relocation and Expansion (MORE) jobs program provides
grants for public infrastructure improvements that support business expansion in the
Commonwealth. The program is designed to promote job creation and economic growth.

Under this program, grants may be used only for publicly -owned infrastructure such as sewers,
utility extensions and w ater treatment systems. To qualify for grants, projects must create at
least 100 new jobs in Massachusetts within 24 months, maintain the new jobs for at least five
years and generate substantial sales from outside the state. Applications for grants aremade
jointly by the municipality and the business involved.

The MORE jobs program has received bond funding from two bills during the past several
years. The economic stimulus bill enacted in 20082 created the MORE jobs program and
provided $100 million i n general obligation funds for the program. The 2008 General

118 Acts of 2008, chapter 231

119 The statutory name of MTC is Massachusetts Technology Park Corporation. This entity was established under
Mass. Gen. Laws, chapter 40J, section 3.

120 Acts of 2006, chapter 123
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Government Capital Needs Bond Bill 12t provides another $100 million of state general

obligation bond money. The FY2008 andFY2009capital plans establish a MORE program

annual bond spending cap of $30 million.
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high demand for MORE grants; submitted applications, in total, have more than twice exceeded

the amount of available money. The Secretary said that37 projects applied for a total of $260.8

million against available funding of $100 million. For this reason the administration sought and

obtained an additional $100 million for the MORE grant program in the General Government

Capital Needs Bond Bill enacted in August 2008.

Life Sciences

This past session saw the enactment of a 10 year, $1 billion bill to promote investment in and
development of the life sciences industry in the Commonwealth. 22 The legislation includes a
bond-funded capital spending autho rization of $500 million, to be expended over the 10 year
period. The authorization funds the Massachusetts Life Sciences Investment Fund!23which is
administered by the Massachusetts Life Sciences Cente#?4

The life sciences bhill, as filed by the Governor, contained a very general capital spending
authorization that left much discretion to the Life Sciences Center as to how the money would
be spent!? In the final enacted legislation, the authorization is much more specific, including
earmarks for specific programs and projects that use nearly $300 million of the $500 million
capital appropriation. 126 Appendix | details the nature and amounts of the earmarks.

Capital Plan

In December 2008, A&F published its new five-year plan for FY2009-2013. The bondfunded
spending cap for economic development in FY2009 is $77.8 million as compared with $7.6
million for FY08. 127 The FY2009 cap from all sources of funding is $84.8 million128

The large increase in the bond cap from 2008 is due to the lack of available bond autlorizations
in FY2008for major economic development initiatives. 12° Please refer toAppendix B for the
complete five-year spending plan for economic development.

121 Acts of 2008, chapter 304

122 Acts of 2008, chapter 130

123 See, Mass. Gen. Laws, chapter 23kection 5. Chapter 231 was added by section 24 of the Economic Stimulus bill,
Acts of 2006, chapter 123.

124 See, Mass. Gen. Laws, chapter 23, section 3

125H.4234, section 3, item 700@037

126 Acts of 2008, chapter130, section 2B, 700Q015

127 Commonwealth of Massachusetts FiveYear Capital Investment Plan-FY20092013

128The FY2008 expenditure cap for all revenue sources is the same as the FY2008 bond cap.

129 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013, page 39
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HOUSING

At the 2007 and 2008 capital expenditure hearings regarding affordable housing in the
Commonwealth, Executive Office of Housing and Economic Development Undersecretary and
Director of the Department of Housing and Community Development Tina Brooks testified
about the changes in the housing capital plan and the need to address years of undefunded
affordable housing programs. She discussed public housing, private affordable housing
development, neighborhood stabilization, community development and preservation of
existing affordable housing.

Capital Plan

In December 2008, A&F published the five-year capital plan for FY2009-2013 Under the plan,
the bond-funded spending cap for housing in FY2009 is $168.5 million as compared with $150.3
million for FY 200813° The FY2009 cap from all sources of funding is $193 million versus the
$165.8 million expenditure limit in FY2008 plan.

Public housing

For FY2008, the public housing modernization program, which provides money for repair,
renovation and modernization of the state public housing stock, received a $34 million increase
in bond cap to $90 million, as well as $22 million of private activity bond (PAB) volume cap. 3t
In FY2009, $104 million of the spending cap will be allocated to public housing.132

These funds have been directed toward a comprehensive effort to clear up a large backlog of

deferredmEDOUI OEOET wEUwWUT 1 wUUEUI ZUWExxUORPOEUI Oa wk Yjoy
The backlog resulted from substantial underfunding of the public housing modernization

program under previous administrations. At the May 2008 hearing, Undersecretary Broo ks
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occupancy and commenced more than 300 health and safety related projects as of this past year.
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remain unfit for habitation. 133

DHCD also undertoo k another initiative to address public housing needs by working with the

Massachusetts Housing Partnership to develop projects that use both private equity and state

130 Commonwealth of M assachusetts FiveYear Capital Investment Plan-FY20092013

131 Private activity bonds are tax-exempt bonds issued by a municipality or state to provide low -cost financing for

projects undertaken by private entities but which serve a public purpose. Federal law imposes limits, known as

2YOO0UOT WEEXxO? wOOwWUT 1 wEOOUOU WOI WUUET WEOOE UwUI-dadiitaisfeE 4 wET wbUUPI E
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amount. Massachusetts law authorizes A&F to allocate volume cap to non-charitable purpose projects by
independent public entities including the Massachusetts Educational Financing Authority, the Massachusetts
Housing Finance Agency and the Massachusetts DevelopmentFinance Agency.

132 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013, page 58

133 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013, page 55
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bond money. This program will assist development of private affordable housing on housing
authority land.

Private housing development

development of privately -owned affordable housing units. The two principal programs
providing financing for private housi ng development are the Housing Stabilization Fund (HSF)
and the Housing Innovations Fund (HIF). In addition, the Community Based Housing (CBH)
and Facilities Consolidation Fund (FCF) provide funding to develop housing for the disabled,
mentally ill and me ntally retarded. The Home Maodification Program assists the physically
disabled with home improvements designed to allow them to remain in their homes and avoid
more costly institutional settings.

In carrying out private housing development programs, the a dministration has focused on

addressing and preventing homelessness. A substantial portion of HIF has been directed to
?DOOOYEUDYI WEOEWEOUI UOEUDYI 2 wlOil U1 OEVUwWOI wEEEUI U(
development of single unit occupancy housing for homel ess individuals, very low -income set

asides for housing production targeting homeless families and supportive and accessible

housing for seniors and the disabled.

The CBH program is designed to provide housing for disabled individuals, which will allow
them to live in the least restrictive setting possible. These housing units are integrated into
rental housing developments across the state.

The FCF program provides community -based housing for clients of the Department of Mental

Health (DMH) and the Depart ment of Mental Retardation (DMR). 3¢ The need for FCF funds is

expected to increase as DMR and DMH seek to close institutions and comply with court orders

Ul gUPUDOT wUT T Ul wel xEUUOI OUUwUOwxUOYPET wUT 1 w? Ol H
their clients.

The FY2009 capital spending plan provides $94 million for the various private affordable

housing development program s.135

Neighborhood stabilization

For the past two years, DHCD has employed' 2 %wO OOl a wi OUwUT 1 wEEODODUUE

stabilizatio n program, which is designed to mitigate the impact of home foreclosures. In several
cities, HSF funds have been used to purchase and renovate foreclosed and vacant two and three
family properties and keep them as long term affordable rental units. In vi ew of the current
worsening of the housing market and the increase in foreclosures, this program should become
even more important in stemming the decline of the poorer city neighborhoods.

Undersecretary Brooks said that the HSF program is an important means of producing
affordable new workforce housing, including both rental and ownership housing. She cited the

134|n accordance with Section 9 of Chapter 182 of the Acts of 2008the Department of Mental Retardation will be
known as the Department of Developmental Services effective July 1, 2009.
135 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013, page 58
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need to create more affordable housing for workers in order to attract new employers to

Massachusetts.

Affordable housing preservation
The Capital ( Ox UOYI1T O OUUw/ Ul Ul UYEUDPOOWHUOE wp" (/ %AwbEUQI U
UUI 2 uxUOEOI OwbkT 1 Ul wei il OUEEEOI wi OUUDPOT wbUWEUwUDPYOw
where an owner of a property with an affordability restriction pre -pays the mortgage and
returns the property to market rates. The other situation occurs where a property owner

I 31T UEDUI UWEwW21 EUPOOWWWEOOUUEEUW? Ox UwbUU» wuxudYDUYDO
to use CIPF funds to preserve affordable housing, the Patrick Administration has resumed the
x UOT UEOB ww4 OET UUT EUI UEUaw! UOOOUwWOOUT EwUT EQOwOT T W?p
PEUwWOOUwWI UOOawWwUOET UUUOOEwWEaAwWUT T wxUPOUw EOPOPUUYEU
Administration would continue funding for affordable h  ousing preservation. The 2008
Housing Bond Bill included new funding of $100 million for CIPF, which will provide five years
worth of money for affordable housing preservation. 136

Community Development

The Community Development Action Grant (CDAG) program p rovides grant money for
municipal redevelopment and infrastructure improvements. These are publicly -owned or
managed projects that will have a significant positive effect on economic conditions in a city or
town. Such projects are designed to leverage pivate investment and retain long -term
employment. DHCD is targeting CDAG funds to develop municipal infrastructure related to
workforce housing and mixed -use developments in 40R Smart Growth Districts.37

New bond authorizations

A new Housing Bond Bill , chapter 119 of the acts of 2008, was enacted this past August and
provided $1.275 billion in new bond authorizations for affordable housing programs. For detail
of the programs and amounts funded in the bond bill, see Appendix F to this report.

136 Acts of 2008, chapter 119, section 2, item 7080037
137 See, Mass. Gen. Laws, chapter 40R
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COMMUNITY IN VESTMENTS

categorized by functional investment categories instead of by agency. The capital plan now
DOEOUEI UWEWEEUI T OUawOOOP OwE U woverevariend wagraresO Y1 U U G
providing grants or loans to municipalities. This category subsumes a number of programs that

were formerly included within the separate bond cap of various other state agencies such as
transportation and environmental affairs. These programs are further discussed below in this

section.

Five-Year Capital Spending Plan

The FY20092013 capital spending plan provides for a total of $1.24 billion of bond -funded
spending on a variety of community investment programs. The FY2009 bond cap for these
programs is $254 million compared to $258 million in FY2008.

The following are some of the major programs and projects funded under the community
development investments category in FY2009.

e Grants to cities and towns for local road and brid ge projects, commonly known as the
P"TExUl UwNYw/ UOT UEODG »
e The Public Works Economic Development Program and Small Town Road Assistance

Program, which provide funding to cities and towns for local transportation
infrastructure projects.

¢ Loans and grants to dties and towns for drinking water and waste water infrastructure
and treatment projects. This program is administered by the Massachusetts Water
Pollution Abatement Trust and leverages four federal matching dollars for every state
dollar invested.

e Library construction grants to municipalities. This program is administered by the
Board of Library Commissioners and is discussed in greater detail on page 44of this
report.

¢ Grants to municipalities to assist in the acquisition and development of park and
recreation facilities and acquisition of conservation land.

¢ Community Development Action Grants, which assist cities and towns with the
development of infrastructure to support the creation of jobs and affordable housing.

In administering community investment grant programs, the administration has retained some
EUxT EUUwWOT wUOT 1T wxUPOUWEEOPOPUUUEUDOOZzUw" OOOOGOPI H
process?is®

138 Commonwealth of Massachusetts Five-Year Capital Investment Plan-FY20092013, pages 3432
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MASSACHUSETTS SCHOOL BUILDING AUTHORITY

Katherine Craven, Executive Director of the Massachusetts School Buitling Authority, testified
on behalf of the Authority at both the May 2007 and May 2008 capital expenditure oversight
hearings. She noted that the Authority was a major provider of local aid to cities and towns in
the Commonwealth, along with such other pr ograms as the Chapter 90 and Chapter 70 grant
programs.

The Authority was established as an independent authority by statute 13°in 2004 to address
provided initial fun ding to the Authority of $1 billion in general obligation bond funding 4°as
well as $150 million4tfrom the General Fund.

The school building program, prior to the establishment of the authority, had 428 projects on a
waiting list with no certain date for re imbursement. Districts with approved projects
commonly experienced waits of 10 to 15 years before receiving the first reimbursement
payment. The total cost of the waiting list projects was $5.5 billion but there was no dedicated
revenue source to meet these costs. There were $11 billion in state obligations for 1,156 local
school projects but no specific funds allocated to meet these obligations. On top of the fiscal
problems presented, the state was faced with an audit backlog of more than 800 projects As a
result, the state did not know what amounts it actually owed to communities.

Funding and disbursements

Since the Authority was established, it has fully reimbursed 280 of the waiting list projects;
other projects have received an initial payment. As of May 2008, the Authority had paid $3.8
billion for waiting list projects and had developed a funding solution for the remaining balance
owed for such projects. Since its creation, the Authority has disbursed a total of $5.8 billion,
including the fun ds for waiting list projects, annual payments due on old projects that had been
receiving grants in 2000 and prior years, and new projects funded since the expiration of the
school building grant moratorium. 142

The funding sources used to pay for all of these projects and obligations include the $4 billion of

sales tax bonds issued by the Authority, $1 billion in general obligation commonwealth bonds,

$150 million transferred from the General Fund when the Authority was established, annual

receipts fromthe AUUT OUPUaz UwUT EUIl wOil wUEOT UwUERwWUIT YI OUI U
Fund to achieve the guaranteed minimum amounts established by statute in 2004 143

The Authority issued $2.5 billion of sales tax bonds in July 2005 and another $1.5 billion in

March 2007. These are special obligation bonds that will be repaid with the proceeds of a

portion of state sales tax collections paid to the Authority under the 2004 legislation. By 2011,

139 Acts of 2004, chapter 208. This legislation amended chapter 70B of the Massachusetts General Laws governing the
school building assistance program.

140 Acts of 2004, chapter 201, section 1

141 Acts of 2004, chapter 210, section 5. This money has been set aside for a program of loans to school districts. Most
of this money has been obligated for wait list projects and, therefore, will not be used to fund new projects.

142The moratorium expired on July 1, 2007.

143 Acts of 2004, chapter 210, section 4
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the Authority will receive a full 20% of the state sales tax; sales taxpayments to the Authority
are being phased in over a 6 year period beginning in FY2006 until FY2011, when the full penny
of the sales tax will be paid to the Authority. 144 Through FY2009, the Authority is guaranteed an
annual statutory minimum dollar amount . In FY2009, the minimum is $702,300,008%

In FY2008, the state was required to make a payment of $47 million to the Authority from the
General Fund in order to meet the statutory minimum that year of $634,700,000. An even larger
payment from the general fund, estimated at about $80 million is expected to be required in
FY2009 due to further declines in sales tax collections. In each year since the Authority was
established, such payments have been required in order to meet the statutory minimum

funding.

Beginning in FY2010, the Authority will rely solely on its share of the sales tax (95% of the

penny in that year and 100% of the penny in FY2011). In addition, sales tax revenues have been
declining for the past year4and now show a negative growth rate of 2% compared with the
assumed historical annual growth rate of +4.5%. Sales tax collections may decline even further.
In addition, the Authority will be burdened with annual payments on old projects through

2023; the Authority will pay $355 million for such projects this fiscal year. For this reason, a

E1 EOPOI wbOwUI 1T w U0OI OUPUazUwUI YI OUI UWEOEWEUETIT UWbU
back new grants.
Audit program

The Authority has made substantial progress in clearing the audit backl og. The Authority
completed more than 700 project audits and had begun nearly all of the remaining audits. The
Authority calculates that the audits have resulted in savings of $700 million for taxpayers and
$2 billion of avoided local interest costs.'#” Audits revealed that the state had been overpaying
interest reimbursements due to inflated local estimates of interest costs. In some cases, the
audits also uncovered payments for items that were not in the building plan, ancillary items,
excess interest ad infrastructure that was only partly used for the school.

Wait list projects

The Authority has substantially cleared the $5.5 billion of wait list projects it was faced with
when it was formed in 2004.148 Only a few projects from the wait list have not ye t been funded;
these are projects that have been delayed for various other reasons.

The Authority is still making payments on wait list projects and must complete payments for
them by next year.

144 Acts of 2004, chapter 210, section 4

145 |d

146 According to the Joint Committee on Revenue.

147These are the costs incurred by loal districts for borrowing in advance of state reimbursements.

148 The wait list is defined in section 45 of chapter 208 of the acts of 2004. In general, the wait list consists of projects
approved on or before June 30, 2004.
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New project applications

When the moratorium on new project funding expired on July 1, 2007, the Authority began
reviewing and evaluating new project requests. Requests for SBA grants are made by districts

EaAawUUEOPUUDPOT WEwW?RUUEUT O OUwWOI wbOUT UT UUB2 wndUwws]l Y

interest (SOI) from 163 school districts. The Authority selected 163 priority projects, one from
each district that applied. The Authority is further categorizing these projects. Since many of
these projects are still being reviewed, the Authority does not yet have a total dollar amount for
the projects approved from the 2007 SOI submissions.

For FY2009, the Authority established a deadline of November 15, 2008 for submitting SOls.
School districts submitted 47 new SOls, that is, SOls for projects that had not been peviously
UUEOPUUI Edww( OWEEEPUDPOOOwWUT T w UUI OUPUawUIl EI BPYI B
projects that districts had submitted the prior year but which were not approved for funding at
that time.

The Authority is constrained by a $500 million an nual limit on grants. Under the old program,
the state had no annual budget limit for project grant approvals. Another difference is the

UOT OUPUazUwWEOOUT wbOYOOYI O1 OUwPhbOwUT T wUT YPI PwEODE
cost decisions. Formerly, local communities developed the project scope with little or no state
involvement resulting in such problems as overbuilt schools with excess capacity and
communities that were unable to meet the operational costs of a new building. In addition,
under the old program, the state was unable to independently evaluate the need for new
projects based on any benchmarks. The Authority has now completed the first needs survey
and is following up with more comprehensive and thorough facilities assessments. Fin ally, the
Authority is now verifying enroliment numbers for districts; under the former program, locally
derived enrollment estimates were significantly overstated.

For new projects, the Authority has initiated a procedure that funds projects through a ser ies of
progress payments. This approach eliminates the need for local borrowing and ensures that the
work is being done properly.

Capital maintenance

In order to ensure that, once a school building is constructed or renovated under the program,
the local school districts are able to properly maintain the facilit y, the Authority pays 1% of the
school building grant into a local maintenance trust.

Bond ratings

(OQwl YYAOwWUT T w UUT OUPUaAazUwWwUOEI UOCaAaDPOT WEOOEWUEUDOI
Other rating agencies, however, have not so far followed suit. The Fitch rating is AA and the

S&P rating is AA2.
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Chapter T hree

Massachusetts Taxpayers Foundation
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MASSACHUSETTS TAXPAYERS FOUNDATION

The Massachusetts Taxpayers Foundation (MTF) was founded in 1932 as a private public policy
organization. MTF analyzes and assesses state and municipal fiscal, tax, and economic
policies.**® The organization is governed by five officers and a Board of Trustees.

2007Capital Hearing Testimony

MTF President Michael WiE O1 UwU]l UUDPI Pl EWEUwWUT 1T w! OOEDPOT w" 606O6DHIUU]

expenditure hearings in 2007 and 2008. At the 2007 hearing, Mr. Widmer discussed some of the
fiscal challenges that the Commonwealth faces. He first focused on what he described as the
?DOEUVEEBEBOOWU WOl wOl 1 PUPOEUI WEEXDPUEOwWwxUONI EQUwDOY
to the report of the Transportation Finance Commission (of which he was a member), Mr.
Widmer said that the $19 billion estimate is the amount of money needed just to maintain, not

conservative.

, UBwW6 PEOI UwUlI EOOOI OEI EwbOEUI EUDPOT wUiT 1T w"o6660606PI1 HO
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an increase to $1.5 billion (the cap was then $1.25 billion) would be reasonable. While a $250

1y

million increase wouldbe ? UDT OPiI PEEOUO2> wi Il WUEPEwWUT EUwPUwWwP OUOE w(

capital needs.

Mr. Widmer testified that the state needed additional sources of revenue for transportation

needs. In the near term, he said that the state needed to increase the gas tax-or the longer

term, he argued that the state needed to develop and implement a tolling system for its

I DT T PEaAUSww, U w6 PEOI UWUEPEWUT ECwUOOOUWEUT w? 0T 1
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Because of the lack of adequate maintenance funding for many state assets such as state
buildings, Mr. Widmer said that such assets do not achieve their optimal useful life. Finding
sources of revenue for maintenance of state assets is dif€ult because maintenance needs
compete for funding with new projects. For this reason, the state needs to identify a reliable
and steady source of maintenance money. Mr. Widmer contended that it is impossible to fund
maintenance from the operating budget in a consistent manner.

The second major subject that Mr. Widmer discussed at the 2007 hearing was the need for

greater transparency in the capital budgeting process. The RomneyA dministration had

abandoned the five-year capital planning process that had been consistently maintained since

1990 under prior administrations. Mr. Widmer commented that the Romney Administration

POUUI EEwi EEwWw?DbOYDUPEOGawEI EPEI Ewl OpwUOwWUxI OEwUT |
develop a project plan for FY2008 with at least the major investment categories for FY20092012.

149 Masstaxpayers.org
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2008 Capital Hearing Testimony

By the time of the May 2008 capital expenditure hearings, the Patrick Administration had

reinstituted a five -year capital spending plan, which was published in Augus t 2007. Mr.

Widmer said that the five -year plan brought a discipline to capital budgeting and spending that

was previously lacking. He indicated that the use of the debt affordability analysis for the plan,

which established an annual debt service ceilinl wOl wWd wdi WEUET 1 Ul EwUl YI O L.JJ
ExxUOEET 62 ww' | WUEDPEwUT | -undédspendind: & tHeOpEndiig bon@hIIE wU T |
provided that the state adheres to the capital plan.

Discussing the increase in the administrative bond cap, Mr. Widmer pointed out that the ability

to increase the amount of bond-funded spending assumes annual revenue growth of 3% but

that this assumption might not hold up in the event of an economic downturn. Subsequent

I YI O0UwWl EYT wEOUOT wodU U whisUdyand BHe éfiedd of tawchrient @& <ionud O
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curtailment of the long term capital program. In revising its debt affordability analysis and
capital plan for FY20092013, the administration has reduced its revenue growth assumptions
for FY2009 and FY2010 to zero percent.

Recent MTF Comments
11 E1 OUGaow, UBwePEOI UwUxOOI wEEOUUwWUT 1 wEgdbPOPUUUH
context of the current economic climate. He said the administration should refrain from

increasing the bond cap from its current level of $1.5 billion to $1.625 billion because the

anticipated percentage of revenue growth was overestimated. Mr. Widmer expected that
amount of capital funding for the bridge repair program would need to be reduced. 150

MTF Testimony regarding bridge program
At a Bonding Committee hearing on the Structurally Deficient Bridge Bond Bill, Mr. Widmer

x UOE O1 00?2 wl tithe Btatd willindeduigw rEvenues such as user fees and additional gas
taxes, especially since the federal government is reducing its funding of state transportation
projects.

Mr. Widmer said that not acting to address the bridge problem would be more exp ensive
because of further infrastructure dilapidation and rising construction costs. He said that the
EUDET T wxUOT UEOOwWT OP1 YT UOWEOTI UwOOUWEOOUIT wlT 1 wOUE
of grant anticipation notes (GANS) to fund the program will mean that there will be less money
for other projects. Currently, one -third of federal highway grants, about $175 million, go to
repay outstanding GANs. Similarly, the $1.9 billion of gas tax bonds to be issued for the bridge
program are backed by revenues that the state already receives and uses. Mr. Widmer
guestioned how, since the gas tax bonds do not represent new money, the statewill issue the

wE
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bonds within the existing bond cap. Like the use of GANs to finance the bridge program, the
issuance ofthe gas tax bonds will have consequences for the rest of the transportation program
in the out years.

Mr. Widmer expressed the view that the Massachusetts Highway Department (MHD) does not
currently have the capacity to manage the bridge repair program and that the Department of
Conservation and Recreation (DCR) has even less capacity to handle such a largendertaking .
He said that such capacity will have to be developed to successfully implement, manage and
complete the deficient bridge repair program.

Another problem with the bridge program cited by Mr. Widmer was the lack of a clear
management plan as part of the bridge program. This concern has been addressed by the
inclusion in the bridge program legislation of several project management and reportin g
requirements. The council is required to submit a bridge preservation and repair plan for
calendar years 2009 through 20125* By the end of October 2011, the council must file a report
documenting compliance with requirements regarding on-time and on-budget completion. 152
The legislation also requires the council to implement internal project controls and to submit
periodic reports detailing such controls. 153 Finally, the council must submit bi -annual reports on
the progress and all expenditures related to bridge projects under the program. 154

Concluding his comments about the bridge program, Mr. Widmer noted that many of the

Ei i PEPI OEPI UwbPOwUi | wUUEUI ZUWEUDET I UwUl UUOUI Ewi YC

Central Artery and Tunnel project. He sai d that the bridge program would similarly shift funds
for other road maintenance needs to bridge repairs. Mr. Widmer posed the question of what

EOOUI gUI OET UwUT 1 wEEEIT Ol UEUI EWEUDPET T wxUOT UEOwPOU
system.

151 Acts of 2008, chapter 233, section 19. This plan has been completed and submitted in accordance with the statute.
152 |d

153|d., section 17

154]d., section 16, the first such report was submitted in early January 2009.

65

OE



Chapter Four

Committee Recommendations
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RECOMMENDATIONS

As discussed in the introduction and overview Chapter One of this report, the administration
adopted and implemented in whole or in part most of the recommendations contained in the
"O0OPUUI 1 z UlReloy.t Dwe t&fiddalEand other constraints, it has not been feasible to
implement the samerecommendations.

Among those recommendations that the administration has implemented are the development
of a comprehensive and detailed five year capital spending plan, including all capital spending
and borrowing, indirect and contract assistance obligations in the capital spending plan,
increasing the administrative bond cap, employing the most cost effective and prudent
borrowing methods, committing more capit al funds to current and deferred maintenance, de-

EU0UT OUPabOl wOOEI UwEOEwWUOUUI EwEExPUEOQwUx1 OEDPOT wHC

commitment to open space preservation.

recommendations but has not been able to complete or continue the process. The Committee
has recommended using operating surpluses when available for capital projects and programs.
In 2007, the administration and the Treasurer applied $40 million of ope rating funds to defease

I DT T1 UwbOUI Ul UOwWUEUT wEOOEUS ww! 1 EEVUIT wOi wOi T wEl (i

situation, however, there is no surplus to continue this program in the foreseeable future.

The administration also attempt ed to move operating costs off of the capital budget. The
&OYT UOOUZzZUwxUOxOUI Ew%ns| YYWWEUETT OwbOEOUET Ew3 k Y u
those of MassHighway, from the capital to the operating budget. This money, however, was
not included in the enacted budget. Another action by the administration is the inclusion of
$250 million in the General Government Capital Needs Bond Bill for general equipment
purchases that have been made from operating budgets in the past. This would offset and
allow a like amoun t of personnel costs to be moved back to the operating budget. Again,
EIl EEUUI wOl wOT 1 wUUEUT ZUWEUETT OwUDPUUEUDPOOOWDPUWOE 3
from bond funded accounts to the operating budget. In addition to these steps, there arerecent
statutory mandates to return personnel to the operating budget. The FY2009 budget includes a
provision requiring the administration to move up to 652 employees to the operating budget by
the end of 2012 and the second Transportation BondBill requires the Secretary of
Transportation to submit a detailed timeline and funding schedule for the transfer of
MassHighway employees to the operating budget. These provisions and the current status of

in Chapter One.

The Committee recommended enactment of legislation to reform the state surplus land
disposition laws. The administration agreed that the surplus land disposition procedure
needed to be amended and fied proposed legislation reflecting its view on how the process
should be changed. This bill and a number of other bills to amend the surplus land disposition
statutes, however, did not advance in the Legislature this past session.
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The following recommend ations include those that the administration was unable to partly or
fully implement during this past legislative session. The Committee believes, however, that the
state should continue efforts to achieve the goals set forth in these recommendations.

Cortinue to implement and employ capital spending and planning procedures already commenced

The Committee is pleased with the actions the administration has taken to develop a detailed
and transparent five -year capital plan that includes most state borrowing and spending, the use
of the most cost effective borrowing methods (including the refinancing of indirect and contract
assistance debt obligations that had been kept outside of the borrowing limit), an emphasis on
addressing the deferred maintenance problem, the de-authorization of $ 271 million of unused
capital accounts and the increase of funding in the capital plan for open space protection. The
Committee recommends continued efforts along these lines.

Use operating funds when available for capitalgetg and programs

In the current fiscal climate, the state does not have operating funds available for capital
purposes and thus cannot continue with this approach for the foreseeable future. When
economic conditions permit, however, the state should make some surplus funds available to

Eliminate operating costs from the capital budget

Although the administration has made some efforts to remove personnel costs from the capital
budget, the objective of reducing the number of personnel paid from the capital budget has not
yet been achieved. Economic and fiscal conditions may preclude any progress toward this goal
for some time but, when feasible, the state should take steps to move personnel back tahe
operating budget. Doing so will free up about $250 million of the capital budget now spent on
personnel and make it available for true capital investment. This approach will also eliminate
the substantial additional debt service expense, (about 60 cats on every dollar assuming a 20
year bond term) that the state incurs by capitalizing personnel and other administrative costs.

Amend statutory provisions governing the disposition of state surplus land

The current statutory procedures governing state surplus land dispositions should be amended.
A number of bills to amend the statute were filed during the past two legislative sessions. In
2006, the House and Senate did not reconcile differences between their respective versions of
surplus land bills by the end of the session. Although a number of similar bills were filed
during this past session, including by this Committee and the Governor, the surplus land
legislation has not moved forward. The effort to revamp the surplus land statute should be
continued in order to provide for a more expeditious and efficient procedure that, at the same
time, preserves legislative and local input and control.
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APPENDIX A
Explanation of Terms

There are a number of terms, concepts and procedures related to state borrowing that may be
unfamili ar to many of those who may read this report. For this reason, the following seek to
define and explain these in a readily understandable way.

What is a bond?

A bond is a security that a government or corporation issues as a way to borrow money. The

bond represents a debt owed by the bond issuer to the purchaser of the bond and the

obligation to repay the debt. The state issues bonds through an underwriter who will sell the

bonds to investors. Investors buy the bonds and the purchase money goes to the s tate, which
then uses the money for authorized capital projects. The state or other issuer must repay the
purchasers the principal (the face amount of the bond) by the maturity date of the bond. The

issuer also must make interest payments to bondholders, generally twice each year.

What is the difference between a o0general obligation b

(also known as a Orevenue bondo6?

A general obligation bond is backed by the ofull faifjth

all of the revenues and assets of the state are available for repayment. General obligation

bonds are repaid by debt service appropriations from the General Fund. Each budget contains

a line item appropriating the amount of the debt service due in that fiscal year. Inthe FY2009
budget, the general obligation debt service appropriation is $1.8 billion.

A special obligation bond (SOB), also known as a revenue bond, is backed by and repaid from
specific revenue source. It is not backed by the full faith and cre dit of the state and is not paid
from general revenues. An example of revenue bonds are those issued to pay for the

construction of the Boston Convention and Exhibition Center. These bonds are paid solely from
special revenues, including additional touri sm-related hotel, sales and meals taxes and
surcharges on car rentals and tour tickets. These special surtaxes and surcharges are deposited

to a separate fund, which is then used to pay the principal and interest on the bonds.

What is a note?

A note diffe rs from a bond in that it is generally issued for a shorter term than a bond. One kind
of note is a Obond anticipation noted (BAN).
bonds are sold. BANs will typically be issued for a one year term but may be renewed for
additional one year terms. Once the state is ready to issue the bonds, the BANs will be paid off
from the proceeds of the bond sale.

What is a grant anticipation note?

Anot her type of note is a o0grant a n firstissuad boffinamce

BANs

not eod

the Central Artery and Third Harbor Tunnel project,

were needed to bridge the funding gap between immediate construction cost needs and

future federal highway reimbursements. During certain ye ars of the project, those costs
exceeded the rate at which federal grants were being received. Thus, the GANs were issued in
anticipation of future federal highway grants. The state will be issuing new GANSs to finance a
portion of the accelerated structu rally-deficient bridge program.

GANSs differ from other notes in that they are longer term than typical notes. In addition, the

GANSs are secured by a pledge of future federal highway reimbursements. Thus, once federal
grants are received, the funds go int 0 a grant anticipation note trust fund and are used first to
pay debt service on GANs. Currently, about $175 million or one -third of federal highway grants
are used to pay debt service on GANSs.
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What is debt service?

The term o0debt s er wadpayments @ barowsngstingcludingstpte bonds and

notes. Debt service consists of repayments of the principal amount of the bonds plus accrued

interest.
What is a bond rating?

Certain companies, such as Moodyds | nwemmentsand
companies that issue bonds. The ratings are an assessment of the creditworthiness of bond
issuers, much like the creditworthiness of individuals is rated in credit reports. The ratings tell an

investor, using a | etteAAOMubrebierg dtehseé ghneastti ornat(ionAg f or

the issuer will be able to pay the principal and interest on its bonds in full and on time. Other
maj or companies that rate government debt ar

What is the administrati ve bond cap?

The administrative bond cap is the limit on the amount of money that may be spent annually
from bond funds. The bond cap was first instituted in 1991. The limit is not provided for by statute

but is established by the Executive Office for Ad ministration and Finance. The Executive branch

has increased the bond cap from time to time over the years. In 2007, the Patrick administration
increased the bond cap for fiscal year 2008 from $1.25 billion to $1.5 billion. The administration
increased the bond cap again for FY2009 and has scheduled additional increases for several
subsequent years.

The overall capital spending limit in some cases is higher than the bond -funded spending cap.
Some investment categories, particularly transportation, recei ve money for capital projects from

third party sources. For transportation, the state receives large federal highway reimbursements
annually, which are included in the transportation spending cap.

What is the capital spending plan?

The capital spending pl an is a budget established by the Executive Branch that specifies how
bond funds and other money for capital projects will be spent during a particular time period.

The administration annually develops and publishes a five -year capital spending plan that shows
how much money will be allocated to the various capital investment categories in each year.

The spending plan divides up the amount of money in the annual bond or capital spending

cap. Under the plans published by the Patrick administration in 2007 and 2008, the first year of

the plan shows the amount that will be spent for each specific project in the plan. For the
remaining four years, the plan shows the planned allocations only by capital investment
category.

The capital budget, as set forthin  the capital spending plan, differs from the operating budget
in that it is paid for by borrowing money through the issuance of bonds. The operating budget,
of cour se, is funded by the stateds gener al
projec ts, such as roads and buildings that have sufficiently long useful life to justify paying for
them over a period of years.

How are bonds authorized?

Bonds and other kinds of debt obligations must be authorized by legislation. Bond bills include a
section or sections that authorize the state treasurer to issue and sell bonds. These sections are
known as Obond authorizations. 6

What is a bond authorization?

A bond authorization is a section in a bond bill that authorizes the state treasurer, at the request
of the Governor, to issue and sell bonds of the Commonwealth. The authorization specified the
kind of bond, e.g. whether general or special obligation, the total amount of bonds authorized

Service,

e Standdg

revenuegy.
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and the maximum term of the bonds. The authorization states that t he Governor shall
recommend the term of the bonds as required under Article 62 of the amendments to the state
constitution.

What is a capital spending authorization?

Capital spending authorizations are the particular spending items authorized in bond bill s and
funded from the bonds authorized in the corresponding bond authorization section. Capital

spending authorizations are somewhat like appropriations in the budget but are for specific

capital projects or programs and are funded from bond proceeds.

For how long is a capital spending authorization valid?

State law provides that a capital spending authorization is valid for a period of five years. Unless
the authorization is extended by legislation, it will expire and can no longer be used. Each year,
the state enacts legislation to extend the term of unused capital spending authorizations that

are due to expire but are still needed.

What is authorized and unissued debt?

This refers to bond -funded spending authorizations that have not been used. Once bo nd -
funded accounts are authorized, money can be spent from these accounts at any time until the
account expires or is de -authorized. The part of a bond -funded authorization that has not been

spent at any given time is referdr.edd tToh ea sstdaa uet hcoormpzt e

regular, periodic reports on the amount of unused bond authorizations.
Are there any legal limits on the amount of money the state can borrow?

Yes. While the administrative bond cap is not required or set by law, there a re also statutory
limits on the amount of debt the state can have any one time and the percentage of the

budget that may be used for debt service payments. Mass. Gen. Laws, chapter 29, section 60A
establishes a limit on the total amount of direct debt the state may have outstanding at one
time. The statute established an initial limit in 1989 and provides for an annual 5% increase in the
amount of the limit. Thus, debt outstanding for a fiscal year cannot exceed 105% of the amount

of debt outstanding dur  ing the previous fiscal year. As mentioned, the limit applies only to direct
debtofthe C ommonweal th and, therefore, doesndt cover
assistance (state payments to a separate entity to pay debt service on bonds issued b y that

entity). Refunding bonds, which are used to refinance existing higher interest bonds, are also
excluded from the debt limit.

Mass. Gen. Laws, chapter 29, section 60B limits annual debt service payments for general
obligation bonds to 10% of total b udgetary appropriations. Because this limit applies only to
general obligation bonds, debt service on other kinds of debt, such as special obligation bonds,
is not included.
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APPENDIX B

Bond Cap -Funded Five -Year Capital Investment Plan for FY2009

-2013 By Category

Category FY2009 FY2010 FY2011 FY2012 FY2013 5-Year Total %
Community 0
Inv. Program $253,971,000 $243,968,000 $248,417,000 $248,406,000 $242,743,000 $1,237,505,000 13.88%
Corrections $26,948,000 $22,244,000 $30,744,000 $39,587,000 $51,602,000 $171,125,000 1.92%
Courts $129,075,000 $131,600,000 $50,800,000 $39,550,000 $65,100,000 $416,125,000 4.67%
Energy and

; $122,814,000 $113,442,000 $118,414,000 $114,972,000 $108,920,000 $578,562,000 6.49%
Environment
Economic

$77,816,000 $83,464,000 $80,500,000 $87,000,000 $92,000,000 $420,780,000 4.72%

Development
Health and
Human $68,530,000 $81,920,000 $89,500,000 $84,700,000 $71,534,000 $396,184,000 4.44%
Services
:zjguhceartion $72,534,000 $116,185,000 $168,530,000 $173,003,000 $190,045,000 $720,297,000 8.08%
Information $87,047,000  $82,666,000  $82,726,000  $81,735000  $82,218,000  $416,392,000 4.67%
Technology
Public Safety $27,416,000 $27,636,000 $30,047,000 $28,647,000 $26,072,000 $139,818,000 1.57%
Housing $168,500,000 $166,000,000 $161,000,000 $161,000,000 $161,000,000 $817,500,000 9.17%
Transportation $608,508,000 $581,224,000 $621,340,000 $657,262,000 $721,652,000 $3,189,986,000 35.78%
State Office
Buildings and $84,119,000 $75,729,000 $80,581,000 $84,138,000 $87,115,000 $411,682,000 4.62%
Facilities
TOTAL $1,727,278,000 $1,726,078,000 $1,762,599,000 $1,800,000,000 $1,900,001,000 $8,915,956,000 100%

Source: Commonwealth of Massachusetts Five

-Year Capi tal Investment Plan -FY20092013, page 24.
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All-Source Funded Five -Year Capital

Investment Plan for FY2009 -2013 By Category

Category FY2009 FY2010 FY2011 FY2012 FY2013 5-Year Total %
Community
Inv. Program $253,971,000 $243,968,000 $248,417,000  $248,406,000 $242,743,000 $1,237,505,000 8.65%
Corrections $27,348,000 $25,244,000 $33,744,000 $39,587,000 $51,602,000 $177,525,000 1.24%
Courts $129,075,000 $131,600,000  $61,446,000 $48,227,000 $74,046,000 $444,394,000 3.10%
Economic

$84,816,000 $128,464,000  $165,500,000 $167,000,000 $167,000,000 $712,780,000 4.98%
Development
Energy and
h $125,014,000 $116,442,000 $118,614,000 $114,972,000 $108,920,000 $583,962,000 4.08%
Environment
Health and
Human $68,530,000 $81,920,000 $89,500,000 $84,700,000 $71,534,000 $396,184,000 2.77%
Services
Higher Ed $81,634,000 $120,985,000 $174,530,000  $179,003,000  $190,045,000 $746,197,000 5.21%
Housing $193,000,000 $166,000,000 $161,000,000 $161,000,000 $161,000,000 $842,000,000 5.88%
Information

$111,887,000 $82,666,000 $82,726,000 $81,735,000 $82,218,000 $441,232,000 3.08%
Technology
Public Safety $42,566,000 $45,636,000 $39,547,000 $31,147,000 $26,072,000 $184,968,000 1.29%
State Office
Buildings & $84,119,000 $75,729,000 $80,581,000 $84,138,000 $87,115,000 $411,682,000 2.88%
Facilities
Transportation $1,259,083,000 $1,313,380,000 $1,589,347,000 $1,865,198,000 $2,106,886,000 $8,133,894,000 56.83%
TOTAL $2,461,043,000 $2,532,034,000 $2,844,952,000 $3,105,113,000 $3,369,181,000 $14,312,323,000 100.00%

Source: Commonwealth of Massachusetts Five

-Year Capital Investment Plan

-FY20092013, page 24.

All-Source Funded Five-Year Capital Investment Plan for
FY2009-2013 By Category

Community Inv.

Program
9%

Transportation
57%

Comrections
1%

Counts
3%

Economic Dev

Energy & Enviro.

4%

Healthand

Human Services

3%

Higher Ed
5%

Stote Office Buildings
& Facilities

3%

74




APPENDIX C

FY2009 Capital Investment By Category - All Sources
. FY2009 FY2009
Category (F:\;ZOOQ Bond Eggg&? Ezi;)og Third Accelerated Project Bond FY2009 Total
P Bridge Pgrm. Funded

Community 0
Inv. Program $253,971,000 $0 $0 $0 $0 $253,971,000 10.32%
Corrections $26,948,000 $0 $400,000 $0 $0 $27,348,000 1.11%
Courts $129,075,000 $0 $0 $0 $0 $129,075,000 5.24%
Energy and o
Environment $122,814,000 $1,700,000 $500,000 $0 $0 $125,014,000 5.08%
Economic o
Development $77,816,000 $0 $0 $0 $7,000,000 $84,816,000 3.45%
Health and
Human $68,530,000 $0 $0 $0 $0 $68,530,000 2.78%
Services
Higher $72,534,000 $0 $9,100,000  $0 $0 $81,634,000 3.32%
Education U ” T )
Information

0,
Technology $87,047,000 $24,791,000 $50,000 $0 $0 $111,887,000 4.55%
Public Safety $27,416,000 $0 $0 $0 $15,150,000 $42,566,000 1.73%
Housing $168,500,000 $0 $24,500,000 $0 $0 $193,000,000 7.84%
Transportation $608,508,000 $399,674,000 $86,000,000 $164,900,000 $0 $1,259,082,000 51.16%
State Office
Buildings & $84,119,000 $0 $0 $0 $0 $84,119,000 3.42%
Facilities
TOTAL $1,727,278,000 $426,165,000 $120,550,000 $164,900,000 $22,150,000 $2,461,042,000 100%

Source: Commonwealth of Massachusetts Five

-Year Capital Investment Plan

-FY20092013.
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Capital Investment FY2009 By Category - Bond Cap Funded
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APPENDIX D

FY2008 vs. FY2009 Bond Cap by Major Investment Category
(in thousands)

Category FY08 FY09 Difference % Change
Community Investment $257,900 $253,971 -$3,929 -1.52%
Corrections $15,600 $26,948 $11,348 72.74%
Courts $49,300 $129,075 $79,775 161.82%
Economic Devel opment $7,600 $77,816 $70,216 923.89%
Energy and Environment $143,400 $122,814 -$20,586 -14.36%
Health and Human Services $18,800 $68,530 $49,730 264.52%
Higher Education $29,700 $72,534 $42,834 144.22%
Housing $150,300 $168,500 $18,200 12.11%
Informa tion Technology $44,500 $87,047 $42,547 95.61%
Public Safety $29,700 27,416 -$2,284 -7.69%
State Office Buildings and $54,300 $84,119 $29,819 54.92%
Facilities
Transportation $518,500 $608,509 $90,009 17.36%
Total Capital Plan $1,319,600 $1,727,279 $407,679 30.89%

FY08 vs. FY09 Total Spending by Major Investment Category

(in thousands)

Category FY08 FY09 Difference % Change
Community Investment $257,900 $253,971 -$3,929 -1.52%
Corrections $15,600 $27,348 $11,748 75.31%
Courts $49,300 $129,075 $79,775 161.82%
Economic Development $7,600 $84,816 $77,216 1016.00%
Energy and Environment $143,400 $125,014 -$18,386 -12.82%
Health and Human Services $18,800 $68,530 $49,730 264.52%
Higher Education $29,700 $81,634 $51,934 174.86%
Housing $165,800 $193,000 $27,200 16.41%
Information Technology $64,700 $111,887 $47,187 72.93%
Public Safety $29,700 $42,566 $12,866 43.32%
State Office Buildings and $54,300 $84,119 $29,819 54.92%
Facilities

Transportation $945,600 $1,259,082  $313,482 33.15%
Total Capi tal Plan $1,782,400 $2,461,042  $678,642 38.07%

Source: Commonwealth of Massachusetts Five

-Year Capital Investment Plan -FY20092013, pages 26-27.
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