
      

Joint Apµropriations Committee 

86ih Legislative Session - 2011 

Committee: Joint Appropriations 

Roll Call 
p Sutton 
p Haverly 
p Heineman 
p Novstrup (Al) 
p Peters 
p Putnam 
p Rampelberg 
p Denne1t 
p Wismer 
p Juhnke 
p Bolin 
p Romkema 
p Dryden 
p White 
p Tidemat111 
p Carson 
p Brown, Vice-Chair 
p Wink, Chair 

OTHERS PRESENT: Se,e Original ilvlinutes 

The meeting was c.alled to order by Represent.ative Dean Wink. 

Depatiment of Transportation 

01 /20/20 11 

Thursday, Januaty 20, 20 11 

P - Present 
E -Excused 
A-Absent 

Darin Berquist, Secretaiy of Transport.ation along with Kellie Beck, Director of Finance and 
Tracy Shangreaux, Budget Analyst appeared before the Committee to present the department 
budget re.quest. 

Se.cretaty Berquist told the Committee the department is funded with federal funds (65.5 %), 
Other funds (34.4%) and General funds (0.1 %). State highway funds are made up of motor fuel 
tax, motor vehicle excise tax and miscellaneous. 1fotor fuel t.ax accounts for 60% of the State 
highway fund. In FYl O re.ceipts were up 4.8% from FY09 and to date receipts are 3.3% ahe.ad of 
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FYl O. Motor vehicle excise tax accounts for 30% of the fund revenues. In FYlO receipts were 
up 1.4% from FY09, and to date receipts are 5.9% ahead ofFYlO. The 1vliscellaneous category 
accounts for 10% of tl1e fund. This categoty includes sign and permit fees, sale of equipment, 
sale of real prope1ty and project reimbursement. Overall state highway fi.md revenues in FYlO 
were 25% higher than FY09, to date revenues are 4. 8% ahead of FYI 0. The department re.ceives 
other revenues including tax on aviation gas and jet fuel and aircraft. registration amounting to 
$1.5-1.8 million per year, and revenue from leases and pennits on the state owned rail line and 
interest on the railroad fund balance. 

Se.cretary Berquist said Federal funds make up tv,.ro-thirds of the department's funding with most 
of it c-0ming from Federal Highway funds. South Dakota is a donee state which means we get 
back $2.00 for eve1y $1 .00 of federal fuel tax collected; whether that will continue in the future is 
yet to be determined. Federal highway funds are vitally important in order to take care of the 
state highway system. The federal funds can only be used for highway construction. The 
department's highway construction program is e-0mprised of federal highway funds plus the 
re-quired state match. 

Se.cretaiy Berquist said there are two other areas \ovhe.re federal highway funds can be use<l and 
they include enhancement funds and state planning and research funds. Enhancement funds can 
not be used for new highway construction, but rather for the constmction of bike paths, scenic 
easements, etc. 

The department does share ilieir allotted fe<leral highway funds with counties and the16 large.st 
cities, and the state pays the required match for local government entities. Representative \Vink 
asked how the distribution to local governments was made. Secretary Berquist said prior to 1992 
there was a Secondaiy Roads Program, within the Federal Highway Program, that designated 
funds to go to the local governments. That program was subsequently remo ·ed; however the 
Department of Tra11Sportation worked wiili the local governments and reached an agreement to 
continue to share that percentage of funds. 

The department rec.eives federal aviation funds varying from $25-35 million/yeai·. The match 
requirement for Aviation funds is different. Fe<leral highway funds ai·e matched 80/20, Interstate 
projects are matched 90/10 and FAA proje.cts require a 5% match. The FAA funds come specific 
to an airport project. Historically the community pays 3% and the state pays 2%; however, in 
January of2010 the Aeronautic.s Commission sv.r:itched those percentages around. 

The final category of federal fi.mding is Federal Tra11sit funds averaging $10 million/year. These 
funds are funneled through the department to 23 public transit providers across the state. The 
funds ca11 be used for operating expenses as well as capital expenses. Matching requirements 
vaiy, some ai·e 50/50 and some are 80/20. 

The department received $183 million in regular stimulus funding and applied for and received a 
$10 million TIGER grant to help with the US Highway 18 project and a $16 million grant to 
upgrade a rail line for a total of $209 million in stimulus funding. South Dakota tied with 5 otl1er 
states in their ability to get the funds obligated, projects let, and constrncted. Senator Haverly 
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asked if the money ,,,;as spent or obligated. Secretary Berquist said for the most pati it is spent; 
only the $16 million grant to upgrade the rail line remains unspent. 

The depatiment is currently budgeted at 1,026.3 FTEs and is not requesting any changes in FTE 
levels. In FY07 the department was budgeted at 1,075, that number was reduced by 21 in FY08, 
14 in FY09, and 14 in FYl 1 to the current 1,026.3. 

The department's overall budget request for FY12 totals $581,123,020, which is a $14,405,502 
increase over the FYl 1 levels. Secretaiy Berquist said the budget c.an be broken into two 
c-0mponents, construction and general operations. 

The Construction budget request is an increase of $32,392,296 involving $7,903,278 in federal 
funds and $24,489,0 18 in other funds. Offsetting the increase in the C.onstruction budget is a 
reduction in the General Operations budget totaling $17,986,794. The involves $4,660,000 in 
Federal funds , $13 ,274,554 in Other funds , and $52,240 in General Funds which repre.sents the 
department's 10% reduction in General Funds. Those General Funds support the aviation 
servic.es within the depatiment and are the only General Funds in the department. 

Other ai·eas of reduction in General Operations include a reduction of $2. 9 million in Transit 
stimulus funding and$ l .76 million in enhancement stimulus funding. 

Senator Haverly asked for at1 explanation of aviation funds. Secretary Berquist said the general 
funds that go into the aviation services fund help cover some of the costs for operating the state 
aircraft. Prinlarily it is the personal services associated with that program including salaries, 
pilot training, and mechanics. Senator Haverly asked what affect this reduction would have on 
aviat10n services. Secretary Berquist said it would be minimal because the General Funds 
amount is so small. The rest of the revenue is generated by use of the planes. Senator Putnam 
asked why there are General Funds in this category. Secretaiy Berquist said there is no mandate 
that requires General Funds in the aviation services program; operation of the aircraft is totally 
independent of any federal requirements. Department staff will investigate t11e hist01y of this 
fi.mding and provide further infomiation to the Committee. 

Secretary Berquist said a reduction in contractual services of $1.9 million involves $1 million 
from data services and $900,000 from other contracts such as consultant and engineering 
c-0ntracts, rest area maintenance contracts, fled and travel billings, utilities, etc. Another 
reduction of $600,000 is in the Research Program. These funds were previously used to match 
federal research funds. 

Senator Tidemann asked what percentage of the engineering work is done in-house vs. what is 
sent out. Secretary Berquist said virtually 90% of the engineering work is done in-house. 

Another reduction of $218,000 in anticipated energy costs for heating and electricity is based on 
energy cap projections. This covers all facilities across the state . 
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The department proposed to reduce travel by $200,000. Travel has been cut back since 2007, 
and in FYlO the expenses were 35% less than in FY07. 

Secretary Berquist said the biggest re,duction is in the area of c.ontract maintenance in the amount 
of $6.4 million. The department has historically carried extra spending authority in this area 
because it provided flexib ility for unseen expenditures, like flooding or blizzards. The funds 
were used to meet the emergency needs and road repairs. This reduction brings the fund down to 
what the spending has been. It does, however, remove the flexibility. 

Another area of reduction is in buildings in the amount of $1.25 million. This is an area, much 
like travel, that the department has significantly cut back on sinc.e. FY07. Secretary Berquist said 
this reduction v.,ill reduce the amount they spend on maintaining their facilities across the state, 
which are extensive, and will reduce it to below the current level. A final area of reduction is 
$2.3 million in the department' s equipment budget. As with the building maintenance, this will 
reduc.e the expenditures back to the level in FY08. The department uses a sophisticated system 
to track the equipment needs and the department is aware that it is falling behind. Secretary 
Berquist said the levels for FY12 in both building maintenance and e,quipment needs is 
sustainable for the short term. 

Senator Heineman asked who ""~ll take over the work involved in the $1.9 million reduction in 
c.ontractual services. Secretary Berquist some of the \.Vork v.,ill not be done. The $1 million in 
data services was funding for computer consultants that the department had not used at the level 
first anticipated. The department is concemed however about meeting its computer needs. 

Senator Putnam aske.d if the STIP would be updated as a result of the Govemor's budget address. 
Secretary Berquist said no, all reductions are in general operations and will not affect the STlP 
program. The department is actually proposing an increase in the construction budget of $34.3 
million. This increase in the construction budget is not all new construction, but will .vork on the 
backlog of jobs that have been awarded and not completed. The reductions discussed today will 
have a very minimal impact on the scheduling of projects. 

Federal Highway Funding 
Secretary Berquist said the old FHWA funding program expired in September of 2009. Congress 
did not have a replacement in place and still does not have one today. Existing revenues in the 
Federal Highway Trust Fund are not sufficient to support a program at the level it's been at. In 
order to live within their means, they would have to reduce the amount of federal funding to 
states by 20%. The federal highway tmst fund has been supplemented 3 times in the last 2 years. 
An $8 billion general fund transfer was made in September 2008, a $7 billion transfer in 
September 2009 and a $1 9 billion transfer in March of 2010 just to keep the fund solvent and at 
cutTent levels. 

The Federal Highway Administration has done a number of short term extensions and has 
provided a piece of what is expected at a pro rata basis. The cutTent extension goes to 1vlarch 4, 
2011. Secretary Berquist said the department has been fortunate that the program has been 
maintained the level that the department was used to. Indications show that there may be a 
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reduction in federal funding which will have a dired impact on the STIP. There is no timeline 
for the new program and it is the feeling it will be at least 2013 before there is a new bill. The 
department's Federal funding now comes in 2-3 month increments. The STIP is based on flat 
funding. 

Senator Peters asked about the increased balanc,e in the State Highway Fund. Secretary Berquist 
said the stimulus funds had an impact on the balance of the fund because there was no match 
required for stimulus funds. The stimulus funds were used first, making the fund balance grow. 
Additionally, it has grm-\,n in part because of the spending cuts the department imposed on 
themselves and the department has been very conservative in managing this fund because of the 
Federal Highway situation and the need to match all federal funds . 

Senator Heineman asked if any of the stimulus funds were spent on STIP projects. Secretary 
Berquist said virtually aU of the stimulus funds went to projects in the STIP, advancing some 
projects such as resurfacing projects. 

Representative Bolin asked .vhat the funding source was for Federal High·way funds. Secretmy 
Berquist said it is not income tax funds; it has always been a user based fund, predominately 
funded by federal fuel tax. Congress wants to stick to that; however, they recently changed some 
of the procedural mies to potentially reduce the level of funding to match what is c,oming in. 

Representati ·e Wink asked for an update on federal funds. Secretary Berquist said South Dakota 
gets $2 for $1 , we get double what \Ve pay in. Representative Wink asked if federal aviation 
fi.mds could be used for the aviation services. Secretary Berquist said F.!\A. funds are limited to 
airport improvement projects. Aeronaut.ics funds are also limited by statute, and Se-eretary 
Berquist will provide additional information on that issue. 

Representative \Vismer asked why funds are building up in the aviation fund. Secretary Berquist 
said the Aeronautics Commission has plans for the funds but this has also been managed 
c-0nservatively. The Federal Aviation program is working on a new program and will increase 
their matching fund requirements. 

South Dakota Retirement System 

l\ilr. Rob \\'ylie, Executive Director/Administrator for the South Dakota Retirement System 
(SDRS); and l\ilr. Elmer Brinkman, Chair of the Retirement System Board of Trustees; 
introduced board members present at the meeting - Ms. Louise Loban, i'.Vls. Laurie Gustafson, 
l\ilr. Eric Stroeder, Mr. James Hansen, and Mr. Matt Clark. 

Mr. Brinkman stated that the South Dakota Retirement System (SDRS) covers most public 
employees in the state - counties, cities, state, and districts. Over 460 employers participate in 
the system with over 70,000 members. As of June 30, 2010, SDRS has eliminate<l a significant 
portion of the deficit and are nearing the long-tenn funding goals of the Retirement System 
Board of Trustees . 
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