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Abstract 

This paper assesses Nevada’s Highway Infrastructure and the role of financial 

instruments in developing Nevada’s Highway Infrastructure. As Americas’ single 

greatest asset necessary for every aspect of the U.S. economy infrastructure provides a 

new standard to that allows resources for the future. Examples of infrastructure in Nevada 

that are deficient are roads, bridges, and drinking water. In America, we have bonds that 

help develop infrastructure and safe investments backed by federal aid programs. Grant 

Anticipated Revenue Vehicle Bonds or GARVEE Bonds are tax-exempt debt financing 

tools that are backed by annual federal appropriations for federal aid transportation 

projects. The State of Nevada should enact the use these bonds, and other programs 

similar under the Transportation Infrastructure Finance and Innovation Act. The 

significance of this thesis is to locate safe investment opportunities for growth and 

development in the Nevada, while bringing our infrastructure to the necessary capabilities 

needed for our growing population. 
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Stimulating Nevada’s Highway Infrastructure and The Use of Debt Financing 

Instruments 

Through the implementation of financing instruments Nevada can develop a plan 

to bring its highway infrastructure into the future. In doing so, this would be 

accomplished through the use of debt financing instruments. Through the use of the debt 

financing tools discussed in my thesis, Nevada will become structurally efficient while 

not passing off the costs on taxpayers. The effects are on people living in the state who 

deal with these growing concerns every day. By taking necessary steps now the State of 

Nevada will be an example of how other states should go about their own infrastructure 

needs. Evidence shows that the use of innovative financial tools in developing 

infrastructure is essential of future projects for growth. 

Through research I have determined that the use of debt financing instruments 

such as Grant Anticipated Revenue Vehicle Bonds is essential to the advancement of 

Nevada’s Highway Infrastructure needs. My thesis will be if the impending work on 

infrastructure in Nevada is warranted of debt financing instruments. Specifically related 

to highway development, the U.S. Department of Transportation’s (DOTs) Federal 

Highway Authority has a three prong test to determine the legitimacy of these concerns. 

(US Department of Transportation, 2011) The three pong test is based on the size of the 

project, revenue stream, and willingness of Nevada Department of Transportation (DOT) 

to reserve future funds to satisfy debt. Nevada’s crippling infrastructure is in dire need for 

debt instruments for financing Nevada’s current economic situation is dismal. 

I began by researching what areas of Nevada’s infrastructure could use 

improvement the most. This is needed to focus a plan of attack on what type of financial 
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tools would benefit the state in improving infrastructure. After narrowing the innovative 

tools used an evaluation of their cost effectiveness and implantation ability in Nevada is 

established. By starting with the problem in Nevada the thesis provides an attack head on 

with a cause and effect solution. My thesis will build on everything I have learned 

through my finance and economic classes. This has given me the necessary tools to look 

at the past, present, and future economic issues with implementation and development of 

financing infrastructure growth. No changes have come since the Prospectus besides 

added some text based research that has repetitively lead me back to my anticipated 

results. 

My thesis problem that I am researching is a crucial topic for Nevada to move 

into the next century as an efficient and growing economy. Nevada’s economy is the 

main scope of the project in that the implementation behind the results will establish a 

precedent on the issue. The Senate Select Committee on Economic Growth and 

Employment for the State of Nevada would be interested in my research. The 

significance of these finding can essentially be used in many different ways. There have 

already been numerous studies on Nevada’s infrastructure and the necessity to build. As 

well as studies of how to create jobs to bring us out of the highest unemployment rate this 

state has ever seen. In addition to studies of how financing these projects can be attained. 

However, this will be the first study that incorporates all aspects and essentially answers 

the main question. 
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Background of the Issue 

Nevada’s highways are a major hub of transportation for businesses on the west coast. 

Most of the financial debt instruments are used for highway transportation because 

essentially the majority of the taxes collected are excised and distributed from highway 

usage. The highway fund is a collective tax from local states, and the federal government 

imposed on gasoline that is distributed through the Federal Highway Authority to 

corresponding states. Numerous financial instruments through research have arisen 

including but not limited to State Infrastructure Banks (SIBs)—revolving funds to make 

or guarantee loans to approved projects; Grant Anticipation Revenue Vehicles 

(GARVEEs)—which are state issued bonds or notes repayable with future federal-aid; 

and credit assistance under the Transportation Infrastructure Finance and Innovation Act 

(TIFIA)—including loans, loan guarantees, and lines of credit. These are mentioned 

solely for the fact that there is reference within laws attached in the appendix that refers 

to these instruments. The focus is on GARVEE Bonds as those are what I have 

established to be the most effective financial tool for our state based on the needs 

established for Nevada. By starting with the problem in Nevada I will be able to attack it 

head on with a cause and effect solution. Numerous studies have been presented in other 

states and I believe that by interpreting these results I can formulate a more strict opinion 

on the topic.  

The State of Nevada is at a crucial point of expansion of our highway infrastructure. 

The background of the issue can be summed up from Nevada’s Report Card for 

American Infrastructure. The Report Card for America’s Infrastructure provides a state 

by state breakdown of infrastructure needs. In Nevada, the top three infrastructure 



4 
 

concerns in descending numerical order are roads, bridges, and drinking water. The main 

discerning evidence shows that Nevada’s Highway Infrastructure is experiencing: 

 59% of Nevada’s major urban highways are congested.  

 Vehicle travel on Nevada’s highways increased 117% from 1990 to 2007.  

 Nevada’s transportation department has identified 10 mega projects costing an 

estimated $4.8 billion that need to be completed by 2015 to avoid gridlock in 

urban areas.  

(American Society of Civil Engineers, 2012) 

Moving on from the breakdown of Nevada’s infrastructure needs was an article 

written by David Puentes and David Warren published by The Brookings Institute, which 

is a nonprofit policy think tank located in Washington D.C. that conduct independent 

research and provide recommendations that are consistently ranked as the most 

influential and most quoted articles. Later in the research the article from the Brookings 

Institute provided a contrast to other research because this one is an overview of all the 

benefits and negatives to financing with GARVEE Bonds as well as the history. 

Essentially it formulated in the thesis statement, but this article is a broad spectrum look 

at GARVEE Bonds. As a reference article it will be essential to checking the conclusions 

brought up. It is more of a look from the past to compare notes from the past seven years 

as this article was published in 2005. After the Brookings Institute article a few others 

were looked at that did not provide too much info in developing my argument, however 

did clarify several issues that will be discussed. One was prepared by the joint committee 

on taxation that was scheduled for a public hearing before the House Committee on Ways 

and Means. This work was not necessarily beneficial to the total scope of the project as it 
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relates mainly to tax exempt bonds and rules governing then. However, it also gave a 

good contrast with tax credit bonds and rules related to these bonds as compared to the 

previous articles and the rules on GARVEE Bonds. This article actually led me to a 

testimony, given by Jayetta Z. Hecker, the Director of Physical Infrastructure Issues, is 

before the Committee on Finance and Committee on Environment and Public Works in 

the US Senate. This will be discussed more specifically later but this article laid out the 

foundation for the past of transportation funding. Originally the idea was that these Bonds 

would be used essentially for developing nations or cities, so the article by, Patricia 

Clarke Annez, who is the Urban Advisor in the Transport and Urban Development 

Department at the World Bank, was essential. The thesis needed to establish how this 

would work in developing nations because when looking at what isn’t working in Nevada 

it was good to get perspective of where essentially the state might have started from. 

Throughout the print readings were several websites that will be discussed at the 

end of the background of the issue section, but mainly related to the use of GARVEE 

Bonds in the State of California. While Nevada is not on the same scale of revenue or 

capacity as the State of California they do share many of the concerns we have for road 

development in dealing with west coast expansion of commerce delivered through the 

northern part of the state. While researching how the State of California does 

infrastructure expansion and their use of GARVEE Bonds I found a chart from the 

Department of Transportation Federal Highway Authority. This chart was essential to the 

research as a comparison of current amount received to previous amounts of 

appropriations from the highway account. As Nevada and every other state pays into the 

account, the chart expresses the percentage to total that each state pays into the system as 
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well as how much they receive as a percentage and a total. It is separated by year 2010 

and years 1957 to 2010 as a comparison. The next two print documents were published 

by the State of Nevada in 2006 and 2008 as official statements’ from the governor’s 

office of the tax money collected and bonds amount allocated for highway improvement. 

Unfortunately 2008 was the last year I was able to obtain the information, but was the 

first year of Governor Jim Gibbons. This subsequently is also where our economy started 

to dip into a recession and the tax bond revenue was down to $129,970,000. (State of 

Nevada, 2008) Although it was planned to decrease the highway improvement revenue 

the state of the economy was turning south at this time. The demographic information as 

well as past taxes collection information was crucial in seeing what a negative downturn 

in the economy would do to our borrowing as a state. This report was considerably more 

in depth with a breakdown of the money received from transportation.  

While looking through the libraries resources a former thesis written by Kelly 

Wilkin of the University of Nevada, Reno for her Master’s of Science was brought up as 

a potential source. Her thesis was a formal evaluation of the prevalence, magnitude, and 

behavior of cost overruns in Nevada highway infrastructure construction projects. This 

paper was quite interesting and led to quite a bit of information that was used in the own 

project. The main focus is on how individual aspects of a project are skewed in costs and 

duration. However, looking at this information helped to determine the other costs 

associated with these highway construction projects that can be accounted for and many 

that aren’t normally accounted for. The last print article needed to be discussed as the 

background of the issue was a series of briefing papers that were prepared for the 

National Surface Transportation Policy and Revenue Study Commission by the Mercator 



7 
 

Advisors LLC. This was an evaluation of innovative finance tools as transportation 

financing mechanisms. This group of advisors is recommending the use of GARVEE 

Bonds as one of their numerous policy tools that have been around for the past few 

decades. The main contrast that makes this article essential is the fact that it specifies for 

large, long-lived, non-revenue generating assets, like highway development for example. 

These papers established first-rate research and laid the foundation for a background the 

issue. 

 

Debt Financing Instruments 

Grant Anticipated Revenue Vehicle Bonds or GARVEEs as they are referred to in 

the vaguest sense are securities issued as debt instruments when money comes from a 

source upfront before a project is started. (U.S. Department of Transportation, 2011) In 

the case of funding for transportation finance the anticipated funds come from Title 23 

Federal-aid funding costs.  

“States can thus receive Federal-aid reimbursements for a wide array of debt-

related costs incurred in connection with an eligible debt financing instrument, 

such as a bond, note, certificate, mortgage, or lease; the proceeds of which are 

used to fund a project eligible for assistance under Title 23. Each of these 

instruments is considered a GARVEE when backed by future Federal-aid highway 

funding, but most frequently, a bond is the debt instrument used. Specifically, as 

stated in Section 122 of Title 23, debt financing instrument-related costs eligible 

for Federal-aid reimbursement include interest payments, retirement of principal, 

and any other cost incidental to the sale of an eligible debt issue. The issuer may 
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be a state, political subdivision, or a public authority.” (U.S. Department of 

Transportation, 2011) 

 

GARVEEs essentially speed up construction times and help spread the cost of a 

transportation network over the lifespan of the highway as opposed to upfront solely in 

the construction period. (Wilkin, 2006) What states need to look at is if financing through 

debt upfront outweighs the plan currently in place using current receivables to fund 

highway development. The use of GARVEE Bonds is most appropriate for large, long-

lived, non-revenue generating assets. GARVEEs can be used in conjunction with 

advanced construction under Title 23, Section 115 which allows states to begin a project 

even in the absence of sufficient Federal-aid obligation authority to cover the Federal 

share of project costs.  

“Prior to the NHS Act in 1995 that introduced GARVEEs, it would have been 

necessary to obligate the Federal share of debt service payments within the 

bounds of obligation authority available during the current authorization period. 

With the changes brought about by the NHS Act, it became possible to obligate 

Federal funds for debt service expenses over a longer period bond to fund a 

Federal-aid eligible project and annually convert the Federal share of the debt 

service payment as a reimbursable cost through the partial conversion of advance 

construction.” (U.S. Department of Transportation, 2011) 

 

There are four different types of GARVEE Bonds, Backstopped, Naked, Direct, 

and Indirect. Backstopped GARVEEs involve the pledge of a separate revenue source. 

(The Brookings Institute) These could come from sources such as a state’s gas tax, 
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general obligation authority, vehicle registration revenues, or toll revenues, to improve 

the creditworthiness of the bond. Naked GARVEE Bonds are non-recourse GARVEEs 

where the creditworthiness and payments due of the bond is dependent on future federal 

funds, thus making bond insurance a highly sought after commodity. (Puentes & Warren, 

2005) This thesis refers solely to Direct GARVEE Bonds which use Federal assistance to 

directly reimburses the debt that is paid back to investors, and are permitted under Title 

23, Section 122 federal –aid funding. While Indirect Bonds are not codified by Title 23, 

they are considered when financing is needed with anticipated revenues, but does not 

meet Federal-aid requirements, so it is reimbursed from state funding. This leaves 

Indirect GARVEE Bonds harder to issue because state legislatures need to appropriate 

funds for these construction projects. Table 1 shows the difference between the two 

bonds.  

 

 

 

Table 1 

Direct vs. Indirect GARVEE Bonds 

 

 
Note. (US Department of Transportation, 2011) 
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Qualifications of GARVEE BOND Program 

Candidates for GARVEE financing are larger projects (or programs of eligible projects) 

that have the following characteristics: 

 

 They are large enough to merit borrowing rather than pay-as-you-go grant 

funding, with the costs of delay outweighing the costs of financing. Other 

borrowing approaches may not be feasible or are limited in capacity; 

 They do not have access to a revenue stream (such as local taxes or tolls) and 

other forms of repayment (such as state appropriations) are not feasible, which 

makes it difficult to securitize and create a secondary market for the bonds; and 

 The sponsors (generally state DOTs) are willing to reserve a portion of future year 

Federal-aid highway funds to satisfy debt service requirements. 

 

GARVEE proceeds may not be used as the non-Federal match toward a Federal-aid 

project. 

(U.S Department of Transportation, 2011) 
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Current GARVEE Activity Map 

Currently there are 23 U.S. states as well as, the District of Columbia, Puerto Rico, and 

the Virgin Islands that have issued GARVEE Bonds as shown in Figure 1. 

 

Figure 1 

Current GARVEE map as of December 31, 2011 

 

Note. (U.S Department of Transportation, 2011) 

For a current breakdown of each state by: maturity, issuing amount, insurer, rating, and 

project financed refer to Appendix A. 
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California’s use of GARVEE Bonds 

The State of California was chosen for research in the thesis for several reasons. 

First, California shares a close proximity to the State of Nevada. Second, many of the 

large proposed projects needed in the state share highways with California. Third, many 

of the businesses established in the State of Nevada are California Based, but 

incorporated separately for tax benefits. Lastly, it provided the most available analysis on 

the use of GARVEE Bonds in my research. In the State of California projects are eligible 

under Title 23 of United States Code, but must also have environmental clearance and a 

completed project design to be allotted financing using GARVEE Bonds under the 

California Transportation Commission (CTC). California used Direct GARVEE Bonds. 

However state and/or local funds can be used for matching purposes outside the debt 

service. The appropriateness of a proposed project is determined through the State of 

California Code Section 14553.8. (See Section Statues, Subsection State of California) In 

the State of California GARVEE guidelines specify that: 

“The anticipated economic, safety, and other benefits of the project and its early 

construction will be included in considering and determining the appropriateness 

of GARVEE financing. In making this determination, the Department utilizes the 

Life-Cycle Benefit/Cost Evaluation Model provided by the Department's Division 

of Transportation Planning, Office of Transportation Economics.”(California 

Department of Transportation, 2009) 

California State Treasurer Bill Lockyer wrote an analysis of GARVEE Bonding 

Capacity for 2011. It is a written analysis for the CTC in compliance with provisions 

under Sections 14550 through 14555.9. The analyses shows bonding capacity for 2011 
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from $1.81 to $3.35 billion under varying market conditions. This analysis demonstrates 

a wide range of circumstances, including policy, revenues, and market factors that change 

capacity for GARVEE financing. Table 2 summarizes the range of assumptions used in 

the sensitivity analysis. With The results of the four analyses are found below in Table 3. 

Table 2 

Four factor analyses 

 
Note. (Martinovich, 2007) 

Table 3 

Summary of Results for GARVEE Bonding Capacity Sensitivity Analysis. 

 
Note. (Martinovich, 2007) 

 

Results show that the capacity for the State of California’s future use of debt 

financing with GARVEE Bonds depends on several factors including but not limited to, 

market conditions, maturity structure of the bonds, and revenues from federal matching 

funds. (See Appendix B) As noted in the Summary of Assumptions for GARVEE 

Bonding Capacity Sensitivity Analyses in Appendix B the market conditions are broken 

down by the base case and a market sensitivity case.  
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Statistics of Federal Highway Account 

Each year highway users in Nevada and California pay billions of dollars in highway 

excise taxes that go to the Highway Trust Fund, but most of the money actually comes 

from large corporations. Each State is guaranteed at least 92% of its highway user 

percentage attributions to the Highway Account of the Highway Trust Fund. Figure 2 

what components make up the Federal Highway Account. With a breakdown of what fees 

go into the Highway Account can be seen below in Table 4. 

Figure 2 

Motor Fuel Attribution 

 
Note. (US Department of Transportation, 2011) 
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Table 4 

Net Highway Account Revenues for 2010 

Fee Category  Amount ($ Millions)  

Gasoline $20,320 

Diesel and Special Fuel $7,063 

Truck and Trailer Sales $1,562  

Truck Tires $318 

Heavy Vehicle Use $887 

Interest and Other $14,742 

TOTAL $44,892 

Note. (US Department of Transportation, 2011) 

 

One issue that does need to be discussed before we can specifically dive into how 

much Nevada received in its portion of Highway Funds is how the Highway Account 

Revenues are attributed to the States. The Federal Highway Authority has developed a set 

of procedures for allocating Highway Account revenues to each state. It is as follows: 

“Attribution relies on state reports of the consumption of each type of motor fuel: 

gasoline, gasohol, special fuels (mostly diesel), and other alternative fuels. States 

report on fully taxed fuels, exempt sales, partially exempt sales, full and partial 

refunds, and fuels taxed at reduced rates. Attributions are made separately for 

gasoline and gasohol, based predominantly on the state reports. FHWA includes 

government use of gasoline in gasoline attributions, but excludes government use 

of diesel fuel in diesel attributions. There are federal fees assessed on heavy 

vehicles which are not fuel taxes. These include a tax of 12 percent on the retail 

prices of truck sales for vehicles with over 33,000 pounds gross vehicle weight, 

and for truck trailer sales of over 26,000 pounds gross vehicle weight; a 
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graduated tax on heavy tires of 15 cents per pound over 40 pounds, plus 30 cents 

per pound over 70 pounds, plus 50 cents per pound over 90 pounds. A heavy 

vehicle use tax is applied to trucks of 55,000 pounds and over gross vehicle 

weight, at $100 plus $22 dollars per 1,000 pounds in excess of 55,000 pounds, 

with a maximum of $550 per truck. These non-fuel based fees are attributed to the 

states in the same proportions as special fuels are attributed to the individual 

states.” (US Department of Transportation, 2011) 

The State of Nevada in 2010 paid $251,430,000 in taxes that went into Highway 

Trust Fund, which totaled $30,174,795. This represents a .833% of the total amount 

collect in the Highway Trust Fund. While Nevada only paid .833% of the total amount it 

was distributed $410,421,000 or .945% of total allocations of $43,433,788. This gives 

Nevada a reasonable apportionment to allocation ratio of 1.63. (Appendix C) The way 

this system is classified is a pay-as-you-go system in which you receive money year after 

year from what is allocated. (US Department of Transportation, 2010) 
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Independent Studies on Use of GARVEE Bonds 

According to a study done by the United States General Accounting Office 

(GAO) Testimony before the Committee on Finance and Committee on Environment and 

Public Works in the U.S. Senate, FHWA’s innovative finance techniques provide states 

with greater flexibility when deciding how to put together project finance. (General 

Accounting Office) By using alternative financing mechanism, states have been able to 

finance large transportation projects that pay-as-you-go financing would not have be 

sufficient for. For example: 

“Faced with the challenge of Interstate highway needs of over $1.0 billion, the 

state of Arkansas determined that GARVEE bonds would make up for the lack of 

available funding. In June 1999, Arkansas voters approved the issuance of $575 

million in GARVEE bonds to help finance this reconstruction on an accelerated 

schedule. The state will use future federal funds, together with the required state 

matching funds and the proceeds from a diesel fuel tax increase, to retire the 

bonds. The GARVEE bonds allow Arkansas to rebuild approximately 380 miles, 

or 60 percent of its total Interstate miles, within 5 years.” (United States General 

Accounting Office, 2002) 

However the GAO found in their research that State Department of 

Transportation’s are not always willing to use the alternative financing mechanisms 

because they have a philosophy against committing federal aid funding to debt services. 

While the State of Nevada does, not all states have the provisions of authority to use 

these financing mechanisms such as GARVEE Bonds. Mercator Advisors LLC came to a 

similar conclusion in a commission briefing paper published in 2007 where they 
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established that leveraging tools such as GARVEE Bonds can play an important role 

when generating cash up front. As show below in Table 5, from 1995-2006 GARVEE 

Bond usage was just under $5.7 billion dollars. 

 

Table 5 

Volume of Highway “Innovative Finance” Activity (since 1995, $ in millions)  

GARVEE Bonds  $ 5,759  

State Infrastructure Banks  5,068  

TIFIA / Other Credit Assistance  2,543  

TOTAL  $ 13,370  

Note. (Mercator Advisors LLC, 2007) 

The Mercator Advisors also recognized that while $13 billion in context may 

seem like a lot, the aggregate amount of highway capital investment from federal, state 

and local sources during that same period was estimated at $661 billion. The conclusion 

they drew also reflected a study sponsored by the U.S. Chamber of Commerce, which 

sought to analyze how best to fund surface transportation. It was reported that to maintain 

the nation’s highways’ would cost roughly $50 billion annually. To improve upon the 

transit system would outlay in excess of $100 billion (Merchant Advisors LLC, 2007). 

Multiple studies have shown that alternative financing in the future for various expensive 

infrastructure projects will be necessary.  

Legal Cases Involving GARVEE Bonds 

While most studies show the numbers on GARVEE Bond usage, the legal 

ramifications of using such Bonds was established in a case from the Oklahoma City 
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University School of Law, which does not find legal recourse to implementing such 

bonds, but as to how they are implemented. In 2002, the Oklahoma Supreme Court 

denied the Department of Transportation’s application for approval of $100 million 

GARVEE Bond. Oklahoma legislature provided itself with an escape hatch in the event 

the court would strike down the use of the bonds. The court required a review by a 

separate Council of Bond Oversight (CBO) and state legislature quickly filled those 

positions. The Question as stated in the Bond case is one of separation of powers. In 

1987, Oklahoma legislature reformed the process of issuing bonds by state government 

with “significant systematic oversight.” The legislature established a ruling that a review 

by both executive and legislative branches would be necessary instead of purely on 

executive offices. They established committees that violated the state constitution, 

multiple entities, and members of the legislature were unconstitutionally exercising 

executive powers. (Spiropoulos, 2003) But, the problem does not stop there, what if 

private companies were issuing these same tax exempt bonds in the hopes to acquire 

financing for large private highways? Tax- Exempt Bonds is where interest is paid on the 

loans is excluded from Federal Income Taxes. Because it is non-taxable, investor will 

take lower rates of interests on a comparable taxable investment. 

“Generally, governmental bonds are not subject to restrictions that apply to 

bonds used to finance private activities. For example, governmental bonds are not 

subject to issuance cost, maturity, and annual volume limitations that generally 

apply to qualified private activity bonds.” (US Congress, 2008) 

 

 



20 
 

Nevada 

The Nevada Department of Transportation provided a Department Summary of 

Programs relating to Nevada Highway Infrastructure Development with high priority in 

fiscal year 2012. These numbers provided by Susan Martinovich, Director of Nevada 

Department of Transportation, shows Nevada’s ongoing federal and state mandated needs 

of $659,039,805 that come from the Highway Fund, and $479,746,554 the come from 

other sources. (Martinovich, 2011) None of this money comes from The State of 

Nevada’s General Fund. (Appendix D) For a complete breakdown of Appendix D please 

refer to Nevada DOT Department Breakdown. (Appendix E) 

 

Finally The Nevada Highway Users Coalition, which is a statewide group of 

group of citizens, business leaders, labor unions, elected officials and community 

organizations concerned about Nevada’s transportation infrastructure, provides a graph 

and chart breakdown of estimated highway fund needs versus revenue for fiscal years 

2009-2016. (See Figure 2) While the revenue for the State of Nevada shows considerable 

gains each year, the costs for major projects is growing exponentially. While this graph 

provides in general terms what is needed based on a visual approach they also provide a 

chart of a projected breakdown of these costs year over year, and the order of completion. 

(See Table 6) 
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Table 6 

Estimated Highway Fund Needs and Revenue 

 

Note. (Nevada Highway User Coalition, 2008) 
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Conclusion 

While GARVEE are very innovative financial tools, they can also be used as a 

tool of destruction. The future role of the federal government in transportation cannot be 

used as a negotiating point when state and federal level legislatures come to the table. 

The federal government could very well walk away from these loans and leave state 

billions in debt with no way to finance projects that at that point will have already been 

built. I do feel caution should be used if the GARVEE Bond is being used on a project 

that might normally have difficulty getting approved. Laid out in Table 7 are the pros and 

cons established through the research about the use of GARVEE Bonds. (See Table 7) 

Future research needs to be done before they are implemented in a more concise fashion 

in the State of Nevada. The state legislature should detail out state guidelines that 

correspond with federal guidelines on the use of the GARVEE Bonds and how to apply 

them to projects. State DOTs and transit agencies need explicit knowledge of how to 

implement these programs. The State of Nevada Legislature should establish the criteria 

for usages. Understanding their own state budget and constraints, they should be setting 

terms of the bonds and provisions for backstops. While setting strict guidelines on what 

projects necessitate the use of debt related financing. Finally, I feel that state and federal 

government should be helping the regional transit authorities such as the MPOs or 

Metropolitan Planning Organization discussed earlier to receive these types debt related 

financing when factoring their plans for new projects. By adhering to these 

recommendations significant changes to Nevada’s infrastructure would be forthcoming 

and implemented in proper fashion. 
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Table 7 

Pros and Cons of GARVEE Bonds 

Positives Negatives 

1. Accelerated project delivery 

GARVEEs allow projects to get built 

quicker as opposed to pay as you go 

financing. Upfront financing, not pay-as-

you-go. 

 

1. Interest and other debt related costs 

GARVEE Bonds like traditional bonds do 

not produce revenue and add to debt. 

Increase the size of project now while 

decreasing them later when paying off debt. 

2. Speeding up projects can result in cost 

savings 

Real estate, materials, and services 

purchased sooner, savings can accrue by 

short-cutting inflation costs associated with 

the project. 

2. Risks regarding federal 

reauthorization 
The most distinguishing feature of 

GARVEEs is that investors are accepting 

the risk that Congress with continue to 

authorize highway funds for the full term of 

the bonds. If for any reason, federal dollars 

do not pay off the loan, states are 

responsible for interest payments. 

3. GARVEEs can fund large project 

which normally would require a variety 

of financing tools 
While being self explanatory it is worth 

noting that the scope of current projects is 

going beyond traditional highway 

investments. 

3. Used to avoid taxing or other 

traditional revenue sources 

Most States find it preferable to issue 

GARVEEs as opposed to raising gas taxes 

and debates in public referendums. 

4. Possible avoidance of state debt limits 

Because GARVEEs have their own source 

of repayment, anticipated federal funds, 

they do not often count against states 

statutory limits on how much debt they can 

accumulate as with general debt 

obligations. 

4. GARVEEs are generally only useful 

for states 
Metropolitan planning organizations 

(MPOs) are not able to use GARVEEs even 

though their plans are usually what are 

chosen. 

5. Avoiding bond referenda 
Unlike municipal bonds for transportation, 

in many states GARVEE issuances are not 

subject to public referendum. 

5. GARVEEs are sometimes thought to 

make bad projects better 

Securing funding should not preclude 

proper planning. A good project will 

provide tangible benefits that traditional 

financing cannot. 

(Puentes & Warren, 2007) 
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Figure 3 

Estimated Highway Fund Needs vs. Revenue 
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Appendix A 

Breakdown of State Use of GARVEE Bonds 
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Appendix B 

Assumptions for GARVEE Bonding Capacity Sensitivity Analyses 
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Appendix C 

Comparison of Federal Highway Trust Fund Account Receipts Allocations 
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Appendix D 

Nevada DOT Department Summary 

 



34 
 

Appendix E 

Nevada DOT Department Breakdown 
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Appendix F 

United States Federal Code, Title 23 

Chapter 1 

 

§ 122. Payments to States for bond and other debt instrument financing 

a. Definition of Eligible Debt Financing Instrument. - In this section, the term 

"eligible debt financing instrument" means a bond or other debt financing 

instrument, including a note, certificate, mortgage, or lease agreement, issued by a 

State or political subdivision of a State or a public authority, the proceeds of 

which are used for an eligible project under this title. 

b. Federal Reimbursement. - Subject to subsections (c) and (d), the Secretary may 

reimburse a State for expenses and costs incurred by the State or a political 

subdivision of the State and reimburse a public authority for expenses and costs 

incurred by the public authority for -  

1. interest payments under an eligible debt financing instrument; 

2. the retirement of principal of an eligible debt financing instrument; 

3. the cost of the issuance of an eligible debt financing instrument; 

4. the cost of insurance for an eligible debt financing instrument; and 

5. any other cost incidental to the sale of an eligible debt financing 

instrument (as determined by the Secretary). 

c. Conditions on Payment. - The Secretary may reimburse a State or public authority 

under subsection (b) with respect to a project funded by an eligible debt financing 

instrument after the State or public authority has complied with this title with 

respect to the project to the extent and in the manner that would be required if 

payment were to be made under section 121. 

d. Federal Share. - The Federal share of the cost of a project payable under this 

section shall not exceed the Federal share of the cost of the project as determined 

under section 120. 

e. Statutory Construction. - Notwithstanding any other provision of law, the 

eligibility of an eligible debt financing instrument for reimbursement under 

subsection (b) shall not -  

1. constitute a commitment, guarantee, or obligation on the part of the United 

States to provide for payment of principal or interest on the eligible debt 

financing instrument; or 

2. create any right of a third party against the United States for payment 

under the eligible debt financing instrument. 
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Appendix G 

California Government Code  

(Code Sections 14550-14555.9) Pertaining to the GARVEE Program 

14550. The Legislature hereby finds and declares all of the following: 

(a) Between 1970 and 1990, California's population grew by 50 percent, while the total 

number of miles driven in the state increased by 100 percent.  

(b) Conservative estimates have the state adding an additional 6 million new residents by 

the end of the next decade. 

(c) Revenues available for investment in California's transportation system have not kept 

pace with that increasing state population, or with the increased demand on the state's 

transportation infrastructure.  

(d) California is now home to five of the nation's 10 most congested urban areas.  

(e) Between 1987 and 1995, the number of California drivers who sit idle in traffic 

congestion has grown by 70 percent, and California drivers now sit idle in traffic 

congestion more than 300,000 hours per day.  

(f) It is estimated that traffic congestion in California now costs the state's businesses 

more than two million eight hundred thousand dollars ($2,800,000) per day in lost time 

and resources.  

(g) The United States Congress recently authorized states under the federal National 

Highway System Designation Act of 1995 and the federal Transportation Equity Act for 

the 21st Century to issue "GARVEE bonds," which are tax-exempt anticipation notes 

backed by annual federal appropriations for federal aid transportation projects.  

(h) Utilizing grant anticipation notes to finance federal transportation projects can greatly 

accelerate projects and can result in significant cost savings to the state, since those 

transportation projects can be completed at present-day costs. 

(i) Funding transportation projects with grant anticipation notes can also deliver projects 

to the public significantly sooner than traditional funding mechanisms.  

(j) Therefore, it is in the best interest of the State of California to develop these new and 

innovative methods for funding and accelerating critical transportation infrastructure 

projects.  

14552. Unless the context otherwise requires, the definitions in this article govern the 

construction of this chapter. 

14552.2. "Eligible Project" means the federally funded portion of any highway or other  

transportation project that has been designated for accelerated construction by the 

commission, including, but not limited to, any of the following: 

(a) Toll bridge seismic retrofit projects. 

(b) Projects approved for funding under the Traffic Congestion Relief Act of 2000 (Ch. 

4.5 (commencing with Section 14556)). 

(c) Projects programmed under the current adopted State Transportation Improvement 

Program or the current State Highway Operation and Protection Program. 
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14552.4. "Federal transportation funds" means any funds apportioned to the state by the 

United States Department of Transportation, including, but not limited to, funds paid 

pursuant to the Transportation Equity Act for the 21st Century (Public Law 105-178). 

14552.6. A "note" is a federal highway grant anticipation note issued by the Treasurer 

under this chapter. 

14553. (a) The commission may from time to time select and designate eligible projects 

to be funded from the proceeds of notes, if financing of the project from the proceeds of 

notes has been approved by the Federal Highway Administration and the regional 

transportation planning agency, and the project has completed environmental clearance 

and project design. 

(b) Notwithstanding Section 7550.5 of the Government Code, on or before April 1 of 

each year, the commission, in conjunction with the Treasurer's office, shall prepare an 

annual analysis of the bonding capacity of federal transportation funds deposited in the 

State Highway Account in the State Transportation Fund. 

14553.2. The commission, in cooperation with the department and regional transportation 

planning agencies, shall establish guidelines for eligibility for funding allocations under 

this chapter. The guidelines shall be nondiscriminatory and shall be designed to allow as 

many counties as possible to establish eligibility for funding allocations under this 

chapter, regardless of the population or geographic location of the county. 

14553.4. The Treasurer may not authorize the issuance of notes if the annual repayment 

obligations of all outstanding notes in any fiscal year would exceed 30 percent of the total 

amount of federal transportation funds deposited in the State Highway Account in the 

State Transportation Fund for any consecutive 12-month period within the preceding 24 

months. 

14553.6. Funds allocated to a State Transportation Improvement Program project under 

this chapter, including cost overruns and financing costs, shall be counted against the 

interregional improvement program share in the case of a project in the interregional 

improvement program and the county share for the county in which the project is located 

in the case of a project in a regional improvement program. 

14553.7. In order to provide security for repayment of the notes, the commission shall 

adopt a resolution dedicating and pledging any future receipts of federal transportation 

funds received by the state to the payment of principal of, and interest and premium on 

the notes, for as long as any notes remain outstanding. That action shall constitute a 

pledge or receipt of those moneys as collateral within the meaning of subdivision (b) of 

Section 5450. The pledge shall be governed under Chapter 5.5 (commencing with Section 

5450) of Division 6 of Title 1 of the Government Code. The commission shall be deemed 

a "public body" for purposes of Section 5451, as defined in Section 5450. 

14553.8. Before notes are issued under this chapter, the commission, in cooperation with 

the department and the Department of Finance, shall consider and determine the 

appropriateness of the mechanism authorized by this chapter in comparison to other 

funding mechanisms, including, but not limited to, pay-as-you-go, federal advance 

construction, federal incremental advance construction, or other funding methods 

authorized under federal law to achieve maximum efficiency from the state's federal 

allocation of transportation funds. 
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14553.9. (a) Upon taking the actions authorized under this article, the commission may 

request the Treasurer to issue notes to provide funds for the eligible projects. 

(b) Notwithstanding Section 7550.5 of the Government Code, on or before April 1 of 

each year, the commission shall prepare and submit an annual report regarding the 

preceding calendar year to the Governor and the Legislature. Each report shall compile 

and detail the total amount of outstanding debt issued pursuant to this chapter and the 

projects funded by that outstanding debt. 

14554. (a) In order to provide for the financing of selected projects, the Treasurer may 

issue tax-exempt or taxable notes under this article. Proceeds of the sale of those notes 

shall be deposited in the Transportation Financing Subaccount, which is hereby created 

as a special trust fund in the State Highway Account in the State Transportation Fund. 

The funds in the subaccount shall be available for use as directed by the commission and 

administered by the department and to pay costs associated with the issuance or further 

security of the notes or for capitalized interest of up to 12 months. 

(b) Any issue of notes may be secured and made more attractive to capital markets 

through financial instruments, including, but not limited to, the following: 

(1) Credit enhancements, including, but not limited to, letters of credit, bond insurance, 

and surety bonds provided by private sector financial institutions. 

(2) Insurance and guarantees provided by any other agency of the state. 

14554.2. The Treasurer shall issue notes from time to time pursuant to a resolution from 

the commission. Those pledges shall be governed under Chapter 5.5 (commencing with 

Section 5450) of Division 6 of Title 1 of the Government Code. The resolution may 

contain any of the following provisions, which shall be a part of the contract with the 

holders of the notes to be authorized: 

(a) Provisions pledging receipt of future federal transportation funds to secure the 

payment of the notes or of any particular issue of notes, subject to those agreements with 

noteholders as may then exist, and pledging moneys held in funds and accounts pursuant 

to the note issue, or the earnings thereon. The Treasurer may authorize classes of notes 

having different priority in the receipt of available federal transportation funds. 

(b) Provisions for the investment of proceeds of the notes or of the moneys received by 

the Treasurer for repayment of the notes. 

(c) Provisions setting aside reserves or sinking funds, and the regulation and disposition 

thereof. 

(d) Limitations on the issuance of additional notes, the terms upon which additional notes 

may be issued and secured, and the refunding of outstanding notes. 

(e) The procedure, if any, by which the terms of any contract with noteholders may be 

amended or abrogated, the amount of notes and the holders thereof that are required to 

give consent thereto, and the manner in which the consent may be given. 

(f) Definitions of acts or omissions to act that constitute a default in the duties of the state 

to holders of the notes, and provisions on the rights and remedies of the holders in the 

event of a default. 

14554.4. Any notes issued under this chapter may be secured by a trust agreement, 

indenture, or resolution by and between the commission and a trustee. The trustee may be 

the Treasurer or a bank or trust company chartered under the laws of this state or of the 
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United States and designated by the Treasurer. The Treasurer may act under the note 

resolution as the fiscal agent for the notes. 

14554.6. The notes shall be authorized by resolution or resolutions of the Treasurer, shall 

be in the form, shall bear the date or dates, and shall mature at the time or times, as the 

resolution or resolutions may provide, except that no note may mature more than 30 years 

from the date of its issue. The fixed or variable notes shall bear interest at the rate or 

rates, be in the denominations, be in the form, be executed in the manner, be payable in 

the medium of payment at the place or places within or without the state, be subject to the 

terms of redemption and contain the terms and conditions, that the resolution or 

resolutions may provide. The notes shall be sold at public or private sale by the Treasurer 

at, above, or below the par value, on the terms and conditions and for the consideration 

that the Treasurer shall determine. 

14554.8. (a) Notwithstanding Section 13340 of the Government Code or any other 

provision of law, the amounts specified in the annual Budget Act as having been 

deposited in the State Highway Account in the State Transportation Fund from federal 

transportation funds, and pledged by the commission under this chapter, are hereby 

continuously appropriated, without regard to fiscal years, to the Treasurer for the 

purposes of, and in accordance with, this chapter. 

(b) Funds that are subject to Section 1 or 2 of Article XIX of the California Constitution 

may be used as the state or local principal match for any project that is eligible for federal 

matching funds and is funded pursuant to this chapter. 

14555. Upon request of the commission, the Treasurer may issue refunding notes to 

refund any outstanding notes, and to pay costs associated with that refunding. 

14555.2. Whenever the Treasurer deems that it will increase the salability or the price of 

the notes to obtain, prior to or after sale, a legal opinion, other than that of the Attorney 

General, as to the validity or tax-exempt nature of the notes, the Treasurer may obtain 

that legal opinion. Payment for those legal services shall be made from the proceeds of 

the sale of the notes. 

14555.4. The Treasurer may employ financial, engineering, or transportation consultants 

or advisers, underwriters, and accountants as may be necessary in his or her judgment in 

connection with the issuance and sale of any notes of the Treasurer. Payment for these 

services may be made out of the proceeds of the sale of the notes. 

14555.6. Section 10295 of the Public Contract Code and Article 4 (commencing with 

Section 10335) of, and Article 5 (commencing with Section 10355) of, Chapter 2 of Part 

2 of Division 2 of the Public Contract Code do not apply to agreements entered into by 

the Treasurer pursuant to the sale of notes authorized under this chapter. 

14555.8. Notes issued under this chapter are a legal investment for any state special or 

trust fund notwithstanding any provision of law limiting the investments that may be 

made by the special or trust fund. The notes shall be legal investments in which all public 

officers and public bodies of the state, its political subdivisions, all municipalities and 

municipal subdivisions, all insurance companies and associations and other persons 

carrying on an insurance business, all banks, savings and loan associations, savings banks 

and savings associations, investment companies, all administrators, guardians, executors, 

trustees and other fiduciaries, and all other persons authorized to invest in notes or in 

other obligations of the state, may properly and legally invest funds, including capital, in 
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their control or belonging to them. The notes may be used as security for public deposits. 

The notes are also securities that may properly and legally be deposited with and received 

by all public officers and bodies of state or any agency or political subdivision of the state 

and all municipalities and public corporations for any purpose for which the deposit of 

notes or other obligations of the state is authorized by law, including deposits to secured 

public funds. 

14555.9. Notes issued under the provisions of this chapter may not be deemed to 

constitute a debt or liability of the state or of any political subdivision thereof, or a pledge 

of the full faith and credit of the state or of any political subdivision thereof, but shall be 

payable solely from the funds and revenues pledged therefore. All the notes shall contain 

on their face a statement to the effect that the State of California shall not be obligated to 

pay the principal, or the interest on the notes, except from the revenues received by the 

Treasurer as shall be provided by the documents governing the revenue note issuance, 

and that neither the faith and credit nor the taxing power of the State of California or of 

any of its political subdivisions is pledged to the payment of the principal or interest on 

the notes. The issuance of notes under this part shall not directly or indirectly or 

contingently obligate the state or any of its political subdivisions to levy or to pledge any 

form of taxation whatever or to make any appropriation for their payment. 

 




