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PREFACE 

This is one of ten bulletins in the fifth series of Information 
Bulletins produced by the Transportation Task Force of the Urban Con
sortium for Technolooy Initiatives. Each bulletin in this series 
addresses a priority transportation need identified by member jurisdic
tions of the Urban Consortium. The bul l etins are prepared for the 
Transportation Task Force by the staff of Public Technology, Inc. and 
its consultants. 

Ten newly identified transportation needs are covered in this 
fifth series of Infonnation Bulletins. In priority order they are: 

• Growth Management and Transportation 

• Intercepting Jowntown-8ound Traffic 

• Inflation Responsive Transit Financing 

• Impact of Traffic on Residential Areas 

• Coordination of Parkin9. with Public Transportation and Ridesharinq 

• Improved Railroad Grade Crossings 

• Flexible Federal Desiqn Standards for Hiqhway Improvements 

• Traffic Siqnal Maintenance 

• Inflation Responsive Financing for Streets and Hiqhways 

• Flexible Parkinq Requirements 

The needs highlighted by Information Bulletins are selected in an 
annual process of needs identification used by the Urban Consortium. By 
focusing on the priority needs of member jurisdictions, the Consortium 
assures that resultant research and development efforts are responsive to 
local government problems. 

Each bulletin provides a nontechnical overview, from the local gov
ernment perspective, of issues and problems associated with each need. 
Current research efforts anrl approaches to the problem are identified. 
The bulletins are not an in-depth review of the state-of-the-art or the 
state-of-the-practice. Rather, they serve to identify and raise issues 
and as an information base frOl"l which the Transportation Task Force se
lects topics that require a more substantial research effort. 
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The Information Bulletins are also useful to those, such as elected 
officials, for whom transportation is but one of many areas of concern . 

The needs selection process used by the Urban Consortium is effec
tive. Priority needs selections have been addressed by subsequent 
Transportation Task Force projects: 

• To facilitate the provision of transportation services for 
elderly and handicapped people, five products have been devel
oped: Elderly and Handicapped Transoortation: Chief Executive's 
Surrrnary, Elderly and Handicapped Transportation: Planninq Check
list, Elderly and Handicapped Transportation: Information 
Sourcebook, Elderly and Handicapped Transportation: Eight Case 
Studies. 

• To help improve center city circulation (with the objectives of 
downtown revitalization and econanic development) several pro
jects have been completed. A surrrnary report on Center City 
Environment and Transportation: Local ~overnment Solutions shows 
how 7 cities use transportation and pedestrian improvements as 
tools in downtown revitalization. A report titled Center City 
Environment and Transportation: Transportation Innovations in 
Five European Cities discusses exemplary approaches to resolving 
traffic management problems common to cities with large numbers 
of automobiles. Another project, addressing the coordination 
of public transportation investment with real estate development , 
has culminated in two major national conferences--the Joint De
velopment Marketplaces I and II. The second Marketplace,held in 
Washington, OC, in July 1980, was attended by a total of over 
500 people, including exhibitors from 32 cities and counties and 
representatives of private development and financial organiza
tions. 

• A series of documents relatin~ to the need for Transportation 
Planning and Impact Forecasting Tools has been prepared: (1) a 
management-level document for local officials describing manual 
and computer transportation planning tools available froM the 
U.S. Department of Transportation, (2) a series of case studies 
of local government and transit agency applications of these 
tools, and (3) a guide describing ways local governments can 
gain access to these tools. 

• To meet the need to pr001ote the use of Transportation System 
Management (TSM) measures, a series of five regional meetings 
was held in 1980 to provide local, State, and Federal officials, 
and representat·ives of trans.it aqencies and the business c011JT1un
ity with the opportunity to exchange information about low-cost 
TSM projects to improve existing transportation systems. 

• To facilitate the dissemination of information on local experi
ences in Parking Management, a technical report describing the 
state-of-the-art has been prepared. 
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• To address the need for information on transit productivity, a 
seminar on International Transit Performance Measurement was 
held in September 1980. The seminar included presentations on 
the state-of-the-art in France, Germany, and the United States. 
The seminar was co-sponsored by the German Marshall Fund of the 
United States. 

• To encouraoe improved desion in transportation facilities, PTI 
orqanized Design for Moving People, the first national confer
ence to bring together leadinq design professionals--architects, 
artists, arts administrators--and those responsible for operat
ing and manaqinq many of the nation's larqest public mass trans
portation systems. The meeting was held in ~ay 1981 in New York. 
Cosponsored by the American Public Transit Association (APTA), 
the New York Chapter of the American Institute of Architects, 
AMTRAK, and the Municipal Art Society of New York, the two day 
conference featured keynote addresses by two of the country's 
leading architects, case studies 9 and practical workshops on 
topics such as financing design excellence, promotinq better col
laboration between architects and artists, and materials selec
tion--vandalism and maintenance. 

• To address the issue of adequate financing for transit and the 
difficult policy decisions facing operating authorities regard
ing fare setting and the role fares should play in meeting 
financial needs, the Urban Mass Transportation Administration 
(UMTA) and the American Public Transit Association (APTA) spon
sored a fare policy seminar, with the help of PTI, for general 
managers and board members in Region III. The seminar was held 
in Washington, o.c. in September 1981, at APTA's offices. Con
sulting experts presented the results of relevant research soon
sored by UMTA's Office of Service and Methods Demonstrations. 

• To test the effectiveness of the video teleconference as a 
means of corrmunicating information to local officials auickly 
and efficiently and to address the need to find less costly al
ternatives to fixed route transit,PTI organized and staffed a 
successful teleconference under UMTA sponsorship in 1982. En
titled "Adjusting to Reduced Transportation Budgets: Operational 
Strategies," the teleconference provided local officials in five 
cities with infonnation about alternative transportation services 
suitable for areas where conventional transit service is either 
impractical or unduly exrensive. 

Task Force information dissemination and technology sharing concerns 
are currently addressed by three products--SMD Briefs, Transit Actions 
and Transit Technology Briefs. SMD Briefs are short reports that provide 
up-to-date infonnation about specific aspects of on-going projects of 
UMTA's Office of Service and Methods Oemonstrations (SMD). In addition, 
the SMD HOST Pr~ram allows transportation officials from selected juris
dictions to visit one of these projects for on-site training. Transit 
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Actions cover the on-qoin9 projects of UMTA's Office of Transportation 
Management. Each Action provides timely information that will be espe
cially useful to transit managers concerned with improving their transit 
systems' efficiency and effectiveness. Transit Technolooy Briefs report 
on projects sponsored by UMTA's Office of Technology Development and De
ployment. These timely documents provide infDrmation that should be of 
direct benefit in the improvement and productivity of transit system 
operations. 

Additional Technology Sharing occurs throuoh the National Coopera
tive Transit Research Program (NCTRP) which was organized jointly by 
Public Technology, Inc., the American Public Transit Association, the 
Urban Mass Transportation Administration, and the Transportation Research 
Board to address problems relatinq to public transportation identified 
by local and State qovernment and transit administrators. 

The support of the U.S. Department of Transportation's Technology 
Sharing Division in the Office of the Secretary, Federal Highway Admini
stration, National Highway Traffic Safety Administration, and Urban Mass 
Transportation Administration has been invaluable in the work of the 
Transportation Task Force of the Urban Consortium and the Public Tech
nology, Inc. staff. The guidance offered by the Task Force members will 
continue to ensure that the work of the staff will meet the uroent needs 
identified by members of the Urban Consortium for Technology Initia
tives. 
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INTRODUCTION 

Chapter 1 

ISSUES AND PROBLEMS 

How to pay for public transit is a critical issue for local govern
ment. Fueled by inflation, transit costs are increasing faster than both 
revenue from the farebox and public subsidies. As a result, deficits are 
growing, and there is the threat in many localities of major service cut
backs and shut downs. Increasingly, large and small cities, suburban coun
ties, and towns are grappling with how to meet rising transit costs. Even 
localities that once had adequate and reliable revenue to support transit 
find their income cannot keep up with escalating expenses. Where will the 
additional money come from--the farebox, new local taxes, or State and 
Federal sources? 

These hard questions need answers, because transit's current financial 
problems are likely to intensify. The causes underlying the growing defi
cits include the facts that: 

• Transit costs, in particular labor and fuel, have consistently 
risen faster than the national rate of inflation and will probably 
continue to do so. 

• The public continues to demand improved service or, at least, the 
maintenance of existing transit service, although this may increase 
deficits. 

• The demand for transit is very sensitive to changes in fares. A 
fare increase may decrease ridership to the extent that totaJ reve
nue falls. 

• Revenue from taxes used to support transit has not increased at the 
same rate as inflation. 

• The rising costs of other public services, such as schools, health 
care, police protection, and roads, have increased the competition 
for the local and State tax dollar. 

• The Federal government is reducing the funds available to subsidize 
the operating costs of local public transit. 

Although local officials can not control many of the causes of tran
sit's rising deficits, they have to make up the losses or watch transit 
service deteriorate. This Information Bulletin responds to the needs of 
local officials for more information on revenue alternatives, particularly 
those that are responsive to inflation. It does not purport to supply 
solutions, only to help local officials evaluate options. Beginning with a 
review of the history and current state of transit finance, this 
Information Bulletin catalogues conventional financing techniques and 
introduces some that are new or innovative, including examples of where 
these approaches are used and contacts in those communities. 
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BACKGROUND OF TRANSIT'S FINANCIAL PROBLEMS 

After expanding service and carrying record numbers of riders during 
the World War II, local transit systems, which were usually privately 
owned, began a period of steady decline . Ridership fell when private cars 
and gasoline were once again available, and families and industries left 
the cities and moved out to the suburbs, beyond the bus routes. The 
Federal Highway Trust Fund, established in the early 1950s, poured millions 
into highway construction, encouraging this dispersed pattern of 
development. 

Uncomfortable and increasingly expensive to operate, the aging buses 
typical of most fleets were not able to compete with the automobile in the 
suburban setting. With ridership slipping and costs increasing, trans it, 
which had a history of supporting itself from the farebox, began to run in 
the red . To keep the buses running, the Federal government and some State 
and local governments subsidized the public acquisition of many of the ail 
ing private systems. Federal and local governments began providing operat
ing subsidies to help hold down fares and pay for the expanded service that 
was demanded as a result of the oil embargo and gasoline shortage in the 
mid-1970s. 

The current high rate of inflation has magnified the difficulty of 
financing transit by boosting labor and fuel costs dramatically. To com
pound the problem, many transit employee union contracts include generous 
fringe benefits and automatic cost-of-living increases. Since wages and 
benefits account for approximately 80% of transit's operating costs, these 
increases have had a profound impact on transit budgets and have been a 
major factor contributing to current deficits. In addition, diesel fuel, 
which cost 12f per gallon in 1971, is now well over a dollar a gallon . 

Because of these rising costs, transit expenses have been increasing 
almost twice as fast as the annual rate of inflation. 0, the revenue si de, 
income from fares and taxes has not kept pace ~ith these inflated costs . 
Between 1972 and 1978, for example, the cost of existing transit serv i ce 
(discounting new service) increased an estimated 90%, but farebox revenue 
grew by only 30%. 

Capital costs also have increased because of inflation and high i nter
est rates. Although the Federal government usually finances up to 80% of 
capital costs, many agencies cannot afford the local share . Inflation also 
has contributed to the the present political climate in which new taxes are 
difficult to levy, and existing tax-financed subsidies are threatened . 

SOURCES OF RECENT FINANCIAL SUPPORT 

Between 1970 and 1980 most local transit systems became increasingly 
dependent on governmental subsidies. Table 1 shows that agency ea rni ngs 
covered 84% of operating expenses in 1970 but only 43% in 1980, with public 
subsidies paying an increasing share of the costs. The bulk of transit 
revenue stil l comes directly from local pockets, however. The farebox plus 
local subsidies accounted for 70% of operating costs in 1980. 
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Table 1 

SOURCES OF TRANSIT OPERATING FUNDS 
1970 AND 1980 

SOURCE 1970 
% OF TOTAL 

Farebox and other 
revenue 84 

Local Assistance> 
State Assistance 16 

Federal Assistance 0 
100 

1980 
% OF TOTAL 

43 
27 
13 
17 

100 

Source: American Public Transit Association and Urban Mass Transportation 
Administration. 

The Federal Share 

In 1980, the Federal government allocated $3 .9 billion to local mass 
transit systems through grant-in-aid programs administered by the Urban 
Mass Transportation Administration (UMTA). 

The Urban Mass Transportation Act of 1964, as amended, provides two 
major sources of capital and operating funds. 

1 Section 3--Provides capital grants to assist State and local public 
bodies purchase or improve facilities and equipment. These grants, 
which cover up to 80% of project costs, were originally used to 
modernize bus fleets and for the acquisition of private bus compa
nies by public agencies. The emphasis changed in the 1970's, and 
the largest share of the grant money has recently gone to the con
struction and rehabilitation of fixed-rail transit. 

Amended in 1978 by the Surface Transportation Assistance Act, 
the current grant program authorized $7.5 billion for the 5-year 
period 1979-1983. In 1980, $2.8 billion was allocated to local 
systems. 

1 Section 5--Provides grants to State and local public bodies by a 
formula based primarily on population size and density. These 
funds may be used for capital expenditures, but the vast majority 
have gone for operating assistance. The funds are subject to 
matching requirements--20% minimum for capital and 50% minimum for 
operating costs. Between 1975 and 1980, annual Federal operating 
assistance increased from $.3 to $1.1 billion. The current admin
istration is seeking to reduce funds available under Section 5. 
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The State Sha re 

Currently, at least 35 States budget funds for local transit. These 
funds totaled nearly two billion dollars in 1982, an increase of $300 
million over the 1981 amount. In 1980, State sources provided 13% of 
transit 1s operating revenue. Of the nation 1 s 90 largest transit systems, 
two-thirds receive State funds. Support varies widely with some States, 
such as California, funding a major share of local transit costs, while 
other States cover only a nominal 1 or 2% of the costs. 

Although details of the subsidy programs differ, State support comes 
mainly in one of three forms. States in the northeast generally appropri
ate transit subsidies from the general fund. Other States either earmark 
taxes, usually sales or highway-user levies, for transit use or give local
ities the authority to tax themse.l ves to support transit . Twenty States 
utilize some motor fuel tax revenues to aid transit systems. Some States 
combine approaches. Michigan, for example, subsidizes local transit with 
State gas tax revenues and also allows local jurisdictions to impose other 
taxes. Maryland is noteworthy, because it funds local public transit from 
a Consolidated Transportation Trust Fund, financed by highway-user taxes, a 
portion of the State corporate income tax, and several other sources. 

In addition to transit subsidi es for regular service, some States pro
vide assistance for special transportation services for elderly and handi
capped persons. 

States differ on how they decide on the amount of aid and its distri
bution. A common procedure has been for the State to split evenly with the 
local government the portion of the operating deficit not covered by 
Federal subsidies. The amount of State support going to large metropolitan 
transit systems is usually negotiated by the legislature. For example, 
Philadelphia and Pittsburgh bargain in the legislature for their State 
assistance packages . 

The Local Sha re 

The Farebox . The farebox, plus county, regional, and local taxes, 
paid 70% of mass transit 1 s operating expenses in 1980. Currently, transit 
agencies are raising fares in an effort to increase revenues, although the 
higher fares may reduce ridership to some extent . According to a 1980 sur
vey by the United States Conference of Mayors {USCM), 81 out of 106 transit 
systems raised fares between 1979 and September 1980. The American Public 
Transit Association reported that in February, 1981, the average base fa re 
was 45~, up 18% over 1980. 
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Table 2 shows the 1981 fares charged by a dozen major t ransit systems . 

Table 2 

1981 TRANSIT FARES IN. ~JOR U. S. CITIES 

New York 
Washington 
Chicago 
Philadelphia 
Baltimore 
Atlanta 
Pittsburgh 
San Franc i sco 
St. Louis 
Los Angeles 
Detroit' 
Houston 

Source: Boston Globe . July 8, 1981. 

.75 

.60 minimum 

. 80 

.55-.65 

. 50 

.so 

. 75 

. 50 minimum 

.50 

.65 

.60 

.40 

Local Taxes. Localities paid an average of 27% of transit's 1980 
operating costs with regional, county, or municipal taxes. The USCM 
reports that 62% of the communities it surveyed subsidized their local 
transit systems with general fund revenue or specialized taxes . 

To meet the need for long - range, reliable support, some localities are 
dedicating or earmaking speci fi c taxes for transit. Out of 101 citi es that 
responded to a USCM survey question on sources of revenue, 46 reported they 
had earmarked taxes. Table 3 summarizes the results of this question. 
Half of those without an earmarked transit tax said they had plans to
propose such a tax within the next two years. Taking a step further toward 
financial independence, some transit systems, usually regional ones, have 
taxing or other fiscal authority . The USCM study reported 25 systems, one
fourth of those responding , had authority to levy either a property, sales, 
payroll, or occupancy tax. 
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JURISDICTION 

California 
Fresno 
Long Beach 
Los Angeles 

Oakland 
Riverside 
Sacramento 
San Diego 
San Francisco 

San Jose 
Santa Barbara 
Stockton 

Florida 
Tampa 

Georgia 
Atlanta 

Illinois 
Chicago 

Decatur 
Peoria 
Rockford 

Indiana 
Fort Wayne 
Gary 

Indianapolis 
South Bend 

Iowa 
Cedar Rapids 
Dubuque 

Kentucky 
Loui svi 11 e 

Tab 1 e 3 

1980 DEDICATED TRANSIT TAXES IN JURISDICTIONS 
SU RV EYED BY USCM 

TYPE OF TAX RATE TAXING 
AUTHORITY 

Sales Tax l/4i State 
Sales Tax 1/4 State 
Sal es Tax 1/4 State 
Sales Tax 1/2 Rm Service 

Area 
Sales Tax 1/4 State 
Sal es Tax 1/4 State 
Sa 1 es Tax 1/4 State 
Sales Tax 1/4 State 
Sal es Tax 1/4 State 
Sales Tax 1/2 BART Counties 
Sal es Tax 1/4 State 
Sal es Tax 1/4 State 
Sal es Tax 1/4 State 

Property Tax 1/2 mill* County 

Sal es Tax 11 2 Counties 

Sal es Tax 1~ Cook County 
1/ 4f in co 11 a r 
counties 

Sa 1 es Tax 1/32 of ll State 
Sales Tax 1/32 of 1 State 
Sa 1 es Tax 1/32 of 1 State 

Property Tax 97 mills City 
Gas Tax 1% State 

Property Tax 65 mills City 
Gas Tax 1% State 

Property Tax 38 mi 11 s City 
Property Tax 2 mills City 

Earnings Tax 0.2% County 
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Massachusetts 
Boston 

Michigan 
Detroit 
Flint 
Grand Rapids 
Lans ing 

Minnesota 
Minneapolis 
St. Paul 

Missouri 
St. Louis 

Montana 
Bi1lings 

Nebraska 
Lincoln 

New York 
New York City 

North Carolina 
High Point 

Ohio 
Canton 
Cincinnati 
Cleveland 
Dayton 

Oregon 
Portland 
Sal em 

Texas 
Houston 
San Antonio 

Washington 
Seattle 

Spokane 

Gas Tax 

Gas Tax 
Gas Tax 
Gas Tax 
Gas Tax 

Property Tax 
Property Tax 

Sal es Tax 

Property Tax 

Gas Tax 

Property Tax 

Property Tax 
Property Tax 
Sal es Tax 
Sales Tax 

Payroll Tax 
Property Tax 

Sales Tax 
Sales Tax 

Sales Tax 
Motor Vehicle Tax 
Motor Vehicle Tax 
Household Tax 

*mill = 14 per $1000 assessed valuation. 

1.5% of whole
sale price 

1.14/gallon 
1. 14/gall on 
1.14/gal lon 
1.14/gallon 

1. 7 mil 1 s 
1. 7 mil 1 s 

1/24 

10 mills 

1. 24/ gal 1 on 

2% o i 1 company 
profits 

25 mills 

1.5mills 
0.3% 
1/24 
1/24 

0.6% 

3/104 
1% value 
1%value 
$1 month/ 

household 

City 

State 
State 
State 
State 

Region 
Region 

City-County 

City 

State 

State 

City 

City 
City 
City 
City 

City 
City 

County 
City-County 

County 
State 
State 

City 

Source: United States Conference of Mayors, The Transit Financing Agenda for 
the 1980s. Washington, D.C. 1981. 
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Chapter 2 

ALTERNATIVE FINANCING TECHNIQUES 

This chapter catalogues techniques used by localities to finance pub-
lie transit. The options are listed in Table 4. 
taxes that are used frequently; other techniques 
Some approaches, borrowed from other industries, 
by tr~nsit systems for the first time. 

Table 4 

Many are conventional 
are less traditional. 
currently are being tested 

TRANSIT FINANCING TECHNIQUES 

1. Broad-based Taxes and Revenue Sources 
Retail Sales Tax 
Property Tax 
Payroll Tax 
Income Tax 
Occupancy and other Taxes 
Lottery 

2. Charges on Motor Vehicle Users 
Motor Fuels Tax 
Motor Vehicle Tax 
Bridge and Tunnel Tolls 
Commercial Parking Tax 

3. Charges on Property Benefitting from Transit 
Service Charges 
Special Benefit Assessment 
Tax Increments Dedicated to Transit 

4. Borrowing Strategies 
Conventional Bonds 
Equipment Trust Certificates 
Tax-Exempt Industrial Revenue Bonds 
Safe Harbor Leasing 
Grant Anticipation Notes 

5. Joint Ventures With the Private Sector 
Leasing Air-rights 
Leasing Property Adjacent to Transit Facilities 
Participation in Land Development 
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BROAD-BASED TAXES AND REVENUE SOURCES 

Currently, local funds for public transit subsidy most commonl y come 
from retail sales and property taxes . These two broad -based taxes, in 
essence, charge the entire community for the benefits of transit. Although 
less used, income and mortgage taxes and a lottery also tap community-wide 
resources. 

Retail Sales Tax 

The majority of the States (46) levy a retail sales tax and/or give 
the authority to levy such a tax to local jurisdictions . During the last 
decade, the sales tax has become the second largest source of local reve
nue, behind the property tax . Most rates fall in a range between 2 and 6%. 
Table 3 shows that of the 46 localities in the USCM survey that had dedi
cated transit taxes, 24 levied a sales tax . In Cal ifornia, State and local 
sales taxes are -the primary sources of local transit subsidies. 

Advantages: 

The sales tax is capable of producing large amounts of revenue, 
and it responds more quickly than most taxes to income changes and 
inflation. Surveys have shown it is more politically acceptabl e than 
other levies, such as property and income taxes. Administration is 
not usually a problem, unless there are a large number of exemptions . 

Disadvantages: 

The sales tax is regressive, falling hardest on the low-income 
groups. However, exemptions can l essen thi s i mpact . Al though respon
sive to inflation , sales tax revenue also falls when consumer buyi ng 
declines. This can be a problen for transit systems, because their 
costs are usuall y constant or increasing . A shortfal l ca n occur, as 
it recently did i n Chicago, when revenue from a regional sales tax 
fell below projecti ons. 

Property Tax 

Nationwide, the property tax i s the c~ief source of local revenue and 
local assistance to many transit systems . The tax revenue may be either 
earmarked for transit or appropriated from the general fund, which is fed 
primarily by property taxes . The taxes may be levied by the locality or by 
a speci al transportation authority. Rates vary , but, as Table 3 shows, in 
the communities surveyed by USCM the tax rates did not exceed 1% of 
assessed values . For example , the Twin Cities have a 1.7 mill regional 
property tax dedicated to transit . 

Advantages: 

The property tax is broad-based, and it has high yield potential. 
Theoretically, if assessments are made accurately and frequently, 
property tax revenue should increase with inflation. Many juri sd ic
tions have used this tax to support transit, and it is consi dered 
mil dly progressive . 
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Disadvantages: 

The equity of the tax is undermined by imperfect assessment pro
cedures, which often result in underassessment of property in areas 
with few or no recent sa 1 es. Because of infrequent reassessments , 
revenues can fall when adjusted for inflation . 

Property taxes are also more unpopular than most taxes wit h 
voters . The USCM study reported 65% of the responding mayors rated 
property tax increases the least politically desirable means of sub
sidizi ng local trans i t. Many States, most notably California and 
Massachusetts , have l i mi ted property taxi ng authority . Indiana has 
also had a freeze on local property tax rates since 1975. 

Payroll Tax 

Only the State of Oregon has authorized local transit agencies to levy 
a payroll tax . Tri-County Metropolitan Transit District (Portland) imposes 
a .6% payroll tax, and the Lane County Mass Transit District (Eugene) puts 
a . 54% tax on the total payroll paid by local businesses . A flat-rate tax 
on employers ' payrolls within a taxing jurisdiction is the most discussed 
form of the tax and the easiest to administer. Whether t he tax may be 
deducted from Federal income taxes as a business expense is unresolved . 

Advantages: 

It is argued that the availability of public transit is a benefi t 
to employers for which they shoul d be taxed. A payroll tax can gen
erate substantial revenue, and it is responsive to economic changes , 
increasing with the growth of jobs and wages . 

Disadvantages: 

The fact that the employer already pays several employee-related 
expenses, including social security, unemployment, and pension bene
fits , is a disadvantage of a payroll tax. Also, like other broad-based 
taxes dedicated to specific services, a payroll tax tends to disc ri m
inate against those who do not benefit directly from the service, such 
as employers whose workers do not have convenient access to transit or 
employers who provide parking spaces for empl oyees. 

Income Tax 

An employee paid payroll or income tax has also been suggested as a 
revenue option for transit . Some fonn of income tax is imposed by 41 State 
and 4,000 local governments . However, .Cincinnati, Ohio, is the only local 
jurisdiction that has earmarked a portion of its local income tax for 
transit support. 

Other Broad-Based Taxes or Revenue Sources 

In Lafayette, Indiana , the transit district taxes bank assets. In 
Missouri, the Springfield City Utility Corporation operates the mass 
transit system and applies any profits from the gas and electric operat i ons 
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to the transit deficit. New York State has a tax on mortgages on real 
property, a portion of which is remitted to local transit authorities. In 
Oklahoma City, the municipal parking supply and tile transit system are 
under a single authority. Revenue fr001 municipal parking lots is used to 
help pay the operating costs of the transit system. 

Lottery 

As of 1977, 13 States operated lotteries. In Pennsylvania, lottery 
receipts are partially dedicated to transit to make up for the income lost 
by local agencies because of the reduced fares paid by senior citizens dur
ing off-peak hours. In 1981, the Arizona Legislature established the Local 
Transportation Assistance Fund, which is financed by a share of the State 
lottery proceeds. 

CHARGES ON MOTOR VEHICLE USERS 

It can be argued that motor vehicle users benefit from the presence of 
public transit and, therefore, should be taxed to support the service. 

Motor Fuels Tax 

A tax on motor fuels is considered benefit-related because a relation
ship can be shown between the tax and benefits to auto users. For example, 
auto users benefit from less congested streets because of transit, and they 
enjoy the stand-by service provided by transit in case of emergency. These 
taxes also increase driver cost, which theoretically reduces auto use and 
congestion. 

A motor fuels tax is imposed by all State governments. It is usually 
a per gallon charge, based on the number of gallons sold - not the amount 
of the sale. In 1981, State rates ranged from 54 to 144 per gallon. 

Interest is building for a more flexible motor fuels tax structure. 
Washington State, for example, has instituted a variable rate tax with a 
floor of 94 and a top of 124. The rate in any fiscal year depends on the 
State's assessment of its revenue needs. Some States have begun a move to 
change the motor fuel tax from a per gallon base to a sales base, which 
would make the tax more inflation responsive. A few States, Illinoi s , 
Florida, Tennessee, and Virginia, authorize local jurisdictions or regions 
to tax motor fuels and to earmark a portion of the revenue for t ransi t. 

Advantages: 

Motor fuel taxes have been the most productive of the highway
user levies, and they are easy to collect. 

Disadvantages : 

The tax yield does not rise with inflation. The purchasing power 
of fuel tax revenue has eroded to the point that each 1979 dollar gen
erated by motor fuel taxes is worth 384 in 1970 prices. To increase 
revenues, Legislatures must vote to raise the per gallon rate--never a 
popular move . 
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Revenue also decreases automatically with decreased gas consump
tion. In 1979, gas tax revenue declined in 31 States as a result of 
reduced sales. 

Motor Vehicle Taxes 

Vehicle registration taxes provide a relatively small but stable 
income for most State treasuries. Some States, such as Virginia, allow 
municipalities to impose personal property taxes on vehicles. Washington 
State has a 2% tax on the the value of motor vehicles, a share of which is 
dedicated to transit. 

Bridge and Tunnel Tolls 

New York, Philadelphia, and San Francisco have used tolls to help 
finance local transit. For example, the Triborough Bridge and Tunnel 
Authority annually contributes over a $100 million to meet New York City's 
transit deficit. 

Advantages: 

Tolls can be substantial revenue producers. Over-head is low, 
since collection procedures are usually in place. In terms of equity, 
tolls are considered a legitimate charge to motorists entering con
gested areas that would be more crowded if transit were not available. 

Disadvantages: 

Only a few jurisdictions have toll facilities or the opportunity 
for them. There are often legal difficulties in using toll revenue to 
subsidize transit. 

Commercial Parking Taxes 

Taxes on colllTlercial parking are collected from parking operators and 
may be borne by either the parker or the operator, depending on the 
strength of the parking demand. In New York City, a 6% tax yields about $12 
million annually. It is maintained that the most equitable type of parking 
tax would be a charge on all long-term downtown parkers who use either pri
vate or public lots. 

Advantages: 

Increased parking charges may encourage auto drivers to use 
transit. 

Disadvantages: 

Parking taxes discriminate against drivers who are obliged to use 
colllTlercial parking facilities and tend to encourage suburban shopping 
and job seeking, where parking is free. 
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CHARGES ON PROPERTY BENEFITTING FROM TRANSIT 

There is a growing interest among public officials in strategies that 
allow transit systems to share with the private owners the increases in 
land values that result from public transit improvements. To tap this 
source of revenue, a jurisdiction may levy a service charge or special 
assessment on the property or dedicate the additional tax revenue resulting 
from the property's increased value to transit. 

Service Charge 

Under this technique, properties adjacent to transit stations are 
charged a fee for direct access to the facility. The fee may be paid 
annually or in a lump sum by the developer. These charges are comparable 
to payments made when an individual property is connected to a water or 
sewer system. The charges may be in the form of a capital item, such as a 
pedestrian walkway, or an· annual contribution to operating costs, such as 
station maintenance. 

Toronto requires connecting property owners to pay all capital costs 
of extending pedestrian ways to transit stations. In the United States, 
there are a few examples of public-private cost- sharing provided for in 
access agreements, such as in New York's Rockefeller Center and Citicorp 
Center. Although developers in the United States traditionally have 
resisted paying for transit access or sharing the cost of station construc
tion or maintenance, this attitude may be changing as developers reassess 
the value of transit access . For example, several banks in Toledo, Ohio, 
are paying the maintenance costs of new downtown bus shelters, in which 
they are installing automatic teller machines. The Mobil Land Development 
Corporation is paying Arlington County, Virginia, a portion of the cost of 
a pedestrian tunnel connecting an office-residential complex with a subway 
station. · 

Special Benefit Assessment 

Under this concept, a jurisdiction levies a special charge or assess
ment on properties within a designated district that benefit directly from 
a specific public improvement. Assessments may be based on front footage, 
lot area, appraised value of land or a combi~ation of factors. To finance 
the improvement, a locality usually issues bonds with the income from the 
special assessment pledged as security. Some issues also have the backing 
of the local general fund. When the bonds are retired, the special assess
ment is removed. 

Special benefit assessments have been used most commonly to finance 
infrastructure for residential development, such as sewers, streets, curb
ing, and sidewalks. In addition, special benefit assessments have been a 
mechanism for financing downtown malls, such as Nicollet Mall in Minneapolis, 
Minnesota, and the State Street Mall in Madison, Wisconsin. 

In California, local jurisdictions have the authority to create spe
cial districts adjacent to and along the route of a municipal transit sys
tem. The City of San Francisco recently passed an ordinance designating 
all downtown office space as a special assessment district and dedicating 
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the revenue to the local transit system. The tax rate and the district 
boundaries have not been set. The City also approved an ordinance to levy 
a one-time, $5 per square foot transit fee on all new, enlarged, or con
verted office space in downtown . This ordinance has been challenged by 
developers, but no court decision has been made yet. 

Tax Increments Dedicated to Transit 

Economists and other theoreticians see the potential for financing 
public transit capital and operating costs with value capture taxes, or 
special, new levies on properties that have increased in value because of 
public investments. But value capture taxes, whi ch have no precedent in 
the United States, have two practical limitations for transit financing in 
most commun ities. First, value capture taxes are most appropriate for 
jurisdictions with fixed rail systems, where property value increases are 
concentrated. Second, it is very difficult, as a practical matter, to iso
late transit induced values from other economic forces at work in an area. 
Identifying and defining the boundaries of such a district are also prob
lems. In addition, since the amount of increased value cannot be accu
rately projected, it is an uncertain base for financial planning. 

Despite the problems inherent in techniques based in value capture, 
the dedication of property tax increments, generally referred to as tax 
increment financing, may be a useful tool. The procedure involves freez
ing, as of a base date, the real estate tax base in a benefit area. Tax 
revenues at the preinvestment level continue to flow to the general fupd, 
but the increased revenues, resul ting from property values rising above the 
base, are earmarked for financing the improvements. The details of how the 
technique can work vary depending on State enabling legislation and local 
codes. 

Tax increment financing, authorized in at least 12 States, has been 
used most frequently in California and Minnesota to provide funds for rede
velopment projects. Between 1952 and 1978, over 200 redevel opment projects 
in California used the technique. Los Angeles has had 15 tax increment 
financed redevelopment projects, ranging from central business district 
projects to neighborhood revitalization. So far, however, the Embarcadero 
Station in San Francisco is the only transit project that has made use of 
the technique. 

Tax increment revenues can be used in several ways to finance capital 
improvements . 

• Backing for general obligation bonds. A jurisdiction may issue 
bonds for a proposed improvement, financing them with the tax 
increment revenue anticipated f.rom the project . But if revenue 
shortfalls occur, general funds must be used to pay the debt 
service . 

• Backing for tax allocation bonds. A local government pledges 
increases in tax revenues as security for bonds. In addition, the 
public body has the option to levy a special assessment ~thin the 
project area if the tax base does not increase as expected. In 
some States, tax allocation bonds are not subject to voter approval 
and municipal debt limits. 
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• Pay-as-you-go . A local jurisdiction can use increases in tax reve
nue to build up a fund to finance improvements on a pay-as-you-go 
basis. It may take years to accumulate enough funds to make the 
improvement. 

Despite its success ful use for redevelopment projects in California, 
this technique is controversial . Many point out that it is more popular 
wi th the theoreticians than with the politicians. 

Advantages: 

Improvements may be financed, at least, in part, from the 
increased revenues they generate and, thus, reduce the need to tap 
othe r revenue sources . Significant amounts of capital can be raised 
by bor rowing on the basis of expected increased tax revenues. 

Disadvantages : 

The projected inc reases in value may not occur, and scarce gen
eral revenue funds may have to be used to finance the improvement . 
Since the tax base in the project area is frozen for general revenue 
purposes, schools and other public services are deprived of access to 
increased revenues . This impact can be lessened by permitting excess 
funds, over and above those needed to finance the improvement, to flow 
to existing taxing juri sd ictions. 

BORROWING STRATEGIES 

When transit was in private hands, capital expenditures were financed 
by floating bonds and selling stock. As deficits began to mount and transit 
systems were taken over by publ ic agencies, these conventiona l sources of 
capital funds were closed off . The Federal and some State governments then 
stepped in and began to finance transit's capital needs with grants. Since 
the mid-197Os, these grants have finan ced most of transit's capital outlays. 

Because capital costs are far outpacing Federal and State appropria
tions, local governments are likely t o have to prov ide an increasing share 
of capital funds . To meet these needs, some localities are taking a new 
look at conventional as well as innovative types of bonds. Bonds will 
probably not be an appropriate finance tool for small transit authorities, 
but for those systems with large scale capital needs, bonds may serve a 
useful purpose . 

Conventional Revenue and General Obligation Bonds 

To be saleable at favorable interest rates, transit system bonds must 
have strong financial backi ng. Currently, local areas are trying to accom
plish this in the following ways: 

• Pledging revenues of an earmarked tax. The Bay Area Rapid Transit 
District (BART) bonds are backed by both earmarked property and 
sales tax revenues. 
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1 Pledging surplus revenues of other publ i c enterprises. The 
Lindenwold rail connection between Philadelphia and New Jersey was 
financed by bonds backed by the Delaware River Port Authority. The 
BART tunnel under San Franci sea Bay was financed by bonds guaran
teed by the California Toll Bridge Authority. 

• Pledging the full faith and credit of a State or local government 
to repay bonds, and guaranteeing that the interest and principal 
wi 11 be paid from general funds. 

• Pledging that bonds issued by a transit district or authority will 
be guaranteed by participating local jurisdictions, according to a 
formula. Bonds sold by the Massachusetts Bay Transportation 
Authority (MBTA) are repaid in part by municipalities under an 
allocation formula set up by the State Legislature. The State is 
also liable for any MBTA unpaid debt service charges. 

Although most governmental units can borrow for capital needs, the 
process is often complicated by State regulations. Some States limit gen
eral obligation bonds to a percentage of assessed taxable property. Others 
require bond issues to be approved in referendum. Sometimes limitations 
have been avoided by channelling bond sales through agencies free of debt 
restrictions. For example, the Embarcadero Station in San Francisco was 
financed by bonds sold by the San Francisco Redevelopment Authority. 

In addition to conventional bonds, some innovative techniques for 
raising capital funds show promise for transit agencies. 

Equipment Trust Certificates 

The sale of equipment trust certificates is a technique used by rail
roads and airlines to finance large purchases of capital equipment. 
Southern California Rapid Transportation District (SCRTD) is the first 
transit agency to use this technique to raise local matching share funds for 
the purchase of new buses. 

The feature distinguishing equipment trust certificates from other 
trust certificates and notes is that the certificates are secured, in part, 
by the equipment purchased with the certificate proceeds. The certificate 
trustees hold title to the equipment which they lease back to the user for 
an amount that equals debt service. 

Provisions of the equipment trust certificate ordinarily require that 
the certificates be backed by a cash reserve fund. The reserve, plus the 
fair market value of the equipment, must at all times equal a specific per
centage above the principal amount of the outstanding certificates. The 
title to the equipment reverts back to the borrower when the note is paid 
in full. If the certificate is issued by a public agency, it is tax-exempt. 

Because equipment trust certificates have the advantage of providing a 
relatively low-risk investment, they can he sold at lower interest rates 
than more conventional securities marketed in the region. 
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Tax-Exempt Industrial Revenue Bonds 

The Econ~nic Recovery Tax Act of 1981 has made several changes in the 
Federal tax law to facilitate the financing of mass transit equipment . 
Under new Section 103 {b) (4) (I) of the Internal Revenue Code, tax-exempt 
industrial revenue bonds ,nay be issued to finance "qualified mass commuting 
vehicles" owned by a nontax-exempt µerson and 1 eased to a governmental 
unit, such as a transit authority. A "qualified vehicle" is any bus, sub
way car, rail car, or similar equipment that is leased to a mass transit 
system wholly owned by one or mort:! governmental uni ts and used by the system 
to provide commuting services to the general public. 

Safe Harbor Leasing 

Under the Economic Recovery Tax Act of 1981 , a transit authority can 
issue tax-exempt obligations and lend the proceeds to a tax-paying enti ty 
that will acquire and then lease the transit vehicles back to the agency. 
The provision, called Safe Harbor Leasing, allows the tax-paying company or 
lessor to receive favorable tax benefits of ownership, including deprecia
tion deductions allowed under the Accelerated Cost Recovery System provision 
of the Act. The new tax law also simplifies the transfer of interest pay
ment deduction benefits from a transit authority to the 1 essor. In return 
for the tax benefits flowing from depreciation and interest deductions, the 
lessor finances a portion of the cost of the transit equipment . Currently, 
transit agencies can transfer tax benefits only from the equipment they 
finance with local funds. 

To enjoy the tax benefits of ownership, a lessor must meet the follow
i ng requirements. 

1 The lessor must invest at least 10% of the cost of the vehi~les. 

1 The lessor and the transit authority must engage in a lease that is 
no longer than 90% of the useful life of the vehicles or 150% of the 
depreciable life of the equipment. 

Under the Act, the transit authority is permitted to include in the 
leasing agreement a fixed price for which it can buy the vehicles at the 
end of the lease term. This lease arrangement effectively eliminates any 
uncertainty about the total cost of financing the vehicles. They may be 
sold to the transit agency for as little as $1.00 each. 

The Metropolitan Transportation Authority in New York City is taking 
advantage of these new tax law prov1s1ons and saving millions on the pur
chase of subway cars and buses by selling the depreciation tax-breaks to 
a private company. 

Safe Harbor Leasing is highly controversial. Congress may revise the 
1981 Economic Recovery Tax Act, and transit agencies may or may not con
tinue to be eligible to take part in Safe Harbor Leasing. 
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Grant Anticipation Notes 

Grant Anticipation notes may be used by a transit system to provide 
working capital prior to the receipt of its Federal or State operating sub
sidies, thus avoiding mid-year cash deficit crises experienced by some 
agencies. 

The Southeastern Pennsylvania Transportation Authority {SEPTA) 
recently authorized the sale of $30 million in one-year, tax-exempt notes. 
SEPTA may borrow note proceeds only after it has received executed operat
ing subsidy contracts from either the State or Federal governments. Pay
ment is also guaranteed by a municipal bond guaranty insurance policy. 
Because grant anticipation notes are tax-exempt and can be sold at lower 
than normal interest rates, SEPTA officials expect that the income from the 
investment of the funds will offset the cost of borrowing. 

JOINT VENTURES WITH THE PRIVATE SECTOR 

"Transit Means Business, 11 a slogan of the American Public Transit 
Association, speaks to the inherent link between the private sector and 
transit. For some agencies, participating with private developers in com
mercial projects has been good business, resulting in increased income. 
Among the many forms of possible cooperation between public agencies and 
private developers are: leasing air-rights, leasing property adjacent to 
transit facilities, and direct participation in land development. 

Leasing Air-Rights Over Transit Facilities 

The sale or lease of air-rights over a station or other transit facil
ities is the least complicated type of income-producing development. It 
does not require significant capital outlays or land acquisition. There 
are several instances where a transit agency has leased or is in the pro
cess of leasing the air-rights above a subway station or bus terminal to a 
private developer. The developer constructs and manages the building and 
pays the agency an annual rent, plus, in some cases, a percentage of the 
retail sales. Leasing is generally perferred over selling, because the 
agency retains control over the property and can enjoy its long term appre
ciation. Denver Regional Transportation District has recently leased the 
air-rights above a downtown transit center to a private developer for a high 
rise office building. 

This technique is limited to the relatively few situations where air
rights projects are economically feasible . Typically, these sites are only 
in high value areas of major cities. 

Leasing Property Adjacent to Transit Facilities 

Although there are problems associated with leasing excess transit
owned property, it can be a money-making strategy. Washington Metropolitan 
Area Transit Authority {WMATA) is leasing land adjacent to a suburban sub
way station to a co1T1nercial developer. Other agencies have land, once used 
for storage or maintenance facilities,. that can be leased profitably for 
commercial development. 
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State and local laws regulate what a public body can do with supple
mental property, and this may limit an agency's options. If the l and was 
not acquired originally as supplemental property, there are fewer legal 
restrictions . 

Participation in Land Development 

There are no exampl es in the United States where a transit agency has 
provided capital investment funds and become an active participant i n com
merical land development projects. The administrative and legal problems 
would be complex. In addition to getting local statutory authority , a suc
cessful outcome would require knowledge and experience in the real estate 
market--skills most public authorities lack. But as times and philosophi es 
change, this approach may become feasible . 

Cost-Sharing 

Some transit agencies are sharing capital and service costs with pri 
vate entrepreneurs. The Toledo Area Regional Transit Authority has 
obtained private funds to support projects related to a new, downtown 
transit loop. In Des Moines, a private real estate finn and the transit 
system have shared the expenses of starting bus service to an outlying 
community. 

TRENDS AND FUTURE DIRECTIONS 

Clearly, transit agencies are pursuing a variety of strategies to 
increase their income from non-farebox sources. Although each local s i tua
tion is different, some industry trends are apparent . The number one 
financial goal of most systems is an assured source of revenue that is 
responsive to inflation and provides the agency with some degree of finan 
cial independence. As a result, most agencies prefer a dedicated tax to an 
annual general fund appropriation that varies from year to year and of ten 
comes with strings attached. On the other hand, the earmarked tax that 
generates inadequate revenue is seen as a disadvantage, because it may 
inhibit the State or local government from making other funds availabl e . 
Localities with dedicated property taxes often find this a problem. 

Some agencies are moving to switch, if they can, from traditional , 
flat rate, gas and property taxes to dedicated taxes based on retail sales 
or income, because these levies meet with less public resistance and are 
more sensitive to economic changes. The dedicated regional sales tax 
appears to be the tax of choice for many agencies because it has the pot en 
tial to generate income adequate to support operations and to guarantee 
revenue bonds for capital improvements. 

Agencies without an adequate single tax source often find it necessary 
or politically expedient to build a broad-based support package t hat draws 
revenue from several unrelated sources. Large cities, like New York and 
Chicago follow this strategy. 

Finally, it is apparent that agencies are experimenting increasi ngl y 
with complex borrowing and income producing techniques. A few systems are 
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using new borrowing mechanisms, such as equipment trust certificates and 
industrial development bonds, that are more attractive to the private sec
tor than conventional bonds. Others are adopting tax strategies that tap 
the increased property values generated by the availability of transit ser
vice facilities. Also, agencies are looking at the potential of making 
money from leasing air-rights or excess property to private developers. 
Those agencies successfully taking these non-traditional approaches have had 
to develop expertise in a variety of financing techniques and the workings 
of the real estate market. 
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Chapter 3 

CONTACTS AND CURRENT PROGRAMS 

Information about transit financing can be obtained from the following 
Federal government offices and national organizations. 

U.S. DEPARTMENT OF TRANSPORTATION 

Urban Mass Transportation Administration 
• Office of Trans1t Assistance. Adm1nisters capital and operating 

assistance programs. 
Contact: Robert r-tManus 

Associate Administrator for Grants 
Management, UGM-1 

Room 9306 
400 7th Street, S.W. 
Washington, D.C. 20590 
{202) 426-4020 

• UMTA Field Offices (see Table 5). 

U.S. ADVISORY COMMISSION ON INTERGOVERNMENTAL RELATIONS 

This Federal Conmission studies policies of Federal, State, and local gov 
ernments, and how they affect each other. 

Contact: Albert Davis 
Senior Analyst 
1111 20th Street, N.W. 
Washington, O.C. 
(202) 653-5548 

AMERICAN PUBLIC TRANSIT ASSOCIATION 

This professional organization represents transit operators. 
Contact: Robert Stanley 

Director, Planning and Policy Analysis 
American Public Transit Association 
1225 Connecticut Avenue, N. W. 
Washington, D.C. 20036 
(202) 828-2872 

UNITED STATES CONFERENCE OF MAYORS 

This organization represents the mayors of cities in the United States with 
populations of over 30,000. 
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Region I 

Region II 

Region II I 

Region IV 

Region V 

Region VI 

Region VII 

Region VII I 

Region IX 

Region X 

Table 5 

UMTA FIELD OFFICES 

Richard Doyle, Regional Director, Transportation 
Systems Center, Kendall Square, 55 Broadway, Suite 904 
Cambridge,~ 02142, Tel: (617) 494-2055. 

Alfred A. DelliBovi, Regional Director, Suite 14-130, 
26 Federal Plaza, New York, NY 10007 Tel: (212) 264-8162. 

Peter N. Stowell, Regional Director, Suite 1010, 
434 Walnut Street, Philadelphia, PA 19106 
Tel: (215) 597-8098. 

Carl B. Richardson, Regional Director, Suite 400, 
1720 Peachtree Road, N.W., Atlanta, GA 30309, 
Tel: (404) 881-3948. 

Joel Ettinger, Regional Director, Suite 1720, 300 South 
Wacker Drive, Chiicago, IL 60606, Tel: (312) 353-2789. 

Glen Ford, Regional Director, Suite 9A32, 819 Taylor 
Street, Fort Worth, TX 76012, Tel: (817) 334-3787. 

Lee Waddleton, Regional Director, Suite 100, 6301 Rock 
Hill Road, Kansas City, MO 64131, Tel : (816) 926-5053. 

Louis Mraz, Regional Director, Suite 1822, Prudential 
Plaza, 1050 17th Street, Denver, CO 80265, 
Tel: (303) 837-3242. 

Dee Jacobs, Regional Director, Suite 620, Two Embarcadero 
Center, San Francisco, CA 94111, Tel: (415) 556-2884. 

Aubrey Davis, Regional Director, Suite 3142, Federal 
Building, 915 Second Avenue, Seattle, WA 98174, 
Tel: (206) 442-4210. 
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Contact: Leonard S. ~mon 

STA TE PROGRAMS 

Assistant Executive Director 
1620 I Street, N.W. 
Washington, D.C. 20006 
(202) 293-7330 

These four programs illustrate different approaches toward State funding of 
local transit. 

• California - Sales Tax Earmarked For Transit 
Currently, 0.25% of the 6% State sales tax is returned to county 
treasuries for transit support. Once transit needs have been met, 
counties may use remaining funds for streets and roads. The sales 
tax revenue is the largest single source of local transit subsidy 
in California, generating $361 million in 1980-81. 

In 1979, the Legisl ature authorized the State to distribute, on 
a formula basis, an additional $70 million in sales tax revenue to 
local areas for transit use only. 
Contact: David Brewer 

Chief, State Assistance Branch 
Division of Mass Transit 
California Department of Transportation 
Sacramento, California 
(916) 322- 4836 

• Maryland - Transportation Fund 
Since 1971, local transit in Maryland has been subsidized by the 
Maryland Consol idated Transportation Fund, which is fed by a 94 per 
gallon gasoline tax, a 5% motor vehicle titling tax, license and 
registration fees, and a portion of the State corporate income tax . 
Funds are distributed to local trans it agencies on a service-based 
formula. In 1980, $256 million was allocated. 
Contact: Carl Osterman 

Director of Finance 
Mass Transit Administration 

of Maryland 
109 East Redwood Street 
Baltimore, Maryland 21202 
( 301 ) 383-6221 

• Pennsylvania - Lottery 
In 1972, t he Pennsylvania Leg islature authorized a statewide lot
tery to benefit senior adults. A portion of the lottery proceeds 
was dedicated to local transit agencies to compensate for losses in 
revenue i ncurred by giving free rides to elderly persons during 
off-peak hours. This is the principal form of State assistance to 
local transit in Pennsylvania. In 1980-81, $21.5 mill ion was dis
tributed to local agencies in 50 Pennsylvania counties. 
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Contact: Susan Wolfimger 
Bureau of State Lottery 
2850 Turnpike Industrial Drive 
Harrisburg, Pennsylvania 17127 
( 717) 787-1178 

• Arizona - Lottery 
In l98l, the Arizona Legislature established the Local Transporta
tion Assistance (LTA) Fund. A portion of the State Lottery pro
ceeds--up to a maximum of $190 million over the next 10 years--is 
deposited in this fund. Any incorporated city or town may apply 
annually for its share of these monies to be used for any transpor
tation purpose (highways, airports, rail, or transit). The Cities 
of Phoenix and Tucson will spend their 1981/82 allocations (esti
mated to be $8.l million and $3.4 million, respectively) on transit
related projects. 
Contact: Suzanne Sale 

LOCAL PROGRAMS 

Resource Management Group 
Arizona Department of Transportation 
206 S. 17th Avenue - Mail Drop No. 2078 
Phoenix, Arizona 85007 
(602) 261-7748 

Sales Tax Dedicated To Transit 

• Atlanta, Georgia 
Metropolitan Atlanta Rapid Transit Authority (MARTA) receives 
revenue from a 1% retail sales tax levied in Fulton and Dekalb 
Counties. The tax is collected by the State and returned to the 
Authority. No more than 50% of the revenue may be used for operat
ing expenses, the rest is earmarked for capital projects. 

The sales tax rate was scheduled to drop to 0.5% in 1980, but 
the State Legislature extended the 1% rate until 1997. MARTA is 
using this guaranteed source of revenue to finance the construction 
of a major portion of its subway system. The estimated sales tax 
revenue for 1982 is $110 million. 
Contact: Robert M. Brennan 

Director, Public Information 
Metropolitan Atlanta Rapid Transit Authority 
2200 Peachtree SufllTlit 
401 West Peachtree Street, N.E. 
Atlanta, Georgia 
{404) 586-5000 

• Houston, Texas 
In 1978, Houston and parts of Harris and Montgomery Counties estab
lished the Metropolitan Transit Authority {MTA) and authorized it 
to levy a 1% regional sales tax to cover operating and capital 
costs. The tax revenue has increased 10 to 15% per year, and it is 
estimated that it will have accrued in excess of $1.5 billion by 
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1988. In 1980, the tax generated approximately 70% of the system's 
revenue. 
Contact: G. Wi 11 i am Kern 

Finance Director 
Metropolitan Transit Authority 
401 Louisiana Avenue 
Houston, Texas 77208 
(713) 225-1151 

1 San Francisco, California 
The San Francisco Bay Area Rapid Transit (BART) system receives 
0.25% of the State sales tax collected in the three counties served 
by BART-Alameda, San Francisco and Contra Costra. An additional 
0.5% sales tax is levied in the three counties, and three-quarters 
of the revenue goes directly to BART. The remaining one-fourth 
goes to the Metropolitan Transit Commission {MTC), which has the 
authority to allocate funds to local transit systems, provided that 
at least 35% of a· system's total operating costs are recovered from 
farebox revenues. In 1979, sales tax revenues covered over 50% of 
BART's operating costs. 
Contact: W.F. Goelz 

Director of Finance 
San Francisco Bay Area Rapid 

Transit District 
800 Madison Street 
Oakland, California 94607 
(415) 465-4100 

1 Columbus, Ohio 
In 1980, the Central Ohio Transit Authority (COTA) switched its 
source of local tax subsidy from a dedicated property tax to a 0.5% 
regional retail sales tax. The sales tax is estimated to yield 
$17.5 million in 1981, a dramatic increase over the revenue gen
erated by the property tax. Other Ohio localities have switched 
from a property to a retail sales tax. 

As part of the 1980 tax package approved by the voters, COTA 
has the authority to levy a sales tax for five years but is obli
gated to finance six years of service. Therefore, COTA must put 
aside revenue each of the five years ·to finance the sixth. 

COTA also pledged to distribute the tax funds in the following 
manner: 

50% to cover operating expenses 
25% to acquire new buses 
25% to go to other capital projects 

Contact: Shirley Traser 
Finance Coordinator 
Central Ohio Transit Authority 
51 High Street 
Columbus, Ohio 43215 
( 614} 275-5800 
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• Vancouver, Washington 
Vancouver and Clark County have formed a Public Transportation 
Benefit Area (PTBA). Under legislation enacted by the Washington 
State legislature in 1975, any PTBA is authorized to levy a local 
sales tax up to 0.3% above the State tax with voter approval. A 
transit authority serving a PTBA, however , is el i gible to have i ts 
local sales tax share matched by the State from the motor vehicle 
excise tax, dollar for dollar up to the level of the excise tax 
collected in the local area. In 1980, the Vancouver PTBA received 
sales tax revenues of $2.7 million, plus excise tax revenues of 
$2.3 million. PTBAs have been formed in many other urban areas and 
counties since enactment of the legi slation. 
Contact : Les White 

Executive Director 
C-TRAN 
1104 Main Street 
Vancouver, Washington 98660 
(202) 696-4494 

Property Tax Dedicated to Transit 

• Lafayette , Indiana 
Transit in Lafayette, Indiana is operated by a public transporta
tion corporation that has the authority to levy a property tax 
within the transportation service district. Since a 1975 f reeze on 
property taxes in Indiana, the rate has remained 104 per $100 of 
assessed valuation. The revenue from this tax covers approximatel y 
70% of the local transit subsidy. The funds may be used for capi
tal or operating expenses. Four other locali ties in Indiana have 
public transportation corporations; Fort Wayne, Gary, South Bend, 
and Indianapolis. 
Contact: Thomas J. Alderson 

Manager, Marketing and Planning 
Greater Lafayette Public Transportation Corp. 
1 250 Canal Road 
Lafayette, Indiana 47902 
( 31 7) 423-2666 

• St. Paul-Minneapolis, Minnesota 
The cities of St. Paul and Minneapolis and seven surround i ng coun
ties make up the Metropolitan Transit Distric (MTC). State l egis 
lation gives the District the authority to levy up to a $1.7 mill 
tax (mill = 14 per $1000) on all assessed property in the district. 
The tax, collected locally and transferred to the District, repre
sents about 90% of the local operating subsidy. The State also 
gives the District the authority to levy an unlimited propert y tax 
to meet debt service costs on ,capi tal expenditures. In 1981, the 
ca pit al 1 e v y wa s $ • 1 7 m i1 l s • 
Contact: Roger Randall 

Budget Director 
Metropolitan Transit Commission 
801 ~nerican Center Building 
160 East Kellogg Boulevard 
St. Paul, Minnesota 55101 
(612) 221-0939 
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Payroll Tax 

• Portland, Oregon 
When the Tri-County Metropolitan Transpor t ati on Dist ri ct consi sting 
of Portland and the surrounding counti es was establi shed in 1970, 
it was also given power to l evy up to a 0.6% employer- pai d payroll 
tax on businesses operating withi n the Di strict . Ope rating ex
penses must be paid first before any capi tal expenditures are made. 
In 1980, the tax generated $35 mi ll i on, or 55% of the system's 
operating budget . Revenue has increased annually , because of infla
tion and growth in employment. 
Contact: John Littlehales 

Income Tax 

Director of Finance 
Tri-County Metropolitan Transportati on 

District 
4012 E. 17th Avenue 
Portland, Oregon 97202 
(505) 238-4915 

• Cincinnati , Ohio 
The City of Cincinnati levies a 0.3% earni ngs t ax on the annual 
earned income of people who work in or live in the Ci ty. The reve
nue is dedicated to help cover t ransi t' s operati ng costs . 
Contact: Bob Kaufman 

Secretary Treasurer 
Southwest Ohio Regi onal Trans it 
Authority 

Fourth and Walnut Bui lding 
Cincinnati, Ohio 45202 
(513) 651-3020 or 621-9450 

• Newport, Kentucky 
Since 1978, funds from an Occupations Tax have prov ided l oca l 
assistance to the Transit Authority of Nort her n Kentucky , which 
serves a three county area around Newport. The tax , call ed a 
license fee, is based on the annual earnings of people wor king in 
the three-county area. In 1981, the rate was 0.4% , and the tax 
generated $1 .4 million. 
Contact: Jim Seibert 

Accounting Supervisor 
Transit Authority of Northern 

Kentucky · 
11th and Lowell Streets 
Newport, Kentucky 41 071 
(606) 431-2734 

Household Taxes 

• Tacoma and Spokane, Washington 
Until 1980 Tacoma and Spokane, Washi ngton, financed thei r l ocal 
transit subsidies with a monthly tax on households; 754 in Tacoma 
and $1 in Spokane. Both have recent ly formed Public Transportation 
Benefit Areas and have switched from t he household tax to a local 
sales tax. 
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Contacts: Bonnie King 
Assistant to the Manager 
Pierce Transit 
1235 South Sprague Avenue 
Tacoma, Washington 98405 
( 206) 593-6264 

Jerry Haight 
Executive Director 
S. T.A.R. T. 
801 West Riverside Avenue 
Spokane, Washington 99201 
(509) 458-2570 

Professional Service Tax 

o Chicago, Illinois 
In l 981 , the Chicago City Counci 1 imposed a 1% tax, dedicated to 
transit on the value of services provided by professionals within 
Chicago as well as those performed outside Chicago for city resi
dents. The Chicago Bar Association has filed suit against the tax, 
claiming taxation of services performed outsite the City violates 
the State constitution. 
Contact: P.J . Kole 

General Finance Manager 
Chicago Transit Authority 
Merchandise Mart Plaza 
Chicago, Il l inois 60654 
(312) 664-4500 

Motor Fuels Taxes 

• Baltimore, Maryland 
The Maryland Consolidated Transporation Fund, which finances public 
transit in Maryland, is made up of state-wide revenues from many 
sources, includi ng a 94 per gallon gasoline tax and 5% motor vehi
cle excise tax. 
Contact: Carl Osterman 

Director of Finance 
Mass Transit Administration of Maryland 
l 09 E. Redwood Street 
Baltimore, Maryland 21202 
( 301 ) 383-6221 

• Dade County, Florida 
Motorists in Florida pay 84 per gallon in State gasoline tax. One cent 
is returned to the municipalities for general transportation nee~s. 
An additional 14 is returned to the counties and earmarked for transit. 
Metropolitan Dade County Transportation Administration received over 
$5 million, 10% of its FY 1978-79 budget, from the gas tax. 
Contact: Robert 8. McKinney 

Comptro 11 er 
Metro Transit Agency 
3300 N.W. 32nd Avenue 
Miami, Florida 33152 
(305) 638-6127 
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Motor Vehicle Excise Tax 

t Seattle , Washington 
Washington State imposes an annual 2.2% excise tax on the fair mar
ket value of motor vehicles. Seattle METRO is eli gible to receive 
45 . 45 percent of this tax (that is 1% of the 2.2%) to support 
transit if matched by locally-generated revenues for transit sup
port . King County , wh ich includes Seattle, meets this requirement 
by dedicating a l oca l 0. 6% sales tax to METRO. In 1981 when the 
sales tax was 0. 4% , the excise tax generated $25 million . 
Contact : Mi chael Mul cahy 

Seattle METRO 
821 Second Avenue 
Seattle , Washington 98104 
(206) 447-6653 

Motor Vehicle Registration Tax 

• Detroit, Mi chigan 
In 1979 , a flat rate of $2 . 50 for vehicle registration and $6 for 
vehicle title transfer was charged by the three counties in the 
Southeastern Mi chigan Transportation Authority (SEMTA) district and 
dedicated to fund SEMTA' s service in those counties. These taxes 
yielded $13.5 million in 1979. 
Contact : Richard Beattie 

Tolls 

Director, Fi nance and Administration 
Southeastern Michigan Transportation 

Authority 
660 Woodward Avenue 
Detroit, Michigan 48226 
(313) 256-8600 

t San Francisco , California 
Up to 50% of the surplus rev enue from the Golden Gate Bridge may be 
used to subsidize the serv ice of the Golden Gate Bridge, Highway 
and Transportation Di strict Transit System. In 1979, 39% of the 
Transportation District ' s operating revenues came fran bridge tolls. 
Contact : Robert D. Tough 

Golden Gate Bridge, Highway and 
Transportation Distr ict 

Box 9000, Presidio Statton 
San Francisco, Califo rnia 94129 
( 415) 921 -5858 

Tax Increment Financing 

• Los Angeles , California 
Since the mid- 1970s, California jurisdictions have had the authority 
to finance redevelopment with the tax increments generated by the 
projects. Los Angeles has used tdx increments to finance 15 rede
velopment proj ects, including several in the central business dis
trict and in residential neighborhoods . The tax increment funds 
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are used for a wide range of redevelopment costs, such as land 
acquisition and building rehabilitation. 
Contact: John McGuire 

Director of Community Affairs 
The Community Redevelopment Agency 

of the City of Los Angeles 
354 S. Spring St. 
Los Angeles, California 90013 
( 213) 977-1660 

Special Benefit Assessment 

• San Francisco, California 
In 1981, San Francisco's Board of Supervisors passed enabling legis
lation authorizing a downtown special assessment district with pro
ceeds dedicated to subsidizing the operating costs of the Municipal 
Railway (MUNI). The district boundaries and the assessment rate are 
in the process of being defined. 

In addition, San Francisco has authority to charge developers 
a one-time $5.00 per square foot transit fee on all new or converted 
commercial space in the downtown area. The proceeds go to MUNI to 
help offset the additional transit service required by the new 
developments. The ordinance has been challenged by developers on 
the grounds that the fee is actually a tax for which a 2/3 vote of 
the electorate is required under the provisions of Proposition 13. 
Contact: Sue Chelone 

Planner 
MUNI 
949 Presido Avenue 
San Francisco, California 94115 
( 415) 558-3214 

, Madison, Wisconsin 
The City of Madison financed a major portion of its local share of 
the $7.8million State Street Mall improvements with revenue from a 
special assessment district. The district extended 264 feet back 
from the building line along the mall and around the Capitol. The 
assessment rate varied within the district, according to how close 
the property was to the mall or Capitol Concourse. 
Contact: Warren Somerfeld 

Di rector, Madi son Department of Transportation 
111 City-County Building 
Madison, Wisconsin 53709 
(608) 266-4761 

Equipment Trust Certificates 

• Los Angeles, California 
In 1980, the Southern California Rapid Transit District (SCRTD) 
raised $29 million, the local matching share, for the purchase of 
1,000 new buses by selling 10-year, tax-free, equipment trust cer
tificates to private investors. SCRTD is the first transit agency 
to use this technique. The trust certificates were secured by the 
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buses purchased with the certificate proceeds. The certificate 
trustees hold title to 20% or 200 of the new buses and lease them 
back to SCRTD for an annual amount equivalent to the principal and 
debt service on the certificates. The pay back funds catTe from 
SCRTD 1 s share of State sales tax revenues. The certificates are 
also backed by a cash reserve fund. The reserve fund plus the fair 
market value of the buses must, at all times, equal 125% of the the 
principal amount of the outstanding certificates. When the certifi
cates are paid in full, the title to the buses will revert to SCRTD. 
To further reduce the investor risk, SCRTD purchased an insurance 
policy guaranteeing repayment of the certificates. 

SCRTD's experiment with equiptTent trust certificates appears 
to be successful. Because of the low-risk features of the certi fi -
cates, SCRTD raised a large amount of capital quickly and at favor-
able interest rates. By ordering a large number of buses, SCRTD 
also got a low unit price. 
Contact: Joe Scatchard 

Controller-Treasurer 
Southern California Rapid 

Transit District 
425 Main Street 
Los Angeles, California 90013 
( 21 3) 972-6581 

Industrial Revenue Bonds and Safe Harbor Leasing 

o f'Ew York, f'Ew York 
The New York City t-'etropolitan Transit Authority {MTA) is the 
nation 1 s first transit system to take advantage of the provision of 
the Economic Recovery Act of 1981 that allows the sale of tax-exempt 
industrial revenue bonds to finance the purchase of mass transit 
equiptTent. The MTA is also benefitting from another provision of 
the Act, called Safe Harbor Leasing, that allows a tax-exempt 
transit agency to sell the depreciation rights of equipment to a 
tax-paying private company. 

In October 1981, the MTA agreed to lend Metromedia, Inc. the 
proceeds from the sale of $87 million in tax-exempt industrial 
deve 1 opment bonds. In exchange, t-'etromedi a has agreed to contri b
ute $15.5 million toward the purchase of $102 million worth of rail 
cars and buses, and then to lease them to the MTA for an amount 
equal to the bond payments. The MTA will have the use of the needed 
cars and buses at a $15.5 million savings, and Metromedia will be 
entitled to depreciation deductions on the new vehicles. The 
lease agreement includes a debt note and lease purchase agreement 
with the MTA which offset each other. For tax purposes, the 
interest income from the lease purchase is offset by the interest 
deduction on the debt note. However, the principal on the lease 
purchase is considered taxable income and will be the tTeans by which 
IRS will collect deferred taxes even though no cash changes hands 
during the taxable year. 

33 



A nominal purchase price of $1 per vehicle may be charged by 
Metromedia at the end of the lease term. Although in theory the 
length of the vehicle lease may exceed the term of the bonded debt 
requirement, the debt note given the MTA by Metromedia wi 11 be 
retired at the time that the vehicle lease term expires. 
Contact: Mortimer Downey 

Assistant Executive Director for Management and Budget 
The Metropolitan Transportation Authority 
347 Madison Avenue 
New York, New York 10017 
(212) 878-7000 

K. W. Shiatte 
Director, Transit Division 
New York State Department 

of Transportation 
1220 Washington Avenue 
State Campus 
Albany, t-ew York 12232 
(518) 457-7245 

Leasing--Air-Rights 

o Washington, D.C. 
In 1975, the Washington Metropolitan Area Transit Authority (WMATA) 
leased a site above a downtown subway station to a private devel
oper for 50 years. The developer constructed a 14-level retail and 
office complex; known as 1101 Connecticut Avenue. For the develop
ment rights the developer pays WMATA an annual ground rent of 
$248,000 and 50% of the project's annual net cash flow. Although 
the ground rent is fixed, the net cash fl ow payments wi 11 grow when 
improved sales or inflation increase the revenue from the project. 

This project demonstrates the benefits of a long-term, public
private sector relationship. The project has been successful for 
the developer, and WMATA is receiving a substantial annual income 
from the project with relatively little risk or capital outlay. 
WMATA has also leased the development rights above the Rosslyn 
Metro Sta ti on. 
Contact: Henry Cord 

Director of Real Estate 
Washington Metropolitan Area 
Transit Authority 
600 Fifth Street, N.W. 
Washington, D.C. 20001 
(202) 637-1234 

o Denver, Colorado 
The Denver Regional Transportation District (RTD) has a joint 
development project underway, in which it is leasing the air-rights 
above a civic center and transfer facility to a private developer. 
The site is at the north end of the RTD transitway mall, located 
across from the State Capitol in downtown Denver. The developer is 
planning to construct a 600,000 square foot office and retail 
complex. 
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This lease differs in some ways from the WMATA arrangement. 
The developer will pay RTD $100,000 a year while the building is 
under construction, and upon completion he will pay $200,000 the 
first year, $300,000 the second, and $400,000 the third year and 
every year thereafter for 65 years. RTD will also get all revenue 
from underground parking as well as 38% of the project's profits 
after the developer's equity investment has been recovered. 
Contact: Greg Jones 

Legal Counsel 
Regional Transportation District 
1325 South Colorado Boulevard 
Denver, Colorado 80222 
( 303) 759-1000 

Cost-Sharing with Private Developer 

o Toledo, Ohio 
The Toledo Area Regional Transit Authority has obtained private 
funds to support projects related to a new, downtown transit loop. 
The Owens-Illinois Company will pay the local share, $200,000 or 
20%, of the $1 million cost of the tunnel connecting its headquar
ters with the bus station. Similarly, Toledo Trust and Toledo 
Edison will pay the local share of walkways connecting their build
ings with other stations. Several local banks will pay the mainte
nance costs of new bus shelters in exchange for the privilege of 
locating an automated banking machine in the shelter. 
Contact: Will i am N. I-err 

Di rector of Planning 
Toledo Area Regional Transit Authority 
1227 W. Central Ave . 
Toledo, Ohio 43695 
(419) 243-1244 
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Chapter 4 

ANNOTATED BIBLIOGRAPHY 

American Association of State Highway and Transportation Officials. Survey 
of State Involvement in Public Transportation. Washington, D.C.: 1982. 

Reports on annual financial assistance for public transportation given 
by the States. 

American Public Transit Association. A Survey of Local Mechanisms For 
Financing Transit Operating Costs. Washington, '0.C.: 1979 and 1982. 

Compiles the results of a survey of how transit systems throughout the 
United States were financing operating costs. The report identifies 
the types of financing techniques i-n use and their basic characteri s
ti cs. 

American Public Transit Association. Transit Fact Book 1981. Washington, 
D.C.: 1982. 

Provides national statistical information on transit finances and 
operations. 

Gladstone Associates. Innovative Financing Techniques. Prepared for U.S. 
Department of Transportation: Orban Mass Transportation 
Administration. Washington, D.C.: 1978. 

Compiles information and presents case studies on innovative financing 
techniques, including joint development, value capture, land use regu
lation, assessments and charges, and public land acquisition. 

Institute of Public Administration. Financing Transit: Alternatives For 
Local Government. Prepared for United States Department of 
Transportation: Urban Mass Transportation Administration. Washington, 
o.c.: 1979. 

Examines the economic and political background of U.S. transit finance 
and provides an evaluation of public revenue sources that may be used 
for transit support. This well-written document provides theoretical 
as well as practical data on trarnsit financing that would be useful to 
local officials. 

Lamb, Robert, and Robert Knighton. Leverage Leasing of Mass Community 
Vehicles - A Guide for the TransH Operator. New York State Department 
of Transportation, Transit Division. Albany, 1982. 

This report is an analysis of those aspects of the Economic Recove ry 
Tax Act of 1981 that apply to trar:isit capital financing. It outlines 
a 11 the pro visions and the nature of the transactions a 11 owed under 
the Act . 
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Rock, Steven M. Financing Publ i c Transit . Prepared for United States 
Department of Transportation, Urban Mass Transportation 
Administration, Office of Policy Research. Washingon , O.C.: 1981. 

United States Conference of Mayors. The Transit Financing Agenda for t he 
1980s. Prepared for the United States Department of Transportati on: 
Urban Mass Transportation Administration . Washington, D.C. : 1981. 

Reports on the results of a survey, conducted in 132 citi es, on t ransit 
financing problems, current policies, and plans for the futu re. The 
report contains an analysis of the financing issues that concern local 
mayors and detailed information on 46 l oca 1 i ti es where taxes a re dedi -
cated to transit. 

United States Conference of Mayors . Transit Financing. Pre pa red for United 
States Department of Transportation, Office of the Secretary. 
Washington, D.C.: 1980. 

Presents an overview of national transit financing and di scusses i nno
vative financing alternatives as well as conventi onal revenue sources. 

Urban Land Institute, with Gladstone Associates . 
Making the Real Estate-Transit Connection . 

Joint Development: 
Washington, D.C . : 1979. 

Explores the techniques for public-private cooperation needed to com
plete successful joint development projects. The book i s structured 
around case studies of projects in Philadelphia, Washington , D.C . , 
Montreal, Boston and Toronto. 
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