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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

UNIT 0: INTRODUCTION 

PURPOSE: 

The purpose of this unit is to outline the objectives of the course 
and to describe the course materials and schedule. 

WHAT YOU WILL LEARN IN TinS UNIT: 

1. Course Development and Sponsorship. 

2. Course Objectives. 

3. Course Schedule and Resources. 

WHAT WILL HAPPEN IN TinS UNIT: 

You will meet the class instructors and will be provided with infor
mation descnbing the course objectives, schedule and facilities. 
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1. INTRODUCTION 

A. Course Sponsorship 

This training course was developed under the sponsorship of 
the Federal Highway Administration (FHW A) Offices of 
Policy, Program Development and Fiscal Services for the 
purpose of information exchange. The intended audience for 
this course include State, metropolitan, and Federal trans
portation officials involved in financial planning, long range 
planning, and program development. 

2. THE COURSE AND ITS OBJECTIVES 

A. Importance of Transportation 

Transportation is essential to our nation's economic well-being. It 
plays a central role in creating jobs and stimulating lasting growth 
for the nation and, at the same time enhances the country's interna
tional competitiveness. The important link between a healthy 
economy and a sound transportation system is reinforced by the 
increasingly global economy, greater reliance on efficient inventory 
systems, growing demand for travel, and the added economic cost 
of an aging infrastructure. Together these changes have revealed 
the need for additional investtnent strategies for the nation's infras
tructure in order to ensure efficiency and to remain competitive. 

B. Funding Challenges 

Recently published results contained in the 1995 Status of the 
Nation·'s :Surface Transportation System: Conditions and Perfor
mance Report provides some indication of the level of financial 
needs in the transportation sector of the economy. In 199 3, 
approximately $38.7 billion dollars was invested in highway and 
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bridge programs by all levels of government in the United 
States. However, the Nation needed $51.6 billion to maintain 
current conditions and $67.3 billion to improve the system. On the 
transit side, we spent $4.3 billion with annual needs in the $6.6 
billion to $16 billion range. 

Delaying improvements increases future costs and adds a variety of 
costly economic burdens. For example, deferred maintenance adds 
as much as 40 percent per mile cost of operating vehicles. Defer
ring $1 in highway resurfacing can impose up to $4 in additional 
reconstruction costs in just two years. Deferring improvements can 
also increase costs resulting from accidents and traffic delays as well 
as costs associated with environmental problems such as air pollu
tion and noise. 

Today's transportation related funding challenges are more diverse 
and fundamentally more complex than in the past, when the 
challenge for the transportation sector was straightforward: design 
and construct the Interstate Highway System. Because traditional 
government sources simply cannot provide sufficient funds to meet 
current transportation infrastructure needs, new approaches and 
funding mechanisms must be developed and implemented to use 
Federal transportation dollars more effectively. Addressing the 
growing disparity between the increasingly complex needs of the 
nation's transportation system and the current level of invesnnent 
in the system is the challenge for transportation today. It is a 
challenge shared by Federal, State, and local governments as well 
as the private sector. 

"Innovative Finance" is designed to help meet this challenge. 
"Innovative finance" is a broadly defined term that refers to 
methods of transportation infrastructure finance other than rely
ing on conventional highway user fees and taxes. In terms of 
federal-aid to highways, "Innovative Finance" means no longer 
relying on a single strategy of grant reimbursement. 
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The Intermodal Surface Transportation Efficiency Act of 1991 
(ISTEA) and the National Highway System Designation Act of 
1995 (NHS Act) provide transportation planners and engineers 
with an array of new tools to improve the financial management of 
transportation investment resources, including the use of innovative 
finance. ISTEA and its implementing regulations impose new, 
stringent financial planning requirements for Metropolitan Plan
ning Organizations (MPOs), State Departments of Transportation 
(DOTs), and public transit agencies. At the state level, ISTEA 
requires the preparation of a long-range statewide plan which 
serves as the basis for the development of a three-year Statewide 
Transportation Improvement Program (STIP) that is financially 
constrained. At the metropolitan level, MPOs are required to 
prepare a 20 year long-range metropolitan plan and a three-year 
fmancially constrained Transportation Improvement Program 
(TIP). The financial plans prepared by MPOs must demonstrate 
how the metropolitan plan and TIP can be implemented using 
public and private revenue sources that are "reasonably expected" 
to be available as well as any innovative financing techniques that 
will be used to finance transportation programs and projects. 

Although use of innovative finance techniques pre-date the passage 
of ISTEA, ISTEA created new opportunities to use innovative 
finance by encouraging multiple financing strategies and encourag
ing new partnerships among Federal, State, local, and private 
investment funding sources. The recently enacted NHS Act also 
contained several innovative finance provisions that build upon the 
experience of ISTEA and the Test and Evaluation 045 (TE 045) 
Innovative Financing Initiative. The TE 045 program was pre
pared in response to President Clinton's Executive Order 12983, 
Principles for Federal Infrastructure Investment, that established 
infrastructure investment as a priority for each executive depart
ment and agency. 

In combination, !STEA, the NHS Act, and TE-045 encourage the 
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use of innovative finance techniques to increase the amount of 
investment capital available for transportation infrastructure as well 
as more effective use of existing funds . 

D. Course Objectives 

In response to the !STEA financial planning requirements and the 
various "Innovative Finance" initiatives, transportation profession
als require enhanced knowledge and skills related to analyzing and 
forecasting revenues and costs and evaluating financing options 
associated with various plans and programs. This course is de
signed to fulfill these needs. 

Upon completion of this course, each participant should have a 
basic understanding of the following: 

• What "Innovative Finance" is and how it can be used to make 
more transportation projects feasible; 

+ Basic concepts which underlie the techniques of Innovative 
Finance; 

• Case studies which illustrate the use of Innovative Finance 
techniques; 

• Federal laws and regulations regarding the preparation finan
cially constrained ST!Ps and TIPs; 

• Funding programs contained within ISTEA, eligibility restric
tions, and "flexibility" provisions related to each program; 

• The, , fundamentals of financial analysis as they relate to 
statewide transportation planning and programming practice; 

• Cost estimating and revenue forecasting. 
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3. COURSEMATERIALSANDSCHEDULE 

A. Course Materials 

The intended audience for this course include State, metropolitan, 
and Federal transportation officials involved in financial planning, 
long range planning, and program development. Each participant 
is provided with a Course Manual. This document contains all 
material required to complete the course. This course is designed to 
provide participants with an opportunity to discuss and apply the 
material that is presented. In addition, participants will have an 
opportunity to share experiences with others and are encouraged to 
engage in classroom discussions. 

B. Course Schedule 

The course is conduct over a two day period of approximately 8 
hours per day. Breaks will occur as noted. A course evaluation will 
be conducted upon conclusion of the course. Cooperation in 
completing these forms is greatly appreciated. 
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!INTRODUCTION 

AGENDA 

FIRST DAY 
(9:00 A.M. - 4:00 P.M.) 

INTRODUCTION 

FEDERAL-AID ffiGHW A Y PROGRAM 

NHS INNOVATIVE FINANCE OVERVIEW 

NHS INNOVATIVE FINANCE GUIDANCE 

STA TE INFRASTRUCTURE BANKS 

REAUTHORIZATION/FT AffE-045 
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!INTRODUCTION 

AGENDA 

SECOND DAY 
(9:00 A.M. - 3:30 P.M.) 

FEDERAL-AID ELIGIBILITY 

INNOVATIVE FINANCE WORK.SHOP 

STIP AND TIP DEVELOPMENT 

REVENUE ESTIMATION 

COST ESTIMATION 

COURSE WRAP-UP 
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Innovative Finance and Statewide Financial Planning ==================:::::;1 

. 

TRAINING NEED 

Innovative Finance and Financial Planning 
Now A Key Component of Transportation 

Planning 

!l.,.:::;:;::;;:;:::========================================:'.J Vsal0n61153< 

Innovative Finance and Statewide Financial Planning ===================;1 
COURSE OBJECTIVES 

• What is "Innovative Finance" 

• Innovative Finance NHS Guidance 

• Case studies illustrating "Innovative Finance" 

• Federal laws and regulations regarding STIPs and TIPs 

• Funding programs contained in ISTEA 

• The fundamentals of financial analysis and planning 

• Cost estimating and revenue methodologies 
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UNIT 1: FEDERAL-AID IDGHWAY PROGRAM 

PURPOSE: 

The purpose of this unit is to describe the Federal-aid Highway fi
nancing program. Special emphasis is placed on outlining these 
traditional highway financing procedures as a prelude to introduc
ing the innovative financing concept that will presented in subse
quent units of the course. 

WHAT YOU WILL LEARN IN nns UNIT: 

I. How the Federal-Aid Highway Program is developed. 

2. The basic budgetary procedures contained in Federal law. 

3. Basic features of the Federal-Aid Highway Program. 

WHAT WILL HAPPEN IN THIS UNIT: 

The course instructor will explain the significant concepts con
tained within the Federal-Aid Highway program in relation to In
novative Financing. 
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1. INTRODUCTION 

A. Congressional Procedures 

The first step, and the most crucial in financing the Federal-Aid 
Highway Program, is the authorizing legislation, which is com
monly called the "highway act." In 1978, 1982, 1987, and 1991, 
highway legislation was passed as part of comprehensive surface 
transportation acts. For other Federal Programs, the authorizing 
legislation may not be as significant. As explained later, the 
appropriations act, is of equal or greater importance to the financ
ing process for other Federal Programs. 

As a springboard for drawing up authorizing legislation, Congress 
holds hearings on the Federal-Aid Highway Program, usually 
about nine months to a year before new funcling is needed. After 
hearings are completed, separate draft bills are prepared by Senate 
and House Committees. Not until a conference committee reaches 
agreement is there a single highway bill. The conference commit
tee discusses the merits of different proposals, airs the disagree
ments, and arrives at a satisfactory compromise. Upon agreement 
in conference, the bill is sent back to each body of Congress for final 
passage. When the bill has passed both the House and Senate in 
identical form, it is transmitted to the President to sign. 

As new highway acts are passed, Title 23 of the United States Code 
(23 U.S.C.) is amended. Title 23 is titled "Highways" and includes 
most of the laws that govern the Federal-Aid Highway Program. 
As new transit acts are passed, Chapter 53 of Title 49 of the United 
States Code (49 U.S.C) is amended. Chapter 53 of Title 49 
includes most of the laws that govern the Federal-Aid Transit 
Program. 

B. Federal-Aid Highway Act 
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The congressional procedures described in the previous section 
relate generally to the development of Federal-Aid Highway acts, 
the legislation of greatest importance to the Federal-Aid Highway 
Program. These acts, often know as authorizing legislation are 
distinct from appropriations acts, which will be discussed later. 
The most recent Federal-Aid Highway Act is contained in Title I of 
the Intermodal Surface Transportation Efficiency Act of 1991 
(!STEA) which became effective on December 18, 1991. 

Highway acts will generally contain one or more of the following 
elements: 1) authority to start new programs or modify existing 
ones; 2) special requests (studies); and 3) specific funding 
(authorizations) for many categories of highway assistance. 

C. Program Changes 

As pointed earlier, highway acts, such as the !STEA of 1991, are 
the primary instruments used by Congress to shape and redirect the 
Federal-Aid Highway Program. This is done by eliminating or 
adding programs, modifying characteristics of a program, and 
changing requirements. All of these actions were done in the 
!STEA. The following are illustrations of such actions and do not 
include all changes: 

Eliminated Programs. The Federal-aid primary, secondary, and 
urban programs where repealed along with the Federal-aid systems 
those programs supported. The Forest Highways Program was 
incorporated into a broader Public Lands Highways Program. 

Added Programs. Several new programs were established, includ
ing the National Highway System (NHS), the Surface Transporta
tion ·Program (STP), ,and the Congestion Mitigation · and Air Qual
ity Improvement Program (CMAQ). 

Modifying Characteristics of a Program. The previous Interstate 
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4R (resurfacing, restoring, rehabilitation, and reconstruction) Pro
gram was changed to the Interstate Maintenance Program, al
though the Interstate 4R Discretionary Program was retained. 

Modifying Requirements. Newly required by the !STEA is a 
statewide planning process that must include the development of a 
long-range transportation plan and a Statewide Transportation 
Improvement Program (STIP). 

D. Studies 

Congress often writes sections into legislation that contain special 
requests for studies. Studies are largely the result of an impasse 
among Members of Congress regarding the best solution to a 
problem or a lack of sufficient information to formulate a policy. 
The !STEA requires the submission of 67 such reports. 

E. Authorizations 

The authorizations contained in highway acts are the amounts of 
funds that the Secretary of Transportation, acting through the 
FHW A and other departmental agencies can obligate on behalf of 
the Federal Government. They are the upper limits on the commit
ments that the administering agency can make. Critical to under
standing when these commitments can occur, which is determined 
by whether a program operates with budget authority that is 
appropriated or with contract authority 

2. FEDERAL-AID FINANCING PROCEDURES 

A. Budget Authority 

The license to proceed with Federal programs is generally called 
"budget authority." A two-step process implements most Federal 
programs. The initial step is the congressional passage of autho-
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BUDGETAUTHORITYPROGRAMS 

I Authorization • I Appropriation 

• Distribution of 
Appropriated 

Funds 

' Total 
Federal-aid 

I Obli;ation 
t 

f4,-

I Reimbursement I 

Unobligated 
Balances 

rizations. This, in itself, doesn't not permit the program to begin 
but only sets an upper limit on program funding. The program 
may start, i.e., the authorizations may be distributed and used, 
only after passage of a second piece of legislation, the appropria
tions act~ In an appropriations act, the Congress appropriates an 
amount that can actually be used for the program. This amount 
cannot be exceed the amount provided in the authorizing legisla
tion, but may be less. It is at this point that the program can 
proceed. In other words, "budget authority" - the approval to 
distribute, spend, loan, or obligate funds -has been granted through 
the appropriations act, although at the level of the appropriations 
not at the level of the originally authorized amount. 

B. Contract Authority 

Most programs within the Federal-Aid Highway Program do not 
require this two-step process to commit or obligate Federal funds. 
Through what is termed "contract authority" ( a special type of 
budget authority), sums authorized in Federal-aid highway acts are 
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CONTRACT AUTHORITY PROGRAMS I 
Authorization 

Distribution 

Total 
Federal-aid 

Obligation 

Unobligated 
Balances 

Obligation 
Limitation 

Appropriation 
Act 

t 
I Reimbursement ..,.I •------11 ~~ting 

made available for obligation without an appropriations action. 
With respect to the Federal-Aid Highway Program, funds autho
rized for a fiscal year are to be apportioned on the first day of that 
fiscal year (October I), at which time they can be obligated as the 
state chooses and the Secretary' approves. Other funds may be 
distributed through allocation made on the first day of the fiscal 
year or later in the year. In either case, the entire amount of the 
authorization will be available for use; that is, there is no appropria
tion action that would reduce the amount of the authorization that 
can actually be used. 

To have contract authority, a highway program must meet two 
criteria. First, it must be encompassed in Chapter 1 of Title 23, or 
its authorizing language must refer to Chapter 1. The second 
requirement for contract authority is that the program must be 
financed from the Highway Trust Fund. 

It should be noted that, by definition, contract authority is unfunded 
and a subsequent appropriations act is necessary to liquidate (pay) 
the obligations made under contract authority. 
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B Limitation on Obligations 

An "obligation" is a commitment of the Federal Government to 
pay through reimbursement to the States, the Federal share of a 
project's eligible costs. The commitment is made when the plans, 
specifications, and estimate for a project (PS&E) is approved or, in 
the case of certain project funded under the Surface Transportation 
Program (STP), when a quarterly certification is accepted. Obliga
tion is a key step in financing. Obligated funds are considered 
"spent" even though no cash is transferred. 

Because of contract authority, the flow of Federal-Aid Highway 
Program funds is not directly affected by the annual appropriations 
process. This permits a smooth and stable flow of Federal-aid to 
States, but this very advantage can be a disadvantage to overall 
Federal budgeting. The question arises: how can the highway 
program be covered under annual Federal budget decisions? The 
answer in recent years has been to place a ceiling, or limit on the 
total obligations that can be incurred for Federal-Aid Highway 
Programs during a year. This ceiling is also referred to as Obliga
tional Authority. 

A limitation on obligations acts as a ceiling on the sum of all 
obligations within a specific time period, usually a fiscal year. 
Because of multi-year programs, it would be difficult administra
tively to keep track of ceiling placed on the use of a particular year's 
apportioned funds over several years. Thus, a limitation is placed 
on obligations that can take place within a certain fiscal year, 
regardless of the year in which the funds were apportioned. If there 
happens to be any limitation unused at the close of a fiscal year, it 
cannot be carried over to the next fiscal year. 

The annual obligation limitation established by Congress through 
the appropriation process for a particular fiscal year is divided 
among all States based on each State's relative share of the total 
apportioned and allocated funds to all states for that fiscal year. 
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The law provides for a redistribution on August 1 of the obligation 
ceiling from those States unable to obligate their share of the full 
ceiling to other States that are able to obligate more than their 
initial share of the ceiling. This ensures that the total limitation will 
be used. 

It is important to recognize that the distribution and redistribution 
of the individual State ceilings do not constitute a grant or retrac
tion of apportioned or allocated sums. The limitation relates only 
to how much of the State's total unobligated balance or apportion
ments and allocations may be obligated during a given year. The 
unobligated balance of apportionments or allocations that the State 
has remaining at the end of any fiscal year is carried over for use by 
that State during the next fiscal year. Again, any unused limitation 
does not carry over. 

C. Flexible Fund Management 

As presented above, for budgetary reasons, each fiscal year a ceiling 
is placed on most programs contained in the overall Federal-aid 
highway program. What this generally means is that the sum total 
of all FHW A obligations in any fiscal year for these programs 
cannot equal the sum total of available funds for that year; instead 
each State has the authority to obligate only up to a lesser amount, 
i.e., "obligation ceiling." The gap between the sum of FHWA 
apportionments and the obligation ceiling is earned over as an 
unobligated balance, available for obligation in future years. 

Because this ceiling is applied by Congress to the sum total of all 
Federal-aid highway and safety construction program apportion
ments and not to each individual program, States have the option to 
obligate the mix of FHW A programs which best meet their trans
portation needs. MPOs, transit operators, and other project spon
sors need to be aware that this choice allows the State to obligate 
funds for projects that are immediately ready for implementation 
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GASOLINE USER FEE BREAKDO"'WN 

EFFECTIVE JANUARY 1, 1996 

I 18.3 CENTS I 
/ + 

-4-.3 -CE-N-TS ... _I .. , -14-.0•CENT--S .,., 

DEFICIT REDUCTION / HTF \ 

I 12.0 CENTS I I 2.0 CENTS 

ffiGHW AY ACCOUNT MASS TRANSIT 
ACCOUNT 

regardless of individual funding. This may prevent States from 
obligating their full apportionment of STP, CMAQ, or other flexi
ble funds if a State has already reached its obligation ceiling. It is 
essential, therefore for all players engaged in metropolitan and 
statewide planning to understand the obligation limitation mecha
nism and work together to best manage a State's obligation author
ity. 

C. Highway Trust Fund 

Cash to liquidate obligations inCUITed for the Federal-Aid Highway 
program are derived from the user supported Highway Trust Fund. 
Taxes collected for the HTF CUITently include 18.3 cents per gallon 
gasoline tax as well as a variety of other excise taxes on fuel, tires, 
truck and trailer, and truck use taxes. The life of the Trust Fund 
must be extended periodically, since it is not enacted permanently. 
Highway-user taxes dedicated to the fund and expenditures from 
the fund are now scheduled to terminate on September 30, 1999. 
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The balance of the Highway Trust Fund has long been a point of 
controversy. Because of the nature of a reimbursable program like 
the Federal-Aid Highway Program, there will always be case in the 
fund that is not needed for immediate use. It is important to 
understand that this is not excess cash but will be needed to 
reimburse the States as vouchers are submitted. For example, if 
highway revenues were to have stopped completely at the close of 
FY 1991, the debts (unpaid obligations and authorizations) would 
have exceeded cash on hand by about $22 billion. 

3. BASIC FEATURES 

A. Reimbursable Program 

The Federal-Aid Highway Program is a reimbursable program; that 
is, the Federal Government only reimburses States for costs acru
ally incurred. Apportionments and allocations distributed to the 
States represent lines of credit upon which States may draw as they 
advance federally assisted projects. The draw on the line of credit 
by obligating or committing some portion of it for a project. No 
cash is disbursed at this point. The States generally start a project 
and receive cash for the Federal share of the project's cost as work 
is completed. 

1. Traditional Funding 

Under traditional funding procedures, States are required to have 
enough obligational authority to cover the entire Federal share of a 
Federal-aid project before construction starts. This approach tends 
to impede construction of large scale projects because of the num
ber of years it takes for States to reserve the full obligational 
authority needed before construction can commence. Also, to 
reserve sufficient obligational authority for a large scale project, a 
State would have to delay Federal reimbursement on smaller scale 
projects. 
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2. ISTEA Procedures 

As a result of the programmatic changes defied in the !STEA, 
policies regarding the timing and administration of Federal funds 
can now increase States' ability to finance transportation projects. 
New consideration is being given to providing States with more 
options for using their Federally apportioned money to begin a 
greater number of projects, expedite project construction (thereby 
delivering transportation benefits earlier) and manage capital for 
larger projects which take time to develop. 

B. Matching Requirements 

With few exceptions, the Federal Government does not pay for the 
entire cost of construction or improvement of a Federal-aid high
way project. Federal funds are normally "matched" with State 
and/ or local government funds to account for the necessary dollars 
to complete the project. The maximum Federal share is specified in 
the legislation authorizing the program. Most projects will have an 
80 percent Federal share. 

1. Traditional Procedures 

Traditional highway funding arrangements requires States to fund 
the entire non-Federal share from State and local funds. Any 
in-kind contnoutions, except right-of-way donated by a private 
entity, have been deducted from the total project cost before the 
level of Federal assistance is determined. States, therefore, have 
realized a savings of only 20 percent of such contributions. Evi- · 
dence suggests that this restriction does not provide an incentive for 
States to identify and utilize all available local and private re
sources, nor does it minimize cost. 

C. Eligible Systems 
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1. Traditional Procedures 

Most highways providing similar functions have historically been 
categorized as either ( 1) highway receiving Federal aid for which 
there is no charge for use; or (2) toll roads which receive no Federal 
aid. 

Federal-aid Roads: State-initiated highway projects are generally 
eligible for 80 percent Federal aid. States must fund 20 percent of 
he total project cost as a match of Federal funds. Sources of 
matching funds traditionally include State-contributed equity in a 
project in the form of State funds and/or proceeds from general 
obligations bonds. 

Toll Roads Receiving No Federal Aid: Various States have 
independently developed toll roads which were not traditionally 
eligible for Federal-aid funding or which pre-date the Interstate 
Highway Program. Project costs were funded entirely by the State 
and/ or the authority operating the toll road with proceeds from 
revenue bonds backed by the expected toll revenues. These funds 
are often augmented with intemally generated capital and/ or State 
contributed equity. 

States which have developed both types of highways have been 
required to fund the full cost of the toll road's construction and 
ongoing maintenance, and fund the matching share of Federal-aid 
highways. In these States, there is little or no incentive to expand 
upon the toll road's ability to deliver and maintain transportation 
infrastructure and reduce the demand for State and Federal-aid 
funds through user-fee financing. 

2. ISTEA Procedures 

Among the breakthrough changes under the !STEA were the 
following: 1) new toll roads can now receive Federal aid, and 2) 
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certain non-tolled roads can now be converted to toll roads, which 
would reduce the amount of public funds required for maintaining 
and rehabilitating such projects. 

4. SUMMARY AND CONCLUSIONS 

This unit describes the basic features of the Federal-aid highway program 
including how the program is developed, the basic budgetary features 
contained in Federal law, and the basic features of the program. The 
purpose of this discussion has been to develop an appreciation of the 
significant element of the Federal-aid highway program that are affected 
by the various innovative finance concepts that will be described in the 
following unit. 
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. 

Innovative Finance and Statewide Financial Planning::===================::;1 

CONTRACTAUTHORITYPROGRAMS 

Authorization Act 

Distribution 

Total Federal-aid 
available for FY 

Obligation 

Reimbursement 

Unobligated 
Balances 

Obligation 
Limitation 

Appropriations Act 

Liquidating Cash 
from HTF 

Innovative Finance and Statewide Financial Planning======::.::.::.-=..-=..-=..-:...-:...-:...-_-_-_-:._-.....,~ 

FY96 AUTHORIZATIONS (Billions) 

National Highway System 

Surface Transportation Program 

Congestion Mitigation and Air Quality 

Interstate Reimbursement 

Interstate Maintenance 

Bridge Replacement 

Other 

Total 

Obligation Limitation 

$3.60 

$4.10 

$1.00 

$2.00 

$2.90 

$2.80 

$ 2.20 

$18.60 

$17.55 
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, UNIT 2: NHS GUIDANCE AND INNOVATIVE FINANCE 

PURPOSE: 

The purpose of this unit is to present guidance that has been devel
oped for the innovative finance provisions contained in the NHS 
Act. 

"WHAT YOU WILL LEARN IN nns UNIT: 

1. !STEA and TE-045 innovative finance provisions. 

2. NHS Act innovative finance provisions. 

3. NHS Act innovative finance guidance. 

"WHAT WILL HAPPEN IN TIIlS UNIT: 

The course instructors will describe the historical background and 
development of innovative finance and discuss the guidance con
cerning the NHS Act innovative finance provisions. 
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1. INTRODUCTION 

A. What is Innovative Finance? 

"Innovative Finance" is a broadly defined term that refers to 
moving the traditional federal-aid highway financing process from 
a single strategy of Federal funding on a "grants reimbursement)! 
basis to a diversified approach that provides new options drawn 
from the most innovative financing concepts developed both from 
the public and private sectors. A prime objective is to maximize the 
ability of States to leverage Federal capital for needed investment in 
our nation's transportation system as well as more effective use of 
existing funds. 

Innovative Financing techniques are now available to all states as 
part of the regular federal-aid program as a result of the National 
Highway System Designation Act of 1995 (NHS Act) and adminis
trative change. The Innovative Financing techniques that FHW A 
and the states are utilizing include both leveraging tools, designed 
to increase the funds available for transportation infrastructure 
investment, and cash flow tools, designed to get transportation 
projects into construction more quickly. Leveraging tools include: 
flexible match, federal share on toll projects, bonds and debt 
instruments, ISTEA 1012 loans, and ISTEA Section 1044 Toll 
Investment Credits. Cash flow tools include: advance construction 
and partial conversion of advance construction. Leveraging and 
cash flow tools can be particularly powerful when used in combina
tion. This variety of tools was made available to states to provide 
the greatest number of choices for states to determine which would 
be the most effective tools for their state transportation system. 

I ~. ! ·. , ~· , , . , ,, j t ! . ;' , .• 

All of the leveraging and cash flow tools listed above are now 
available to all states as part of the regular federal-aid program as a 
result of the NHS Bill. The two exceptions to this are the Section 
1044 Toll Investment Credits and partial conversion of advance 
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construction which were made available to states through adminis
trative change. 

B. Why is Innovative Finance Important? 

Traditional funding sources simply cannot provide sufficient funds 
to meet current transportation infrastructure needs. Therefore, new 
approaches and financing mechanisms must be developed to use 
scarce transportation dollars more effectively. In order to fulfill this 
need, it necessary to adapt traditional federal-aid funding partner
ships through the introduction of new new roles and risk-sharing 
arrangements for the public and private sector. 

Project risk can be divided into three stages: 1) preconstruction, 2) 
construction, and 3) operation. In many situations, a plan of 
finance targeted for each stage will often minimize costs because 
each can be tailored to the unique interests of different types of 
investors seeking different investment risk/return tradeoffs. 

The greatest uncertainties occur during preconstruction when envi
ronmental and design studies must be prepared and right-of-way 
acquired. Because of these uncertainties, the capital markets often 
regard this stage of a project as highly speculative. If financing is 
available it may carry a much higher borrowing interest rate than 
would be required at later stages of the project. There is an 
increased recognition that States must use multiple financing strate
gies in a manner similar to the commercial market in managing 
financial risks associated with project development and construc
tion. 

During the construction phase, a project has more definable financ
ing risks however there is still a possibility that problems will arise 
with construction logistics and costs. Although construction risks 
are lessened at this stage, investors do not seek to tie up their capital 
for a long time. Private sector capital financing typically is sup-
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ported by more short-term construction financing that is refinanced 
during the operation phase where a lower interest rate can be 
obtained because more is know about the project risks and investors 
may be willing to invest for a longer period of time. 

There is a demonstrated need to modernize and standardize obliga
tion and outlay rules to smooth the role of Federal money in the 
construction stage of projects. The traditional reimbursement 
practices lead to "serial" instead of "parallel" construction methods 
and, therefore, create a bias against starting larger construction 
projects due to single-year obligation constraints. State issued 
"anticipation notes" to start projects, later replaced by permanent 
funding, is one way to help improve project cash flow and foster 
additional project starts. 

Just a few years ago, virtually everyone believed that highway 
infrastructure could be provided only by the public sector and 
financed almost exclusively on a "grants reimbursement" basis with 
Federal tax dollars. Reliance on a single financial strategy for 
highway investment has not allowed transportation to keep up with 
the Nation's needs in a growing economy. 

Transportation Infrastructure financing is a challenge faced by all 
levels of government and the. private sector. The funding needs 
faced today will require the development of new partnerships to 
define the optimum combination of financing tools to meet this 
challenge. 

C. Legislative and Policy Background 

1. Innovative Finance Test and Evaluation Project 
(TE-045) 

President Clinton's Executive Order 12893, Principles for Infras-
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tructure Investment, established infrastructure investment as a pri
ority for the Administration and directs agencies to establish pro
grams for developing more effective investment from federal funds. 
As an outgrowth of this order FHW A launched Innovative Finance 
Test and Evaluation Project (TE-045) under its statutory authority 
to conduct research. The goals of TE-045 Innovative Financing 
Project are fourfold: ( 1) to move projects into construction more 
quickly than traditional financing procedures; (2) to create incen
tives for State to take full advantage of ISTEA financial opportuni
ties; (3) to assist states in their efforts to leverage their current 
spending to produce additional investment for transportation; and 
(4) to create a record of achievement to develop a base of knowl
edge to provide more ways for State and local projects to proceed 
with optimal financing. 

In a Federal Register notice published on April 8, 1994, FHW A 
asked States, communities, and the private sector to come forward 
with nontraditional financing ideas. To date, FHW A's TE-045 
program has approved more than 60 projects in 31 States totaling 
over $5 billion. FHW A is continuing to accept TE-045 proposals 
on a continuing basis. 

Several key points emerged during the evaluation of State's projects 
under TE-045: 

Fees and Charges: There is a greater than anticipated willingness 
to levy local fees and tolls to provide necessary funding to acceler
ate project construction in targeted areas. Many States proposed 
such charges as local option gas taxes and development impact fees. 

Credit Support: States expressed interest in various "credit sup
port" concepts such as lines of credit, credit enhancement, and 
project-specific loans. These concepts are particularly important 
during the riskier periods of construction and initial operation of a 
project. There is also a need to provide particular assistance to 
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Project 
Sponsor 

Loan 

Repayment 

Section 1012 Loan 

State Highway 
Fund 
Loan 

Repayment 
Fund 

Highway 
Trust 
Fund 

projects that are targeted towards interstate commerce or have 
multi-State benefits. Requests for credit support also reveal explicit 
demand to expand the capacity of the traditional "grants reimburse
ment" program to serve as project "construction financing" as seen 
in the private sector. 

2. lntermodal Surface Transportation Efficiency Act 
of 1991 (ISTEA) 

The ISTEA contains two provisions that are of particular impor
tance to Innovative Finance: Section 1012 Loans (23 U .SC. 
Section 129) and Section 1044 Toll Investment Credits. In addi
tion, the ISTEA marked important changes for the prospects for 
toll road financing. 

a. Section 1012 Loans 

Under the traditional approach to highway funding, money from 
the Highway Trust Fund is paid to States only as reimbursement for 
highway construction outlays under Title 23. This limitation, in 
effect, requires that Federal funds be used only once, as an equity 
investment. Under Section 1012, a State may loan money to a 
project sponsor. Federal funds can reimburse up to the federal 
share of the project costs. States can lend any Federal-aid funding 
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such as Interstate Maintenance, Surface Transportation Program, 
and Congestion Mitigation and Air Quality program funds to 
leverage investment in any eligible Title 23 program. The loan may 
be repaid to the State with revenue generated by the project. States 
may use funds from Section 1012 loan repayments for a variety of 
eligible Title 23 transportation projects. 

Although !STEA states that loan repayment proceeds must be used 
to fund other surface transportation or !STEA projects, it does not 
limit the State's financing options for such projects. Potential State 
uses of Section 1012 include the option to (1) grant the funds to one 
or more projects; (2) lend the funds to new projects, with repay
ment by project revenue; or (3) use the funds to capitalize a 
revolving loan fund. States can also use a combination of these 
three approaches. 

!STEA Section 1012 can: 

• Lower interest rates 
• Be subordinated to other loans for a project 
• Reduce overall project costs 
• Make more projects feasible. 

b. Section 1044 Toll Investment Credits 

A State DOT can receive an investment credit for certain toll 
revenue expenditures on highway, bridge, or tunnel infrastructure. 
The State can apply the credit towards the non-Federal matching 
share of all programs authorized by Title 23 and ISTEA. To the 
extent credits are available, a State may use up to I 00 percent 
Federal funds on benefiting projects. To earn credits from toll road 
expe~ditu~es, a State must meet a Maintenance of Effort . (MOE) 
Test. A State can pass the MOE requirement by demonstrating 
that it is keeping up its commitment to non-Federal transportation 
investing. Credit for ongoing toll revenue investment provides 
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another mechanism for meeting the non-Federal share require
ment. For States that are already using their full Federal-aid 
allocation, the I 044 credit allows them to free up traditional state 
dollars for projects that might otherwise go unfunded. States have 
greater incentives to expand upon toll roads' ability to deliver and 
maintain transportation infrastructure. 

For example, a State has $80 million in State funds available for 
highway projects. Under traditional funding, as shown in the chart 
above, that $80 million accomplishes only two projects totaling 
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$160 million: Project A @ $60 million and 100% State funded and 
Project B@ $100 million including $80 million Federal funds and 
$20 million non-Federal matching funds. Under Section 1044 
Investment Toll credits, the $80 million in State funds in conjunc
tion with $20 million in toll revenues accomplishes four projects: 
Project A @ $60 million including $40 million in State funds and 
$20 million in toll revenues; Project B @ $100 million funded 100% 
with Federal funds; Project C@ $100 million including $80 million 
in Federal funds and $20 million in non-Federal matching funds; 
and Project D @ $20 million and 100% State funded. 

c. !STEA and Toll Roads 

The ISTEA expanded the use of federal funding for toll road, 
bridge, and tunnel projects to include construction of new toll 
facilities (except in the interstate highway system), reconstruction, 
resurfacing, restoration, and rehabilitation of existing toll facilities, 
and conversion of free facilities ( except interstate roads) to toll 
facilities. For the first time, privately owned toll facilities became 
eligible for ISTEA funding so long as there is a contractual agree
ment between the state and the private entity. 

3. National Highway System Designation Act of 1995 
(NHS Act) 

The NHS Act contains a number of Innovative Finance provisions 
including: 

Section 308: Limitation on advance construction 

Permits the State to advance construct projects provided the project 
is on the State's Transportation Improvement Program (STIP). 
This eliminates the requirement that: ( 1) future year authorizations 
had to be in place in order to advance construct, and (2) the total of 
advance construct projects that could not exceed a cumulative 
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dollar limit. 

Section 311: Eligibility of bond and other debt instrument fmanc
ing for reimbursement as construction expenses 

Allows States to use Federal-aid funds for bond principal, interest 
costs, issuance costs, and insurance on Title 23 eligible projects. 
Although these costs are eligible for Federal participation, such eli
gibility does not constitute a federal commitment or guarantee on 
the part of the United States to provide for payments of principal 
and interest. 

Section 313: Toll roads 

Sets the Federal share for toll projects at a maximum 80 percent of 
eligible costs. Before this change the Federal share for toll projects 
varied from 50 percent to 80 percent based on activity and system 
designation. Also this provision allows Federal-aid loans to non
tolled projects with dedicated revenue streams and permits interest 
rates at or below market rates, as needed to make the project 
feasible. Repaid funds can now be used to credit enhance similar 
projects. 

Section 322: Donations of funds, materials, or service for federally 
assisted projects 

Allows private funds, materials, or services to be donated to a 
specific Federal-aid project and permits the State to apply the value 
to the State's matching share. Before this change, States could 
receive credit only for donations of private property incorporated 
into a Federal project, or for State and local funds. 

Section 350: State infrastructure bank pilot program 

Allows up to 10 States or multi-State entities to establish trans-
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portation infrastructure banks; the U.S. DOT will establish proce
dures for choosing the participants in the program. The infrastruc
ture banks may be used to make project loans, enhance credit, 
subsidize interest rates, and provide other assistance for eligible 
highway and transit capital projects. The funds from the bank may 
not be used as a grant. The recipients of the assistance can be 
public and private entities. 

No new Federal-aid funds are provided to capitalize the banks. 
States entering into cooperative agreement with the Secretary to 
establish infrastructure banks could contribute up to 10% of several 
categories of their Federal-aid highway and Federal transit funds to 
capitalize the bank. Funds attributable to urbanized areas over 
200,000 could only be used with permission of the MPO for the 
area. States must match 25% (lower for sliding scale States) of the 
Federal contribution with funds from non-Federal sources. 
Federal-aid funds are considered obligated when contributed to the 
bank. 

By March 1, 1997 the Secretary must have reviewed the financial 
condition of each transportation infrastructure bank and report to 
Congress with an evaluation of the pilot program. 

Guidance covering the innovative finance provision of the NHS 
Act are included in the back of this unit. 

On April 4, 1996 the Transportation Secretary announced that 
eight states have been selected to test the use of SIBs: Arizona, 
Ohio, Oklahoma, Oregon, Texas, Florida, South Carolina and 
Virginia. The two additional states will be selected shortly. Fur
thermore, the Secretary requested $250 million in FY '97 funding 
to extend the SIB program beyond the existing 10 State pilot 
established by the NHS Act. 
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4. FTA Innovative Finance Handbook 

On May 9, 1995 FTA published in the Federal Register a notice on 
Innovative Financing. The notice described various innovative 
financing techniques that may be used by transit operators receiving 
Federal financial assistance. Transit agencies may use FTA grant 
funds, or assets acquired with Federal assistance to enhance the 
effectiveness of their capital investment programs with these tech
niques. The response to this notice provided the basis for develop
ment of FT A's "Innovative Finance Handbook" which serves as a 
reference document for the development of innovative finance 
ideas. 

Among the techniques contained in this handbook are included the 
following: 

• Repaying bonds and Certificates of Participation 
• State Revolving Loan Funds 
• Lease Payments 
• Joint Development of Transit Assets 
• Cross Border Leases 
• Super Turnkey and Private Financing 
• Delayed Local Match 
• Toll Revenue Credits. 

3. CASH FLOW TOOLS 

Cash flow tools are Innovative Finance tools that are designed to 
get projects on the ground sooner. These tools have to do with 
when Federal funds become available to States. They are designed 
to permit Federal and non-Federal funds to work in a more compli
mentary fashion. Among the approaches to be discussed in this 
section are included: 

• Advance Construction; and 
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• Partial Conversion of Advance Construction. 

The improved cash flow management provided by these tools will 
help states begin a greater number of projects, expedite project 
construction thereby delivering transportation benefits earlier, and 
manage capital for larger projects which take time to develop. 

A. Advance Construction 

Under traditional funding procedures, the share of Federal funds 
for a surface transportation project is not differentiated by phase of 
project development. Thus, a State may have difficulty funding the 
completion of needed feasibility studies and environmental assess
ments. This could be problematic if the State hopes to bring the 
project to the private capital markets. 

States also have been required to have enough obligational author
ity to cover the entire Federal share of a Federal-aid project before 
construction starts. For example, if a State has available only $20 
million in Federal-aid obligational authority amounts each year and 
wants to execute a $100 million project, of which the Federal share 
would total $80 million, the State would have to limit Federal 
funding for the project or build it in phases. 

The requirement to reserve sufficient obligational authority before 
project construction can start can affect the delivery of Federal-aid 
projects in a number of ways: 

• This approach tends to impede construction of large-scale 
projects lJecause of-.the number ,of years it takes for the 
States to reserve the obligational authority needed before 
construction can commence. 

• Also, to reserve enough obligational authority for a large 
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scale project, a State may have to delay Federal reim
bursement on smaller scale projects. 

• The requirement also presents difficulties for States inter
ested in when developing support for a Statewide trans
portation plan. 

Through advance construction a State can independently raise 
up-front capital required for a project and preserve eligibility for 
future Federal-aid funding for that project. At a later point, the 
State can obligate Federal-aid funds for reimbursement of the 
Federal share. This technique allows a State to build a transporta
tion project that is eligible for Federal aid when the need arises, 
rather than having to set aside obligational authority for the Federal 
share. This allows a State the ability to access capital from a variety 
of sources, including its own funds and private capital in the form 
of anticipation notes, commercial paper, and bank loans. 

In order to receive future reimbursement for an advance construc
tion project, a State must have FHW A "designate" the project and 
approve it as an advance construction project. However, the State 
itself can determine when to obligate funds for reimbursement of 
the project, by later "converting" the entire project to a regular 
Federal-aid highway project in a single year - provided that the 
State has the capacity to obligate sufficient funds for full Federal 
reimbursement in a single year. This allows States to manage their 
Federal-aid funds more effectively, by choosing when to seek 
reimbursement. 

When used to its fullest, this approach can resemble the 
"construction finance" seen in private capital markets such as 
commercial real estate development, where a developer uses short
term debt to finance construction and then replaces the short-term 
debt with long-term debt after construction is competed and the 
building is ready to generate revenue or provide benefits to the 
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public. 

Essentially, this approach can define the Plan of Finance for 
construction separately from that for post-construction. If the State 
can combine advance construction with a public-private · partner
ship, it can share some of the preconstruction and construction risks 
with the private partner. 

Under advance construction, a State must set aside the full amount 
of obligational authority needed for the full Federal share of the 
project costs before "converting" the project and therefore receiving 
Federal reimbursement. For example, suppose a State constructed 

I ?Nibj HBm 
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a $100 million project anticipating $80 million in Federal funding 
paid out of the State's annual obligational authority. The state 
would have to set aside the $80 million of obligational authority 
~ to convert the project from one financed exclusively .}£itp 
State funds to one receiving 80 percent Federal funding. 

The NHS act allows states to advance construct projects provided 
that the project is on the State's Transportation Improvement 
Program (STIP). The NHS Act removes the requirements that: 

• States must have future year authorizations in place in 
order to advance construct; 

• the total of Advance Construction projects cannot exceed 
a cumulative dollar limit. 

B. Partial Conversion of Advance Construction 

Partial conversion of advance construction is a form of advance 
construction in which the State converts, obligates, and receives 
reimbursement for only part of its funding of an advance construc
tion project in a given year. This removes any requirement to wait 
until the full amount of obligational authority is available. The 
State can therefore obligate varying amounts for the project eligible 
cost in each year, depending on how much of the State's obliga
tional authority is available. This removes any requirement to wait -;mtil the full amount of obligational authority is available. The 
State can therefore obligate varying amounts for thepioject's 
eligible cost in each year, depending on how much of the State's 
obligational authority is available. 

As a result of partial conversion of advance construction, a State 
can: 

• Reprogram partially converted funds into new projects; 
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• Eliminate a major single year "draw down" of Federal 
funds and obligational authority due to one project; and 

• Demonstrate better project cash flows to State financial 
decision makers. 

In addition to securing project benefits earlier and improving cash 
flow to a State, partial conversion is particularly useful when a 
variable revenue stream is dedicated to the cost of a project (e.g., 
increment sales taxes, development impact fees , local option gas 
taxes, and tolls). In many of these situations, particularly when 
there is no revenue history, it is not clear at the time of construction 
exactly how much Federal funding is going to be needed by .the 
project. Using the option to partially convert the Federal share 
after revenues have materialized makes bond and note financing 
more viable and Federal-aid funds available to support a greater 
number of projects. FHW A regulations have been changed to 
allow an advance construction project to be converted to a regular 
Federal-aid project in a series of years. Partial conversion was 
implemented through a Federal Register Notice on July 19, 1995. 

As presented below, suppose a state wishes to construct a $100 
million project that is eligible for Federal-aid at a matching rate of 
80 percent of the total project cost. The State decides, under partial 
conversion of advance construction, to convert a portion its obliga
tional authority for this project year until the entire Federal share of 
$80 million is used for this project. The State decides to finance the 
early phase of the project with a dedicated revenue source and will 
use Federal-aid for later phases. This strategy allows the State to 
start the project quickly while maintaining Federal-aid eligibility for 
the prc;,j~ct. In addition, the State does not have to wait until the 

, ( · •l., i 1 i · , · 

entire obligational authority available for this project is set aside 
before receiving reimbursement for eligible Federal-aid expenses. 
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4. LEVERAGING TOOLS 

Leveraging tools are designed to make more funds available to 
transportation providers. Included among these approaches are: 

• Flexible Match 
• Federal Share on Toll Projects 
• Bonds and Debt 
• !STEA Section 1012 Loans 
• !STEA Section 1044 Toll Credits. 
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The additional dollars that these approach can attract to transporta
tion investments can help States in meeting the financial challenges 
evident in today's funding environment. 

A. Flexible Match 

In order to receive their share of Federal-aid money, States must 
fund a fixed, minimum percentage of a project's cost. Traditional 
highway funding arrangements requires States to fund the entire 
non-Federal matching requirements from State and local funds. 
Any in-kind contributions, except right-of-way donated by a pri
vate entity has been deducted from the total project cost before the 
level of Federal assistance is determined. Evidence suggests that 
this restriction does not provide an incentive for States to identify 
and utilize all available local and private resources. 

Under the NHS Act, private funds, materials, or assets to be do
nated to a specific Federal-aid project can be applied to the State's 
matching share. Donations made by a public agency, e.g., Federal, 
State, or local government cannot be applied to the State's match
ing share. One exception is Federal funds with specific legislative 
authority to match other Federal funds. 

If a State has a proposal under TE-045, the State can use the value 
of public or private donations to count as the State's non-Federal 
share requirement. Public donations can include publicly owned 
rights of way; private donations can include funds and assets. 

For example, as shown below a State is interested in funding two 
projects totaling $120 million. Under traditional funding, one pro
ject is partially funded with Federal and State resources and the 
second project is not funded at all. Using a private donation of $20 
million, the State is able to fund both projects. 
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- S20m 

The first modem U.S. toll roads were in the Northeast, including 
the Pennsylvania in 1940 followed by the New Jersey Turnpike and 
the Garden State Parkway, which today is the heaviest traveled toll 
road in the world. 

Many of these early toll roads became important components of the 
Interstate and Defense Highway System. Today, 29 States operate 
37 toll roads and 44 toll bridges having a total length of 5,000 miles. 
Another 1,560 miles of toll roads with a cost of $24.6 billion are 
being planned. Recently expanded and new toll roads total 252 
miles in length at an estimated cost of$5.04 billion.Nationwide, toll 
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NEW OR RECENTLY EXPANDED 
TOLL ROADS 

Completion Length Cost 
Date 

1996 
1997 
1999 
2000 

1991 
1986 
1993 
1989 

1990 
1993 
1987 
1988 

1990 
1988 
1989 
1996 

State Project Miles ($Mill) 

. CA Orange Lanes (SR91) 14 $90.0 
CA San Joaquin Hills Corridor 15 $793.0 
CA Foothill Transportation Corridor 30 $746.0 
CA Eastern Transportation Corridor 23 $630.0 

co E-470- First Segment 5 $ 82.0 
FL Swaggers Expressway 23 $178.0 
GA Georgia State Route 400 10 $270.0 
IL North-South Tollway 17 $487.0 

NJ New Jersey Turnpike 10 $294.0 
PA Hutchinson Bypass 13 $175.0 
TX Dallas North Tollway Ext 7 $124.0 
TX Hardy Toll Road 22 $366.0 

TX Sam Houston Tollway 28 $436.0 
VA Powhite Parkway Ext 9 $88.0 
VA Dulles Toll Road 12 $ 91.0 
VA Dulles Toll Road Ext 14 $190.0 

Total 252 $5,040.0 

facilities today account for 6.5 percent of the length of the Interstate 
Highway System and carry approximately 7 percent of the Vehicle 
Miles of Travel carried on the Interstate Highway System. Toll 
revenue provides only five percent of today's overall highway 
revenues, although the amount is significant in some States. 

Under the NHS Act, the Federal share for eligible toll facility ac
tivities is 80 percent. For privately owned toll facilities, the private 
entity is allowed to assume responsibility for the required non
Federal share of a toll project. In most cases, a toll agreement 
must be executed. The agreement must require that all toll rev
enues are first used for any of the following: debt service; reason-
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able return on private investment; and operations and maintenance, in
cluding 4R work. An acceptable use of toll revenues can also be the 
establishment of reserve funds typically usec;i by a toll authority in its 
financing structure. The reasonableness of the return to investors is a 
matter to be determined by the State. 

At the option of the State, the agreement may also include provisions 
regarding toll revenues in excess of those needed for the required 
uses outlined above. This provision would entitle the State to use 
these excess revenues for the purposes authorized in Title 23 if the 
State certifies annually that the facility is being adequately main
tained. 

C. Bonds and Debt 

There are two broad categories of financing strategies that a State 
may pursue to construct capital project: 1) "pay-as-you-go; and 2) 
debt financing. Under "pay-as-you-go" a State waits until suffi
cient capital has accumulated from various State dedicated revenue 
sources and Federal-aid grant reimbursement funds until com
mencing construction. Under a debt financing strategy, the State 
issues bond and other debt instruments to borrow the funds neces
sary to construct the project. Each approach has both advantages 
and disadvantages which ultimately must be considered when pur
suing any financing strategy 

The NHS Act allows States to use Federal-aid funds for bond prin
cipal, interest costs, issuance cost, and insurance on Title 23 eligi
ble projects. Importantly, while these costs are eligible for reim
bursement, such eligibility does not constitute a Federal commit
ment or guarantee on the part of the United States to provide for 
payments of principal and interest. · ' ' · 

D. ISTEA Section 1012 Loans 
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As originally adopted in 1991, Section 1012 ofISTEA allowed 
States much greater flexibility in using Federal-aid highway funds 
to participate in the construction of toll facilities. For the first 
time, it specifically allowed States to make loans with Federal 
funds to public or private entities which are constructing a toll pro
ject that is eligible for Federal-aid funding. However, due to vari
ous technical problems, the Section 1012-loan provisions were not 
used by the States.The NHS Act adopted by the U.S. Congress in 
November 1995 codified several innovative Section 1012 loan 
structuring techniques. Under the NHS Act, States have the abil
ity to loan Federal highway funds not only to a toll project but also 
to a non-toll project with a dedicated revenue source. Under the 
NHS Act, States also have the flexibility to negotiate interest rates 
and other terms ofISTEA Section 1012 loans (under the original 
Section 1012 provisions, interest rates were dictated by Federal 
regulations). 

States can now make loans to non-toll facilities with 
revenue-producing potential. Revenue-producing projects include 
projects that levy excise taxes, sales taxes, property taxes, and 
motor vehicle use taxes, and doe not necessarily include tolls, 
Under Section 1012 as originally adopted, loans could only be 
made to eligible toll projects. 

States can now negotiate interest rates with project sponsors at 
subsidized levels and offer favorable repayment terms. Under 
Section 1012 as originally adopted, federal regulations required that 
the interest rate be equal to the average rate on the State's pooled 
investment fund earned over the preceding 52-week period. Like 
Section 1012, the NHS Act has broad requirements that repayment 
begin with 5 year of project completion and be fully paid off within 
30 years after the loan is first obligated. 

States can take loan repayments from the first Section 1012 loan 
and make new loans to other surface transportation projects with 
revenue-generating potential. Second generation loans must sup-
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port a Title 23 project with revenue-generating potential. 

Section 1012 loan repayments can be used for: 

• Grants States - can use loan repayments to make cash grants to 
specific projects at their discretion. 

• Leveraging a Revolving Fund - States have the ability to use 
loan repayments to serve as collateral in order to borrow additional 
funds ( or leverage) in the bond markets. 

• Credit Enhancement - The NHS Act of 1995 allows States to 
use loan repayments to provide credit enhancement to eligible 
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projects, including the purchase of bond insurance or to be used as 
a capital reserve. 

D. ISTEA Section 1044 Toll Credits 

Section 1044 permits a State to use certain toll revenue expendi
tures as a credit toward the non-Federal matching share of all 
programs authorized by Title 23 and ISTEA. This is in essence a 
"soft match" provision that allow the Federal share to be increased 
up to 100 percent to the extent credits are available. Initial 
implementing guidance for Section 1044 was provided on June 22, 
1992 in a memorandum issued jointly by FHW A, FT A, and 
NHTSA. The FHW A continues to serve as the lead Agency in 
administering this provision. This initial guidance has been modi
fied in two subsequent memoranda issued September 22, 1992 and 
April 13, 1995. Copies of these memoranda are included in the 
back of this unit. 

The amount of credit earned is based on revenues generated by the 
toll authority (i.e., toll receipts, concession sales, right-of-way leases 
or interest) including borrowed funds (i.e., bonds, loans) supported 
by this revenue stream that are used by the authority to build or 
improve highways, bridges or tunnels that serve interstate com
merce. 

To be able to use credits, a Maintenance of Effort (MOE) determi
nation must be conducted as descnbed in the guidance. 

5. STATE INFRASTRUCTURE BANKS 

A. Background 

State Infrastructure Banks (SIBs) are infrastructure investment 
funds which can be created at the State or regional (multi-State) 
level. SIBs can provide States with new flexible financing capabili-
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ties by offering a wide range of loan and credit enhancement assis
tance to eligible projects. As envisioned, SIBs will be initially capi
talized by a combination of State an/or Federal funds. In short, A 
SIB is like a private bank which needs equity capital to get started, 
and offers customers a range of loan and credit options. 

The NHS Act allows the ten SIB pilot states to allocate up to 10 
percent of their Federal apportionment as a Federal capitalization 
grant to their SIB. States must also match 25 percent of the Fed
eral capitalization grant with funds from non-Federal sources. The 
State match can include funds contributed by private entities; 
States may also choose to contribute funds in excess of the re
quired State match. Finally, the NHS Act allows States to use up 
to two percent of the Federal capitalization grants to pay for ad
ministration costs. 

B. Loans 

Loans will be common form of assistance SIBs offer. Each SIB has 
the flexibility to structure loans specifically to meet an individual 
project's needs. SIBs can also be structured as revolving loan funds 
where loan repayments are recycled for new projects. Types of 
loans SIBs can offer include: 

Subordinate Loans -SIBs can make loans on a subordinate basis to 
other project debt, allowing the project allowing the project to get 
less expensive financing on its other debt due to its higher payment 
priority and stronger coverage levels. 

Short-term Construction Loans -SIBs can provide short-term 
financing to help projects with cash flow during construction. 

Interest-only Loans -SIBs may provide interest-only loans not 
only during construction but in the initial, "ramp-up" years immedi
ately after construction completion. 
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Low-interest Loans. 

C. Credit Enhancement 

SIBs can offer various mechanisms which provide a third-party 
guarantee to projects to ensure that sufficient revenues are available 
to pay project costs and/ or debt service. Credit enhancement can be 
provided to portions of a project's financing package or to the total 
financing package. 

Letter to Credit or Loan Guarantee --SIBs can extend a letter of 
credit (LOC) or loan guarantees to transportation projects. An 
LOC or loan guarantee issued by a SIB protects investors from an 
issuer1s default by committing the SIB to make debt service pay
ments in the event the issuer cannot do so. Bonds covered by a SIB 
LOC receive the rating of the SIB rather than the stand-alone rating 
of the project itself. 

Lines of Credit -As a means of attracting private capital, SIBs can 
extend a contingent line of credit to projects to cover construction 
cost overruns or revenue shortfalls. Bonds issued for projects that 
are granted contingent lines of credit would not receive the rating of 
the SIB. A contingent line of credit increases the attractiveness of 
projects to investors, however, because a portion of the total 
financing of the project is assured. 

Reserve Fund -SIBs could fund a debt service reserve fund for a 
project. If the reserve fund is drawn upon, the SIB may be 
obligated to replenish the fund. (This form of contingent back-up is 
similar to a line of credit). · 

State-aid Intercept --If a State desires, it can give its SIB the 
statutory authority to intercept state transportation aid to a specific 
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project or sponsoring jurisdiction and redirect it to pay bondhold
ers. 

Pooled Issues for Small Debt Issuers --If a State desires, a SIB can 
be given the statutory authority to aggregate smaller debt issues into 
a larger debt issue. This benefits the small issuer by providing 
economics of scale in costs of issuance and by giving investors a 
broader range of issuers to look to pay debt service, thereby 
enhancing credit quality and lowering interest rates. 

D. Structuring an Infrastructure Bank 

States will most likely have to adopt specific enabling legislation 
authorizing the creation of a SIB, especially if it is to receive 
authority to issue debt. The types of assistance that any particular 
SIB offers will depend primarily on the specific transportation 
financing needs of each State or multi-State region and the statu
tory authority given each SIB. For SIBs that are considering 
leveraging, the types of assistance offered may also be impacted by 
credit and rating constraints. The administration and operation of 
the SIB can be located within the State DOT, in an independent 
entity, or split between multiple State agencies (i.e., the State 
finance department and the State DOT). Placement may in part be 
determined by the level of financial expertise found in different 
state agencies. Leveraging will generally allow SIBs to provide 
more lendable funds to projects. The decision of whether or not to 
leverage will depend on each SIB's assessment of overall loan 
demand and comfort with bond-financed programs. In practice, 
the leveraging decision may not be confronted until later in the 
SIB's life cycle when loan demand can be more easily identified and 
quantified. 

States can provide the required State match from their traditional 
sources of matching Federal aid highway programs or from other 
sources, including bond proceeds, existing loan repayments, and 
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other State general revenues. If demand for SIB financial assistance 
exceeds the required State match and Federal capitalization grants, 
States could contribute funds in excess of the required match or 
pledge other State revenues as additional credit enhancement. 

The facilitation of public-private partnerships is a key goal of SIB 
assistance. States must identify any existing legal and regulatory 
barriers they face in dealing with private partners in infrastructure 
projects, and then evaluate what types of assistance will best 
encourage public-private partnership formation. 

6. SUMMARY AND CONCLUSIONS 

This unit provides extensive background on innovative finance 
provisions of !STEA, the TE-045 program, and the NHS Act. Var
ious guidance documents have been included in the back of the 
unit for more information. 

Innovative Financing techniques are now available to all states as 
part of the regular federal-aid program as a result of the National 
Highway System Designation Act of 1995 (NHS Act) and adminis
trative change. The Innovative Financing techniques that FHW A 
and the states are utilizing include both leveraging tools, designed 
to increase the funds available for transportation infrastructure 
investment, and cash flow tools, designed to get transportation 
projects into construction more quickly. Leveraging tools include: 
flexible match, federal share on toll projects, bonds and debt 
instruments, !STEA 1012 loans, and !STEA Section 1044 Toll 
Investment Credits. Cash flow tools include: advance construction 
and partial conversion of advance construction. Leveraging and 
cash flow tools can be particularly powerful when used in combina
tion. This variety of tools was made available to states to provide 
the greatest number of choices for states to determine which would 
be the most effective tools for their state transportation system. 
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Innovative Finance and Statewide Financial Planning===================;-i 

CASH FLOW TOOLS 

These tools have to do with when Federal funds become available 
to States. They are designed to permit Federal and non-Federal 
funds to work in a more complementary fashion. 

• Advance Construction (NHS) 

• Partial Conversion of Advance Construction (Administrative 
Change) 

~ ?l.,.:::;::::;:;:==:======================================:::J ...... 02.<653< 

nnovative Finance and Statewide Financial Planning ==================::::::;-i 
ADVANCE CONSTRUCTION 

NHS ACT PROVISIONS 

• Allows a State to initiate a project using non-Federal funds 

• Preserves eligibility for future Federal-aid 

• No present or future Federal funds are conunitted 

• After project is authorized, the State may convert to regular 
Federal-aid funding provided Federal funds are available 

• AC projects must be on approved STIP--previous limitation 
required that future year authorizations be in effect one year 
beyond FY for which an AC application was sought 

L.:v-===02.6S53il:::;::;:;:;:, =================================================..J 
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Innovative Finance and Statewide Financial Planning ==================:::;-, 

. 

ADVANCE CONSTRUCTION 
ELIGIBLE PROJECTS 

• NHS (includes IC and IM) 

• Interstate substitute 

• CMAQ 

• STP 

• HBRR 

• State P&R, Metro Planning 

;l,..:v_:::;:02;::;:.155;:;:::3' =======================================::::::..J 
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ADVANCE CONSTRUCTION 
CONDITIONS 

Except for NHS, IC, and IM one of the following conditions 
must be met to qualify for AC 

• State has obligated all the funds apportioned or allocated for the 
specific program 

• State has used its obligation authority, or 

• State can demonstrate that it will use its obligation authority by 
end of fiscal year 

v ... 02.1555)1 
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. 

Innovative Finance and Statewide Financial Planning ====================:::1 
ADVANCE CONSTRUCTION 

PROCEDURES 

• AC project must meet same requirements and be processed in 
same manner as regular FA project -- authorization does not 
constitute commitment of FA 

• At time of project approval, FHWA and State execute a project 
agreement -- specifies that the total cost of the project is an 
obligation of the State 

• No federal obligation is created until project is converted to 
regular FA project 

• State may submit written request to FHWA that a project be 
converted at any time -- provided sufficient FA and OA are 
available 

• Partial conversion is permitted 

?!,,:::;:;;:;:::==================================:::::::::... Vil&al 02.5553,C 
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ADVANCE CONSTRUCTION 

STIP REQUIREMENTS 

• AC projects must be included on STIP -- both in year of 
authorization and year of conversion(s) 

• Total amount of AC limited as follows: 

- State's current unobligated balance of apportionments, plus 

- Amount of Federal funds anticipated in subsequent fiscal years 
of an approved STIP 

~ ?~:::::::================================================-1 Vlaal 02.1S53,& 
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. 

Innovative Finance and Statewide Financial Planning==========.:::-.:::-..::::-..::::-..::::-.:.:_-_-_,-. 

ADVANCE CONSTRUCTON 
PAYMENT FOR BOND INTEREST 

• After November 28, 1995 -- all bond related costs authorized by 
23 U.S.C. 122 are eligible 

• Before November 28, 1995 -- interest earned and payable is 
eligible but limited to estimated increase in construction cost as 
reflected in the national construction cost index 

Innovative Finance and Statewide Financial Planning====================:;-, 
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Innovative Finance and Statewide Financial Planning===================:1 
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LEVERAGING TOOLS 
These tools are designed to make more funds available to 
transportation providers. 

• Matching Credit for Private Funds, Materials, or Senices 
Donated to Federally Assisted Projects (NHS) 

• Bonds and Debt Instruments (NHS) 

• ISTEA Section 1012 Loans (NHS) 

• Federal Share on Toll Projects (NHS) 

• ISTEA Section 1044 Toll Investment Credits (Adminstrative 
Change) 

~ :l.!v-=02=.=:;::;=:================================================:::..l 
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This provision allows private funds, materials, or assets to be 
donated to a specific federal-aid project and permits the state to 
apply the value to the states matching share. Previously, states 
could only receive credit for state and local funds or for 
donations of private property incorporated into a federal 
project. 

V-.al02.6653C 

Innovative Finance and Statewide Financial Planning ===================='.;'l 
THIRD PARTY DONATIONS 

ELIGIBLE DONATIONS 

• Allows donated funds, materials, and services to be used as 
State's matching share 

• Third party includes an individual, company, association -- but 
not government agency 

• Donations must be made after the date the project is approved by 
FHW' A and prior to approval of final voucher 

• No donations are eligible prior to November 28, 1995 

• Donated materials and services must meet the eligibility 
requirements of the project 

• In few cases, Federal funds may be used as match 

VlaalCl!.8553< 
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Innovative Finance and Statewide Financial Planning====================::::1 

, THIRD PARTY DONATIONS 
VALUATION OF DONATIONS 

• Valued at market value at time of donation 

• Donated labor valued at rates consistent with rates ordinarily 
paid for similar work in donor's organization 

• If donor does not have employees performing similar work -
rates will be consistent with those ordinarily paid by others for 
similar work 

• Equipment will be valued at the fair market rental value or 
reasonable rates 
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Innovative Finance and Statewide Financial Planning===================:::;-, 

FEDERAL SHARE ON TOLL PROJECTS 

This provision sets the Federal share for toll projects on 
highways, tunnels, and bridges at a maximum of 80% of 
eligible costs. Until now federal share varied from 50% to 80% 
based on activity and system designation. 

Innovative Finance and Statewide Financial Planning=====::.::.::.::.::.-::..-::..-::..-:...-:...-:...-_-_-_,,---. 

TOLL FACILITIES 
NHS ACT PROVISION 

• Sets Federal share for toll projects at 80 percent 

• Toll activities eligible: 

Vilua/02.65534 

- Initial construction of toll highways, bridges, or tunnels except 
on Interstate routes 

- 4R work on existing toll facilities 

- Reconstruction or replacement of free bridges or tunnels and 
conversion to toll facilities -- contains no Interstate restriction 

- Preliminary studies to determine the feasibility of the above toll 
construction activities 
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Innovative Finance and Statewide Financial Planning==================~ 

TOLL FACILITIES 
TOLL AGREEMENTS 

• Must be executed prior to either authorization of Federal funds 
or State undertaking re-construction and conversion project on 
its own 

• No agreement needed for feasibility study 

• Toll agreement must require that all toll revenues are first used 
for 

- debt service 

- reasonable return on private investment 

- operation and maintenance -- including 4R 

L.!_._=az.:::;:116534::::;::::================================================:.J 
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TOLL FACILITIES 

TOLL AGREEMENTS (Cont.) 

• Acceptable use of toll revenues can also be establishment of 
reserve funds 

• Reasonableness of return to investors is determined by State 

• Excess tolls can be used for Title 23 purposes 

• State determines if facility stays tolled after debt retirement 
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• Standard agreement has not been developed 

• Simplification is desired 

• Headquarters will provide review comments on draft agreements if 
possible 

• Toll agreement must include 

- Description of toll facility covered by agreement 

- Commitment on toll revenue use 

- Provisions regarding use of excess toll revenues 

- Stipulation regarding access to records 

1/rsual 02.6S534 
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TOLL FACILITIES 
IMPOSITION OF TOLLS 

• Amount of tolls charged is made by toll entity subject to State and 
local laws 

• Requires no review or input from the FHW A 

• Decisions regarding whether tolls are collected in only one 
direction of travel versus both are at State's discretion 

!~::;:;:;;;:;::====================================::::.J VdUII 02.65534 
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• 

Innovative Finance and Statewide Financial Planning==================~ 

TOLL FACILITIES 
OWNERSHIP 

• Allows private ownership of a Federally funded toll facility if the 
public authority having jurisdiction over the toll facility has 
entered into a contract with a private entity to design, finance, 
construct and operate the facility 

• If privately owned, the public authority having jurisdiction must 
ensure Title 23 compliance as required 

VOUII 02.6SS3I 
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BONDS AND OTHER DEBT INSTRUMENTS 
ELIGIBLE FOR REIMBURSEMENT AS 

CONSTRUCTION EXPENSES 

States can be reimbursed with federal-aid funds for bond 
principal, interest costs, issuance costs, and insurance on 
Title 23 projects. To date, federal-aid funds have been limited 
to bond retirement costs on certain categories of projects, and 
interest costs were eligible only on some Interstate projects . 
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• Replaces 23 U.S.C. 122 and makes bond related costs eligible for 
Federal reimbursement on any FA project eligible under Title 23, 
u.s.c. 

• Previous Section 122 allowed certain types of projects to be 
approved as bond issue projects -- these projects were advanced 
without any commitment of Federal funds until bonds matur ed 
and project converted to regular FA 

• Projects authorized after November 28, 1995 -- bond related costs 
are an eligible cost of construction on projects authorized under 
Title 23, including ISTEA demonstration projects 

• Projects authorized prior to November 28, 1995 -- subject to the 
requirements in effect at date of project authorization 
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Innovative Finance and Statewide Financial Planning ====================::;-, 
BOND AND OTHER DEBT INSTRUMENT 

FINANCING 
ELIGIBLE COSTS 

• Eligible instrument -- bond, note, certificate, mortgage or lease 
arrangement used for eligible FA project 

• Interest payments 

• Retirement of principal 

• Cost of issuance 

• Cost of insurance 

V~02.6SS3& 

• Any other cost incidental to sale or debt financing instrument 

• Reimbursement based on amount of bond proceeds actually 
applied to FA project 

• Eligibility does not constitute a commitment, guarantee, or 
obligation of Federal funds 
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ISTEA SECTION 1012 LOANS 

States can loan federal-aid funds to toll and non-toll projects 
with dedicated revenue streams. A loan can be made for any 
phase of a project including engineering and right-of-way 
work. At the State's option, the amount of any loan eligible for 
Federal reimbursement may be subordinated to any other 
financing for the project. 

VIUIQZ.66534 

Innovative Finance and Statewide Financial Planning ==================::::;-, 
LOAN PROVISIONS 

NHS ACT PROVISION 

• Expands eligibility of State loans for construction of non-toll 
facilities with a dedicated revenue source 

• States given greater flexibility in determining the interest rate for 
loans and given the authority to use loan repayments for 
additional credit enhancement activities 

~L..::::::==========================================:J v-..02.65534 
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Innovative Finance and Statewide Financial Planning====================:::;1 

LOAN PROVISIONS 
ELIGIBILITY 

• Section 129(a)(7)(A) allows the State to make loans to a public or 
private entity which is constructing, or proposing to construct, a 
toll project that is eligible for FA funding or a non-toll highway 
project with a dedicated revenue source 

• State may loan to public or private entity 

• Amount loaned is considered an eligible FA project cost 

• No federal requirements apply to how a State selects a public or 
private entity to be a recipient of the loan 

• Selection process governed by State law 

• State's reponsibility to ensure loan is used for specified purpose 

V&IIICl:2.156534 

Innovative Finance and Statewide Financial Planning====================:::;1 

LOAN PROVISIONS 
DEDICATED REVENUE SOURCE 

• Dedicated revenue source is the revenue source which the loan 
recipient, or other appropriate entity, pledges for repayment of the 
loan 

• Revenue sources can include, but not limited to, excise taxes, sales 
taxes, real property taxes, motor vehicle taxes, incremental 
property taxes -- criteria limit use of airport revenues 

• Pledge may involve all or only a portion of a revenue source 

• State will identify the dedicated revenue source(s) and provide 
written assurance that a pledge had been secured 
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Innovative Finance and Statewide Financial Planning====================::::1 

LOAN PROVISIONS 
AUTHORIZATION 

• Loan may be made at anytime -- for any amount provided the 
maximum Federal share is not exceeded 

• Loan can be initiated on an active, eligible project, but cannot 
include work done prior to loan authorization 

• A loan can be authorized under advance construction provisions 

• Federal-aid funds are obligated in conjunction with each 
incremented authorization 

• State is considered to have incurred a cost at the time the loan is 
made 

• Federal funds will be available to State at the time the loan is made 

v .. 0:2.6&S31 

Innovative Finance and Statewide Financial Planning====================::::1 

LOAN PROVISIONS 
COMPLIANCE WITH LAWS 

• State must ensure that project is carried out in accordance with 
Title 23 and other applicable Federal laws, including any 
environmental and ROW provisions 

• Initial toll or non-toll project is subject to same basic requirements 
and FHWA oversight followed for comparable non-loan Federal
aid projects 
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Innovative Finance and Statewide Financia.l Planning :=:=:=:=:=:=:=:=:=::::::;-, 

LOAN PROVISIONS 
REPAYMENT/TERMS OF LOAN 

• Loans must be repaid to the State 

• Repayment must begin within 5 years after project is completed 
and opened to traffic 

• Repayment must be completed within 30 years after the date 
Federal funds are authorized for the loan or first increment of the 
loan 

• Interest on loan is at or below market rates, as determined by the 
State, to make the project receiving the loan feasible 

VISIAI 02.6553' 
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LOAN PROVISIONS 
SUBSEQUENT USE OF REPAID AMOUNTS 

• Any eligible project under Title 23, or 

• The purchase of insurance or for use as a capital reserve for other 
forms of credit enhancement 

• No Federal requirement attached to activities advanced with funds 
repaid to the State 

-.C2.ll&S3' 
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Innovative Finance and Statewide Financial Planning====================::::;-, 

LOAN PROVISIONS 
OTHER ISSUES 

• Loan guarantees are not an eligible activity -- however a 
reimburseable loan could act as a credit enhancement 

• Federal funds can participate either through a direct commitment 
of funds or through a loan to public or private entity building the 
project 

• Project can be funded through a mix of regular Federal-aid for one 
p.ortion and a reimburseable loan for another portion 

• Consultant selection - if Federal-aid funding is only via loan 
project, the entity receiving the loan is allowed to select consultant 
or contractors using whatever manner it chooses -- as long as State 
procedures are followed 

Innovative Financ,_e and Statewide Financial Planning==============----_-_-_-_-_--.-. 

REVOLVING LOANS 

Project 
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Innovative Finance and Statewide Financial Planning===================:1 

ISTEA SECTION 1044 - TOLL CREDITS 

A State DOT can receive an investment credit for certain toll 
revenue expenditures on highway, bridge, or tunnel 
infrastructure. The State can apply the credit towards the non
Federal matching share of all programs authorized by Title 23 
and ISTEA. To the extent credits are available, a State may use 
up to 100 percent Federal funds on benefiting projects. 

-(12.66631 

Innovative Finance and Statewide Financial Planning===================::;-, 

SECTION 1044 
TOLL CREDITS 

• Permits a State to use certain toll revenue expenditures as a 
credit toward non-Federal matching share of all programs 
authorized by Title 23 and ISTEA 

• This is a "soft match" provision that allows the Federal share to 
be increased up to 100 percent to the extent that credits are 
available 

~ 

=~-=-02.;:;:1553ol;;;:::==========================================================::::::::J 
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Innovative Finance and Statewide Financial Planning ====================::::-, 
SECTION 1044 

DETERMINATION OF CREDIT 

• Amount of credit is based on revenues ~enerated by the toll 
authority including borrowed funds supported by this revenue 
stream that are used to build, improve, or maintain highways, 
bridges, or tunnels that serve interstate commerce 

• Amount of credit is based on non-Federal expenditures (outlays) 
for capital improvements to build, improve, or maintain public 
highway facilities 

• Expenditures for routine maintenance, debt service, or costs of 
collecting tolls are excluded 

Vi.SI.al 02.&5S3' 

Innovative Finance and Statewide Financial Planning======-=--=--::..-::..-::..-::..-::..-:..-:..-:..-:..-_-_-_,--. 

SECTION 1044 
OTHER PROVISIONS 

• Once a credit is established it will remain available until used by 
the State 

• The only time MOE test will be required is at time credit is 
established 

• Soft match provisions are available for all Title 23 and ISTEA 
projects at discretion of the State 
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U.S. Depanmenf 
Of Trcnsponction 

Federal Highway 
Admir.ish Ullon 

INFORMATION: Innovative Finance Provisions 
of the National Highway System Designation 
Act of 1995 (the NHS Act) 

Memorandum 

Date May 17 , 1996 

From · Executive Director 
Rec1y to 
Attn ot HFS-40 

To: 
Associate Administrators 
Staff Office Directors 
Director; ITS Joint-Program Office 
Regional Administrators 
Division Administrators 
F~eral Lands Highway Program Administrator 

For the past two years, we have been involved in a cooperative effort with State and local 
governments, toll authorities, and private companies to implement new strategies for financing 
transponation projects. The return on that effort came sooner than we expected with the passage 
of the NHS Act. The Act added five key financing provisions to title 23, United States Code 
which had been shown to be valuable tools in our innovative finance projects. (The Act also 
included a pilot program for State Infrastructure Banks. Information on the pilot program is 
available from HPP-20.) 

Attached is the implementing guidance on the five Title 23 provisions: 

Section 308 - Advance Construction of Federal-aid Projects 
Section 311 - Payment to States for Bond and Other Debt Insuument Fmancing 
Section 313(a) - Toll Facilities Under Section 129(a) ofTrtle 23 
Section 313(b)- Loan Provisions Under Section 129(aX7) of Title 23 
Section 322 - Donations of Funds, Materials, or Services for Federally Assisted Projects 

You are to be commended for your work on innovative financing. It has and will continue to 
produce results. Now, I challenge you to implement these new financing provisions by 
encouraging the States and the local governments to take full advantage of the flexibility they 
offer. 

Headquarters staff is available to assist you as noted in the implementing guidance. Let me know 
if there are any other ways in which we can help you in implementing the Act. 

i~G~-"-----
Anthony R. Kane 

Attachments 

• 



May 10, 1996 

GUIDANCE ON SECTION 308 OF THE NHS ACT 
ADVANCE CONSTRUCTION OF FEDERAL-AID PROJECTS 

NHS Act Provision 

Advance construction is a technique which allows a State to initiate a project using non
federal funds while preserving eligil>ility for future Federal-aid funds. Eligil>ility means 
that FHWA has determined that the project technically qualifies for Federal-aid; however, 
no present or future Federal funds are committed to the project. After an advance 
construction project is authoriz.ed, the State may convert the project to regular Federal
aid funding provided Federal funds are made available for the project. 

Section 308 of the NHS Act replaced 23 U.S.C.llS(d) relating to the amount of advance 
construction that may be authorized. The previous limitation required that finure year 
autp.orizations be in effect one year beyond the fiscal year for which an advance 
construction application was sought, thus limiting the States' flexibility to advance 
construct during the final year of an authorization act. 

The NHS Act replaces that limitation with a requirement that advance construction 
projects be on the approved Statewide Transpottation Improvement Program (STIP): 
The STIP covers a period of at least three years and is a financially constrained program 
which is not limited to the period of the authorization act. This change in the advance 
construction limitation will provide the States with more flexibility in financing p1ojects 
and developing financial plans. From a State and local perspective, this provision allows 
more projects to begin construction sooner. 

EJi&ihlc Projccu 

The following programs are eligible for advance construction: 

• National Highway System (includes Interstate Construction and Interstate 
Mmttmance) 

• lntc:nute Substitute 
• Congestion Mitigation and Air Quality Improvement Program 
• Surface Transportation Program 
• Bridge Replacement and Rehabilitation · 
• State PJ1DDing smd Research, and Metropolitan Planning. 

Except for projects using National Highway System, Interstate Construction, or Interstate 
Maintenance funds, one of the following conditions must be met to qualify for advance 
construction: 
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• the State has obligated all the funds apportioned or allocated for the specific 
program, 

• the State has used its obligation authority, or 
• the State can demonstrate it will use it obligation authority before the end of the 

fiscal year. 

Procedures 

An advance construction project must meet the same r~ements and be processed in 
the same manner as a regular Federal-aid project, except the FHW A authoriz.ation does 
not constitute a cc,onoirm~t ofFederal funds on the project. 

At the time of project approval, FHW A and the State will execute a project agreement. 
The project agreement contains provisions for advance construction project and specifies 
that the total cost of the project is an obligation of the State. No Federal obligation is 
created until the project is converted to a regular Federal-aid project. 

~ 

The projects must be included on the STIP and meet the tests of financial constraint 
required by 23 U.S.C. 13S(f). The total amount that may be advance constructed will be 
limited as follows: the Federal share of all advance construction projects (amount not 
converted to Federal-aid) cannot exceed the sum of the State's current unobligated 
balance of apportionments plus the amount of Federal funds anticipated in the subsequent 
fiscal years of an approved STIP, Le., the amount used in developing the approved STIP. 
If this limit is reached, the FHW A Division Administrator will not approve any additional 
advance construction projects. 

State planning and research, and metropolitan planning projects authorized under 23 
U.S.C. 307(c) and 23 U.S.C. 104(£) are not required to be included on the STIP to be 
eligible for advance construction. 

Copycaion to • Beplar FcctmJ-aid Praicct 

The State may submit a written request to the FHW A that a project be converted to a· 
regular Federal-aid project at any time provided that sufficient Federal-aid funds mid 
o1'tiption authority are available. The State may request a partial conversion where only 
a portion of the Federal share of project costs is obligated and the remainder may be 
converted at a later time provided fµnds are available. Only the amount converted is an 
obligation of the Federal Govemment. . the project should be identified on the STIP each 
year a conversion oc::curs. 

Payment for Bond Interest on Advance Construction Projects 

For projects authorized before November 28. 1995, interest earned and payable on bonds 
issued by a State is an eligible cost of construction but is limited as follows: 
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Panicipating interest cost is based on the actual expenditure of bond proceeds on 
the Federal-aid project. The interest on the bonds is applied to the amount of 
bond proceeds expended on the project from the date of expenditure. 

The amount of interest determined in the previous paragraph cannot exceed the 
estimated increase in the physical construction cost of the project which would 
have occurred had the project been authorized on the date of conversion. The 
estimated increase in the physical construction cost is determined by applying the 
increase, if any, in the national constructi<;>n cost index in effect on the date of 
conversion over the index in effect on the date of the mw A authorization to the 
actual cost of physical construction. 

For projects authorized on or after November 28, 1995, all bond related costs authorized 
by 23 U.S.C. 122 are eligible. 

[Questions relating to this guidance should be directed to Mu Inman, Office ofFJ.Scal 
Services, at 202-366-28S3.] 

~ . 

( f ' • I ~ .. ; ; l <, f .. 



GUIDANCE ON SECTION 311 OF THE NBS ACT 
PAYMENTTOSTATESFORBOND 

AND OTHER DEBT INSTRUMENT FINANCING 

NHS Act Provision 

May 10, 1996 

Section 311 of the NHS Act replaces 23 U.S.C. 122 and expands the Federal eligibility of 
bond related costs. The previous section 122 allowed cettam types of projects to be 
approved as bond issue projects. Similar to advance construction, these projects were 
advanced as Federal-aid projects without any c<mlliiitment ofFederal fimds until the bonds 
matured and the State converted the projects to regular Federal-aid. The section also 
allowed for reimbursement of bond interest costs on certain Interstate construction 
projects. 

The new section 122 makes bond related costs eligible for Federal reimbursement on any 
Fe<feral-aid project eligible under title 23, U.S.C. The definition of construction is also 
revised in 23 U.S.C. 101 to include a reference to bond related costs. 

EU&ihle Prajecu 

Bond related costs are an eligible cost of construction on projects authori7.ed under title 23, 
U.S.C., including ISTEA demonstration projects, which are authoriz.ed by FHWA on or 
after November 28, 1995. · 

Bond projects authorized prior to November 28, 1995, under 23 U.S.C. 115, Advance 
Construction, and under section 122, Payment to States for Bond Retirement, are subject 
to the requirements in effect on the date of project authorization. 

EU&ihle Costs 

Eligible costs include interest payments under an eligible debt financing instrument, the 
rttitemmt llf principal of an eligible debt financing instrument, the cost of the ismance of 
an eligible debt financing instrument, the cost of insurance for an eligible debt financing 
UtiioMent, and any other cost incidental to the sale of an eligible debt financing instrument. 

Eligible debt financing instrument means a bond or other debt financing instrument, 
inclwling 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 
Federal-aid project. 

Questions regarding the eligibility ai debt instruments or incidental costs should be 
submitted to the FHWA division office and foiwarded to the Office ofFtseal Services for 
an eligibility determination. 
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Federal reimbursement will be based on the amount of bond proceeds actually applied to 
Federal-aid projects. General costs relating to a debt financing instrument will be equitably 
distnouted to Federal-aid and non Federal-aid projects. 

Conditions 

The eligil>ility of a debt financing instrument for reimbursement does not constitute a 
commitment, guarantee, or o

1

bligation of Federal funds to provide for payment of principal 
or interest; or create any ri~t of a third patty against the Federal government for payment. 

[Questions relating to this Jdance sheuld be directed to Mu Inman, Office ofFLSCal . 
Services, ai-.202-366-2853.] 
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GUIDANCE ON SECTION 313(a) OF THE NBS ACT 
TOLL FACn.rn:ES UNDER SECTION ll9(a) OF TITLE 23 

NHS Act Provision 

Section 3·13(a) replaced paragraph (a XS) of 23 U.S.C., Section 129, relating to the 
Federal share for toll projects. The previous provision established a Federal share for toll 
projects that varied from 50 percent to 80 percent based on the activity and facility 
involved. The NHS Act amendment sets the Federal share for toll projects at 80 percent. 

Back&:[ound 

Section 129(a) of Title 23 sets forth the statutory requirements governing use ofFederal
aid highway funding for toll facilities. These provisions were significantly modified by the 
19~1 !STEA and have been further amended by Section 313 ofthe NHS Act. 

The IS TEA modifications were implemented by memoranda from FHW A Headquarters 
dated March 12, 1992, and May 14, 1993. In addition to the implementing guidance, 
FHWA Headquarters also is.med a November 20, 1995, memorandum discussing the 
format and procedures for processing toll agreements. 

The purpose of this guidance is to consolidate in one document, in.formation on Federal
aid funding of toll facilities contained in the three previous memoranda. modified as 
appropriate to implement the NHS Act. 

Addirionally, the ISTEA also ammded Section 129 by adding Section 129(aX7) to allow 
Federal participation in a State loan to a toll project. The NHS Act modified the loan 
provisions of Section 129( a X7) and expanded them to in.elude nontoll highway &cilities. 
The original implemc:oring guidance for this section was in.eluded in the above noted 
March 12, 1992, and May 14, 1993, memoranda. Separate guidance will be ismed on 
loan provisions that will consolidate in.to one document in.formation on loan provisions 
contamed in the two previous memoranda, modified as appropriate to reflect the NHS Act 
arneodmenu. 

The following provides implementing guidance on the Section 129( a) toll provisions. 
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Eli&ihility 

Section 129(a)(l} establishes five broad categories of toll activities eligible for Federal-aid 
highway funding. These are: 

1. Federal-aid funds may be used for the initial construction of toll highways, bridges 
or tunnels except on Interstate System routes. Federal funds may not participate in 
the initial construction of toll bridges or tunnels on the Interstate System. 

2. Resurface, restoration, rehabilitation and reconstruction ( 4R) work on existing toll 
facilities (129(aXlXB)]. . 

4R work on existing toll facilities is eligible for Federal participation regardless of 
whether or not the toll facility had in effect a prior Section 129 toll agreement with 
theFHWA · 

3. Reconstruction or replacement of free bridges or tunnels and conversion to toll 
facilities [129(aX1XC)]. 

Examples of reconstruction would be widc:nmg existing bridges or tunnels to add 
lanes or providing a dual facility. On the other hand, cenain types of work clearly 
do not meet the intent for reconstruction. For example, putting up toll boo~ 
painting and updating bridge rail are not considered to be work that would qualify 
a bridge for conversion. Although these latter types of activities could be eligible 
for Federal participation as part of a reconstruction effon, in and of themselves, 
they are not viewed as reconstruction. 

The criteria of reconstruction could be satisfied by construction of a dual bridge or 
tmmel. The two bridges or tmmels do not have to be sido-by-side; however, to be 
considered a dual facility, the new and existing bridge or tmmel must serve 
together as one to cany traffic on a single route. · 

Reconstruction or replacement and conversion from free to toll for a bridge or 
tmmel previously constructed with Federal-aid funds can be accomplished-with or 
without Federal-aid participation. In either case, a Section 129(a)(3) toll 
agreement will need to be executed prior to undertaking the conversion project. 

It is also noted that Section 129(a)(l)(C) contains no Interstate System restriction. 
Accordingly, existing Interstate System bridges or tunnels may be reconstructed or 
replaced and converted to toll facilities. 'Ibis includes any Interstate tunnel or 
bridge, regardless of its si7.e and significance. 
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4. Reconstruction of free highways, except Interstate System, and conversion to toll 
facilities [129(aXlXD)]. 

Examples of reconstruction include adding new lanes to increase capacity, 
acquisition of access control coupled with construction of interchanges, or 
replacement of the full pavement structure. 

Reconstruction and conversion from free to toll for a highway previously 
constructed with Federal-aid funds can be a~complished with or without Federal
aid participation. In either case, a Section 129(aX3) toll agreement will need to be 
executed prior to undertaking the conversion project. 

5. PreJiminary studies to determine the feasibility of the above toll construction 
activities [129(aX lXE)]. 

FederaIShare/Noa-federaIShare 
~ 

The Federal share for eligible toll facility activities under Section 129(aXl), as outlined 
above, is 80 percent. Since Federal share for Federal-aid toll facility projects is controlled 
by Section 129 and not Section 120 of Tttle 23, the sliding scale provisions of Section 120 
may not be applied to these projects. For privately owned toll facilities, the private entity 
is allowed to assume responsibility for the required non-Federal share of a toll project: 

Toll Ao:eemcau - General 

If Federal-aid funds are used for construction of or improvements to a toll facility or the 
approach to a toll facility or if a State plans to reconstruct and convert a free highway, 
bridge or runnel previously constructed with Federal-aid 1!ighway funds to a toll facility, a 
toll agreement uncJer Section 129(aX3) nmst be executed. The toll agreement must be 
executed prior to either authom.ation of Federal funds for any work or the State 
undertaking a reconstruction md conversion project on its own. In addition, for 4R work 
on existing toll facilmes, before authormtion of Federal funds, a toll agreement needs to 
be executed or the existing toll agreement with the FHW A needs to be modified to 
incorporate the provision of Section 129(aX3). A toll agreemmt is not needed for 
pretirninary studies to determine the feasibility of constructing a toll facility. 

The toll agreement must require that all toll .revenues are first used for my of the • 
following: debt service, reasonable retum'OD. private invesm:,eot and operation and 
maintenance, including 4R work. An acceptable use of toll revenues can also be the 
establishment of reserve funds typically used by a toll authority in its financing structure. 
The reasonableness of the retum to investors is a matter to be determined by the State. _ 
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At the option of the State, the agreement may also include a provision regarding toll 
revenues in excess of those needed for the required uses outlined above. This provision 
would entitle the State to use these excess revenues for purposes authorized under Title 
23 if the State certifies annually that the facility is being adequately maintained. 

The issue of whether a toll facility is to become free when debt is retired or at some other 
future point in time or whether tolls are to be continued indefinitely is a matter to be 
determined by the State. The toll agreement should reflect the State's decision on this 
matter. 

Jou A&reemcnt Format and Proygions 

The toll agreement must include a: 

• Description of the toll facility covered by the agreement; 

• Commitment on toll revenue use; 

• Provision regarding use of excess toll revenues; and 

• Stipulation regarding access to records. 

A standard toll agreement format has not been developed. The attached executed 
agreement serves as an excellent example of a toll agreement that is simple and adequately 
addresses the above requirements. 

Based on recent experience, there has been a trend towards including extraneous items in · 
toll agreements. These include discussion on specific Federal-aid project funding or 
financing arrangements, Federal share, design standards, compliance with other Federal
aid requirements or other Federal laws, project oversight, etc. These items are not 
required by Section 129( a X3) and represent project specific issues that are inappropriate 
for inclusion in 1111 agreement being executed by the Federal Highway Ad.rninisttator. If 
tllere is a desire for written agreement on specific project issues, it should be handled 
through a two-party State/toll authority agreement. Any assurances regarding project 
specific Federal-aid issues should be handled by the division iadJDinistntor. 

As future toll agreements are, developed, we expect them to only address those items 
needed to satisfy Section 129(a)(3). Toll agreements that contain extraneous provisions 
will be r;etnmed for reyision and sanplification and must be resubmitted for execution. 
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Processin1 of Toll Aereements 

If requested, Headquarters will provide review comments on a draft toll agreement before 
the final agreement is prepared for signature by State and/or toll authorities. For quick 
review and comment, it is suggested the draft toll agreement be informally submitted to 
HCC-32, either by E-mail or &x. . 

The Adrniuistntor is the FHW A executing official for toll agreements, including 
modifications to previously executed agreements. The agreements should be transmitted 
from the region office to the Office ofChiefCounse~ to the attention of General Law, 
HCC-32. General Law coordinates FHWA Headquarters review of the agreement and 
recommends execution by the Administrator. 

For the convenience of the parties, ,a minimum of two counterpart originals of the toll 
agreements are needed ( more may be submitted if the State desires) for execution by the 
Adminisrntor. After execution by the Administrator, one original will be retamed in 
Headquaners in the Federal-Aid and Design Division. The other original (or originals) 
will be returned to the region for tnusminal to the State. The execution date of a toll 
agreement will be the date the FHW A Administrator signs it, so do not include one. The 
other signers can. however, affix a date to their signatures if they so choose. 

Modification of Section 119 or 129 free-up Ton A&i:eements 

.Existing free-up toll agreements executed prior to December 18, 1991, under Section 
l 19(e) or Section 129 of Title 23 (including former Section 129(d) toll agreements for 
approaches to Interstate highways) may be modified to allow for continuation of tolls. A 
provision covering the 11U1ual State maintenance certification and use of tolls, as provided 
for in Section 129(aX3), may be added to these agreemmtS. An agreement modification 
needs to be executed by all parties to the agreement including the FHW A Adrnioismtor. 

If an existing free-up toll agreement is not modified, the State is bound by the terms of 
that agreemmt covering the use of toll revenues.and free-up requirements. 

Impomigg oC Tolls 

Decisions regarc:ting the amount of tolls charged are made by the toll entity subject to 
requirements under State and local laws and regulations. This decision requires no review 
or input from the FHW A 

For toll activities under Section 129(a)(IXA), (C) or (D) previously discussed in the 
eligibility portion of this guidance, tolls may not be imposed prior to the award of the 
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physical construction contract. Decisions regarding whether tolls are collected in only one 
direction of travel versus both directions are at a State's discretion. 

Qwneahip 

In addition to public ownership, Section 129(a)(2) allows private ownership of a federally 
funded toll facility if the public authority having jurisdiction over the toll facility has 
entered into a contract with a private entity to design, finance, construct and operate the 
facility. If privately owned, the public authority having jurisdiction over the toll facility 
must ensure compliance with Tttle 23 requirements. In addition, to be eligil>le for Federal 
funding, the privately owned facility must be on a "public road" as defined in 23 U.S.C. 
lOl(a). 

Direct Payment to Other Entities 

Section 129(a)(4) allows a State to request that the FHWA directly reimburse another 
pualic authority for the Federal share of a toll construction project undertaken on a facility 
under the jurisdiction of the other public authority. This applies to any toll facility eligil>le 
for construction or reconstruction under Section 129(a)(l). 

[Questions relating to this guidance should be directed to run Overton, Federal-aid and 
Design Division, at 202-366-4653.] 

Attachment 



AGU!MZN'l' B!Tnl!H SOtrrB CAROLINA I>!Pll':DH'!' OP 'l'RAHSPOR'l'ATIOH 
AHi) PID!UI. BICDAY Al)KIHIS'l'RATIOH ,oa PUHDIHG POR 

COHS'l'ROCTIOH OP TOLL BIGDAY 

~s Agreement, made and entered into this ~ day of 
4<-v'. , 1993, i:,y and l:)etween the SOtJ'l'H CAROLINA 

DEPARTUH'r 01' TRANSPOR'l'ATIOH, an agency of the State of South 
Carolina, hereinafter referred to as "SCOOT" and the P!O!RAL 
BIGDAY Al)MINIS'l'RA'l'IOH, United States Department of Transportation 
hereinafter referred to as "FHWA"; ' 

WI '1' HIS 8 I '1' B: 

WHEREAS, SCOOT desires to construct a toll highway, designated 
as the Conway By-Pass in Horry County, South Carolina: and, 

WHEREAS, Section l29(a)(l) of Title 23,United States Code, as 
amended, permits Federal participation in the initial construction 
of toll highways: and, 

WHEREAS, SCOOT and FHWA have agreed to be bound by and to 
comply with provisions of Section 129 (a) of Title 23, United States 
Code, as amended, for the project: and, 

WHEREAS, Paragraph 3 of Section l29(a) of Title 23, United 
States Coda, as amended, restricts the use of revenues: 

"(J) Limitation on Use of Revenues - . . . " all toll 
revenues received from operation of the toll facility 
will be used first for de):)t service, for reasona):)le 
return on investment of any private person financing the 
proj act, and for the costs necessary for the proper 
operation and maintenance of the toll facility, including 
reconstruction, resurfacing, restoration, and 
reha):)ilitation. If the State certifies annually that the 
tolled facility is being adequately maintained, the State 
may use any toll revenues in excess of amounts required 
under the preceding sentence for any purpose for which 
F-ederal funds may ba o):)ligation by a State under this 
title.• . 

NOW, THEREFORE, SCD0T and FHWA hereto agree as follows: 

1. The SCOOT agr••• that the toll revenues trom the 
operation of the project will be used first for debt service, !or 
reasonGle return on investment ot any private person financing the 
project, and for the costs necessary for the proper operation.and 
maintenance of the toll facility, including reconstruction, 
resurfacing, restoration, and reha~ilitation, as provided in 

l 



Paragraph 3 of Section l29(a) of Title 23, United States Code, as 
amended. 

2. In accordance with Section l29(a) of Title 23, United 
States Code, as amended, the SCOOT hereby certifies that it can and 
will comply with the following requirements provided in Paragraph 
3 of section l29(a), Title 23, United States Code, as amended. 

The SCOOT agrees to certify annually that the toll facility is 
being adequately maintained. The SCOOT is entitled to use any toll 
revenues in excess of amounts required under Paragraph 3 of Section 
l29(a), as .amended, for any purpose for which Federal funds may be 
obligated by a State under Title 23, United States Code. 

3. The SCOOT agrees, upon reasonable notice, to make all its 
records pertaining to the toll facility subject to audit by the 
FHWA. The SCOOT agrees to annually audit the individual project 
records for compliance with the provisions ct this agreement and 
report the results thereof to FHWA. In lieu of the SCOOT 
performing said audit, a report of an independent auditor furnished 
to FHWA by SCOOT may satisfy the requirements of this section. 

4. That this Agreement will be prepared in duplicate 
originals so that each signatory will have an original Agreement. 

IN WITNESS WHEREOF, the SCOOT and FHWA hereunto have caused 
this Agreement to be duly executed in duplicate as ct this day and 
year first written above. 

ATTEST: 

b,/.~ 71'/e Jbu<& • 
W.L. MCILWAIN 
Director ot Finance 
Administration 

and 

ROBERT L. WHITE 
State Highway Engineer 

HIGHWA 
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May 10, 1996 

GUIDANCE ON SECTION 313(b) OF THE NHS ACT 
LOAN PROVISIONS UNDER SECTION 129(a)(7) OF TITLE 23 

NHS Act Provuion 

Section 313(b) replaced 23 U.S.C. 129(a)(7), relating to eligl'bility of State loans for 
Federal-aid reimbursement. The previous provision established the eligi'bility of State 
loans for construction of toll facilities·for Federal-aid reimbursement. The NHS Act 
amendment expanded eligi'bility ofloans to include State loans to non-toll facilities with a 
dedicated revenue source for Federal-aid reimbursement. Further, the States were given 
greater tlexil,ility in determining the interest rates for loans and given the authority to use 
loan repayments for additional credit enhancement activities. 

Back&J:ou,nd 
~ 

The ISTEA amended Section 129 to allow Federal participation in a State loan to a toll 
project. This provision was implemented by memoranda from FHW A Headquarters dated 
March 12, 1992, and May 14, 1993. Section 313 of the NHS Act amended the loan 
provisions of Section 129(a)(7). 

The purpose of this guidance is to consolidate in one d~ information on the loan 
provisions of Section 129(a)(7) contained in the two previous memoranda, modified as 
appropriate to implement the NHS Act amendments The following provides 
implementing guidance on the Section 129(a)(7) loan provisions. 

Eli&ihility 

Section 129(a)(7)(A) allows the State to make loans to a public or private entity which is 
constructmg, or proposing to construct, a toll project that is eligible for Federal-aid 
funding or a non-toll highway project with a revenue source specifically dedicated to 
sqpport the project. The State may request authormtion of a project for the purpose of 
making -1 loan to the public or private entity. The amount loaned by the State is 
considered an eligil,le Federal-aid project cost. 

lb.ere are no Federal requirements that apply to how a State selects a public or private 
entity to be a recipient of a State loan. This selection process, including creation of • 
public/private partnerships, is govemed by State law. Further, it is the State's 
responsil>ility to ensure that the loan recipient has used the loan for the purposes specified. 
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Dedicated Revenue Source - Non-toll Projects 

A specifically dedicated revenue source is a revenue source which the loan recipient, or 
other appropriate entity, pledges for repayment of the loan. Revenue sources can inchide, 
but are not limited to, excise taxes, sales taxes, real property taxes, motor vehicle taxes, 
incremental property taxes, or other beneficiary fees. (However, there are criteria that 
limit use of airpon revenues as a dedicated revenue source, and any proposal to use 
airpon revenues must receive Headquarters' concurrence prior to authoriz.ation of the 
loan.) 

The pledge for repayment may involve all or only a ponion of a revenue source or a 
combination. of various revenue sources. In requesting authorization of Federal-aid 
funding for a loan to a project with a dedicated revenue source, the State will identify the 
dedicated revenue source( s) and provide written assurance that a pledge has been secured 
regarding use of the revenue sources(s) for repayment of the loan. 

A•Mbodz,ation 

If a project meets the test for eligibility, a loan can be made at any time. The loan may be 
for any amount, provided the maximum Federal share of the total eligible project cost is 
not exceeded. Total eligible project cost is limited to the costs of engineering, right-of: 
way acquisition, and physical construction 1?.DJaiuing to be accomplished at the time the 
FHW A authomes the loan to be made. In other words, a loan can be initiated on an 
active, eligible project, but the amount cannot include the cost of work done prior to the 
loan authoriDtion. A loan project can be authorized under the advance construction 
provisions of 23 U.S.C. l IS that apply to the type of Federal-aid funds being used. 

Federal-aid funds for loans may be authorized in increments. Federal-aid funds are 
obligated in conjunction with each incremmtal authorization. The State is considered to 
have incurred a cost at the time the loan, or any portion of it, is made. Federal funds will 
be made available to the State at the time the loan is made. 

Ec4mt SJaaRINon-fedml Shau 

The Federal share for a loan project under Section 129(a)(7) is established by Section 
129(a)(5). Accordingly, the Federal share is 80 percent and may wn be adjusted in 
accordance with a sliding scale under 23 U.S.C. 120. i The Jion.;federal share may be 
provided by the public or private entity receivin! the loan. 

Compliance with Federal Lam 

The State IDl1St ensure that the project is carried out in accordance with Tttle 23 and other 
applicable Federal laws, inchiding any environmental and right-of:way provisions inchided 
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in Federal law. The only exceptio~ discussed under "Other Issues," concerns 
procurement of consultants or contractors by a private entity or toll authority. The initial 
toll or non-toll project for which a State has requested federal payment for a loan is 
viewed as a Federal-aid project subject to the same basic requirements and FHWA 
oversight responsibilities which are being followed for comparable non-loan Federal-aid 
projects. 

Subordination of Debt 

At a State's optio~ the amount of any loan eligl"ble for Federal reimbursement under 
Section 129(a)(7) may be subordinated to any other debt financing for the project. 

Repayment!Termsofl.gan 

Loans mu.st be repaid to the State. The repayment must begin within 5 years after the 
project is completed and opened to traffic and must be completed within 30 years after the 
date Federal fimds are authorized for the loan or first increment of the loan. Interest on 
the loan is at or below market rates, as determined by the State, to make the project which · 
is receiving the loan feaSl"ble. 

Subsequent Use of Repaid Amounts 

The State may use repaid amounts for: 

• Any project eligi"ble under Tttle 23, or 

• The purchase of insurance or for use as a capital reserve for other forms of credit 
enhancemmt for project debt in order to improve credit market access or to lower 
interest rates for projects eligible under Tttle 23. 

No Federal requiremmts attach to activities advanced with funds repaid to the State. 

Qthcrwv• 

Loan guarantees are not an eligible activity under the Section 129(a)(7) loan program. 
/ 

However, a reimbursable Section 129(a)(7) loan could well act as credit enhancement 
where a public or private entity is seeking market financing for a project. 

Federal funds can participate in the construction of a toll facility or a non-toll facility with 
a dedicated revenue source either through a direct cownaiuoent of funds to the project (a 
regular Federal-aid construction project) or through a loan(s) to the public or private 
entity building the project. A State could also choose to use its Federal-aid fimds to 
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finance a portion of a project as a regular Federal-aid project and use a reimbursable loan 
for another portion of that project. 

If Federal funding involves a regular Federal-aid project, the consuhants or contractors 
used on the Federal-aid project must be selected under the Brooks Act or Title 23 
competitive bidding procedures, respectively. However, if the Federal-aid funding is only 
via a Section 129(a)(7) loan project to a private entity or toll authority, that entity is 
allowed to select the consuhant or contractors in whatever manner it sees fit as long as the 
selection process follows State laws and procedures. 

[Questions relating to this guidance should be directed to flID Overton, Federal-aid and 
Design Division, at 202-366-4653.] 



May 10, 1996 

GUIDANCE ON SECTION 322 OF THE NHS ACT 
THIRD PARTY DONATIONS OF FUNDS, MATERIALS, OR SERVICES 

FOR FEDERALLY ASSISTED PROJECTS 

NHS Act Provision 

The NHS Act amended 23 U.S.C. 323 to allow donated funds, materials, and services to 
be used as the State's matching share. Section 323 previously limited eligi"ble donations 
to real property. 

Eli&ihle Donations 

These guidelines only apply to third pany donations of funds, materials, and services. 
Third parties may include an individual, company, association, etc., but do not include a 
Federal, State, or local government agency. 

~ 

Donations must be made by the third pany after the date the project is approved by 
FHW A and prior to approval of the final voucher. No donations are eligible prior to the 
date of the NHS Act, November 28, 1995. Donated materials and services must meet the 
eligi"bility requirements of the project. 

Eligible donations may be applied to the State's matching share oftb.e project on which 
tb.e donation was made. Donations cannot be used to revise matching shares on unrelated 
projects. At no time may the Federal share of costs exceed the total project costs actually 
incurred by the State. If donations exceed the State's share, the excess will be used to 
reduce tb.e remaining project cost. If cost ovemms occur, any excess donations previously 
used to reduce the remaining project cost, may be used ta satisfy the State's matchmg 
share oftb.e cost overruns. · 

Fcdml Fgncb Used IS M1trhin1 . 

In a few cues, Federal funds with specific legislative authority may be used to match other 
Federal tbnds. The following Federal funds may be used to match Federal-aid highway 
funds: 

• State and Local Assistance Act (P.L. 92-S 12) 
• HUD Crimnnrnity Development Block Grants (P.L. 93-383) 
• Public Works Employment Act of 1976 (P.L. 94-369) 
• Delaware and Lehigh Navigation Canal National Heritage Corridor Act of 1988 

(P.L. 100-692). 
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Documentation 

Donations applied to the State's matching share must be documented. Records must 
show how the value placed on in-kind materials and services was derived. To the extent 
feasible, volunteer services will be supponed by the same methods that the organiz.ation 
uses to support the allocability of regular personnel costs, i.e., time sheets, time cards, etc. 
(This is reiterated in 0MB Circular A-87, Attachment B Section l l(i) Donated Services 
and 49 CFR 18.24.) 

Valuation of Donations 

Donated materials and services will be valued at their market value at the time of the 
donation. Donated services may include labor, equipment, and costs related to providing 
the service. Donated labor will be valued at rates consistent with those ordinarily paid for 
similar work in the donor's organization. If the donor does not have employees 
performing similar work. the rates will be consistent with those ordinarily paid by other 
employers for similar work in that location. Equipment will be valued at the fair market 
relftal value or reasonable use rates. 

[Questions relating to this guidance should be directed to Max Inman, Office ofFISCal 
Services, at 202-366-2853.] 



U.S. 0ec:xJz h l Ent 
QfT~ 

FederaHjgnway 
AaminJsh Ulk:ki 

SucitCI Information: Section 1044 of the ISiEA, 
Credit for Non•Fe<1eral Share - Modification 
of Implementing Guidance 

r•r:m· Associate Adm1nistrator for 
Program Development 

Regional Admin1strators 

:a:e · April 29, 1996 

~-!::v r: 
•W' :1· HNG-12 

Previous imp1ementing guidance for Section 1044 was provided to you by a 
June 22. 1992, memorandum issued jointly by the FHWA, FTA .nd NHSTA, and by 
September 2, 1992, and April 3, 1995, memorandums from this office that 
provided further clarificatiens or modifications. The FHWA continues to sfrve 
as the lead Agency in administering this provision. 

In order to prov1-de the States greater flexibility and to simp1ify 
administration of this sect1on of law, the FHWA has decided tc change two 
requirements in the implementing guidance related tc use of credit earned. 
First, the requirement regarding lapse of credit after the fiscal year earned 
plus 3 additional fiscal years is eliminated. Once a credit amount is 
appropriately established, this credit will remain available unt11 used by the 
State. Second, the requirement that the maintenance of effort (MOE) test must 
be met for the riscal year the credit is to be used is eliminated. The only 
time the MOE test will be required ts at the t1me the credit amount is 
established. 

These changes are effective the date of this rnemarandwn. _ Any previously 
approved credit from Federal FY 1992 that has 1apsed may be restored. This 
restored credit and any other unused balances of previously approved credit 
are available-ta a State tc use on future work authorized under Tit1e · z3 and 
the ISTEA. This credit may not be used to adjust the non•Federa.1 share of 
projects authorized prior to the date of this memorandum. 

My April 3, 1995, memorandum set forth three alternate methcds of establishing 
which 4-year period will be used in the MOE determination. These three 
alternates ramain available to a State For use when satisfying the MOE test 
required to initially establish credit for a fiscal year. A St.te continues 
tc have a one-time opportunity ta determine which MOE alternate it wants to 
use consistently for al1 credit detenn1nat1ons. For a State that has not 
previously had a Sect1on 1044 credit approved. this one-time opportunity wil1 
be exercised with its 1nitial application for establishing credit under 
Section 1044. For a State w1th a previously approved Section 1044 credit, it 
will be given another opportunity, during its next application fer credit, to 
verify which MOE alternate it wants tc use. 



The one-time opportunity .to select the MOE a1ternate during a State's next 
appl1cat1an far credit is also available to those States that have previousl 
selected either MOE Alternate 2 or 3; however, if a State elects to change 
from either MOE Alternate 2 or 3 to another MOE alternate, it will not be 
allowed to use the same 4-year period for mere than one MOE determ;natio~. 
is suggested that iny proposals under this paragraph be discussed with 
Headquarters prior to the State submitting a request. -

Questions regarding this memorandum should be directed to Mr. Jim Over!on of 
the Federal•Aid and Design Division at 202·366-4653. 

Federal Highway Adminstratior 
HNG-12:JHOvertan:cad:64654:04/10/96 
cc 
HPO-1 HNG•l HNG-10 HNG-12 
HFS-1 HFS-40 HPP·l Ms. Derby (NRO-O1) 
Mr. Walker (TPM·l} Ms. Sahaj (TPM-10) 
Official File, 3134 Reader file, HNG-12 

I:\HNG12\96JHO~l2.O81 
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HNG-12 

Initial implementing guidance for Section 1044 was provided to you by a 
June 22, 1992, memorandum issued jointly by the FHWA, FTA and NHSTA. The FHWA 
continues to serve as the lead Agency in administering this provision. 

The initial guidance on the maintenance of effort (MOE) determination is being 
modified by this memorandum. This modification gives the States more 
flexibility in deciding which 4-year period af time will be used in the MOE 
determination. There will now be three alternates as follows: 

o MOE Alternate 1 - This alternate will use the 4 years prior to the 
Federal FY. This is the existing method and follows the instructions 
set forth in the June 22, 1992, implementing guidance. (Example: The 
MOE for Federal FY 1995 would be satisfied if a State's FY 1994 non
Federal transportation capital expenditures equal or exceed the average 
of such expenditures for FYs 1991, 1992 and 1993.) 

o MOE Alternate 2 - This alternate will use the 4-year period beginning 
3 years prior to the Federal FY with the fourth year being the Federal 
FY itself. This is a new method for making the MOE determination. 
(Example: The MOE for Federal FY 1995 would be satisfied if a State's 
FY 1995 non-Federal transportation capital expenditures equal or exceed 
the average of such expenditures for FYs 1992, 1993 and 1994.) 

o MOE Alternate 3 - This alternate will use the 4-year period beginning 
2 years prior to the Federal FY and extending through the year after the 
Federal FY. This is a new method for making the MOE determination. 
(Example: The MOE for Federal FY 1995 would be satisfied if a State's 
FY 1996 non-Federal transportation capital expenditures equal or exceed 
the average of such expenditures for FYs 1993, 1994 and 1995.) 

If a State decides to use MOE Alternate 1, it should continue to follow the 
process established by the June 22, 1992, implementing guidance. · A State's 
MOE certification should continue to be forwarded to FHWA Headquarters for 
approval action. 

If a State decides to use either MOE Alternate 2 or MOE Alternate 3, it will 
request approval from the FHWA to do so. The State's submission will not 
include a "certification" but instead merely be a request to use either MOE 
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Alternates 2 or 3. Since both of these alternate~ rely on determining actual 
expenditures at a future point in time, the certifications will subsequently 
be made by the State once the time period involved has transpired . For 
example, if in Federal FY 1995 a State decides to use MOE Alternate 3, 
compliance with the MOE will not be known until after the end of the State ' s 
FY 1996, at which time the MOE certification would be submitted for approval. 
A State's request to use either MOE Alternates 2 or 3 and the subsequent 
certifications must be submitted to FHWA Headquarters for approval action. 

Both MOE Alternates 2 or 3 represent increased risks for a State since these 
alternates rely on future year non-Federal transportation capital expenditures 
that could be significantly affected by economic turndowns or political 
changes. Should a State not meet the future expenditure levels and in turn 
fail to be able to certify that a specific HOE test has been meet, any credit 
used on Federal-aid or other !STEA projects during the Federal FY related to 
that MOE determination would i11111ediate1y be withdrawn. In addition, any 
credit earned under the credit determination directly tied to the MOE 
determination wou_ld be lost . Both of these actions would require the 
immediate replacement of Federal funds with State funds on the affected 
Federal projects and could create a cash flow problem for the State. 

These new options for determining MOE can only be used for Federal FY 1995 or 
subsequent Federal FYs. Once a State has selected the MOE alternate it wants 
to use, then it must continue to use this same MOE alternate in all future MOE 
determinations. No switching between MOE alternates will be allowed except as 
noted in the following paragraph for States that have had a previously 
approved Section 1044 credit. 

We are giving a State a one-time chance to determine which MOE altern.ate it 
wants to use. For a State that has not previously had a Section 1044 credit 
approved, this one-time chance will be exercised with its initial application 
under Section 1044. For a State with a previously approved Section 1044 
credit, it will be given one opportunity, whenever it chooses, to change from 
MOE Alternate 1 to either MOE Alternate 2 to 3. 

This modification in the implementing guidance for MOE determinations will not 
affect the guidance for determining Section 1044 credit amounts. These credit 
determinations will continue to be done in accordance with the guidance in the 
June 22, 1992, memorandum. 

We would appreciate your advising the States of the additional flexibility 
available for the MOE determination. Questions regarding this memorandum 
should be directed to Mr. Jim Overton of the Federal-Aid Program Branch at 
202-366-4653. 

I ( • 

wfjlfa7€,fl(e,<-
~ Thomas J. Ptak 
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Initial implementing guidance for Section 1044 was provided to you by a 
June 22 memorandum issued jointly by the FHWA, FTA, and NHTSA. The FHWA is 
serving as the lead agency in accepting a State's certification regarding 
determination of the credit and maintenance of effort (MOE.) amounts. 

One modification to this initial guidance is being implemented with this 
memorandum. The June 22 guidance did not allow the use of the soft match 
provision until FHWA acceptance of a State's credit and MOE certifications. 
Effective the date of this memorandum, Federal-aid projects may be 
conditionally authorized using the soft match provisions subject to a State 
providing appropriate credit and MOE certifications and their subsequent 
acceptance by the FHWA. 

Several questions have been raised by the division offices and States 
concerning the credit and MOE determinations and application of the soft match 
provisions. These questions and our responses follow. 

Determination of Amount of Credit 

Question 1: Do toll authority expenditures for capital improvements on public 
highway facilities need to be in the same year as the revenues are generated? 

Answer: Toll authority expenditures are based on when the actual 
expenditures are made regardless of when the revenue was raised. 

Question 2: A toll authority receives grant funds from the State DOT or State 
legislature. Can these funds, when expended by the toll authority, be 
included in the credit calculation? 

Answer: No. Grants are not considered to be revenues generated by the 
toll authority_. 

Question 3: Does the Federal FY have to be used for the credit calculation? 

Answer: It is expected the Federal FY will normally be used 
for both the credit and MOE calculation. However, if a State can 
demonstrate to the FHWA division office that data by Federal FY is not 
readily available but is available by State ·FY or on a calendar 
year basis, then these alternate 12-month periods can be used in making 
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one or both of the calculations. For example, a State could use a 
calendar year in determining the credit amount, if that is the way toll 
authorities routinely keep their accounts, and then use the State's own 
June 30 FY in determining the MOE. If a State does use these alternate 
time periods, they must continue to use the same 12-month periods in 
future credit and MOE determinations. Notwithstanding this flexibility, 
the application year for use of the credit towards the non-Federal share 
of eligible Federal-aid projects must be the Federal FY. 

Question 4: For FY 1992, when is the deadline for submitting the credit/MOE 
certifications? 

Answer: The determination of credit earned for application beginning in 
FY 1992 could theoretically be figured any time prior to that point in 
time the credit lapses. Lapse for the FY 1992 determination would occur 
at the end of FY 1995. Of course, the State would have to satisfy the 
MOE determination for FY 1992 to earn the credit for the FY. In 
addition, for a State to be able to apply the credit in any given FY, 
they must have met the MOE test at that point in time. 

Question 5: Since funds spent by toll authorities on their own facilities are 
counted in the credit calculation and since those funds can be borrowed funds, 
can initial construction of a toll road be counted as credit even though the 
road is not open to traffic yet? 

Answer: If the borrowed funds used to pay for initial construction are 
to be repaid by revenues generated by the toll authority, then the 
actual expenditures of these borrowed funds for initial construction in 
a given fiscal year can count in the credit calculation for that fiscal 
year. 

Question 6: Can funds spent on preliminary engineering or right-of-way for 
future projects be counted in the credit calculation? 

Answer: Yes, if they relate to construction projects that are eligible 
to be counted for the credit purpose. 

MOE Determination 

Question 1: Are expenditures actual cash outlays or are expenditures when 
funds are encumbered (obligated) for a contract? 

Answer: Expenditures are based on actual cash outlays. 

Question 2: Do non-Federal transportation expenditures include only the 
normal Title 23 highway construction costs or does it include the cost of 
computer design equipment, vehicles (ambulances and fire trucks) purchased 
under the 402 program, traffic monitoring equipment, etc.? 
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Answer: The MOE determination is based on expenditures for highways and 
transit systems. If data is available, the State could include 
expenditures for 402 program activities, traffic monitoring and computer 
equipment, etc., related to highways in the HOE determination. If these 
types of expenditures are included in the MOE determination, for 
consistency they should be provided for all years used in the MOE 
determination. 

Question 3: Why were expenditures on airports excluded from MOE? 

Answer: Since the soft match provision is limited in application to 
projects eligible for funding under Title 23 or the !STEA, it cannot be 
used for other DOT modal projects such as airports or maritime 
facilities. Accordingly, it was decided these other types of non
Title 23 or non-ISTEA projects would not be included in the MOE 
calculation. 

Question 4: Does the Federal fiscal year have to be used for the MOE 
calculation? 

Answer: Not necessarily (see Credit - Question 3). 

Question 5: Is the HOE a "yes/no" decision or is use of soft match limited to 
the incremental amount of increase in the HOE. 

Answer: The MOE is a determination of eligibility; either the State 
qualifies or does not. If the State qualifies, then it can use any or 
all of its credit amounts as soft match. 

Question e: Can funds spent on preliminary engineering and right-of-way for 
future projects be counted in the HOE calculation? 

Answer: Yes, if they relate to construction projects that are eligible 
to be counted for HOE purposes. 

Question 7: Do local government expenditures or those by toll authorities 
have to be included in the HOE calculation? 

Answer: It is preferable that the MOE include local governmental and 
toll authority expenditures. However, we will accept a MOE calculation 
that does not. If a State excludes these types of expenditures in their 
initial calculation, then future MOE calculations by the State, for 
consistency, must also exclude these types of expenditures. 

Question 8: If a toll authority receives grant funds from the State DOT or 
State legislature, can these funds, when expended by the authority, be 
included in the HOE calculation. 

Answer: If the State is including toll authority expenditures in its 
HOE calculation (see Question 7 above), then that portion of a grant 
actually expended by a toll authority on construction can be included in 
the MOE. 



Application 

Question 1: If a State does not include local government expenditures in the 
HOE calculation, can the soft match credit be used on local government 
projects? 
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Answer: Regardless of which governmental units are included in the MOE, 
if a credit is approved for use, the soft match provision is available 
for all Title 23 and !STEA projects at the discretion of the State and 
with whatever conditions the State wishes to place on local entities. 

Question 2: For Federal-aid highway funds, is soft match limited to only the 
formula funds? 

Answer: No. Soft match can be used in all Federal-aid programs under 
Title 23 or !STEA. 

Question 3: Can new projects be split funded with formula funds subject to 
obligation authority and other funds exempt from obligation authority? 

Answer: Yes. The State has the option of applying the soft match 
provision to any or all of the funding sources eligible for soft match 
that are being used to finance the project. 

Question 4: A State has an unused balance of credit at the end of FY 1992 
that is carried forward into FY 1993. Is a new MOE determination needed 
before the State can use this carryover in FY 1993? 

Answer: Yes. A new MOE determination (for the next 12-month period the 
State is using) will need to be certified by the State for application 
of the credit (either the carryover balance or the next year's credit 
determination) in Federal FY 1993. If this certification is not 
available, conditional authorization of projects using the soft match 
provisions may be approved subject to the State providing appropriate 
MOE and/or credit certification. 

Question 5: Can a State which qualifies for soft match use the soft match 
credits on previously authorized projects? 

Answer: No. However, use of conditional authorizations is allowed for 
work authorized on or after the date of this memorandum while a State is 
documenting its qualifying amounts. 



Questions regarding this memorandum should be directed to Mr. Jerry Poston, 
Chief, Federal-Aid Program Branch, FTS 202-366-4652, or Mr. Jim Overton, FTS 
202-366-4653, of his staff. 

cc: 
Ms. Derby (NR0-01) 
Hr. McManus (TGM-1) 
Mr. Fleischman (TGM-10) 
Mr. Butler (NR0-10) 
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Section 1044 permits a State to use certain toll revenue expenditures as a 
credit toward the non-Federal matching share of all programs authorized by 
Title 23 and the !STEA. This is in essence a •soft match• provision that 
allows the Federal share to be increased up to 100 percent to the extent 
credits are available. 

The purpose of this memorandum is to provide initial guidance for implementing 
this provision. The following discussion covers determination of the credit 
amount, determination of the maintenance of effort test, and overall 
application of the credit. 

1. Determination of Amount of Credit 

The amount of credit earned is based on revenues generated by the 
toll authority (i.e., toll receipts, concession sales, right-of-way 
leases or interest) including borrowed funds (i.e., bonds, loans) 
supported by this revenue streu that are used by that authority to 
build, improve or maintain highways, bridges or tunnels that serve 
interstate coaerce. The following requirements apply: 

o Tha toll facility generating the revenue must be open to public 
trual. 

o 11a toll authority may be a public, quasi-public or private 
lllf1ty. 

o The U10unt of credit is based on expenditures (outlays) by a toll 
authority for capital improvements to build, improve, or aintain 
public highway facilities that carry vehicles involved in 
interstate coaaerce (the degree does not matter). It cannot 
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include expenditures for items such as routine maintenance work 
(i.e., snow removal, mowing), debt service or costs of collecting 
tolls. Further, such expenditures must have been made for 
improvements paid for entirely without Federal funds. These 
improvements can be on facilities which have had prior Federal 
funding. 

o The soft match opportunity begins with fiscal year (FY) 1992. The 
amount of soft match credit is based on the prior year's 
expenditures. A credit for any given FY can only be earned if a 
State's non-Federal transportation capital expenditures (as 
defined in under Item 2 below) in the prior FY equal or exceed the 
average level of such expenditures for the 3 FYs preceding that 
prior FY. For example, to earn a credit for use in FY 1992 a 
State must first determine if it has qualifying toll authority 
expenditures in FY 1991. Then a State must also demonstrate that 
its FY 1991 non-Federal transportation capital expenditures equal 
or exceed the average of such expenditures for FYs 1988, 1989 and 
1990. 

o The State will have 4 FYs to use the credit amount established for 
any FY, these being the FY for which the credit amount was 
established plus the following 3 FYs. For example, if a State 
establishes a credit for FY 1992 based on the FY 1991 toll 
authority expenditures, the credit is available for projects 
authorized in FYs 1992, 1993, 1994 and 1995. However, any portion 
of this credit not used by the end of FY 1995 lapses. 
Accordingly, the State must establish a special account to track 
appropriate credit amounts and their subsequent use by FY. 

o For chartered multi-State toll entities, the amount of credit must 
be divided equally among all the charter States. 

o The State will provide the FHWA a certification that: 

- The credit has been based on expenditures for improvements 
that •t the above criteria. 

• Lists the qualifying toll facilities generating the revenue and 
the total expenditures being proposed for use as credits along 
with the total non-Federal transportation capital expenditures 
for each of the last 4 FYs. 

2. Maintenance of Effort (MOE) Oetel""lllination 

To be able to use the credit, a State's non-Federal transportation 
capital expenditures in the prior FY must have been· at or above the 
average level of such expenditures for the 3 FYs preceding the prior 
FY. 
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The following requirements apply: 

o The calculation of the non-Federal transportation capital 
expenditures must include expenditures to build, improve or 
maintain (but not routine maintenance) public highways, including 
toll facilities, and transit systems within the State. These 
would include expenditures on projects wholly funded by the State, 
plus the non-Federal shares of all federally funded highway and 
transit projects. 

o The MOE determination is based on data for the previous FY 
compared to the preceding 3-year average. For example, if a State 
wants to use this credit provision in FY 1992, it would determine 
the amount of its non-Federal capital transportation expenditures 
for FYs 1988, 1989, and 1990, and compare the average of those 
3 FYs with the FY 1991 expenditures. To satisfy the MOE test, 
FY 1991 expenditures must equal or exceed the average of 
FYs 1988, 1989, and 1990. 

o The State will provide the FHWA a certification as to the total 
capital expenditures to demonstrate compliance with the MOE 
test. 

o In addition to the certification of amount of credit (under Item 1 
above} and the MOE amounts, a State must also certify that it has 
on file adequate documentation to support these amounts. These 
records will be available for audit or inspection. 

3. Application 

o The required certifications in Items 1 and 2 above are to be 
provided to the FHWA Division Office. The FHWA acceptance of a 
State's certifications must be accomplished prior to use of the 
soft match provision on any Federal-aid project. Until experience 
is gained in the operation of this new provision, the 
certifications shall be forwarded to FHWA Washington Headquarters 
for review prior to any field approval of a project with the 
increased Federal share. The FHWA Headquarters will notify FTA 
ud NHTSA Headquarters when certifications are accepted. 

o A request to use the soft match provision on a specific Federal
aid project should be submitted to the appropriate Federal Agency, 
FHWA, FTA or NHTSA, administering the project. 

o The soft match provision is initiated at the time Federal funds 
are obligated and can only be used if the State has met the MOE 
test at that point in time. The State has the option of using 
amounts of credits to cover all or a portion of the non-Federal 
share of a project. The result is that the effective Federal 
share of an eligible project could be any value up to 100 percent • 



o For eligible projects, whatever effective Federal share is 
established at the time of project authorization must be used 
throughout the life of the project. Subsequent overruns or 
underruns would be processed at this effective share provided a 
balance of credits are available. 
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o The State must establish a special account to track appropriate 
credits. The State may place into the special account the amount 
of credit that the FHWA has accepted under Item 1 above. When the 
State requests authorization of a project using the Section 1044 
provisions, it shall request that all or a portion of the non
Federal share be credited from the special account. These 
projects will be processed and administered in accordance with · 
normal procedures except the amount of funds authorized on the 
project and the Federal pro rata share will be increased. When 
the State submits a request to use credits from the special 
account, it will reduce the account in the same amount applied to 
the projects. The amount of non-Federal share credited will be 
deducted from the unobligated balance of Federal-aid funds 
available and charged to the State's obligation limitation. 

Questions regarding determinations of credit and MOE or application on FHWA 
administered projects should be directed to Mr. Jerry Poston, HNG-12, 
(FTS 366-4652). Questions on application on FTA and NHTSA administered 
projects should be directed to Mr. Ed Fleischman, TGM-10, (FTS 366-1662) and 
Gary Butler, NR0-10, (FTS 366-2674) respectively. 

~&Gu-i- Nf)u_~ 
Anthony R. Kane Robert H. McManus 

Associate Administrator for 
Grant Management 

Associate Administrator for 
Program Development 

Federal Transit Administration Federal Highway Administration 

q~b~ 
Associate Administrator for 

Regional Operations 
National Highway Traffic Safety 

Administration 
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I am pleased to announce that under the innovative financing test and 
evaluation project, TE-045, a nationwide project has been established to 
allow use of an alternative Federal share for t_ransportation enhancement 
projects. The purpose of this innovative financing project is to assess 
whether or not allowing greater flexibility in assembling resources to 
fund transportation enhancements will remove significant barriers to their 
adv~~~~~e~t ~nd to e~tab1ish the effects. if any, on how Fede~al dollars might 
levera9e aaditional funds. 

Since the early days of the ISTEA implementation, we have heard that 
Federal-aid highway program requirements for matching funds on a 
project-by-project basis presented a barrier to a significant number of 
transportation enhancement projects. This message was conveyed at the ISTEA 
regional roundtables, in the work of FHWA's national performance review team, 
in several State proposals for the innovative financing test and evaluation · 
proj_ect, in numerous pieces of correspondence, and in the program review on 
the implementation of transportation enhancements. To address this issue we ·· 
have decided to establish a nati.onwide project, under the itinovative financing 
initiative, to test and evaluate the advantages and disadvantages of providing 
additional flexibility by permitting States to receive credit for private cash 
donations, and in-kind contributions. · 

Under this innovative financing project, States are authorized to use 
private cash, in-kind contributions, and funds from -other Federal agencies as 
resources on the enhancement project, ·and thus reduce the total cost incurred 
on the Federal-aid project. With this authorization, the Federal share, 
applied·to the reduced project cost, could be up to 100 percent on individual 
projects if a State so chooses. "·· · 

This new authority applies to all projects and project elements that qualify 
as-transportation enhancement activities under the definition in 23 USC 101 
and that are financed with Surface Transportation Program funds. This · 
flexibility is ·available for all projects obligated on or after the date of 
this memorandum and continuing until the end· of fiscal year 1997. 
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Our intent is to evaluate the effectiveness of this new approach so th~t 
we can recommend appropriate legislative language during the reauthorization 
process. As States begin using this new flexibility~ we would appreciate 
feedback on the degree _ to which this approach addresses the matching fund 
problems associated with transportation enhancements, whether or not there 
are any lessons learned that would lead us to propose changes ·to matching 
requirements for the larger FHWA program, whether or not there are any 
Gnforeseen problems associated with this approach, and the extent to which 
this approach either increases or decreases States' ability in leveraging the 
Federal dollar. -_ Of particular interest is the extent to which this funding 
flexibility has affected the obligation of funds in the transportation 
enhancement setaside. 

In allowing the share for Federal-aid funds to increase up to 100 percent, it 
is not our intent to discourage the use of other resources on transportation 
enhancements~ Indeed, one of the benefits associated with transportation 

-enhancements lies in the variety of governmental and public~private 
partnerships being formed. At the heart of these partnerships lies mutual 
commitment. We therefore encourage States to continue to require · 
that all undertakings supported with transportation enhancement funds include 
a non-FHWA commitment equivalent to at least 20 percent -of the value of the 
transportation enhancement. (This might be less in States with large Federal 
land holdings operating under slidi"ng scale matching rates}. Also, to the 
~~:e~: :h~t ~~n-~ 0 ~=~a1 do1l~r$ c~nstitute at least 20% on an aaor~aate 
program basis, rather than on a project-by-project basis, a program-1evel 
match may be an alternative for States to consider. 

2 

The project agreements for projects advanced under thjs flexibility should 
reference test and evaluation project TE-045 as the basis for the increased 
Federal share. They also should provide for a State evaluation and report on· 
the results of these tests. 

Contact persons for this effort are Mr. -Jerry Poston, Chief of the Federal-Aid 
and Design Division (202} 366-0494, Mr. Max Inman, Chief of the Federal-aid 
Financial Management Division (202) 366-2853, and Mr. Fred Skaer, Chief of the 
Environmental Programs Branch (202) 366-2065. 
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U.S. Deportment 
of Tronspo-1otion 

Federal Highway 
Administration 

· Memorandum 

Subject: INFORMATION: Donations to Federal-aid Projects Date: February 4, 1997 

From: Director, Office of Finance and Budget 
Washington, D.C. 20590 

Reply to 
Attn. of: HFS-40 

To: Regional Administrators 

The purpose of this memorandum is to provide policy on the calculation of donation credits which 
may be applied toward the State's share of project costs in accordance with Title 23 United States 
Code (U.S.C.) 323. 

Title 23 U.S.C. 323 allows States to credit the non-Federal share of project costs with the fair 
market value of land donated to and incorporated into a specific project. The National Highway 
System Designatjon Act of 1995 amended Title 23 U.~.C. 323 to allow donated funds, materials, 
and services to also be used as the State's matching share of project costs. 

Donations are essentially treated the same as incurred costs. For example, the donated item must 
qualify as a participating cost meeting eligibility standards and be within the scope of the project. 
The common rule ( 49 CFR Part 18) requires a donation to be made during the period of the grant 
(between authorization and final voucher). Donations made prior to authorization should be 
treated as a cost incurred prior to authorization under 23 CFR 1.9(b ). 

When calculating the pro rata share of project costs, the donation should be treated the same as a 
cost incurred. The value of the donation is added to the total project cost and the appropriate pro 
rata calculation made. However, in the case of a large donation, the amount of Federal funds 
obligated cannot exceed the actual project costs . 

. In 1992 the Office of Right-of-Way (now the Office of Real Estate Services) issued the 
Right-of-Way Project Development Guide (PDG), which showed three methods (actual cost 
cash basis, project-value basis, and participating ratio basis) of calculating right-of-way donations. 
The above policy modifies the PDG's Section 6 - Donations, Attachment 6-2 by deleting methods 
1 and 3 from the examples for calculating donation credits. The Office of Real Estate Services 
will revise the •uaI accordingly. 

If you have questions or need additional information, please contact Phyllis Jones at 
(202) 366-2854. . 

4,,/W~ 
Frederick G. Wright, Jr. 

Attachment 

~002 
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Attachment 

DONATION CREDITS 

For example, where an 80-20 project has incurred cash costs of SI million and the value of 
donations total $100,000, the project would have a total value of $1,100,000. To determine the 
FederaL'State pro rata shares, apply the appropriate ratio to the total value of the project as 
follows: 

Actual cash outlay for project costs incurred 
Value of donations [includes real property, funds, materials, and services] 
Total value of project 

Federal pro rata share of total value of project= 80% [80% ofSl,100,000] 
State pro rata share of total value of project= 20% [20% ofSl,100,000) 
Total value of project 

State pro rata share of total value of project 
Value of donations · 
Actual cash_ outlay by State for project 

If the value of the donation is $500,000, then the Federal share is limited to the amount 
of actual cash outlay for the project calculated as follows: · 

Actual cash outlay for project costs incurred 
Value of donations [includes real property, funds, materials, and services] 
Total value of project 

Federal pro rata share of total value of project= 80% [80% of $1,500,000] 

The Federal obligation amount is limited to the actual cash outlay 

$1,000,000 
+ 100 000 

$1,100,000 

$ 880;000 
+220000 

$1,100,000 

$220,000 
- 100 000 
$120,000 

$1,000,000 
+500000 

$1,500,000 

$1,200,000 

$1,000,000 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

UNIT 3: STATE INFRASTRUCTURE BANKS 

PURPOSE: 

The purpose of this unit is to provide participants with case study examples of State 
Infrastructure Banks (SIBs) including requirements and examples. 

WHAT YOU WILL LEARN IN TIIlS UNIT: 

1. State Infrastructure Bank examples. 

2. State Infrastructure Bank requirements. 

WHAT WILL HAPPEN IN THIS UNIT: 

Participants will be presented State Infrastructure Bank (SIB) case study experiences and 
requirements. 

I STATE INFRASTRUCTURE BANKS PAGEi 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PUNNING 

Innovative Finance and Statewide Financial Planning ==================:::::;1 
STATE INFRASTRUCTURE BANK (SIB) 

PILOT PROGRAM 

• Goal of SIB Pilot Program: To understand how SIBs can leverage 
Federal dollars to increase transportation infrastructure 
investments as ISTEA reauthorization legislation moves forward 

• Definition: A SIB is an infrastructure investment fund that can 
be created at the state or regional (multi-state) level to make 
loans and provide other forms of financial assistance to surface 
transportation projects 

• SIBs give states more flexibility regarding project selection, 
acceleration, and financing structure enabling states to achieve 
economic development through transportation infrastructure
"pay as you grow" 

VIUIC:111553< 

Innovative Finance and Statewide Financial Planning:=================~ 
STATE INFRASTRUCTURE BANK (SIB) 

PILOT PROGRAM 

• Section 350 (of the NHS Designation Act of 1995) enabled 10 Pilot 
States to test the use of SIBs as a means of increasing and 
improving both public and private investment in transportation 

• Matching Requirements: 80% Federal; 20% non-Federal match 
(traditional matching ratios) 

""""'a,.15534 

-A maximum of10% of most of FY '96 and FY '97 Federal 
apportionments 

- State, local and private funds; up to 20% of the total deposit 
( overmatch permitted) 

PAGEi 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning====================:::;-, 

FINANCIAL ASSISTANCE AVAILABLE 
THROUGH SIBs 

In addition to making loans, SIBs can enhance er edit, serve as a 
capital reserves, subsidize interest rates, ensure letters of credit, 
finance purchase and lease agreements for transit projects, provide 
bond or other debt financing security, and provide other forms of 
assistance that leverage funds. 

• 1st Generation (separate highway and transit accounts) 

- Highway Account-Construction of Federal-aid highways as 
broadly defined under Title 23 

- Transit Account-Capital transit projects 

- Follow Federal procedures 

• 2nd Generation (repayment account funds) 

- Title 23 eligible transportation projects 

- Follow state procedures 

-03.6553< 

Innovative Finance and Statewide Financial Planning=====================-.--, 

SIB SELECTION PROCESS 

• Criteria for selecting states to participate in the pilot: 

- Readiness to implement a SIB 

- State-level enabling legislation and administrative authority 

- Capacity to capitalize with Federal and state funds 

- Projects ready to be assisted by the SIB 

(Published in December 28, 1995, and February 21, 1995, Federal Register 

notices; and upcoming Federal Register notice soliciting new applications) 

• 8 states designated on April 4, 1996 (AZ, FL, OH, OK, OR, SC, 
TX, VA) 

• 2 states designated on June 21, 1996 (CA, MO) 

ll'Oull03.&34 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning=============;:-, 

' 

STATE INFRASTRUCTURE BANKS 

As of October 31, 1996 

v ... cnss:u 

r-;::: Innovative Finance and Statewide Financial Planning 

State lnfrNtnlct1lre Bank 
llklatratlon of Dlabur-,it of Elegtble Hlfhway Fund1 

FY 1111 and FY 1197 

~ FY 1998 Funds FY111911 FYI- FY 1SIIIS FY 1997 Fundt FY1997 FY 1997 T-
SB- Elgll,latorSIB Cont-. ~ Conlrtbutiona ~larSIB c:oni,-. Conlrtulonl ~ 

u..· t>SII- -1S-. -53'1, u.· loSII- -15% A-
Nolt>ElccNd Dllllonemon1 ~ Nolt>ElccNd Di- --10'1. - AnQ,nl 10'1. Amount AlllrOct.l, 

(A .... -. (Aval.Allor (A .... -. I-10111981 101111111\ 10111981 

A,tm,e 202.285.258 20.228.528 3.IDU7I 10.m.111 .227.570.915 22.757.092 3.'1U&C 17,118.1181 

Cllllllmil 1.239.894.531 123.989,453 11.511.411 e.7DU1D 1,394:658.347 13t;.185,1135 211.111.145 105.219.073 

Flallm 604.899.552 60,419.955 l.on.Al3 32J151,171 680.511.998' 18.051.200 1D.207.Ai 51.340.MI 

Ylmurt 321,132.433 32.113.243 ...., .... 17.DZD.011 381.273.987 38.127.399 5,411,110 27.258.11S 

0No 519,885,625 51.989.583 7,711,434 Z7.55CMI 584.1112.578 58.488.258 1.773.239 44. 129.142. 

0ldltaM 2011.922.943 20.892.294 3.111:1.144 1~1 232.788.311 23.278.131 3.G'l.125 17,582.5115' 

~ 191.11711.245 19.II07.925 2.111.1• 1DM8.21111 222.839, 151 22.283.915 3.sG.517 11.111m 

So.can... 204,481 ,730 20,441.173 ,..... 1Cl,Dl,C72 230,019,441 23.001.945 3AS0.21Z ' 17.353.la 

T- 822.435,624 82.243.512 12,331.5:M C3JIII.IIII 925.240.077 92.524.008 13.ffl.lD1 89.104.223 - 329.790.253 32,979,025 4,Ml,IS4 17Al'I.ID 371.014,035 37,101.403 5.51115.211 27.990.9'11 

Tollll 4.1149.597. 194 I 4114.959.719 -.143,151 248,G11,1151 5.230.796.143 523.079,684 I 71,411.1153 394.134.562 

. Taal4i>01b■1aalor....,,._~.,._ .............. Hp-,.=~T,ai1ip0illdlu,, 
Pla!,arn. Donor SIIIII Bonus. Hald Ha!nW and IID'-~ ,.._.Iba, ... CXUII lgllirlll Slalil'I . ceiling . 
...._,........, Allcx:dol .. .......,1iai11a•10 .. S8 .. na1au11..-.. s-·a Cltllgalicnl celing. 

'· 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning==================~ 

-(13.165:),< 

ADDITIONAL CAPITALIZATION FUNDS 

• The House and Senate conferees determined that $150 million 
in "new money" will be available after 180 days to the 10 
States currently in the pilot program in the pilot program 

• Distribution of the $150 million will be administered by US 
DOT 

• More than 10 states may now apply to participate in the SIB 
pilot program subject to the US DOT approval 

• US DOT will select States to participate in the pilot program 
based on the State's ability to implement a SIB 

Innovative Finance and Statewide Financial Planning==================:::;-, 

PRESIDENT'S FY 1997 BUDGET 

• Additional capitalization funds will provide initial catalytic 
funding to accelerate more projects and reduce difficulties 
States face when redirecting funds already committed to 
projects through the ISTEA planning process 

• Addition states will enable a broader range of innovative 
fmancing techniques to be tested through the SIB pilot 
program 

PAGE4 I 
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Innovative Finance and Statewide Financia.l Planning:=:=:=:=:=:=:=:=:=:=:=:;1 

V&lllla3.65534 

REPORT TO CONGRESS 

• U.S. DOT Report to Congress on SIB Pilot Program
March 1, 1997 

• Demonstrate projects have been accelerated by the SIB 
pilot program and have leveraged non-Federal public 
and private dollars 

• Discuss Reauthorization issues relating to SIBs 

Innovative Finance and Statewide Financial Planning:==:==================:;1 

CURRENT STATUS 

As of October 21, 1996 

• States are in the process of finalizing their cooperative agreements 

• Ohio, Oregon, Arizona, and Texas have completed their agreements 

• Texas, Arizona, Virginia, Florida, South Carolina, Missouri, and 
Oklahoma have submitted agreements that are being reviewed by U.S. 
DOT 

• The initial 10 states are in the process of working with localities and 
others to determine projects for SIB assistance (specific projects were 
cited in original applications, but are subject to c~ge) 

• The initial 10 states are setting up selection processes to determine 
projects, eligible borrowers, and terms of loans or credit assistance to 
be offered 

PAGES 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning====================::;-i 

LOOKING FORWARD 

As of October 21, 1996 

llisal03.0053< 

• The majority of states have begun the capitalization process 

• At least 5 states will initially have both highway and transit 
accounts: CA, MO, OH, OR, VA 

• Most SIBs will initially function as revolving loan funds, but 
many will also provide additional forms of er edit 
enhancement 

Innovative Finance and Statewide Financial Planning:===================:::;1 

LOOKING FORWARD 

As of October 21, 1996 

VIUICl16SS34 

• Ohio is likely to issue revenue-backed bonds based in the 
corpus of its loan fund 0everaging) 

• September, Ohio provided a $10 million to a Butler County 
toll road to support a $100 million bond issue likely to take 
place in January 1997 

PAGE6 I 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning====================::;-, 

HYPOTHETICAL LEVERAGED STATE 
INFRASTRUCTURE BANK 

Transportation Bond Issues 

Revolving Fund 

Payment to Bond Holders 

Loan Repayments 

Loan 1 

Loan2 

Loans for 
Transportation 

Projects 

Federal Grant Monies 
State Matching Funds 

Innovative Finance and Statewide Financial Planning=::==================:::::;-, 

ODOT'S STATE INFRASTRUCTURE BANK 

Making the Case for Infrastructure Banks 

vaalCX1115534 

PAGE7 I 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning===================-.~ 
I 

WHY DOES OHIO SUPPORT A SIB? 

Director Jerry Wray of Ohio has answered this way: 

"Within the next five years, about one-third of Ohio's major 
new construction projects, amounting to over $100 million 
annually will be financed using the State Infrastructure 
Bank. By having this new funding sour ce, other funds will 
now be available for needed bridge rehab and replacements 
in our state." 

Innovative Finance and Statewide Financial Planning==================::::::;-, 

\/aalC3.6553' 

STATE INFRASTRUCTURE BANK 

Ohio's Goals as a Pilot State: 

• Encourage public and private investment and leverage non
ODOT funds 

• Develop multiple financing techniques to expand resources yet 
with prudent risk taking 

• Improve efficiency of Transportation System 

PAGE8 I 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning ====================::;1 
THE SIB MISSION STATEMENT 

The State Infrastructure Bank shall be used as a method of 
funding multi-modal and intermodal transportation facilities 
and projects which produce revenue to amortize debt while 

contributing to the connectivity of Ohio's transportation 
system and furthering the goals of 

V-..103.6S$3,& 

ACCESSOIDO 

such as corridor completion, economic development, 
competitiveness in a global economy and quality of life. 

Innovative Finance and Statewide Financial Planning=.-=..-=..-=..-=..-=..-::..-::..-::..-::..-::..-_-_-_-_-_-_--:_-_-_,-----. 

Off'ice of 
Ea>nomic 

Development 

MANAGING THE SIB 
Organizational Method 

Director 

Project Selection 

Review Council 

Off'ice of 
Multi-Modal 

Planning 

Off'ace of 
Budget and 

Management 

Division of 
Finance 
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Innovative Finance and Statewide Financial Planning==================~ 

OTHER MANAGEMENT FUNCTIONS 

• 12 District Offices - Review requests and provide referrals and 
recommendations 

• Central Office Divisions - Review requests on a modal basis, 
provide referrals and recommend 

• Other Agencies and Departments - ODOT to seek input and 
recommendations 

v...,cnf6534 

Innovative Finance and Statewide Financial Planning==================::::,i 

TYPES OF ASSISTANCE TO BE PROVIDED 

BY SIB 

• Direct Loans and Loan Guarantees 

• Letters of Credit 

• Shadow Tolls and Leases 

• Short-Term and Construction Financing 

• Debt Service Cash R~erve 

--
PAGEJ0 I 



I INNOVATIVE FINANCE AND STATEWIDE FINANCIALPLANNING 

Innovative Finance and Statewide Financial Planning==================:=:;-, 

INELIGIBLE TYPES OF FUNDING 

ODOT will not consider the following: 

• Outright grants-in-aid with no payback 

• Operating assistance or subsidies 

• Working capital and/or start-up costs 

Innovative Finance and Statewide Financial Planning================------..... ~ 

GENERAL GUIDELINES FOR ELIGIBLE 
PROJECTS 

The following items are to be completed prior to loan closing: 

• Environmental assessment and clearance must be complete to the 
extent required by fund source. 

• Preliminary engineering and any required studies must be 
complete. Loan commitment contingent. 

• Must have an identifiable revenue stream to support debt. Many 
,•-. sourc~ are possible. 

,,. , : < 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning====================:;-, 

GENERAL GUIDELINES FOR PROJECTS 

Additional Provisions 

• Revenue payments must begin within 2 years of project completion 
(opening to traffic). 

• Maximum amortization term is 20 years with a majority of loans 
being for less than 10 years. 20 year loans require a balloon 
payment after 10 years. 

• Prepayment of loans are okay without penalty. 

• Can allow an interest free period during construction. 

v.a03.fi653' 

Innovative Finance and Statewide Financial Planning====================::;-, 

LOAN QUALITY AND RISK FACTORS 

ODOT's Assessment of Risk 

• Project rank under ODOT's formula 

• Provisions for long-term maintenance and operation 

• Reliability rating of the revenue stream for payback 

• Pledge of secondary funding source if loan default 

· • Debt amortization schedule - shorter'is better ' ·•. 

• Debt service ratio as expressed in support dollars 

. ; , , ,t . · 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning ==================~ 

' 

PROJECT SELECTION PROCESS 

Rating System - Adopted February 1996 

• Bonus points to communities that provide significant (>40 % ) local 
funding 

• Infrastructure bank loan can bridge the "gap" in time between 
construction of a project and when economic development kicks in 
revenue 

V~03.&SS3' 

Innovative Finance and Statewide Financial Planning==================~ 

BONUS POINTS FOR INNOVATIVENESS 

Special Innovative Features include: 

• Project provides ODOT with equity position 

• Profit sharing with ODOT from future revenues after debt is 
repaid 

• Revenue pledges secured by land 

• Granting of fiber optics rights to ODOT after finish 

PAGE13 I 



j INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning===================:::;-, 

LEVERAGING PRIVATE FINANCIAL 

MARKETS 

ODOT'S Loan Portfolio -The Basis for Leveraging 

• Initial Capitalization is loaned to projects in the first round 

• First round loan payments provide cash to support bonds for 
capitalizing second round 

• Second round loan payments provide cash to support bonds for 
capitalizing third round, etc. 

Vlaal(Xll!&S3< 

Innovative Finance and Statewide Financial Planning==================::::::::-, 

FINANCIAL ADVISORY SOURCES 

ODOT is seeking advise from a variety of sources: 

• Office of Budget and Management and others 

• Metropolitan Planning Organizations - SIB funds include in Long
Range Plan and TIP 

• Chief Legal Counsel prepares contractual and legal instruments 
with advise of A.G. 

Vlaal Cl1&S534 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

Innovative Finance and Statewide Financial Planning============::;-, 

OHIO SIB LEVERAGED BOND 

State 
s 

Direct 
Loans 

Payback 
s 

20% 

SIB 

Excess 
Cash 

Bond Repayment 1 
Account 

Federal 
$ 

Debt Service 
Reserve 

Leveraged 
Bonds(AA) 

Loans to 
Projects 

Payback 
$ 

Innovative Finance and Statewide Financial Planning============~ 

OHIO SIB MAJOR NEW 
CONSTRUCTION BONDS 

Project 
Development 

Federal 
Partial 

Conversion 

A!~rity ~i 
! 

Issue Major . 
New Revenue 4--

Bonds i ... 

OOOT Advance ~1 
lo-- Construction ' 

L... 

Projects 

Bond 
Repayment 

Sinking Fund 

Bond 
Holders 

Debt Service 
Reserve 

Fund 

-===== 

ODOT 
Lease$ 

Tolls, TIFS, 
Etc. 
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State Infrastructure Bank 

The Pilot Program 
Meeting today's uansportation infra
structure needs requires new flexibil
ity and multiple financing strategies. 

Pilot Program 

State Infrastructure Banks 
By giving state and local officials new 
flexibility, SIBs will enable vital con
struction projeccs that would other

In response to 
these needs, 
the State Infra
structure Bank 
(SIB) Pilot 
Program was 
approved by 

• ... [SIBs) wiU allow construction to begin 
sooner, creating new jobs and minimizing 

inflation in construction costs." 

wise be delayed 
or financially in
feasible to move 
off the drawing 
boards and into 
development. 

Transportation 5ecretary 
FederlcofleM 

Congress in the National Highway 
System Designation Act of 1995. 

capitalizing the SIB 

SIB Update October 1996 

Goal of SIB PIiot Program 
Leverage Federal Dollars to lncreasa 

Transportation lnfrastruc:ure lnvestrrent 

Types of SIB Assistance 

A SIB has myriad of financial support 
alternatives to assist a public or pri
vate project sponsor during all proiect 
stages. The spectrum of financial assis
tance a SIB may provide ranges from 
loans to credit enhancements. Other 
forms of assistance may include inter• 

est subsidies, letters of 
The initial legislation allowed 

U.S. DOT to approve ten state SIBs. 
Those state were Arizona. California, 
Florida. Missouri, Ohio, Oklahoma, 
Oregon, South Carolina, Texas and 
Virginia. Recent legislation, passed in 
September 1996, will allow U.S. DOT 
to approve SIBs for additional quali
fied states. 

A SIB begins with an 
initial infusion of Fed
eral and a matching 
non-Federal contribution. 
States can deposit up to 
10 percent of most of 
their FY 1996 and FY 1997 
Federal-aid highway appor• 
tionment into their SIBs high-

1#@1 

•

1sim1 
::I Private I 

. 
. 

credit. capital reserves 
for bond financing, 
construction 
loans, .ad pur
chase and lease 

agreements for 
highway acci 
transit 

SIBs will offer a variety of forms 
of financial assistance, support differ
ent types of projeas at various stages 
of project development, and test dif
ferent ways of capitalizing and operat· 
ing their SIBs. 

On March 1, 1997, the Secretary 
of the U.S. Department of Transpor
tation will report to Congress on the 
SIB Pilot Program. The prognm goal 
is to understand how SIBs can lever
age Federal dollars to increase trans

portation infrastructure investments 
as ISTEA reauthorization legislation 
moves forward. 

Recent Legislation 

Congress passed legislation in Septem• 
ber, 1996 that enables U.S. DOT to 
designate additional qualified states to 
participate in the sm pilot program. 
Previously, the program was limited 
to ten states. Congress also approved 
an additional S 150 million to be dis-

way account. States can also deposit 
up to 10 percent of Federal u-ansit 
funds (sections 3, 9 and 18 funds) for 
FY 1996 and FY 1997 into their SIB 
transit accounts for capital projeas. 

Each state will match Federal 
capitalization funds with 20 percent 
of the total deposit (or at their usual 
matching ratio). 

A SIB, like a private bank, needS funds 
to get started and offers customers a 

range of loan and credit options to help 
finance trauspoctatiofl projects. 

tributed to the initial ten SIBs and any 
additional states designated for the 
program for capitalization. 

These funds cannot be distributed 
for 6 months, until additional sates 
have been approved. The funds will 
be available to both highway and tran· 
sit accounts of the SIB. '6, 

projeccs. 
An 

example of 
how SIB 
assisw:ce 
might 

work is what Missouri plans to do. 
Funds will be held in the SIB to cover 
debt service reserve requirements as 
part of a future bond issuance for 
Highway 179. In this case, the fun.c.s 
are only used on an as needed basis. 

Unlike traditional transportation 
funding, a SIB can provide assisca::ce 
throughout all stages of transporta
tion projects to a multi:ude of project 
sponsors. In .iddition. SIB assistance 
can be for any amount or percentage 
of the projecc, also unlike the tradi
tional transportation funding which 
has fixed percent contributions. 

The initial use of Federal funds 
may be from separate accounts for eli
gible Tide 23 and transit capital 
projeas. As the funds are repaid, the 
SIB can provide financial assistance to 
transportation projects following suz 
procedures. .7 



SIB Update 
October 1996 

P~t-ttal Prol""""" as of October 1996 Credit Enhancement 

Non-
Toll Toll Par1angi Aide-~-- Road Road lntermodal Rest Area Bridae Share T,...,., Pro;-

Missouri is considering supporting the 
construction of Highway 179, in 
Jefferson City and Cole County. For 
this projeet, the SIB might provide ei
ther the county or city with debt ser
vice reserves for debt issuance. This 
means the SIB would hold funds as 
collateral for the bond issuance. 

~nzona 2 
Galifomia , , 
Fl9ri~ 1 

Missoun 1 
OhiO 2 
Oklahoma , , 
Q_regon 2 
South Carolina , 
Texas , 
Viroinia , , 
Total 7 7 2 

States Planned Projects 
As the sutes move from proposing 
projects to funding projects the num
ber and type of projects may change. 
The uble shows a recent estimation of 
the projects that are being considered 
for funding. These projects are only 
under consideration and the specifics 
around the amount, type of assistance 
and repayment source may still need 
to be determined. The table shows an 
interesting distribution of projects. 

Administrative Details 
Under the Pilot Program. SIBs are ex
pected to evolve considerably as the 
states develop their cooperative agree
ments with U.S. DOT, broaden the 
types of assistance that they can pr~ 
vide, establish.SIB administration, and 
identify projects that will receive SIB 
assistance. 

The types of financial assistance 
that can be provided and to whom are 
determined by the enabling legislation 
each state has or expects to have in the 
near future. The lessons learned from 
applying diverse forms of assistance to 
a wide range of projects will be invalu
~ble as the SIB Pilot Program 
progresses and !STEA Reauthoriza-
tion moves forward. '6-

1 3 
2 , 

1 2 , 3 
2 , , 4 , 2 , , 3 

3 3 1 ~ 

The Pilot Program will provide 
an opportunity to review how well a 
SIB could assist a variety of projects 
and increase transportation infrastruc• 
ture investment. 

Example Projects 

All of the proposed projects are worth 
mentioning, but there are a few that 
stand out either because of the type of 
project or SIB assistance. The table, in 
the lower right comer, outlines how a 
SIB can provide assistance throughout 
all stages of a project from preconstruc• 
tion and construction, to operation. 

Low Interest Loans 
Oklahoma proposes to provide low 
interest loans to local governments to 
improve safety at rail and grade cross
ings, a part of Title 23 construction. 
The local government might use a 
sales taX to repay the loan. 

Construction Loans 
In September, Ohio provided a S10 
million preconstruction loan to the 
Buder County T ransporuticn Im
provement District for right-of way 
acquisition for a series of realignment. 
widening, and interchange projects for 
State Route 129. The loan would be 
repaid from toll-backed bonds issued 
at the start of construction. Ohio 
expectS to have completed fmancing 
agreements for rwo additional projects 
in September. ~ 

SIB Rnancial Assistance can occur at all Project Stages• 

Preconstructlon ~--j.iJ4i.,.j,_ 
• Planning and cost eslimalion • Project c:ollSINClion 

• Feasibility SIUdies • Transit prajeet 

• Environmental and 
. ~ impact studies 
• Projec:I design 

• Right-of•Way acquisilion 

• Projec:I engineenng 

• Projec:I bond issuance 

putdlaseandlease 
a!l'"rnents _ 

• EQuipment and 1011-,g 
S10ClcaCQUisilian 

• Additional bond issuance 

• Projec:I ~ maintanance 
and IIQUipment ~ 

• Tral'ISlt project pur=,ase 
and lease agreecnems 

•Amonizalion of cacital costs 

"Fecleral funds in a SIB may be used for highway conSIIUClion as broac,y defined 
in T"rlle 23 or transit caoai projecls. 

Even small amounts of 2SSistance (e.g. lOo/o) can benefit projects. For example. 
SIBs can provide assistance in the early stages (higher risk) of a project devel
opment. This assistance booSts investor confidence resulting in lower financing 
costS frequently reducing user fees. 



State 
Arizona 

California 

Florida 
Missouri 

Ohio 

Oklahoma 

Oregon 

South Carolina 

Texas 
Virginia 

DRAFT 

Potential SIB States Project 
States are still in the process of determining their capitalization amounts and projects 

Potential Projects Description 
Price Freeway Highway 

Slate Road 87 Bridge Bridge 
116th Avenue Bridge Bridge 

Alameda Corridor Road improvement 
'Foothill Corridor State Route 241 Toll-road 

Stale Route 80 Interchange 
Highway 179 New road 

Gateway Multimodal Center Parking facility 

State Road 129 Road improvement 

U.S. 250 Road Widening 
Great Lakes Science Center Parking facility 
At Grade Railroad Crossings Road improvement 

Creek Turnpike Extension Toll-road 
Newberg-Dundee Bypass Toll-road 
Tualatin Sherwood Expressway Toll-road 
Van Lease Program Van/Car pool 
Fantasy Harbor Bridge Bridge and Crossing 
Mark Clark Expressway Toll-road 
State Highway 190 {from application) Toll-road 
Interstate 895 Connector Toll-road 
Washington Metro Parking Deck IParf<ing facility 
Mullimodal T ransportalion Center lntermodal facility 

Possible Types of 
Ass/stance 

Preconslruction Loan and 
Credit Enhancement 
Construction Loan 
Construction Loan 

Credit Enhancement 
Construction Loan 

Construction Loan 
Debt service reserves 
Preconstruction Loan 
Construction Loan 

Preconstruction loan 

Construction Loan 
Loan, takeout loan 
Construction Loan or credit 
enhancement 
Preconslruction Loan 
Preconstruclion loan 
Preconslruction loan 
Permanent Loan 
Construction Loan 
Construction Loan 
Construction Loan 
Construction Loan 
Construction Loan 
Construction Loan 

Likely Amount of 
Assistance (millions) 

$2.6M 

To be detennined 

$6M 

To be detennined 

$15M 

$7M 
$3M 

$1-1.5 M 
$7M 

$10M 

$4.5M 
$7M 

To be detennined 

$4M 
$2-2.5 M 
$2-2.5 M 
$0.5M 
$11 M 
$BM 

To be detennined 

$15M 
To be detennined 

To be detennined 

Repayment · 
Source 

Stale Highway Funds 

Slate Highway Funds 
Surcharge on raceway 
admission fees 

Cargo fees 
Proceeds from bond 
issuance 
Tall Revenues 
To be detennined 

Sales Tax 
Parking and 
concession fees 

l:roceeds from bond 
ussuance 
Dedicated leisure lax 
Secured private debt 
City and county sales 
tax 
To be detennined 

Toll Revenues 
Tall Revenues 

.Rider fees 
Admission lax 
Toll Revenues 
Toil Revenues 

IT oll Revenues 
Parking Fees 
To be detennined 

I 
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DRAFT October 1, 1996 

Arizona SIB 
Update September 1996 

Overview Arizona's SIB plans to provide many types of financial assistance, including credit enhance

ments, interest rate subsidies and bond insurance. In the near future, the SIB will offer loans 

to transportation projects that would not have been initiated otherwise. These are project; 

that the state plans to undertake, but that would be delayed for years with traditional high

way funding. Three projects likely to receive SIB assistance are two bridges in Maricopa 

County and the Price Freeway. Arizona SIB customers would include both the state DOT 

and local agencies. 

Projects Price Freeway, Maricopa County. For this highway project, the SIB will assist different 

project phases with a variety of SIB assistance. ranging from loans to credit enhancements. In 
the early phase, the SIB will provide a $2.6 million loan to Arizona DOT for project design 

which would be repaid with state highway dollars. As the project continues, the SIB also 

may provide a loan for the purchase of right-of-way and credit enhancement to reduce inter

est costs on $43 million in planned grant anticipation notes to finance construction. 

SIB 
Framework8 
Management 

capitalization 

State Road 87 Bridge, Maricopa County. To advance this project, the SIB would provide a 

loan to Arizona DOT; the amount has yet to be determined. In this case, as with Price 

Freeway, Arizona DOT would repay the loan with state highway funds. 

116th Avenue Bridge, Gila River, Maricopa County. For this bridge, the SIB would assist 

Maricopa County, City of Avondale, and a private partner by providing a $6 million loan. 

The bridge provides additional access to the local raceway; a likely repayment source would 

be a surcharge on raceway admission fees. 

Arizona DOT will manage the day-to-day operations of the SIB and the Transportation 

Board will make policy and SIB assistance decisions. The state Treasurer will provide in

vestment advice as needed. Arizona plans to maintain only a highway account at this time. 

Arizona has the legislative authority to establish the SIB and earlier this year sought legisla
tion to broaden the SIB's authority. That legislation will be reintroduced in the January 

·1997 session. Arizona intends to use the Sm program along with grant anticipation notes 

(GANS) to accelerate high priority Federal-aid construction projects. With only traditional 

transportation finance these projects would have taken years to get underway. 

In October 1996, Arizona will capitalize its SIB with $14.4 million. Of that $14.4 million, 

$13.6 million will originate from Federal funds and the remaining $0.8 million ·will come 
from state highway transportation funds. 

Note: States are still in the process of determining their capitalization amounts and projects. 



DRAFT October 1, 1996 

California SIB 
Update September 1996 

Overview California plans to initiate its SIB, the Transportation Finance Bank, in an unusual fashion. 

The SIB will issue stand by lines of credit to approved projects based on the state's commit• 

ment to provide future capital to fund the line of credit as needed. The stand by line of 

credit would work like this: the California SIB issues a line of credit to an approved project. 

The project then uses the line of credit to reduce interest costs, or hold as collateral for the 

bonds issued to finance the project. Only if the need arose would the line of credit actually 

turn into funding support from the SIB. Therefore, if the funds were needed, the SIB would 

draw the Federal funds into the account, at which point California must then identify a non

Federal matching contribution. California expects that if a need arises to pull funds into the 

SIB, it will occur at a much later date. So, they are issuing these stand by lines of credit based 

on future Federal apportionments. On the whole projects must be self supporting. That is, 

the project sponsor must be able to issue bonds or receive loans based on the project's future 

revenues. The stand by line of credit would only be drawn on if a project's revenues were 

not sufficient to pay debt service. The line of credit would be then repaid at a later date. 

A slight chance exists that California will traditionally "cash capitalize" the SIB by placing 

both Federal and state funds into the account. If so, the Bank could provide other forms of 

financial assistance. At this time, however, California does not plan to "cash capitalize" the 

sm. 

Projects California plans to advertise the SIB program to inform project sponsors of these opportu

nities. Project sponsors must submit an application to the SIB in order to be considered for 

assistance. The projects described below have not yet submitted applications to the SIB, but 

are considered strong candidates. 

Alameda Corridor, LA County. This is a project to widen and improve an existing artery 

and eliminate the rail grade crossing conflicts to better access the port. As part of a larger 

financing strategy, which includes a potential $400 million loan from the Federal Treasury, 

the SIB would provide a credit enhancement to Caltrans and a private consortium to sup

port privately issued revenue bonds. The bonds will be repaid through cargo fees. 

Foothill Corridor State Route 241, Orange County. For the Northern and Southern seg
ments of this toll road, the SIB, if it "cash capitalizes," would provide a $15 million loan to 

Caltrans and a private consortium. The loan would be repaid with the proceeds of a bond 

issue. 

Note: States are still in the process of determining their c.tpitaliz.arion amounts and projects. 

i 
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DRAFT October 1, 1996 

California SIB 
Update Septerri~er 1996 

The Bank will be run jointly under a cooperative agreement among Caltrans, the California 

Transportation Commission, and the California Economic Devdopment Financing Author

ity (CEDFA). CEDFA will handle the administrative aspects, including the award and proc

essing of applications; California Transportation Commission will cover the liabilities and 

guarantees; and Caltrans will confirm that the projects meet the planning requirements. 

The Bank will have two accounts, highway and transit, each with $50 million available for 

stand by lines of credit. As the SIB will be not capitalized, the accounts will hold no actual 

funds initially. 

Nore: States are still in the process of determining their capitalization amounts and projects. 



DRAFT October 1, 1996 

Florida SIB 
Update.September 1996 

Overview The Florida SIB will focus on reducing bond repayment costs for projects planning 

to issue debt by providing interest rate subsidies. This practice supports projects dur

ing the early years when project revenues are often limited and may not be sufficient 

to cover the full cost of bond repayment. One project that may receive such assis

tance is the new interchange for State Route 80, an existing toll-road managed by the 

Turnpike District. Beyond the Turnpike District, other potential project sponsors 

include local governments, transportation agencies and bridge authorities. Each of 

these project sponsors could also receive interest cost subsidies or some other form of 

sm assistance. 

Projects State Route 80, Palm Beach County. For this new interchange, the Sm would pro

vide a loan of $7 million to assist the Florida Department of Transportation Turn

pike District with their debt payment on bonds issued to finance the project. To re

pay the SIB loan, the Turnpike District plans on using both toll revenues and state 

transportation funds. In the fall of 1996, the Turnpike District plans on acquiring the 

right-of-way and will begin construction in the fall of 1998. 

SIB The Florida Department of 1'.ransportation (FDOT) will administer the SIB along 
Framework & with the state Treasurer acting on Florida DOT's behalf, managing the accounts. Un
Management dcr the current plans, the SIB will operate only a highway account. A transit account 

may be considered in the future, but there are no immediate plans for one. Florida 

has no restrictions on the financial tools the SIB may use or the type of project spon

sors that may receive assistance. Toll-road projects for the Turnpike District will 

provide the most likely initial opportunity for SIB assistance. 

capttallzatlon In October 1996, $25 million in Federal funds will be available to capitalize the SIB. 

To match those funds Florida has reserved $6 million in state funds; 

Note: States are still in the process of determining their capitalization amounts and projects. 
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Missouri SIB 
Update September 1996 

Overview Projects proposed for the Missouri SIB involve a wide variety of SIB customers and will test a 

number of financial tools. Tools will include both debt service reserves and low interest 

loans, while potential SIB customers will range from cities to project consortiums. For one 

such project, Highway 179, the SIB will provide two different types of financial assistance, at 

the same time working with two local governments, Jefferson City and Cole County, while 

remaining consistent with state planning goals. 

Projects Highway 179, Jefferson City and Cole County. For this new highway, the SIB could pro

vide assistance in two ways. First, the SIB could provide debt service reserves for bonds is

sued by the county or city. This means keeping money in the SIB, $3 million in this case, to 

assist with bond repayment if local or county revenues were not sufficient. It works like a 

savings account-the project would not use the funds unless absolutely necessary. Second, the 

SIB could provide a $1-1.5 million loan to finance preliminary engineering. The loan may be 

structured as a low interest or deferred payment instrument. To repay the loan, the city or 

county is considering a $0.25 sales tax. Total construction cost is estimated at $20.8 million. 

Currently, the project has applied to become a Transportation Corporation, which is the 

first step to gain approval to issue tax-exempt bonds. A decision on the Transportation Cor

poration is expected by October 1996. 

Gateway Multimodal Center, St. Louis. Early stages of this joint FT A-FHW A project are 

complete, but a parking facility remains to be constructed which would cost an estimated $40 

million. The SIB could assist a portion of the project financing by providing a loan for $7 

million. To repay the loan, parking and concession fees are being considered. Meetings this 

fall will address the issues. 

SIB The Missouri SIB, managed by the Missouri Highway and Transportation Department 
Framework 8 (MHID) and overseen by a board which includes senior officers ofMHID and the Trans

Management portation Commissioners, is a not-for-profit corporation. As needed, the SIB will consult the 

.Missouri Department of Economic Development for occasional financial advisory services. 

Missouri plans to operate both transit and highway accounts. In. the next six months, the state 

will focus on developing an application process anl m~h~ds r;/ p;~j~ prioritization. . 

capttallZation In October 1996, $9 million in Federal funds will be available to capitalize the SIB. Presently, 
Missouri has drawn on only a portion of those funds. For the non-Federal match, Missouri 

will use state highway user fees including motor fuel taxes and license and registration fees. 

Note: States are still in the process of determining their capitalization amounts and projects. 



DRAFT October 1, 1996 

OHIO SIB 
.. Update.Septemb~r 1996 

Overview Ohio's SIB has funds available at this moment to provide assistance to project sponsors. 

That is because the SIB was capitalized with $30 million in state funds. Shortly, the SIB 

will also draw on Federal funds, making a total of $40 million available for projects. With 

these funds, the SIB will assist local governments and private entities with construction 

loans. The planned loans range in value from $4 to $10 million, which will be repaid by a 

variety of sources, including proceeds from selling bonds, a hotel/ motel tax, and a takeout 

with private loans. 

Projects State Road 129, Butler County. For this project, which inv0lves a series of road widen

ings, realignments, and an interchange, the SIB will provide a $10 million construction 

loan. The loan, to be made to the Butler Transportation Improvement District, would 

help purchase the right-of-way and begin construction on two bridges. When the Butler 

Transportation Improvement District issues $120 million in revenue bonds to support 

additional construction, the loan will be repaid along with the loan fee of 1.1%. This proj

ect is scheduled to begin in the middle of September 1996. 

US 250, Erie County. To widen this road along a 4.6-mile stretch that connects to the 

Ohio Turnpike, the SIB would provide a $4.5 million construction loan. The loan, made 

to Erie county, would be repaid by a dedicated leisure tax (hotel/motel tax). The County 

is already collecting funds in preparation for the project. Construction on the first phase is 

scheduled to begin in January 1997. 

Great Lakes Science Center Parking Facility, Cleveland. For this parking facility, the 

SIB would provide a $7.3 million construction loan to the Great Lakes Science Center, a 

non-profit organization. The Center would repay $4 million of the loan when a private 

senior debt is secured and the remainder of the original loan is converted into permanent 

financing subordinated to the private senior debt. 

SIB The Ohio Department of Transportation (DOT) will manage the SIB, and the Transporta
Framework 8· tion Review Advisory Council (TRAC) will review and approve SIB assistance requests. 

Management The state Treasurer will invest the available cash and the Economic Development Section 

of the DOT, Office of the Chief of Staff will perform the financial management. Ohio re

ceived legislative authority and $30 million in state funds to incorporate and leverage its 

SIB in July 1996. Ohio currently holds the capitalized highway and state funds in a single 

account. As specific projects are approved, and on as-needed basis, Ohio will maintain 

separate highway, intermodal, transit and other accounts. 

Note: States are still in the process of determining their capitalization amounts and projects. 



DRAFT October 1, 1996 

OHIO SIB 
·· update._September .1996 

capitalization Ohio has capitalized its Sm with $30 million from the state's general revenue fund. In 
the middle of September, Ohio will capitalize again with $10 million in Federal funds, 

which will make $40 million available this fall. By December 1996, Ohio will consider 

capitalizing with an additional $25 million in Federal funds. Once the SIB has been in 

operation with a proven record, Ohio will consider looking to the capital market to 

issue revenue bonds. This technique, leveraging, would considerably increase the 

amount of funds available to the SIB and to project sponsors. Leveraging is based on 

the amount of capitalized funds in the Sm and its projected revenue stream. 

Note: States are still in the process of determining their capitalization amounts and projects. 



DRAFT October 1, 1996 

Oklahoma SIB 
Update September 1996 

Overview The Oklahoma SIB will begin by providing loans to local cities and counties to im

prove safety at railroad and grade crossings. The crossings are covered under Title 23 

highway construction, meaning that they meet the stipulations for Federal highway 

funding under the first round of SIB assistance. As the SIB works with local govern

ments to determine the most appropriate assistance, local governments will be en

couraged to take advantage of credit enhancements. The SIB has the authority to pro

vide assistance to both the Depanment of Transportation and the Turnpike Author

ity. 

Projects At Grade Railroad Crossings, state-wide initiative. Oklahoma has many of these 

projects within their transportation improvement plan. In the coming months, the 

state will identify which projects will be likely candidates for SIB assistance. Once the 

project is identified, Oklahoma will work with a city or county to determine the 

most appropriate type of SIB assistance (either a loan or credit enhancement). Re

payment of the assistance, most likely will come from city or county sales taxes. 

Creek Turnpike Extension, Tulsa. The SIB could assist this project by providing a 

loan to the Turnpike Authority to purchase the right-of-way. The loan, estimated at 

$4 million, would be contingent on finalizing environmental requirements that are 

expected to be completed in the next year. 

SIB SIB oversight and policy decisions will be addressed by the Transportation Commis
Frameworl< & sion, an eight member board of directors. Each director, a citizen and in many cases a 
Management local business leader, represents a legislative district within Oklahoma. The day-to

day management will be handled through the Oklahoma Department of Transporta

tion. At present, Oklahoma only plans to establish a highway account. 

COpltallzatlon In October 1996, Oklahoma could capitalize its SIB with $2.5 million in Federal 

funds. Because the emphasis of the SIB is on at grade railroad crossings, the non-

. Federal contribution will come from the state railroad maintenance fund which is 

funded by freight car taxes. 

Note: Srates are still in the process of determining their capiralization amounts and projects. 



DRAFT October 1, 1996 

Oregon SIB 
Update.s,pte~ber 1996 

OveNlew The Oregon SIB (Oregon Transportation Infrastructure Bank) will initially assist a 

number of projects using a variety of loans, including preconstruction, general and 

below market interest rate loans. In the future, Oregon will consider many other 

types of SIB assistance, a variety of project sponsors and even leveraging the SIB itself. 

Upcoming projects for the fall of 1996 include two toll-roads, a transit proposal and 

other projects such as a van pool. Oregon emphasized that the SIB will concentrate 

on providing assistance to cities, counties and special districts, although that will not 

preclude other project sponsors, such as Oregon Department of Transportation 

(DO1), from submitting proposals. 

Projects Newberg-Dundee Bypass, Newberg. For this new six-to eleven-mile bypass, the SIB 

would provide a $2-2.5 million preconstruction loan to assist Oregon DOT during 

the early phase of the project, including preliminary engineering. Oregon DOT will 

dedicate toll receipts to repay the loan. The SIB may also assist the project during 

construction by providing a stand by line of credit, which would help to reduce the 

interest rate on bonds issued to finance construction. Construction costs are esti

mated at $82 million. 

Tualatin Sherwood Expressway, Tualatin. Similar to Newberg-Dundee Bypass, the 

SIB would provide a $2-2.5 million preconstruction loan to Oregon DOT to cover 

project costs in the early phases. Oregon DOT would repay the loan with toll re
ceipts. Construction costs are also estimated at $74 million 

Van Lease Program, Portland. This innovative project, still in preliminary stages, 

would assist individuals interested in leasing vehicles to form a van or carpool. For 

this project, the SIB would provide a loan of $500,000 to subsidize the lease agree

ments. The loan would be repaid by rider-fees collected by the individual leasing the 

vehicle. At the end of the lease, the individual, who held the lease and collected the 

. rider-fees, would own the vehicle. 

SIB Oregon DOT will manage the SIB with.policy guidance from the·Oregon Transpor
Fromework 8- tation Commission. The SIB will operate both highway and transit accounts and in 
Management the future will seek authorization from the state legislature to operate additional ac

counts. Oregon has the legislative authority to leverage the highway account, but 

currently has no do so. Oregon may also seek legislative authority to leverage its 

transit account. 

Note: States are still in the process of determining their capitalization amounts and projects. 



DRAFT October 1, 1996 

Oregon SIB 

capitalization Oregon plans to capitalize its SIB with $9 million in Federal funds and a $1 million 
match from the state highway funds. In October, Oregon may draw on additional 

federal funds, up to $7 million beyond the initial $9 million, which could make the 

Federal contribution $16 million. 

Note: States are still in the process of determining their capitaliz.ation amounts and projeas. 



DRAFT October 1, 1996 

South Carolina SIB 
. Update September 1996 

Overview The South Carolina SIB will initially provide loans to public and private entities and 

later evaluate providing other types of assistance on a case by case basis. In January 

1997, the state assembly is expected to pass additional legislation that would broaden 

the types of financial assistance that the SIB may provide beyond loans to include 

credit enhancements, letters of credit, interest rate subsidies, debt service reserves, 

among others. Furthermore, the legislation would also enable the SIB to increase its 

total funds available by issuing bonds. 

Projects Potential projects, ready for financing in the fall 1996, are described below. 

Fantasy Harbor Bridge, Myrtle Beach. Financing agreements for this new bridge 

and crossing are expected to be arranged in November 1996. The anticipated project 

construction costs are $16 million. Potentially, the SIB could provide two loans: the 

first loan of $11 million, representing the state's contribution, would be repaid by an 

admission tax for the Fantasy Harbor entertainment complex; the second loan of $5 
million would be made to the City of Myrtle Beach. 

Mark Clark Expressway, Johns Island. This four lane limited access toll-road is the 

first phase of a two phase project to build the Sea Island Expressway. Phase one is 

expect to cost $100 million with the state's contribution at $8 million. The SIB could 

assist the project and cover the state contribution by providing a loan repaid by toll 

receipts. Construction could begin as early as the summer of 1997. 

SIB The highway account will be managed by the state Treasurer under the direction of 

Framework 9 the DOT Commission, which is a seven-member board that presently oversees the 

Management DOT. Membership consistS of a chair appointed by the governor and six other 

members appointed by the legislators representing the six congressional districts. 

COpltallzat/on Initial capitalization of the SIB will draw upon $2 million in Federal funds and $0.4 

million in state funds from the state highway fund. Any additional capitalization re

quired will occur on a project by project basis depending on each project's specific 

financial assistance needs. This means that the SIB will be capitalized by drawing on 

Federal and state funds as needed to support eligible projects. 

Note: States are still in the process of determining their capitalization amounts and projects. 
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Texas SIB 
Update Sept,~r#~er 1996 

OveNiew The Sm will initially provide loans to the Texas Turnpike Authority for toll-road projects 

and may consider credit enhancements at a later date. Texas expects to pass legislation to 

broaden the SIB's authority and financing tools. 

The two proposed pieces of broadening legislation would permit the SIB to leverage its funds 

and expand the types of eligible projects and financial assistance provided beyond toll-roads 

and loans, respectively. The legislation could be passed as early as December 1996 or as late as 

May 1997. 

Texas could capitalize the SIB with the maximum Federal funds allowable. The SIB would 

then have $82 million in total, including the non-Federal ponion, available to lend. At pres

ent, Texas has proposed making a significant loan to State Highway 190, the core project, and 

other projects are on the horizon. 

Projects State Highway 190, Dallas. This semi-circumferential toll-road in the Dallas area will be 

constructed in several phases comprising the core, Western, Northern and Eastern segments. 

As proposed in the Sm application, the Sm may provide a loan to the Texas Turnpike 

Authority for the core project, which would be repaid through toll receipts. State Highway 

190 has been a model project for the Texas Turnpike Authority taking advantage of many 

previously available innovating finance strategies. The Texas SIB hopes to make a decision on 

a loan before the state passes broadening legislation. 

Texas is also evaluating other project opportunities, but many are still in preliminary stages 

and have not yet been formally considered for Sm assistance. 

SIB Consistent with earlier plans, the day-to-day management of the sm will be handled by the 
Framework 8 Texas Department of Transportation (TxDOT). Final approval for sm assistance and SIB 

Management policy decisions will be made by the Texas Transportation Commission, comprised of a 

three-member commission appointed by the governor that also oversees TxDOT. 

capitalization Texas could capitalize the Sm with $82 million in October 1996. For the non-Federal contri

bution, Texas will use a portion of the dedicated revenue stream from motor and fuel taxes. 
, At present, Texas has $17.4 million available for the non-Federal contribution. 

Note: States are still in the process of detemzining their capitalization amounts and projects. 
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Virginia SIB 
Update.September 1996 

Overview The Virginia SIB will offer a variety of loans, including low to zero interest loans and loans 
with low repayments in the early years during initial facility operations. These loans will be 
made available for a range of projects, including a Metro parking deck in Vienna and the Mul
timodal Transportation Center in Richmond. At the moment, Virginia is working to iden
tify the Federal funds available within and beyond its six year improvement program to ini
tially capitalize the SIB. Virginia currently has a Toll Facility Revolving Loan account. That 
account while similar to a SIB, is limited in the types of financing tools available as well as 
projects eligible for assistance. 

Projects Virginia is considering a variety of projects. Each eligible project will receive a loan appropri
ate to its specific needs as determined by the Virginia DOT. 

Interstate 895 Connector, Richmond Metropolitan Area. In total, this privately proposed 
toll-road project, has an estimated project cost that ranges from $225-$253 million. The pro
posal assumes that the SIB would provide a $15 million loan to a private consortium as pan 
of the financing plan, which would be repaid through gross toll receipts. 

Washington Metro Parking Deck, Vienna. Although the project is in a preliminary phase, 
it is anticipated that the SIB could provide a loan to a private operator as pan of the financing 
which could be repaid through parking fees. 

Multimodal Transportation Center, Downtown Richmond. For the renovation of this his
toric downtown train station as a multimodal facility, the SIB could provide a loan to a pub
lic agency or a private operator. The non-Federal portion for this project may entail a contri
bution from the participating private entities. 

SIB Virginia has the authority to operate and administer the SIB with one exception; the existing 
Framework 8 legislation authorizes the loan of federal funds but prohibits loans of state funds to private 
Management entities. The SIB may consider segregating federal and state funds to accommodate this limita

tion. Virginia will initially establish a highway account and will establish a transit account 
depending on the availability of Federal Transit Administration funds that are not already 
committed. ' . ' . . 

capttaltzation In October, Virginia has $27 million available in Federal funds to capitalize its SIB. In order . 
to match these funds, Virginia would contribute $6.84 million in non-Federal funds. 

Note: States are still in the process of determining their capitaliuz.rion amounrs and projects. 



FHWA SIB Q&A's 

IDGHWAY CAPITALIZATION 

Revised Draft - 1111 

1. Q. How much highway funds can States deposit into their pilot SIB? 

A Subject to the disbursement constraint, pilot States can deposit a maximum of 10 percent 
of most of their FY 1996 and FY 1997 Title 23 Federal-aid highway apportionments (excluding 
CMAQ funds and ISTEA demonstration project funds). 

2. Q. What categories of highway funds can States deposit into sms? 

A States can deposit into their SIB an amount not to exceed 100/4 of each of the following 
categories: NHS, STP, IM, Bridge, Interstate Reimbursement Segments, Hold Harmless, 90% 
Payments Adjustments, Donor State Bonus apportionments, and Minimum Allocation. (The 
State is held to the maximum 100/4 on Minimum Allocation). A State does not have to capitalize 
with every category, or use the maximum 100/4 of any one category. 

3. Q. After eligible funds are placed in the Sm, do they lose their identity by category and 
can they be used on any project? 

A Funds contributed to the SIB for capitalization purposes-regardless of their source by 
funding category -can be used for any SIB-eligible purpose ( on the first round of assistance: 
highway construction under title 23 or capital transit under title 49 following state procedures; on 
the second round of assistance: any title 23 purpose following state procedures). 

4. Q. How do contributions to the sm affect transfers of funds from one category to 
another? 

A Any of the eligible funding categories-including IM-can be used to capitalize the SIB. 
After the SIB is established and capitalized, it can assist any eligible highway construction project 
under title 23 from the highway account and any eligible capital transit project under title 49 from 
the transit account. Contributions to the SIB do not affect the amount of any transfers between 
funding categories allowed under current law. 

5. Q. Can Section 1044 soft match credit be used for the state's match? Section 350(e)(l) 

A The SIB legislation requires that the State CONTRIBUTE from non-federal sources an 
amount equal to 25% of the federal contribution (which effectively equals 20% of the total 
deposit), subject to the sliding scale exception. (States only need match the Federal cash 
deposited into the SIB). This provision clearly contemplates that the match come from State or 
other non-federal sources and not from federal credits that are earned under section I 044 of 



ISTEA. In addition, section I 044 allows the use of toll credits as a matching share only for 
ISTEA programs and title 23 programs. Since the NHS Designation Act was not codified in title 
23 and is not part of ISTEA, the State may not substitute section 1044 credits in lieu of its 
matching share. 

6. Q. Do SIB contributions from the various eligible funding categories (such as STP) 
have to be tracked separately? 

A No. Our intent is that Federal funds contributed to the SIB will be identified as simply as 
possible for budget and accounting purposes, regardless of the source of those funds. 

Use of Surface Transportation Program Funds in Capitalizing the SIB 

7. Q. Does the use of STP funds require approval of an MPO? 

A STP, Interstate Reimbursement Segments funds, or other ISTEA equity funds 
that are attributable to an urbanized area may be used to capitalize a SIB only upon 

MPO concurrence in writing with such a request. Other STP (Statewide) funds that are 
not attributable to an urbanized area do not require MPO approval. (350(b)(4). 

8. Q. Can one particular subcategory of STP funds be used to capitalize the Sm. 

A The SIB enabling legislation permits States to capitalize the Sills with up to 10 percent of 
the funds attributed to certain specific apportionment categories. Subcategories, except for 
urbanized area attributable funds, were not addressed by Congress. A State, could, for example 
capitalize a SIB with statewide STP funds or urbanized area attributable funds (provided MPO 
concurrence is obtained). Other STP subcategories ( e.g. enhancement activities) are specifically 
defined in title 23 and capitalization of a SIB with enhancement funds does not fit within the title 
23 definition of the subcategory. In addition, a State's capitalization of a SIB with a specific 
subcategory does not relieve a State from the requirements contained within the general 
apportionment category. For example, 10 percent of the STP funds available to a State shall only 
be available for transportation enhancement activities under section 133(d) of title 23. Congress 
did not provide relief or eliminate apportionment sub-requirements or amend title 23, therefore 
the simple capitalization of a SIB with apportioned funds from the STP program ( e.g. 
Enhancements, Safety) or other funding category (e.g. Bridge Funds/off-system bridge 
requirement) does not relieve a State from the minimum funding requirements within a particular 
apportionment category. 



Disbursements of Federal Funds 

9. Q. What is meant by Section 350 (g)(l) "Federal disbursements shall be at a rate 
consistent with historic rates for the Federal-aid highway program and the Federal transit 
program, respectively"? 

A Congress inserted this provision for overall budgetary reasons ensuring that the SIB pilot 
program does not disburse cash (outlays) on an annual basis more quickly than the regular 
Federal-aid highway and transit programs. The disbursements provision in section 350(g}(l} must 
be implemented in conjunction with section 3 50(b ), which allows participating States to 
contribute up to 10 percent of certain highway and transit funds toward the initial capitalization of 
pilot SIBs. 

10. Q. How does FHW A plan to administer this disbursement provision? 

A Historic rates for the Federal-aid highway program are an average of cash reimbursements 
that Federal Highways makes to States on presentation of vouchers for projects. Federal-aid 
highway obligations are typically liquidated (in cash disbursements) over a period of several years. 
For Federal budget-scoring purposes, the following assumptions on average disbursements are 

made: 15% of a given year's obligated funds are disbursed that first year; 53% are disbursed the 
second year; 16% are disbursed the third year; and the remaining 16% are disbursed in years four 
through nine. Implementation of section 350(g)(l) requires that any deposits of Federal highway 
funds made under section 350(b)(2) be consistent with those disbursement assumptions. 
Therefore,planned contributions (up to the maximum 10%) of highway funds must be delayed so 
that actual cash deposits conform to the assumed disbursement rates. A participating State 
planning to contribute $10 million of its eligible FY 1996 Federal-aid funds in its pilot SIB, for 
example, may only deposit $1.5 million (15% of the planned amount) in FY 1996. It may deposit 
another $5.3 million in FY 1997, and the remaining $3.2 million after FY 1997. 

11. Q. How can a State "reserve" its maximum 10% Federal contribution to the sm (or 
less if it chooses), while portions of that amount are being disbursed over subsequent yean? 

A A participating State might choose to identify planned contributions under section 
3 S0(b )(2) through the use of a new procedure "advance capitalization" ( ACAP), which would be 
similar to advance construction (AC). By seeking ACAP approval for eligible Federal-aid funds 
to be deposited into its pilot SIB, the State effectively designates the base level of SIB funding 
against which implementation of section 350(g)(l) will be achieved. Without a base level of 
planned contributions, there would be no reliable method for determining whether actual deposits 
were in conformance with the assumed disbursement rates. A State planning to contribute $10 
million of its eligible FY 1996 Federal-aid funds, for example, would deposit $1.5 million in FY 
1996 and designate the remaining $8.5 million under ACAP for conversion ( obligation / 
disbursement) in subsequent years. 



12. Q. How can the deposit of SIB-eligible funds occur through the partial conversion of 
planned contributions previously designated under ACAP? 

A. The deposit of SIB-eligible funds would occur through the partial conversion of planned 
contributions previously designated under ACAP. The only stipulation is that the conversion may 
only occur at rates that do not exceed the assumed Federal-aid disbursement rates. For example, 
a State which planned to contribute $10 million of its FY 1996 eligible Federal-aid funds and 
actually deposited $1.5 million of those funds in FY 1996 may deposit no more than another $5.3 
million (53% of the initial $10 million) in FY 1997. It would accomplish this by partially 
converting in FY 1997 no more than $5.3 million of its $8.5 million designated under ACAP in 
FY 1996. 

13. Q. Should Sm contributions be available for immediate and unlimited disbursement? 

A. Highway account contributions under section 350(b) toward the initial capitalization of 
pilot SIBs should be considered obligations of designated Federal funds that are immediately 
available for cash disbursement without constraint. Once a participating State has obligated 
Federal highway funds for its pilot SIB, it should be able to immediately commit those funds and 
disburse them according to the requirements of the SIB. FHW A does not intend to restrain the 
disbursal of highway funds deposited in the SIB and committed for eligible activities. 

Also, under current law, FHW A (the Secretary) must revise the distribution of Federal-aid 
obligation authority each year after August I to enable the States-to the extent possible-to 
obligate their Federally apportioned funds on projects ready to be advanced. Ensuring the 
efficient, equitable distribution of annual obligation authority probably requires that contributions 
(obligations) of Federal highway funds to SIBs not be made until such funds are ready to be 
utilized ( disbursed). 

Thus, in accounting for the use of Federal highway funds in the SIB pilot program, contributions 
to the SIB should be considered legal commitments (obligations) available for cash disbursements 
(outlays). Requests for payment should be submitted promptly after the obligation of SIB funds. 

14. Q. Is the disbursement limitation spread out over the entire pilot program, or based on 
a state-by-state basis? 

A. The disbursement limitation can be spread out over the entire pilot based on projects being 
moved more quickly. Each state must provide a draft capitalization plan which includes proposed 
assistance to projects. 

15. Q. H a state used additional disbursements, would the state have to use additional 
obligational authority of its own? 

A. Yes. 



Funds that can be used to administer the SIB Program 

16. Q. What funds can be used to administer the SIB Program? 

A Up to 2 percent of the Federal funds deposited can be used to administer a SIB. 

17. Q. Is the state bound to any future guidance that may be developed after the sm 
cooperative agreement is signed? 

A Yes. While U.S. DOT has endeavored throughout the SIB pilot, to implement Section 
350 in such a way that places the fewest burdens on the States, Section 350 requires the Secretary 
to issue future guidance. The guidance will be base in large part on these "Questions and 
Answers". Any comments States would like to make on the "Questions and Answers" will be 
seriously taken into consideration before FHW A issues guidance. 

CAPITALIZATION: State Match 

18. Q. Will the sms have any matching requirements? 

A According to Section 350(e){l), after obligation of Federal funds has been made, the State 
must match 25 percent of the Federal contribution (which effectively equals 200/o of the total 
deposit). The non-Federal share can be reduced if the State has a lower non-Federal share for 
most of its other programs under Section 120(b) of Title 23 (sliding scale). States only need 
match the Federal cash deposited into the SIB. 

The sum of Federal-aid funds in the SIB cannot be greater than 80% at any time (except if the 
State has a lower non-Federal share for most of its other programs under Section 120(b) of Title 
23), but the sum of Federal funds can be less than 800/4. Federal requirements apply to the non
Federal match in the case where the non-Federal match is deposited into a separate account from 
the Federal contribution. 



ADDIDONAL FEDERAL CAPITALIZATION FUNDS: 
Department of Transportation and Related Agencies Appropriations Act of 1997 

19. Q. What provisions did the Fiscal Year 1997 Appropriations Act include regarding the 
sm pilot program? 

A The 1997 Appropriations Act provided $150 million in seed money from the general fund 
for the capitalization of the initial 1 O states ·and any additional SIBs. These additional funds will be 
outside of a state's obligation limit. Disbursement of the $150 million is likely to be subjected to 
historical Federal-aid outlay rate and is also likely to require a State's traditional non-Federal 
match. 

In addition, the Secretary may now designate more than 10 states to participate in the pilot 
program. 
20. Q. How will the additional seed funds be distributed among the 10 States? 

A A method for distributing the $150 is under review by the Secretary. 

21. Q. If designated to participate in the pilo~ when might the States expect to receive 
these additional funds? 

A According to the FY 1997 Appropriations Act, the $1 SO cannot be ·distributed for 180 
days after enactment of the legislation, April 1997. 

22. Q. How will the selection process be structured? 

A Federal Register notice soliciting applications to the SIB pilot program was published in 
November 1996. The notice outlines criteria for the applications. Applications must be received 
simultaneously by the FHW A Division Administrator by close of business on December 20, 1996. 
A simultaneous copy must also be submitted to the Federal-aid Financial Management Division 

office at FHW A headquarters. If the SIB application contains a transit component, a 
simultaneous copy must also be submitted to the FT A Regional Administrator. 



ASSISTANCE TO BE OFFERED BY THE SIB 

23. Q. What types of assistance can the Sm off er? 

A. According to Section 350 (L)(3), SIBs can offer the following forms of assistance: 

• Loans and advances for projects with a repayment provision 
• Enhance credit 
• Serve as capiW reserves for bond or debt instrument financing 
• Subsidize interest rates 
• Ensure letters of credit and credit instruments 
• Finance purchase and lease agreements for transit projects 
• Provide bond or other debt financing security 
• Provide other forms of debt financing and methods of leveraging funds to be approved by 

the Department (see reference below to 350 (L)(3)(g)) 

(States and sms soould carefully structure debt financing on State and local bonds that seek tax exempt status for such 
imtruments so as not to cause~ issuance to be federally guaranteed (ei~r directly or indirectly) within~ meaning of 
section 149(b)(2) of the Internal Revenue Code, and thus lose its tax exempt status under the IRS Code.) 

24. Q. What are the other assistance forms of debt financing and methods of leveraging 
funds that are approved by the Department mentioned in Section 350 (L)(3)(g)? 

A Other forms of debt financing and methods of leveraging funds to be approved by the 
Department that relate to a project with respect to which such assistance is being provided 
include: 

• Lease guarantees for highway and transit capital projects 
• Certificates of Participation 
• Letters of credit (direct pay or stand-by) 
• Lines of credit 
• Grant anticipation notes 
• Stand-by guarantees 
• Other forms of assistance aside from those listed above should be submitted to the 

Department in writing for aproval. 

(States and sms should carefully structure debt financing on State and local bonds that seek tax exempt status for such 
imtruments so as not to cause ~ issuance to be federally guaranteed (ei~r directly or indirectly) within~ meaning of 
section 149(b)(2) of the Internal Revenue Code, and thus lose its tax exempt status under the IRS Code.) 

15. Q. Does Section 350 prohibits financial assistance from the SIB to take the fonn of a 
grant? 

A Section 350 states that "initial assistance" cannot be in the form of a grant. Therefore, the 
first use of the funds cannot be a grant. The law does not explicitly prohibit grants as the second 
use of the funds. The Congressional Conference Report on Section 350 states that "Federal funds 



contributed to a SIB may not be used as a grant." Congress envisioned a self renewing source of 
transportation funding through the SIB program. States are discouraged from making grants 
from the SIB. The very concept of a SIB envisions a continuing replenishment of the SIB 
through repayment proceeds derived from SIB loans. The granting of repayment proceeds will 
diminish the capacity and effectiveness of the SIBs over time. 

24. Q. What projects can receive the loans or other assistance? 

A When SIBs initially provide loans or other forms of assistance to public and private 
entities for Federal-aid-eligible highway and transit capital projects. Federal-aid highway funds 
can only be spent on highway construction (as defined in Title 23), and transit funds can only be 
spent on Title 49 transit capital projects following Federal procedures. When repayments are 
made to the SIB, the SIB can use these funds to assist Title 23 projects following State 
procedure. 

25. Q. What are some of the tax issues that might be involved? 

A Section 122 of title 23 as amended (by section 311 of the NHS Designation Act) makes 
bond principal, interest, and issuance costs ELIGIBLE for reimbursement on any authorized 
Federal-aid project (i.e. the project cannot be a State project that complies with state procedures). 

On issues of tax-exemption, FHW A will not advise States. State's bond counsel should review to 
ensure that any bond or other issuance does not run afoul of Treasury/IRS policy on direct or 
indirect federal guarantees affecting the tax exempt status of state and local bond issuances. 
States' bond counsel should advise on what constitutes an indirect federal guarantee under the 
IRS Code. 

26 U.S.C. 149(b)(2)(A) provides that a bond is considered federally guaranteed if the payment of 
principal or interest in whole OR IN PART is guaranteed by the US or an agency thereof. 

Section 149(b)(2)(C) provides that a bond is considered federally guaranteed if the payment of 
principal or interest IS INDIRECTLY guaranteed by the US or agency thereof. It is the wording 
of indirect guarantee that gives the most cause for concern in the context of section 122 of title 
23. 

There is no certainty that the F-aid program will be reauthorized the 5-8 times necessary to 
liquidate a 30 year bond. In this regard, in a private letter ruling by the IRS relating to the 
wastewater treatment program, the IRS stated that the mere availability of future anticipated 
grants from the federal government to pay principal and interest on State and local bonds did not 
trigger the guarantee provision in the IRS code. 

This private letter ruling however relates only to the requester requesting the IRS ruling and is not 
binding on the IRS. States CANNOT cite to this opinion as precedent. Further, the IRS 
regulations (26 C.F .R l. I 49(b )-1) do not address indirect guarantee issue. 



REPAYMENTS OF LOANS OR OTHER ASSISTANCE 
Highway, Transit, and Repayment Accounts 

26. Q. In what time frame can loans or other assistance be repaid? When repaid, how will 
the repayment accounts be segregated? At what point can those repaid funds act like State 
moneys? 

A. · Section 350(e)(4) indicates that the repayment of a loan or other assistance from an 
account of the bank shall be consistent with the repayment provisions of Section 129(a)(7) of 
Title 23. 

Following the creation and maintaining of separate highway and transit accounts for 
capitalizing, interest earnings, and providing initial assistance to projects, another account or 
accounts should be created within the SIB to receive and to clearly distinguish repayments from 
projects initially assisted by the highway and transit accounts ( repayment accounts could be 
segregated by mode or project or other repayments at the State's discretion). 

Underaloan 
• According to Section 350(e)(6) and Section 350(e)(7), repayments on the loan must 

commence not later than 5 years after the project has been completed, or in the case of a 
highway project, when the facility has opened to traffic (whichever is later). Repayments 
must be completed 30 years after the loan has been committed. 

• As indicated in Section 350(e)(4), consistent with the repayment provisions of section 
129(a)(7) of Title 23, a repayment account would receive project repayments which may 
then in tum be used for Title 23 projects or eligible Title 49 transit capital projects without 
Federal requirements applied. (For example, when funds from a particular Federal-aide 
highway category (such as Bridge funds) are loaned to a project under Section 129, the 
repayments can be directed to a revolving fund that does not limit their use to projects 
under other program categories). 

Under a line of credit or other forms of assistance 
• If the line of credit has not been drawn upon after the terms of the project project 

agreement have been exhausted, the amount of funds supporting the line of credit may be 
transferred into a repayment account. No Federal requirements will be attached to Title 
23 or eligible Title 49 transit capital project activities advanced with funds in this 
repayment account(s). This transfer may occur only in cases where the SIB is capitalized 
(and federal funds have been obligated for that capitalization). 

27. Q: Do Federal requirements apply to projects receiving initial Sm assistance? 

A:. Federal requirements do apply to projects that receive Afirst-generation@ 
assistance from the highway or transit accounts that are initially capitalized with 
Federal and non-Federal matching funds and interest earnings on both. 
Repayments of first-generation assistance to these Federal projects may be made 



with any sources of funds--including Federal funds (future apportionments / 
allocations). 
On the first set of loans S/Bs may select consultants and contractors in 
accordance with State law as States may now when they make a Section 129(a)(7) 
loan to a private entity or a toll authority (all other Federal procedures apply). 
However, on the first set of loans made by S/Bs to local governments, consultants 
and contractors must be selected in accordance with Federal law. 

28. Q: How should repayments of initial assistance be accounted for? 

A: The accounting for repayments is largely at the discretion of the SIB. The SIB 
may direct repayments of initial assistance from the capitalizing (highway and 
transit) accounts to a single repayment account. Or, it may continue to distinguish 
between funds initially provided from the highway account and funds initially 
provided from the transit account by establishing two separate repayment 
accounts. In either case, the repayment account( s) must be separate from the 
initial capitalizing (highway and transit) accounts, since Federal requirements 
(including non-Federal match and interest earnings) apply to projects receiving 
assistance from the capitalizing accounts. 

29. Q: Are such repayments considered State funds? Do Federal requirements 
apply to subsequent generations of SIB assistance? 

A Repayments of initial SIB assistance provided from the capitalizing accounts are 
considered State funds. Federal requirements do not apply to 
Asecond-generation@ assistance provided to projects from the repayment 
account( s )-except as noted below. 

30. Q: Can Federal funds be used to repay second-generation assistance? 

A: A SIB cannot repay second-generation assistance with Federal funds (future 
apportionments / allocations) unless Federal eligibility on the project receiving 
such assistance has been preserved--much like the preservation of Federal 
reimbursement eligibility under advance construction. If the project receiving 
second-generation assistance from the SIB repayment account(s) does not meet 
Federal requirements, or cannot retroactively satisfy those requirements, then 
Federal funds cannot be used to help repay such assistance. 

31. Q: Must Federal requirements apply to projects already underway that 
subsequently receive SIB assistance? 

A:. As with the regular Federal-aid program, any level of Federal participation at any 
project stage results in Federal requirements. If a project receives first-generation 
assistance from a SIB capitalizing account, or if repayments of second-generation 



assistance involve Federal funds, then Federal requirements must be observed. 

32. Q. Can a State use future repayments to match future Federal draw downs 
(partial conversions) of the ACAP? 

A Project repayment streams cannot be used to match future capitalization (section 
350(f)). 

Q. Do Sm funds loose their federal identity and are therefore "free of federal 
requirements" on their initial use? 

A No. On their initial use, SIB funds maintain their federal identity. However, States 
may follow State procedures when assisting a second generation projects (from 
repayment sources on the first set ). The second set of projects assisted by the SIB 
must be title 23 eligible. 

INVESTMENT INCOME GENERA TED BY THE sm 

33. Q. What additional financing instruments may the Department approve to earn 
interest to on the investment income generated by funds contributed to an account 
of the bank besides United States Treasury securities? (Section 350(e)(3)(c)) 

A Any investment instrument the State invests its own money in will be considered 
acceptable to the Department. If the State cannot demonstrate that it invests its own 
funds in a particular investment instrument, the State should apply to the Department in 
writing. 

34. Q. Can interest earned (or investment earnings) from the Federal and State 
capitalizations be treated like State money? 

A Interest earned on capitalizing funds (including Federal and State match) cannot be 
treated like State funds, they must be credited to the capitalizing accounts. 

35. Q. How should investment income be credited to the bank? (Section 350(e)(3)) 

A The SIB must establish a separate highway and transit accounts for Federal funds 
(and required matching funds) which is not subject to any transfer to activities outside the 
SIB activities (such as a State's00highway trust fund). Also, the transfer cannot apply to 
investment income earned on the Federal deposits, required matching funds, or the 
repayment of these deposits by a project developer. 

36. Q. What will be the timing of auditing? 

A FHW A will accommodate different state fiscal years. 



UNITED STA TES NOT OBLIGATED 
37. Q. Is the United States obligated to any third party as a result of commitments 
of a SIB? (Section 350(h)) 

No. The State shall indicate in all agreements with parties receiving financial assistance 
from the SIB that the United States is not obligated. 
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IINNOVA1TVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

UNIT 4: FTA'S INNOVATIVE FINANCING HANDBOOK 

PURPOSE: 

The purpose of this unit is to describe the Federal Transit Adminis
trartion' s "Innovative Financing Handbook." It contains guidance 
on and examples of many of the innovative financing techniques 
that may be used by transit authorities to enhance the effectiveness 
of their infrastructure programs. 

WHAT YOU WILL LEARN IN TIDS UNIT: 

1. The current status ofFTA's innovative finance program. 

2. Various innovative finance techniques that can be used to en
hance public transit investment. 

WHAT WILL HAPPEN IN TIIlS UNIT: 

FTA's Innovative Financing Handbook will be presented. 

'ROUNDTABLE DISCUSSION PAGE 1 
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DEAR TRANSIT Cou,EAGUE: 

I am pleased to provide you with a copy of the 

enclosed publication, "Innovative Financing Handbook." 

It contains guidance on and examples of many of the 

innovative financing techniques that may be used by 

transit authorities to enhance the effectiveness of their 

infrastructure investment programs, and includes the F'l'A 

Innovative Financing Federal Register Notice (f,RN) 

which was published on May 9, 1995. The publication 

is intended as a reference document that facilitates 

development of additional ideas and financial innovations. 

It is envisioned that transit operators who develop 

variations on these techniques, or additional innovations, 

would propose these to Ff A for review and approval. 

The publication begins with specific financing 

techniques which are described in greater detail than 

was included in the FRN. The last section of the report 

contains lhe text of the FRN as published, and a matrix 

of the sample techniques, compared with the various 

FTA funding sources that may be available for use in 

innovative financing . If you need additional copies of 

this publication, please contact your Regional Office. 

Sincerely, 

:l::t' 
Administrator 
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INTRODUCTION 

On May 9, 1995 Fl'A published in the Federal Register a notice on 
Innovative f-inancing . The notice describes a vnriety of innovative financing 

techniques that may he .used by transit operators receiving Federal financial 

assistance. Transit agencies may use FfA grant funds, or assets acquired with 

rederal assistance, to enhance the effectiveness of their capital investment 

programs with these techniques. This publication is intended lo provide Fl'A 

grantees with general guidelines on selected types of financial structures that 

they may propose in support of a wide variety of capital projects . The transac

tion types described have either already been used, with FTA's concurrence, or 

they have been proposed and arc being recommended for use in the context of 

Ff A grant programs. An example of a "tested" transaction is the use of 

Ccl'lificates of Participation (COP's) to facilitate a sale-leaseback of buses. 

If, after discussions with Regional personnel, there arc any questions 

remaining, please contact either Janette Sadik-Khan, Associate Administrator 

for Budget and Policy, on 202-366-4050, o~ Paul Marx, Economist, on 
202-366-1675. 

iii 



REPAYING BONDS AND 
CERTIFICATES OF PARTICIPATION 

COP's are tax-exempt homls, issued by State entities, lhat arc usually 

secured wilh a specified revenue source such as an equipment or facilities 

lease. A purpose-formed Stale enlily issues lax exempt bonds with maluri

lies that match the lease term of assets that arc purchased by the State enti 

ty with the proceeds from the bond issue. The Slate entity then leases lhe 

equipment to one or more lransil systems. The resulting lease payments, 

most often made with a comhinalion of formula grant funds and local 

matching share, are then "passed through" lo lhe bondholders hy the State 

entity. The combination of larger vehicle order size, COP's with varying 

maturities, and lease arrangements, reduce and stabilize currcnl capital 
cosls significantly. 

Several examples are provided by the California Transit Finance 

Corporation (CTFC), which provided funding for the hus purchases of sev

eral California grantees, including lhc Los Angeles County Metropolitan 

Transportation Authority which replaced 333 diesel fuel huscs with huses 

lhat operate on methanol . The Cl--7'C issued COP's, secured hy a lease on 

the huscs that were purchased. Because lhc lransaclion involved 40 buses, 

lhc local gas utility provided a high-speed fueling facility with a favorable 

capital lease arrangement. The following diagram illuslrales lhc lransac
tion . 

NOTE: FTA funds may not he used directly to generate interest 

income from arbitrage (i.e . making money from the diffcrcm:c hclween the 

Feder._,! and local costs of horrowing). In the following structure, Federal 

funds are being used to make lease payments. The COP's arc secured by 

the leases. 1101 hy lhc pledge or encumbrance of Federal funds. 

"Certificates of Participation (COP's) are a type of leasing arra11,:eme11t 

i11 wlriclr bouds are ismed to jiuauce tire purchase of transit assets." 

(Federal Register, Vol. 60 No. 89, May 9, 1995) 

l\lulllplc 
llondholders 

l'ayllll' III 

Vchklc 
l\lunufaclurcr 

t-:xamplt· Sln1dt11l' 

FTA (:ranls 

Mow ofFumh 

How of Vehicles 

·1 T -1 •• 
11,is methanol 

1wwerl',I Im.~ 

was fimmce,I 

through COi''.~. 
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STATE REVOLVING LOAN FUND 

Slates have the abilily 10 use FTA grant funds lo establish and opcrale 

Revolving Loan Funds in supporl of public and privale non-profil lransit 

operators. This mechanism allows lhe Slate, as recipienl or by agreemcnl 

wilh ils sub-recipienls, lo aggregale Seclion 16. 18, or 9 funds, pool pur

chases of vehicles. and eilher lease or sell lhese lo lhe transil operators, or 

make loans 10 transit operators for vehicle and facililies acquisition~. The 

revolving loan fund allows pooled vehicle purchases that may help reduce 

acquisition cosls. It provides a mechanism for the State to make loans 

(with interest) or leases to transit operators who might not he ahlc to 

arrange such transactions on !heir own. II also provides an ongoing source 

of local capilal in supporl of lhe Slale's lransil operalors. The interesl pay

menls and lease paymenls relurned lo lhe S1a1e·s revolving loan fund arc 

considered lo be "program income" in lhe conlexl of lhe FTA granl pro

gram. These income slreams are lhercfore not required lo be relurned to 

lhe U.S. Treasury. and may he used lo make addilional loans, leases, and 

granls lo eligible lransil granlees. The local grantees are able lo use subse

quent years' rural or urban granl funds to make loan or lease paymenls. 

including reasonable interest 

The Arkansas State DOT has requested authority and FTA funding to 

establish a State revolving loan fund, including Federal Highway Vanpool 

funds and local matching funds, lo facilitale a Slale vehicle purchase and 

leasing program. Over $2.4 million in vehicle purchase activily may be 

supported wilh lhis fund over a to-year period. This represents al leas! 

125 vans for rural health and human services lransportalion service. 

The fund will reduce vehicle purchase costs by allowing more vehicles lo 

he purchased al one lime, and ii will reduce lranspmlation providers' 

capilal cosls by allowing !hem lo lease lhese vehicles ralher than 

purchasing !hem. 

"l;ederal gra11t Ju11ds may be used to support State or local revolving 

loa11 Jrmds established in accordance with appropriate State laws." 

Example lkrnhing I .0:111 1-"111HI 

( -Snl .9 
St·t·t.J 

CM,\(} 

.-······· -- / 
~ 
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1Jepartme11t ,~r 
1'ramportatio11 

is i11itiati11g a 

revofri11g {om, 

f1111d for transit. 
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LEASE PAYMENT _________________________ _ 

Most FfA capital funding can he used to repay the principal and 

imputed interest costs of a focilitics or rolling stock lease . This capahilily 

also applies to the capital and interest costs of conlracting for service. 

referred to as "Capilal Cosl of Conlracling. !Sec fTA's circular C.7010.1 

of December 5, 19861 While Fl'A currently musl pre-approve lhc use of 

discrelionary funds for lease paymenls, no such pre-approval is required 

for lhe use of formula funds. A modification is being considered lo allow 

the use of discretionary funds on lhe same basis as formula funds . 

Under a lease slrnclure (provided the grantee dcmonslraled that a 

lease was more cost-effective than direct purchase) the equipment or facil

ity could be purchased by a leasing company. and leased lo the granlee. 

The grantee would make lease payments from a combinalion of Federal 

funds and local matching funds . The primary benefil of such a slruclure is 

that ii allows the grantee lo arrange its cash flow needs on a more level 

basis. even when an unusually large acquisition m11s1 be made. Secondary 

henl'fils include the ahilily lo hank lhe local share, allowing ii lo earn 

inlen:sl pending ils use for making lease payments, as well as the ahilily to 

reprogram some of the current formula grant funds to other projects. 

The only restriction on lhe use of formula funds for lease paymenls is 

1ha1 imposed by the operating assistance cap, which applies lo operaling 

leases as much as to direct operating costs. This limitation would arise if 

the grantee acquired the use of vehicles through a lease that included the 

provision of maintenance and fuel. Such a lease would be defined as an 

operating lease, so al least part of the lease payments would be regarded as 
operaling expense. 

"F1'Af1111ds may be 11sed to lease, ratl,er tl,a11 purcl,ase, lramil 

eq11ipme11I a11d facilities .. . so l011g as leasi11g is more cost-effectii•e 

tJ,a11 direct 1mrcl,ase." 

Example I .c.·asc.· Strnd11n· 

l\larmfol·turcr 

Trnnslt 
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JOINT DEVELOPMENT OF TRANSIT ASSETS 

There is a great deal of flexibility in FTA's treatment of Joint 

Development, particularly as this relates to transit supportive development 

in FTA's "Livable Communities Initiative." Grantees can lease air rights 

above a transit station, or transfer the FTA interest in one property to 

another, to allow the private development or other use of the property. 

Fl'A funds cannot generally be used to support development of property 

that is not directly adjacent to the transit facility. However, if properly can 

be subdivided, the FfA interest can be vested wholly in one part while the 

other would be considered 100 percent local share, for purposes such as 

leasing or mortgaging. whid1 allows the transit system lo actively support 

land use changes that increase transit use and program income. Joint devel

opment proposals will be reviewed and approved by FfA on a case-by

case basis. 

Santa Clara County Transit Authority ret1uesled regulatory llexibilily 

to use excess land (a 17-acre park-and-ride lot) adjacent to a light rail sta

tion for a transit/housing joi11t development project. FfA capital funds 

would be used lo make improvements lo the part-and-ride lot and provide a 

bus transfer facility. This investment would allracl a private developer to 

build the housing development. and would generate between $2011,11011 and 

$300,000 annually in lease revenues for the transit district. Al current inter

est rates (about 7%), such a revenue stream has II net present value of 

between $2.2 and $3.3 million in the first 25 years of the project's life. 

This docs not include fare revenues from increased transit system use. 

"Capital J>rogram f1111ds can be 11sed for a variety of joint 

deveto1,me,rt activities, so loug as they are physically or f1mctio11ally 

related to a trausit project aud they e11ha11ce the effective11ess of 

the tra11sit project. " 

Examples or Eli~ihlc Joinl Bc,l'lopnwnl l'rn1H'rl~ 

Park & Ride 
Eliglhlc 

Trnnslt Facility 
Eligible 

Access Route Eligible 

~--- -·----
Neighhoring 

Property 
( Not directly eligible l 

.loi11t tl1•1•1•/01m1t•11t 

ofter, i11110/11e.\· the 

"1catim1 of au 

office builtli11g 

over a transit 

statio11. 
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--
CROSS BORDER LEASE 

On April 26, 1990, FfA issued Circular 7020.1 "Cross-Border 

Leasing Guidelines." This circular announced thal U.S. lransil opera

lions would be able lo parlicipale in equipment leases by means of a 

sale-leaseback mechanism wilh a foreign lessee. This mechanism is simi

lar lo lhe Safe-Harbor Lease tlial was climinaled in the 1986 Tax Act. 

However, since lhe nel benefit io the parlicipanls resulls from non-U.S. tax 

laws, ii is allowable under U.S: laws. The basic form of lhis 1ransac1ion is 

for the lransil operalor lo purchase rollingslock, such as railcars, lhen 

simullaneously sell these lo a 1ion-U.S. inveslor who in lum leases them 

hack to the transit system. The foreign lessee generates lax benefits in its 

country of origin through investment tax credits and depreciation. 

These benefits arc shared with the U.S transit operator through reduced 

lease cosls. Since 1990, cross-border lease transactions have generaled 

net benefits for transit systems of between 1.5 percent and 4.5 percent 

of total lransaction size. The 1nos1 cost-effective cross-border leases 

have exceeded $50 million in lransaclion value, primarily because 

suhstanlial transaction costs usually require a higher transaction value . 

However, a few lrnnsactions have been successfully concluded with 

equipment of somewhat lower value. 

New Jersey Transit (NJT) reduced the cost of refurbishing its 

Arrow Ill commuter rail cars. In a cross-border transaction facilitated by 

Asea Brown Boveri (ABB) and its Netherlands banking subsidiary, NJT 

sold 233 refurbished Arrow Ill commuter cars to ABB, then leased them 

back for twelve years or more. A combination of debt provided by ABB 

and equity provided by NJT secured the transaction. NJT realized a net 

benefit from this transaction of $18.4 million. 

"A cross border lease is a mecha11i.m1 which permits i11vestors i11 a 

foreig11 co1111try to ow11 asset.'> in the V11ited States, lease them to a11 

America/I e11tity, a11d receive tax be11eftts 1111der the laws of their 

ow11 co1111try 

E-.;ampk Crnss-Honlt-r I .case Strnctun· 

t-:qully 
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SUPER TURNKEY & PRIVATE FINANCING 

The "Super Turnkey" process (authorized in Section JO 19 of the 

lntermudal Surface Transportation Efficiency Act of 1991 (ISTEA) 

is one where the project engineers or project management consortium 

undertake tu build, operate for a time, and transfer a facility to the purcha

sor. In such a situation, purchasing, deliveries, scheduling, and other 

critical aspects of the project are directed by the same entity - a Turnkey 

Manager. As a result, construction delays, start-up difficulties, disagree

ments about change orders and project timing are minimized. resulting in 

lower project costs and reduced litigation. 

One modification to this "Build/Operatefl'ransfcr" (BOT) process is 

where the consortium also ananges financing . This technique may he 

attractive for smaller grantees who may not have the credit history to 

minimize their borrowing costs. The Turnkey Manager may assist wilh 

project financing by accepting delayed compensation (e.g., postponement 

of progress payments), credit enhancements such as an insured line of 

credit. or even total project financing through the issuance of !heir (the 

consortium's) own bonds. While these financing methods have costs 

associated with them, they may allow a new transit project to proceed 

in a timely manner, thus generaling time and project savings well in 

excess of the financing cost. 

"Gra11tees ca11 also co11sider use of ve11dor fi11a11ci11g i11 proc11reme11ts, 

s11cl, as super t11mkey." 

Examplt• Supt•r Turnl .. c~ Slrndun· 

FTA 
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DELAYED LOCAL MATCH 

Transit systems may wish to delay the npplication of their local matd1 

ing funding, particularly if they arc trying to maximize the use of their 

locally available funds . This could occur because the funds arc invested in 

a short-term security, for example, or otherwise encumhered. However, 

there may also be a situation where the grantee is seeking to arrange con

struction period financing or some other innovative financing mechanism 

which could be facilitated through an uneven expenditure of Federal and 

matching funds . In the example chart, the delayed local match would 

allow the grantee to cam $2.45 million on its local share, at current 

interest rates. Additional benefits could he generated through innovative 
project financing, or other means . 

The FTA grants process generally is based on a level outflow for a 

specific project. For every 20 percent expended hy the locality, 80 per

cent in Federal funds arc expended. Little value can be added to such a 

cash stream through the assistance of private capital markets. 

However, if the Federal dollars arc expended first, e.g., for IOO percent of 

the design, engineering, or environmental reviews, then the construction 

period can be financed with smne private participation. In this instance 

local funds e:111 be "banked", or pledged us additional security for con

struction period financing. This is all possible because there arc no arbi

trage concerns with the local funds as there might be with the Federal 

funds . The benefit of delayed local match is that it may help assure the 

smooth progress of a major transit infrastrueturc project without any 
increase in Federal outlays. 

"1'1'A permits gra11tees to defer tl,e payme11t of the local share of 

transit projects. " 
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TOLL REVENUE CREDITS 

ISTEA provides that loll revenues 011 public roads and hridges expend 

ed for rnpital investment may count as local match (soft 111atd1) for 

Federal grant funds in a specific year. This capability allows the local 

matching share that would otherwise be required to match a transit grant, 

lo be used for other projects. 

This results from the recognition that different modes of transportation 

arc interconnected. Capital expenditures to reduce congestion in a parlicu

lar corridor benefit all modes in that corridor, he they automobiles, transit 

buses, or a rail system. Thus, if a community constructs a toll hridge, 

ISTEA allows the revenues from that toll bridge to he used as local match 

under the following specific circumstances: 

• The toll revenues must be used for transportation capil:11 investment, 

1101 operating expenses: 

• The soft match in one year is counted as the amount of toll revenue 

used for transportation capital investment in that year. That is, there is 

no carryover. 

Depending upon local conditions and requirements, a project's local 

(non-toll) match could he hanked. or used as matching funds for a discre

tionary grant, or used to facilitate the early completion of other capital 

projects, etc. 

l 
I 

\ 
I 

While toll revenue credits are not directly facilitated in Federal Transit 

laws, the credits ca11 reatlily be applied to transit ca11ital i11vestment.\·. 
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The FTA lll11ovative Fi11a11ci11g I11itiative has show11 two 

thi11gs. One, that the tra11sit systems i11 our Natio11 have already 

made sig11ifica11t adva11ces ;,, fi11a11cial i1111ovatio11, and two, 

that the private sector - i11vestors, developers, a11d the privQte 

capital markets - have a11 increasingly significa11t role to play 

i11 the co11ti11ued a11d e11lla11ced provision of public tra11sporta

tio11. Only by providing an orderly and predictable transit 

program will we be able to keep the i11terest of private investors 

focused 011 public transit. This Federal Register Notke is 

i11te11ded to s11mmarize a11d promote ma11y of the imu l'atio11s 

u11dertake11 by transit systems natiomvide, while provfoi11g a 

consistent framework for conti1111ed private i11vest111e11t in 

tra11sit i11frastruct11re. 

Janette Sadik-Khan 

Associate Administrator for 

Budget and Policy 

FEDERAL REGISTER NOTICE 

DEPARTMENT OF TRANSPORTATION 

Federal Transit Administration 

Innovative Fi11a11ci11g Initiative: Administrative l'olicies and 

Proced11res Facilitating Use of In11ovative Finance Tec/miques 

i11 Federally-Assisted Tra11sit Projects 

AGENCY: Federal Transit Administration, DOT 

ACTION: Notice. 

SUMMARY: This Notice describes innovative financing meth

ods and asset management tools which may be used in connection 

with projects receiving assistance from the Federal Transit 

Administration (FTA) in order to facilitate financing, leverage 

Federal, State and local funds, and otherwise increase the effec

tiveness of transit capital projects . 

FOR FURTHER INFORMATION CONTACT: 

Janette Sadik-Khan, Associate Administrator for Budget and 

Policy, (202) 366-4050, or Paul Marx, (202) 366- 1675, Room 

9310, 400 7th Street, S.W., Washington, D.C. 20590. 
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SUPPLEMENTAL INFORMATION 
The lntermodal Surface Transportation Efficicn«.:y Acl of 1991 (!STEA) 

encourages more efficient management and enhancement of our Nation's puhlic 

transit infrastructure lhrough the crealion of public/private invcslmcnt parlner

ships. In addition. Executive Order 12893, "Principles for f-edcral 

Infrastructure Investments," signed by the President on January 26. 1994, 

directs each executive department "lo ensure efficient management of infra

structure ... " and "to encourage private sector investment. which is a key 

objective of our efforts to promote innovative financing." Underlying this 
guidance is the notion that 1m11-kct-orientcd financing and management tech

niques can be effcdive tools for meeting our Nation's needs for infrastructure 

investment. To further these directives. on September 12, 1994, f-TA published 

a Notice regarding its Innovative Financing Initiative in the Federal Register 

(59 PR 46878) in which Fl'A requested information from its grantees ahout 

their use of innovative financing techniques in local transit projects. 

This Notice combines in a single document current innovative financing 

methods and asset management tools and indicates. where appropriate, changes 

in :1dministralivc praclice or policy guidance that may facilitate their use. 

Grantees and others in the transit co1111111111iry may find ii useful lo have in one 

publication a summary of the permissible financing and management tech

niques under Ff A's grant programs, Grantees should. however, refer to the 

appropriate FTA regulations. circulars, reports. and publications that explain 

these techniques in greater detail. or contact their FIA Regional Office for fur

ther guidance and assistance. 
The discussion below is divided into two broad categories, 

Innovative Finance Techniques and' Asset Management Tools . 
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INNOVATIVE FINANCE TECHNIQUES 

This section describes innovative financing techniques which may he used 

in connection with Federal transit assistance. In general. the techniques can he 

used with new projects financed with the f<TA Urbanized Arca Formula 

Program (49 U.S.C. 5307, formerly Section 9 of the Federal Transit Act, as 

amended) funds, as well as with Title 23, United States Code (e.g., Surface 

Transportation Program (STP) and Congestion Mitigation and Air Quality 

program (CMAQ)) funds transferred to be used for transit projects. In most 
cases, the techniques can also he used with funds from the Capital Program 

(49 U.S.C. 5309. formerly Section 3), as well as Nonurhanizcd Arca Pormula 

program (49 U.S.C. 5311, formerly Section 18), and Elderly and Persons with 
Disahilities Program (49 U.S.C. 53IO, formerly Section 16) funds. Many of 

the procedures can also be used with respect to assets previously acquired with 

Pedcral transit assistance. For clarity, each technique is described separately. 

Grantees should lake note that two or more techniques may he combined in 

the same project to generate additional savings or to furl her enhance private 

financing . 

F'TA generally supports use of innovative financing concepts that enhance 

the effectiveness of public transit investment hy either generating increased 

investment or by reducing overall project costs. The following techniques and 

provisions of f-cdcral transit laws are illuslralive of lhe types of innovation that 

FTA will support. The list is not exclusive; grantees interested in pursuing 

lcchniqucs not listed here should contact their FfA Regional Office. FTA will 

evaluate proposals on a case-by-case basis, and where appropriate make further 

changes in administrative procedures, or if necessary, revise its mies and regu
lations to make such changes. 
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Leasing. PTA funds may be used to lease, rather than pun:hase, transit 

equipment and facilities. Urhanizcd Arca rormula Program (49 U.S.C. 

5307, formerly Section 9) funds may be used to cover the costs of new and 

pre-existing leases, so long as leasing is more cost effective than a direct 

purchase. PTA regulations at 49 C.F.R. Part 639 prescribe how leasing of 

transit equipment may be eligible. Moreover, FJ'A permits on a casc-hy

case basis, using slightly different criteria, such leasing under the Capital 

Program (49 U.S.C. 5309, formerly Section 3), Nonurbanizcd Arca 

Formula Program (49 U.S.C, 5311, formerly Section 18), and Elderly and 

Persons with Disabilities Program (49 U.S .C. 53 IO, formerly Section 16). 

Certlncates of Participation (COPs). Certificates of l'articipation 

(COPs) arc n type of leasing ammgcment in which hnnds arc issued to 

finance the purchase of transit assets. Typically, the public transit agency 

(lessee) enters into a lease with a trnstee or non-profit entity (lessor) for the 

assets ii wishes to acquire. The lessor then transfers its rights to receive the 

lease payments made by the transit agency to the bond holders. The cash 

paid by the bond holders is lised to purchase the assets that will he leased hy 

the transit agency. The transit agency makes lease payments from local rev

enue sources and FJ'A grants. Title to the assets is held by the trustee for 

the security interest of the hond holders during the life of the transaction 

(usually 7 to 12 years). Use of this technique may allow transit agencies to 

use future reserves of local and federal revenues lo accelerate equipment 

purchases. Although historically PTA recipients have engaged in COPs 

transactions solely for the purchase of vehicles, this technique may also be 

used to acquire facilities. Approximately six of these have taken place with 

federally funded equipment. Further guidance on the use of COPs can be 

found in PTA Report No. PTA-MA-90-7005-93-1 ("How lo Evaluate 

Opportunities for Cross Border Leasing and COPs," November 1993). 

Joint Development. Under 49 U.S.C. 5309(a)(5) and (f) and 49 

U.S.C. 5309(a)(7) (formerly Sections 3(a)( I )(D) and 3(a)( I )(r)), Capital 

Program funds can be used for a variety of joint development activities, so 

long as they arc physically or functionally related to a transit project and they 

enhance the effectiveness of the transit project. rurrher, consistent with the 

additional llexihility in funding and dccisionmaking afforded hy ISTEA. ITA 

has recently interpreted the Capital Program (49 U.S.C. 5309) and the federal 

Transit laws (49 U.S.C. 5301 ct seq.) to allow such joint development projects 

under the Urbanized Area Formula Program (49 U.S.C. 5307, formerly Sc1:tion 

9), as well as the STP (23 U.S.C. 133) and the CMAQ Program (23 U.S.C. l.t9) 

when these funds arc transferred to FIA for a transit project. Similarly, hy this 

Notice, PTA is also alerting its grantees to the fact that assets previously 

acquired with rTA funds may be used for such joint development purposes . for 

example, land now used for station parking and no longer needed for transit pur

poses may be converted lo use in a transit-related development project. 

Certain cross-cutting Federal requirements will apply lo the at:tivilics sup

ported by Federal transit funds; however, such requirements would not apply to 

the commercial project itself, since Federal funds cannot be used for the con

struction of commercial revenue-producing facilities . FJ'A program funds may 

he used for the overall planning of a transit project, including the commercial 

revenue-producing facilities, so long as such commercial facilities arc part of an 

overall transit-related project. 

Use of Proceeds from Sulc of Assets in Joint Development Projects . 'Ii, 

facilitate joint development activities, rTA permits the sale of real property aml 

property rights acquired with FTA assistance, in the following instances. 

I. Real property that is no longer needed for transit purposes may be sold 

and the proceeds may then be used to purchase other real property for a 

transit-supportive development . If the real property is lensed, the pro

ceeds are considered program income and may he used for any transit 

purpose . 

II. Air rights over transit facilities constructed with Federal funds may he 

sold or leased lo developers and the proceeds retained as program 
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income for future use in mass transit, rather than returned 111 the 

Treasury. 

Cross Horder Leases. A cross border lease is a mechanism which permits 

investors in a foreign country lo own assets in the United Slates, lease them lo 

an American entity, and receive tax benefits under the laws of their own coun

try. FTA will permit the encumbrance of federally funded assets under a cross 

border lease so long as the grantee maintains continuing control anti use of lhe 

asset in mass lransil, and the benefits of the transaction outweigh the risks lo the 

grantee. Grantees should provide FIA wilh the details of the lransaclion for 

review on a case-by-case basis. FT~'s policy on Cross Border Leases is con

tained in Ff A Circular 7020.1 ("Cross Bonier Lensing Guidelines"). Further 

guidance on cross border leases is available in FTA Report No. FfA-MA-90-

7005-93-1. died previously. 

Capital Cost of Contracting. FfA permits grantees to count a portion of 

the cosls of a contract with a private operator for transit service operations as a 

capital cosl eligible for FTA capital program funding. This policy is described 

in more detail in FTA Circular 7010. I ("Capital Cosl of Conlrncling'"). This 

policy generally applies to conlrncling for providing transit services where lhe 

use of facilities and equipment is provided as a purl of a transit service contract. 

Innovative Procurement A1,pruaches. Fl"A encourages grantees lo use a 

wide variety of innovative procurcmenl techniques. These can include multi

year rolling slock procurements, forming consortia to facilitate efficiencies of 

scale in rolling stock procurements, or using design-build ("turnkey") as a 

method of infrastructure project delivery. Grantees can also consider use of 

vendor-financing in procurements, such as "super-turnkey," in which the con

tract calls for borrowing by the design-build contractor, with the cosls, including 

interest, paid off over time using Federal grant funds . Further information on 

this form of procurement is available in FTA Report No. FTA-MA-08-7001 -

92-1, "Turnkey Procurement: Opportunities and Issues." 
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State Transit Finance Support. FTA encourages Stales and local govern 

ments lo develop lhe capability lo provide support for lransil finance initiatives . 

Where Stale law pennils, PTA capital funds can be used lo support lransit-rclal

cd Stale finance enlilics, such as lransportalion banks. Such finance entilies 

could provide a range of financing options, including cross border leases, cerlifi 

cales of participation, joinl procurements. and the like, lhal may nol otherwise 

be available lo the smaller transit agencies. While FTA capital program funds 

can be used 10 cover the initial capilalizalion. they cannot he used lo cover the 

ongoing operating costs of such a program. 

Revolving l,oan Funds. By this Notice, FfA announces that Pederal grant 

funds may he used lo support Stale or local revolving loan funds established in 

accordance wilh appropriate Stale laws. These funds would be available lo pro

vide direcl loans for lransil projects, or lo acquire equipmenl and focililies and 

lease them lo providers of puhlic transporlalion in their Stales. Payments lo 

retire lhe loans or service the leases, including accrued inlcrest, wou ld be used to 

fund other lransil projects. Such a revolving loan fund could he used in comhi

nalion wilh pooled procurements, Slale or locally issued bonds, joinl develop

ment. and other techniques lo generate income for lransil inveslmenl or to 

reduce lhe overall cost of lransil capital investment. As with lhe Slate Transit 

Finance entities. FIA fonds can be used lo cover lhe initial capilalizalion, hul 

they Cimnol he used lo cover lhe ongoing operating costs of such a program. 

Deferred l,ocal Match. FIA permits grantees to defer lhe paymenl of lhe 

local share of lransil projecls. Under this policy, grantees may, with prior 

approval from Fl'A, draw down HIii percent of the lirsl 80 percent of projecl 

cosl of former Section 3 (49 U.S.C. 5309), 8 (49 U.S.C. 5303), 9 (49 U.S .C. 

5307), 16(49U.S.C. 5310), 18(49U.S.C. 53l1)and26(49U.S.C. 5320)pro

jccts. covering the local share of the costs at the end of lhe project. See, "Policy 

Statement on Local Share Issues," 57 FR 30880, July 10, 1992. 
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ASSET MANAGEMENT TOOLS 

Transfer of Federal Interest. In order lo facilitate the implementation of 

certain innovative financing transactions involving the lease or encmnhrance of 

an asset. FfA will permit the concentration of the Federal interest in a portion 

of assets acquired with Federal funds. leaving the remaining portion unencum

bered by any Federal interest. For example, where a fleet of 100 vehicles is 

acquired with Federal funds with a local share of 20 percent, the Federal inter

est may be concentrated in 80 of those vehicles, leaving the remaining 20- the 

local share--of the vehicles without any Federal interest. Moreover. this sepa

ration of Federal and local interests allows the grantee to explore other financ

ing techniques, such as using the local share for COPs or cross border leases to 

leverage additional funds, or using short-term lending, or debt subordination, 

where arhitrage issues could he involved. For example. the porlion of a llecl or 

facility without Federal interest could he mortgaged, and the proceeds used to 

earn interest or act as credit enhancement on a bond issue supporting a major 

investment. thus generating savings for the transit authority. 

Like Kind Exchange. FTA permits the transfer of the remaining Federal 

interest in an asset lo be transfcn.;d ton new asset in order lo facilitate the 

early replacement of such assets. For example, under the FIA Like Kimi 

Exchange policy (described in more detail in 57 F.R. 39328, August 28, 1992). 

buses which have reached only one-half their expected useful life may he sold 

and the proceeds may he used lo pay parl of the cost of like-kind replacement 

vehicles. so long as the remaining Federal interest in the vehicles which arc 

sold is applied lo the new vehicles. In such cases, the prncccds of the sale of 

the vehicles docs not have lo be returned lo the Federal government. 

Incidental Non-Transit Use. FIA-funded facilities may also used for 

limited non-transit purposes. For example, Ff A funds may be used for acqui 

sition of a Compressed Natural Gas fueling facility which will be used both by 

the transit operator's vehicles as well as other public vehicles. In such a case, 

Ff A will participate in the capital costs of the facility proportionate to the 
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needs for transit operations, including any designed-in reserve capacity neces

sary to assure rcliahlc transit service. However, non -transit use should be inci

dental, i.e., not detract from or interfere with the mass transit use of the facility. 

FfA will determine what use is incidental on a case-by-case basis. It should he 

noted that 49 CFR Parts 604 and 605 prohibit the use of Ff A-funded facilities 

for charier and schoolbus purposes. 

Transfer of Federally-Assisted Assets. 49 U.S.C. 5334(g) allows exist

ing, federally supported assets to he transferred for another public use when 

they arc no longer required for transit purposes . For example, if a bus garage is 

no longer needed for transit purposes, it may he transferred lo local municipal 

ownership for use in support of general public services. This new provision 

may also have application in support of innovative financing techniques, for 

example, hy permitting transfer of ownership of assets acquired with Federal 

funds to local public use in return for other local support for transit. These 

transfers arc subject lo very specific statutory conditions and must he approved 

in advance in writing by FfA. 

Coordinated Urban and Rural Services. Assets acquired with FIA funds 

may be used fur any purpose which is eligible for FIA funding . Thus, assets 

acquired with Urbanized Formula Program funds (49 U.S.C. 5307, formerly 

Section 9) or Capital Program (49 U.S.C. 5309, formerly Section 3) funds may 

be used in a rural selling together with assets acquired under the Nonurbanizcd 

Arca Formula Program (49 U.S .C. 5311, formerly Section 18), as part of a 

coordinated rural/urban system. Likewise, assets acquired for service in non

urhanizcd areas can he used in urbanized areas as part of such a coonlinatcd 

rural/urban system. 

Corridor Preservation/Advance Right of Way Acquisition. In limited 

circumstances, f-TA program funds can be used lo acquire and preserve existing 

transportation corridors and rights of way for future use in transit fixed guide

way projects, or existing corridors and rights of way acquired with local funds 

can he used as local match for FTA grants. Indeed, should there he an 

increase in the market value of an existing corridor or right of way acquired 
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wilh local funds only before the use of that property for a transit project, the 

property would be accepted as local match for an FTA grant al its increased 

value. Acquisitions of existing corridors and rights of way with PTA funds arc 

subject to two important constraints: (I) the Ff A/Federal Highway 

Administration (FHWA) requirement for completion of a Major Investment 

Study before a major investment project can be programmed for constrnclion 

funding; and (2) the prohibition on_ advance land acquisition that would preju

dice the ultimate decisions on mode and alignment for any trnnspmtation pro

ject prior to completion of the National Environmental Policy Act (NEPA) 

studies for that prnjcct. 

The preceding arc examples only. FrA welcomes all ideas and projects 

that have the potential to leverage existing or planned infrastructure invest

ment, or that will help to reduce P.~•blic transportation costs over time . 

Grantees interested in pursuing theNe aml other options should refer to the 

appropriate Ff A regulations or publications referenced in this Notice or contact 

their Fl'A regional office to discuss their plans in more detail. 

FfA will continue to make full use of its regulatory and statutory ncxibili

ty in fostering innovative financing proposals for transit. However, in all cases, 

projects must comply with all other statutory and regulatory rc4uiremcnts such 

as the NEPA, Civil Rights Acts, Americans with Disabilities Act, the Clean Air 

Act. and the Administrative Procedures Act . 
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ISSUED ON : MAY 9 1995 ~ 

Gordon J. Linton 

Administrator . 

MATRIX OF FTA GRANT PROGRAMS 
AND INNOVATIVE FINANCING TECHNIQUES' 

This table assumes the technique applies lo the eligible purpose of the project. 
i.e., bond repayment with Section 18 would mean repay bonds used to buy rural vans.· 

Financial Seel. Seel Seel Seel Seel' Seel CMAQ 

Technique 3' 9 16 18 11(bt 26' STP 
& 20 

Repay bonds & YES YES YES YES NO YES YES 
Certificates of 
Participation 

Stale Revolving YES YES YES YES NO YES YES 
loan Fund 

lease Pavmenl YES' YES YES' YES' NO YES YES' 

Joint Development YES YES YES YES NO YES YES 

Cross-Border lease YES YES YES YES NO YES YES 

Super Turnkey YES YES NO YES NO YES YES 

Detaved local YES YES YES YES NO YES YES 
Match 

Toll Revenue YES YES YES YES NO YES YES 
Credit 

I This assume, use of Sec1io11 ., f1111<h for lhc ar1ivi1y. or 11,c of Ser1io11 1 funded properly for 1hc ac1ivi1y. 
The capahililies apply c11ually 111 CMAQ hm,ls. in lhc dean air conlcxl . 

2 Seclions I l{h). 20 aml 26 arc primarily !raining . research and devclopmenl , 11111 involv ing capital expc111li
lurcs. Umvcvcr. ii is rnnccivahlc 1ha1 hunds or other debt could be issued in support of these m:1ivi1ics . 

3 There is no prohibition against the use of lhcse funds, bul lhcir use is unlikely. unless ITA chose 10 i11i1i 
a1e very innovaiivc lechnology de11111nstratio11 prnjcels 

4 Out only if prc -upprovcd, at this point. FTA is co11sidcri11g whether 10 cxtcud lcasiug a11thori1y IO Scctiou 

1. 16. Ill :md CMAQ programs 011 a more rmuiuc h:isis . 

NOTE: The Federal Transit ,\cl tas amemlctll has heeu rndil'ietl as Chapter .'iJ of Tille -IIJ in 1he llniled 

Stales ('111lc . Therefore, 1hrongho111 the text, where a rcl'ereure appear, lo a scl'li1111111' the h-,k,al 

Tra11si1 Act. ii is rcc111lified as follows: 

• Scrtion 3 is recodificd al 49 U.S .C . 5309. • Secti1111 Ill is rccmlificd at -19 U.S .C. 5.H I. 

• Scr1io11 9 is rccudificd al ,19 U.S.C. 5307. • Scc1io11 20 is rccllllificd al .JI) U.S.C . .'iJ2! 

• Scctiou I l(h) is rcrndilied al ,11) U.S.C. 5317. • Section 26 is rccllllificd al -19 U.S.C:. 5.120. 

• Seel ion 16 is recmlified at 49 U.S.C. 53 II). 
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IINNOYATIY.E FINANCE AND STATEWIDE FINANCIAL PiANNING 

UNIT 5: STATE"WIDE AND I\IBTROPOLITAN PLANNING 
REQUIREMENTS 

PURPOSE OF TillS UNIT: 

This unit describes the financial planning process that serves as the 
framework for the statewide and metropolitan financial planning 
requirements. 

WHAT YOU WILL LEARN: 

1. The need for financial planning. 

2. The responsibility of the state and MPO in the development of fi
nancially constrained STIPs, TIPs, and long-range transportation. 

3. The characteristics of and experience with financial planning. 

4. The context for financial planning in the statewide and metropoli
tan transportation planning process. 

WHAT WILL HAPPEN IN TillS UNIT: 

You will be provided with a general overview of the financial 
planning process based on current practice and legal requirements. 
The information presented will assist in the development of a 
context for the role of financial planning and programming in your 
organization. 
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!INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

1. THE NEED FOR GUIDANCE IN FINANCIAL PLANNING 

A. Introduction 

The decision to construct a transportation facility, purchase transit 
equipment, provide new service, or maintain existing facilities and 
services represents a major financial commitment for society, espe
cially when out-year operating, maintenance, and capital replace
ment costs are considered. In addition, rising costs, ever-increasing 
demand for funds, and the desire to promote greater financial re
sponsibility have led U.S. DOT to place new emphasis on sound 
financial analysis and planning. 

FiBancial planning is essentially the determination and balancing 
of all relevant sources of anticipated revenue and expenses over a 
set period of time with provisions for use of debt to finance certain 
expenses and for assignment of revenue to service such debt. 

B. Problems From Inadequate Financial Planning 

Serious problems can result when financial planning is not ade
quately performed. 

1. Some "new start" cities have been forced to reduce overall ser
vice levels in order to afford putting new lines into service. 

2. New highway capacities can put pressure on budgets available 
to maintain these roads. 

3. Metropolitan Long Range Plans and TIPs become meaningless 
"wish lists" that do not realistically reflect the difficult choices 
that need to be made to effectively manage financial resources. 

4. Unanticipated revenue shortfalls can occur as a result of inaccu-
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!INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

rate cost estimating or revenue forecasting. 

C. Benefits of Financial Planning 

An improvement in the quality of financial planning and program
ming can ensure efficient and effective us~ of scarce funds before 
funds are actually committed. 

I. Project cost and revenue streams can be managed to reduce 
overall financing costs. 

2. Lending markets and other project sponsors will be more will
ing to provide project financing. 

3. Services will not be interrupted due to lack of financial re
sources. 

4. The transportation system will be adequately maintained before 
service expansion is undertaken. 

5. Realistic Long Range Plans and TIPs will be developed that 
contain projects that reflect the product of regional planning. 

2. CHARACTERISTICS OF FINANCIAL PLANNING 

A. Activities Comprising Financial Planning 

Three types of activities are undertaken in financial planning: 

I. Assessment of financial condition (i.e., overall financial health); 

2. Assessment of financial capability(i.e., estimation of cost and 
revenue streams and analysis of future cash flow); 

3. Preparation of a financial plan (including identification, analy-
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!INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

sis, and evaluation of alternative sources of funds). 

B. Financial Condition 

An assessment of financial condition considers factors that may af
fect the ability of a state or region to operate, maintain, and make 
needed investments in the existing transportation system. 

1. Principal among these factors are the economic vitality of the 
state or region; debt management history of the funding entities; 
and historical financial burden of transportation expenditures. 

2. The analysis of economic vitality examines historical trends and 
forecasts of economic indicators tied to the pledged sources of 
revenue and to the various transportation expenditures. 

3. Other components of the financial condition analysis include a 
review of transportation debt management practices, analysis of 
financial burden of transportation when compared.to 
non-transportation expenditures, and the direction of local 
transportation policy issues. 

C. Financial Capability 

An assessment for financial capability addresses the stability and 
reliability or robustness of the revenue base and its ability to meet 
specific requirements. 

1. In order to evaluate financial capability, out-year projections of 
costs (i.e., operating, capital, and maintenance) and revenues 
(i.e., public and private) are developed, along with other indica
tors of the financial capability of various transportation·agencies 
and their funding partners 

2. The assessment of financial capability provides information for 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

answering the following questions: 

• What are the capital, operating, and maintenance costs of 
providing transportation services, facilities, and equipment 
over the useful life of these facilities and equipment? 

• What revenues and other sources of funds will be pledged to 
the transportation system? 

• What roles and responsibilities will state and local govern
ment and private concerns have in carrying out the proposed 
transportation program, including making new capital invest
ments while operating, maintaining, and recapitalizing the 
base transportation system? 

D. Financial Plan Preparation 

A financial plan describes sources and uses of funds; financing ap
proaches; and steps required to secure financing for the proposed 
improvement program. 

I. Financing alternatives for meeting capital and operating re
quirements for transportation investments are developed based 
on the cash flow analysis and the identification, analysis and 
evaluation of new revenue sources. 

2. Each alternative should identify the specific source and use of 
funds (including annual debt service) in future years. 

3. The typical financing alternatives are: (1) pay-as-you-go; (2) 
debt financing; and (3) private sector financing. Usually a com

' bination qf these are used. 

4. Innovative financing options should be explored. 
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I INNOVATIVE FINANCE AND STATEWIDE FINANCIAL PLANNING 

3. THE CONTEXT FOR FINANCIAL PLANNING 

A. Statewide and Metropolitan Planning 

Figure 5 .1 highlights the relationships between statewide and 
metropolitan transportation planning. It reflects the use of man
agement systems to define needs, use of public involvement, coor
dination of statewide STIPs with metropolitan area TIPs, and use 
of statewide long-range plans to define basic policies and/ or pro
grams. 

B. State Transportation Improvement Program (STIP) 

The STIP is the result of the statewide and regional planning and 
selection process. It must include all federally funded Title 23, 
transportation projects for a three-year project. The STIP is a sum
mary list of the selected transportation projects throughout the 
state. It is reviewed by the Federal Highway Administration and 
the Federal Transit Administration to assure the following: 

1. It identifies all proposed highway and transit projects in the 
state, funded under Title 23 USC and the Federal Transit Act, 
including Federal Lands projects; 

2. It is consistent with the long-range, statewide transportation 
plan; 

3. It is consistent with the metropolitan transportation programs 
(TIPs) approved by the MPOs; 

4. In nonattainment areas, it includes projects that conform with 
the State Implementation Plan (SIP) for air quality (also re
quired by the federal government); 

5. It is consistent with expected available funding; 
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6. It identifies project selection priorities developed with appro
priate consultation and/ or coordination with local jurisdic
tions, metropolitan planning organizations, and federal land 
agencies. 

C. Metro_politan Transportation Planning 

Figure 5 .2 presents an overview of the financial planning process 
in the context of metropolitan transportation planning. This pro
cess consists of several interrelated steps leading to the preparation 
of a TIP financial plan and a financial plan for the Metropolitan 
Transportation Plan. A key input to the financial planning pro
cess includes estimates of capital and operating grants which are 
normally determined externally to the financial planning process. 

As shown in Figure 5.2, at the heart of this process is regional fi
nancial policy and program planning. 

Financial policy and program planning is a continuous process 
leading to the development of: 

• Transportation Capital and Operating Plans; 

• Transportation Fare and Pricing Policies; 

• Transportation Financing Policies and Options including: 
Pay-as-you-go; Debt Financing and/ or Innovative Financ
mg; 

• Grant Allocation Policies. 

Following the adoption of these various financing and program 
planning policies, several technical forecasts are conducted to de
velop estimates of Total Transportation Costs and Total Trans-
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portation Revenues over the programming period. In the case of a 
Metropolitan Transportation Plan, the programming period may 
be 20 years, while for a Transportation Improvement Program, the 
programming period may be 3 to 5 years. 

Cost and Revenues can be further analyzed through the conduct of 
risk and sensitivity analyses which examine the impact of alterna
tive assumptions concerning such factors as inflation, interest rates, 
and project schedules. Financial capacity of the region to imple
ment the financial plan. If revenues are insufficient to cover costs, 
it is necessary to then reexamine underlying plans and policies to 
either modify the capital and operating program or identify new 
sources of revenue. If cost and revenues are in balance, then fman
cial plans and programs can be prepared. 

D. Transportation Improvement Program (TIP) 

The specific sequential, or parallel steps involved in developing the 
financial plan for the TIP are (Figure 5.3): 

I. Select TIP Programming Period -this must be a minimum of 3 
years, however some metropolitan areas adept a 5-year pro
gramming period. 

2. Select TIP System Preservation Projects -Priority is first given 
to projects that will maintain the existing transportation system 
over the useful life of these assets. 

3. Estimate Revenues for TIP Programming Period -These include 
funds that can reasonably be expected to be available to the re
gion over the programming period including dedicated rev
enues . . ,, ·. 

4. Estimate Project Costs -Determine project costs of construction, 
operation, and capital purchases for the TIP programming pe-
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riod. 

5. Determine whether total revenues are equal to or greater than 
total project costs -It is expected that revenues and costs be in 
balance -if this is not the case, it is necessary to identify strate
gies to bring these values into balance. 

6. Identify Additional Revenue Sources -Because system preserva
tion is a first priority, it is necessary to identify additional rev
enue to cover these costs at this state before system expansion 
projects are considered. 

7. Determine Whether System Expansion is Desired -Once rev
enues and costs for system preservation are in balance, then sys
tem expansion projects may be considered. If such projects are 
desired, then these projects are selected and a cost estimate is 
prepared. The revenue and cost balances are examined and this 
process is repeated until a final list of projects is determined 
such that revenues and costs are in balance. 

8. Prepare TIP Financial Plan -A financial plan descnbing costs 
and revenues is developed and adopted by the region. 

E. Metropolitan Transportation Plan 

The financial plan element of the Metropolitan Transportation 
Plan builds upon elements contained in the TIP financial plan. 
The sequential or parallel steps, involved in developing the finan
cial plan for the Metropolitan Transportation Plan are: (Figure 
5.4): 

1. Review TIP Financial Plan -The TIP financial plan can be con
sidered as a sub-element of the long-range financial plan. The 
TIP Financial Plan provides a basis for estimating revenue 
sources and projects costs for Metropolitan Planning. In addi-
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tion, the TIP financial plan will provide estimates of funding 
commitments made for the post-TIP period. These include pro
jects that will be completed during the post-TIP period, but 
have been started during the TIP programming period. 

2. Estimate Revenues for Long-Range Plan -Based on the TIP fi
nancial plan, develop an estimate of future revenues from 
sources contained in the TIP to the end of the long-range plan
ning horizon. 

3. TIP Projects Scheduled for Completion in Post-TIP Period 
-Identify costs of project commitments made in the TIP for the 
post-TIP period. 

4. Select System Preservation Projects -Similar to the TIP, initial 
emphasis in the Metropolitan Transportation Plan is on projects 
designed to preserve the current transportation system. 

5. Estimate Project Costs -Determine project costs for system 
preservation projects in the Metropolitan Transportation Plan. 
In addition, it will also be necessary to re-examine project cost 
estimates previously prepared for TIP projects scheduled for im
plementation in the post-TIP period to ensure that they reflect 
any anticipated project scope changes or cost increases. 

6. Balance Revenue and Costs -Similar to the TIP progress, it is 
necessary to determine the balance between costs and revenue. 
Before system expansion projects can be contemplated, it is nec
essary to ensure that funding is available for system mainte
nance and preservation. 

7. System ~ .ansioµ ,-Once revenues and costs for system preser
vation have been balanced, then system expansion projects can 
be examined. 
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8. Prepare Financial Plan -Revenues and costs for both system 
preservation and system expansion projects are balanced and a 
financial plan is prepared for the Metropolitan Transportation 
Plan. 

4. STATEWIDE PLANNING AND PROGRAMMING RE
QUIREMENTS 

Each state must carry out a statewide transportation planning pro
cess which is continuing, comprehensive and intermodal, which fa
cilitates the efficient, economic movement of people and goods in 
all areas of the state, including metropolitan areas. The process 
must consider data collection and analysis, consideration of 23 fac
tors in conducting the planning process_ and coordination with par
ticipating agencies. The statewide transportation plan must con
sider a range of passengers, freight and modal transportation op
tions. Plans must include development of a STIP and the planning 
process shall be carried out in coordination with the metropolitan 
transportation planning process. 

A. Requirements for Statewide Transportation Plan shall: 

• Cover all areas of the state 

• Be intermodal 

• Cover at least 20 years 

• Contain bicycle, pedestrian walkways and trails elements ap
propriately interconnected with other modes 

• Be coordinated with the metropolitan transportation plans 

• Summarize or contain information on financial resources 
needed to carry out the plan 
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B. Requirements for Statewide Transportation Program (STIP): 

• Cover all areas of the state, although a partial STIP is accept
able. 

• In a metropolitan planning area TIPs shall be developed in 
cooperation with the MPO. 

• Include TIPs without modification once approved by the 
MPO and the Governor and after conformity findings are 
made. 

• State shall notify the appropriate agencies when a TIP includ
ing projects under its jurisdiction are included in STIP. 

• Title 23 and Federal Transit Act fund recipients will share in
formation as projects in the STIP are implemented. 

• Priority transportation projects for first 3 years are at least 
grouped by year. 

• TIP priorities dictate STIP priorities for metro areas. 

• Cover a period of not less than 3 years (additional years are 
only informational). 

• Contain projects consistent with the statewide plan. 

• In nonattainment and maintenance areas, projects must be 
from conforming programs. 

• Be financially constrained by year. , . . • 

• Include sufficient financial information to demonstrate which 
projects are to be implemented using current revenues and 
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which projects are to be implemented using proposed rev
enue sources while the system as a whole is being adequately 
operated and maintained. 

• In nonattainment and maintenance areas, during the first 2 
years projects limited to those for which funds are available 
·or committed. 

• Strategies for ensuring availability of proposed funding 
sources shall be identified. 

• Contain all capital and non-capital transportation projects or 
identified phases proposed for funding under the Federal 
Transit Act and/ or Title 23, excluding: 

• Safety projects under Section 402. 

• ITS planning grants under !STEA 6055 (b). 

• Transit planning grants under FTA Section 8 or 26. 

• Metropolitan planning projects under 23 U.S.C. 104 (f). 

• State planning and research projects under 23 U.S.C. 
307(c)(l) (except under NHS, STP and MA funding that 
the State and an MPO agree should be in the TIP and 
consequently in the STIP). 

• Emergency relief projects ( except substantial functional, 
location, or capacity changes). 

• Contain regionally signifi~t transportation projects requir
ing FHW A or FTA action regardless of funding. 

• For information, include regionally significant transportation 
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projects funded with Federal funds other than those adminis
tered by FHW A or FTA. 

• Include, for information purposes, if appropriate and cited in 
any TIPs, regionally significant projects, to be funded with 
non-Federal funds. 

• Include for each project the following: 

• Sufficient descriptive material to identify the project or 
phase 

• Estimated total cost 

• Amount of Federal funds proposed to be obligated during 
each program year 

• Identification of responsible agency (ies). 

• Projects in a given program year may be grouped. 

• Projects may be moved among the first 3 years of the STIP 
subject to the project selection requirements. 

• STIP may be amended under procedure agreed to by the co
operating parties. 

C. Statewide Project Selection must consider: 

• Only projects included in STIP are eligible. 

• In metropolitan planning areas, the projects shall be selected 
in accordance with the project selection portion of the 
metropolitan planning regulations. 

• Outside metropolitan planning areas: 
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• NHS, bridge and interstate maintenance projects will be 
selected by the state in consultation with affected local of
ficials. 

• Other FHW A funded projects selected by state in coopera
tion with affected local officials. 

• The projects in the first year of an approved STIP shall consti
tute an agreed to list of projects for scheduling and implemen
tation. 

• FT A funded projects shall be selected by states in cooperation 
with the appropriate affected local officials and transit opera
tors. 

• Project selection procedures need to be followed to advance a 
project from the outyears of a STIP. 

• Expedited selection procedures which provide for the ad
vancement of projects from the second or third year of a STIP 
may be used if approved by all parties. 

5. METROPOLITAN PLANNING AND PROGRAMMJNG RE
QUIREMENTS 

Each metropolitan area transportation planning process must in
clude the development of a Long-Range Transportation Plan ad
dressing at least a 20-year planning horizon by December 18, 1994. 
The adopted plan must include a financial plan for meeting revenue 
shortfalls through strategies for developing new or increased rev-
enues, and: , - -1 • · -

• demonstrate the consistency of proposed transportation in
vestments with already available and projected sources of rev-
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enue; 

• compare the estimated revenue from existing and proposed 
funding sources that can reasonably be expected to be avail
able for transportation uses, and the estimated costs of con
structing, maintaining, and operating the total ( existing plus 
planned) transportation system over the period of the plan; 

• in nonattainment and maintenance areas, address the specific 
financial strategies required to ensure implementation of pro
jects and programs to reach air quality compliance. 

The development of strategies to meet revenue shortfalls over a 
20-year time period is difficult to forecast concretely in detail. 
However, the intent is to make the Long-Range Plan more 
"realistic" by constraining them to revenues reasonably available 
to a metropolitan area and state. The MPOs and the states will 
need to work cooperatively to identify revenues available to the 
area including forecasts of federal, state, local, and private rev
enues. 

A TIP must be updated at least every two years and approved by 
the MPO and the governor. The development of the TIP must be 
conducted by the MPO in cooperation with the state and public 
transit operator( s) in the metropolitan region and cover a period of 
not less than three years. The TIP may cover a longer time period 
if it identifies priorities and financial information for the additional 
years. 

The state and the transit operator(s) must provide the MPOs with 
estimates of available federal and state funds which the MPOs 
shall use in developing,financial ·plans. . .·;: ,,,. 

The TIP must be financially constrained by year and contain a fi
nancial plan that: 
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• demonstrates which projects can be implemented using cur
rent revenue sources and which projects are to be imple
mented using proposed revenue sources (while the existing 
transportation system is being adequately operated and main
tained); 

• indicates resources from public and private sources that are 
reasonably expected to be made available to carry out the 
plan and, in the case of new funding sources, identifies strate
gies for ensuring their availability; 

• recommends any innovative financing techniques to finance 
needed projects and programs, including value capture, tolls, 
and congestion pricing. 

In developing financial analysis, the MPO shall take into account 
all projects and strategies funded under Title 23, U .S.C., and the 
Federal Transit Act, other federal funds, local sources, state assis
tance, and private participation. 

In nonattainment and maintenance areas, projects included in the 
first two years of the current TIP shall be limited to those for 
which funds are available or committed. 

6. FUNDING CATEGORIES IN FINANCIAL PLANNING 

All Funding Sources Fall into Three Categories: 

A. Available Funds 

Funds derived from an existing source of funds dedicated to or his
torically used for transportation purposes which the financial plan 
shows to be available to fund projects. 
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B. Reasonably Available 

Any new funding sources that do not currently exist or require 
some steps (legal, executive, legislative, etc.) before a jurisdiction, 
agency, or private party can commit such revenues to transporta
tion projects. A specific plan of action that describes the steps that 
will be taken to ensure that the funds will be available within the 
time frame shown on the financial plan must be provided. 

C. Not Reasonably Available 

1. When past efforts to enact new revenue sources have generally 
not been successful; 

2. the extent of current support by public, elected officials, busi
ness community and/ or special interests indicates passage of a 
pending funding measure is doubtful; and 

3. no specific plan of action for securing the funding source and/ or 
other information that demonstrates a strong likelihood that 
funding secured will be available. 

7. THE l\fPO RESPONSIBILfl'IES IN THE DEVELOPMENT 
OF LONG-RANGE TRANSPORTATION PLAN 

The Metropolitan Planning Organization is to ensure the Finan
cially Constrained Long-Range Plan is in fact "financially con
strained." 

A. The MPO is an "arena in which all regional players involved in 
the allocation of transportation funds determine what funds are 
reasonably available and the transportation projects to receive 
those funds over a 20-year timeframe. The MPO must work 
with transit agencies, State DOTs, local governments and public 
officials, the general public, and other interested parties to de-
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velop a financially constrained Long-Range Transportation 
Plan. 

B. The financially constrained Long-Range Plan is the product of 
cooperation, consultation, and coordination by all of the re
gion's players. It is the responsibility of the MPO to ensure that 
the fiscally constrained Long-Range Transportation Plan: 

• Includes a financial plan that demonstrates the consistency of 
proposed transportation investments with already available 
and projected sources of revenues. This financial plan shall 
compare the estimated revenue from existing and proposed 
funding sources that can be reasonably expected to be avail
able for transportation uses and the estimated costs of con
structing, maintaining, and operating the total ( existing plus 
planned) transportation system over the period of the plan 
(minimum: 20 years); 

• Identifies sources of local, state, and federal revenue; 

• Proposes new sources of revenue for identified shortfalls and 
includes strategies for ensuring their availability for proposed 
investments; 

• Ensures that all cost and revenue projections shall be based 
on the data reflecting the existing situation and historical 
trends and the existing and proposed revenues shall cover all 
forecasted capital, operating, and maintenance costs; 

• For non-attainment and maintenance areas under the Clean 
Air Act Amendments, shall address the specific financial 
strategies required to ensure the implementation of projects 
and programs to reach air quality compliance; and 

• Meets any other criteria in the Metropolitan and Statewide 
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Planning Regulations. 

8. THE :MPO._RESPONSIBILI11ES IN THE DEVELOPiv.fENT 
OF THE TIP 

The Metropolitan Planning Organization is responsible for the al
location of financial resources in the Transportation Improvement 
Program (TIP). 

A. The TIP is a three year (minimum) program for funding a 
subset of projects from the financially constrained Long-Range 
Transportation Plan that should be developed by the MPO in co
operation with the states and transit operators. 

B. The Transportation Improvement Program must: 

• Be financially constrained by year and include a financial 
plan that demonstrates which projects can be implemented 
using current revenue sources and which projects are to be 
implemented with proposed revenue sources (while the exist
ing transportation system is being adequately operated and 
maintained); 

• Include only projects for which construction and operating 
funds may reasonably be eAl?ected to be available. In the 
case ofnew funding sources, strategies for ensuring their 
availability shall be identified; 

• The MPO must consider all projects and strategies funded 
under title 23 U.S.C. and the Federal Transit Act, other fed
eral funds, local sources, state assistance, and private partici
pation. The amount of funding assumed for future years 
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from federal sources should not exceed currently authorized 
amounts; 

• In nonattainment and maintenance areas, projects included 
in the first two years of the current TIP shall be limited to 
those for which are available or committed. The TIP shall 
also give priority to eligible Transportation Control Measures 
(TCMs) identified in the approved SIP in accordance with 
U.S. EPA conformity regulation and shall provide for their 
timely implementation; 

• Assure that operations and maintenance of the existing sys
tem receives priority in the allocation of financial resources; 

• Show the amount of federal funds proposed to be obligated in 
each program year, the proposed sources of federal and 
non-federal funds, and shall show an estimated cost for each 
project; and 

• Meet any other criteria in the Metropolitan and Statewide 
Planning Regulations. 

9. THE l\fi>O RESPONSIBILl'I'IES IN THE DEVELOPl\ffiNT 
OF MAJOR INVESTMENT STUDIES 

A. Major Metropolitan Investment 

A major metropolitan investment is a high-type highway or transit 
improvement of substantial cost that is expected to have a signifi
cant effect on capacity, traffic flow, level of service, or mode share 
at the transportation corridor or subarea scale. 

Consultation among the MPO, State Department of Transporta
tion, transit operator, the FHW A and the FTA should be a decid
ing factor in the size and scope of the Major Investment Study. All 
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Major Investment Studies should be shown on the MPO's Unified 
Planning Work Program (UPWP). 

B. Financial Plan for the Major Investment 

The MIS process ends when a design concept and scope is adopted 
as part of the fiscally constrained Long-Range Transportation Plan. 
All financial resources necessary to build and operate the facility _ 
must be identified. 

The Metropolitan Planning Organization should be a part of the 
MIS process because of the size, scope, and cost of these regionally 
significant projects. 

There are two options the MPO can take with Major Capital In
vestments: 

I. The MPO makes an "assumption" in its long-range plans prior 
to completion of the MIS. This establishes an envelop of fund
ing reserved for whatever project emerges from the MIS. As 
long as all of the alternatives studied in the MIS fit within the 
cost envelop, there is no need for financial analysis in the MIS. 
If one or more of the alternative cost estimates exceed the en
velop, then the MIS should look at ways to fill the shortfall (i.e., 
new funding, deferral of other planned projects) so that the plan 
remains fiscally constrained. 

2. The plan makes no assumption for the corridor (the proposed 
improvement is shown for study), meaning that no funding en
velope exists. In this case, the MIS would need a financial ele
ment to develop a funding strategy for whatever project 
emerges from the study. Without a funding strategy; the project 
cannot be adopted as part of the plan and cannot advance be
yond MIS stage. 
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IO. PROGRAMMING CHARACTERISTICS 

Programming is the matching of proposed projects with available 
funds to accomplish long-and short-term goals. Activities to com
plete a project may be scheduled over several years such as PE, 
ROW, etc. The programmer is a catalyst and referee. Program
ming is a dynamic process as project schedules shift, priorities 
change, funds can become restricted. The programming process 
includes: 

1. Project initiation and definitions. 

2. Analysis and prioritization. 

3. Financial analysis. 

4. Program drafting. 

5. Program approvals. 

6. Scheduling. 

7. Monitoring and modifications. 

The characteristics of good programming is a clear and definable 
process that is open and responsive. The process must be plan-and 
performance-based and have the ability to respond to uncertainty. 
A key characteristic is accountability. 

11. SUMMARY AND CONCLUSIONS 

• Financial planning has emerged as a significant component of 
transportation planning practice as a result of several key leg
islative and policy actions. 
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• The proper conduct of the financial planning process will 
avoid a number of barriers to effective planning and program
mmg. 

• The activities comprising the financial planning process in
clude an assessment of financial condition, financial capabil
ity, and fmancial plan preparation. 

• Financial planning is a critical element of the STIP, TIP, and 
Metropolitan Transportation Plan. 

• The elements comprising the fmancial planning process in
clude cost estimating, revenue forecasting, risk assessment, 
capacity assessment, plan preparation, and plan implementa
tion. 

• Financial planning will help define needs which can be ad
dressed by innovative financing approaches. 
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U.S. DEPARTMENT OF TRANSPORTATION 
FEDERAL HIGHWAY ADMINISTRATION 

ATTACHMENT 3 

FINANCIAL CONSTRAINT REVIEW GUIDE 
AND 

DOCUMENTATION WORKSHEET 
STATEWIDE TRANSPORTATION IMPROVEMENT PROGRAM 

XXXXXX DEPARTMENT OF TRANSPORTATION 

Introduction: The Statewide Transponation Improvement Program (STIP) must 
contain all transponation projects for which an approval by FHW A is required, 
whether or not the projects are to be financed with Federal funds [23 USC or Federal 
Transit Act (FTA) funds]. For informational purposes, the STIP should also include 
all Regionally significant transponation projects proposed to be financed with Federal 
funds, other than 23 USC or FTA funds. Other Regionally significant projects must 
also be included, irrespective of funding sources. Metropolitan TIPs must be 
approved by the MPOs and Governor, and incorporated into the STIPs, without 
change. Financial plans are required for metropolitan areas. 

Initial documentation needed to evaluate the fiscal constraint requirement: Total 
funds (by category) included in Federal Highway authorizations; Transit 
authorizations; Financial plans from all jurisdictions; Obligation limitation data. 

( 1) For each classification of funds, compare programmed totals to amounts 
authorized or appropriated. Are variances significant? If so, refer questionable items 
to Division Administrator's delegated representative. 

(2) Does the STIP include unobligated apportionments from prior years in the 
Federal funds target amounts? ( Carry-over balances are not permissible) 



(3) How do financial plans demonstrate that the (S)TIP is financially constrained? 
[Financial Plans should summarize revenues and expenditures] 

( 4) How do financial plans demonstrate that each category of funds is "reasonably 
available?" 

(5) Do financial plans demonstrate how proposed projects can be implemented, 
giving appropriate consideration to the continued operation and maintenance needs 
of the existing transponation system? How? 

( 6) In reviewing the financial analysis, what specific strategies are indicated for 
generating revenues? 

Do strategies represent reasonable expeaations, considering historic and other 
projections? 



(7) Do the indicated strategies relate to traditional revenue sources, or do strategies 
involve innovative funding methods? 

If innovative financing strategies are involved, has the method been approved by 
Fffi\TA? If not, how does plan address the need for FHWA review and approval? 

(8) Are suballocations of STP or Section 9 (FTAAct) funds to individual 
jurisdictions or modes within the metropolitan area made on a predetermined 
percentage or formula basis? (generally not permitted) 

If so, has it been clearly demonstrated that the distributions reflect considerations 
required to be addressed as part of the planning process? 

(9) Examine the STIP for the inclusion of Advance Construction (AC) projeas. 
How does the STIP address any AC projeas during both the year of authorization 
and the year(s) of conversion? [Applicable projects should appear in the year of AC 
project authorization and in the conversion year( s)]. 



How is the related non-Federal segment of the AC project treated in each year? 

(10) Are the State and Transit Operators providing the MPOs with the financial 
information necessary to develop the financial plans? 

( 11 ) Additional Comments 

Date STIP Received: _____ _ 

Date Comments Released: ___ _ 

Reviewed By: ________ _ 
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UNIT 6: DEVELOPING ESTIMATES OF FINANCIAL RE
SOURCES 

PURPOSE: 

The purpose of this unit is to present various techniques and approaches to the 
development of revenue forecasts. Selected case studies will be presented. 

WHAT YOU WILL LEARN IN TiilS UNIT: 

1. Various revenue forecasting approaches. 

2. Basic concepts associated with debt financing and the characteristics of 
bonds. 

3. Applications of revenue forecasting techniques at the State level through 
case studies. 

WHAT WILL HAPPEN IN nns UNIT: 

The instructor will describe various approaches to forecasting revenue and 
example applications. 
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1. IDENTIFY FUNDING SOURCES 

A. Overview 

In preparation for financial forecasting, all sources of existing and 
potential funding should be listed. All historical data relating to 
funds from each source should be compiled. These data, in combi
nation with measures of economic activity, are used to prepare es
timates of transportation revenues 

· B. Funding Sources 

Existing and potential funding sources can be broken into five cate
gones: 

1. Grants from federal, state, and local governments. 

2. Transit fare revenues. 

3. Dedicated taxes and user fees. 

4. Revenues from the sale or lease of property, the operation 
of concessions, and renting of advertising in transporta
tion facilities. 

5. Benefit sharing revenues. 

C. Transportation Financial Activity 

Table 6.1 provides estimates of transportation revenues collected by 
users by level of government from 1982 to 1992. These estimates 
do not include property tax and special assessment. which local 
governments may rely on for funding transportation. The data are 
presented in absolute value as well as inflation adjusted dollars. 

1. State government are the greatest sources of transportation rev-
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TABLE 6.1 

Summary of Government Transportation Finances by Level of Government: 1982-1992 
(In Millions of Dollars) 

Current Dollars 

Revenues 

Feoera1 10.008 12.507 16.351 18.385 18.769 18.647 20 .109 22.23'." 21 .532 25.995 25.790 9.93' , 

State 18.935 19.806 22.320 24 .355 25.917 28.501 30.SSC· 32.S29 34.629 35.585 39.0S7 7 52', 

Loea, 7.228 7.716 8.243 9.29" 10.112 11 .058 , ,.es~ 12.813 13.740 14.832 15.30c "'i79c-c 

TOTALS& L 26.163 27.S22 30.563 33.649 36.028 39.5S9 42 .712 45.342 48.369 51.417 54 .402 "'i 60'c-

TOTAL 36.171 40.029 46.914 52.036 54 .798 58.407 62.821 67.S79 69.901 n .411 80.196 8.29', 

E.xc,enClrtures From Own FunCls 

Feoera1 23.630 23.578 26.920 27.955 28.748 27.708 28.020 28.63< 30.095 31 .96€ 34.753 3.93', 

Staie & Local 36.766 39.519 41.966 46.583 52.506 57.637 61.92E 65.372 69.979 75 .6i3 78 .54-! i .89cc 

TOTAL 60.396 63.098 68.886 74.539 81.zs:, 85.345 89.94S 94.006 100.074 107.630 ,, 3.2~"." 649° c-

expenClrtures Aftl!r Transll!rs 

Feoerar 9.786 8.799 10.363 9.501 10.094 9.659 9.541 9.924 10.5&4 11 .n6 13.388 3.18~o 

State 23.112 24.407 27.143 31.600 34.704 36.348 38.683 40.S72 42.342 44.9Je 46.467 i.23~o 

Loc:a, 27.499 29.892 31 ,380 33.437 36.433 39.338 41.72:l 43.511 47.148 50.922 53.441 6.8~, 

TOTALS& L 50.611 54.299 58.523 65.03e 71 .137 75.686 80.408 84.082 89.490 95.860 99.908 7.04°-o 

TOTA~ 60.396 63.098 68.886 74 .539 81.231 85.345 89.948 94.006 100.074 107.630 113.297 s•s•."" 

Constant 1982 Dollars 

R•venues 

Feaera· 10.ooe 11.971 15.167 16.529 16.580 16.416 17.07' 18.135 16.896 19.620 18.676 6.44~. 

State 18.935 18.993 20.397 21.305 21.965 23.285 24 .166 24.472 24.993 25.613 26.7S2 3.~. 

L0c:a 7.228 7.399 7.533 8.130 e.57o 9.035 9.292 9.639 9.916 10.383 10.473 3.78~. 

TOTALS & L 26.163 26.392 2'.".931 29.434 30.SJ.: 32.32C· 33.457 34.11 1 34.909 35.996 37.225 3.59~, 

TOTA~ 36.171 38.36~ 43.09!; 45.9€3 47 .115 48.73€ 50.52!; 52.246 51.805 55.61€ 55.90 1 445~. 

E.xpenClrturn From Own Funds 

Fl!Ql!ra1 23.630 22.568 24.970 25.128 25.395 24.134 23.787 23.352 23.615 24.127 25.162 0.63°,o 

State & Local 36.766 37.896 38.352 40.748 44 .499 47.090 48.509 49.180 50.506 52.978 53.744 3.~. 

TOTA~ 60.396 60.464 63.322 65.876 69.89J 71 .223 :"2.297 72.532 74.121 77.105 78.90€ 2.71~ .. 

ExpenClrtu~s Aftl!r Transfers 

Fi!Oera' 9.786 8.422 9.613 8.54C 8.916 8.413 8.099 8.093 8.305 8.888 9.693 -0.09° .. 

State 23.112 23.404 24.805 27.642 29.412 29.697 30.303 30.522 30.560 31 .460 31.795 324',. 

L0c:a' 27.C99 28.664 28.67e 29.249 Jo.en 32.13!? 32.682 32.733 34.028 35.650 36.567 2.89°. 

TOTALS & L S0.611 S2.068 53.483 56.891 60:289 61 .836 62.985 63.2S5 64.S88 67.110 68.362 3.05% 

TOT~ 60.396 60.490 63.095 65.431 69.206 70249 71.084 71 .349 72.893 75.998 78.056 2.so-. 

:,,.,;ote: Different defl::uors for different levels ot government are used. As a result. totals in constant dollars will not agree . 
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enue followed by the federal and then local governments. 

2. As a proportion of total transportation revenues, State trans
portation revenues have declined from 1982 to 1992 as federal 
transportation has increased. 

3. Local revenue has remained flat as a percentage of total rev-
enue spent. 

Table 6.2 indicates transportation revenue by level of governmental 
revenue raising instrument. Again it is presented in absolute levels 
as well as constant 1982 dollars. Subsequently, Table 6.3 refines 
the data by mode. 

1. At the federal level, the Highway Trust Fund collected the 
greatest revenue at about $16.6 billion in 1992. However, in 
constant dollars, the Highway Trust Fund compound annual 
growth rate is the lowest of all federal transportation sources. 

2. Motor fuel tax is the greatest source of state revenues. 

3. At the local level, transit changes contribute the most revenue, 
while motor fuel taxes are the fastest revenue source. 

4. Highways collected the greatest revenue of all modes, although 
its compound annual growth was the lowest. 

5. States funded the largest share of the federal-aid system, while 
local governments supported transit and parking. 

6. Motor fuel taxes from states were the greatest source of highway 
revenue wbile the fastest growing source was the local fuel tax. . 

Revenue sources will depend on the individual state and reflect 
specific legislative initiatives and sharing provisions with local 
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TABLE 6.2 

Transportation Revenues by Level of Government and Revenue Raising Instruments: 
1982-1992 (In Millions of Dollars) 

Constant 1982 Dollars 

Federal 

Fed Hwy Trust Fund 7.822 8.476 10.698 11 .602 11.753 11 .086 11 .584 12.343 10.556 11 .551 11 .999 4.37,. 

Hwy Tr Fnd Transit NIA 497 1.229 1.276 1.233 1.379 1,410 1.418 1.551 2.377 1.315 11 .42% 

Fed AP/AWY Trst Fund 1,711 2.582 2.825 3.234 3.149 3.432 3.465 3.812 3.880 4,684 4.285 9.61% 

Tot Fed Water Receipts 474 416 415 416 446 512 605 555 900 1.000 1,067 8.45~. 

Pipline Safety Fund NIA NIA NIA NIA NIA 8 7 8 8 8 10 5.27% 

SUBTOTAL 10.008 11 .971 15.167 16.529 16.580 16,416 17.071 18,135 16.896 19.620 18.676 6 .44~c 

State 

Motor Fuel Taxes 10.437 10.350 11 .328 11.679 11,939 12.831 13.470 13.563 13.987 14.449 15.224 3.85% 

Motor Veh Lie Tax 5.564 5,546 5.806 6.163 6,508 6.788 6.955 7.035 7.108 7,093 7.294 2.740,., 

Motor Veh Op Lie Tax 487 484 518 537 589 595 599 597 597 606 694 3.60% 

Airport Charges 222 225 241 262 259 289 315 405 402 432 445 7.20% 

Reg & Toll Hwy Charges 1.431 1,469 1,538 1,606 1.651 1,704 1.793 1,831 1.869 1,979 2,055 3.69% 

Water Transp. Charges 299 272 288 293 275 272 275 259 256 268 269 -1.03% 

Transit Charges 495 646 678 765 744 806 758 781 n5 786 770 4.51% 

SUBTOTAL 18.935 18,993 20.397 21 ,305 21.965 23.285 24,166 24.472 24.993 25.613 26.752 3.52% 

Local 

Motor Fuel Taxes 125 143 146 250 265 366 452 461 479 474 475 14.29% 

Motor Veh Lie Taxes 409 425 439 454 481 sos 506 520 555 549 567 3.31% 

Motor Veh Op Lie Tac: NIA NIA NIA NIA NIA NIA 4.17% 

Airport Charges 2.073 2.206 2.268 2.465 2.668 2.820 2.904 3.127 3.332 3.571 3,571 5.59% 

Reg & Toll Hwy Charges 657 5n 720 806 822 902 1,034 1.125 1.125 1,181 1.194 6.16% 

Parking Charges 399 435 481 502 536 556 5n 599 617 647 664 5.23"/o 

Water Transp. Charges 672 674 693 706 768 793 832 806 818 807 843 2.29% 

Transit Charges 2.893 2.840 2.m 2.947 3.030 3.091 2,976 3.000 2.989 3,154 3,159 0.88% 

SUBTOTAL 7.228 7,399 7.533 8.130 8.570 9.035 9.292 9.639 9.916 10,383 10,473 3.78% 

TOTAL 36.171 38.363 43.098 45.963 47.115 48.736 50.528 52.246 51.805 55.616 55,901 4.45% 
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TABLE 6.2 

Transportation Revenues by Level of Government and Revenue Raising Instruments: 
1982-1992 (In Millions of Dollars) 

Current Dollars 
1-ofGoVl 
ns · m 

Federal 

Fed Hwy Trust Fund 7.822 8.856 11 .533 12.908 13.304 12.727 13.645 15.134 13.453 15.303 16.572 7.80~. 

Hwy Tr Fnd Transit NIA 519 1.325 1.420 1.395 1.583 1,661 1,738 1.9n 3,149 1,816 14.93~. 

Fed AP/AWY Trst Fund 1,711 2.698 3,045 3.598 3.565 3.940 4 ,081 4,674 4.945 6.206 5,918 13.21~. 

Tot Fed Water Receipts 474 434 448 463 505 588 713 6B1 1,147 1.325 1.474 12.01~. 

Pipline Safety Fund NIA NIA NIA NIA NIA 9 9 10 10 11 14 9.24~o 

SUBTOTAL 10.008 12.507 16.351 18,388 18.769 18.847 20.109 22.237 21 ,532 25.995 25.794 9.93~. 

State 

Motor Fuel Taxes 10,437 10,793 12.396 13.352 14.087 15.705 17,196 18,029 19.379 20.639 22.250 7.86°,. 

Motor Veh Lie Tax 5.564 5,784 6.354 7.045 7.679 8.309 8 ,879 9.351 9.848 10,131 10.660 6.72% 

Motor Veh Op Lie Tax 487 505 567 614 695 728 765 794 827 865 1.014 7.61% 

Airport Charges 222 235 263 299 306 354 402 538 556 618 650 11 .35% 

Reg & Toll Hwy Charges 1.431 1,532 1,683 1,835 1.948 2.085 2.289 2.434 2,590 2.826 3.004 7.70"/o 

Water Transp. Charges 299 284 315 335 324 333 351 344 355 382 393 2.79~. 

Transit Charges 49S 673 742 875 878 986 968 1,039 1,074 1.123 1,126 8.56°4 

SUBTOTAL 18.935 19,806 22.320 24.355 25.917 28.501 30.850 32.529 34,629 36.585 39,097 7 .52% 

Local 

Motor Fuel Taxes 125 149 160 286 313 448 577 613 664 sn 694 18.70% 

Motor Ven Lie Taxes 409 443 480 518 568 618 646 692 769 784 828 7.30% 

Motor Veh Op Lie Tacx NIA NIA NIA NIA NIA NIA 2 2 7 .72°/o 

Airport Charges 2.073 2.300 2.482 2.818 3.148 3.452 3.707 4 ,156 4 ,617 5,1 01 5.219 9.67% 

Reg & Toll Hwy Charges 657 706 788 921 970 1.104 1.320 1.495 1.559 1,687 1.744 10.27" .. 

Parking Charges 399 453 526 574 632 681 737 796 854 924 970 9.29% 

Water T ransp. Charges 672 702 758 807 906 971 1.063 1.072 1,133 1.152 1.231 6.24% 

Transit Charges 2.893 2.962 3.050 3.369 3.575 3.784 3.799 3.987 4 ,142 4.506 4.616 4 .78% 

SUBTOTAL 7.228 7,716 8.243 9.294 10.112 11 .058 11 .862 12.813 13.740 14.832 15.306 7.79% 

TOTAL 36.171 40,029 46,914 52.038 54.798 58.407 62.821 67.579 69.901 n.411 80.196 8.29°/4 
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TABLE 6.3 
Transportation Revenues by Mode and Revenue Raising Instruments: 1982:1992 (In 

Millions of Dollars) 
Constant 1982 Dollars 

Highway 

State Fuel Tax 10.437 10.350 11 .328 11.679 11 .939 12.831 13.470 13.563 13.987 14.449 15.220: 

State MV Lie. Tax 5.564 5.546 5.806 6.163 6.508 6.788 6.955 7.035 7.108 7.093 7.290: 

State MV Op. Lie. Tax 487 484 518 537 589 595 599 597 597 606 694 

State Reg/Toll Hwy Ch 1.431 1.469 1.538 1.606 1.651 1.704 1.793 1.831 1.869 1.979 2.055 

Local Fuel Tax 125 143 146 250 265 366 452 · 461 479 474 475 

Local MV Lie. Tax 409 425 439 454 481 505 506 520 555 549 567 

Local MV Op Lie. Tax NIA NIA NIA NIA NIA 

Local Reg/T OIi Hwy Ch 657 6n 720 806 822 902 1.034 1.125 1.125 1.181 1.19.: 

Fed Hwy Trst Fnd 7.822 8.476 10.698 11 .602 11 .753 11.086 11.584 12.343 10.556 11 .551 11.999 

HIGHWAY TOTAL 26.932 27.570 31.194 33.096 34.008 34.n9 36.404 37.4n 362n 37.881 39.503 

Airport 

State Charges 222 225 241 262 259 289 315 405 402 432 445 

Local Charges 2.073 2206 2268 2.465 2.668 2.820 2.904 3.127 3,332 3.571 3.571 

Fed APIAWY Trst Fnd 1.711 2.582 2.825 3234 3.149 3.432 3.465 3.812 3.880 4.684 4.285 

AIR TOTAL 4,007 5.013 5.333 5.961 6.on 6.542 6.683 7.344 7.614 8.688 8.301 

Transit 

State Charges 495 646 678 765 744 806 758 781 n5 786 770 

Local Charges 2.893 2.840 2.787 2.947 3.030 3.091 2.976 3.000 2.989 3.154 3.159 

Hwy Trst Fnd NIA 497 1.229 1276 1.233 1.379 1.410 1.418 1.551 2.377 1.315 

TRANSIT TOT AL 3.388 3.983 4 .694 4.989 5.007 5.276 5.144 5.199 5.316 6.318 5.244 

Water 

State Charges 299 272 288 293 275 272 275 259 256 268 269 

Local Charges 672 674 693 706 768 793 832 806 818 807 843 

Fed. Water Receipts 474 416 415 416 446 512 605 555 900 1.000 1.067 

WATER TOTAL 1 .445 1.362 1.396 1 .415 1488 1.577 1.712 1.620 1.974 2.074 2.179 

Parking 

Local Charges 399 435 481 502 536 556 577 599 617 647 664 

Pipeline 

Pipelines Sfty Fnd NIA NIA NIA NIA NIA 8 7 8 8 8 10 
TOTAL 36.171 38.363 43.098 45.963 47.115 48.737 50.528 52246 51 .805 55,616 55.901 
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TABLE 6.3 

Transportation Revenues by Mode and Revenue Raising Instruments: 1982-1992 (Jn 
Millions of Dollars) -

Current Dollars 

Highway 

State Fuel Tax 10.437 10,793 12.396 13.352 14.087 15.705 17.196 18.029 19.379 20.639 22.250 i .86°e 

State MV Uc. Tax 5.564 5.784 6.354 7.045 7,679 8.309 8.879 9.351 9.848 10.131 10.660 6 72', 

State MV Op. Lie. Tax 487 505 567 614 695 728 765 794 827 865 1.014 i .61' o 

State Reg/Toll Hwy Charges 1.431 1.532 1,683 1.835 1,948 2.085 2.289 2.434 2.590 2 .826 3.004 7.70~. 

Local Fuel Tax 125 149 160 286 313 448 5n 613 664 5n 694 18.70~. 

Local MV Lie. Tax 409 443 480 518 568 618 646 692 769 784 828 7.30~. 

Local MV Op Lie. Tax NIA NIA N.'A NIA NIA 2 2 7.69' • 

Local Reg:'Toll Hwy Charges 657 706 788 921 970 1,104 1.320 1.495 1.559 1.687 1.744 10.2'."', 

Fed Hwy Trst Fnd 7.822 8.856 11.533 12.908 13.304 12.727 13.645 15.134 13.453 15.303 16.572 7.8~. 

HIGHWAY TOT AL 26.932 28.768 33.961 37.479 39.564 41 .727 45.320 48.544 49.090 52.914 56.768 7 .74'1. 

Airport 

State Charges 222 235 263 299 306 354 402 538 556 618 650 11 .35'\o 

Local Charges 2.073 2.300 2.482 2.818 3.148 3.452 3.707 4 ,156 4.617 5.101 5.219 9.67'\o 

Fed APIAWY Trst Fnd 1,711 2.698 3.045 3.598 3.565 3.940 4.081 4.674 4.945 6.206 5.918 13.21'\o 

AIR TOTAL 4.007 5.233 5.790 6.715 7.019 7.746 8,190 9,369 10.119 11.924 ,, .787 11 .39% 

Transit 

State Charges 495 673 742 875 878 986 968 1.039 1,074 1.123 1,126 8.56% 

Local Charges 2.893 2.962 3.050 3.369 3.575 3.784 3.799 3.987 4.142 4,506 4,616 4.78% 

HwyTrst Fnd NIA 519 1.325 1.420 1.395 1.583 1.661 1.738 1.9n 3.149 1.816 14.93'\o 

TRANSIT TOT AL 3.388 4.154 5.117 5.664 5 .848 6.353 6.428 6.764 7.193 8.n0 7.558 8.35% 

Water 

State Charges 299 284 315 335 324 333 351 344 355 382 393 2.79% 

Local Charges 672 702 758 807 906 971 1.063 1.072 1,133 1,152 1.231 624% 

Fed. Water Receipts 474 434 448 463 505 588 713 681 1,147 1.325 1.474 12.01% 

WATER TOTAL 1.445 1.421 1.520 1.605 1.734 1.891 2.127 2 .097 2.635 2.860 3.099 7.93% 

Parking 

Local Charges 399 453 526 574 632 681 737 796 854 924 970 9.29°/4 

Pipeline 

Pipelines Sfty Fnd NIA NIA NIA NIA NIA 9 9 10 10 11 14 923% 
TOTAL 36.171 40.029 46.914 52.038 54.798 58.408 62.810 67.579 69.901 n .411 80.196 829% 
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government. 

2. FORECASTING APPROACHES 

A. Grants from Federal, State, and Local Governments 

Where Long-Range Plan and TIP periods extend beyond the cur
rent authorization period for federal program funds or other gov
ernmental sources, a trend extrapolation approach can be used to 
estimate future funding. This trend can be based on the historical 
annual average plus an inflation component to account for growth 
m revenues. 

B. Transit Fare Revenue Forecasting 

1. Overview 

Fare revenue forecasting is the process used to determine the ex
pected amount of revenue that will be collected from transit users. 
Transit fare revenues are a function of the fare structure, fare lev
els, and ridership. Fare policy determines fare structure and levels. 
Travel demand forecasting projects ridership. 

C. Taxes and User Fees 

1. Overview 

Revenue from such sources as motor fuel taxes, vehicle registra
tion fees, tolls and sales taxes can be forecasted using a variety of 
approaches. The following discussion provides a review of basic 
approaches to estimate total revenues from these sources, including 
key variables and forecasting methodologies. 

2. Key Variables 
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Motor fuel tax revenue is a function of fuel consumption per 
vehicle class and the tax rate. Fuel consumption is affected by two 
key variables: vehicle miles of travel by resident and nonresident 
population and the fleet's average fuel efficiency (miles per gallon). 

Motor vehicle registration fees is a function of the number of 
vehicle registration and the fee rate. The vehicle weight and vehicle 
miles of travel are occasionally used as factors to set 
weight-distance tax. Scrappage and replacement rates for existing 
fleet may also be used. 

Sales tax is a function of the tax and taxable sales. 

Toll is a function of traffic volumes, traffic mix, proposed toll rates, 
and strucrure of tolls. 

3. Forecasting Methodologies 

Motor fuel tax revenue methodologies vary depending on the 
region's needs and resources available. 

1. Trend Analysis is used for short-term forecasts, the simplest 
approach would be to directly extrapolate past trends of fuel 
consumption, provided sufficient historic data are available. In 
addition, insignificant changes in fuel efficiency and driving 
habits (VMT I capita) over the short run must be assumed. 

2. Accounting ldentitythe approach, whereas , the vehicle fleet is 
disaggregated into various vehicle classes (i.e, cars, trucks, etc.) 
and fuel efficiency estimates for each vehicle class along with 
estimates of annual vehicle miles of travel for each class, which 
are used to determine total fuel consumption. Revenue esti
mates are then developed by applying tax rates to estimates of 
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total fuel consumption. 

3. Regression Model is the approach to be developed to estimate 
total regional fuel consumption from a number of variables 
including vehicle miles of travel and average fleet fuel efficiency. 
The resulting estimates of total fuel consumption can be used to 
detennine total revenues. 

Motor vehicle registration fees -several alternative approaches can 
be used depending on data availability and resources available. 

I. Trend Analysis is used for short-term forecasts, the agency may 
extrapolate past trends in vehicle registrations. The underlying 
assumption here is that the past trend will continue in the future 
and there will be no major structural changes. 

2. Accounting Identity, the approach, whereas, total vehicle regis
tration is the sum of existing vehicle registrations minus the 
registrations of those vehicles scrapped or moved out of the area. 

3. Regression Model the approach, whereas, new registrations are 
affected by increases in the driving age population and by 
economic conditions affecting new vehicle purchases. 

Sales Tax -forecasting inflation adjusted sales permits treating 
inflation separate from quantity effects. 

I. Trend Analysis is the method for short-term forecasts, the 
historical trend in sales tax growth can be used to determine 
future revenues. 

2. Accounting Identity the method in which historic sales subject 
to sales tax for various retail categories (i.e, building materials, 
general merchandise, food stores, restaurants, etc.) are used to 
project future sales by category. The sales tax rate is then 
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applied to the total taxable sales to determine total revenues. 

3. Regression Analysis can be used to predict fun.ire inflation 
adjusted sales as a function of several variables including popula
tion, employment, and income. 

Tolls are forecasts prior to construction of toll facilities and are 
based on a two-step process: (I) projecting traffic volumes as if the 
facility were free from tolls and (2) testing the effects of alternative 
toll facility proposals on the toll-free traffic projections. 

Forecasting revenues for existing toll facilities under stable condi
tion the techniques of simple linear regression may be more appro
priate. 

D. Use of Property and Property Rights 

1. Overview 

Models of this source of revenue are dependent on the contract 
written to lease or sell the property involved. As such, it is not 
necessary to build a detailed revenue forecasting model. Rather, 
estimates of revenue streams can be developed from negotiating the 
one-time cash income or income stream for the project. 

2. Key Variables 

The revenue potential of such approaches is greatest in private 
sector projects with revenue-producing capacity. The more valu
able the location, the more the developer is willing to pay for the 
right to develop it. 

E. Benefit Sharing Strategies 
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1. Overview 

Once the level of benefits or impacts has been established, a special 
formula is developed to allocate assessments, fees, or contribution 
levels among property owners. Development of such a formula 
requires the following types of considerations: 

• The total amount of revenue required based on capital financing 
requirements, operating deficits, debt service, etc. 

• The basis for the assessment/fee/contribution rate (e.g., per 
square foot of new space, per $ value of assessed property value, 
per$ income from projected rent or retail sales, or per person 
trip generated). 

• The temporal nature of the assessment or fee (i.e., one-time or 
annual, plus length of time if the latter). 

• The treatment of existing, new and future development. 

• Differentiation in the rate based on relative degree of benefit or 
impact. 

2. Key Variables 

Development impact fees are a function of the fee, size, timing, 
traffic impact, type of new development, and economic conditions 
affecting new starts. 

Special assessment revenues are essentially equal to the cost of the 
service they are intended to support. Assessments vary by two 
factors: (1) the total number of square feet in the area, and (2) the 
magnitude of the cost of the service. 
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F. REVENUE FORECAST EXAMPLES 

Toe examples provides examples of how revenue forecasting has been 
approached by State Department of Transportation. Specific assump
tions will be presented. The purposes of these exercises are to assist in 
determining the adequacy of existing revenues to cover future programs; 
provide consistency in the basic assumptions· about funding levels; and 
ensure uniformity in assumptions among the states MPO's in conducting 
financially constrained plans. 

3. THE ECONOl\fiCS OF PUBLIC FINANCE 

A. Features of Fixed Income Securities 

While most planners are well aware of government grants for 
project financing, bond financing is also an important method of 
paying for large infrastructure projects. 

1. A fixed income security is a debt instrument in which a bOITower 
agrees to pay a lender a level amount of current income, as 
defined by the issue's coupon or interest rate, for a specific 
period of time. 

2. A fixed income security has a stated time to mature during which 
the borrower has promised to meet the required conditions of 
the debt. For example, a bond's maturity is the date on which 
the debt will cease to exist and the borrower will pay the 
principal or face amount to the lender and the debt will cease to 
exist. Generally speaking, the longer the maturity of a bond, the 
higher the coupon or interest rate paid to a lender. 

3. A call feature allows the borrower the right to retire the debt 
before scheduled maturity. This permits the borrower to refi
nance the debt at more favorable terms, such as when interest 
rates decline, but provides the lender with the problem of finding 
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another investment with a similar return. Because of this 
fearure, callable bonds carry a higher yield than non-callable 
bonds. 

4. Fixed income securities, such as bonds, are traded in a secondary 
market or national exchanges. Broadly speaking, bond prices on 
these secondary markets increase when interest rates fall and 
decrease when interest rates rise. This is because bonds issued 
during periods of high interest rates pay a higher coupon rate 
than bonds issued during periods of low interest rates. This 
makes bonds with high coupon rates more valuable when gen
eral interest rates have fallen. 

5. Reliance on debt varies among states, depending on needs, 
philosophies, policies, and laws concerning the use of debt. 
Debt can be issues by state government, state department of 
transportation, toll authorities, cities and counties, state and 
local authorities, and special districts. 

B. Debt Instruments: What Is a Municipal Bond? 

A municipal bond is a long-term debt obligation (a maturity of 13 
months or more) issued by a state, city, county, town, or special 
purpose district (such as a Transit District). 

1. Interest earned on U.S. Treasury and corporate bonds are taxed 
by the federal government in the same manner as personal in
come. Municipal bonds, however, are unique in that the inter
est received from them is exempt from federal income tax. 
States that have income tax laws in effect typically exempt their 
own local bonds but tax the interest earnings on out-of-state 
bonds as well as any capital gains on the trading of all munici
pal securities. 

2. Generally, the longer an obligation is outstanding, the higher 
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the rate of interest the investors receive to compensate them for 
the risks they face as ti.me goes by. The rate of interest for a 
given invesunent as a function of the maturity of the invesnnent 
is called a yield curve. 

3. Types ofbonds: 

General obligation bonds are securities backed by the "full 
faith and credit" of the municipality. As such, they are the 
most secure credit ratings of all municipal bonds. An ad val
orem tax on the assessed value of real estate is the most com
mon base supporting the debt in cities or towns. 

Revenue bonds are securities payable from specific sources of 
revenues, other than property taxes, and are not backed by the 
"full faith and credit" of the issuer. Most revenue bonds rely 
on some user fee such as toll revenue, gasoline tax, etc. Tax 
increment bonds may be .paid by increases in property tax 
revenue in a specified area. Excise tax bonds are paid by sales 
tax bonds. (See attachments for specific examples). 

Lease obligations or Certificates of Participation (COPs) 
"lease-purchase" financings are structured to take advantage 
of a government's general credit rating without the pledge of 
a specific tax. Usually such transactions offer the certificate 
holder a security interest in the property being financed or 
purchased. In most cases, facilities financed through 
lease-purchase are essential to the operation of the govern
ment. As a result, the investor has the added security against 
default in lease payments. These are sometimes used to avoid 
voter approval referenda. 
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C. Tax-exempt Market Trends 

1. The tax-exempt bond market has grown over the past decade to 
become a major component of the domestic securities industry. 
New issue long-term municipal financing has grown at signifi
cant rates over the past decade, from $83 billion in 1983 to over 

·. $232 billion in 1992. 

2. Transportation financing has dramatically increased throughout 
the 1980s from just over $4.8 billion in 1982 to the tax-exempt 
market seeing over $25. 9 billion of debt issued for transportation 
in 1992. 

3. Highway bond financing increased from $ 1. 1 billion in new 
funds and $1.3 billion in refinancing to $6.4 billion and $3 .1 
billion respectively in 1992. When local bonds are included, the 
total issuance of bonds for highways and bridges equaled $12.4 
billion in 1992. 

4. From the end of the 1970s to the present, the volume of new 
revenue bonds surpassed that of general obligation bonds by a 
margin of almost 2:1. Revenue bonds do not rely solely on 
property tax collections to service debt. 

4. MUNICIPAL BOND CREDIT ANALYSIS 

A. General Obligation Bonds 

The creditworthiness of general obligation bonds is dependent upon 
the willingness of residents to bear the taxes needed to repay the 
debt. The credit quality of the bond is important in determining the 
interest rate to pe paid. The steps to the analysis are: 
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1. Economic base 

Population trends -a stable pattern of growth is best; 

• Wealth and income trends -per capita income and per household 
income should be rising; and 

• Economic diversity - it is preferable to have the broadest possible 
diversity with regard to employment. Recession-resistant indus
tries are preferred. 

2. Financial analysis 

• Net debt ratio= Total General Obligation Debt 
Market Value of Real Estate in the Community 

• Less than 5% is excellent; over 9% is bad; 

• Per Capita Debt -Meaningful in comparison with other munici
palities; 

• Debt Service/Operation Budget - less than I 0% is good; over 
17% is poor. 

3. Fiscal soundness of the issuer 

• Trend of Assessed Valuation of Real Estate - steady increase is 
desirable; 

• Tax collection -delinquency rate in excess of 5% is bad; 

• Analyze the sources of the issuer's cash flow; 

• Analyze unfunded pension liabilities to determine if the pen
sions are financially sound; and 
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• Check the accounting system of the issuer to determine whether 
accepted standards are followed. 

B. Revenue Bonds 

The creditworthiness of revenue bonds is conducted using a num
ber of measures including the following: 

1. Economic vitality of the project 

• Will the demographics support it even in bad times? 

• Is the project necessary? 

• Have customers demonstrated a willingness to pay the price of 
the project? 

• Has a feasibility study been performed? 

2 . Financial Analysis 

Debt service coverage = Funds Available to Pay Debt Service 
Debt Service 

Should be at least l .5X 

C. Other Information 

I. A legal opinion is one of the most important documents to 
review for all proposed debt issues. It must be prepared by 
recognized attorneys who specialize in public finance. It states 
whether the issuer is legally able to issue bonds and if all legal 
requirements have been met. It should state safeguards and 
remedies provided to debt holders in case of default, and it 
should define the taxing powers the issuer has to support the 
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debt. 

2. In addition to areas of analysis described above~ certain red 
fl~, or negative trends, suggest increase credit risks. 

General ObJigatiQn Bonds 

• Declining property values and increasing tax delinquency rates. 

• Rising tax burden relative to other regions. 

• Rising tax per capita. 

• Decrease in number and value of new building permits. 

• General fund revenues consistently below budget. 

• Increasing deficits. 

• Budget expenditures increasing faster than inflation. 

• Rising unfunded pension liabilities. 

• Rising trend of general obligation debt/value of real estate. 

• Declining economic trends, especially in employment and in-
come. 

Revenue Bonds 

• Decreasing interest coverage ratios. 

• Use of reserve funds to service debt. 
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• Use of outside appropriations to meet budgets. 

• Chronic lateness in supplying audited financial statements. 

• Cost overruns and construction delays. 

• Frequent use of fee increases. 

• Deferral of maintenance. 

• Excessive project management turnover. 

5. SUMMARY AND CONCLUSION 

This unit presents an overview of various revenue forecasting ap
proaches and basic concepts associated with debt financing includ
ing the characteristics of bonds. In addition, several case examples 
of state revenue forecasting practice have been presented. 
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UNIT 7: ESTIMATING THE COSTS OF TRANSPORTATION 
PLANS 

PURPOSE: 

The purpose of this unit is to present various costing methods for 
estimating capital and operating costs. 

WHAT YOU WILL LEARN IN nns UNIT: 

1. Basic principles of costing. 

2. Capital cost estimating approaches and uncertainties. 

3. System level cost estimating examples. 

4. Life-cycle costing and Value Engineering. 

WHAT WILL HAPPEN IN THIS UNIT: 

Several methods used to prepare highway capital and operating 
costs will be presented. A discussion will be presented on costing 
issues appropriate for a financially constrained plan. 

!Es.nMAT.lNG THE COSTS OF TRANSPORTATION PLANS PAGE I 



IJ]\,1VOVA11n" FINANCE AND STATE"WIDE FINANCIAL PLANNING 

1. BACKGROUND 

2. 

A. Highway Expenditures 

1. Total Disbursements for Highways -All Levels of Government 
1972-1992 (Source: Highway Statistics): 

Receipts Placed in Reserve 

Capital Outlay 
State Highways 
Local Highways 
Not Classified 
Subtotal 

1972 1992 

5.2% 

38.5% 
10.4% 

1.2% 
50.1% 

3.9% 

30.9% 
12.9% 

0.3% 
44.1% 

Maintenance and Traffic Service 

State Highways 9.3% 10.0% 
Local Highways 12.7% 16.0% 
Not Classified 0.2% 0.1% 
Subtotal 22.2% 26.1% 

Admn and Research 6.5% 8.8% 
Law Enforcement and Safety 6.8% 8.1% 
Interest on Debt 3.9% 4.1% 
Bond Retirements 5.3% 4.90/o 

Total 100.0% 100.0% 

BASIC PRINCIPLES 

A. Cost Planning and Budgeting 
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1. Capital Improvement Planning Process 

Capital planning is the process used to define the requirements and 
timing of facility development and replacement. Among other 
things, the capital planning process enables management to deter
mine its capital requirements and consider optimal means for 
obtaining capital. 

Historically, much of the planning activities undertaken as part of 
metropolitan transportation planning can be considered a capital 
improvement planning process. This metropolitan transportation 
planning process has consisted of the following steps: 

Identifying potential capital improvements; 

Estimating project costs; 

Evaluating project benefits; and 

Prioritizing projects. 

2. Project Cost Components 

Project costs consist of initial costs, capital costs, and the additional 
operating and maintenance ( O&M) costs specifically associated 
with the project. 

I. The initial costs include the cost of project planning and design 
such as preliminary engineering and feasibility or planning stud
ies. 

2. Capital costs include the costs. of acquiring land for improve
ment, constructing the highway or transit project, installing sig
nals and other traffic control equipment, and the costs of pur
chasing, shipping, and testing the buses or rapid transit cars. 
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3. The O&M costs include the incremental costs of the system op
erations and maintenance that result from the improvement. 
Examples include additional toll operators hired for a new toll 
road; new bus mechanics hired to maintain additional buses; or 
any additional fuel, electricity, lubrication, insurance, parts, 
rental property, or contracted services that the improvements 
require. 

3. Capital Cost and O&M Cost Interrelationships 

The proposed capital program can have a significant impact on 
O&M costs. Certain types of capital expenditures can be justified 
on reducing -or slowing the growth of.- O&M costs. Con
versely, deferral of some capital expenditures can have a serious 
impact on O&M costs. 

3. OVERVIEW OF CAPITAL COST ESTIMATING 

A. Introduction 

I. N onnally, MP Os are provided cost estimates prepared by staff 
of implementing agencies such as state DOTs and operators of 
public transit in the region. The staff of Metropolitan Planning 
Organizations do not typically prepare detailed cost estimates 
for projects. These cost estimates are developed using a variety 
of techniques and vary in detail and accuracy depending upon 
the level of planning. For example, cost estimates for 
long-range planning at a systems level for a project are not as 
detailed as an engineer's estimate for the same project at the 
programming level. 

2. State and MPO staff may desire to prepare systems-level cost 
estimates for long-range planning purposes and this discussion 
is designed to provide an example of a systems-level costing ap-
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is designed to provide an example of a systems-level costing ap
proach which can be used for long-range planning. 

B. Description of System Level Costing 

I. System-level cost estimation is a practice that uses local project 
cost experience to provide the basis for cost estimates for candi
date costs. It is considered "system-level" because it is primar
ily valuable in considering alternative actions at the system 
level of analysis. It is primarily useful for long-range planning 
efforts, in which financially constrained systems plans are re
quired but information is not sufficient to estimate detailed 
quantities and unit costs. 

2. In system-level cost estimating, the basic unit of cost estimation 
for highway projects is miles of roadway constructed, recon
structed or resurfaced, rather than the cubic feet of fill or tons 
of asphalt required. The basic units for intersection work are 
the number of intersections improved, lane miles of highway 
added, rather than the number of signal heads and wiring re
quired. 

4. EXAMPLE OF SYSTEM-LEVEL HIGHWAY COST ESTI
MATING 

A. Overview of System-Level Cost Estimating Approach 

The cost estimating process described below is derived from that 
provided by the New York State DOT in January 1992 for use in 
long-range systems planning by MPOs throughout the state. The 
approach bases cost estimates on calculations related to three cate
gories of improvements: 

Linear construction or widening ( excluding intersection and ap
proach work). 
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Intersection and approach work. 

Bridge structures. 

1. The cost of the linear highway work is estimated using the fol-
lowing values: 

Number of lane-miles to be reconstructed, counting a median as 
a lane but not counting shoulders as a lane. 

Number of lane-miles to be added to the existing highway. 

Number of lane-miles to be resurfaced. 

Right-of-way required, estimated by the number of square feet 
required and cost per square foot of the taking. 

Regional unit costs for resurfacing and reconstruction per 
lane-mile. (Unit costs for adding lanes and building on new 
alignment are estimated based on the reconstruction unit cost.) 

2. The following parameters are used to estimate the cost of work 
within 500 feet of an intersection: 

The number of signalized intersections improved as part of the 
project. 

The total number of existing approach lane-miles (including tum 
lanes) to be reconstructed. 

The number of approach lane-miles (including tum-lanes) to be 
resurfaced. 

The total number of approach lane-miles (including tum lanes) 
to be added. 
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Right-of-way required, estimated by number of square feet re
quired and cost per square foot of the taking. 

Regional unit costs for resurfacing and reconstruction per 
lane-mile. (Unit costs for adding lanes and building on new 
alignment are estimated based on the reconstruction unit cost.) 

3. The costs of bridge construction and reconstruction as part of 
the project are estimated based on the following parameters 

The number of structures being constructed or rehabilitated. 

The square feet of existing structures being removed. 

The square feet of structures being constructed. 

The square feet of structures being rehabilitated. 

Right-of-way required, estimated by the number of square feet 
required, cost per square foot for the taking, and cost of struc
tures required. 

Regional unit costs for structure removal, construction, and re
habilitation. 

The type of feature crossed (highway, railroad, or stream/river). 

4. The project cost estimates are only as good as the information 
used. A key set of values is the set of unit costs for construction 
and reconstruction, resurfacing, and rehabilitation. For 
system-level cost estimates to have credibility, these unit costs 
must be derived from local experience and represent work simi
lar to that expected in the proposed project. 

B. Example Application 
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B. Example Application 

1. Construction of a New Highway 

Project proposal is for a four-lane highway on 3 miles of new align
ment. The new alignment has few unique features; it is generally 
rolling countryside with no known environmental issues. The pro
ject will require construction of two at-grade intersections with 
turn lanes at the bypass terminal. 

Using default values for unit costs, Figure 7. I shows the resulting 
calculations. 

5. OPERATING AND MAINTENANCE COST ESTIMATING 

A. Background 

Costs associated with operating and maintaining transportation 
systems generally include expenditures that are consumed within. a 
single calendar or fiscal year. These expenses include labor, mate
rials, and supplies (e.g., fuel) that are essential to operating the sys
tem. 

B. Selecting an Approach 

In some cases, selecting the most appropriate methodology for esti
mating O&M costs will be influenced by the time horizon and the 

. operating scenario for which the projections are to be made. 

1. The time horizon will influence the level of detail that will be 
possible in projecting O&M costs. For short time horizons (1 to 
3 years), a high level of precision is possible because operating 
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FIGURE 7.1 
Construction of a New Highway 

Project: New bypas.s road 
l 

Luuar ConstnlClion or W-ulening 
Amount ! 

Existing lane miles to be reconstructed 
. Lane miles to be added 
·1..ane miles of construction on new align. 
Right of way required (sq ft x I 00) 
Total (in thousands of dollars) 

Inter.section 1111d Approach Work 
Number of signal. interS. improved 
Approach lane-miles reconstructed 
Approach lane-miles resurfaced 
Approach lane-miles added 
Approach lanes built on new align. 
Right of way required (sq ft x 100) 
Total (in tbousuds or dollars) 

Bridge Stnu:tun Work 
Utilities and Scream Protection (per bridge) 
Sq. feet of structures rcmoved (x 1000) 
Sq. feet of structures consuucted (x 1000) 
Square feet of structures rchab'd. 
Right of way required (sq ft x 100) 
Total (in thousands or dollars) 

SUBTOTAL (tboasaads of dollars) 

Added to constrUCtion cost for engineering: 
Added to constrUCtion cost for maint. & proft. of traffic: 

3.2 
342.4 

2 

0.76 
0.38 
0.95 
80.0 

Added to constrUCtion cost for contingencies and inspection: 

GRAND TOTAL (thousands of dollars) 

Deraalt Unit Costs Used: 
Reconstruction per lane mile: $550,000 asphalt 

Sl.285,000 CODCrele 

I 
I 

I 

I 
i 

Widening per lane mile: 
New construction per lane mile: 
Freeway costs: 
Resurfacing per lane mile: 

1.25 x reconstruction cost 
1.5 x reconsttuction cost 

1.25 X arterial unit costs 

$175,000 asphalt 
Cost per iniersection: 

Unit Cost i Total Cost 

$550 
$688 
$825 I 

S0.329 

I 

S55 
$550 
Sl75 
S688 
S825 

S!.645 

~,; 

$20 
$110 
S70 

Sl.645 

$0 
$0 

$2.640 
$113 

S2.753 

SIIO 
$0 

$133 
S261 
$784 
$132 

$1.420 

~n 
so 
so 
so 
so 
so 

10.00% 
5.00% 

10.00% 

*Right-of-way costs not 
included in contingency 

Cost per bridge: 
Cost per sq. ft. of structure removal 

S55.000 for signal work 
, S7S.OOO ·· 1fdr Utilities and sucam protection 

S20 for highway bridges 

Cost per sq. ft for bridge rehab 
Cost per sq ft. for new bridge cons 

$25 for railroad bridges 
$70 

$110 
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plans, capital improvements, labor contracts, and supply costs 
are likely to be well-established. As the time horizon for projec
tions grows longer, many cost factors will be uncertain and de
tailed projections could be inaccurate. 

2. Expectations with respect to future operations will probably be 
the most important factor in projecting future O&M costs. Pos
sible future operating scenarios would include continuation of 
the status-quo, deferring maintenance, and implementation of 
capital projects. It is possible to project O&M costs for a stable 
system using simple techniques and still provide reasonably ac
curate estimates. ff the system is changing over the course of 
the time horizon for cost projections, more detailed estimating 
models may be appropriate. 

6. COST ESTIMATING ISSUES 

In preparing cost estimates for a statewide or metropolitan trans
portation plan, there are many issues that must be considered. 
These include: 

• How to provide consistency in cost estimates when they are 
derived from different sources (agencies)? 

• How to protect against "low ball estimates?" 

• How should inflation be treated in the cost estimates? 

• What is the impact of inflation on funding an improvement 
program? 

• How can:risks .be reflected in the cost estimates? 

• Which cost items are associated with the highest uncertainty? 
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What are the characteristics of a good cost estimate? 

7. LIFE CYCLE COSTING AND VALUE ENGINEERING 

A. Background 

The NHS amended Title 23 to require states to conduct an analysis 
of the life-cycle costs of each usable project request on the NHS 
with a cost of$25,000,000 or more. Also, states are required to 
carry out a value engineering analysis for all projects on the NHS 
with an estimated cost of$25,000,000 or more. 

B. Life-Cycle Cost Analysis 

An analysis of life-cycle costs means a process for evaluating the 
total economic worth of a usable project segment by analyzing ini
tial costs and discounted future costs, such as maintenance, recon
struction, rehabilitation, restoring and resurfacing costs, over the 
life of the project segment. 

C. Value Engineering 

Value Engineering refers to a systematic process of review and 
analysis of a project during its design phase by a multidisciplined 
team of persons not involved in the project in order to provide sug
gestions for reducing the total costs of the project and providing a 
project of equal or better quality. 
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UNIT 8: FUNDING ELIGIBILITY 

PURPOSE: 

The purpose of this unit is to describe various funding eligibility re
quirements, including !STEA categorical programs, intermodal 
freight, bicycle and pedestrian programs available to finance trans
portation improvements. . 

I 

WHAT YOU WILL LEARN IN nns UNIT: 

I. !STEA funding program descriptions. 

2. Intermodal freight transportation eligibility. 

3. Bicycle and pedestrian programs. 

WHAT WILL HAPPEN IN THIS UNIT: 

The instructor will present material describing various revenue 
sources currently used to finance transportation. 
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1. ISTEA FUNDING PROGRAM DESCRJPTIONS 

The following section outlines the key features of various 
Federal-Aid Highway Programs, including: 

• Eligible Expenditures 
• Method of Apportionment 
• !STEA Authorization 
• Federal Matching Share 
• Transferability 
• Flexibility 

A. ISTEA Federal-Aid Highway Programs 

The federal share is somewhat higher for the following programs in 
states where much of the land is ·owned by the Federal Govern
ment (Title 23, U.S.C. 120). 

1. Interstate Maintenance Program (IM) 

Eligible Expenditures: 

Resurfacing, restoring, and rehabilitating routes of the interstate 
highway system. Activities authorized include the reconstruction 
of bridges, interchanges, and over-crossings along existing inter
state routes, including acquisition of right-of-way where necessary, 
but shall not include the construction of new travel lanes other 
than high-occupancy vehicle lanes or auxiliary lanes (such as 
truck-climbing lanes). 

Method of Apportionment: 

Funds are apportioned to states on the basis of interstate system 
lane miles (55%) and interstate system vehicle miles of travel 
(45%). 
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ISTEA Authorization: $ 17 .0 billion 

Federal Share: 90% 

Transferability: 

A state may unconditionally transfer up to 20% of its funds to the 
NHS or to the Surface Transportation Program (STP). Additional 
amounts may be transferred if the state certifies that part of the 
funds are in excess of state need and the Secretary of Transporta
tion accepts such certification. 

2. National Highway System (NHS) 

Eligible Expenditures: 

The NHS focuses federal resources on projects that are the most 
important to interstate travel and national defense, roads that con
nect with other modes of transportation, and roads essential for in
ternational commerce. A wide variety of project types may be im
plemented using NHS, including capital construction and planning 
and management-related activities. 

Method of Apportionment: 

Percent share of funds apportioned for NHS, IM, STP, and Bridge 
Replacement and Rehabilitation (BRR) must equal the percent 
share of apportioned funds for FY 1987-91 for Interstate 4R, Pri
mary, Secondary, Urban, BRR, and Interstate Construction 1/2% 
IIllDlillUID. 

ISTEA Authorization: $ 21.0 billion 

Federal Share: 80% 
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Transferability: 

A state may choose to transfer 50% of the NHS funds to the STP; 
if the Secretary approves, up to 100% may be transferred. 

Flexibility: 

Construction of and operational improvements for a federal-aid 
highway not on the NHS and construction of a transit project eli
gible for assistance under the Federal Transit Act are eligible pro
jects for NHS funding provided: 

• such a project is in the same corridor as, or in close proxim
ity to a fully access-controlled highway designated to the 
NHS; 

• the project will improve the level of service on the fully 
access-controlled highway and improve regional travel; and 

• the project is more cost-effective than an improvement to the 
access-controlled highway that has benefits comparable to 
the benefits that will be achieved by the construction of, or 
improvements to, the highway on the NHS. 

3. Sutface Transportation Program (STP) 

Eligiole Expenditures: 

STP is a block grant type program that may be used by states and 
localities for any roads (including NHS) that are not functionally 
classified as local or rural minor collectors. Bridge, carpooVvan
pool, and safety improvement projects paid for with STP funds 
are not restricted to federal-aid roads but may be any public road. 

Once the funds are distributed to the states, each state must set 
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aside I 0% for safety construction activities and I 0% for trans
portation enhancements, which encompass a broad range of 
environmental-related activities. 

Method of Apportionment: 

Basically the same as for NHS. 

ISTEA Authorization: $ 23. 9 billion 

Federal Share: 80% 

Transferability: 

None. 

Flexibility: 

Transit capital projects are also eligible under this program. 

4. Congestion Mitigation and Air Quality Program 
(CMAQ) 

Eligible Expenditures: 

CMAQ directs funds toward transportation projects in Clean Air 
Act non-attainment areas for ozone and carbon monoxide. Pro
jects must contnbute to meeting attainment of national ambient 
air quality standards. 

Method of Apportionment: 

Funds are apportioned to states in a ratio that the weighted nonat
taioment area population of each state bears to the total weighted 
nonattainment by all states. If a state has none of these nonattain-
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ment areas, the l /2% minimum allocation guaranteed to each 
state may be used as if it were STP funds. 

ISTEA Authorization:$ 6.0 billion 

Federal Share: 80% 

Transferability: 

None. 

Flexibility: 

In general, the capital cost of transit system expansions/ improve
ments that are projected to increase ridership are eligible under the 
CMAQ program. 

S. Bridge Replacement and Rehabilitation Program 

Eligible Expenditures: 

Replacement and rehabilitation projects for any public bridge. 

Method of Apportionment: 

Relative share of the total cost of deficient bridges. 

ISTEA Authorization: $ 16.1 billion 

Federal Share: 80% 

Transferability: 

Up to 40% of apportionment may be transferred to NHS or STP . 
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B. Federal Transit .Administration (FTA) Funding Pro
grams 

1. Section 3 Discretionary and Formula 

Eligible Expenditures: 

Provides capital assistance to eligible transit projects in three cate
gories: (1) construction of new fixed-guideway systems or exten
sions of existing systems called "new starts," (2) modernization of 
existing fixed guideway systems called "Rail Modernization," and 
(3) major bus-related construction projects or equipment acquisi
tion called "Bus Capital." 

Method of Apportionment: 

Rail modernization funds are distributed to urbanized areas with 
fixed-guideway systems in operation for at least 7 years on a for
mula basis. New Start and Bus Capital funds are distributed by 
discretion of the FT A or may have amounts "earmarked" by 
Congress. 

ISTEA Authorization: $12.4 billion -authorizing legislation desig
nates 40% of the funds for New Starts, 40% for Rail Moderniza
tion, and 20% for Bus Capital 

Federal Share: 80% 

2. Section 9 Formula Capital and Operating 

Eligible Expenditures: 

A formula grant program that makes funds available on the basis 
of a formula to all urbanized areas to finance transit capital and op
erating expenses. For operations, or capital projects by decision, 
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up to a specific amount called the "operating cap" may be used. 
Any amounts in excess of the operating cap may be used only for 
capital projects. 

Method of Apportionment: 

Six formulas, based on urbanized area population and mode of 
transit service, are used. 

ISTEA Authorization: $16.1 billion 

Federal Share: 80% capital/ 50% operating 

Transferability: 

In a designated Transportation Management Area (TMA), funds 
that cannot be used for payment of operating expenses under this 
section also shall be available for highway projects if the MPO ap
proves and if all needs related to the American's with Disabilities 
Act are met. 

3. Section 18 

Eligible Expenditures: 

Transit capital and operating expenses for services in rural areas. 

Method of Apportionment: 

5.5% of total funds available for Sections 9 and 18. Formula is 
non-urbanized area population in each state. 

ISTEA Authorization: $0. 937 billion 

Federal Share: 80% capital/ SO% operating 
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Transferability: None. 

4. Section 16b(2) 

Eligible Expenditures: 

Transit capital equipment for private non-profit corporations and 
associations providing mass transportation services for the elderly 
and disabled or public bodies coordinating such service or provid
ing service where no non-profit service is available. 

Method of Apportionment: 

Fixed minimum for each state and formula based on population of 
elderly and disabled individuals. 

ISTEA Authorization: $0 .41 billion 

Federal Share: 80% capital 

Transferability: None. 

2. INTERMODAL FREIGHT TRANSPORTATION 

Freight movement is an explicit part of !STEA which supports de
velopment of a National Intermodal Transportation System. Addi
tionally ,·· the NHS legislation calls for a list and description of inter
modal connections to major ports, airports, international border 
crossings, and public transportation facilities. The eligibility of in
termodal freight projects are evaluated (see attachment) for the fol
lowing programs. 
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3. BICYCLE AND PEDESTRIAN PROGRAMS 

Federal-aid highway funding for bicycles and pedestrians have in
creased substantially under !STEA. Most of the funding has been 
derived from the transportation enhancement activities of the Sur
face Transportation Program (see attachment). 
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UNIT 9: WORKSHOP PROBLEM 

PURPOSE: 

The purpose of this unit is to provide participants with an opportunity to 
apply the information presented to complete a workshop problem. 

WHAT YOU WILL LEARN IN nns UNIT: 

1. Provide opportunity to apply skills and knowledge in workshop 
problem. 

2. Check for learning and understanding. 

WHAT WILL HAPPEN IN nns UNIT: 

Participants will complete a workshop problem. 
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1. INTRODUCTION 

Good News! Word has just been received that the governor wants to support the economic 
development of Middle Valley, in the State of Confusion, by investing additional federal
aid and state funds to accelerate the transportation program in the region. As a programmer, 
you will be asked to work with your state/local colleagues to define a 3-year financially 
constrained program for the region. The more projects you can get programmed and the 
quicker you can implement these projects, the more attractive your long awaited promotion 
will look. You are not beyond using innovative financing techniques. 

A. Middle Valley Metropolitan Area Description 

Middle Valley has an urbanized area population of about 350,000 persons (Figure 9 .1 ). 
The central city is called Middle Valley which has a population of 85,000 persons and 
is the county seat of Parsons County. The other two counties in the metropolitan area 
are Batten and Park Counties. Park County, located to the north of Middle Valley, is 
experiencing considerable growth, primarily due to its accessibility to the central city 
and the growing employment base in the area surrounding it. Batten County, located 
to the south of Middle Valley, has experienced a declining population base over the 
last 5 years as a result of defense industry related restructuring. 

Two primary highways service the region: State Route 77 and Route 54 (which is a 
toll facility). The airport is located about 6 miles north of downtown Middle Valley. 
The airport area has experienced considerable growth in employment over the last 
decade as a result of the rise in intercity travel by air and an increase in airport related 
industries. 

The Middle Valley Transit System is the regional mass transit operator in the Middle 
Valley urbanized area. It is a regional agency with governing board members from 
the three counties in the urbanized area. 
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Park County 

Parsons County 

XAirport 

Batten County 

Figure 9.1. Central Area Metropolitan Region 
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B. Projects to be Programmed 

The specific projects to be programmed are: 

1. SR 77 North - Southern Section (Parsons County) - add lanes, reconstruct -
$27 million. 

2. SR 77 North- Northern Section (Parsons County) - add lanes, reconstruct
$15 million. 

3. SR 77 South-Northern Section (Batten County) - rehabilitate - $3. 7 5 million. 

4. Widening the airport access road from two to four lanes from Route 54 to the 
Airport at a total estimated cost of $15.750,000. 

5. Constructing a 4-lane arterial on a new alignment to provide access from State 
Route 77 to the BC Industrial Park and a rapidly developing residential area in 
Batten County. This project is designed to stimulate economic development and 
has a total estimated cost of $5,000,000. 

6. Purchasing a total of 8 new regular route transit buses over the next 3 years. Each 
regular route bus is estimated to cost $250,000. 

7. Expand centralized traffic signal system in Middle Valley at a total cost of 
$3.000,000. 

8. SR 77 -Southern Section (Batten County)-rehabilitate-$27 million. This 
project is currently due for letting in 2001 using federal-aid. If the project is fully 
state funded. then it will cost $24 million. 

9. $1.0 million utility work required for upgrade of traffic signal system (Project 7) 
that is to be done by utility company. The utility company has expressed a 
willingness to pay back a $1.0 million (Section 129) loan with $500,000 in 1998 
and $600.000 in 1999 with funds provided by a rate increase. 
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Table 9.1. Sumary of Project Costs 

1 SR 77 N (Southern) 

2 SR 77 N (Northern) 

3 SR 77 South 

4 Widen Airpon Access 

5 New 4-lane Anerial 

6 Transit Buses 

7 Signal System 

8 SR 77 South 

9 Utility Work 

TOTAL 

C. Funding Allocations 

$27.00 

$15.00 

$3.75 

$15.75 

$5.00 

$2.00 

$3.00 

$24.00 

$1.00 

$96.50 

$21.60 

$12.00 

$3.00 

$12.60 

$4.00 

$1.60 

$2.40 

$19.20 

$0.80 

$77.20 

$5.40 

$3.00 

$0.75 

$3.15 

$1.00 

$0.40 

$0.60 

$4.80 

$0.20 

$19.30 

Funding for the various projects to be programmed will be derived from a combination 
of Federal, State, and local sources. The Middle Valley Transit System (MVTS) will 
provide the match for any Section 9 capital grants. 

Table 9.2. Funding Allocations 

---- --
1997 

· 1998 
1999 

TOTAL 
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$20.75 
$15.00 
$24.25 

$60.00 

$21.25 
$6.75 
$0.00 

$28.00 

$0.40 
$0.40 
$0.40 

$1.20 

$0.10 
$0.10 
$0.10 

$0.30 

$42.50 
$22.25 
$24.75 

$89.50 
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D. Innovative Finance Initiatives 

More good news. Some additional revenue sources are being discussed. Anxious to 
program all projects within 3 years some innovative concepts have been proposed. 

1. The railroad's real estate/development subsidiary has agreed to cost participate in 
order to accelerate the construction of the Batten County Industrial Park project(5). 
The railroad is willing to: 

a. donate $250,000 in land cost for roadway ROW. 

b. provide material and supplies with a value of $200,000 for the construction of 
the road. 

c. donate $500,000 in labor constructing the road. Only the labor costs are valued 
at 2.5 times the prevailing wage rate in the local highway construction industry 
and the railroad company has never constructed a roadway. 

d. have its communication subsidiary donate $100,000 in cash. 

In addition, suggestions are being made that programming of projects may be 
accelerated from: 

a. $6.00 inillion in toll credits available from using tolls to add an additional 
lane to the Route 54 toll road. No federal-aid has been used for Route 54 
construction and a "maintenance of effort agreement" is being negotiated. 

b. A scheduled toll increase will go into effect immediately and is forecasted to 
generate excess toll revenue of $.5 million per year after debt service, rate of 
return on private investment, operation and maintenance. It is expected this 
revenue stream will continue and in fact may increase as traffic continues to 
grow. · The Toll Authority is required to use any toll revenues in excess of 
amounts required for debt service, rate of return on private investment, and 
operations and maintenance for any purpose for which funds may be obligated 
by a State under Title 23 U.S.C. Figure 9.2 provides an estimate of the amount 
of a loan that could be supported by these excess revenues at a 6% interest rate 
and various loan terms. 
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5 

Loan Amount Support by 
$500,000 Annual Payment 

Loan Term (Years) 

Figure 9.2. 
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E. Participant Exercise 

Given the information provided, along with your knowledge of innovative finance, 
design a three year financially constrained program for these projects. Priority is to 
be given to implementing projects 1, 4, and 5. 

Year 1 

111111 
1. SR-77 Nonh-Southem 27.00 

2. SR-77 Nonh-Nonhem 15.00 

3. SR-77 South 3.7S 

4. Widen Airport Access Road 1S.7S 

S. New 4-1.ane Road S.00 

6. Purchase Buses 2.00 

7. Cenualiud Signal SySlall 3.00 

8. SR-77 South 24.00 

9. Utiliiy WOTk 1.00 

TOTAL 20.7S 21.25 0.40 0.10 
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Year2 

1. SR-77 Nonh-Southem 27.00 

2. SR-77 Nonh-Nonhem 15.00 

3. SR-77 South 3.75 

4. Widen Airport Access Road 15.75 

5. New 4-lane Road 5.00 

6. Purchase Buses 2.00 

7. CcouaJiz.ed Signal System 3.00 

8. SR-77 South 24.00 

9. Utility Work 1.00 

TOTAL 15.00 6.7S 0.40 0.10 0.00 
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Year3 

I. SR.-77 Nonh-Soulhem 27.00 

2. SR.-77 Nonh-Nonhem 15.00 

3. SR.-77 South 3.75 

4. Widen Airport Access Road 15.75 

5. New 4-lane Road 5.00 

6. Pun:hase Buses 2.00 

7. Cenualiz.ed Signal System 3.00 

8. SR.-77 South 24.00 

9. Utility Work 1.00 

TOTAL 24.25 0.00 0.40 0.10 
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NOTES 
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