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FOREWORD

The Council of State Governments is pleased to release
Financing for the Future: Changing Roles in Mass Transit.
Vith this publication, The Council documents and analyses mass
transit funding sources both past and present, and looks at
their potential for the future.

Lexington, Kentucky Carl V. Stenberg
March, 1988 Executive Director
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Chapter 1

CHANGES AND TRENDS

This report begins with a look at the recent history of mass
transit, focusing especially on the evolving financial dilemma faced by
Federal, state, and local governments as they seek to fulfill the
American public’s transportation needs.

Transit is big business. Altogether in 1984, it was almost a $16
billion industry. Most of the money was spent in urbanized areas of more
than 50,000 people, although nearly $2 billion was paid out to serve

"non-urbanized areas with populations below that level.

0f the total, $4.4 billion came from fares and other
transportation revenues; the rest came from some sort of subsidy whether
from the Federal government, the state government, or some local entity
(Public Works, 1987).

A recent American Association of State Highway and Transportation
Officials (AASHTO) survey indicates that total Federal and state funding
are now about equal (Figure 1), due to a decline in Federal funding which
has been partially offset by increased financial involvement by the
states. In the future as Federal funding drops even further, states will
undoubtedly have to play an even more aggressive part in providing money
for public transportation. This will only come, however, with
considerable assistance from local governments, transit users, and
private initiatives.
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Dollars in Billions

State and Federal Financial Aid

For Public Transportation

Federal

FY83

Source:

Fys4 FY85 FY86 FY87

1987 Survey of State Involvement
in Public Transportation, 1987 AASHTO.
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Billions of Passengers
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Major Trends in Transit Ridership

This century has seen transit ridership go through six major
cycles of growth and decline, each influenced by social and economic

forces outside transit itself (See Figure 2).

Figure 2: Major Trends in Transit Ridership
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Source: 1985 Transit Fact Book, 1985

From 1900 to 1929 transit ridership grew steadily, first due to

technical innovation and investment opportunities during the early years
of the street railways, and then due to the economic boom of World War I

and the post-war period. Ridership declined greatly during the Great

Depression, as people made fewer work trips and often could not afford to

travel for pleasure. Although electric utilities had often subsidized

electric trolley transit in the past, the Interstate Commerce Act of 1920

included provisions which had the practical effect of limiting that

ability.

Along with World War II came motor fuel rationing and an economic
Yet once the

boom for transit that led to rapid new growth in ridership.

wvar was over and people fled to the suburbs, spurred on by cheap fuel and
government policies which favored low-density suburban growth, ridership

quickly declined from its wartime peak.
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For transit, the basic problem was this surburbanization of
America. Between 1950 and 1980 the populations of the country’s ten
largest urban areas dropped by more than 357%, compared with a rise of
more than 60% outside the central cities -- a trend which seems to be
continuing (New Directions, 1985). Moreover, employment in the suburbs
began growing faster than within the cities, with the result that most
commutation is now lateral -- that is, commuters live and work in the
suburbs and their work travel patterns don’t take them into the cities on
a regular basis.

Thus began a difficult time for transit, as it signaled the end
of simple route design. Hub-and-spoke routes, long the traditional
structure of large urban public transit systems, were no longer
appropriate. Instead the new travel patterns went in every direction --
not only into and out of the major cities, but also all through and
around the suburbs surrounding them. In the words of the Rice Center
report (New Directions, 1985), they "resemble Brownian motion -- they
appear random in nature and are taking place in every direction at once."
And as Secretary of Transportation Elizabeth Dole points out in her
Report to Congress (1987), these kinds of travel patterns are "much more
difficult and expensive for mass transit to serve than dense central
cities and central business districts."

Systems that couldn’t or wouldn’t adjust to the changes found
themselves in serious trouble. Fixed rail systems were the first to find
themselves fighting for their lives, but the same was often true of other
forms of transportation.

Then in 1973, on the heels of the OPEC oil embargo, the ridership
cycle reversed once more until it evolved into what the graphs now show.
The slow but steady growth that began in 1973 was ‘initially based on the
Federal perception that mass transit had some strategic importance, yet
came to include a host of subsidiary goals that changed the nature of
mass transit provision radically.

The new goals started by recognizing that good transit services
are important to many segments of society, then went many steps further.
Mass transit was going to revive America’s decaying downtowns, for
example. Along the way it would reduce air pollution and traffic
congestion, conserve energy, and give the elderly and disabled access to
a world that had long been denied them (Kirby, 1987).

Obviously this didn’t happen, or at least not as it was
envisaged. The biggest reason was because the state and local
governments forbore raising the necessary funds and enacting the
necessary policies which would have supported mass transit more
effectively (Kirby, 1987).
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One of the biggest pushes towards modern-day mass transit is, of
course, urban congestion and the problems of trying to move effectively
around a metropolitan area where tens or hundreds of thousands of people
are all trying to do the same thing at the same time. Gridlock -- once
the sole property of places like Manhattan -- is nowv coming to beset all
our central cities as well as many of their suburbs. Better mass transit
is probably the only reasonable solution on the horizon.

states are
this is a
the way its

Figure 3 reveals some interesting trends. (Note that
used for reference points rather than cities for two reasons:
state-based study, and total ridership within a state affects
leaders define their states’ transit concerns.)

Figure 3: Public Transportation Use by State
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Adapted from: The Status of Nation’s Highways, 1985

Most states with high usage rates are in the northeast and, as
expected, statistics show that policymakers in these states have the
highest relative concern for public transit issues (Transportation
Policy, 1987), as will be discussed in Chapter 4. Mass transit systems
in the south and far west will undoubtedly become more politically and
economically important in the future, though, as the rapid population
growth these states are now experiencing leads to urban congestion and
the need for such systems (Status of Nation’s Highways, 1985).
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In 1980, 61.8 million workers lived in the nation’s urbanized
areas. Of these, 5.9 million persons (9.5%) used public transportation
to get to work. Almost 3.7 million persons (5.9% of all people, or 62.7%
of those using public transportation) rode buses; 1.5 million
(2.4%/25.4%) used subways; 500,000 (0.81%/8.5%) traveled by commuter
railroad; and 130,000 (0.021%/2.2%) went to work by taxicab
(Transportation Planning, 1985).

In 1984, despite the fact that mass transit’s share of the
absolute number of commuters had risen, its proportional share had
dropped slightly to about 9% (Report to Congress, 1987). This
represented 5.1 million workers making 8.9 billion individual trip
segments. Looked at another way, mass transit accounted for 2.77% of all
local passenger miles of travel, and 4.75% of all travel done by urban
residents.

Yet the statistics about transit use do not point to the real
public transportation needs that exist in both urban and rural areas.
Every community has groups of people who depend on mass transit -- people
wvhose age, health, income level, or lack of a car force them to rely on
some form of public transportation. Rural and small urban areas in
particular contain some of the largest concentrations of these groups.

As Valente notes (1982), "In large urban areas public
transportation serves not only a social function, in terms of providing
mobility for transit dependency people, but also economic and
environmental ones. A good transportation network, including public
transit service, is essential to economic health, development, business,
and retail activity."
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The Government in Transit

Federal involvement in transportation markets has undergone
considerable change during the past 20 years. Until the 1960s mass
transportation had a large private sector, whereas today most urban
transit systems are publicly owned and operated (Fisher, 1984). While
the shift from private to public operation had many causes, the
overriding ones were probably the decline in ridership plus the public’s
demands for more and better services than the highly regulated,
non-subsidized private enterprises could offer or afford.

The mechanics of the private-to-public transition varied from
city to city, but were usually through public buy-out or take-over after
the private system verged on economic collapse. The rough economic times
that preceded the transfer meant that the acquiring government typically
received a depleted, decapitalized system, the result of non-reinvestment
and lessened maintenance during the final, declining years of private
ownership. Nor was it unusual for the restrictive regulations that
presaged the changeover to result in routes that were outdated and
totally out of line with current living and/or working patterns.

Along with the troubles with routes, facilities, and equipment,
the new owner often found itself the proud possessor of inflexible labor
contracts created outside the normal collective bargaining process that
governs public employees. Many of these contracts bore little relation
to the system’s real needs.

Unrealistic public perceptions about what the new public
organization ought to be able to provide often compounded the problem.
In short, the transition was never smooth, and in fact was often quite
rocky.

Because these private/public transportation problems were
happening all over the country, the Federal government began to get
directly involved in financing the transition. In the beginning it
provided large capital subsidies as a kind of emergency assistance, which
allowed cities to purchase the assets of their local transit agencies and
to replace dilapidated equipment. Later, subsidies were created to cover
operational costs.

Ultimately the temporary assistance became permanent, of course,
and the amounts involved grew by leaps and bounds. Yet the Federal
government’s major involvement in transit services only served to
highlight most states’ relative non-involvement. By 1984 the Federal
share of capital support was 61%, versus 16% from the states and 23% from
local governments. In contrast the Federal government paid only 9% of
operating costs in that year, compared with 16% and 24% from the state
and local governments, respectively (Kirby, 1987).
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In most urban areas, transit advocates of the early 1960s were
forced to bypass their state legislatures, which at the time were largely
dominated by rural interests. This view by state legislatures began to
change with the U.S. Supreme Court cases of Baker v. Carr (1962) and
Reynolds v. Sims (1964).

These landmark reapportionment cases and their "one man, one
vote" rulings meant that state legislatures, which had traditionally been
legislatively apportioned to give rural interests more voting power while
neglecting urban needs, were now forced to switch their focus. With the
cities’ increased political power in the state legislatures came the
citizens’ demand to their states for programs to renovate and expand
transit systems.

Yet while these court decisions had already been handed down by
the Supreme Court, they weren’t fully implemented by the states until the
1970s. Throughout the early years of Federal involvement in transit,
urban interests were still circumventing their state governments and
taking their problems directly to Washington DC.

This urban habit, born of necessity, is slowly changing. The
change is reflected in the gradual shift in what people think the
government’s role should be in terms of public transit. From the
beginning this change in perspective appeared to foreshadow the trends
that eventually limited the use of Federal resources: the deficit
problem, Gramm-Rudman, and a perspective that other Federal priorities
should receive greater attention. The void left by the cutbacks in
Federal public transit emphasis has been filled, partially and not
uniformly, by increasing quantities of state aid to transit, as well as
by adding in more local government funding and trying to make the farebox
pay more.

The policy change at the Federal level has raised several new,
critical questions about public transportation’s goals and objectives.
As competition for funds becomes more intense at all levels, these
factors assume paramount importance:

* What purposes does public transportation serve? In some
cases it is a social service, while in others it is a
fundamental building tool for urban areas.

* Who needs these services? Is the primary recipient a
person who has no other way to get where he’s going, in
wvhich case transit becomes part of the social safety
net, or is he a person who simply finds mass transit more
convenient?
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* Within the public and private sectors, who is best
equipped to provide and pay for services? Typically this
is a 2-, 3- or even 4-way mix of governmental and
non-governmental entities. And finally,

* How can the transportation system be structured so it can
accommodate a variety of needs in a cost-effective,
efficient manner?

Each of the preceding questions must be answered at all levels of
government which work with transit services. The states must address
them, particularly in light of their historic "catch-up" role. Either
with action or by default, all states review these questions in their
legislative sessions. The relative importance that transit issues and
outcomes hold varies from state to state. In this context many forces
--local and Federal, public and private -- combine to create an
environment in which a particular state’s funding mechanism develops.
These will be discussed later in this report.
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The Federal Government’s Role

In 1964 the Congress of the United States found that "the welfare
and vitality of urban areas, the satisfactory movement of people and
goods within such areas, and the effectiveness of housing, urban renewal,
highway, and other Federally-aided programs are being jeopardized by the
deterioration or inadequate provision of urban transportation facilities
and services ...."

As mentioned, to remedy this situation Congress passed the Urban
Mass Transportation Act of 1964, which provided a way for transit systems
to buy much-needed capital equipment.

Later laws had the Federal government continuing its capital
assistance until it eventually found itself picking up almost 80% of the
transit industry’s tab for capital expenditures: more than $29 billion
through FY 1985, and $2.5 billion in that fiscal year alone. In contrast
all the states and local governments put together made only about $8
billion in total capital investments, of which $500 million was spent in
fiscal 1985 (Report to Congress, 1987).

This heavy investment in capital was also accompanied by greater
and greater Federal operating subsidies.

That was the situation until recently, anyway, when President
Ronald Reagan took office and expressed his intent to return to
federalism -~ that is, to a Federal government limited in size and scope
and one in which the states are stronger and more responsible for
whatever happens within their boundaries (Federalism, 1986).

The idea is that the states will concentrate only on meaningful,
cost-effective programs and projects. Money will be distributed more
equitably -- what the states collect will stay in the states. And less
money will be wasted because the states will look harder at uses for
their own money, rather than simply competing for every possible Federal
dollar.

For transit and other programs, this means that there will
probably be less and less Federal money available to fund any part of the
system -- capital or operating. In fact this is already happening in
transit, notes Secretary Dole: "Users are now picking up an increasing
share of costs (after years of decline) and State and local governments
are covering an increasing share as well" (Report to Congress, 1987).

Page 14



Figure 4 looks at the changes from another direction. Whereas 17
years ago fares paid virtually all of transit’s operating expenses, that
proportion has declined dramatically until they covered less than half in
1984, and sat on a par with the total of state and local contributions.
Note that Federal subsidies for operating expenses started only in 1975
and in the ten years shown on the graph, never paid more than about a
fifth of the actual costs. That trend of diminishing Federal subsidies
continues.

Figure 4: Sources of Transit Operating Revenues, 1970 to 1984
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Source: APTA Fact Book and UMTA Section 15 data, as quoted in
The Status of the Nation’s Local Mass Transportation:
Performance and Conditions, Report to Congress, 1987.
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Current Federal Funding Programs

The U.S. Department of Transportation (USDOT), through its Urban
Mass Transportation Administration (UMTA), administers the Federal
transit assistance programs established by various sections of the Urban
Mass Transit Act of 1964, as amended.

For instance the Urban Mass Transportation Assistance Act of 1970
committed the Federal government to spend at least $10 billion over the
next 12 years. It gave local planners the confidence and flexibility
they needed to adapt and run their programs, and also authorized certain
amounts to be set aside to finance programs to aid the elderly and
persons with disabilities. (Weiner, 1986).

By the late 1970s Congress had expanded the Federal program to
allow transit projects to be substituted for highway projects. Operating
subsidies were provided for, and capital and operating assistance were
expanded to serve small and rural areas.

There are several other laws dealing with mass transit, but the
most recent significant one is the Federal Mass Transportation Act of
1987. This new authorizing legislation for Federal transit expenditures
caps Federal spending at 1987 levels, and continues funding for several
large projects such as the one in Los Angeles. This Act and its
implications will be discussed a little further into the report.

Appendix A chronicles some of the landmarks in the development of
Federal transit policy.

During FY 1986 transit systems will receive most of their funding
through four ongoing programs as well as the budget authority still
available from two discontinued programs. (The FMTA of 1987 created a
nev formula program, Section 9(b), effective in FY 1988). Most of these
programs allocate funding to areas or states by a formula that is based
on population. See Appendix B for details of the current Transit
Assistance Programs.

* Section 3: Provides discretionary funding of public
agency capital projects on a matching basis.

* Section 9: A formula program for block grant funding of
transit activities in urban areas. A specified amount of
the funds may be used to support some of a system’s
operating deficits, or all funds may be used for capital
projects or transit planning projects on a matching
basis.
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Section 16(b)(2): Allows states to administer
discretionary funding for capital projects by private
non-profit providers if these projects provide transit
for the elderly and handicapped. It is a matching
program.

Section 18: Supports transit activities in rural areas.
The money may be used to support a system’s capital
projects or operations. States administer the funds to
local recipients.

Page 17



Where the Federal Dollars Fit

Federal transportation funds available to states are often
administered through a designated state transportation agency. Figure 5
diagrams the process for the State of Iowa, and Appendix C has a further
breakdown of the figures. 1In Iowa, funding for public transit activities
is programmed at nearly $36 million in fiscal 1987. Of this total, $2.4
million will come from the state, $8.4 million from Federal transit
assistance programs, and $25.2 million from local sources such as user
fees (farebox and contracts), local taxes, and other local resources.

Figure 5: Federal Formula Assistance for Transit

U.S. DOT FORMULA ASSISTANCE FOR TRANSIT

Sections 5.9
Section 18 Sections
16(b)2. 18
lowa DOT lowa DOT Administration
Recipient Designation of Sections 16(b)2 and 18
L Large Urban Areas ] Small Urban
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i nhind vl \ :
el aileadl Jallel el
(200,000 population or more) (50,000 to 200,000 population) (less than 50,000 population)
Bettendorf Cambus Ames Regions 1 - 16
Council Bluffs Cedar Rapids Buriington
Davenport Coralville Clinton
Des Moines Dubuque Fort Dodge
lowa City Marshalltown
Sioux City Mason City
Waterloo Muscatine
Ottumwa

Adapted from: Transit Projects FY 1987 (Iowa), 1986

For Iowa, this shows the relatively insignificant amount the
state contributes to quality transit. To its credit, Iowa recently
increased its contribution substantially. But even so, the state portion
will be less than what the Federal government provides, and far less than
that from local contributions.

Yet Iowa is not the norm. In fact, there is no norm in either
how state finance is set up and run, or in how much a state contributes
towards its transit systems. Some states, particularly in the northeast,
counterbalance Iowa’s relatively small contribution with sums much
greater than those they receive from Federal sources.
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Appendix D shows how Congress allocated funds for UMTA, and gives

the breakdown for each budget category in FY 1987. The competition for
Federal dollars has resulted in a total FY 1987 allocation of just over
$3.4 billion, which while large is nonetheless down almost $100 million

from the previous year.
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State Support

State funding for public transportation in FY 1985-86 finally
reached a par with the amount contributed by the Federal government,
according to AASHTO’s 1986 Survey of State Involvement in Public
Transportation. The survey shows that in 1986, 44 state transportation
agencies provided financial assistance totaling $3.5 billion.

According to the report, the shift in proportions of state and
Federal aid to transit has been a result of the decline in Federal
funding, which has forced states to increase their funding. As Figure 1
showved, all Federal aid to public transportation -- capital and operating
—- dropped S$1 billion, from $4.5 billion in FY 1983 to $3.5 billion in FY
1986. State aid to public transportation, on the other hand, closed much
of the gap by rising from $2.7 billion to $3.5 billion during that same
period.

States may be reaching the limits of their abilities to absorb
the impact of the decline in Federal aid, however. The data collected by
AASHTO shows that the rate of growth of state funding, which has been
substantial since the survey began in 1980, has slowed dramatically: ten
states are actually providing less funding this year than they did last.

The AASHTO report also depicts trends in how operating costs are
distributed among Federal, state, and local governments, and those who
ultimately use the public transportation provided (Figure 6). On a
national basis states pay 11% in non-urbanized and 17.6% in urbanized
areas, while local governments provide an average of 34.77% of transit
costs in non-urban areas and average 30.3% in those which are urban.

Figure 6: Operating Cost Distribution

Federal 7.77%
nN&“QN@@&

Urbanized Arcas Nonurbunized Arcas

Source: 1985 Survey of State Involvement in Public
Transportation, 1985 :
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The big differences are in Federal and user contributions. The
Federal government pays 26.5% of the operating costs in non-urbanized
areas, but only 7.7% in those which are urban. Transit users, on the
other hand, pick up an average of 27.8% of the costs of operation in
non-urbanized areas versus 44.3% in urbanized locations.

Appendix E breaks down FY 1986 operating expenses for each state.
Those recipients of a high proportion of Federal operating assistance
wvere: Kentucky (59%), Maine (50%), Alabama (39%), Mississippi (37%), New
Hampshire (36%), North Dakota (35%), Oklahoma (35%) and Vermont (35%).
Note, however, that while the proportions are high, most of these dollar
figures are actually relatively low.

States receiving a great deal of their operating expenses from
the states themselves include Massachusetts (47%), Connecticut (44%),
Puerto Rico (44%), Visconsin (38%) and California (34%). Although these
dollar figures tend to be much larger than those provided by the Federal
government, it is important to recognize that according to the AASHTO
survey, almost half the states (21) provided nothing at all towards the
costs of running their transit systems.

Local aid paid at least half the operating costs in Alaska,
Georgia, Missouri, Montana, New Mexico, Ohio, Oregon, Utah and South
Dakota. Farebox and other operating revenues ranged from 15% in Montana
to 58% in Pennsylvania and 597% in New Jersey.

Figure 7 illustrates the fact that in 1986 the most heavily used
source of funding for public transportation was the state general fund,
although some states did use some or all of dedicated transportation
funds, sales tax revenues, fuel taxes, lotteries, tolls and other related
fees, bonds, and other funding sources.
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Page 22



Chapter 2

Alternative Financing Mechanisms






Chapter 2

ALTERNATIVE FINANCING MECHANISMS

Many states, cities, and transit systems have fallen back on
alternative revenue sources to finance their transportation projects.
These include private participation in financing, new debt instruments,
contracting arrangements, donations, lotteries, and benefit assessment
districts. Both traditional and alternative sources of funding mass
transit have received the attention of a number of recent studies.

The American Public Works Association, in their booklet Paying
for Transportation at the Local Level (1984), analyzes 17 mechanisms for
raising local transportation dollars. These include: highway-related
revenue from property taxes; motor fuel taxes; motor vehicle fees and
taxes; parking taxes; tolls; local sales taxes; income taxes; bonds;
impact taxes; street utilities; billboard advertising and advertising on
other public facilities; state lotteries; contracting out work; leasing
arrangements; employer subsidies of transit fares; and developer
financing. When tied to effective policies, these revenue-generating
mechanisms can bring about the support that public transportation
programs require.

Yet another way to classify this breakout is a revision of the
one the Transportation Research Board did in 1985 (see Appendix F):

Revenues specific to transit begin with transit fares, but also
include service contracts for specific groups such as school children;
charter services; non-fare enterprise revenues; and land banking.

User fees sometimes have transit applicability. Like all fees,
transit user fees are levied against those who have an impact on the
transit system, in this case the user. These fees may be assessed
against vehicles, the fuel used to run them, or the parking space in
which they sit; they can also include tolls on roads or facilities.

In this case, what'’s listed as non-user general taxes for transit
are actually taxes levied on the general population: property, income,
sales, utilities, "sin" purchases, and severance. This category also
encompasses lotteries.

Special benefit fees deal with a property’s added value because
of a transit system’s location, and include tax increment financing,
special assessments, impact fees, and service charges.

Under private financing are a number of options, depending on
whether ownership is public or private.
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With public ownership developer financing, negotiated
investments, and private ownership and private donations are
possibilities.

When ownership is within the private sector, alternatives include
total private ownership and leasing or selling rights or facilities.

Transit may also be publicly financed yet privately owned, as is
the case when services are contracted out.

Another possibility is debt financing using bonds, certificates,
notes, leasing, and vendor financing.

Revenue enhancement techniques encompass both budget indexing and
accounting system and cash balance management.

When considering how these funding sources can be applied, it is
always important to remember that what works well in one community may
not work at all in another. Regional differences, political structures,
prevailing ideologies, spatial factors, and economic bases all limit the
types of mechanisms that can succeed in a particular area.

These facts also make it imperative that local and state
governments look closely at what benefits are being sought, what the
probabilities are for success, and what can get in the way of adopting a
newv and better financial plan. Many questions need to be asked and
ansvered.

Does enabling legislation exist at the state level? If not, can
it be enacted? What does or would it look like, generally? 1Is it
broadly drafted, generally applicable across the state, or is it so
narrowly written as to meet the needs of only a few select jurisdictions?
Does it offer a variety of funding options, or is it tied to one or two
taxes? Is the taxing authority vested with local officials, or does it
require a referendum?

Is the tax to be levied state-wide, or by benefit district or
some other regional configuration? What’s the state’s role in
administering the tax -- the actual collection, or merely administrative
support for the local or regional government? How is the revenue to be
distributed -- simple pass-through from the jurisdiction, back to the
jurisdiction, or by a population or ridership formula? Does the formula
encourage the local entity to continue its funding efforts, either at the
farebox level or through local taxes?

Is the law structured to encourage long-term planning over
several years, or does it have short-term blinders? Does it permit, and
not preclude, private solutions to transit needs? Does the state provide
means by which management and organizations can improve, either within
the aid system or as a condition of receiving that aid?
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WVhat is the local economy on which the financial plan is based?
Is the industry mix cyclical or relatively stable? A cyclical type of
business environment such as in a college town may require a different
kind of financial system than one which will basically stay the same
season after season. Local economic stability, too, makes a difference
in the structure of the local support system: an area plagued with
periodic industrial layoffs, for example, may have to incorporate that
contingency into its base financial plan.

To what extent should the user, as opposed to the taxpayer,
support the local system? This answer will vary from community to
community, based on perceived social costs and benefits. Variables are
likely to include the community’s perceptions about special ridership
contingencies such as the elderly, the disabled, and single women with
families, as well as the system’s structure and how it supports the
overall economic fabric of the community. A theoretical economic
discussion of this question appears in Appendix G.

What is the best way to configure the system, based on passenger
convenience and the community’s ability to support the system
financially? Are trips generally short or of the long haul variety? Do
people mainly travel a corridor, or use a hub-and-spoke, or go in all
directions? Are trip densities sufficient to support a fixed guideway
system without extensive subsidies? An existing corridor might be a good
candidate for a fixed guideway system, for example, though flexible
and/or rapidly changing routes would probably work better with buses,
carpools, or some other readily adaptable approach.

WVhat are the political parameters? Can support be generated for
state or local taxing legislation for transit? Will municipalities
cooperate in implementing a financing approach? How strong is support
for transportation expenditures? It is almost impossible to succeed,
even with the best of plans, if the government and the public ~- the
potential funders and the potential users -- are not behind the plan.

Don’t stop there. Add enough other questions to make sure the
situation, pro and con, is clearly understood and that the proposed
solutions deal with all of them.
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Local Government Initiatives

Local governments are beginning to respond to Federal divestment
by opting for alternative, less expensive ways of providing urban
transportation services. In an article directed at local transportation
officials Kemp (1982) describes some of the approaches communities use.

Some have public agencies contract for services from private
operators vho can provide them at a lower cost than if the public transit
system were involved, always assuming that the private options haven’t
been inadvertently precluded by regulation and/or legislation. Specific
examples include:

* Using private taxicabs to provide shared-ride and
demand-responsive services where the demand densities do
not warrant fixed-route service, an approach common in
California, Michigan, and elsewhere;

* Replacing fixed-route bus services by shared-ride cab
services, as they do in Norfolk VA and Phoenix;

* Giving private bus companies operating rights to
particularly unprofitable fixed routes, as they have done
in Boston and London, England; and

* Contracting with private bus and cab firms to either
operate specific routes, as they do in Johnson County KS,
or to provide peak-hour supplements to transit authority
services so as to reduce the degree of supply-peaking
needed by the transit authority -- so-called "peak load
shedding."

Flexibility is the key, not only in the legislation that allows
for potential cost-saving approaches, but also in the thinking which
comes up with alternatives that have previously been unsuspected. A
success story with a twist is the extensive Montgomery County MD
"Ride-On" minibus system, which is operated without any Federal
assistance. It is a primary example of a situation where individual
political jurisdictions opt out of area-wide compacts in order to provide
cheaper services themselves.
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That the local government had to get back into the transit
service directly in order to assure that a low-cost solution was
implemented points at an inflexibility in the regional governance
structure, but in no way reflects badly on the Montgomery County
experience itself. Not only should non-traditional low-cost alternatives
not be excluded, they should be encouraged by both the authorizing
covenants and the transit agencies’ management structures. Shared-ride
cab services and bus services purchased from private operators under
contract are two more moves going the same direction.

Along similar lines a third option is to amend the monopoly
operating rights of transit authorities and taxicab medallion holders, to
allow competing services. Whether deregulation is on the state or city
level, opening up bus services and allowing competitive bidding for the
right to provide these services can and has led to positive changes.

Examples now exist in Hudson and Essex Counties NJ, as well as in
several American cities in the south, of the revival of jitney services
and/or private bus route associations. San Diego, Portland, and Seattle
have all had limited entry deregulation for taxicabs in recent years, and
in San Diego some jitney services have been legalized. Again, it is
probably necessary to review state as well as city regulatory statutes.

Kemp’s fourth approach vests subsidies in service users, rather
than service providers. Social welfare goals for public transportation
can be achieved by "user-side subsidy" schemes currently in use in West
Virginia, New Jersey, Milwaukee, and other places in which identified
groups can buy reduced-price tickets, scrip, tokens, or "stamps," and
then use them as cash toward travel on a variety of transportation. This
allows users to "vote their subsidy" on the routes and services they
prefer. Those who draft state farebox recovery legislation must be
certain that the measures are broad enough to allow for these techniques.

In response to major fare increases and service reductions in
1981, long-distance suburban commuters in the Chicago metropolitan area
organized to charter subscription commuter services. The groups charter
school or inter-city buses to provide subscription services for more than
5,000 daily commuters at a price below that offered by the Regional
Transit Authority.

The number of bus runs has grown rapidly, and New York and Los
Angeles now have similar systems. Once more, however, this type of
entrepreneurial activity could easily be thwarted by restrictive city or
state regulations, whereas if it is allowed or actively encouraged it can
open a new market niche that might otherwise have gone unfilled.
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Sixth, public agencies may actively promote ride-sharing. Given
the number of commuters for whom traditional mass transit is simply not
practical, using public funds for starting and promoting ride-sharing
schemes may be one of the most cost-effective policy options available in
many cases. Governments and/or transit agencies can also play a
third-party role in providing ride-sharing vehicles and management, as
happens with Tidewater Regional Transit in Norfolk VA.

Kemp’s final possibility is that of fostering private sector
financing roles. A number of private sector groups -- particularly
various employers and retail and service interests -- have strong
financial interests in having public transportation available for their
employees and customers. Programs such as transit pass subsidization,
ride-sharing schemes, joint promotions, and the like have been devised
with the aim of obtaining private financial support not only for
operating costs but also, in some cases, for capital costs such as those
for joint development, value increment taxation, innovative forms of
public-private bond financing, and so on.

There is no longer an option about whether private sector
financing for transit is necessary; rather, the questions now are "how
much" and "in what form." Voluntary private/public coventures are
discussed extensively in Part 2 of this report.

More draconian approaches are already being used in areas where a
perception of public crisis is evident. One example stands out in
California, where the city of Pleasanton was faced with monumental
congestion along a particular corridor. A strongly-worded ordinance was
passed which ultimately required all businesses within the corridor to
commit financially to a package which included some of the private/public
solutions described above.
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Privatization

Strictly speaking, privatization means turning a publicly owned
enterprise over to a private owner, and has emerged as a management
efficiency issue at all levels of government. Private services have been
discussed for situations ranging from hospitals to prisons, from water
systems to fire protection.

Public transit, naturally, is part of the discussion. As an
industry that was once within the private realm, its part in
privatization is especially subject to debate.

The debate, however, need not be entirely ideological. Just as
governments have determined that there are many things it just doesn’t do
well, so, too, does business have its practical operational limits.
Running at a loss is one of them.

Seen from a management and policy perspective in what is now
largely a publicly owned industry, privatization should be viewed as a
wvay to:

* stretch scarce public tax dollars

through contracting or subsidy techniques;

* avoid the use of tax dollars completely

by allowing private enterprise the opportunity to provide
potentially profitable service through arrangements not
easy to manage or structure by government;

* streamline public transit delivery

by reducing political decisions in the delivery process.

Yet privatization should not be viewed as monolithic -- that is,
not all its situations and solutions are necessarily carved from the same
whole. Privatization can often be the simple change in regulations that
allows something to occur outside the public sector, such as the process
of de-monopolizing transit in an urban area. While this action can
squeeze the transit structure to that which should, logically, be in the
public realm, at the same time it can increase the variety of transit
services available.
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On the positive side privatization has had some successes -- the
private donations that helped rehabilitate San Francisco’s cable cars and
supplied Maine’s ferry system, for instance, and the large returns from
special benefit assessment districts in Denver, Miami, and Los Angeles.
Moreover, proponents of privatization point to the private sector’s need
to turn a profit as a goad to saving money and improving performance,
while at the same time reducing demands on public funds (Public Works,
1987).

The flip side of the coin causes two primary concerns. One goes
something to the effect that "the private sector failed before (in the
1960s) and the governments had to come in and bail it out in order to
maintain essential transit services," even though that’s not necessarily
the way it really happened. The other is the fear that the private
sector might be brought in simply "to do the wrong thing more
efficiently”" -- that is, that contracting out to the private sector in no
way assures that the services being provided are the right ones, and may
in fact divert attention away from the need to discover just what the
public wants and needs (Public Works, 1987).
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Another Approach

One transit system’s responses to the changing needs of local
communities are described by Warren Fiske in Mass Transit. The Tidewater
Regional Transit (TRT) serves a five-city area in Virginia. The two core

cities where TRT runs the bulk of its routes -- Norfolk and Portsmouth --
have declining populations. In contrast, the three cities that are
experiencing rapid growth -- Virginia Beach, Chesapeake and Suffolk --

have large suburban areas and small population densities that make fixed
bus routes all but impractical.

To survive, TRT has turned its attention to finding low-cost
alternatives to fixed bus routes. It has provided vans to the suburbs,
small trolley-like buses to transport tourists along the Virginia Beach
resort strip, and double-decker buses to carry passengers on a 20 mile
ride from the resort strip to downtown Norfolk’s financial district.

A large part of its cost-saving strategy has come from leasing
services from private companies, an effort that has marked TRT as one of
the most innovative public transportation providers in the country. For
instance, TRT has agreed to subsidize local cab companies which offer
shared-ride service. It has also contracted with a private operator for
ferry service across the Elizabeth River as a link between the downtown
areas of Norfolk and Portsmouth. And rather than hang its head over
declining bus ridership, TRT is now considering its most ambitious
project ever: adding rail service to the double-decker bus route from
Virginia Beach to downtown Norfolk, at a capital cost of $125 million.
See Part 2 for additional details.

Privately owned transportation enterprises are emerging as a
major factors in urban transportation, now amounting to about 5% of mass
transit costs (Report to Congress, 1987), and can successfully coexist
with publicly owned systems. As David Young notes in another article in
Mass Transit (March 1983), there exists within every major metropolitan
area a substantial fleet of vehicles -- taxis, jitneys, liveries, and
buses for school and charter -- that are not generally thought of as mass
transit, but which could supplement the traditional mass transit system
and provide it major relief.

In addition to providing services to low-density suburban areas
of city neighborhoods that don’t yet or no longer justify fixed route
service using 40-passenger diesel buses, such irregular transit systems
can cut costs tremendously by saving as much as 10% to 50% over what a
public operator would have to charge to provide the same services (Report
to Congress, 1987).
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Chapter 3

POLICY AND FUNDING ITMPLICATIONS
OF THE FEDERAL MASS TRANSPORTATION ACT OF 1987

The Federal Mass Transportation Act of 1987 strongly reinforces
the Urban Mass Transportation Administration’s (UMTA) "Major Capital
Investment Policy" issued on May 18, 1984. In this previous standing
policy, the process that applicants for UMTA discretionary capital funds
must follow was clearly defined. In turn, the policy guidelines also
defined the process that UMTA must follow in evaluating proposals and in
allocating discretionary funds for major urban mass transportation
investment projects. Major projects, for the purposes of this Federal
policy, are defined as eligible capital investment projects costing $100
million or more.

Under previously prevailing UMTA policy, and now under law,
grants for "new start" major capital projects can only be made if they
are based on a financial alternatives analysis (Statement of Analysis)
and preliminary engineering evaluation. In addition, such projects must
be supported by an acceptable degree of nonfederal financial commitment.

Local transit authorities and otherwise eligible sponsoring
entities must show evidence that they have stable and dependable funding
sources with which to construct, maintain, and operate the subject system
and/or extensions. Finally, any approved new start project must be shown
to be cost-effective in relation to other competing projects.

This chapter contains a more detailed analysis of the funding,
service, and system management implications of the Federal Mass
Transportation Act of 1987. Also, it examines the new Federal
requirements for funding capacity verification. The results of these two
evaluations are then applied to the fiscal frameworks of state and local
governments to determine the future of state and local, public and
private funding efforts in the American transit industry.
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Implications of Recent Federal Transit Legislation

Funding for Capital Expenditures

The Federal Mass Transportation Act of 1987 authorizes $17.8
billion in Federal mass transit aid for fiscal years 1987-1991
inclusively. While this money is subject to annual appropriation and
limitation, the bill essentially authorizes current urban mass transit
funding to increase at approximately 3% per year. Effectively, 40% of
Section 3 capital discretionary funds (which are currently $1 billion and
increase to $1.4 billion by 1991) are dedicated to new starts. In
addition, 10% of these funds remain as discretionary but unspecified.

Elevation of the "Local Match" for New Starts

In the case of new start projects, the bill reinforces the
priority for funding projects whose local share commitment exceeds what
the Federal guidelines had previously required. Specifically, the law
states that "The degree of local financial effort is a particularly
important criterion because it will encourage communities to make an
extra fiscal effort." The term "local financial effort," by the way,
includes all nonfederal funds from any source -- state, local, or
private.

This step is particularly important, emphasizes Secretary Dole,
because it is a move towards eliminating some of what she sees as having
become abuses in the system. "Among the unfortunate results of the
Federal funding process has been the practice of designing capital
projects to assure that the maximum Federal funding is secured by each
city. This process, completely rational from the perspective of the
transit manager or local government officials, has allowed transit
operators to make capital investment decisions without considering fully
the merits of the projects involved or the ultimate costs of operating
and maintaining them. The fact that the Federal government paid 75 to
80% of the cost meant that, from a strictly local point of view, nearly
every project appeared worthwhile, at least in the short run" (Report to
Congress, 1987).

Large local capital match will also stretch scarce Federal
dollars and permit its support to spread around many more worthy
projects. Developing stable and reliable sources for operating costs
will also reduce the risk that after having made a very large Federal
capital investment, local resources will not be available to maintain and
operate the transit system.

1. Nearly $85 million of the total Section 3 Mass Transit Account funds are
set aside for other designated purposes. In addition, amounts beginning at
$100 million in 1988 and increasing in a step fashion to $200 million

of the Section 3 monies allocated above $1 billion, will be blended and
allocated as Formula 9B funds to be utilized for capital improvement
purposes only.
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Private sector urban development is also taken into account if
private sector commits itself to recapture real estate values in order to
finance either capital or operating costs. This indicates that local
area private sector real estate developers actually believe in the
project.

Ranking New Start Projects through the Local Match

Local financial effort is incorporated into the rating system in
two ways. First, local capital overmatch is valued to the extent that it
improves the project’s cost-effectiveness index computed in terms of the
Federal financial interest.

Another way pertains to the stability and reliability of the
financial resources the system will need to operate and maintain itself
once it has been built. In essence, this requires UMTA and its financial
advisors to weigh projects against each other to determine the greatest
worth. Among projects which rate similarly in terms of
cost-effectiveness, UMTA will give preference to projects where
long-term, dedicated sources of local funds have been committed to defray
operating deficits.

By contrast, if a project must compete for funds in a general
revenue stream which also pays for other municipal services, this would
not enhance its standing. Until Federal operating assistance is phased
out, any preferred agreement for a long-term limit on the amount of
Section 9 funds to be used for operating assistance would be viewed
favorably.

Cash vs. In-kind

Vith respect to where funds come from which are to provide the
local share of a project’s cost, applicants which use a "cash" rather
than "in-kind" source of funding would be judged to be making the greater
local fiscal effort. In any case, in-kind local share would not qualify
for overmatch credit.

Stability and Reliability of the Local Commitment

The full funding contract (FFC) deals with many financial areas.
Its terms and conditions will spell out how stable and reliable the local
commitment must be towards financing the maintenance and operation of
projects, including whatever support systems are necessary. It will
address local commitment to dedicating sources of local funding which
will defray operating costs, and include any agreement that limits the
amount of Section 9 funds available for operating assistance.
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Reimbursement Details

Other funding features of the bill involve advance construction,
and credits for increased advertising revenue. Future recipients of
formula and discretionary capital funds and interstate transfer funds
will be permitted to incur costs locally before a Federal project is
approved, then seek Federal reimbursement once approval is granted.

For the first time, interest earned on local bonds will be
considered an eligible cost. However, before seeking advance
construction approval a grant recipient must obligate all formula (i.e.,
Section 9) grant funding. Advertising and concession money which exceeds
that collected in FY 1985 may be used as nonfederal match for both
capital and operating assistance grants.

Funding Cap Accentuates Local Effort

In summary, the most recent Federal transit legislation
essentially caps Federal funding at current, 1987 dollar levels, for the
next five years. Since the legislation specifically commits to several
projects such as the $800 million earmarked for Los Angeles, there are
very serious limits on how much discretionary funding is available for
other new start projects. In all likelihood, this means that competition
for grant dollars will require that much more than the traditional 20%
local match come from private/public coventures, or from an increase in
vhat state and/or local governments contribute.

- Service/Operating Assistance

The level of annual UMTA operating assistance for small urban
areas between 50,000 and 200,000 in population is being increased 32.2%,
on a one-time basis, to make up for past losses attributable to
inflation. Other eligibility adjustments for Section 9 formula funds for
systems operating assistance were made to achieve parity between areas
which, since 1980, have become qualified as urban. The level of
operating assistance for medium- and large-sized urbanized areas will
hold constant.

The Federal government is in the process of moving out of its
current role in funding mass transit operating assistance. The reasons
are many, among the most important for mass transit being those already
mentioned: the deficit problem, Gramm-Rudman, and an acceptance that the
Reagan Administration’s New Federalism initiative has indeed taken hold.
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Another is the thought that the Federal government may be the
wrong entity to be initiating broad-based operating subsidies -- that it
is too far removed, and too general in its approach, to appreciate the
day-to-day nuances that make for truly efficient management. Federal
operating subsidies, while a relatively small proportion of total
operating expenses, "help finance inefficiency and perpetuate protection
against the disciplines of competition" (Report to Congress, 1987) -- in
short, because of their very nature and because of the strictures
inherent in the allocation structure, operating subsidies may wind up
costing money rather than providing true support.

Systems Management

Fiscal responsibility, cost efficiency, and revenue enhancement
through increased advertising, vendors, and private/public coventure
agreements are stressed in both Federal policy, and now by law as of the
passage of the 1987 law. The need to rely more on state and local,
public and private sources of capital and operating funding, means that
transit authorities will have to work harder to match the resources
available to them with the service demands which are more important.

If this leaves "holes" in the levels of transit service that can
be offered, it in turn is apt to leave open a number of private
contracting and service opportunities for taxis, jitneys, and
conventional services. The result of the belt-tightening may be that
programs which have already been proved effective, such as Transportation
Systems Management (TSM) and many of the privatization demonstrations,
will be expanded, better coordinated, and/or simply become the norm in
the industry.

Long-range fiscal strategy planning will initially be required of
all projects seeking discretionary grant funds. Within two years, all
transit authorities will probably be asked to prepare the five-year
"Financial Capacity Analysis" statement discussed next.
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Financial Capacity Certification
for Major Capital Projects

In its recent financial planning initiatives, UMTA has been
laying the groundwork for a major shift in local funding emphasis. This
will have a general impact on all transit systems, and a particular
impact on those systems that want to add, improve on, or extend fixed
guideway systems.

Technical Analysis Structure

There are two specific components to the Financial Capacity
Analysis (FCA). The first is a general look at the financial condition
of both the public transportation enterprise and its nonfederal funding
entities —- that is, the appropriate state and/or local governments, plus
any portion of the private sector that might be involved.

The second is a determination as to how well their available
and/or dedicated funding sources are likely to be able to meet future

operating deficits and capital costs.

The analysis includes four basic elements:

* - An overall project management program, combined with the
development of a "Statement of Analysis." This is done
much as the Alternatives Analysis had been when it was
required.

* An analysis of the overall transportation system,

including short- and long-term ridership, as well as
transit cost and revenue estimations and a Sensitivity
Analysis of both the system capital and net operating
cost estimates.

* An overall financial analysis including: an assessment
of local financial conditions; an estimate of local
government revenues and non-transit expenditures; and an
analysis of the local governments’ financial ability to
cover future costs. In addition, an analysis should be
made of the non-transit revenue forecasts and future or
ongoing sources of revenue, to estimate the probability
that these sources will continue. If a shortfall
appears, new sources of revenue must be identified.

* The final report, which must include separate appendices
documenting the whole process.
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Policy Implications - Short Term

Over the short term, policy implications from the financial
capacity and resource analyses requirements involve primarily long-range
financial strategy planning for large transit authorities, but also
include five-year Financial Capacity Analyses for all major medium-sized
properties within the next two years. Most city governments are doing
these analyses already, though, in order to remain eligible for the
Environmental Protection Agency’s (EPA) planning and block grant funds.
Over the next two years, all eligible public transit agencies or
city/metropolitan areas applying for UMTA discretionary funding for
capital assistance will have completed a Financial Capacity Analysis.

Policy Implications - Long Term

Improving the Database

Over the long term, this UMTA evaluation and approval process may
build the database required to develop the logic which will allow the
Federal agency to modify private, local, and state funding structures.
The goal, obviously, is for UMTA to be able to make better decisions
about which projects should be funded, and at what level.

Ramifications for Local Policymakers

Local authorities, in their formal justification to UMTA for
system expansions, will have to build in all possible state, local,
public, and private resources available. To fail in this step will
probably lose the projects’ competitive edge for discretionary Federal
financing.

Alternatives which will receive increased scrutiny as a result
include: the various tax options discussed in Chapters 5 and 6 of this
report; the scoping down of projects to their viable cores; the
privatization of peripheral or core project components; and various
private/public financial partnerships. Part 2 looks closely at the
private/public coventure agreements by which transit systems can capture
part of the increase in real estate values which come about when a fixed
guideway system is installed, expanded, or upgraded.

In addition UMTA’s policies may require significant upgrading of
the financial management function at the local level. This would
probably encompass hiring either a full-time financial advisor or outside
consultants for certain professional services: strategy formation for
bond placement, such as taking into account the fact that interest rates
are nov an eligible Federal cost; expanding vendor and advertising
revenues; and annually updating the five-year Financial Capacity and
Resource Analyses.
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Local transit authorities will also have to establish and
maintain close ties with the local private business community. This is a
natural result of their need for stronger local and state political
compacts in order to secure more funding from these sources, as well as
their need to establish long-term private sector advertising/vendor
commitments and private/public coventure agreements.

Finally, local policymakers will have to look ever more
diligently at systems which improve the local transit authority’s market
image -- that is, how well it is perceived to be managed and how well it
can communicate its cost-of-service issues. This perception of good
management (possibly the result of management services which have
actually been improved) is critical as local support comes into play to
increase local share from whatever funding source.
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Outlook for State/Local Government Funding Requirements

The Federal funding posture towards local transit operations has
now been set. For all practical purposes, Federal funding policy for
local transit services in medium and larger sized metropolitan areas, as
measured in 1987 dollars, is set for the next five years. Smaller and/or
newer urbanized areas will receive a one-time UMTA funding increase to
cover previous inflationary costs.

The overall implications of this funding outcome will now be
examined in relation to new start projects; existing fleet or service
maintenance; and future fleet or service expansion.

New Start Projects

The state and local government (that is, nonfederal) portion of
the capital costs of new start, fixed guideway transit projects is
generally referred to as the local share. As a general rule, state and
local governments have each traditionally provided 10% of the transit
system capital improvement costs, thus meeting the 20% Federal match
requirements.

In certain new start projects such as the San Diego light rail
system, though, there was no Federal cost participation. This is, in
fact, the new "historical” trend in new start projects: rather than the
previous 80%, the Federal government now provides closer to 50% or less
of the system’s capital costs, and then only if funds are available. The
most recent example would be the Los Angeles Metro Rail Project (M0S-1)
where the Federal share of the capital costs amounts to only 55%.

Recent legislation does not specify a Federal share guideline for
nev start projects. Instead, the commentary in the law indicates an
intent "that the UMTA project evaluation process should encourage maximum
contributions from state and local, as well as private sources."
Particularly for fixed guideway systems, this encourages the setting up
of benefit assessment districts, incorporating the existing
infrastructure into new start fixed guideway projects to reduce capital
costs, and other activities which will mitigate the sting of new state
and local tax levies.

Furthermore, it is very possible that Federal cost participation
in newv start projects will be legislatively reduced in the very near
future, as Congress continues to struggle with the deficit reduction
guidelines of Gramm-Rudman. Accordingly, state and local share for new
start fixed guideway projects -- including line extensions and intermodal
centers where passengers can change from one form of transportation to
another -- may have to increase beyond anything currently envisioned.
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The solution which increasing numbers of states are adopting is a
simple yet far-reaching one: passing legislation which gives levying
authority to local governments. In those states, local governments can
now show their support for transit by raising the revenue they need to
pay for it. These dollars can then be combined with money from state,
private, and other sources to make projects eligible for Federal matches.

This places the major funding burden for new start projects on
the local governments, at least initially. The problem is accentuated by
the fact that without new state-enabling legislation, many local
governments cannot even consider setting up the private/public coventure
mechanisms, such as benefit assessment districts, that the Federal
legislation suggests. In Part 2 of this report, case studies show how
several states have recently taken this type of state-enabling
legislative action, and the pluses that are already arising from it.

Existing Fleet and Service Level Maintenance

The Section 9 formula funds provided for in the 1987 legislation
should be adequate though not generous for those local transit systems
which have finished modernizing their fleets and improving their
maintenance centers. The legislation defines the Federal share as "shall
be 80%" rather than the former "shall not exceed 80%." Practically
speaking, this has eliminated options to increase local match for Section
9 funding.

Given existing availability of these funds, however, it may mean
that there will not be enough Federal or formula capital money available
to meet perceived needs, and that those who rely exclusively on Federal
assistance to buy their new buses will face hard choices in the immediate
future.

Local systems which have been late to take advantage of Section 9
provisions, or which are in the middle of a multi-year process of fleet
replacement, may have to find more state and/or local support for direct
purchase, or else turn to a variety of cutback strategies.

Yet those who have already updated their capital plants cannot
afford to take the funding changes lightly, either. Those brand new
buses will soon wear out, and in the absence of an increased funding
commitment from a state or local agency, preferably in the form of a fund
dedicated to pay for capital expenditures, this equipment and its
supporting transit system may also face a long-term decline.
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For those systems which are having trouble coming up with the
current local match, the new Act now allows improved system advertising
receipts to be used for Federal match. With this specific legislative
authorization in hand, the local governing board may resolve to dedicate
these receipts as match, and if it does then some industry sources feel
the advertising revenues would constitute a valid base for issuing
revenue bonds with which the transit authority could leverage the full
match.

Future Fleet and Service Expansion

To sustain long-term fleet modernization or expansion programs,
state and local policymakers should seek a long-range financial plan
which will avoid the "boom and bust" cycles endemic to American transit
properties. Transit systems will often buy or develop a lot of transit
infrastructure (rolling stock, buses, or track) all at once, then let it
wear out without a replacement plan. This guarantees periodic system
crises, as all the new equipment wears out at once.

The secret to avoiding the situation is to have a capital
replacement plan in place which has guaranteed funding mechanisms,
preferably in the form of dedicated source(s) of revenue tied to those
capital expenditures. These sources may need to be created from scratch,
or they may simply need expanding or redirecting. Traditionally these
locally dedicated sources have been taxes on gasoline, sales, and
vehicles.

Over and above the need to establish new or expanded dedicated
sources of transit funding on the local level, major fleet or service
expansion will also require additional transit funding from the state.

As is the case at the Federal level, this funding issue will need to be
resolved in relationship to state-wide transportation programs that
include highways and bridges, as well as urban and rural transit systems.

Finally, as mentioned earlier, if local governments want to use
tax increment financing, benefit assessment districts, and other types of
private/public coventure funding mechanisms, their states may have to
pass enabling legislation which allows these approaches.
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Chapter 4

TODAY IN TRANSIT:
THE STATE OF THE INDUSTRY

Although individual facts and trends definitely have an effect on
what happens, when, and how, in general it’s the overall view -- the big
picture -- that dictates the decisions that will be faced and made, and
the results that will follow those decisions.

In most areas where government has an effect the big picture
begins with the Federal government: what is it doing, what constraints
are on it, what are the political realities it is working within? Then
there are the individual states and their policies: what are their
needs? Do they have the money and manpower to do what seems to be called
for? Can they find the necessary public support so they can spend the
money they have available, or raise more if they have to?

There are also the individual local governments: do they have
the resources (time, money, personnel) and public backing to act, perhaps
in the absence of higher governmental support? Organizations such as
regional transit authorities face similar difficulties, with the possible
addition of the private sector’s need to make a profit out of the system.

Although it is obviously not within this report’s abilities to
discuss all these factors, this chapter will look at the national and
regional indices that reflect what happens within the transit industry,
and try to see how these indices govern the states’ decision-making
processes.

It will also look at commuting -- the process of moving from home
to work, and back again -- in general, and mass transit commuting in
particular. Who is commuting? Where do they start? Where to they wind
up? How do they get there? Why do they decide to travel that way?
What’s the human cost of that decision? Where does mass transit fit into
the picture?

This chapter also paints a picture of the financial costs the
states incur when people do opt for mass transit. The figures vary
widely depending on whether the comparison is by cost per citizen, cost
per rider, or cost per transit mile. While many states still provide no
support for their mass transit systems (one because it has no mass
transit at all), most now pay at least something. Chapter 5 will
continue the picture by looking at where the money comes from, and how it
gets to transit.
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The Politics of the Situation

The Center for Transportation (CENTRANS) at The Council of State
Governments recently surveyed state transportation decisionmakers in the
50 states (Transportation Policy, 1987) on the general subject of
transportation policy, from the safety of moving hazardous materials to
drunk driving, from airport noise and congestion to the transport of
livestock. This portion of Chapter 4 discusses some of the results of
that survey.

Transportation finance in general was the number one issue almost
across the board (it was second in the South). Public or mass transit
finance, on the other hand, ranked 20th out of the 108 issue interest
areas, and none of the public or mass transit areas ranked lower than
50th in any of the regions. Perhaps the most significant of the
findings, though, was really no surprise: interest in public and mass
transit is a very regional thing, with much greater importance among the
Eastern states than, for example, those of the South (see Figure 8).

Figure 8: Ranking of Mass Transit Interest Areas in 1987, By
Order of Importance
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Note: The line connecting the rankings does not indicate a
continuous trend.

Source: Transportation Policy in the States: Current and Future
Trends, 1987.
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Another important finding was that nationally, transit fell well
below highway finance in importance to policymakers (with again the
Fastern region being outside the trend), yet well ahead of such concerns
as airport finance or any other transportation mode.

Why is this important? Because it reveals just how transit
stands in the competition for the scarce resources in which all programs
must share. And since transit and the highways serve many of the same
consumers and needs, the competition between them is especially
significant.

The battle for funds within a state is fought strategically and
tactically, as well as from an analysis of real need. If we assume that
the interest policymakers show in transit generally reflects that of
their constituents, then in many parts of the country public transit’s
needs will take a back seat unless and until the perceived higher
priority of highway needs has been taken care of.

The same is true on an overall basis, of course: no
transportation issue is apt to be fully addressed while there are higher
perceived priorities on the state policy agenda.

As mentioned, however, the states in the northeast tend to attach
much more importance to public transit than the rest of the country does:
aside from the #1 of transportation finance in general, their first nine
issues all centered on public or mass transit, with rural public transit
at #33 being the lowest in the grouping. And unlike the other regions,
the East declared itself almost always on the lookout for information to
help shape policy, particularly in the areas of rural transportation,
urban transportation, and transportation planning and integration. In
the area of transportation finance, Eastern policymakers search for
general knowledge on mass transit finance, capital and capital
improvement finance, operating subsidies, and rail passenger service
finance.

Not surprisingly, the East was more concerned with transit
finance as a long-term problem than the other regions were; over the
short-term, though, it was the West and Midwest which came out on top.

In terms of urban and rural transportation, urban problems typically
outweighed those of rural areas except in the Midwest, where they tied.
"Special needs" transport -- primarily for the elderly and/or disabled --
proved a special concern, and the West (Montana) singled out transport
needs on Amerindian reservations.
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Priority Issues

When asked to list priority transportation issues for 1987, most
policymakers included finance at or near the tops of their lists, and
often noted fears of Federal cut-backs and how their states would cope.
Yet there was a vast range of responses that covered a lot of territory.

In the Vest, for example, Hawaii cited conflicts for the same
funding that both highways and mass transit need, and listed a long-term
goal of finding mass transit alternatives to individual automobile use;
see the description of Honolulu’s proposed Rapid Transit Development
Project in Part 2.

Arizona pointed to the need to provide public transportation at a
time when it is busier building roads than ever before. Colorado is in
the process of developing a coordinated mass transit system for the
Denver metro area while also attacking mass transit needs in Denver
itself.

The District of Columbia, in the Southern region, gives
completing its subway and mass transit (rail) systems a high priority in
1987. One of its long-term goals is to coordinate financing of its
regional transit system with other states in the area such as Maryland,
which itself aims to provide "cost-effective, high-quality, efficient,
and safe transportation services and facilities in areas of rapid
development."

Florida considers it very important to provide for essential
mobility needs of the elderly, disabled, and/or economically
disadvantaged. Oklahoma and South Carolina, too, are trying to make mass
transit accessible to all their citizens. Texas hopes, over the long
haul, to educate its citizens about mass transit so they will use it
more.

In the high-usage mass transit area of the northeast the issues
and goals tend to be far more specific. Connecticut, for example, wants
to find a way to expand the now-overburdened New Haven Line (railroad)
without draining the state coffers even more. For the long-term, it
would like to "develop at a reasonable rate and have in place adequate
public rail and bus transit for year 2000 and beyond with staff to
administer" it. An ambitious goal!

Delaware is looking into employment transportation, both inter-
and intrastate. New Jersey feels the need to accommodate its ridership.
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Not unexpectedly, New York’s transit issues center almost
exclusively on money: general and capital financing, deficits by its
mass transit authorities, and so on. It singles out mass transit repair
as one of its high priorities for 1987. A major part of New York’s
problem, of course, is in coping with the tremendous volume of commuter
traffic from outside its area that floods its highways and transit
systems every working day.

Il1linois, one of the Midwestern states, sees priorities in
serving suburban, elderly, and disabled markets, and also in rural areas
(with an integrated system of public transit, rail freight, highways, and
intercity air and bus services). Ohio is considering a high-speed rail
passenger system running between Cleveland, Columbus, and Cincinnati.

Minnesota would like to plan for expansion into areas where there
is currently little or no market, but asks the question: Is it worth the
huge expense of publicly subsidized mass transit? One project currently
on the drawing board there is a light rail system in the Twin Cities
metro area.
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The Demographics in Control

The post-war baby boom was tremendous: an increase in population
of more than 50%, to a 1984 figure of almost 237 million. And this,
naturally, has had far-reaching effects on today’s workforce far beyond
what sheer numbers might suggest. The number of people of working age

grew by about 19% in that time, while the number of baby boomers -- those
between 16 and 34 years old in 1980 -- in the marketplace grew by more
than 32%.

Pisarski, in his 1987 Commuting in America, looks at the 1960,
1970, and 1980 censuses and compares what happened then with what'’s
happening now. The following three sections are drawn largely from what
he found.

Vorkforce Changes

Between 1950 and 1980, when population was growing by leaps and
bounds, the number of people in the workforce grew by more than 65% for a
total of 110 million today. Since 1980 jobs have been added by about 2%
a year, twice the rate of population increase.

Many of the workers came from the boys born after the war and now
out working. Many more, though, came from the women who joined the
working ranks. Only about a third of women of working age were actually
working in 1950, compared with almost twice that 30 years later.

From another direction, 30 million women have joined the labor
force since 1950, versus less than 20 million men. And from yet another
viewpoint while women made up only 28% of 1950’s workforce, they’re now a
vhopping 42%.

Population Patterns: The Move South and Vest

Although the whole country participated in the baby boom
following World War II, the pattern changed drastically in the 1960s.
Growth rates declined overall, but not too far in the South and West. 1In
fact these two areas never slowed much at all and in the 1980s put on yet
another, even greater, spurt of growth.

Since their populations burgeoned after the primary
transit-building period, these regions wound up with lots more people and
few ways, other than by car, by which to move them. Thus were born the
horrors of the Los Angeles freeways and other similar no-win situations.
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Population Losses: The Northeast and Midwest

The Northeast and Midwest had a different problem: by 1980 or
so, their growth rate was only a small fraction of what the other areas
were experiencing. From the 1970s through 1984, only one out of every
ten additions to the population took place in these 21 states.

Yet these are the areas where the vast majority of the nation’s
mass transit runs (about a third of it runs in greater New York alone),
so this has also had a tremendous effect on the picture of mass transit
nation-wide.

The Graying of America

America’s population is growing older, and by the year 2010 is
expected to hit 39 million of age 65 or older (there are 29 million
today). As such a significant portion of the nation’s population, the
elderly’s needs for health care, housing, employment, and transportation
are things that planners and programs must take into account.

The elderly often have special needs for transit: wunable to
drive because of health and eyesight; lacking sufficient income to afford
other means of transportation; and needing to have their social needs met
are three of the most pressing reasons to assure transit access for
senior citizens. Indeed, it can be argued that a transit program built
with the elderly in mind can lower the costs of their support in other
areas by keeping these people transportation independent (although
transit dependent).

The Graying of America has been a slow but inexorable process
with results only now beginning to become very significant. The
combination of low birth rate and increased longevity meant that average
age has been rising from 28 years in 1970, to 30 in 1980, and 31.4 in
1987; Census Bureau projections anticipate a median age of 38.4 when 2010
rolls around. Looking at the proportion of elderly Americans in those
same years, it was 9.8% in 1970, 11.3% ten years later, and over 11.87% by
nowv.

0f all age groups, the number of those 85 and older has been
growing fastest and is expected to double over the next 25 years, to 6.5
million.

Proportionately, the region-by-region and state-by-state

significance of this factor as a transit funding policy factor is likely
to vary significantly.
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Many states already give the elderly special transit
consideration. Both New Jersey and Pennsylvania, for example, dedicate
portions of special revenues (casino taxes and the lottery, respectively)
to this group. In addition the goal of the Urban Mass Transportation Act
of 1987, Section 16(b)(2), is to meet the special transportation needs of
the nation’s elderly and disabled citizens by providing money to purchase
the specially equipped vehicles they need. Funding is available for
not-for-profit organizations such as the American Red Cross, senior
citizens’ centers, sheltered workshops, and other private community
service groups, many of which may already be receiving Federal funding
through other appropriate programs, such as the Older Americans Act.

Transit companies already capitalize on the transport needs of
the elderly. Bus companies and airlines offer special fares to senior
citizens, not only for special occasions but also for everyday travel.
Providing mobility and affordable access for this growing portion of the
American population is a challenge for planners everywhere.
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Who’s Using the System?

Commuting Patterns

Commuting patterns sort themselves out into four general flows:

* Those entirely within a central city,

* Those entirely within one or more suburbs,

* Those that flow from a suburb to a central city, and
* Those that go the other direction.

The suburb-to-central city commute is, of course, the traditional and is
the one around which most mass transit was originally built. While still
on the rise numerically, as of the 1980 census this form had dropped to
become third in importance, with 12.7 commuters (Figure 9).

Figure 9: Shares of the total increase in commuters, by market,
1960-1980
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Source: The Nation’s Public Works: Report on Mass Transit, 1987

Most significant at this point is the suburb-to-suburb trip, with
25.3 million commuters and about a third of the metropolitan commuting
market -- an increase of 14 million in only 20 years, and by far the
greatest growth in all commuting.
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Almost as important numerically, with its 20 million commuters,
is the commute within a central city yet this represents only a slight
increase of 9% over the past two decades.

Only a relative few -- 4.2 million -- are reverse commuters,
leaving the central city each day to work in a suburb. And two
up-and-coming trends are to travel from one metropolitan area to another
one entirely, or to go to and from areas which are not metropolitan at
all; these have implications which we will discuss shortly.

A particular area’s commuter patterns depend to a great extent on
how big the central city actually is. For instance in very large
metropolitan areas the suburbs tend to dominate, while in smaller areas
the central city has more pull. Pisarski notes that part of the reason
is because it is so much easier to get into and around small cities than
it is to get into large ones, leaving little impetus to build up the
communities surrounding a small city and put large numbers of jobs there.
In terms of numbers, the nation’s largest commuter market is the
suburb-to-suburb flow in metropolitan areas of 1 to 3 million, accounting
for 9.6 million commuters in 1980.

Suburbanization and Its Effects

Why have commuter patterns changed so much? Primarily because
the suburbs are growing at such a pace, far outdistancing the growth in
central cities. More than 86% of the nation’s population increase since
1950 has been in the suburbs, compared with only 14% in central cities;
non-metropolitan areas actually lost population.

The reasons behind the shift are many and varied, beginning with
a post-war Federal government providing cheap mortgages for returning
veterans, who frequently chose to live outside the cities; going through
the trend towards restrictive zoning which favored low density housing;
and including the interstate highway system, which allowed people to move
farther and farther from their jobs without spending all day getting to
and from them (Public Works, 1987). The explosion of the car society was
another big factor, of course.

At this point the United States is a suburban country: 447 of
its population lives in metropolitan areas, outside the central cities.
From a slightly different angle the country is also becoming more and
more urban -- half its people now live in areas with more than 1 million
population, and a third live in areas with more than 2.5 million.
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This tendency towards urban/suburban living has been partially
balanced by another trend that added more and different kinds of jobs to
the suburban employment market. "About two-thirds of all job increases
in metropolitan areas between 1960 and 1980 occurred in suburban areas,"
Pisarski reports, "with the result that suburban jobs rose from about a
third of all metropolitan jobs to almost half." Growth was greatest in
the largest metropolitan areas and declined in share as the size of the
metropolitan area declined.

This has had a profound effect on the job market, naturally. The
biggest difference has been that since there are so many more jobs in the
suburbs, there is a lot more commuter traffic that starts, ends, and goes
through there.

The Commuting Balance

This is the balance between job and workers in a community: not
only the number of jobs compared with number of workers, but also the way
those jobs fit those workers.

Central cities generally have more jobs than resident workers,
whereas the pattern is reversed in the suburbs. Washington DC and New
York City (Manhattan) are two good examples of what happens in the
largest of central cities.

In 1980 Washington DC had about 600,000 jobs and only about
300,000 residents who worked, a 2:1 ratio; about 70% of its residents
worked within the district. Manhattan’s ratio was 2.5 jobs for every
resident, with about three-fourths of its citizens working somewhere on
the island.

Thus in both cases -- and in most larger central cities across
the countries -- there are many jobs available for non-residents to fill.

On the ogher side of the coin there is the example of Fairfax
County, Virginia, a Washington DC suburb. In 1980 Fairfax had a
jobs/worker ratio of 0.54:1 -- that is, there was one job for roughly
every two residents. Nearly 65% of its jobs were filled by its
residents, leaving 35% to be filled by those hired from outside the
country - the in-bound commuters. However only 35% of Fairfax County’s
resident workers actually worked within the county, so the other 65% have
jobs elsewhere and hence are outbound commuters (see Figure 10).
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Figure 10: Measures of commuting balance in Fairfax County,
Virginia
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The Cost of Convenience

Mobility

Although as Pisarski points out, jobs are what ultimately
determine commuting’s size, character, and existence, another very
important factor is sheer mobility. The simple fact is that Americans
today can commute by car simply because they have cars available to them.
While the 1960 census showed only 1.03 vehicles per household (with an
average size of 3.33 people), the 1980 census reports 1.6 vehicles per
2.75 person household.

This comparison is somewhat misleading for a couple of reasons,
though. The first is that there are half again as many households in
1980 as there were ten years earlier, but these households tend to be
much smaller. Large households are definitely on the way down, and one-
and two-person households doubled in the decade of the 1970s.

The second is more directly related to mobility in that there are
now about 1.2 workers per household, about 1.34 vehicles per worker, and
most U.S. households now own at least two vehicles. For the first time
there are more vehicles than there are workers, so statistically at
least, every potential commuter has a vehicle available in which he can
commute. In fact it would appear that there are now more vehicles in the
United States than there are licensed drivers.

What of the household without a car -- the zero-vehicle
household? The 1980 census found that there aren’t very many of them
anymore, a mere 137 of households representing a very small percentage of
people because these tend to be very small households, generally without
workers and typically located in central cities of large metropolitan
areas. The New York area alone has more than 20% of the country’s
zero-vehicle households.

Given the access, it’s no surprise that Americans are turning
more and more to the car as their means of transport. In 1960 70% of all
travel was by private vehicle; by 1980 that figure had risen to 85% and
shows no sign of stopping. In 1960, 43 million private vehicles were
used in commuting; in 1980 it was 83 million.

Time and Distance
Another factor in the formula is commuting time and distance:
both up substantially from only a few years ago. Americans now spend 21

or 22 minutes traveling about 10 miles to or from work, but these numbers
vary not only by modality but also by source and destination.
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For instance Pisarski quotes an American Housing Survey that
found that those who drive alone average 18.5 minutes and almost 10
miles, whereas those who use mass transit go about the same distance in
about double the length of time (Figures 11 and 12). Commuters who ride
buses and/or streetcars spend twice the time yet go slightly shorter
distances. For subways 11 miles in three-quarters of an hour is normal;
railroads are highest at 65 minutes and 25 miles.

Figure 11: Average Commuting Travel Time, in Minutes
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Figure 12: Average Commuting Distance, in Miles
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He cautions, however, that the comparisons may be somewvhat
deceptive since most transit trips are centered in a few major cities,
and there a private car trip is likely to be slow, too. Moreover, trips
within the suburbs are about a third shorter than those that start in a
suburb and wind up in a central city.

The bottom line, though, is that Americans are spending a lot of
time getting to and from work and that they’re traveling farther to do
it. The national time investment is now along the lines of 67 million
hours yearly (40 minutes roundtrip for each of 100 million daily
commuters).

The reasons are complex and interwoven, so it is possible to
identify the patterns yet not necessarily specify the weight of this or
that factor.

Commuting trips account for only about a fifth of the trips
Americans take, a decline in proportion but an extraordinary increase in
the actual number of trips and miles involved. In the peak morning hours
of 6 to 9, however, commuting is responsible for almost half of all
person trips, and three-fifths of the vehicle trips and miles.
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With the increased use of flexible work hours and days, and the
potential (as yet largely unrealized) for more people to work at home at
least some of the time, the trend is definitely towards a wider spread of
peak travel times. This may ease some of the ever-worsening rush hour
crunch and lower the capital requirements necessary to handle the sharp
demand spike.

Other factors in the pot are the nation’s continuing
suburbanization with its increased dependency on the car, more dispersed
job locations, and the inability to get around the suburbs without a car.

Choosing a Commuting Mode

As mentioned, movement around and between suburban areas is
almost exclusively by car: since most fixed guideway mass transit was
set up at a time when commuting generally went from a suburb to a central
city and back again, it simply does not exist as a possibility for most
other types of commuters.

In addition, even where it is a feasible option public transit is
often too inconvenient either in terms of logistics or in terms of
comfort. As the Public Works document points out (1987), "transit
service as delivered to the consumer has changed little in the last
several decades. For the patrons, the only particularly widespread
difference ... is the prevalence of air-conditioning, which when operable
is of immense benefit to the comfort of both" patrons and drivers.

Moreover, the nation is growing fastest in just those areas where
traditional transit is weakest. More than 58% of the growth in commuting
between 1960 and 1980 has come in the suburb-to-suburb market. Here,
too, is where vehicle accessibility is highest. Thus for all practical
purposes, the nation drives to work.

They don’t always drive alone, though. About 65 million drive by
themselves, but nearly 20 million share the ride with one or more other
people. Car and vanpooling tends to increase as trips get longer.

The Mass Transit Alternative

Yet mass transit does fill a very vital spot in the nation’s
commutation scheme. At a 1980 proportion of 6.47% (half that of 20 years
ago), this is nonetheless the means of choice for about 6.2 million
people. And the costs of dispensing with it -- substantially more trips
and traffic congestion, combined with a reduction in the economic
vitality of the corridors formerly served by transit (Public Works, 1987)
would be far too high to even consider.
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Mass transit is very much centered in large metropolitan areas.
Eighty percent of transit travel occurs in areas with populations of 1
million or more, and about a third in New York alone.

0f the five areas with more than 5 million people, only the two
in the west -- Los Angeles and San Francisco -- have added ridership.
The other three areas are in the northeast and central states: New York,
Chicago, and Philadelphia. And they have lost.

New York’s transit was the largest in the country to begin with
and its market share dropped the most: from 44% to 30%, primarily as the
result of loss of central county population and a massive shift of jobs
into its suburbs. This brings the city much closer to the national norm
though New York is still so big that it continues to skew the statistics.

Future Implications

Pisarski’s report postulates a number of mass transit trends
based on his analysis of the last three decennial censuses.

* The driving market is close to saturated: even if
everyone not now driving to work should decide to, it
would only mean about 10% more private vehicle use.

* The nation’s highways in urban vicinities are
underdesigned for the commuting revolution. The
interstate system in particular is being strained by the
daily influx of local commuting traffic it was never
intended to handle, leaving it less able to carry out the
purpose for which it was intended -- to expedite long
distance transportation and interstate commerce, and to
support national defense.

* Suburb-to-suburb commutation will continue to
predominate, but jobs and workers with jobs near home
will tend to even out. "One way to understand this trend
is to see it as part of an evolutionary pattern, in which
first families, then commercial services and, finally,
jobs have moved outward from the central city
[suggesting] that the United States is somewvhere in the
midst of that final stage of suburbanization of jobs."

* If this is correct, work trips will become shorter both

in terms of time and in terms of length, with a
corresponding increase in commuting efficiency.
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However, the suburbs are ill-prepared to cope with this
massive influx of commuters. Not only are their highways
improperly designed for easy work transit -- they tend to
be oriented through the center of cities rather than
around their circumferences -- but they lack the lanes
and designs necessary to efficiently and effectively

move that quantity of traffic.

New corridors as they evolve in this environment cost
market attractiveness for transit for a simple reason:
who wants to sit and wait on a bus stuck in traffic?

Mass transit with fixed hub-and-spoke structures is
unlikely to pick up many of those suburb-to-suburb
commuters. Suburban destinations average only a sixth of
the mass transit used with central city destinations.

Restructured transit, using newer, more demand-responsive
routes and tied to Transportation Systems Management (TSM
Techniques is an approach that has had some degree of
success. By allowing certain vehicles priority in moving
and building in a distinct advantage for multi-passenger
vehicles, TSM can also create advantages for the use of
privately operated public transit vehicles such as vans,
charter buses, and taxis. TSM may help to tilt commuters
back towards transit in the suburb-to-suburb market.

Page 68



Speaking of Money

Since few if any transit systems can claim to be entirely
self-supporting a big question is always, who'’s paying the bills, and
how? Although the CENTRANS survey in the following two chapters shows
that 12 states provide no financial support for their mass transit
systems (and one state and two territories have no mass transit systems
to support), all the rest pay at least something, however large or small
the amount might be.

The figures shown in Appendix J, Table 1, are drawn from a number
of different sources. First, of course, is the the CENTRANS survey
just mentioned. Per capita figures were calculated by dividing total
state transit spending by the 1986 population figures in USA Statistics
in Brief: A Statistical Abstract Supplement.

Both ridership and transit mile costs were determined by again
dividing the total state transit spending, this time by ridership and
mileage figures as reported to UMTA by each of the states, and as
compiled by the American Public Transit Association. In some cases the
reported data were incomplete, and in one case (Maine) so incomplete as
to make it impossible to compare the resulting numbers.

When speaking of comparisons it is important to note that the
state totals are created by adding the reported figures for all
organizations headquartered in that state. Thus in New Jersey all of the
PATH train’s 10 million riders and 90 million transit miles are credited
to its base state of New Jersey, even though the trains travel between
New Jersey and New York.

Support Per Citizen

In terms of per capita support the amounts cover a wide range,
even after eliminating the zero states. Alabama at 8¢ and Montana at 9¢
per person are pretty much alone at the one extreme of the spectrum and
the District of Columbia, at almost $210 for each of its 600,000
citizens, is quite alone at the other. On average the state contribution
per capita is $15.92.

As expected, the states on the upper end of the per capita
rankings tend to be large, with large metropolitan areas and lots of
commuters. New York is at the top with the highest absolute level of
financial support, spending almost S$1 billion in FY 1987, or a total of
$55.79 per person. Massachusetts’ per capita was very close, at $55.31,
although it spent only about $320 million.
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New Jersey and Connecticut, both part of the greater New York
area, spent almost $40 per citizen ($39.46 and $37.53, respectively).
The next cluster includes another New York suburb state, Connecticut, at
$28.06; Georgia at $25.67; and California at $25.62.

Calculated by Rider

When calculated on a per rider basis the figures become very much
lowver. Excluding Maine from the average because of its lack of ridership
data, and the 12 states and territories providing no transit money, the
states average 56 cents in support per rider, again with a regional bias
(see Figure 13).

Figure 13: Range of state transit support, calculated per rider
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At $2.88, Connecticut’s ridership support is the highest in the
country, possibly because of the combination of being a heavy commuter
society plus the extensive payments the state makes on its major commuter
railroad’s operating deficit. The next nearest state is Colorado, which
at $1.62 is more than $1/rider lower than Connecticut.
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Other jurisdictions on the high side include Utah ($1.39);
Delaware ($1.20); New Jersey (S$1.19); Virginia ($1.11); Guam ($1.09);
Massachusetts ($1.04); and Georgia ($1.01). Kentucky, Texas, Alabama,
North Carolina, and Florida are all low at 2 to 7 cents for each rider.

Interestingly, although most states with high per capita support
also came out with high ridership support, that wasn’t always the case.
The District of Columbia and New York came out significantly below the
national average, while California wound up just a bit above.

Figured by Transit Mile

The same Section 15 data were used to determine the states’ cost
for each transit mile: 13.5 cents overall, but with the usual wide
variations. Maine was again excluded from the calculations because of
very incomplete information, and so were the 12 states that spent nothing
in FY 1987 for transit (Figure 14).

Figure 14: Range of state transit support, calculated by transit
mile
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At the top of the cost listing was Connecticut, where each
transit mile cost the state 80 cents. Colorado at 41 cents and Virginia
at 36 cents were next, while Massachusetts (31 cents) and Delawvare,
Georgia, and Utah (28 cents each) filled the rest of the top ranks.

Kentucky and Texas wound up with a per mile cost of a penny, and
12 other states paid a nickel or less.
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Chapter 5

STATE RESPONSES TO
FEDERAL CHANGES

By definition public transportation is a public good benefiting
the entire community and, therefore, deserving the support of all levels
of government. Yet the Federal government is in the process of scaling
down its involvement. That leaves transit systems pretty much at the
mercies of their state and local governments, neither of which may be
capable of picking up the ball and running with it.

Yet run they must. CENTRANS recently gathered a task force made
up of state legislative leaders, state and local transportation
officials, and nationally-recognized transportation experts. Their task:
to help identify new approaches to funding, and to assess the current
levels of financial support being offered by the states.

The project Task Force committee met twice in 1987 to discuss how
mass transit financing can be optimized -- that is, what states can do to
make the funding process work best for them.

After deliberation, the Task Force deliberately decided to make
no specific recommendations on taxeg and revenued sources because each
state and location is different. It was decided to present the collage
of data and revenue options (see Appendix H), so that policymakers could
pick and choose as appropriate to their situations.

An interesting common concern evolved from the discussions,
however, which while not a final recommendation is nonetheless food for
thought for policymakers. That is, that a variety of policy and
management elements must accompany revenue enhancement activities. The
relationship between these elements and revenue enhancement is symbiotic
and based on the premise that the only successful way to get additional
needed revenues, is to build the case -- either through press agentry on
actual occurrence -- that the public is getting its money’s worth.

The preference is, of course, for actual productivity and
efficiency to stand on their own. Thus these comments on the elements
wvhich can lead to success in enhancing revenue for public transit.

The survey in Appendix I is one result of the Task Force'’s
deliberations. In the summer of 1987 it was mailed to transportation
directors of all 50 states plus the District of Columbia, American Samoa,
Guam, the Northern Mariana Islands, Puerto Rico, and the Virgin Islands
(see Appendix K). The resulting data appear in 13 tables in Appendix J.
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Direct and Indirect State Aid

States provide money for transit either directly or indirectly.
Direct state funding takes two forms: money for capital expenses and
money for operating costs. It typically comes from some type of tax or
~fee, or perhaps from a lottery or by issuing bonds of some sort. On the
other hand indirect support generally takes the form of a
locally-initiated tax which the state collects, then returns to the
jurisdiction from which it came. Indirect funding is almost always used
to pay to operate a system.

Capital costs are those expenses incurred when transit systems
are starting from scratch, or must update or expand. Such funds are
required, for example, to purchase new buses or subway cars, or to expand
a railway line into another neighborhood. They are very high when
systems are being established or expanded to accommodate population
growth.

In contrast, operating costs are those that result from the
day-to-day operations of the transit system: labor costs, minor repairs
and upkeep, fuel, and the like. Typically, more than half these costs
are paid for by state and local governments, with fares and sometimes
Federal money picking up the rest. System revenues such as fares are
highly variable; transit systems in urbanized areas, and larger systems,
tend to realize a greater proportion of their operating expenses from
these sources than smaller systems and those in non-urbanized areas.

However, there is no uniform or consistent definition of what
constitutes a capital expenditure, and what should be charged to
operating costs.

Total direct support from states has increased each year in the
1980s and according to the survey amounted to about $3.5 billion in 1987.
0f that, almost $1 billion comes from New York State (more precisely,
most of it comes from the greater New York area). Combined with the
California, Massachusetts, Pennsylvania, New Jersey, Maryland and
Illinois contributions, that accounts for roughly three-quarters of all
the state aid.

Direct support can take the form of grants, taxes, bonds, and
general fund allocations. Before states can take on a larger percentage
of other capital or operating costs, either direct support must be
increased or alternative sources of revenue located. Figure 15 (Appendix
J, Tables 2 and 3) shows how states use the various funding modalities
available to them.
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Figure 15: State Funding Sources for Public Transportation

States
25

20_ ................................ s rreseeccecmssnaeeamccerrrueacaeaceeancramaaneconay e e e e eeeie e

o

R

A

%

SRR

KK

QLKL

N
XX

s

Sales Income Fuel

RRRKK

<0

Payroll Lottery GnlObl Tolls Fees Other

Bl cCapital Assist B Operating Assist

Source: The Council of State Governments, 1987

Page 77



Capital Expenses

The range of state capital assistance runs from nothing in 18
states up to millions of dollars, with an average of about $24 million
for those which do provide aid (the District of Columbia is counted as a
state throughout the CENTRANS portion of this report, although the
territories generally are not). Overall, the highest levels of state
capital assistance in 1987 come from the states with the largest transit
systems: New Jersey ($135 million), Massachusetts ($128 million), and
New York ($101 million). California ($87 million), Illinois ($55
million), Connecticut ($44 million), and Pennsylvania ($43 million)
provide less though the amounts are still high when compared with the

rest of the states.
When compared with Reinshuttle’s study of three years earlier

(1984), the capital funding picture shows great changes and more
With the two exceptions of the general fund and revenue

diversity.
bonds, more states are tapping more revenue and taxing sources than

before.
Although there is certainly no such thing as a "typical" funding
Its direct

mix, New York’s is as close to a normal spread as there is.
capital support comes entirely from bonds and the general fund (see
Figure 16).

State of New York Capital Assistance Distribution, FY
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report that they use it for capital assistance.
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In contrast with the three states which used sales taxes to
support mass transit’s capital needs in 1984, there are currently ten.
Twice as many states -- seven vs. 14 -- now impose taxes on fuel. And
Pennsylvania has joined Arkansas and Maryland in taxing corporations.
Pennsylvania has also added an income tax which helps pay for transit.

Arizona used to be the only state funding transit with a lottery,
but now Oregon and Pennsylvania do, too; in fact, all of Oregon’s capital
support comes from its lottery, although Arizona’s is down from from 100%
to about a third. Maryland has joined Delaware in applying toll money.
There are now eight, rather than five, states supporting transit with a
variety of fees.

The situation hasn’t changed nearly as much with bonds. Michigan
continues to be the only state in which revenue bonds play a part, but
even though it is using money generated by previous bond issues, no new
bonds were issued for FY 1987 or 1988 so they aren’t considered a current
revenue source. And one more state, making a total of six, now depend on
general obligation bonds for some or all capital funding.

Among the more unusual revenue sources, Alabama and Iowa apply
0il overcharge funds and New Jersey dedicates a portion of its casino
revenues. The state of Washington passes through a motor vehicle excise
tax that can be applied to either capital or operating needs.
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Operating Expenses

Although there are 17 states which provide no operating
assistance, most states do and averaged nearly $89 million in FY 1987.
Again, states with the largest direct commitments to operating assistance
tend to be those with the most extensive mass transit systems:
Massachusetts ($193 million), Pennsylvania ($185 million), New Jersey
($165 million), Georgia ($137 million), and Illinois ($115 million).

New York and California actually provide the most operating
support: $892 million and $692 million, respectively. These figures,
however, include substantial indirect, pass-through tax money which not
all states included in their totals.

The source of operating assistance varies from state to state and
is typically a combination. Thus of the operating assistance New York
State provides, 23% comes from the general fund, 40% from a corporation
tax, 23% from a sales tax, 6% from a fuel tax, and 8% from a long line
telephone tax (see Figure 17). In addition, New York passes through $181
million in indirect funding. New York is on the low end of the Federal
financing curve, which generally runs that the greater the total
operating expenses, the smaller the proportion of Federal contribution.
Thus UMTA covers only 4% of New York’s operating expenses.

Figure 17: State of New York Operating Assistance Distribution,

FY 1987
Fuel Tax
6.0%
T Sales Tax
23.0%
/ At
Corporate Tax
40.0% )
Y
L,
General Fund
: 23.0%
Telephone
8.0%

Operating Assistance

Source: The Council of State Governments, 1987

Page 80



The trends in financing operating expenses are similar to those
described under capital assistance: more diversity in funding sources,
and a greater number of sources being used by most states. The sales
tax, in particular, has become much more popular: 15 states currently
versus five only three years ago. States using fuel taxes and fees, too,
have more than doubled: from eight states to 17 for fuel taxes, and from
five to 11 for fees. And Minnesota and Pennsylvania have added income
taxes in support of transit.

As with capital support, the number of states reporting the use
of general funds has dropped from 16 states in the old study to ten in
the new.

Delaware no longer relies exclusively on tolls to pay for its
transit operations: it has added a fuel tax and fees to its funding
strategy. Oregon continues to be the only state levying a payroll tax
for this purpose (although the District of Columbia notes that it is in
the process of considering one). Rather than a payroll tax, the state of
Ohio allows Cincinnati to levy a 3% tax on the paycheck of all who work
or live in the city; this employee tax is dedicated to transit.

0il overcharge funds are still available through 1987, and two
states are using them for their transit operations. Iowa uses them along
with a special sales tax on motor vehicle parts to pay $2.4 million in
operating support. This was a recent change, and involved shifting
revenues vhich had previously been allocated for highway purposes.
Oklahoma, on the other hand, took its $900,000 in o0il overcharge and set
up a self-insurance system for its transit industry.

Both Minnesota and Washington use a motor vehicle excise tax,
although in the latter case this is a pass-through of a local tax and
forms the whole of its $78 million operating support (Washington provides
no operating support directly to transit systems).
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Revenue Sources Generally

Each kind of funding has its advantages and disadvantages, which
must be discussed from several perspectives.

According to the CENTRANS survey, all states use fares to pay at
least part of their transit costs. However, since rising fares often
result in reduced ridership, there is no way to make fares carry the
whole financial burden. Thus states look to other alternatives to keep
their transit systems operating.

The most popular is the general fund: in use by 27 states and
being considered by five others (Figure 18, Appendix J, Table 4). Next
in line are the non-fare enterprises, which 22 states already implement
and three are currently considering, and sales taxes: 21 and one, almost
double the 1984 figure. Fees and fuel taxes are imposed a little less
often, but six states note that they are thinking about adding a fuel tax
for transit, and two are considering fees.

Figure 18: Transit Revenue Sources: In Use, Considering,
Not in Use
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On the other end of the spectrum are the payroll taxes used only
by Oregon and being considered by the District of Columbia; "sin" taxes
which Massachusetts and Oregon levy and six other states are thinking
about; income taxes, in use in New York and Ohio and a future possibility
in Mississippi and Pennsylvania; and a lottery, already in place in
Arizona, Oregon and Pennsylvania, and under consideration in Mississippi,
Texas, Utah, and West Virginia.
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Idaho and Utah levy resort taxes, while New Jersey takes a
proportion of its casino revenues and uses them for transit. New Jersey
is also looking into the possibility of assessing development fees on new
construction.

Page 83



Indirect State Aid

In recent years indirect state funding has gained favor as a
means of financing transit. This type of "funding" is actually state
legislation which allows local entities -- cities, counties, or transit
districts -—- to raise their own funds to pay for transit. Revenue
sources can vary but are usually the result of some form of tax: sales,
income, or property.

The first step towards local transit autonomy is generally to
implement legislation which allows local authorities to impose taxes over
and above the traditional property tax. The formation of special transit
districts is part of that same process. The taxing authority given to
special transit districts is usually established through state
legislation,and varies in form and scope.

Although some states continue to resist the process and many
restrictions still exist in places, 38 states currently allow local
authorities to tax for mass transit, an increase of seven since the 1984
survey. Of these, 29 use state statutes to set some sort of ceiling, and
seven a local referendum. The governing constitution or some other
mechanism may also be involved in the process, though (Figure 19,
Appendix J, Table 5).

Figure 19: Local Government Taxing Authority: How Ceilings
are Set
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Communities which are allowed local levies in support of transit
(excluding property taxes) clearly prefer to use a sales tax -- 27
states, with ceilings ranging from 0.06% in Washington to 7% in Colorado
though some states have no set limits (Figure 20, Appendix J, Table 5).
Income and payroll taxes are also relatively popular: eight and seven
states, respectively. Only in Colorado and the District of Columbia are
local jurisdictions allowed to levy taxes on corporations.

Figure 20: Local Government Taxing Authority: By Type of
Tax, Fiscal 1987
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Individual local efforts vary tremendously in what gets taxed.
Florida, for example, allows a local 6 cent/gallon gas tax. Iowa,
Massachusetts, and others tax hotels and motels. Washington permits a $1
per household per month levy. And Maryland has an assortment of
possibilities that range from a property transfer tax to one on
admissions and amusements.

Nor is there any agreement as to who may assess these local
taxes. Some state laws are so structured that only a handful of entities
are eligible -- one in Vermont, two each in Colorado, Michigan, and
Virginia, and so on -- while others allow all or nearly all cities and/or
counties (See Appendix J, Table 6).
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Yet one message came out clearly from the CENTRANS survey: even
though most eligible local governments are using their taxing
authorities, a disproportionate few are spending any of the resulting
revenue to support transit. In all likelihood these are only the largest
cities which actually have transit systems to support. For instance all
cities in Missouri with populations of more than 500 can tax; of these,
56 do indeed tax, but only 12 use any part of their tax revenues for
transit. In Texas 1,419 are eligible, 1,045 tax, and 26 use taxes to
support transit.

The state generally acts as a collection and distribution or
redistribution agent for the local tax; in a few cases, such as Ohio, it
also acts as an auditor. In nearly every case, to expand the state’s
role in transit assistance would require passing legislation, and most
state transportation officials seem to think this is highly unlikely in
the near future.
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Special Transit Districts

Special transit districts are limited purpose, governmental units
that exist as separate corporate entities. Structures will vary widely.
Some are completely autonomous from local governments, with their own
elective governing boards, while others are little more than structured
service contracts between a multiplicity of urban jurisdictions, with
boards composed of delegates from member cities and few independent
povers. While 37 states have legislation in place which would allow
these entities, only 28 actually have any special transit districts in
place.

Districts can be formed in a variety of ways: by state
legislation in 20 states, by public referendum in 13 states, by petition
in nine states, and through a public hearing in eight states (Figure 21,
Appendix J, Table 7). They can also be created by way of an executive
order, court action, or a number of more individual methods such as by
appointment or voluntary action; the District of Columbia would require
an Act of Congress.

Figure 21: Special Transit Districts: How They are Created

States

30

Legis Exec Order  Hearing Referen Petition Court Act Other

B Moans to Create
Source: The Council of State Governments, 1987

If granted independent revenue-raising abilities, special transit
districts will often levy local sales, property, or other taxes and use
bonding authority. And in the case studies described in Part 2, they are
often responsible for administering the special benefit assessment
districts used in private/public partnership coventures.
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Whether or not transit districts should be authorized within a
state, or established within a community, will raise a number of points
for consideration. Here are some generic arguments on the pro side:

*

Their revenue source is more stable because it tends to
be specifically dedicated to transit, and can’t be
diverted to other uses.

The stable financial situation allows the transit
district to be more responsive to local needs and foster
long-term service coordination among neighboring local
governmental units. And

Transit districts provide d clear focus for transit
policy- and decision-making.

On- the other side of the coin are the districts’ potential

liabilities:

*

Within a state, some districts have more dollars than
they need, while others don’t have enough.

Special districts remove transit from competition with
other public services for scarce resources, thus
distorting the local decision-making process and possibly
protecting inefficiency.

Some operations might be more efficiently run if
contracted out to private operators. And

In some instances special transit districts do not
provide reliable revenue sources, particularly if they
need voter approval, if they vest too much veto and
budgetary authority with component city governments (the
"too many cooks spoil the broth" problem), or if the
dedicated revenue source is itself inherently unstable,
such as a mortgage recording tax.
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Chapter 6

State Transportation Officials’ Views
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Chapter 6

STATE PUBLIC TRANSPORTATION OFFICIALS’ VIEWS

State public transpit officials are key listening posts for
public and political attitudes concerning current and potential sources
of funding for mass transit. They deal with transit every day, and
interact regularly with local system officials as well as with state
legislators. This gives them a background for projecting and predicting
the success or failure of various policy proposals. For this reason the
CENTRANS survey asked these officials about the revenue-producing
mechanisms they use frequently. Specifically, they were asked to rate
public support or voter acceptance of various potential resources, and
also to note any problems associated with implementing them. The results
were interesting and informative (See Figure 22 and Appendix J, Tables 8
and 9 for some details).

Figure 22: Public Support/Voter Acceptance of Transit Revenue
Sources
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Overall, it is assumed that legislators’ actions will closely
mirror what the public at large wants in terms of transportation issues.
Because political and economic situations vary a great deal, even among
neighboring states, it is difficult to identify a nation-wide trend
concerning state funding for transit. However, the greatest potential
still seems to lie in the more traditional areas such as fares, fuel
taxes and general fund revenues, and in the less traditional area of
non-fare enterprise revenues. ‘
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Specific Funding Sources

Fares

Fares are characteristically perceived by the general public as
one of the best ways to raise additional revenue for transit: 30 state
officials felt the public would find them the most acceptable source, and
another 15 felt they would be moderately acceptable -- proportions
roughly the same as those found in the 1984 survey. Moreover, fare
increases are relatively easy to implement, typically requiring nothing
more than administrative approval, so they tend to be readily accepted by
officials as well.

The problem is, of course, that users cannot and will not pay the
entire of their transport cost: the higher fares go, the more people
will find other ways to get where they’re going (see again Appendix G).
So there is a distinct limit to how high fares be raised without causing
a self-defeating, negative feedback loop. While transportation officials
will continue to rely heavily on them, fares tend to account for only 25
to 35% of operating costs even in the best of situations.

General Fund

General fund revenues seem to be at least reasonably acceptable
to voters, say most officials; however, more than half believe it will be
difficult to impossible to convince their legislatures that transit needs
additional general fund dollars. Resolvable administrative difficulties
are foreseen by another 11 states. Interestingly, 11 indicated no
problems in this area whatsoever.

Lottery

Lotteries are controversial in many states, even when proceeds
are used for necessary public purchases such as transportation or
education. Arizona, Pennsylvania, and Oregon use lotteries very
successfully for transit support yet it seems doubtful that this will
become a trend across the nation. Michigan, for example, already has a
very successful lottery program but its law requires that all proceeds go
towvards education.

Many state officials feel they would have a lot of trouble
garnering public and legislative support for a lottery dedicating funds
to transit, and in fact almost all states expressing an opinion on
lotteries suggest that the problem is insurmountable in their states,
generally for legislative reasons.
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Other efforts towards any type of lottery are often stymied by
moral antipathy by the public and/or legislature. Several states feel
they can get along without a better-developed transportation network and
would prefer, if they had a lottery, to spend its money in other ways.
Not too surprisingly, Nevada notes that its gaming industry would
probably be against a lottery unless the lottery were under its aegis!

General Obligation Bonds

General obligation bonds are secured unconditionally by the full
faith, credit, and taxing powers of the issuing government. If revenues
cannot meet debt service payments for any period, the issuer is legally
obligated to either raise the tax or broaden the tax base. These bonds
are more secure than revenue bonds, and in many states they must have
voter approval.

The general perception of state officials is that while it will
be difficult to gain approval for general obligation bonds as sources of
transit revenue, primarily because of problems with public and
legislative support, it would be possible. The combination of "no
problems" and "no opinion" responses were almost half the states
responding, though, so it would seem that general obligation bonds
overall cause little trouble as sources of transit revenue.

Revenue Bonds

Revenue bonds finance their debt service payments through user
charges such as service charges, tolls, special taxes, and so on. If
revenues are insufficient, the issuer is generally not obligated to levy
taxes in order to avoid default. The use of revenue bonds for transit
has grown in recent years and state transit officials suspect that they
are more acceptable to the public than they were three years ago.

The survey pattern is somewhat similar to that of general
obligation bonds: a large proportion of states reporting no problems or
opinion, plus 11 or 12 each indicating legislative problems (major)
and/or public and legal problems (middle case -- resolvable with effort).

Tolls

Some things change slowly if at all, and state official
perception of public opinion against using tolls to support mass transit
seems to be one of these. Only 12 states felt they were even moderately
acceptable, while 26 put them in the least acceptable category, numbers
which are up even a little bit more than in the previous study. This is
in spite of the fact that a few states with profitable toll facilities
have used this source for years.
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In terms of a state’s ability to use them to generate transit
revenue, tolls drew somewhat of a mixed bag of responses ranging from
little resistance in some states to hard-core opposition in others.

Only three states reported no problems with tolls, although another 15
had no opinion on their use. Most of the rest reported some combination
of legislative, administrative, legal, and/or public support problems
wvhich were considered insurmountable.

Fees

Public opinion on using fees to support mass transit is about the
same this year as it was three years ago: not very good, though
considerably better than for tolls. While only three states rate them
most acceptable, another 19 find them moderately so.

When reported, problems with fees as a funding source were

concentrated in the legislative and public support areas, but they tended
to be seen as problems which could be resolved, given sufficient effort.

Non-fare Enterprise Revenue

State officials in 34 states consider non-fare enterprise revenue
to be one of the most acceptable forms of transit support, one which
seems to cause few problems for them. This category, which includes
things like advertising on the sides of buses, package deliveries,
charter and special service contracts, and Virginia’s "Adopt-a-Bus"
program, produced expectations of only a smattering of resolvable
administrative difficulties.
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Dedicated Taxes

Earmarking revenues from a tax specifically levied in order to
support public transportation is a relatively common practice in many
states. The CENTRANS survey identified seven taxes in which some portion
of the resultant revenue can be dedicated to transit: sales, income,
fuel, corporation, payroll, property, and "sin" (on beer, cigarettes, and
the like).

In large part states tend to view dedicated taxes as a single
entity, meaning that opposition to one tax generally means opposition
exists in that state to the entire concept of dedication. On occasion,
such as in Georgia, dedication is even constitutionally prohibited.

By and large, state officials see little public support for any
of the dedicated taxes but note strongest opposition to income and
payroll taxes. There is somewhat less antagonism to property taxes, with
public opinion concerning corporate taxes, sales taxes and sin taxes
being the least negative. Many states and their citizens take a more
moderate view of fuel taxes, though, often finding them among the more
acceptable of the dedicated taxes.

Sales Taxes

The use of sales taxes is divided fairly evenly down the middle:
nine states see them as most acceptable, 11 as moderately, and the other
22 as least acceptable. This represents quite a shift from the earlier
report: at that time, while nine states felt sales taxes to be most
acceptable, 20 thought they were moderately so, and 17 found them a least
acceptable source.

Resistance to sales taxes tends to be steep, with public opinion
presenting a generally insurmountable problem when considering their use
for transit, as half the responding states reported. Almost every state
had an opinion on this category!

Income Taxes

One of the top contenders for the "least acceptable tax" award
(35 states), the feeling for income taxes has changed little over the
past three years: only four states found them most or moderately
acceptable then.

Income taxes tend to sink under a wealth of problems, primarily

concentrated in the public support and legislative areas. Again, state
officials typically see these problems as unsolvable.
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Fuel Taxes

More than half the states currently judge fuel taxes a moderately
or most acceptable source of funding, about the same as in 1984. The
difficulties involved in trying to enact or increase their use tended to
fall in the middle category -- resolvable with effort. Interestingly, 15
states foresaw a measure of legal struggles with the use of more fuel
taxes.

Corporate Taxes

Corporate taxes are used only rarely for transit, yet almost half
the states then and now would find them at least a moderately acceptable
revenue source. The feeling is strong that there would be a great deal
of serious legislative work to be done if these were to be considered for
this use. The lack of public support, too, would have to be dealt with.

Payroll Taxes

Along with income taxes, payroll taxes were voted least
acceptable by 35 of 41 state public transportation officials. Only Ohio,
which has a form of payroll tax in place in two of its cities (Cincinnati
and Chillicothe), voted it most acceptable in 1987 (Connecticut, Idaho,
and Kentucky had felt that way in 1984).

Almost half the states gave no opinion on using payroll taxes in
support of transit (Ohio was again alone as it noted no problem). Of the
rest, insurmountable legislative and/or public support problems were
typical.

Property Taxes

Note: these are property taxes assessed and dedicated
specifically to mass transit, not the regular property taxes most
homeowners pay to support schools, police departments, and so on.

State officials feel that property taxes will not find much
public acceptance: this year, 27 found them least acceptable, and
another 14 only moderately so (the question was not asked in the last
survey). Public opinion problems dominate the responses, although these
also note a smattering of legislative and legal problems.

"Sin" Taxes
Public acceptance of sin taxes seems reasonably split, with 10

states reporting them most acceptable, 12 moderately so, and the other 19
least acceptable (sin taxes were not on the last survey, either).
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Perceived Quality

State public transportation officials were also asked to rate how
important the public finds a group of operating factors. This was a
question which was not in the 1984 survey, but which was included this
year based on the Task Force’s recognition that the public’s overall
perception of the transit system was critical to its success in garnering
additional resources. :

As Figure 23 (Appendix J, Table 10) shows, just about everyone

(45 states) thinks service reliability is critical. Only slightly less
important are frequency and convenience of service (39 and 35 states,

respectively).

Figure 23: Perception of Existing Public Transit Systems
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Safety heads the next grouping, with 28 states rating it high and

18 rating it of medium importance. Similar proportions hold for fare
levels, also important to more than half those who responded.
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Interestingly, both employee attitudes and the quality and
cleanliness of transit equipment and facilities are scored highly by
about two-fifths of the respondents; when combined with their medium
scores, however, they join the other areas already mentioned as being
important to almost everyone.

The bottom of the importance list is clearly marketing (high in
12 states, medium in 25) and management quality (high in ten states,
medium in 27). These are the only two categories, in fact, with any
appreciable number of "low importance" replies.

This finding on the perception of marketing and management
quality appears to fly in the face of other discussion within this
report, though that probably isn’t the case. Part of the confusion
undoubtedly lies in the fact that marketing and management quality are
derivative products, and are not in fact tangible things customers can
look at and touch. In fact, in terms of the way the public sees things
these factors may not have much real comparison with the other items on
the chart: if service is reliable, frequency and convenience good, and
fares reasonable, then by definition management and marketing "must" be
good, also.

The policymaker promoting the system may have to take this
perceived nuance into account. Although good management and marketing
obviously beget public satisfaction in public transit through other
factors, it may not be as important to spend time and energy convincing
the public that the transit system is run well; rather, such efforts
might be more profitably spent promoting those tangible factors which are
so important to the public’s perceptions of quality
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Responding to Budget Cuts

Cuts

Transit system budget cuts, regardless of source, can take a
variety of forms and combinations of forms. Predictions for the next two
years show which groups, services, and functions are likely to be hit the
hardest, as well as how these cutbacks might impact on other policy
considerations. (See Figure 24, Appendix J, Table 11).

Figure 24: Likely Targets for Service Cuts
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The most popular method is by cutting back on off-peak-hour
transit services: foreseen by 33 states in 1987 and almost an equal
number in 1984.

Another approach is to forgo new capital investments such as
delaying replacement of aging equipment (25 states). Reducing the number
of rural and/or urban routes came in a close third and fourth, with 25
and 23 states, respectively.

Page 99



Least popular ideas included reducing marketing in 15 states,
cutting back on management services the states offers to local transit
systems in nine states, reducing the time and money spent on maintenance
in seven states, and four states which are planning to cut back on
para-transit services.

The 1984 survey showed eight states preparing to cut back on
the special transit needs of the elderly and/or disabled, compared to
only four in the current report.

When measured against other policy criteria, the lessons may be
significant. The high relative preference for cutbacks isn’t surprising,
be it in an off-peak-hour route, a rural route, or an urban route. These
are traditional cutback areas for transit because they allow for
identifiable, substantial, and immediate cash flow savings. Yet if the
top public priorities (as determined by the state transit directors) are
reliability, service frequency, and convenience, then this very logical
approach could cause significant damage to the public’s view of transit.

Take the example of a person who depends on a transit route which
is cut back or terminated, and who is then faced with a number of
unattractive options: he’s apt to feel very antagonistic towards the
transit system, and may in fact serve as an object lesson to someone who
might otherwise make a job or living decision based on transit
availability. Problems with reestablishing routes and services could
well be compounded if potential customers decide not to subject
themselves to the vagaries of a transit system’s reliability.

A similar situation holds for holding back on purchasing new
buses, rolling stock, and the like. This course, too, has short-term,
identifiable pluses for the budget, but can have a big impact on
reliability and convenience which in the long run may actually increase
costs.

Areas which would get relatively fewer cuts -- management,
marketing, maintenance, elderly/handicapped service, and para-transit
service -- also have analytic stories to tell. Although the state

officials feel that management and marketing rank relatively low as
public perception areas, they generally are not slated for reduction.
Why? Possibly because those in charge recognize that the budgets are
small by comparison, and that trimming there would cause immediate
diseconomies.

Concerning transportation for the elderly and disabled, the
somewvhat larger shift from the 1984 study could have a number of causes.
One of the more important might be the awareness of this population’s
increased political potential; another critical one could be that this is
part of the front wave of the "graying of America" that demographics
experts have been predicting.
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Increases

Another way to compensate for budgetary cutbacks is to increase
the money the transit system takes in (Figure 25, Appendix J, Table 12).

Figure 25: Likely Targets for Increases
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As expected, fares are the likeliest candidates to rise over the
coming two years, in 41 of the 44 states that responded to this question
on the CENTRANS survey. Because fares are the only source of system
revenue wvhich directly reflect demand, fare increases must be reviewed

carefully.

The fare increase’s
of course, that it lays the
the most from the system --
explained early, that there
be raised without having so

advantage as a new, bigger revenue source is,
cost directly on those theoretically gaining
the riders. The big disadvantage is as

is a very real top beyond which fares cannot
many riders leave that the system actually

loses money from a fare increase.

Page 101



In contrast, more use of non-fare enterprise revenues and taxes
dedicated to transit are projected by less than half the states (18
each). Transit fees (tolls, parking, motor vehicle registration, license
fees, and the like) come next with 14 states, then general fund
allocations with 12.

Unlike the 1984 survey in which five states reported that they
were apt to use more municipal bonding, only California currently sees
this in the near future. This may reflect changes in the Federal tax
laws, which have made municipal bonds relatively less attractive.

Other possibilities the state transit directors are discussing
include enhanced marketing (Louisiana); a state bond for capital
assistance, and the use of human services contracts (Massachusetts);
increases in real estate revenues and ridership (New Jersey); the use of
volunteers (Oklahoma); and local contributions (Vermont).

Alternatives

Labor costs are a significant part of the transit industry’s
budgets, and are often targeted for possible reduction. Starting in the
next two years 38 state transit officials thought that systems within
their states would be using more part-time transit labor (Figure 26,
Appendix J, Table 13), versus ten fewer states only three years ago.

Figure 26: Transit/Revenue Cost Gap Solutions
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Part-timers build economic savings in two ways. First, these
workers typically receive less in the way of benefits, and second, most
transit demand comes during morning and evening rush hours, so hiring
people to work just those times means people aren’t paid to just sit
around. If part-timers are used -- perhaps in conjunction with a
reduction in off-peak-hour services -- costs per rider will drop.

Another change from the previous survey is the number of states
which think that systems within their boundaries will try to renegotiate
their labor contracts: 21 states then, 16 states now.

As discussed elsewhere in this report, labor negotiations in the
transit industry have been complicated by language within the Urban Mass
Transit Act which says, generally, that no transit employee will lose a
job because a system accepts Federal transit aid. Although the language
does not apply for all labor efficiencies, it definitely muddies the
water and causes confusion about how far a transit system can go in using
alternative labor strategies.

Additional options are to reduce total working hours -- 19
states -- or reduce employee benefits -- 11 states. New York mentioned
that systems would try to increase general productivity, while Oregon
suggests contracting out and Washington projects that some systems will
try to pay for performance.

Page 103



Individual Solutions

In their survey commentary the states proposed some other
interesting ways of coping with the gap between revenues and necessary
expenditures.

Coordination

Many solutions focused on the need to get more out of each
dollar. Thus Idaho is looking at coordinating all service agreements
through the area public transit provider, so as to avoid duplicating
services and allow equipment to be used to its best advantage.

Along similar lines Vermont is considering consolidating its
rural transportation funds, since it sees service duplication and
under-use of the regional transport capability in this predominantly
human services market. The Council of State Governments has produced a
separate publication, Coordinating Rural Transit: Stretching State
Resources for Better Services, which discusses in some detail the
advantages of coordination.

Technical Assistance

Washington already uses special peer performance studies of
transit and para-transit systems to recommend efficiency ideas, and Iowa
is going computer so transit systems can keep better track of their money
and equipment.

Financial Management Upgrades

Arkansas is in the middle of a Transit Management Improvement
Plan to assess cost efficiencies to service effectiveness. Each route’s
operating ratio will be used to determine its eligibility for funding.
One is break-even, and negative numbers indicate a profit. The goal is
to fund routes scoring three or less; routes losing four or more times
their revenue will not be funded with UMTA or state funds dedicated to
transit.
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The Private/Public Coventure

Another possibility is to range outside the governments and into
the private sector: the private/public coventure. Some examples of
these and other transit innovations are detailed in Part 2, and include:

*

Galveston, Texas, where private developers are sharing in
the cost of a rail trolley system and will also be
providing two-thirds of the operating costs for three
years. The rail trolley is scheduled to begin operating
in the summer of 1988.

Vermont -- as part of Bennington’s Medicab program, the
state has a network of brokerages that use private taxis
for in-town medical trips in areas where no public
transit exists.

Alexandria, Virginia, which has contracted with taxi
operators to provide late night service from Metrorail
stations within the city. Riders pay a reduced fare,
with the city supporting the difference between what'’s
paid and the regular fare.

The New Jersey legislature, which is in the process of
considering a legislative package known as Transplan.
This will permit counties to create Transportation
Development Districts (TDDs) with the authority to assess
and collect development fees to finance transportation
improvements within the district. New Jersey law does
not currently allow special transit districts.

Minnesota -- the talents of two St. 0laf College art
students have produced a logo and color scheme that
creates a nev image for Northfield’s Public Bus Service,
and promotes it as a more frequent in-town travel choice.
If successful, MN/DOT will apply the marketing strategy
to other transit systems in the state.

Maine, where the Casco Bay Island Transit District
purchased a new ferry by combining state and Federal
funds. Private donations were used to buy small capital
items such as running lights, seats, life preservers, and
miscellaneous portable equipment.

Denver'’s private sector, in consultation with the
Regional Transportation District, which will build a 15
mile transit line from the Denver CBD to the Denver
Technological Center. Funding will come from assessments
on commercial property within a defined corridor.
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The outlook for transit revenues from the states is encouraging,
and the historic evolution of a new significant state role in transit is
impossible to ignore. This role need not necessarily be one of providing
financial assistance, but certainly money- is one of the most effective
ways to aid transit projects. In the long run a total package of state
support and involvement, as demonstrated by innovations by and within the
states, may be transportation’s best hope.
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Chapter 7

FOCUS

It wasn’t that long ago that neither the Federal government nor
the states had much to do with financing transit: if the system, or the
location in which the system was located, couldn’t pay for them then
transit services simply ceased to exist.

Two events of the 1960s -- the Great Society initiatives for the
Federal government, and the Supreme Court decision Baker v. Carr
mandating legislative reapportionment for the states -- created an entry
framework for these governments.

Entry by the Federal government came first when in 1964 it
became, in essence, a capital investor. This changed again ten years
later when Federal money also became available for operating expenses.

Overall, state entry has been slower but is gaining momentum as
state transit policy has matured and the Federal budgetary problems have
vorsened. In the long run the states’ entry into transit policy may
become more important and exciting than the original Federal arrival had
been. Indeed, today the state contribution constitutes a greater
financial commitment than that of the Federal government, and the promise
is for even greater relative involvement to come.

Concurrent with shifting state and Federal funding roles are
a variety of shifts within the country that affect the survivability, the
structure, and the funding sources for public transit. Here are some of
the major ones:

* The population boom and the relative growth of population
in areas of the country without large, established fixed
guidewvay transit systems.

* Increase in the elderly portion of the population --
particularly in certain states -- and its potential for
increased dependency on specialized forms of transit
services.

* Politicization of the transit-dependent disabled, with

their frequent and vocal demands for equal access.

* Lifestyle changes: the increase in the total workforce,
the larger proportion of women in that workforce, the
rise of the two-income family, and the increase in the
number of single parent households. Each of these has
had a significant effect on travel and transit patterns.

Page 109



Geographic Changes: the move of jobs from the cities to
the suburbs and the corresponding shift of travel
patterns, particularly in and around the suburbs.

Energy Use Changes: the 1974 o0il shock and the rise of
energy use analysis as a public policy area.

Environmental Changes: the growth of policy actions
against air pollution.

The transit industry has not yet adjusted to the additive impacts
of these many shifts. Responses are apt to be incremental:

*

Relatively new major metropolitan areas without major
fixed guideway systems, such as Los Angeles, may well
work towards getting them in place for their citizens.

Bus transit is apt to increase in importance relative to
fixed rail, not only because of its greater flexibility
at a time when flexibility is of paramount importance,
but also because it costs so much more to start or expand
a new fixed guideway system than it does a bus line.

Private transit services -- car- and vanpools, cabs, and
the like -- will better tailor transit services to
commuter demand.

The social service aspect of transit will continue to
grow and be recognized, and systems will adapt their
services to meet the special needs of the elderly,
disabled, and both rural and urban poor.

Management techniques, include route financial analysis,
marketing, and coordination, will become better and more
visible.

Financing to make up the societally necessary transit
subsidy will be borne increasing at levels below the
Federal. As transit systems must be modified to fit the
community which they serve, so must transit funding
schemes accommodate the resource bases of their
communities or state, its political traditions and social
values, and the levels and types of transit they need.
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The Federal Role

Does the Federal government belong in transit finance at all?
Despite the fact that it has been acting as transit’s investment banker
for decades, this is nonetheless a good question and Kirby (1987) argues
that perhaps the answer is no.

On the one hand the Federal government is uniquely able to raise
the vast sums required by major new transit investments -- or is it? New
York and Dallas recently raised much more on their own than UMTA would
ever have given thenm.

How about the fear that local governments will under-invest in
capital facilities if there is no Federal money to pay for them? This is
just a fancy way of saying that state and local officials can’t decide
what they need as far as transit is concerned, Kirby says, and the
Federal record of intervention is not good.
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Federal-State Roles in Perspective

There does not yet exist a stated political consensus on the
Federal role in transit. Congress appears to be taking over more and
more of UMTA’s transit planning and funding allocating roles and
targeting what had previously been discretionary capital for new starts
in areas with sufficient political sophistication and clout to capture
the money. Advocates with strong transit needs within their constituent
bases continue to push for overall Federal expansion with less than
complete success. The Administration has sought level or decreased
overall levels of transit funding to balance against the budget priority
of defense.

However, the Gramm-Rudman Act and the ongoing Federal budget
crisis mean that Federal financial involvement is likely to fade
proportionately for at least the next several years. When and if it
reemerges, the Federal role will have changed simply because politics
abhors a vacuum and other forces will have filled the Federal vacancy.
Regardless, it was probably inevitable that the Federal government would
step back from its role as the dominant source of transit funding.

The movement of the state into its new position as the pivotal
transit policy agency is in large measure a result of the Federal
government’s failure -- even in good budget times -- to keep up with
localized and regional demands. Unlike the Federal role, this new state
function is not likely to fade and in fact will undoubtedly grow. As it

does grow and mature the policy accouterments -- including priority
structures and funding authorizing legislation, direct or indirect,
public and private -- will grow with it.

This shift to the states may result in a more equitable
distribution for resources. In terms of the country as a whole,
Congressionally-mandated new start funds stand at $400 million a year,
with new modernization funds at $580 million. This money is allocated to
just eight rail model cities -- including New York, San Francisco, and
Chicago -- on a de facto formula.

That leaves a mere $140 million under the bus program as the sole
discretionary money available to the rest of the nation. Obviously this
doesn’t go very far when compared to what it costs to maintain equipment
and facilities, nor can it be easily argued as an equitable national
arrangement.
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The States’ Transit Dollar

With the lessening of Federal intervention the states’ portion of
the transit pie is growing, reaching $3.6 billion for both capital and
operating expenses in FY 1987. Ignoring for the moment the 12 states
vhich spend nothing for transit, the states average a per capita subsidy
of $15.92. When calculated per rider, the support amounts to 56 cents;
by transit mile the figure is 13.5 cents. There is, however, a
tremendous range surrounding all these figures.

Transit support comes from a number of sources, but several stand
out. Sales taxes, fuel taxes, and the general fund are far and away the
most popular. They’re also seen as the most publicly acceptable sources
for raising additional funds. Almost all such taxes are used more for
transit now than they were even as little as three years ago. Private
support of transit is growing, too, often in the form of benefit
assessment districts surrounding new or improved fixed guideway systems,
as well as through deregulation and other options.
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To Dedicate, or Not to Dedicate

The primary advantage of having a dedicated tax is, naturally,
that it guarantees a certain level of funding for the program in question
~- in this case, transit. It is a state’s or community’s declaration
that transit is important and that the government is willing to stand
behind it where it really counts, in the pocketbook.

Dedicated taxes have two primary advantages: they save
management time, and improve management overall.

In theory, when transit authorities can spend less time chasing
the dollar, they can devote more time to doing a better job. Dedicated
taxes can:

* Help guarantee service reliability. The survey of state
public transportation officials indicates that this is
the top perceptive measure of a transit system’s quality.
Funding instability and rises and falls in service levels
can also be counterproductive in the long run.

* Help stabilize capital needs. A perpetual problem in
transit is "peak and valley" funding for capitals (buses
and rolling stock): systems buy a lot of equipment all
at the same time, then have to replace it all at once.
Scheduled capital replacement can be guaranteed through
dedicated taxing sources.

* Ensure continuity of personnel, which can in turn improve
staff professionalism.

* Help make long-term planning realistic because its
implementation can be relatively assured.

Drawbacks can include:

* Increased union demands, because funding is readily
identifiable and is protected from political intrusions;

* "Padding" of both management and labor costs as the pie
is divided; and

* Lessened public accountability for short-term prlorlty
selection for the allocation of public funds.
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The States’ Role in Privatizing Funding Options

Privatization is discussed at length in this report because its
various ramifications are important in establishing the overall funding
scenario. In its several forms, privatization can:

* Act as a safety valve on public financial and service
responsibilities;

* Act as an important funding complement, especially for
fixed guideway construction; and

* Lower costs.

The critical disadvantage of complete privatization is that
private transit cannot operate at a long-term loss and still offer the
level of service which the public demands through the political economy.

The states’ role in privatization comes from:

* Ensuring a favorable regulatory environment which will
permit privatization where it’s practical (as with
private cabs and vans);

* Structuring benefit district, regional authority, tax,
and bond legislation to allow the approach (as with
private/public coventures); and

* Creating the political environment which will allow
privatization (as with subcontracting services).

All state privatization roles may require the use of a

"privatization advocate" or "privatization ombudsman" to bridge the
communications gap between the operators and the public sector.
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The States’ Role in Non-Monetary Assistance

Management Assistance

Some states may also fulfill funding obligations offering in-kind
services or by subsidizing management services by contract (technical,
financial, and/or marketing). These represent low-cost ways to squeeze
additional use out of the public tax dollar being spent on transit.

The advantage is that small systems especially may not be able to
purchase the kinds of expertise they need to maximize cost efficiency.
If the state can offer them, this is one way to achieve economies of
scale.

Coordination

Coordination is also a component of the complete transit finance
picture.

As the social service aspects of transit services become more
prominent, so too will be the identification of unnecessary service
overlaps. Because of the tendency of social service agencies to identify
costs by client unit, the transportation cost component is often buried
and looks relatively insignificant, though it most certainly is not. For
example the U.S. Department of Health and Human Services offerings for
client transportation are larger, in the aggregate, than UMTA’s entire
16(b)(2) small system assistance program. Capturing and controlling
these costs may avoid funding requirements elsewhere.

Several publications are available on this subject, one from The
Council of State Governments.
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Chapter 8
STATE BY STATE SUMMARIES
Alabama

In 1987 Alabama first provided capital assistance in the form of
a 10% of match for buying vehicles, using using oil overcharge funds; so
far, the funding has not been made available past the current year. For
operating support the state continues to rely on Federal grants, local
taxes, local general funds, and local farebox revenues.

Alabama has passed enabling legislation which hands
responsibility qver to local transit districts for financing their
transit operations. Because of a lack of political support for levying
necessary resources, the state proves to have only a small role in
providing revenues for transit costs.

As a rule the Department of Transportation believes that the
public looks more favorably on bonds, fare increases, and general fund
dollars as ways to finance transit operations than it does on tolls,
fees, or dedicated taxes. Although some consideration will be given in
the near future to using general fund dollars to finance transportation,
for the moment there is nothing pending which would give the state
government a significantly larger role in mass transit.

In 1983 the City of Birmingham imposed a beer tax dedicated to
transit. This has proved very successful, providing Birmingham Transit
with at least $2 million yearly. Three parts out of nine are returned to
the counties to be used for transit.

Alaska

Alaska has no state-sponsored mass transit program, and provides
no technical or financial support. All transit operations are carried
out on the local level by individual public or private transit concerns.
Futher, dedicated taxes are prohibited for any purpose, including
transit.

The state does, however, allow its local jurisdictions to levy
taxes in support of transit. 1In particular, a sales tax (maximum 6%) may
be levied, although it is not known how many local entities make use of
this option.

As part of its response to the transit revenue-cost gap,
providers in Alaska are likely to reduce off-peak-hour services and
marketing efforts. Labor contracts may be renegotiated, and part-time
labor increased while employee benefits are decreased.
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American Samoa

The Territory of American Samoa has no publicly financed mass
transit system. However, it does have a private jitney bus service of a
sort.

Arizona

State government plays a modest role in Arizona’s public transit.
The state’s major activities involve administering Federally funded
transportation programs, including the Section 16(b)(2) program for the
elderly and handicapped as well as the Section 18 program for small urban
and rural transit. The Arizona Department of Transportation also
receives limited Section 8 funds, used primarily for planning and
coordinating transit in non-metropolitan areas of the state.

At least through 1991, the principal form of state financial
assistance to public transit will consist of revenue dedicated from the
Arizona State Lottery, In 1981 the legislature earmarked $190 million of
lottery revenues over the following ten years for the Local
Transportation Assistance Fund (LTAF). These funds are distributed
annually to each incorporated city and town in the state, on the basis of
population. Some $23 million in lottery receipts were allocated to the
LTAF in FY 1986.

Cities of over 300,000 people (Phoenix and Tucson) must use their
LTAF allotments for public transit. Phoenix received $8.4 million in FY
1986, while Tucson received $3.6 million. Smaller cities and towns are
not required to use any of their LTAF funds for transit, but Cottonwood,
Glendale, Jerome, Lake Havasu, South Tucson, and Tempe have all used at
least part for this purpose.

In 1985 the legislature authorized the voters of Maricopa County
(Phoenix) to enact an additional 0.5 cent sales tax to be used for
transportation. While the bulk of the tax receipts will be used to
construct a new controlled-access highway system for the Phoenix
metropolitan area, the authorizing legislation earmarked approximately $5
million per year for new mass transit service, as well as $2 million per
year over the next few years to plan a regional rapid transit system for
Maricopa County. The legislation also created a Regional Public
Transportation Authority, the first special transit district in Arizona.
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Arkansas

The Mass Transit Funding Program in Arkansas is administered by
the Public Transportation Section of the Arkansas Highway and
Transportation Department. Statutory authority for these ongoing
responsibilities was vested with the Department in 1977. The Planning
Division of the Public Transportation Section is responsible for public
transportation planning, UMTA Program grant administration, and public
transportation coordination.

Federal grants totaling over $3.2 million annually are the
primary sources of funding for public transportation development,
including money to pay for ongoing transit system operations. Urban
transit systems currently operate at Little Rock and Pine Bluff. Rural
and non-urbanized (that is, those with less than 50,000 population)
systems are operating in eight parts of the state encompassing 27
counties. The Public Transportation Section administers and/or
coordinates all the systems.

The Planning Division also administers a capital assistance
program for more than 100 private, non-profit organizations which finance
transportation to the elderly and to persons with disabilities. These
organizations presently operate 220 vehicles, and the Highway and
Transportation Department is purchasing an average of 25 vehicles
(15-passenger vans and small buses) each year. Many of the buses are
equipped with 1lifts for wheelchair access. ‘

Assistance in transit planning and/or local transit operations is
given to each of the urbanized area transportation subsidies and to Pine
Bluff’s Transit Department. The Public Transportation Section is
responsible for ensuring that cities and non-urbanized bus systems comply
with handicapped accessibility, disadvantaged business enterprise (DBE),
and private enterprise involvement requirements.

The Section performs, or administers contracts for, work
activities that benefit all or some transit properties. Examples are
extensive training and technical assistance for management information
systems (MIS), private enterprise involvement projects, and
transportation management improvement plans (TMIP) for public rural and
non-urbanized transit systems.

The Section is currently encouraging the cities of Fort Smith,
Texarkana, and Fayetteville to initiate public transit service. Another
area of active involvement is in developing park and ride lots where
motorists can park and meet a car pool, van pool, or transit bus for
ride-sharing.
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- The public transportation program in Arkansas is dedicated to
furthering opportunities for citizens of the state to use public
transportation, and to coordinating the state and Federal funding
programs in the most feasible and efficient manner possible. The program
seeks to administer a viable public transportation program while
maintaining sound short- and long-range planning coordination.

California

The state provides $87 million in capital assistance, derived
from dedicated taxes, primarily sales (42%) and fuel taxes (58%). Almost
$69 million in direct operating assistance was provided in FY 1986,
funded in toto from sales tax revenue. $535 million comes from a
state-administered, locally-initiated pass-through tax (indirect).

The California Development Act allows each county to establish a
Local Transportation Fund from a quarter cent of the retail sales tax
collected state-wide. The Fund is returned to counties by the State
Board of Equalization based on the amount of sales tax collected by each
county. These funds are then used for transit planning and _
administration and, in the case of a county with a population under
500,000, can also be used for streets and roads if there are "no unmet
transit needs that can reasonably be met."

Special transit districts'are permitted, and so are the following
independent revenue-raising mechanisms:

* Up to 1.22 additional sales tax;
* Up to 5 cents/gallon local gasoliné tax; and
* Revenue and general obligation bonds.

In each case, however, a two-thirds majority of local voters must approve
the levy.

Colorado

Colorado provides neither capital nor operating assistance to
mass transit operations; however, the state gives local governments the
authority to levy both sales (7% ceiling) and payroll taxes. The 1987
pass-through tax in the six city, Denver metropolitan area, is expected
to net about $93 million.

Local and regional transit authorities set the ad valorem mill

levy subject to voter approval, and are also responsible for setting
fares, advertising, and overseeing charter bus operations.
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In response to rising costs, reductions are expected in the
number of both urban and rural routes, off-peak-hour transit services,
and special services for the elderly and disabled. Cutbacks in
maintenance and marketing are also probable. At the same time, transit
fares and dedicated transit taxes will increase and additional bonding
measures will be necessary. Private sector funding is being examined as
one possible way in which state and local government costs can be
reduced.

A greater degree of state involvement is not likely in the
immediate future, due in large part to the perception that needs can be
met without a state subsidy.

Connecticut

The state authorized over $43.7 million through general
obligation bonds for capital improvements in FY 1987. Over $76 million
in assistance for bus and rail operations was also provided, primarily
from transportation fund revenues.

Connecticut has 17 Transit Districts, five of which operate the
local bus systems in Bridgeport, Norwalk, Westport, Southeast Area, and
Valley. Three others -- Hartford, New Haven, and Stamford -- are served
by fixed route service provided by Connecticut Transit. The remaining
nine districts are served by private transit providers under contract.

Transit services provided in Transit District jurisdictions are
funded through farebox collections as well as by state and Federal
funding. Annual ridership on Connecticut’s bus systems is 35.3 million
passengers.

Rail commuter service in Connecticut is operated by Metro-North
Commuter Railroad. Metro-North is jointly subsidized by MTA and ConnDOT
under an agreement through which the state picks up approximately 60% of
the New Haven Line’s deficit.

Service improvements continue on the New Haven Line as additional
rail cars are put into service, and as capital improvements work on some
of the line’s problems -- the lack of a reliable source of power, and the
need to slow trains down on some sections of track. Annual ridership on
the New Haven Rail Service now stands at 2.8 million passengers.

Vith existing Federal budgetary constraints in mass transit, the
state has a policy of maintaining existing services with no new expansion
of service planned within the immediate future. The objective in
maintaining the existing level of service is to maximize the operating
efficiency of the transportation system, while keeping costs in check
without needing to resort to annual fare increases.
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The state legislature recently passed a policy regulating the
operating deficit of bus transit providers in Connecticut. The state
will provide an amount equal to 67% of operating expenses, or the
operating deficit, whichever is less.

Delawvare

Through the Delaware DOT, the state funds public transportation
using a variety of sources. Revenues originating from tolls, gasoline
taxes, permit fees, and concessions fund the Delaware Turnpike; excess
revenues in turn pass into a Transportation Fund which provides capital
and operating assistance for various modes of public and specialized
transit throughout the state. In 1987 this amounted to $1.9 million. for
capital assistance and $4.6 million for operating aid.

Local governments provide only limited funding for public.
transit.

Management of public transportation is focused at the state .level
through various subsidiary corporations of DelDOT. 1In addition to fixed
route transit in the metropolitan area, there is a state-wide specialized
transportation operator, two small urban area operators, three contracted
intercity bus operations, numerous private non-profit organizations,
state-wide ride-sharing services, and a user side subsidy program making
use of several taxi companies. DelDOT also takes care of aviation and
rail services.

District of Columbia

The District of Columbia is a unique entity in that it has both
state and local responsibilities and taxing authorities. The District
levies traditional state taxes: income, sales, excise, and corporate.
It also levies traditional local taxes and fees: property and parking.
The District is forbidden by the U.S. Congress from levying a payroll or
commuter tax.

Public transportation in Washington DC is provided by a regional
organization, the Washington Metropolitan Area Transit Authority (WMATA).
WMATA was created under an interstate compact, with Maryland and Virginia
as the other signatories.

The system’s principal components are Metrobus and Metrorail.
WMATA’s Metrorail capital construction program is funded 807% through
Federal funds and 20% through local funds. The District’s share of local
matching funds is approximately 24%.

Operating funds for bus and rail services come from the farebox,

non-operating revenues, local operating assistance, and Federal operating
assistance. Washington DC provides 447 of local operating assistance.
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In response to the transit revenue-cost gap, the District of
Columbia will probably cut back on new capital purchases, reduce
administrative costs, use more part-time transit labor, and renegotiate
labor contracts. The next two years are also likely to show increases in
transit fares and fees, as well as in general fund allocations to
transit.

Florida

The transportation financing package included a local option, 4
cent/gallon gasoline tax, which will raise $9.9 million (including money
for two major fixed guideway systems) for capital assistance in FY 1987.
The state provides no operating assistance except for service development
programs.

Local revenues can be used for either highway or transit
projects, and both capital and operating expenses are eligible. State
gas tax collections are reserved for transportation activities, with 10%
being set aside for public transit and rail capital projects, subject to
legislative appropriation.

Local gas taxes can be imposed by county ordinance, without a
referendum. The first 2 cents of the tax can be levied by a majority
vote of a County Commission, and the third and fourth cents by a vote of
the majority plus one. All revenues from the local measures remain
within the county in which they are collected.

If a county chooses not to levy a tax, City Councils representing
a majority of the county population may pass resolutions calling for a
county-wide referendum on the issue, which the county must then hold. If
the voters approve the measure, the tax goes into effect throughout the
county.

Distribution of proceeds from the local tax among jurisdictions
within the county can be accomplished by either of two methods:

* NegotiatiQn: The county and ?ities repres?nting at least
half the incorporated population may negotiate a
distribution formula on any mutually agreeable basis; or

* Formula: If an agreement cannot be reached, the required
formula is then derived from the proportional sliare of
transportation expenditures made by cities and counties
wvithin the state over the previous five years.

Only jurisdictions eligible for State Revenue Sharing or the half
cent Local Government Sales Tax can receive local option gas tax
revenues. Once imposed, the distribution formula remains in effect for
five years, after which it must be renegotiated for an additional five
years.

Page 125



Proceeds may be spent on "transportation expenditures," defined
as covering most capital or operating/maintenance costs associated with
transit, roads, and bridges. The share of funds allocated to transit is
up to the local jurisdiction.

Increases in auto and truck tag fees and new methods of
calculating sales taxes also yielded nev transportation revenues. State
funds spent for transit can only be used to provide up to half the local
contribution required (either 10% or 12.5% of the total project cost,
depending on its approval date, or 15% for ride-sharing projects) for
Federally-supported capital expenditures. No state funds can be used to
subsidize operating deficits.

Georgia

The State of Georgia uses a variety of mechanisms to assist with
the financing of public transportation systems. A summary of the options
currently available are highlighted below.

Through the Department of Transportation, the State General
Assembly authorizes general fund revenues to assist local areas with 10%
of capital projects, 10% of planning projects, and 50% of the local share
of marketing programs.

State statutes authorize local governments to vote for local
option sales taxes as a form of dedicated revenue for transit. This
option was exercised in Fulton and DeKalb Counties in 1971 when they
created the Metropolitan Atlanta Rapid Transit Authority (MARTA).
Through this process a 1% sales tax is dedicated to transit operations.
Since MARTA is not eligible for direct state assistance, its operation
relies totally on farebox revenues, sales tax revenues, investment
earnings, and UMTA grants.

The Chatham Area Transit Authority (CAT) was created as a special
district in 1986 for the purpose of providing transit services in the
Chatham County region. A portion of property taxes has been reserved to
help support its transit operations.

In 1985 the Georgia General Assembly approved legislation which
allowed Cobb County to create a special transit district. The county is
planning to initiate a public transportation program in January 1988;
this will be supported solely through a hotel/motel tax and business
license fees. A transit district option has yet to be initiated.
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Hawaii

The state plays a minimal role in transportation finance in
Havaii, providing neither capital nor operating assistance. Only four
local units of the government are eligible by statute to levy local taxes
in support of transportation, and only two have taken advantage of this
opportunity.

The public perceives mass transit as a low priority in the state,
and it is doubtful that any type of state levy would receive approval.
The Honolulu area, however, is in the process of developing a very
innovative private/public joint venture (see Part 2).

The overall transit funding gap is likely to result in cuts in
urban routes, off-peak-hour transit services, the purchase of new
equipment, and the number of working hours. Other effects will probably
be increases in fares and the use of non-fare revenue and part-time
transit labor.

Idaho

Idaho does not provide assistance for transit operations but does
allow, through local government, taxing authority in specifically
designated resort areas. This involves a tax on liquor by the drink, and
a surcharge on hotel and motel room rentals.

Since fares are the primary source of funds for transportation,,
it is very likely that they will escalate in the near future and that the
frequency of service will be reduced. Part-time transit labor will
probably be used more often, and there will be fewer employee benefits.

Illinois

The state plays a significant role in transportation, providing
over $54.7 million in capital assistance in FY 1987 through the use of
general obligation bonds (96%) and general fund money (4%). More than
$115.3 million was also provided in operating assistance, all of which
was received from the general fund.

There are over 100 home rule units in Illinois which have very
broad powers, including taxing authority. Municipalities over 25,000
population automatically have home rule unless their citizens vote it
out. Smaller municipalities may obtain home rule by referendum. Cook
County (Chicago area) is the only county government having home rule.

The following taxes are generally permitted for
other-than-home-rule units: motor vehicle taxes, gross receipt taxes,
use taxes, utility taxes, and auto renting <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>