
Bus Rapid Transit Initiative 
White Paper 

CAPITAL FUNDING SOURCES 
FOR TRANSIT PROJECTS 

Prepared for: 

Federal Transit Administration 
Office of Research, Demonstration and Innovation 

U.S. Department of Transportation 
Washington, DC 20590 

Prepared by: 

Boaz I Allen I Hamilton 
Booz Allen Hamilton, Inc. 

8283 Greensboro Drive 
McLean, Virginia 22102 

Report Number: FTA-VA-26-7023-03.2 

February 2004 



HE 
5618 
.C37 
2004 

---36570 

APR 2 2 2009 



NOTICE 
This document is disseminated under the sponsorship of the U.S. 
Department of Transportation in the interest of information exchange. 
The United States Government assumes no liability for its contents or 
use thereof. 

The United States Government does not endorse products of 
manufacturers. Trade or manufacturers' names appear herein solely 
because they are considered essential to the objective of th is report. 



I REPORT DOCUMENTATION PAGE Form AR~roved 
0MB No. 0 04-0188 

Public report\n~ burden for this collectio_n of inform?lio~ is estimated to average 1 hour fie~ response,. inc_luding the time for r'iviewina. instructions. 
searchini exIs mJl data sources, gathenng and maintaining the data needed, and competing and reviewing ttie collection of mforma I0n. Send 
commen s re~ar mg this burden estimpte or any other aspect of this cql lection of informatio\including sugg'?stiqns for redu_cinf this burden , to 
Washi~on eadquarters Services, Directorate for Information Operations and R~orts, 121 Jefferson Davis H1ghwaC' Suite 204. Arlington, VA 
22202- 02 and to the Office of Manaqement and Budqet Paperwork Reduction roiect (0704-01881, Washington, D 20503. 

1. AGENCY USE ONLY (Leave blank) 2. REPORT DATE 3. REPORT TYPE AND DATES 
February 2003 COVERED 

BRT Demonstration Initiative 
White Paper 

4. TITLE AND SUBTITLE 5. FUNDING NUMBERS 
Capital Fundin~ Sources For Transit Projects 

6. AUTHOR(S) 
Dona ld C. Schneck, Richard Laver, Georges B. Darido, and Roderick B. Diaz 

7. PERFORMING ORGANIZATION NAME(S) AN D ADDRESS(ES) 8. PERFORMING 
ORGANIZATION REPORT Boaz Allen Hamilton, Inc. 
NUMBER 8283 Greensboro Drive 

McLean. Virginia 22102 

9. SPONSORING/MONITORING AGENCY NAME(S) AND ADDRESS(ES) 10. SPONSOR I NG/ 
Federal Transit Administration MONITORING 
U.S. Department of Transportation AGENCY REPORT NUMBER 
Washing ton , DC 20590 

FTA-VA-26-7023-03 .2 

11. SUPPLEMENTARY NOTES 

12a. DISTRIBUTION/AVAILABILITY STATEMENT 12b. DISTRIBUTION CODE 
Available From: National Technical Information Service/NTIS, Springfield, Virginia, 22161 . 
Phone (703) 605-6000 , Fax (703) 605-6900, Emai I [ orders@ntis. fedworld .gov) 

13. ABSTRACT (Maximum 200 words) 

This white paper was prepared for the Office of Research, Demonstration and Innovation of the Federal Transit Administration 
(FTA). Th is paper is oriented toward helping agencies sponsoring transit projects with the development of project financial plans. 
The hypothesis of this paper is that some transit projects may be slowed in their implementation by an insufficient amount of federal 
and nonfederal funding being committed to the projects. This may be caused in part by a lack of understanding of the ful l array of 
funding and financing solutions available and the lack of financial planning experience of compared to other agencies. Some transit 
projects also may not be as successful at attracting funding sources as they need to be due to insufficient information on the 
available funding sources and the processes required to achieve funding approval from each of these potentia l sources. The 
objective of this paper, therefore, is to improve the quality of the project financial plans and to enhance the ability of projects to gain 
funding approval. 

14. SUBJECT TERMS 15. NUMBER OF PAGES 
Capital Funding, Financia l Plans 84 

16. PRICE CODE 

17. SECURITY 18. SECURITY 19. SECURITY 20 . LIMITATION OF 
CLASSIFICATION CLASSIFICATION CLASSIFICATION ABSTRACT 
OF REPORT OF TH IS PAGE OF ABSTRACT 

Unclassified Unclassified Unclassified 

N::;N t :J40-Ul-2b0-bbUU ::;tandard form 29b (Rev. 2-89) 
Prescribed by ANSI Std . 239-18298-102 



PREFACE 

This paper was prepared for the Office of Research, Demonstration and Innovation of 
the Federal Transit Administration (FTA). It is oriented toward helping sponsoring 
agencies develop capital financial plans for transit projects. It explains an array of 
funding programs and financing options available to transit project sponsors. This 
document was prepared by Donald Sclmeck, Richard Laver, Georges Darido, and 
Roderick Diaz of Booz Allen Hamilton, Inc. in McLean, Virginia. This effort was 
funded under a Bus Rapid Transit Initiative assistance task of the Omnibus Contract 
with the Federal Transit Administration. 

ii 



TABLE OF CONTENTS 

1 INTRODUCTION ... ... .................. ........... ... ... ..... .. .. ....... .. .. ...... ... .... ....... ...... ... .... ... ... ... .. ....... 1 
1.1 Transit Financial Planning ... .. .. .......... .. ............ ....... .. ...... ... ... ... .. ........ ...... .... .. ... .. ..... ... 1 
1.2 Purpose Of This Document .. .... ...... .... ... .... .. ...... ................ ......... ... .......... .. .... .... ...... ... 2 
1.3 Background On Funding Sources ....... .... .. .. ... ....... ... ......... .. .. .... ........... ... .. ... ... ... ..... ... 3 

2 FEDERAL FUNDING SOURCES .... ... .... .......... ..... .......... .. ... .. ..... .... .. .... .. .............. .... ...... .. 5 
2.1 Federal Transit Administration Grant Assistance Programs .............. .................. 5 

2.1.1 Urbanized Area Formula Program (49 U.S.C. § 5307), .. ... .. .... .. ... ....... ......... .. 6 
2.1.2 Clean Fuels Formula Program (49 U.S.C. § 5308) ... .. .... .... .. .. ..... ..... .. ... .. .. .... .. .. 8 
2.1.3 Capital Inveshnent Grants and Loans Program (49 U.S.C. § 5309) , ...... ....... 9 
2.1.4 Elderly Persons and Persons with Disabilities Program (49 U.S.C. § 5310) 

13 
2.1.5 Non-Urbanized Area Formula Program (49 U.S.C. § 5311) .................... .... . 13 
2.1.6 Metropolitan Planning Program (49 U.S.C. §5303) .. .. .. .. .... ... ... .. ...... ... ... ...... . 14 
2.1.7 State Planning and Research Program (49 U.S.C. §5313(b)) .... .... .. ... ... .... .. .. 15 
2.1 .8 Consolidated Planning Grant Pilot Program .. .. ... ..... .... ... ... .. ...... .... .... ... .... .... 16 
2.1.9 Job Access/Reverse Commute Program (Section 3037) .............. ... .............. 16 
2.1.10 Over-The-Road Bus Program (Section 3038) ..... .. ... .... .. ........... .. ..... ........ ....... 18 

2.2 Federal Highway Administration Programs .... ........ ... .. ....... .......... ... ...... ... ........... 19 
2.2.1 Surface Transportation Program ........... ... .. ... ... ... ..... ... .... ... ........ ..... .. .. ............ 19 
2.2.2 Congestion, Mitigation, and Air Quality Program ...... ... .. .. ... .. .. .... ... .. ....... .. . 20 
2.2.3 FHW A Discretionary Programs .... .. .... .. ... .. ........... ..... .............. .... ...... .. .... .. .. ... . 21 
2.2.4 FHWA Intelligent Transportation Systems (ITS) Integration Program 
(Metro/Rural) .................. .... ...... ...... ..... .... .. .. .. ...... ....... ..... ............. .. .. .......... .................. ..... 21 
2.2.5 FHW A Transportation & Community and System Preservation Pilot 
Program22 

2.3 Other Federal Programs ...................... .............. ....... ............. .... ..... ..... .. .. .. .. .. .. ... .. .. ... 25 
2.3.1 HUD Community Development Block Grants ... ... ... .... ... ... ... ... .. .... .... ........... 25 
2.3.2 Employment Training Administration .................... ...................... .... .. ........... 27 
2.3.3 Deparhnent of Agriculture .................... ...... ................... ... .. ... .. .... ... .. .. .. .. .... ..... 28 

3 STATE AND LOCAL FUNDING SOURCES ..... .. ..... .. .................... .. ..................... .. .... .. 29 
3.1 State Funds .. ... .. ....... ........ ... .. .... .. .. .... .. .. ..... .. .. ... ... .. ... .. .... .. ... .... .. ............. .. ..... .... .. .. ... .. . 29 

3.1.1 New York State Transit Operating Assistance .. .... ... ... ....... ....... .... .. ......... ..... 31 
3.1.2 Sales Taxes in Texas ..................... ... ........... .......... .. .. ... .. ..... .... .. ....... .. ... .......... ... . 33 
3.1.3 North Carolina Highway Trust Fund .. ........ ..... .... .......... .. ... ...... .... ...... .... ....... 33 
3.1.4 California Transportation Development Act ........... .. ..... .... ... .... ... ............ ..... 33 
3.1.5 Bond Issuance in Massachusetts .......................................... ......... ... .... ... .. ..... .. 34 
3.1.6 Maryland Transportation Trust Fund ..... .............. .. ........... .... ....... ... ..... .. ... ..... 35 

3.2 Local Funds ... .. ... ... ... .... ..... .. ... ... .. ... ...... .... .. .. ..... ... ..... ....... ..... ....................... ...... ..... ... . 36 
3.2.1 Dedicated Local Sales Taxes ....... ... ... .... .......... ... .. ....... .. .. ... ... ... .... ........... .... ...... 36 
3.2.2 Advertising .. ..................................................................... ... ... ....... .. .. ........ ... ... .. . 38 
3.2.3 Motor Fuels Sales Tax ..... ....... ... .. ....... .. .... ..... ..... .. ... .. ... .............. ....................... . 38 

iii 



3.2.4 Vehicle License Fees ....... .. ... ...... .. .. ... .. ......... ........... .... ...... .... .. .. ..... .. ..... ......... .... 39 
3.2.5 Alcohol or Cigarette Taxes ....... .............. .. ........ .. .... ...... ................ ....... ..... ........ 39 
3.2.6 Corporate Income Tax ...... ..... .... ...... ....... ................ .. ..... ...... .. ....... ............... .. .... 39 
3.2.7 Personal Property Tax ....... ........... ...... ..... .. ... .... ................. ........ .. ... ....... ... .. ... .... 39 
3.2.8 Employer Payroll Tax ....... .... ... .. .. ................................ ...... ..... ... .. ... ................... 39 
3.2.9 Mortgage Recording Tax .... ...... ................... .. ... .... .. .... ... ........... ... ........... ........ .. 40 

3.3 Public Private Partnerships ... ............ ......... .. .. ... .. ... .. ...... .. ....................................... . 40 
3.3.1 Joint Development of Transit Assets .... ........ ....... .. .... .... ............ .... .. ... .. ... .. ..... . 40 
3.3.2 Special Assessment Districts .. .. ........... ............... ....... ..... ...... ...................... ... ... 44 
3.3.3 Exactions/Impact Fees .. ....... .... ........ .. .. ... ... ..... ... ....... .. .. .... ... ....... .. ......... .... ... .... 46 
3.3.4 Tax Increment Financing ... .. ..... ... .. ................. .. ..... ... ....... .... .. .. .. ............. .... .. .... 47 

4 FINANCING PRACTICES ....... ... .. ... ........ ... .... .. ..... ...................... ........ ............. .... ........ ... 49 
4.1 Traditional Financing Practices ........ .... .... .. ... .. ... .. ... ... .. ... ..... ........ ... ..... ............. ... .... 49 

4.1.1 Municipal Bonds - General Obligation (GO) Bonds .. ..... ..... .. .. ..... .. ........... 49 
4.1.2 Municipal Bonds - Revenue Bonds .... ... ..... .. ..... ... .................. .. ....... ..... ...... ... 49 
4.1.3 Farebox Revenue Bonds ............ .... .... ..... ... ... ..... ..... .. .. .... ..... ....... .. .. .. .. ............... 50 
4.1.4 Short-Term Notes .. ... ........ ..... .. ... ... ........ .. .. ... .......... ... ....... .... ..... ... ... ..... ... .......... . 50 

4.2 Federal Project Financing .. .... ... ...... .. ...... .. ... ... ..... ... .. ..... .. ... ..... .... ... ..... ............ .. .. ... ... 51 
4.2.1 Federal Financing Tools ............ ....... .... ... ..... ...... .. .................................... .... , ..... 51 
4.2.2 Flexible Match ......................... .... .... ... .. ............... ..... .. .. .. ............. ... .............. ..... .. 53 
4.2.3 State Project Loans .. .. ... ... ... .... .. .. .. ....... ... .. .. ... .... .... ....... ....... ...... ...... ..... ........... .. . 53 
4.2.4 Lease Payment ... ... ... .. ...... .... ..... ....... ..... .. ............ .......... .. ..... ............. ... ..... .. .... .... 53 
4.2.5 Cross Border Lease .. .. ... ... ... .. .......... ...... .. ... .... .... ....... .... .... .................. .. ... .......... 53 
4.2.6 Toll Credits .. ........ ... ........ ... .... .... .................. ..... ....... ....... ...... ... ...... .. ... ..... ..... ... .... 54 
4.2.7 Reimbursement of Bond Financing Costs ... ..... ....... ..................... .... ........ ...... 54 
4.2.8 Advance Construction ...... ................................................................ ... .. ..... ... .. .. 54 
4.2.9 Partial Conversion of Advance Construction ..... .... .......... .. .. ..... ......... ... ... ..... 55 
4.2.10 Phased Funding ........................................ ......... ... ... .. .. .. ..... ... .. .. ... .. .. ..... ..... ... .. ... 55 
4.2.11 Tapered Match ..... ........... .. ... ... .. ......................... ....... ... .. .............. .... .... ....... ........ 55 
4.2.12 STP Simplification ....... .. .. .... ........ ... .......................... .......... .................. ...... ........ 55 
4.2.13 Federal Credit Assistance: The Transportation Infrastructure Finance and 
Innovation Act (TIFIA) ..................... ... ...... ..... ... ...... .................................... ...................... 56 
4.2.14 Grant Anticipation Revenue Vehicle (GARVEE) Bonds .... .... ...... ................ 60 
4.2.15 Grant Anticipation Notes ................ .. .... .... .. ....... ....... ...... .... .. .... ... .... ... .... .. ........ 62 

4.3 State Infrastructure Banks ... ..... ... ..... .. ......... ... .... .. ..... .. .. .... ....... ... ....... .. .. .. .. ..... ... ...... . 63 
4.3.1 State Infrastructure Bank Implementation ..... ..... .... ...... ........ .... ...... ... .. .......... 65 
4.3.2 Capitalizing a SIB ...... .. ........... .. .. .. ..................... ...... .... ..... ....... ............ ......... ..... . 65 
4.3.3 Structuring a SIB and Providing Credit Assistance to Projects ......... .......... 67 
4.3.4 Certificates of Participation and Lease Backed Bonds ..... ....... ....... .. .. .. ..... .... 68 
4.3.5 State Revolving Loan Fund .... .. .. ... ... .... .... ... .. .. ..... .. .. .. .... .. ...... .. .. .............. .... .. .. 69 
4.3.6 State Infrastructure Banks/Transportation Finance Corporations ......... .. .. 70 
4.3.7 State Revolving Loan Funds ........ .................................. ................ ................... 71 

4.4 Innovative Financing Practices ... .. .. .. .... .. ..... .. ... ..... .... ... ...... .... .. .. ... .... ...... .. ... ........ ... 72 

iv 



4.4.1 
4.4.2 
4.4.3 
4.4.4 
4.4.5 
4.4.6 
4.4.7 
4.4.8 
4.4.9 
4.4.10 
4.4.11 
4.4.12 
4.4.13 

Super Turnkey and Private Financing .... ... .... .... .. ...... ... ... .... .... .. .... .. ... ..... ...... . 72 
Delayed Local Match ..... ...... .. .. ............. .. ... .. .. .... .... ... .. .. ... ....... ....... ...... .. ....... .. .. . 74 
Toll Revenue Credits .... ................ ...... .... ... .. .. ... .......... ... ....... ... ..... .... ... ... ... ... .. .. . 75 
Cross-Border Lease ... .. .. ... .. ....... ......... ... .. ... .. .. ........ ........ ................ .. .. ... .. ... ... .. ... 76 
Pickle Lease (Sale/Leaseback) ........... .. ... ... .. ........ ..... .... .... ... .. .. .. ... ....... .... ..... .. . 77 
U.S. Leasehold Interest ... ..... .. ...... ... .. .. ... ....... .... .. ... ..... .... .... ... .. ..... .. ................... 78 
Vendor Financing .. .. ........... .... .. ... .... .. .. .... ... .. .. ....... .. ... ... .. .... ... .. .. .. ..... ... ... ...... .. .. . 78 
Capital Cost of Maintenance/Contracting ........ ......... ... ....... .. ... .... ... ... .. .... .. .. . 79 
Advance Construction Authority ..... .... .... ... ... .. ... .. ................. ..... ... .. ..... .. .. ..... . 79 
Deferred Local Match ..... .. .... ........... ...... .... .. .. .. .. .... .. ... .. .. .. .... .. .... ..... ..... ..... ........ 80 
Toll Revenue Credits ...... .. .... .. .... .. .. ... .... ... .. ......... ............... ..... .. .... ... ... ... ...... ... .. 81 
Like Kind Exchange ..... .. ... ..... ... ....... .. ... .. .... ... .. .. .. .. .... .... ....... ........... ... .... ... ... ..... 81 
Advance Right of Way Acquisit ion ... ... .... ... .. .. .... ... ... ............ .......................... 81 

LIST OF TABLES 

Table 1: Urbanized Area Formula Program (Section 5307) FY 2001 Obligations ....... .. ...... 7 
Table 2: Capital Program (Section 5309) FY2001 Obligations ...... .. .... .. .. .. ... ..... .. ... .. .... .. ... .. 10 
Table 3: Su mmaries of Two Highly Rated New Starts Projects ... .... .... .... .... .... .. ... .. ..... .. .. .. 12 
Table 4: Summary of Select State Funding Sources for Transit ... ......... .. ....... ... ... .... ..... ... ... 30 
Table 5: Federal Financing Tools ... ............... ...... .. ................ ..... ... .. .. .. ... .... ... ... .... .. .. .. ... ... ..... ... 52 
Table 6: Urbanized Area Formula Program (Section 5307) FY2001 Obligations .. .. .... ... .. . 56 
Table 7: Outlay Rate for FY 1996-1997 Federal-aid Funds .. .. .... ..... .... .. .. .. ........ .. .. .. ... .... .... ... 66 
Table 8: Outlay Rate for FY 1998-2003 Federal-Aid Funds .. .. .. ..... ...... ... .. ... ..... .. .. .. .. .... .. ...... 67 

LIST OF FIGURES 

Figure 1: Distribution of FTA FY2001 Obligations by Program and Category .. ... .. ... ... .. .... 6 
Figure 2: Federal Assistance for Transportation Infrastructure .. .... ... ... .... ....... ... ... .. .... .. ... . 51 
Figu re 3: Flow of Funds for GARVEE Bond Issue without State or Local Backstop ... ... 62 
Figure 4: State Infrastructure Bank Pilot States .. .... ... .... ... .. .. .... .. .... .... ... .... ..... .. ........ .... ... ... ... 64 
Figure 5: Basic State Infrash"ucture Bank Process .. ..... .... ............ .......... ...... .. ........................ 67 

V 



1 INTRODUCTION 

This paper is sponsored by the Federal Transit Administration's (FT A) Office of 
Research, Demonstration, and Innovation and is oriented toward helping sponsors of 
transit projects with the development of their project financial plans. The hypothesis of 
this paper is that the some projects may be slowed in their implementation by an 
insufficient amount of federal and nonfederal funding being committed to the projects. 
This may be caused in part by the fact that some agencies lack experience with detailed 
financial planning and are not as familiar with the rigorous FT A reviews. Some projects 
may not be as successful at attracting funding sources as they need to be due to 
insufficient information on the available funding sources and the processes required to 
achieve funding approval from each of these potential sources. The objective of this 
paper, therefore, is to improve the quality of project financial plans and to enhancing 
the chances of gaining funding approval. 

Transit projects can utilize a wide range of federal formula, discretionary and earmark 
programs as part of their funding sources to help fill this funding need. These program 
funds are available to transit projects and are generally not exclusive but can be 
combined with other federal program sources within a project financial plan to enhance 
its viability. The state and local funding sources are similarly nonexclusive and should 
be included among the several funding sources proposed for each project's financial 
plan. The successful financial plan combines funding from multiple federal and 
non.federal program sources into an integrated financial plan. The strength of this 
approach is the supporting nature of each source in building a more credible and 
sustainable funding plan for each project. This allows the project financial plan to 
withstand the many challenges faced through each of the project development phases. 

The following discussion presents background on the development of financial plans 
and on the federal and non-federal program sources available for funding transit 
projects. In the subsequent chapters, a descriptive inventory of these funding sources is 
presented with the process requirements that are typically used to develop financial 
plans for the funding of project capital costs. Each of the funding sources noted in the 
following chapters include constraints upon their use such as capital or operating funds 
and their requirements for matching from nonfederal funds. These funding sources are 
presented individually to aid in the development of financial plans for the transit 
projects. 

1.1 TRANSIT FINANCIAL PLANNING 

Transit projects can range from enhancement of existing bus services along major 
thoroughfares to exclusive fixed guideway facilities with station facilities, parking, and 
local transit service connections. For all modes, transit projects that include significant 
infrastructure and rolling stock result in significant costs. These significant capital 
costs, in turn, require significant levels of funding. While the funding sources available 
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to transit projects are quite varied, the process for the development of a feasible 
financial plan is fairly consistent. The suggestion offered by this paper is for each 
project to review these many funding sources presented in the following chapters, both 
traditional and those considered innovativer and identify those that are most pertinent 
to their project and their sponsoring agencies. The next step is to estimate reasonable 
funding proportions from each of the sources identified and review the funding 
proposals with the appropriate agencies to determine viability and amounts. 

To attract measurable transit capital funding sources, sponsors of transit projects need 
to prepare a financial plan that will attract the proposed funding from each source at 
the proposed amounts. The FTA has developed guidelines on the development of 
financial plans for all projects in the New Starts Program and presents the process 
requirements for all rail and bus fixed guideway projects requesting New Starts 
Program funding. This guidance document provides a good financial planning 
framework for all transit projects. 1 

The central element of the guidance is the development of the twenty-year cash flow. 
This cash flow includes a framework to present both the capital and operating budgets' 
sources and uses of funds. The twenty-year time period is pertinent to match the 
region's long-range plan and include the full development period of the project and 
several years of ongoing operations. This is intended to demonstrate the ability to 
maintain both existing operations and the new fixed guideway services . Typically, a 
few years of actual costs and revenues are added from the financial statements to the 
beginning of the cash flow to provide a foundation. The cash flow includes the ongoing 
transit agency operations, the proposed project development and implementation, plus 
all of the other projects that may be under development through this twenty-year 
period. The practices described are intended to be an integral part of the planning and 
development of all transit projects. 

1.2 PURPOSE OF THIS DOCUMENT 

The purpose of this document is to help agencies identify those potential funding 
sources which best meet the needs of their capital investments and help ensure the 
financial success of their project. Specifically, this document provides a catalog of 
Federal, state, local and non-traditional funding sources that agencies may wish to 
consider when developing their project financial plans. Beyond identifying these 
sources, it outlines the eligibility requirements, program selection criteria and recent 
funding authorizations for each source, and cites references where the reader can learn 
more about each individual source. In addition to considering funding sources derived 
from all levels of government, this document also looks at both traditional project 
financing options (i .e., debt), as well as innovative financing methods. 

1 The report 1s titled "Guidance for Transil Financial Plans," and Is available on the FTA web site: 
htl p.l/www.(/a.dol .gov/libran1/volicl{/ns/grqanda.htm. 
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The document is segmented into four chapters. Chapter two focuses on Federal capital 
programs including FTA sources intended specifically for transit uses as well as sources 
available from other federal agencies (e.g., FHWA) with potential transit applications. 
Chapter three identifies a variety of state and local funds available for transit capital 
investments. Included here are discussions of generic funding sources frequently 
available at the state and local levels (e.g., dedicated tax sources), as well as examples of 
specific funding programs offered by select states. Next, chapter four considers a broad 
variety of traditional and innovative financing methods, ranging from municipal debt 
issues to tax increment financing. Finally, chapter five provides web page and 
document references where the reader can obtain more detailed information on the 
individual funding sources identified here. 

1.3 BACKGROUND ON FUNDING SOURCES 

The Tra nsportation Equity Act for the 21 st Century (TEA-21) renamed the Capital 
Investment Grants and Loans Program (formerly Discretionary Grants) and continued 
their authorization to provide transit capital assistance for new fixed guideway systems 
and extensions to existing fixed guideway systems (New Starts), fixed guideway 
modernization, and bus and bus related facilities. TEA-21 continues the discretionary 
nature of the program, and transit projects can qualify for one or more of these 
discretionary programs. 

Bus and rail transit projects having some portion of the alignment as a dedicated or 
separated fixed guideway are considered eligible for New Starts program funds. 
Another discretionary federal funding source is the Bus Discretionary Program. This 
program funds bus vehicle and facility projects and is authorized for a total program 
funding level of $3.3 billion over the six years of TEA-21. In addition, with one mile or 
more of dedicated or separated fixed guideway alignment, transit projects become 
eligible for Fixed Guideway Modernization funds that can be used for the capital 
rehabilitation or replacement of the vehicles, systems and facilities. 

Despite the significant increase in Federal capital funding for transit under TEA-21, 
competition for transit capital funds has never been greater. For example, from 1986 to 
2002, the number of New Starts projects advancing through the project development 
process and seeking Federal Section 5309 New Starts funding increased almost 150 
percent, from 20 to 49 (including all projects in preliminary engineering or final design). 
Over this same period, the combined capital cost of these projects increased more than 
300 percent, from roughly $9.7 billion in 1996 to roughly $42.5 billion in 2002. These 
New Starts projects include bus and rail fixed guideway projects. 

Within this highly competitiv funding environment, agencies contemplating 
development of a large capital project have been forced to consider a broader range of 
funding options and mechanisms to ensure the financial success of their project. In 
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particular, any funding strategy that decreases a major transit capital project's reliance 
on FT A Section 5309 New Starts funds both improves the strength of a project's 
financial plan and directly increases its likelihood of obtaining access to these highly 
valued Federal funds. However, decreasing New Starts funding percentage leaves an 
unfunded amount that needs alternative funding sources. Multiple sources of federal, 
and state and local funding for the capital and operating costs of transit projects are 
often necessary to maximize the financial feasibility of the project. It is within this 
highly competitive environment for funding transit projects that this paper has been 
prepared and made available. Its purpose is to assist all transit projects with the 
development of successful financial plans. 
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2 FEDERAL FUNDING SOURCES 

The federal government has supported the development of transit projects since 1964 
through the initial Urban Mass Transportation Act and subsequently through the more 
recent Federal Transit Act as updated and authorized through the Transportation 
Equity Act for the 21 st Century (TEA-21). These acts have authorized the federal 
government to fund, among many programs, major transit capital projects. Under these 
programs the United States Department of Transportation (USDOT) reimburses 
expenditures on transportation infrastructure investment at maximum federal matching 
rates prescribed individually for each program, while the remainder of the project 
capital costs are borne by state and local project funding contributions. 

The following chapter presents the federal funding programs available to transit 
projects. These include the more traditional, discretionary and formula transit capital 
programs sponsored by the Federal Transit Administration and the other capital 
programs in the other transportation modal and related program administrations that 
can be utilized by these types of projects. In addition, with the recent transportation 
legislation, the federal government is authorized to provide funding assistance through 
a number of more innovative funding programs that can help fund and finance transit 
projects. With the higher demand for public infrastructure funding and the limited 
amounts of federal funding to these programs, new funding and financing techniques 
have been authorized and developed to complement and enhance the existing grant 
funding programs. The current h·ansportation legislation, TEA-21, encouraged these 
sources by streamlining the administrative procedures and provided a ,vider range of 
financing options. The following sections present each of the more traditional 
discretionary and formula programs and the more innovative funding programs that 
have been authorized by TEA-21 and made available to agencies proposing transit 
projects. 

2.1 FEDERAL TRANSIT ADMINISTRATION GRANT ASSISTANCE PROGRAMS 

The largest sources of federal funds for mass transit are the grant assistance programs 
administered by the FT A. The total amount obligated for all FT A programs in FY 2001 
was $7.3 billion, which is $0.4 billion ( or 5 percent) lower than the previous fiscal year. 
About 92 percent was obligated under the two largest programs - the Capital Program 
and Urbanized Area Formula Program. Furthermore, about 91 percent was 
programmed for capital, 6 percent for operating, and 3 percent for planning 
expenditures. Figure 1 illustrates the shares of FTA obligations by program and 
expenditure category in FY 2001. 
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Figure 1: Distribution of FT A FY2001 Obligations 

by Program and Category2 

The FTA reported a total capital obligation of $7.1 billion for FY 2001. Of this amount, 

FY2002 Obligations by FTA Program 

Other 

Non-Urban Formul a 2% 
4% 

2% 
Metropolitan Planning 

2% 

Urbanized Area Formula 
54% 

FY2002 Obligations by Category 
of Expenditures 

18% 

Operating 
61;1/a 

Bus Purchase 
16% 

Bus Other 
24% 

Bus Maintenance Facil ity 
3% 

about 46 percent was used for Bus, 34 percent for Fixed Guideway, and 20 percent for 
New Starts. The FTA funded the purchase of 10,371 motorbuses totaling $1.2 billion. 
The purchase of 1,470 rail cars was funded with $277.1 million. The bus and rail rolling 
stock rehabilitation totaled $46.0 million and $214.6 million, respectively. Obligations 
for bus and rail preventive maintenance were $788.3 million and $128.2 million, 
respectively. 

The following sections describe each of these FT A programs including their intended 
use, restrictions and recent authorization levels. Unless otherwise noted, the grant 
program information in this section was referenced from the FT A's publication titled, 
"2001 Statistical Summaries: FTA Grant Assistance Programs. 113 

2.1.1 Urbanized Area Formula Program (49 U.S.C. § 5307)4, 5 

The Urbanized Area Formula Program, referred to as Section 5307, was established by 
the Surface Transportation Act of 1982, became the primary federal transit assistance 
program in FY 1984 and is funded from both General Revenue and Trust Funds. The 
Section 5307 grant program provides capital, operating, and planning assistance for 

2 Federal Transit Administration, "2002 Statistical Summaries: FTA Grant Assistance Programs," Table 4. 
3 Adapted from the FTA publication titled, "200.l Statislica/ Summaries: FTA Grant Assistance Programs", available on-line al: 

http.l/www.fta.dot.gov/librani/reference/statsum02 
4 Adapted from the FTA publication titled, "2001 Statlslical Summaries: FTA Grant Assistance Programs '' 

5 TEA-21 Fact Sheets, available at: http./lwww.fi1Wa.dot.gov/tea21/(actsheets/2ndex.hlm 
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mass transit in urbanized areas of 50,000 inhabitants or more by utilizing a formula 
based on population, population density, and other factors associated with transit 
service and ridership. 

Section 5307 funds are available for transit improvements for 34 areas with a population 
over 1 million, 91 areas with populations between 200,000 and 1 million, and 283 areas 
with populations between 50,000 and 200,000. Funds are distributed directly to the 
designated recipient for urbanized areas of over 200,000 inhabitants or apportioned to 
the Governor of each state for distribution for areas with less than 200,000 inhabitants. 

In FY 2001, a total of $4.1 billion of Section 5307 funds was obligated. This was about 
$300 million or 7 percent less than the total obligated in FY 2000. These funds were 
obligated to 437 FTA grantees. Table 2 provides detail of the FY 2001 Section 5307 
obligations by urbanized area category and funding type. The top two large urban 
areas receiving Section 5307 funds were New York/NE New Jersey ($782.0 million) and 
Los Angeles ($351.2 million). 

Table 1: Urbanized Area Formula Program (Section 5307) FY 2001 Obligations6 

UZA c .~tegory Large Medium Small Total 
Population Over l million 200,000-1 million 50,000-200,000 All UZAs 
Number ofUZAs 34 91 283 408 
Capital 

Bus Purchase $ 498,695,006 $ 140,43 I ,646 $88,52 1,132 $ 727,647,784 
Bus Other 884,560,234 321,126,343 90,255,470 1,295,942,047 
Bus Maint. Facilities 89,416,080 36,338,383 22,744,341 148,498,804 
Fixed Guideway Modem. 1,241,371,744 56,448,730 61,497,635 1,359,318,109 
New Starts 250,281,816 9,423,181 5,346,960 265,051,957 

Subtotal - Ca12ital 2,964,324,880 563,768,283 268,365,538 3,796,458,701 
Planning 28,236,747 17,712,982 5,886,639 51,836,368 
Oeeratin~ 93,748,409 24,175,469 158,651 ,227 276,575,105 
TOTAL $3,086,310,036 $ 605,656,734 $ 432,903,404 $4,124,870,174 
Percent of.Total 74.8% 14.7% 10.5% 100.0% 

Several changes to this program were realized in fiscal year 1998 with the passage of the 
Transportation Equity Act for the 21 st Century (TEA-21). These changes included: 

• One percent of appropriated Section 5307 funds is set-aside to be used for transit 
enhancement projects that physically or functionally enhance transit service or 
use. 

• Preventive maintenance (all maintenance costs) became eligible for FTA capital 
assistance at a federal share of 80 percent. 

6 Adapted from the FTA. publication titled, "2001 Statistical Summaries: FTA Grant Assistance Programs" , Table 14. 
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• FY 2001 operating assistance is available only to urbanized areas with 
populations under 200,000, except if the number of total bus revenue vehicle 
miles operated is under 900,000 and the number of buses operated does not 
exceed 15. 

• Up to 10 percent of an area's apportionment may be used for complementary 
ADA paratransit service cost. 

As in previous years, flexible funds transferred from FHW A had a significant impact on 
the availability of funds for obligation. In FY 2001, a total of $1.1 billion was transferred 
to the Section 5307 program. The total flexible funds obligation for this program was 
$1.3 billion, some of which was carried over from funds transferred in prior years. Of 
the total obligations for capital (pla1ming included), roughly 33 percent represents 
fl exible funds. The program sources of these obligations are: 

• Congestion Mitigation and Air Quality (CMAQ), $656.0 million (52 percent) 
• Surface Transportation Program (STP), $558.7 million (44 percent) 
• FHW A earmarks $45.6 million ( 4 percent) 

2.1.2 Clean Fuels Formula Program (49 U.S.C. § 5308) 7,8 

The Clean Fuels Formula Grant Program purpose is to assist transit operators in the 
purchase of low-emissions buses and related equipment, construction of alternative-fuel 
fueling facilities, modification of garage facilities to accommodate clean-fuel vehicles, 
and assist in the utilization of biodiesel fuel. The program is funded from both the 
Mass Transit Account and General Funds. It allocates available funding only to 
grantees that apply using a formula based on population, fleet size, bus passenger 
miles, and the severity of air quality non-attainment. The Clean Fuels program 
establishes a cap on annual grants to any one recipient as follows: 

• $15 million for areas with less than one million population 
• $25 million for areas with populations of one million or more 

The maximum federal match is 80 percent of the cost of the eligible project. Project 
funding eligibility has been established as propulsion technologies including 
compressed natural gas (CNG), liquefied natural gas (LNG), biodiesel fuel, battery, 
alcohol-based fuel, hybrid electric, fuel cell or other zero-emissions technology. Eligible 
projects include purchase of clean-fuel buses, construction, modification and/ or leasing 
of associated facilities, and re-powering or retrofitting of existing buses. The program 
requires certification by grant applicants that vehicles purchased with funds under this 
program will be operated only with clean fu els. 

7 Adapted from the FTA publication titled, "2001 Statistical Su mmaries: FTA Grant Assis tance Programs" 
8 TEA -21 Fac t Sheets, available at: http://www.fi:1wa.dol:.gov/lea21/(ac tsheets/1ndex.h tm 
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The Clean Fuels Formula program was created to finance the purchase or lease of clean 
fuel buses and associated facilities, and the improvement of existing clean fuel bus 
facilities. Specifically, these funds may be used for the purchase or lease of clean fuel 
buses, the construction or lease of clean fuel electrical recharging facilities, 
improvement of existing facilities to accommodate clean fuel buses, the re-power of pre-
1993 engines with clean fuel technology and the retrofit or rebuild of pre-1993 engines if 
before a mid-life rebuild. Clean Fuels Formula Program funds are available to public 
transit operators in clean air non-attainment or maintenance areas, both urbanized and 
non-urbanized. Two-thirds of the funds appropriated for this program have been 
allocated to areas with populations greater than 1 million. Half of the program is 
funded under Formula and half under Capital Investment Grants. The formula to 
distribute these funds was based on the number of buses in an operator's fleet, the 
number of passenger miles per year, and the air quality rating for ozone and carbon 
monoxide for the locality the operator serves (relative to the same statistics for the entire 
pool of applicants within its population size category). In FY 2001, the funds for the 
Clean Fuels Formula program were merged with the bus category of the Capital 
Program ( described below) making them indistinguishable. Capital assistance is 
currently provided on an 80 percent federal, 20 percent local matching basis within the 
bus capital discretionary program. 

2.1.3 Capital Investment Grants and Loans Program (49 U.S.C. § 5309)9,10 

The Section 5309 program provides three types of capital funding including (1) fixed 
guideway modernization funds (formula), (2) new starts funds (discretionary) and (3) 
bus allocations ( discretionary). Each of these sources is described in detail below. 
These capital assistance grants made to states and local agencies may fund up to 80 
percent of net project costs. However, a more recent budget submission by the FTA 
includes a new cap of 50 percent of funding from this source for New Starts program 
projects. Congress also provided guidance to the FTA in the FY 2001 Appropriations 
Conference Report suggesting a 60 percent/ 40 percent federal/ nonfederal shares for 
New Starts projects. Either matching share requires a substantial increase in other 
federal and nonfederal funding sources to fulfill the needs of a transit project capital­
funding plan. 

The renamed Capital Investment Grants and Loans Program (formerly Discretionary 
Grants) is funded from both the Mass Transit Account of the Highway Trust Fund and 
the General Fund. The program continues the 90 percent Federal share for the 
incremental costs of vehicle-related equipment needed to comply with the Clean Air 
Act Amendments and the Americans with Disabilities Act requirements and 80 percent 
Federal share for all other eligible costs. The allocation formula for distribution of the 
total discretionary program funds is 40 percent, 40 percent, 20 percent among fixed 

9 Adapted from the FIA publication titled, "2001 Statistical Summaries: FTA Grant Assistance Programs" 

10 TEA- 21 Fact Sheets, available at: http://W'ltnv. fhwa.dot.gov/tea2 l/factsheets/index.htm 
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guideway modernization, new fixed guideway systems and extensions, and bus and 
bus-related facilities. Highlights of these capital grant programs follow. 

• Fixed Guideway Modernization - Formula apportionment uses system wide 
fixed guideway mileage data used to apportion the funding in FY 1998. The 
program renewed modifies slightly the allocation of funding under the first four 
tiers. The number of tiers was increased from four to seven. The funding in 
these additional three tiers is apportioned based on actual route-miles and 
revenue vehicle-miles on segments at least 7 years old. 

• New Starts - Projects must compete for discretionary funding using criteria to 
justify the major investment involved. Projects are evaluated and rated as 
11 highJ.y recommended,11 11 recommended,11 or "not recommended." The current 
program limits the amount of New Starts funding that can be used for purposes 
other than final design and construction to 8 percent of the amounts made 
available for this program. 

• Bus - This program provides discretionary funding to transit capital projects. lt 
is authorized for a total of $3.3 billion for bus and bus related facilities (excluding 
amount for Clean Fuels) over the six years of TEA-21. Of this total amount of 
program funding, $3M/ year is authorized for the Bus Tes ting Facility and 
$4.85M / year for the Fuel Cell Bus and Bus Facility Program. Note that 
authorization levels do not include $SOM/year for FY 1999-2003 for the Clean 
Fuels program derived from Bus & Bus Related Facilities. 

In FY 2001, total Section 5309 obligations totaled over $2.5 billion. However, this was 
about 7 percent lower than obligations in FY 2000. These funds were distributed to 222 
grantees and helped budget over 1,900 buses and other transit vehicles. Although 
current legislation increases the funding for this program in the future, potential 
revenues from this source for a particular project may nevertheless be reduced as a 
result of increasing competition for these funds from transit agencies nationwide. 
Table 3 provides a breakdown of how the funds were obligated in FY 2001. 

Table 2: Capital Program (Section 5309) FY2001 Obligations 11 

Area Category Large Medium Small Rural All UZAs 
Population Over 1 million 200,000 - I 50,000- <50,000 Total 

million 200,000 
Bus 

Bus Purchase $ 84 ,752,210 $53,182,358 $55,880,094 $43,518 ,432 $237,333,094 
Bus Other 80,563,662 62,002,563 52,980,023 38,723,095 234,269 ,343 

11 Adapted from the FTA publication titled, '' 2001 Statistical Summaries: FTA Grant Assistance Programs", Table 25. 
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Bus Maint. 7,674,157 19,329,150 16,912,355 8,059,627 51,975,289 
Facilities 

Subtotal - Bus 172,990,029 134,514,071 125,772,472 90,30 I, 154 523,577,726 

Fixed Guidcway 1,011,330,172 12,832,552 0 0 1,024,162,724 

Modernization 
New Starts 861,038,870 75,566,844 7,648,488 30,171,739 974,425 ,941 

TOTAL $ 2,045,359,071 $ 222,913,467 $ 133,420,960 $120,472,893 $ 2,522,166,391 
p_ercentag_e o[Total 81.1% 8.8% 5.3% 4.8% 100.0% 

The Fixed Guideway Modernization Program provides formula funds for the 
improvement and maintenance of existing rail and other fixed guideway systems. Here 
a fixed guideway refers to any h·ansit service that uses exclusive or controlled rights-of­
way or rails, entirely or in part The term includes heavy raiL commuter rait light rail, 
trolleybus, aerial tramway, inclined plane, cable car, automated guideway transit, 
ferryboats, that portion of motor bus service operated on exclusive or controlled rights­
of-way, and high-occupancy-vehicle (HOV) lanes. Eligible uses include Capital projects 
to modernize or improve fixed guideway systems including purchase and rehabilitation 
of rolling stock, track, line equipment, structures, signals and communications, power 
equipment and substations, passenger stations and terminals, security equipment and 
systems1 maintenance facilities and equipment, operational support equipment 
including computer hardware and software, system extensions, and preventive 
maintenance. A threshold level of more than one mile of fixed guideway is required to 
receive these funds. Capital assistance is currently provided on an 80 percent federal, 
20 percent local matching basis. 

The formula for allocating funds contains seven tiers . The allocation of funding under 
the first four tiers is based on data used to apportion the funding in fiscal year 1997. 
Funding under the last three tiers is apportioned based on the latest available route 
miles and revenue vehicle miles on segments at least seven years old as reported to the 
National Transit Database. In FY 200L the Section 5309 obligations for fixed guideway 
modernization were $1,024.2 million, down $3.8 million from the previous fiscal year. 
These projects included of the purchase of 487 rail cars. 

The New Starts Program provides discretionary funding for the design and 
construction of new fixed guideway projects (including both rail and busways) or 
extensions to existing fixed guideway systems. While New Starts funds have 
historically been used to fund up to the authorized limit of 80 percent of project capital 
costs, intense competition for these funds has forced the New Starts share downward 
toward 50 percent. Each year, the FTA submits its reconu11endations to Congress on 
how these discretionary funds should be allocated among competing transit projects via 
the annual New Starts Report. Prior to making these recommendations, FTA is 
required to submit each proposed project to an extensive evaluation process designed to 
rate project effectiveness with respect to a series of criteria such as land use impacts, 
cost effectiveness ( e.g., hours of transportation system user benefits) and the strength of 
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the local financial commitment. Based on this assessment, projects are then categorized 
as recommended, highly recommended or not recommended . Projects assigned either 
the recommended or highly recommended rating are then eligible to advance to the 
next stage of project development (e.g., to enter either preliminary engineering or final 
design) or, if already in final design, to obtain a full funding grant agreement (FFGA) . 
Two recent examples of projects securing a 11 highly recommended 11 New Starts rating 
for FY 2003 are the South Corridor Light Rail Transit (LRT) in Charlotte, NC and the 
Mid-Coast LRT Corridor in San Diego, CA.12 Table 4 provides a summary of the details 
of these two projects. 

Table 3: Summaries of Two Highly Rated New Starts Projects 13 

Proposed llrojcct: 

Total Capital Cost ($):'.QE): 
Section 5309 New Starts 
~hare ($YO~)_: 
Other Funds ($YOE): 

Ridership Forecast (2025): 

Finance Rating: 
Project J:i,istification R:1~t11g: 
Overall Project Rating: 

.CharlCJ~te.:.S:out'1"C,or:i:i~,or LRT San·Dieg9 ,~id-Coast LRT 
c1 ·~:;4fujl~s; 16 'StatiQD$) Corrmor (3.4:mile§, 3 Stations) . 

$348.2 million $131.5 million 

$174.1 million (50%) 

$87.1 million (25%) in State 
funds and $87. l million (25%) in 

local fonds 
·····-·· 

21,100 average weekday 
hoardings; 14,200 daily new 

riders 
Medium-High 
Medium-High 

Highly Recommended 

$65.6 million (50%) 

$17.0 million (12.9%) in state 
funds and $48.9 million (37.2%) 

in local funds 
12,100 average weekday 

boardings; 9,860 daily new 
riders 

Medium-High 

MediumJIJgh 
Highly Recommended 

Once a project requesting more that $25 million has been approved into final design, the 
FT A may recommend the project £or a FFGA. The FFGA is a contract between FT A and 
the grantee that details the scope of the project and provides a schedule of New Starts 
funding for a period of years. In FY 2001, funding £or new starts projects was fully 
allocated by Congress. The obligation of funds for Section 5309 new starts was $974.4 
million, a decrease of $111.0 million from FY 2000. 

It is important to understand that New Starts funding is limited while the competition 
for funds is intense. Hence, few of the projects requesting New Starts funds will 
actually receive an FFGA. For example, at present there are over 75 projects that are 
either in preliminary engineering, final design or have a full funding grant agreement. 
However, in FY 2001 only eight were approved to enter preliminary engineering (PE) 
and seven to enter into final design. In FY 2001 there were 27 active and 9 new FFGAs. 

12 For a complete list of New Starts Pro1ect Ratings for FY 2003, the reader is referred lo the FT A website: 
http :/iumm1. (ta. dot.gov/librant!policv/ns/ns2 003/ns table 1 a./1 tm l 

13 FT A Annual Report on Ne-w Starts 2002, available at: http://2.11ww.(ta.dot.gov//ibrarl(l11olicv/ns/ns2003/appendixatoc.html 
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The Section 5309 Bus Program provides discretionary capital funding for bus systems 
and bus-related projects. These activities include the acquisition of rolling stock and 
ancillary equipment, construction of new bus facilities and renovations to existing 
facilities (e.g., maintenance facilities, garages, storage areas, and bus terminals). The 
funding appropriated for the bus capital program is fully allocated to projects 
designated or earmarked by Congress. In FY 2001, the Section 5309 obligations for bus 
were $523.6 million, a decrease of $71.6 million from FY 2000. While, the legislation 
states that at least 5.5 percent of these Section 5309 bus funds must be used in non­
urbanized areas, the actual obligation to these areas tends to be much higher (e.g., 17 
percent in FY 2001). 

2.1.4 Elderly Persons and Persons with Disabilities Program (49 U.S.C. § 
5310)14 

Section 5310 makes funds available to meet the special transportation needs of elderly 
persons and persons with disabilities. These funds are apportioned annually based on 
the number of elderly persons and persons with disabilities in each state. In FY 2001, a 
total of $175.0 million was obligated to 53 grantees. Of this amount, about $77 million 
was appropriated for this program, an additional $102 million came from flexible funds 
transferred into the program, and about $4 million were transferred out to other 
programs. Since the program began in 1975, state agencies have obligated over $1.2 
billion for the purchase of vehicles, equipment or service designed to meet the needs of 
elderly persons and persons with disabilities. 

Capital assistance is provided on an 80 percent federal, 20 percent local matching basis. 
The exception is the vehicle-related equipment needed to meet Americans with 
Disabilities Act (ADA) and Clean Air Act Amendment (CAAA) requirements, which 
are funded on a 90 percent federal, 10 percent local matching basis. Those eligible to 
receive Section 5310 funding include private non-profit agencies, public bodies 
approved by the state to coordinate services for elderly persons and persons with 
disabilities, or public bodies which certify to the Governor that no non-profit 
organizations are readily available in an area to provide the service. 

Once Section 5310 funds are apportioned to the states, specific funding decisions are 
made at the state level. The period of availability for Section 5310 funds is one year. 
Any amount of a state's apportiomnent remaining unobligated may be transferred to 
the Section 5311 or the Section 5307 program during the fourth quarter of the fiscal year. 
Any Section 5310 funds left unobligated or not transferred at the end of the fiscal year 
will be reapportioned among all the states in a subsequent year's apportionment. 

2.1.5 Non-Urbanized Area Formula Program (49 U.S.C. § 5311)15 

14 Adapted from the FTA publica tion tilled, "2001 Statistical Summaries: FTA Grant Assistance Programs" 
15Jbid. 
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The Section 5311 program provides funding for public transportation in non-urbanized 
areas. From FY 1979 to FY 1991, Congress appropriated $65-$85 million annually for 
the program. The annual appropriations increased under !STEA with Section 5311 
receiving 5.5 percent of the total appropriation for urbanized and non-urbanized areas, 
and again under TEA-21 with Section 5311 receiving 6.37 percent of the funds 
appropriated for formula programs for both urbanized and non-urbanized areas and 
for elderly and persons with disabilities. In FY 2001, $205.0 million was appropriated. 
In addition, Section 5311 funds have been supplemented by funds transferred annually 
since 1984 from a state's apportionment of urbanized area formula funds for cities 
under 200,000. Flexible funds may also be transferred to Section 5311. In FY 2001, the 
total obligated funds distributed to 53 grantees in the Section 5311 program were $214.1 
million . 

The FTA apportions funds for non-urbanized areas to the states according to a statutory 
formula based on each state 1s population in rural and small urban areas (under 50,000 
population). The funds are available to the state for obligation for the year of 
apportionment plus two additional years. The states administer the program in 
accordance with State Management Plans. Eligible recipients include public bodies and 
private non-profit organizations. Participation by private for-profit enterprises under 
contract to an eligible recipient is encouraged . 

The Section 5311 funds may be used for capital and administrative expenses with a 
federal share of 80 percent, and for operating expenses with a federal share of 50 
percent. The state may use up to 15 percent of its apportionment for program 
administration, planning and technical assistance, with no local match required. 
Coordination with other federally assisted transportation services is encouraged, and 
income received through purchase of service contracts with human service agencies 
may be used as local match. Each state must spend 15 percent of its appropriation for 
the support of inter-city bus transportation, unless the governor certifies that the inter­
city bus transportation needs of the state are adequately met. 

Another part of the section 5311 program is the Rural Transit Assistance Program 
(RTAP) which provides training, technical assistance, research, and related support 
services for providers of rural public transportation at the national and state levels. 
Since FY 1987, Congress has appropriated $4.25 to $5.25 million a year for the RTAP. 

2.1.6 Metropolitan Planning Program (49 U.S.C. §5303)16 

Metropolitan Planning Program (MPP) funds are available to carry out the 
transportation planning process and meet the programming requirements of the joint 

16 Adapted fro m the FTA publication titled, "2001 Statistical Sum.mimes: FTA Gran t Assistance Programs" 
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FTA/FHWA planning regulations, 11 Planning Assistance and Standards. 11 The FTA 
apportions MPP funds to the states based on a set of formulas: 

• 80 percent of the funds available are apportioned according to a formula based 
on urbanized area population. 

• The remaining 20 percent is provided to the states based on an FTA 
administrative formula to address planning needs in larger, more complex 
urbanized areas with one million or more in population. 

Acting as the FTA grantee, the states distribute these funds to each urbanized area 
within the state according to a formula developed by the state and approved by the 
FTA. The MPP, therefore, provides financial assistance through the states to 
Metropolitan Planning Organizations (MPO) to support the costs of preparing long­
range transportation plans and financially feasible TIPs. These are required as a 
condition of obtaining Federal Capital Program and Urbanized Area Formula Program 
grants for transit projects. In addition to providing funding for local and state 
transportation planning and objectives, the MPP provides a means of drawing state and 
.local attention to national priorities through a series of periodically issued Planning 
Emphasis Areas (PEA). A planning emphasis area is established by the FTA and 
FHWA to advance national goals as established by federal law, to reflect FTA and 
FHWA priorities, and to respond to congressional direction established through the 
appropriations process. In FY 2001, a total of $40.4 million in MPP funds were 
obligated. 

2.1.7 State Planning and Research Program (49 U.S.C. §5313(b))17 

State Planning and Research Program (SP&R) funds may be used for a variety of 
purposes such as planning, technical studies and assistance, demonstrations, 
management training and cooperative research. In addition, a state may authorize a 
portion of these funds to be used to supplement planning funds allocated by the state to 
its urbanized areas. The SP&R is a source of federal financial assistance to the States to 
meet the planning requirements of the joint FTA/FHWA planning regulations, 
"Planning Assistance and Standards. 11 As with the MPP, the state is the FTA grantee for 
this program. In FY 2001, '9.6 million in SP&R funds were obligated. 

In addition to its function as a source of financial support for state transportation 
planning activities, SP&R funds can also be used to fund the following programs: 

• Research, Development, and Demonstration (49 U.S.C. §5312(a)) 
• Training (49 U.S.C. §5312(c)) 
• Research and Training in Urban Transportation Problems (49 U.S.C. 

§5312&5317(a)) 

17 Adapted from the FTA publication titled, "2001 Statistical Summaries: FTA Grant Assistan ce Programs" 

Capital Funding Sources for BRT 15 Federal Transit Administration 



• Human Resource (49 U.S.C. §5322) 
• Metropolitan Planning (49 U.S.C. §5303) 

2.1.8 Consolidated Planning Grant Pilot Program78 

In fiscal year 1997, FTA and FHW A began offering states the option of participating in a 
pilot Consolidated Planning Grant (CPG) program. The PTA and FHW A have 
instituted CPG as a permanent pilot program. Since the first CPG grant was awarded in 
April 1997, almost $232 million has been obligated by the pilot states. Of this total, 
more than $180 million is from FI-l\,V A sources. In FY 2001, a total of $18.6 million in 
CPG funds were obligated. Of the 11 state pilot participants: 

• Three have used amrnal grants only; 
• Three have a mixture of grant lengths, starting with annual and switching to 

multi-year grants or vice versa; 
• Five have used only multi-year grants with the grant period ranging up to three 

years. 

Those with the multi-year grants can close them at any time and begin the next year 
with either a new multi-year grant or an annual grant. The ease with which a state can 
opt for the single year or the multi-year approach to the CPG grant is just one example 
of the flexibility intended for the pilot. 

Under the CPG, states can report metropolitan planning expenditures (to comply with 
the Single Audit Act) for both FTA and FHWA under the Catalogue of Federal 
Domestic Assistance number for the FT A's Metropolitan Planning Program. 
Additionally, for states with an FHWA Metropolitan Planning (PL) fund matching ratio 
greater than 80 percent, the state can request a waiver of FTA's 20 percent local share 
requirement so that all FTA funds used for metropolitan plam1ing in a CPG can be 
granted at the higher FHWA rate. For some states, this Federal match rate can exceed 
90 percent. Currently, two western states participating in the pilot are using the FHWA 
PL match rate. Pre-award authority has been granted to both of FT A's planning 
programs for the life of TEA-21 (through FY 2003). This pre-award authority enables 
states to continue planning program activities from year to year with the assurance that 
eligible costs can later be converted to a regularly funded Federal project without the 
need for prior approval or authorization from the granting agency. 

2.1.9 Job Access/Reverse Commute Program (Section 3037)19 

The Job Access/Reverse Commute program funds projects intended to connect welfare 
recipients and other low-income persons to jobs and other support services. 

l8 Ibid. 

l9 Adapted from the FTA publlcation titled, "2001 Statistical Summaries. FTA Grant Assistan ce Programs" 
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Specifically, a job access project is one that would transport welfare recipients and 
eligible low-income individuals to and from jobs and activities related to their 
employment. The grant may include capital items or the cost of operating service. A 
reverse commute project is related to the development of transportation services 
designed to transport residents from urban areas, urbanized areas, and non-urbanized 
areas to suburban employment opportunities. Eligible projects include subsidizing 
costs associated with adding reverse commute service or subsidizing the purchase or 
lease of shuttle vehicles. Planning and coordination are not eligible activities. 

In FY 2001, the FTA approved 83 competitive projects totaling $27.1 million. 
Additionally, Congress designated $75 million for 67 specific projects. During FY 2001, 
147 grants (some containing multiple projects) were awarded to 119 grantees. Of the 
$85.0 million of total funds obligated under this program in FY 2001, about 67 percent 
are allocated for eligible projects in urbanized areas with populations of 200,000 and 
above, 13 percent to urbanized areas with populations under 200,000, and the 
remaining 20 percent to non-urbanized areas. The program provides a 50 percent FT A 
share. Matching funds may include those from other Federal welfare-to-work 
programs. 

Job Access/Reverse Commute applications undergo a competitive grant selection 
process. Several factors are considered: 

• Percentage of the population in the service area that are welfare recipients 
• The need for additional service in the area 
• Coordination with existing local transit providers and state administrators 
• Maximum utilization of existing transportation service providers and expanded 

transit networks or hours of service 
• Innovation 
• Identification of long-term financing and fit into regional transportation plan 
• Demonstration of community involvement 
• And need for reverse commute service 

An example of a job access project funded by a Section 3037 grant is a Regional Job 
Access and Reverse Commute Transportation Plan for Northern New Jersey. The 
North Jersey Transportation Planning Authority (NJTPA) was awarded an FTA Job 
Access Challenge Grant to coordinate welfare-to-work issues through the New Jersey 
Department of Transportation1 New Jersey Transit1 and 21 counties of the State. 
NJTP A provided a regional perspective to the community transportation plans of the 
northern New Jersey counties. The product of this effort is a teclmical report that 
provides recommendations for practical implementation of county and community 
transportation plans. The report identifies proposed projects in each county 1s 
Community Transportation Plan developed during the 11 New Jersey Statewide County 
and Community Transportation Planning Project," that have regional linkages (i.e. 
inter-county significance). In addition, the report identifies opportunities for 
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cooperative efforts between counties and coordinates, county-based services across 
borders, and provides general guidance to the county agencies. Through this effort, 
NJTPA developed a prioritization structure for future Job Access/Reverse Commute 
projects in the NJTP A region. NJTPA also contributed to the agency goals contained 
within Access & Mobility 2025, and the Long-Range Regional Transportation Plan. 20 

2.1.10 Over-The-Road Bus Program (Section 3038)21 

The Over-the-Road Bus program is designed to assist bus operators with financing the 
incremental capital and training costs of complying with the Department of 
Transportation1s final rule regarding accessibility of over-the-road buses as mandated 
by the Americans with Disabilities Act (ADA). Eligible projects include the incremental 
cost of adding a lift to a new bus, retrofit of a bus to add a lift, and training. 

Applications are reviewed and selected on a competitive basis . Several factors were 
considered: 

• The need for over-the-road bus accessibility in the areas served 
• The extent to which the applicant demonstrates innovative strategies and 

financial commitment 
• The extent to which the operator acquires equipment required by the final rule 

prior to any required timeframe 
• The extent to which financing the costs of compliance presents a financial 

hardship for the applicant 
• The impact of accessibility requirements on the continuation of over-the-road bus 

service (particularly to rural areas and for low-income individuals) 
• And other factors for inter-city fixed route providers, such as fleet size and prior 

year funding. 

Since the Over-the-Road Bus program provides funds to inter-city bus providers, the 
service area for any grantee may include any or all of the population categories used to 
report FT A obligation data - large, medium, or small-urbanized areas, or non­
urbanized areas. In this case, 11 inter-city1' 1·efers to service provided by any grantee 
including more than one area. 

In FY 2001, a total of about $2.88 million was obligated to 30 projects. The federal share 
of a grant under this program was 90 percent for all providers and a total of 63 projects 

20 Adapted from case studies at the FTA web site:http://www.fta.dol.gov/wtw/cases/:udies/ toc.l-1tml; The final report for this 
project is also available on the web at WWUJ.nitpa.orglplanning/jarc/jarc.htm 

2121 Adapted from the FTA publication titled, "2001 Sta tistical Summaries: FTA Grant Assistance Programs" 

Capital Funding Sources for BRT 18 Federal Transit Administration 



were selected. About 61 percent was obligated for inter-city fixed route service and 39 
percent for other types (such as charter bus, tour bus, etc.). 

2.2 FEDERAL HIGHWAY ADMINISTRATION PROGRAMS22 

The passage of ISTEA and subsequently TEA-21 expanded the decision making powers 
of states and regions in the usage of federally provided transportation funds by 
allowing the transfer of funds among federal program categories. Most notably, the 
legislation allows for the use of funds authorized under Title 23, Federal Highway 
Administration (FHW A) programs to be used for transit purposes. These programs can 
be utilized in funding transit projects if they are transferred into the associated transit 
programs. Other than those noted in the following section, FHW A program funds are 
used on public access facilities, a constraint that limits the potential application to 
transit projects, unless they are operated on public access facilities. 

The main highway formula programs can be used for combined highway and transit 
projects such as high occupancy lanes along highways that allow public access for 
higher occupancy vehicles including transit vehicles. These highway formula programs 
can be used for certain capital components of transit projects, but these components 
must generally be available for unrestricted public access, except for higher occupancy 
restrictions. This makes the Federal-Aid Highway Program only available for selected 
types of transit projects (such as some BRT projects) that allow for either full public or 
high occupancy vehicle access and for only a limited number of capital asset categories 
that support the general public access provisions within these transit projects. 

More appropriately, the flexible funding provisions have several objectives; to support 
innovative multi-modal planning and project development; and to delegate authority to 
states and regions to create their own transportation solutions and funding strategies. 
Title 23 funds used for transit purposes may be administered directly by the FHWA or 
through formal fund transfers from the FHW A to the FT A. Current FHW A programs 
eligible to be "flexed" for transit purposes include Congestion Mitigation and Air 
Quality Improvement Program (CMAQ) funds and Surface Transportation Program 
(STP) funds. These funds can be transferred to the Urbanized Area Formula Program 
(Section 5307), Non-urbanized Area Formula Program (Section 5311), or Elderly and 
Persons with Disabilities Program (Section 5310). Funds transferred to these programs 
are subject to all of their statutory usage restrictions and regulatory requirements. 

2.2.1 Surface Transportation Program 

The STP program is the largest Title 23 highway program with over $33.3 billion 
authorized over the life of TEA-21 (FY 1998-2003). In addition, the SIP provides the 

22 TEA-21 fact sheets, available al.: htlp://w'1lnv. fhwa.dot.gov/tea21/factsheets/index.htm 
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widest flexibility in funding highway and transit capital and planning activities. Some 
eligible activ ities include transit capital improvements, vanpool projects, corridor 
parking facilities, transit research and development, and transit safety improvements. 
In the first three fiscal years of TEA-21, a total of $15.9 billion of STP funds were 
authorized, approximately $1.3 billion or 8.2 percent of those funds were transferred to 
the FTA.23 

Recently, the Central Florida Regional Transit Authority (LYNX) has been planning 
light rail and commuter rail systems for the Orlando area. Its current 5-year needs and 
capital improvement program is supported by the MPO by the commitment of 20 
percent of the regions approximate $13 million in annual STP funds. LYNX was 
successful in gaining this support due to a local funding strategy based on a regional 
perspective, ability to define its role in Orlando as more than just a bus operator, and 
formal representation on the MPO policy board.24 

2.2.2 Congestion, Mitigation, and Air Quality Program 

The objective of the CMAQ program is to aid in the management of traffic congestion 
and the improvement of air quality . The funds are available to areas designated by the 
Environmental Protection Agency as "non-attainment" or 11 maintenance areas" based 
upon compliance with national ambient air quality standards for carbon monoxide and 
ozone. Eligible activities under the CMAQ program include transit system capital 
expansion and improvements that are projected to increase ridership, alternative fuel 
projects, public/ private partnerships, travel demand strategies, and construction of 
high-occupancy vehicle lanes. In 1998, TEA-21 authorized a total of $8.1 billion for the 
program covering FY 1998-2003. In the first three fiscal years of TEA-21, a total of $3 .9 
billion was authorized and approximately $1.7 or 43.6 percent has been transferred to 
the FTA.25 

Since 1994 the Niagara Frontier Transportation Authority (NFTA) located in Buffalo 
New York has been receiving CMAQ grants to support its bus replacement program. 
Since then, NFT A has purchased 105 new buses fund ed primarily by CMAQ grants 
totaling over $21 million, accounting for approximately 58 percent of capital costs. In 
addition to the bus replacement program NFTA has used CMAQ funds to pay for 100 
percent of several park-and-ride facilities and customer enhancements. The state DOT 
agrees that bus purchases are a good use of CMAQ funds; hence, there continues to be 
political support for these purchases.26 

23 TCRP Synthesis 42, Use of Flex ible Funds.for Transit Under [STEA. and TEA-21, Tran sit Cooperative Research Program, 
National Academy Press, V\iashington, D.C., 2002 

24 TCRP Synthesis 42, Use of Flexible Funds for Transit Under I STEA and TEA -2 1, Tmnsit Cooperative Research Program, 
National Academy Press, Washing ton, D.C., 2002 

25 Ibid. 

26Ibid. 
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2.2.3 FHW A Discretionary Programs 

Several additional federal programs exist that can be used to help fund transit capital 
projects. Most of these programs are FHW A discretionary programs. Other federal 
agencies include special programs that may offer opportunities for funding specialized 
components of rapid transit projects. 

The FHW A administers discretionary programs that can be accessed by transit projects 
for many types of capital cost components. These discretionary programs represent 
special funding categories where FHW A solicits for candidate projects and selects 
projects for funding . Each program has its own eligibility and selection criteria that are 
established by law, by regulation, or administratively. 

• 
• 

• 
• 
• 
• 
• 
• 

• 
• 
• 
• 

Bridge 
Corridor Planning and Development and Border Infrastructure (Corridors & 
Borders) 
Ferry Boats 
Innovative Bridge Research and Construction 
National Historic Covered Bridge Program 
ITS Deployment Program 
Interstate Maintenance 
Public Lands Highways 
Scenic Byways 
Transportation and Community and System Preservation Pilot Program 
Transportation Infrastructure Finance and Innovation Act (TIFIA) 
Value Pricing Pilot Program 

More information. on each of these programs is available under the FHW A 
Discretionary Program information. Information is also available on current 
solicitations for projects and recent awards. Most of these funds are for specific 
purposes, but can enhance project capital funding sources by investments in mobility 
and accessibility. The following sections describe three of these discretionary 
programs.27 

2.2.4 FHW A Intelligent Transportation Systems (ITS) Integration Program 
(Metro/Rural) 

Funds are available to accelerate the integration and interoperability of intelligent 
transportation systems (ITS) across system, jurisdiction and modal boundaries, in 
metropolitan and rural areas, to improve transportation efficiency, promote safety 
(including safe freight movement), increase traffic flow (including the flow of 
intermodal travel at ports of entry), reduce emissions of air pollutants, improve traveler 

27 For information on other programs, the reader is referred to the web site of the Community Transportation Association of 
America at http://www.ctaa.org/ntrc/ali/pubs/innovative/innov7 

Capital Funding Sources for BRT 21 Federal Transit Administration 



information, enhance alternative transportation mod s, build on existing intelligent 
transportation ystem project or promote tourism. 

Section 5001(c)(4)(A) of TEA-21 authoriz d $74 million, $75 million, $80 million, $83 
million, $85 million, and $85 million for FYs 1998 through 2003 r spectively for ITS 
integration. Th Fed ral share of the cost of a project payable from ITS funding shall 
not exc ed 50 percent. Total Federal funds cannot exceed 80 percent of the co t of a 

project payable, and the funds are subject to the obligation limitation. 

Eligibility for the program requires that the project integrates at least two different 
int lligent transportation infrastructure elements, including: traffic signal control, 
freeway management, transit management, incident managem nt, electronic fare 
payment, electr nic toll coll ction, highway-rail inters ction, emergency manag ment 
services, and regional multirnodal h·avel r information services, or one infrastructure 
el ment across multiple jurisdictions. 

2.2.5 FHW A Transportation & Community and System Preservation Pilot 
Program 28 

The Federal Highway Administration's Transportation and Community and ystem 
Pr servation (T SP) Pilot Program is an initiative of r search and grants to investigat • 
th relationship between h·ansportation and community, system preservation, and 
private s ctor-based initiatives. States, local governments, and metropolitan planning 
organizations ar eligible for discretionary grants to fund projects that: 

• Improve the efficiency of the transportation syst m 
• Reduce nvironmental impacts of transportation 
• R duce the need for costly future public infrastructure investments 
• n ure efficient access to jobs, services and center of trade 
• Examine private sector development patterns and identify strategies to 

encourag compatible privat sector development patterns. 

Th TCSP Program is a FHWA program being jointly developed with the FTA, the 
Federal Rail Administration, the Office of the S cretary, and the Research and Special 
Programs Administration within the US Department of Transportation, and the US 
Environmental Protection Agency. Section 1221 of th Transportation Equity Act for 
th 21st Century (TEA-21) established the Transportati n and Community and System 
Pr ervation Pilot (TCSP) Pr gram with a total funding of $120 million for the period 
FY 1999-2003. TCSP funding is authorized in the amount of 20 million in FY 1999 and 
$25 million per year after that. TCSP grant applications are evaluated by an interagency 
team on a competitive ba is but ma also be designated by Congress. In FY 2001, TCSP 

28 FHWA Transportat.ion & Community and System Preservation (TCSP) Pilot Program web site, 
http://wurw.fhwa.dot.gov/tcspl 
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grants totaled $46.9 million for 80 projects in 34 states. In FY 2002, all available funds 
were designated to particular projects by Congress. 

TCSP funds have been used for a wide variety of projects to date. The following 
paragraphs contain three example projects . Several more examples of TCSP funds are 
described as project case studies on the TCSP web site.29 

• Hartford, Connecticut - The 11 Picture It Better Together 11 project was awarded a 
TCSP grant of $480,000 in FY 1999. It was a collaborative effort between the City 
of Hartford, on behalf of Parkville neighborhood organizations, and the Capitol 
Region Council of Governments (CRCOG). At the regional level, the project 
sponsors decided to focus initially on education and dialogue, in order to 
introduce people to alternative development concepts and determine reactions to 
these concepts. Activities have included: 

- A visual preference survey to determine residents1 preferences for different 
types of development 

- A telephone survey comparing attitudes toward growth and development 
among residents of the three communities 

- A focus group with commercial and residential developers to identify 
barriers to alternative development patterns 

- Evaluating the long-term impacts of a busway project, including land use 
and zoning changes along the busway corridor, using land use and zoning 
databases developed by CRCOG 

Final recommendations for the Parkville neighborhood were presented in June 
2001. These recommendations included pedestrian and traffic linkages, urban 
design strategies, the design of a busway station, and zoning changes that will 
better integrate planned transportation improvements and development projects 
with the neighborhood. As part of this project, West Hartford has also 
developed a best practices guide that includes model policies, zoning ordinances, 
and design practices to assist communities throughout the Hartford region in 
implementing transportation, land use, and economic development strategies 
that preserve and enhance community character. 

• Houston, Texas - The Main Street Corridor Planning and Research Project is a 
multi-year TCSP project receiving nearly $3.4 million in federal funds between 
FY 1999 and FY 2001, including $935,500 in TCSP funds. Local contributions of 
cash and in-kind services are valued at over $8001000. While the City of Houston 
is the grantee, the Main Street Coalition, a broad-based group of public, private, 
and non-profit stakeholders, is coordinating the actual work. The project 
included three components: 

29 Adapted from case studies at the FT A web si te: http://www.fta.dot.gov/wtw/casestudies/toc.html; The fina l report for this 
project is also available on. the web al www.nitpa .org!vlanningliarc/iarc.htm 
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- Preparation of a corridor Master Plan and a Strategic Plan to guide 
implementation 

- Evaluation of the planning 
transportation conditions, and 
forecasting and evaluation model 

process, data collection on existing 
development of a land development 

- Implementation of coordinated physical improvements to roadways, 
pedestrian, and transit facilities 

This eight mile-long corridor, once the economic core of the region, had 
experienced several decades of decline as development spread outward and 
shifted to other parts of the region. However, renewed interest and private 
investment in the early 1990s stimulated private and public efforts to guide the 
revitalization and redevelopment of the Main Street Corridor. Local business 
and civic leaders formed the Main Street Coalition and helped coordinate public 
infrastructure improvements by the City of Houston, the Houston Metro h·ansit 
agency, and the Texas DOT. 

The resulting Main Street Corridor Master Plan was made public in August 2000. 
It is organized around seven geographical districts. The plan establishes a 
number of principles for the corridor including: 

- A continuous and inclusive corridor, spanning at least two blocks on either 
side of Main Street for its entire length 

- Higher coverage, higher density, and a mix of uses 
- Parking resources at intersections with major highways (10,000 spaces are 

recommended) 
- LRT stations to become the focus of smaller districts 
- Emphasis on the public environment 
- Landscape connections throughout the corridor for recreation, aesthetics, 

and flood control 

• Shreveport, Louisiana - The Northwest Louisiana Council of Governments is 
working to establish Shreveport's core inner-city neighborhoods as a regional 
technology and residential center focusing on a 2,400-acre "lnterTech" area that 
once thrived as an urban industrial district. This area has recently atrophied as 
businesses have moved out to the perimeter into modern industrial parks and 
the surrounding neighborhoods experienced residential dislocation and 
disinvestments because of the loss of jobs. 

The InterTech community redevelopment project is supported by a FY 2000 
TCSP grant of $225,000. This grant is being used to create an economic and 
transportation plan for the lnterTech area as well as community preservation and 
transportation plans for the surrounding neighborhoods. The goal of local 
plam1ers is to reduce the need for regional infrastructure investment with the 
redevelopment of this urban area with existing infrastructure (i.e., electric, water, 
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sewer, gas, public transportation, and two interstate highways). The project also 
expects to create 5,000 new jobs in this inner-city area where unemployment 
levels are high and many people depend on transit. 

2.3 OTHER FEDERAL PROGRAMS 

Certain other federal departments offer grant funding programs that can be used in 
funding transit projects. These may not be available or suitable for funding major 
portions of these transit projects, but these programs can be used for particular portions 
of these projects. For example, HUD grants can be used for joint development 
residential projects surrounding stations areas or portions of the station areas. The 
following sections present several of these programs that can be accessed to fund 
particular portions of transit projects. 

2.3.1 HUD Community Development Block Grants30 

The Department of Housing and Urban Development's (HUD) Community 
Development Block Grants (CDBG) Program is authorized under Title l of the Housing 
and Community Development Act of 1974. It provides eligible metropolitan cities and 
urban counties (i .e., 11 entitlement communities") with annual direct grants to revitalize 
neighborhoods, expand affordable housing and economic opportunities, and/ or 
improve community facilities and services. It is principally intended to benefi t low­
and moderate-income persons, prevent or eliminate slums, and meet oth r urgent 
community-identified development needs. Entitlement communities may use CDBG 
funds for a wide variety of activities including: 

• Acquiring real property (primarily land, buildings, and other permanent 
improvements to the property) for public purposes 

• Reconstructing or rehabilitating property 
• Building public facilities and improvements, such as streets, sidewalks, stations, 

sewers, water systems, community and senior citizen centers and recreational 
facilities 

• Helping people prepare for and obtain employment through education and job 
training, welfare-to-work activities, and other services including transportation 

• Assisting for-profit businesses for special economic development activities such 
as micro-enterprise loans to low-income entrepreneurs, assembling land to 
attract new industry, or business expansion loans to help retain existing 
businesses that employ low-income workers 

• Providing public services for youths, seniors, or the disabled including 
transportation 

• Carrying out crime reduction initiatives 

30 HUD Community Development Block Grants web site, http://wurw. lwd.gov/vrogclesc/cdbgent.cfm 
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• Assisting low-income home buyers 
• Enforcing local building codes to reverse housing deterioration 
• Paying for planning and administrative expenses, such as costs related to 

developing a Consolidated Plan and managing CDBG funds 

One example of a CDBG project involving best practices in many areas (e.g., community 
planning, economic development, infrastructure, historic preservation, and public 
services) is the Nassau Urban County Consortium in Nassau County, New York.31 The 
goal of the Consortium is to provide a suitable living environment and preserve open 
spaces for county residents using a coordinated approach to development and focusing 
on revitalizing existing business centers. The County undertook several projects 
considering historic preservation, economic development, infrastructure improvements, 
and transportation needs. For instance, the revitalization of Bedford Avenue, a 
traditional shopping district, involved $250,000 in Community Development Block 
Grant (CDBG) funds for infrastructure improvements (e.g., sidewalks, curbs, street 
lighting, and tree plantings) and $100,000 in Empire State Development Corporation 
funds for facade improvements. Additional funding was provided for planning and 
consulting work. The local governments also coordinated on resurfacing the avenue 
and several arterial streets. A Master Plan was also developed in 1999 that described 
the linking of museums, shopping, hotels, office space, and a new sports arena with a 
future light rail system. Capital expenditures for transit-related items such as 
pedestrian improvements and corn1ections to transit stations, made with CDBG funds, 
are eligible as local match for transit projects. 

The CDBG program provides federal assistance to nearly 1,000 of the largest urban 
areas in the country. Recipients of CDBG entitlement funds include local governments 
with 50,000 or more residents, other local governments designated as central cities of 
metropolitan areas, and urban counties with populations of at least 200,000 (excluding 
the population of entitled cities). Local governments may carry out all activities 
themselves or award some or all of the funds to other organizations. A separate 
component of CDBG Program provides funds directly to states, which are allocated 
among localities that do not qualify as entitlement communities. In FY 1999, $2.958 
billion was awarded out of a $4.75 billion CDBG allocation. Each year, the grant fonds 
available for entitlement communities are allocated according to relative need on the 
basis of the higher of two formulas. The first considers the presence of overcrowded 
housing in the locality, its population, and poverty rate. The second uses housing age, 
population growth lag, and poverty rate. Approximately 70 percent of this amount is 
distributed by formula to entitlement communities. 

In addition, the Section 108 Loan Guarantee Program is designed to assist local 
governments that are participating in the CDBG program with federally guaranteed 

31 For many other examples of CDBG projects, the reader is referred to the HUD Blue Ribbon Practices web site, 
fzttp:1/wurw.fzud.go,,/pho/keywords.html 
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loans to support large economic development projects. This program allows local 
governments access to larger pools of capital by allowing them to pledge future CDBG 
grants as support for the loans.32 One such example of economic development and 
supporting services is in Jefferson County, Kentucky. Jefferson County and Jefferson 
Riverport International (JRI) forged a partnership to create an industrial park offering 
job opportunities to low and moderate-income residents of the county. The Jefferson 
County Community Development Office used Section 108 loans for the development of 
infrastructure at JRI. The $9.5 million in Section 108 loan guarantee funds, which were 
paid off in 1995, were used to leverage about $225 million in private investments. JRI 
currently has approximately 70 businesses employing about 4,500 persons. As a result 
of this program, there is a training and day care facility available to employees of the 
JRI and enhanced public transportation provided by the Transit Authority of River City 
from the low-income and moderate-income areas in Jefferson County to JRI. There is 
also affordable housing on property within JRI. 

2.3.2 Employment Training Administration33 

The U.S. Department of Labor 1s Employment Training Administration (ETA) has made 
available two short-term Welfare-to-Work grant programs, each of more than $1 billion. 
Three-quarters of these funds are being awarded to states and Private Industry Councils 
(PIC) that choose to participate on a formula basis. The remaining 25 percent of these 
funds are being used to fund nationally competitive grants that the ETA has awarded to 
PICs and their partners. Under these programs, transportation is an allowable expense 
but only when these services are not already available to program participants. In the 
first round of Welfare-to-Work grants, transit agencies in Michigan, Illinois, California, 
Virginia and Massachusetts were among the recipients. The following provides greater 
detail on the Department of Labor programs: 

• Welfare-to-Work Grants - This $3 billion formula and competitive grant 
program provides funding for those who are the most difficult to move from 
welfare to work. The states are recipients of the grants while local PICs 
administer the grants. 

• Trade Adjustment Assistance - This program provides $8.5 million of 
temporary benefits to workers whose employment has been adversely affected 
by increased imports. It also provides benefits for job training and necessary 
related services, specifically including transportation to h·aining programs. 

• Employment Training Research and Demonstration Programs - These sources 
provide a total of $10.2 million in support for transportation services that are part 
of employment training projects. 

32Transi:t Station Communities Project, http://wwu1. todcommunities.org/finance.htm 

33 Adapted from the Community Transportation Association of J\ merica web site al: 
http :/larww. ctaa. org/ntrda ti/vubs/i nnovative/innov 7 
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2.3.3 Department of Agriculture34 

The U.S. Deparhnent of Agriculture (USDA) has several grants and loan programs that 
primarily support transportation and transit investments in rural areas. The following 
are highlights of such programs: 

• Intermediary Relending Program (IRP) - This $371 million program provides 
revolving loans to finance businesses and community development projects in 
rural communities and towns with less than 25,000 in population. Non-profit 
organizations, public bodies, Indian tribes, and cooperatives are eligible. 
Transportation is among the eligible uses of borrowed funds. 

• Community Transportation Development Fund (CTDF) - This is a $2.1 million 
fund of the Rural Business and Cooperative Services Division used to assist rural 
communities in improving or expanding local transit services, purchasing 
vehicles, building facilities and promoting economic development. 

• Business and Industrial Guaranteed Loan Program - This is a $738.2 million 
program of direct and guaranteed loans for any legaily organized entity that is 
designed to create and save rural jobs and to improve the economic and 
environmental climates of rural communities under 50,000 population. This may 
include financing for transportation-related facilities, vehicle acquisition or other 
infrastructure investments. 

34 TCRP Synthesis 42, Use of Flexible Funds fo r Transit Under [STEA and TEA-21, Transit Cooperative Research Program, 
National A cadennJ Press, Washington, D.C., 2002 
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3 STATE AND LOCAL FUNDING SOURCES 

The states and local agencies contribute significantly to the development of major 
capital transit projects. The overall proportion of capital funds contributed through 
non.federal sources exceeds 50 percent. These mainly state and local agencies contribute 
either the matching share to federal grants, or sometimes the full funding amounts for 
projects when federal funds are not available. This section identifies those revenue 
sources used by the state and local governments and regional agencies to generate the 
necessary funding for major capital transit projects. 

3.1 STATE FUNDS 

Many states provide more than one source of funding for transit. Two of the most 
common sources of state funding are discretionary transfers from general funds and 
highway funds, and dedicated sources such as lotteries, special taxes or sales taxes. 
Transit systems in states that primarily rely on discretionary funding sources receive 
funds at the discretion of the state legislatures, resulting in state contributions that can 
vary from year to year. Transit systems in states with dedicated funding sources such 
as sales taxes or fees receive more consistent and reliable state contributions yet may 
still be susceptible to macro-economic volatility. Many states, such as California, 
Massachusetts, Illinois, Ohio, New Jersey, New York, Maryland, Delaware and 
Pennsylvania, also receive large amounts of revenue from independent toll and 
turnpike authorities. 35 For instance, the Delaware River Port Authority contributes tens 
of millions of dollars each year to P ATCO, the rapid rail line linking suburban New 
Jersey and Philadelphia, and the New York Metropolitan (MTA) Bridges and Tunnels 
Division has contributed more than $750 million annually to the other MTA transit 
agencies for operating and capital project funding. 

Many states allocate a portion of highway user fees for transit purposes, thereby, 
funding public transportation with highway fund revenues. This approach is used in 
California, Florida, Michigan, North Carolina, and Virginia. Other states, including 
Ohio and Pennsylvania, allocate general funds, rather than highway funds, for transit 
purposes. In addition, states may use a wide variety of revenue sources to fund and 
finance transit. Some states identify a specific source for transit funds, others commit 
annual amounts or percentages of funds to transit, and still others use non-traditional 
sources such as lottery proceeds, special taxes, tolls or benefit assessment districts. 
Table 5 provides a summary of select state sources used for funding transit with brief 
descriptions. This table is intended to illustrate the various state funding programs 
available to transit projects and not to be a complete resource of all state fundin g 
programs. The following sections provide several additional examples of state funding 
sources and programs in greater detail. 

3S Transit 2001 Techmcal Report, http.//www.ncdol.orgltransit/transitnet/A ctivities/T2001(TechReport5ec3.4.htm1 
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Table 4: Summary of Select State Funding Sources for Transit 36 

Stat~ ._, j y So~ces 
, , 

,, 

California37 Sales and Use Tax (statewide 7.25% retail sales tax rate) 

• Voters in various localities have approved the creation of one or more 
special tax districts (each funded by transaction taxes ranging from one-
eighth to one-half percent). 

• This added tax is used for mass transit programs, streets and roads, and 
other government services. 

• In FY 99-00 the state collected approximately $25.60 billion in sales taxes 
for the state, $5.24 billion for cities and counties, and $2.78 billion for 
special districts. 

• Sales and Use Tax on Motor-Vehicle Fuels (4.75% statewide) 
• Net revenue deposited into Public Transportation Account of State 

Transportation Fund. 

• Supports state and local b·ansportation planning for transit. 

Florida38 State Transportation Fund 
• Revenues collected from nine sources including fuel taxes, license fees, 

registration fees, title fees, vehicle rental fees 
• Through FY 2000, a minimum of 14.3 percent of State Transportation Trust 

Pund receipts was allocated to public transit projects . Begirming in FY 
2001, the minimum was raised to 15 percen t. 

• A minimum of 10% of fuel sales tax receip ts must be allocated to public 
transit and capital rail projects . 

Michigan39 Comprehensive Transportation Fund 

• A portion of highway user fees from gasoline taxes and registration fees 
are deposited into a Statewide Transportation Fund. 

• A minimum of 10% is designated for public hansportation in the 
following order of priority: 

(a) Payment of principal and interest on notes or bonds issued for 
comprehensive transportation 

(b) Costs of admi.nishation 
(c) Formula operating assistance, new small bus and specialized 

services, inter-city passenger and freight transportation, and 
specific Line item appropriations 

• The fund is distributed as follows: 
- 70% for formula operating assistance - per formu la percentage of 

eligible operating expenses less Federal operating grant 
- 20% for public transportation purposes 
- 10% for inter-city passenger and freight transportation 

36 For more information, the reader is referred lo the FHWA 's web site at: 
http://www.fin.ua.dot .gov/ohim/hwytaxes/2001/index.htm 

37 California State Board of Equalization, http://urww.boe.ca.gov 
38 h I lp:l/www. fhwa .dot. gov/ohim/hw11 taxes/2001/f/orida.h tm 
39 http./lurww. house.stale. mi. us/hfa/grants01. pd( and http://www. (Inoa. dot.gov/ohi111/11w11 taxes/2001/michigan. htm 
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State ,-sources ... 

' ., 

Michigan Trans12ortation Economic Develo12ment Fund 
• About $45 million for transportation projects relating to the following 

categories: 
(a) Industries (agriculture, tourism, forestry, high technology research, 
manufacturing, or office centers) 
(b) Addition of county roads, city or village streets to the state trunk 
line system 
(c) Reduction of congestion on county primary and city major streets 

within urban counties 
(d) Development within rural counties on county rural primary roads; 

major streets within villages and cities with a population of less than 
5,000. 

Pennsylvania Lotte!}'. Proceeds 
• Statewide lottery proceeds and other sources reimburse transit operators 

for 100% of the costs incurred for providing free transit services to elderly 
citizens 

Virginia 40. 41 Highway Maintenance and 012erations Fund 
• Revenues from gasoline taxes, motor-vehicle excise taxes, registration fees 

and tire tax 

• Transit receives 2% of the total 

General sales tax of 0.75% 
• Deposited into a Transportation Trust Fund 
• 8.4% is allocated to transit (Commonwealth Mass Transit Fund) 

- High Priority Transit Prnject Fund crea ted as a non-reverting 
special sub-account within the Commonwea lth Mass Transit Fund 

- Fund used to cover capital expenditures associated with mass 
transit projects approved by the Commonwealth Transportation 
Board and may be used to support the issuance of revenue bonds 

Deed-recording fee for all statewide i2ro12erty transactions 
• A portion is used to pay local bond issues that fund transit projects 

Washington42 State Trans12ortation Fund 
• Created by the legislature in 1990 

• Receives revenue from statewide motor-vehicle excise tax rate of 0.725% 
• 1/ 4 of the revenues are returned to the region where they were collected 

to be used for transit 

3.1.1 New York State Transit Operating Assistance43 

The New York State Department of Transportation distributes over $1 .6 billion annually 
in State Mass Transportation Operating Assistance (STOA), and other transportation 
assistance, to approximately 130 transit operators. New York State fransit systems carry 
nearly one-third of the nation's transit riders and provide nearly one-quarter of transit 

40 http.//umrw. fhwa. dot. gov/ohi m/hw11 taxes/2001/vi rgima. him 

41 http./llmuw.drpt .state.va.us/business/grants.hlm 

42 TCRP Synthesis 42, Use of Flexible Funds for Transit Under !STEA and TEA-21, Transit Cooperative Research Program, 
Na tional Academy Press, v\lashington, D.C., 2002 

43 Adapted from New York State Department o{Transportation web site, http://urww.dot.state.nv.us/pubtrans/stoa.html 
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services nationwide. Over the past five years statewide ridership has increased by 
about 30 percent. 

In State Fiscal Year (SFY) 1975-76, the New York State Legislature enacted a permanent, 
on-going STOA Program with appropriations from the state's General Fund and 
administered by the State Commissioner of Transportation. In SFY 1981-82, in response 
to anticipated continuing operating deficits of State mass transportation systems, the 
legislature enacted a series of taxes. Portions of these proceeds are deposited in the 
Mass Transit Operating Assistance (MTOA) fund. This fund is subdivided into upstate 
and downstate dedicated tax fund accounts. The upstate account provides funding to 
all transit systems outside the 12-county metropolitan transportation commuter district. 
A portion of the Petroleum Business Tax (PBT) is the sole dedicated revenue source for 
the upstate account. The downstate account provides funding to h·ansit systems in the 
12-county New York metropolitan transportation commuter dish·ict and consists of 
revenues from the following sources: 

• A portion of the PBT 
• The MT A Corporate Tax Surcharge 
• A¼ percent Sales Tax in the MTA region 
• The Long Lines Tax 

The STOA payment formula for January-March 2002 was $0.405 per passenger plus 
$0.69 per vehicle mile for both upstate and downstate. In SFY 2001-02, STOA funds and 
other transportation assistance from all revenue sources accounted for approximately 
$1.6 billion in operating aid statewide. This level of appropriation is supported by 
additional general funds for upstate transit systems and dedicated transportation funds 
for downstate transit systems. In addition, a portion of the new non-MT A transit 
dedicated fund resources were used to enhance operating aid. STOA funds distributed 
require a 100 percent local match. In SFY 2001-02, the portion of the total STOA 
appropriation subject to the required matching provisions remained at $224 million. 
The SFY 2001-02 budget also continues to provide $45 million for the Metropolitan 
Transportation Authority's reduced fare program for New York City school 
transportation. The City of New York matches that amount. 

As part of the multi-year capital and operating financing plans approved in the early 
1990's, the dedicated Mass Transportation Trust Fund was created in SFY 1993-94. The 
fund is financed from the share of PBT revenues allocated to transit as part of the State 
Dedicated Transportation Trust Fund (a separate fund from the MTOA fund used to 
finance STOA) . This dedicated funding is split 37 percent for the Mass Transportation 
Trust Fund and 63 percent for the Highway and Bridge Trust Fund. The Mass 
Transportation Trust Fund is further split 34 percent to the MT A and 66 percent to the 
non-MTA systems. 
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3.1.2 Sales Taxes in Texas44 

Texas has eight transit authorities that receive funding from the state-collected transit 
sales tax. More than half the Texas population lives or conducts business with retailers 
in the jurisdictions served by the state 1s transit authorities. Businesses in the transit 
authorities collect a special transit sales tax of up to 1 percent, along with other state 
sales and use taxes and any applicable local sales and use taxes. Retailers collect the 
transit sales and use tax on the same items that are subject to state and other local sales 
and use taxes. The jurisdictions served by the transit authorities in Austin, Dallas, and 
Houston are taxed at a rate of 1 percent, while the jurisdictions served by the transit 
authorities in Corpus Christi, El Paso, Fort Worth, and San Antonio are taxed at a ½ 
percent rate. The City of Laredo is taxed at a rate of ¼ percent. 

3.1.3 North Carolina Highway Trust Fund45 

North Carolina allocates public transportation investments for a wide range of needs 
including urban operating assistance (the largest single component of state transit 
funding/ expenditure in the state), urban capital investments, rural capital investments, 
rural operating support, support for transportation for rural elderly citizens and rural 
residents with disabilities, inter-city bus services, and inter-city rail passenger 
programs. North Carolina has tw"o primary sources of state revenue for public 
transportation. The nearly $20 million in s tate funds for transit originates from tv,ro 
sources: 

• Discretionary transfers from the state Highway Trust Fund: The Highway Trust 
Fund totaled about $700 million in fiscal year 1995-96 and is supported primarily 
by revenues from motor fuel taxes, vehicle taxes and vehicle title fees. 

• Allocations from the state Highway Fund: According to statute, an amount at 
least equal to $0.50 multiplied by the total number of registered vehicles in the 
state is allocated to transit from the state Highway Fund. 

3.1.4 California Transportation Development Act46 

California 1s mass transit systems are funded by a wide range of sources including 
passenger fares (28 percent of all operating revenues and 23 percent of total transit 
revenues), the statewide sales tax (about 20 percent of all revenues), federal grants 
(about 13 percent of all revenues), countywide sales taxes (about 12 percent), local 

44 Texas State Comp/roller of Public Accou11ts web site, 
http://llmnv.windm.v.s tate. tx.us/taxin fo/taxpubs/tx96 285.htm/ 
45 "Tran5i l 2001" Technical Report to the Governor of North Carolina, February 1997. Available on-line at 

ht Ip ://www. ncdol .orgltransi I/Iran si tne ti A ctivitics/[2001/[ech ReportContents.htm 1 

46 http://v.now. lamcmontere11.org!funding/lda.htm; For rnore detailed information, the reader is also referred to the Cal/rans 
Mass Transportation web site at: http://www.dol. ca.gov/hqlMassTrans 
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transit district sales taxes, property taxes, general fund monies, and other local and state 
grants.47 

The State Legislature established the Transportation Development Act (TDA) in 1971 
and it provides two of the major funding sources for public transportation in California 
- the Local Transportation Fund (LTF) and the State Transit Assistance (STA) fund. 
The TDA is intended for any transit district, municipal operators, or development board 
in California provided they meet certain requirements such as a minimum farebox 
recovery ratio. The TDA Program funding priorities include: 

• 
• 
• 
• 
• 
• 
• 
• 

Administration 
Planning and Programming 
Pedestrian and Bicycle 
Rail Passenger Services 
Transit Development Board Area 
Community Transit Service 
Public Transportation 
Miscellaneous Transportation 

The LTF is derived from a ¼ cent of the 7.5 percent general sales taxes collected 
statewide. The revenues generated by the %-cent sales tax are returned to every county 
in the state, where the taxes were collected, and deposited in the L TF account. Every 
county in the state has established an LTF account. Based on the amount received in the 
LTF account, the Regional Transportation Planning Agency (RTP A) for that county 
apportions the L TF according to population. After funds are apportioned, transit 
operators submit claims requesting funds . 

The ST A fund derives its revenue from statewide sales tax on gasoline and diesel fuel 
appropriated to the State Controller's Office (SCO) by the Legislature for allocation to 
transit operators by RTPAs (Regional Transportation Planning Agencies). Fifty percent 
of the STA funds are allocated according to the ration of population of the area of the 
RIPA to the total population of the state. The remainder is allocated according to the 
ratio of the total revenues of all the operators in the area of the RTPA that were 
generated during the prior fiscal year, to the total revenues of all the operators in the 
state. 

3.1.5 Bond Issuance in Massachusetts 

Chapter 161A of the General Laws of Massachusetts provides the authority for the 
Massachusetts Bay Transportation Authority (MBTA) to utilize debt financing. Under 
the provisions of Chapter 161A, bonds issued by MBT A constitute direct and general 
obligations of the Authority . The law provides that if at any time the Authority lacks 

47 h ttp://2.uww. transact. org!Gl/public transport 7. htm 
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funds to pay a bond or note issued or assumed by it, the Authority hall requisition the 
required amount from the Commonwealth. In the opinion of bond couns l, the 
obligation of the Commonwealth to pay the r quired amount to the Authority is a 
general obligation of the Commonwealth and the full faith and credit of the 
Commonwealth is pledged to make such payment. Revenue for the bond repayment 
com s from two primary sources: 

• Property tax levied within the cities and towns of the Authority's s rvice ar a 
• State annual appropriations in the form of "Section 28 Contract Assistance" and 

11 Additional Conh·act Assistance" 

Property tax assessments ar levied in the cities and towns of the MBT A service area to 
cover additional costs. Additional Contract Assistance is provided by appropriation for 
the purpo e of reducing th amount of th net cost of ser ice to be ass ed upon the 
cities and towns. 

3.1.6 Maryland Transportation Trust Fund48 

The tate of Maryland funds an integrated account called the Transportation Trust 
Fund. It was created in 1971 to establish a dedicated source to support the Maryland 
Department of Tran portation (MDOT). The use of this integrat d trust fund allows 
flexibility in meetin vari u h·an portati n service and infra. tructur needs. All 
MDOT activities are upported by the Trust Fund (including debt ervice, maintenance, 
operations, administration, and capital projects) and all funds apportioned to MDOT 
are deposited in the Trust Fund for disbursements. Trust Fund rev nues are not 
earmarked f r specific programs but are allocated in conjunction with state and local 
elected officials. Unexpend d funds remaining in the Trust Fund at the close of the 
fiscal year ar carried over and are not reverted to the State1 General Fund. 

Source of funds include motor fuel taxe , motor vehicl excise (titling) taxes, motor 
vehicle fees (registrations, licenses and oth r fees), and fed ral assistance. ln addition, 
the Trust Fund also includ s corporate income taxes, op rating r venues (e.g., transit 
fares, port fees, airp rt fees), and bond proceeds. Certain Trust Fund r venu s are 
shar d with other state agencie and local governments based on stahltory 
requirements. For instance1 funds in the Gasoline and Motor Vehicle Rev nue Account 
are di tributed 70 percent to MDOT, 15 p rcent to Baltimore City, and 15 percent to the 
counties and municipalitie based on motor vehicle registrations and road miles. 
Deductions are also made for certain General Fund purposes, including environm ntal, 
fuel tax collection, and state police program . 

After the state agency and local govermnent deduction , the remammg funds are 
allocated for debt servic , MDOT operating xpenditures, and MDOT capital 

48 Adapted from /1,e Maryland Department of Transportation web site al : hltp://wzuw.mdot.state.md.us/transfund/ 

Capital Funding Sources for BRT 35 Federal Transit Administration 



expenditures. MDOT expenditures cover various transportation modes including the 
following: State Highway Administration (SHA), Maryland Transit Administration 
(MTA and MARC commuter rail, Washington Metropolitan Area Transit Authority 
(WMATA), Maryland Port Administration (MPA), Maryland Aviation Administration 
(MAA), and Motor Vehicle Administration (MVA). 

3.2 LOCAL FUNDS 

Local funding of transit has been a key revenue source since the transit operations were 
still privately owned. Many of the older transit systems went through a period of 
declining passenger revenues and the introduction of some very limited local 
governmental funding. These sources were mainly concentrated in the assistance with 
facility capital and subsequent maintenance funding and the subsidized city school bus 
services. As the private operators began failing, cities and urban regions developed 
quasi-governmental organizations to assume operations and include some local 
funding sources within the operating budgets of these organizations. As the service 
needs expanded for these systems and the needs were created for the developing 
systems, additional funding sources were identified for these transit systems. This 
section identifies many of the funding sources used in the capital funding of major 
transit capital projects for these systems. 

3.2.1 Dedicated Local Sales Taxes 

Dedicated local taxes typically represent the most stable and reliable source of funding 
available to a transit system. 49 Unlike most other sources of transit capital or operating 
funds, where an operator must compete with other potential uses of scarce funds, these 
funds are clearly committed to supporting the specific needs of a specific transit agency. 
This commitment of funds typically allows the agency to issue debt against the future 
stream of tax receipts, providing additional capacity with which to fund expensive 
capital projects. Finally, dedicated tax sources frequently yield sufficient capacity to 
fund both capital and operating needs. Given these qualities of reliability, stability and 
commitment to h·ansit uses, agencies with strong dedicated tax sources have typically 
obtained the highest financial plan ratings through the FTA's New Starts process and 
enjoy a greater likelihood of gaining access to FT A Section 5309 New Starts funds. As of 
1998, approximately 50 percent of American transit systems had access to some 
dedicated local tax source. 

The most common form of local tax dedicated to transit use are sales taxes. Other 
examples include utility taxes, property taxes, gasoline taxes, car rental taxes, airport 
access fees, payroll taxes, automobile regish·ation and excise taxes . While a dedicated 
local tax can be a significant source of revenue, implementation may be a considerable 

49 TCRP Report 31: Funding Stra legies for Public Tra nsportation, Volume 2, Transit Cooperative Research Program, National 
Academy Press, Washington, D.C., 1998 
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challenge, even in a positive economic environment. Therefore, an agency seeking 
funding through a dedicated tax should develop a strong public outreach plan tying the 
benefits of transit to the entire community. 

The following are several brief examples of taxes dedicated to transit: 

• The Metropolitan Atlanta Rapid Transit Authority (MART A) m Atlanta 
Georgia coliects a one percent sales tax on items sold in MART A's service area. 
MARTA uses these funds to cover roughly one-half of system operating costs, 
provide the local match to system capital invesbnents (including MART A's 45 
mile heavy rail system) and to cover the agency's debt service payments. The 
enabling legislation requires MARTA to spend roughly one-half of tax receipts 
on operating costs and the remainder on agency capital invesbnents. In 2032, the 
sales tax will fall from one to one-half percent. This time period corresponds 
with the completion of MART A's rail investment program and repayment of 
related debt issues. The tax is collected by area merchants who then forward the 
receipts to Georgia's State Revenue Commissioner. The Commissioner then 
withholds MARTA's monthly debt service payments and forwards the balance to 
MART A. The State of Georgia charges MART A a handling fee of one-half 
percent of total tax receipts; area merchants also retain a portion of the tax for 
this purpose. These handling fees detract from MART A's total receipts from this 
source. 

• The Fort Worth Transportation Authority (The "T") collects a half-cent sales tax 
on items sold in the T's service area. Tax receipts are used to fund both agency 
operations (roughly 70 percent of total operating costs) and system capital 
investments. The ½ percent sales tax replaced an earlier property tax used for 
the same purpose. 

• Washoe County Nevada, (Reno) received voter approval in 1982 for a one­
quarter percent sales tax for general b·ansit and for transportation for passengers 
who are elderly or have disabilities. In 1997 their receipts were approximately 
$10 million providing their largest source of funding . so 

• Pierce Transit located in Tacoma, Washington suffered a significant setback in 
November of 1999 when voters repealed the state motor vehicle excise tax. This 
tax comprised about 40 percent of Pierce Transit's revenue. Recently, the voters 
of Pierce County approved a 0.3 percent sales tax dedicated to transit. The tax is 
estimated to generate approximately $27 million annually for Pierce Transit.51 

SO TCRP Report 31: Funding Strategies for Public Transportation, Volume 2, Transit Cooperative Research Program, National 
Academy Press, Washington, D.C., 1998 

51 " ewly approved tax increase saves V\lashi.ngton transit agency", Metro Magazine, Apn/ 2002 
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3.2.2 Advertising 

The sale of advertising space on transit ass ts can generate a sign.ificant sourc of 
operating or capital funds. A survey conducted by the Transit Cooperative Research 
program found that 85 percent of surveyed agencies sell or leas adverti ing space and 
that roughly three fourths of thos agencies contract for the service. The study found 
that among advertising agencies revenues generated ranged from $1,000 a year in 
Dayton, Ohio (policy limit adverti ing ton n-profits for a nominal fee), to $17 million 
in New York City.52 The study also found that among respondents the percentage of 
operating costs covered by advertising rang from .11 to 5.98 percent. Th se funds can 
be used to supp rt either the operating budget or in the capita] budgets a local 
matching funds. 

Transit agencies considering the implementation of an advertising pr gram should 
consider I gal, op rational, afety, and aesthetic issu s. Lega l concern include local 
sign cod s and agency control over ad content. Operational concerns include a 
reduction in the transit op rater's flexibility in order to meet th needs of advertisers 
and scheduling of busses for advertising relat d activiti Safety concern may include 
decreased visibility and opportunities for vandalism. Finally, many agencies are 
concerned with th degradation of their public image. 

Traditional forms of advertising space sold by agencies includ exterior bus posters, 
wrapp d buses, interior posters, bench and shelter ads, far cards and transfers, 
chedule and even trestl s and overpasses. Many nevv and innovative form of 

adverti ing include the sponsorship of morning traffic report , fast food restaurant 
scratch off game , wrapping trains, station naming rights, and er ative use of electron.ic 
display boards and public address sy terns. 

LYNX in Orlando1 Florida maintains an aggressiv in-hou advertising program 
comprised of two full-time commissioned staff peopl who work to sell the available 
space on approximately 250 buses, 100 bus shelters, and print ads on schedules. LY X 
makes a 10 percent commis ion on bus ads, and a 15 p rcent commission on shelter ads 
netting in the range of $2.5 to $3 million per year, which amounts to approximat ly 5 
percent of the ag ncies operating budget.53 

3.2.3 Motor Fuels Sales Tax 

The use of a motor fuels tax to fund and £inane a transit project could be c nsidered. The 
Northern Virginia Transportation Commission (NVTC) and the Potomac and 
Rappahannock Transportation Commission (PRTC) curr ntly utilize this motor fuel tax. 

52 TCR P Syn. lhesi5· 32, Transit Advertising Revenue: Traditional and New Sources, Transit Cooperative Research Program, 
ationnl Academy Prrss, Washington, D.C., 1998 

53 Ibid. 
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A percentage tax is imposed on retail sales of fuels sold within the designated region 
defined typically by the transit agency service area. These funds can be applied to 
operations, capital expenses or debt repayment of transit systems or specific projects in the 
district, or for any other transportation purpose in the district. 

3.2.4 Vehicle License Fees 

State and local governments have collected vehicle-licensing fees for the generation of 
transportation funds. These funds can be used as an increment to the local governmental 
bodies for their transportation projects. A portion of the local funding to major transit 
capital projects could be from increases in the vehicle license fees. 

3.2.5 Alcohol or Cigarette Taxes 

Local and state governments have taxed alcohol and tobacco to generate general fund 
revenue. These sources have contributed revenues to the state and local funds used for 
transit capital projects. Philadelphia uses an alcohol tax for all served drinks in the city. 
As a general fund revenue source, these funds are then applied, among many public 
infrastructure projects in the city, including major transit capital projects for SEPT A. 

3.2.6 Corporate Income Tax 

This is a direct taxation on the corporate income generated in that state or region. There 
are a limited number of transit agencies that use this tax, such as the New York 
Metropolitan Transportation Authority. New York MTA allocates a portion of these 
funds back to the regional transit agencies for funding the five-year capital program. 

3.2.7 Personal Property Tax 

This local or state revenue source taxes the value of personal property such as 
automobiles, art, stocks and bonds. Measurable funding levels have been raised 
through personal property taxes such as the Commonwealth of Virginia's tax on 
automobiles and other motor vehicles. A portion of these funds is allocated to the local 
governments and is used by the local transit agencies to fund capital projects. 

3.2.8 Employer Payroll Tax 

Portland, OR uses this tax to fund transit, paid by employers based on gross payroll. It 
has the potential for significant growth as the region grows economically, but is not 
directly tied to transportation and may face significant opposition from the local 
business community . 

Capital Funding Sources for BRT 39 Federal Transit Administration 



3.2.9 Mortgage Recording Tax 

The State of New York uses this tax to generate revenue for individual transit systems 
statewide. Tax revenues from recordation fees on mortgages of certain real property 
are used to fund capital programs and/ or repay bond issues to benefit transit capital 
programs. 

3.3 PUBLIC PRIVATE PARTNERSHIPS 

Public-private partnership is a broad term used to define mutually beneficial 
commercial relationships between transit agencies and private enterprises or entities. 

Transit public-private partnerships include: 

• 
• 
• 
• 
• 

3.3.1 

Joint Development 
Benefit Assessment District 
Tax Increment Financing 
Super Turnkey or Design-Build-Operate-Maintain delivery of capital projects 
Private sector investment in transit fac ilities/vendor financing 

Joint Development of Transit Assets54,55,56,57,58 

There is a great deal of flexibility in FTA's treatment of Joint Development, particularly 
as this relates to transit supportive development in FTA's " Livable Communities 
Initiative." Grantees can lease air rights above a transit station, or transfer the FT A 
interest in one property to another, to allow the private development or other use of the 
property. FT A funds cannot generally be used to support development of property that 
is not directly adjacent to the transit facility . However, if property can be subdivided, 
the FTA interest can be vested wholly in one part while the other would be considered 
100 percent local share, for purposes such as leasing or mortgaging, which allows the 
transit system to actively support land use changes that increase transit use and 
program income. Joint development proposals will be reviewed and approved by FTA 
on a case-by-case basis. 

FT A has actively supported joint development as a strategy for enhancing transit ridership 
and revenue and for promoting the Livable Communities Initiative. To facilitate transit 

54 NCH RP Innovative Finance, hltp_//wunv.innovative[inan ce.org 

55 TCRP Legal Resea rch Digest Num ber 13, Tran sit Cooperative Research Program, August 1999 

56 Innovative Financing Techniques for America 's Transit Sys tems, Federal Transit Administration, September 1998 

57 Innovative Financing Handbook, Federal Transit Administration, available at 
http://www.(ta.dol .. gov/l1bran1/mone11/inovhnbk.html 

58 TCRP Report 31: Funding Strategies for Public Transportatlon, Volume 2, Transit Cooperative Research Program, National 
J\cad.emy Press, Wasl1ington, D.C., 1998 
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joint development projects, PTA, as described in a March 14, 1997 Federal Register, will 
make grant funds available for joint development and allow the proceeds from the sale, 
lease, or other encumbrance of property for transit oriented development to fund capital 
and operating expenses. 

Transit agencies are allowed to sell property as excess for non-transit use, lease the 
property for incidental, non-interfering use by others while the property is held for a 
future identified transit use; or they can undertake a transit-oriented development on the 
property site. In the case of the sale of a property where there would no longer be a 
continuing transit use, the transit agency would be required to return the pro-rata federal 
share of the net proceeds from the sale to the U.S. Treasury. 

Transit oriented joint development can be undertaken through a sale or lease of federally 
funded property, or through the direct participation of the transit agency in the 
development. FTA requires that to qualify as a "h·ansportation project," the transit agency 
must retain sufficient continuing control over the property to ensure its continuing 
relationship to transit. The FT A policy noted that continuing control can be accomplished 
through the use of easements, or contract/lease clauses that would allow the property to 
revert to the transit agency if access was unreasonably curtailed. 

To be eligible for consideration as a transit oriented joint development, FTA requires that 
the project: 

• Has a transit element and; 
• Enhances urban economic development, or incorporates private investment and; 
• Enhances the effectiveness of a transit project, and the non-transit element is 

physically or functionally related to the project, or; 
• Creates new or enhanced coordination between public transit and other forms of 

transportation, or; 
• Includes non-vehicular capital improvements that result in increased transit 

usage 

In addition to the above, FTA identifies several financial criteria that would be used to 
evaluate a transit joint development project: 

• The project would generate either a one time payment or revenue stream where 
the present value equals either the current market value or the appraised value 
of the property, taking the highest and best transit use into account. 

• When more than one joint development project would be undertaken, the 
combined revenue streams from all the projects may be balanced against the 
cumulative appraised value of the real estate on a portfolio basis. 

• As long as the transit agency retains effective continuing control of the joint 
development project, FT A will not consider it to be disposition of property. 
How ver, if the h·ansit agency does not maintain effective continuing control, the 
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agency may be liable to repay the federal share of the current market value of the 
property. 

The following identifies the range of joint development and benefit capture strategies that 
are typically used by transit agencies 

Leasing/Selling Development Rights: In most instances the transit agency sells or 
leases the rights to develop the air space over a transit station. This provides a direct 
economic benefit to the private developer1 as well as to the transit agency that can earn 
a stream of revenues, or in some cases, a one-time payment. For example/ the 
redevelopment of South Station in Boston included the construction of office and retail 
space above and adjacent to the station. According to a 1991 FT A Joint Development 
report, the Massachusetts Bay Transportation Authority (MBTA) spent $60 million to 
restore the station's shell before turning the project over to the private developer. In 
exchange for the development of the air rights, the developer agreed to pay 50 percent 
of the annual operating and maintenance cost of the station. In addition, the developer 
provided a higher quality building finish and HV AC system than the MBTA would 
normally install in a transit station. 

Leasing/Selling Land or Facilities: Leasing of land-based facilities can occur through 
either a traditional ground lease or a sale/leaseback mechanism (although approval of 
sale/leaseback mechanisms are on hold as of the publication of this document pending 
a federal government review of the procedure). A ground lease is similar to the concept 
of leasing air rights in that the transit agency would lease the rights to develop a piece 
of publicly-owned property. This provides an opportunity for joint development at a 
station as well as a steady stream of income for the agency. Selling land or facilities that 
are publicly owned can provide immediate revenues for the transit agency while also 
disposing of public assets. 

In a sale-leaseback program, the transit agency would sell a land-based facility to a 
private owner, who then uses the revenues from the lease payment to cover the debt 
assumed for the purchase. The transit agency receives cash for the sale that can be used 
for other purposes, while maintaining the use of the property. The private party 
receives the benefit of depreciation allowances for the property without incurring 
additional expenses. In some cases the value of the real property could appreciate over 
time, providing an additional benefit to the private developer. As of the publication of 
this report, February 2004, approval of sale/leaseback mechanisms is on hold pending a 
review of the procedure. 

One of the most successful projects of this type is the development above WMATA's 
Ballston Station in Arlington, Virginia. This is a 28 story, 711,500 square foot, mixed use 
development, which was completed in the early 1990's that includes a hotel, 
condominiums, retail, parking, a bus terminal facility and direct access to both Meh·orail 
and Metrobus services. The joint development included the lease of over 72,000 square 
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feet of property owned by W1v1AT A to the developer and the sale of 15,000 square feet of 
WMAT A owned property to the developer. 

In 1997 the FTA issued a revised "Policy on Transit Joint Development. 11 The policy 
statement announced that real property acquired with Federal grant funds could be 
used to support transit oriented joint development. Further, if the joint development 
produced income for the transit system, it was to be considered 11 program incorne 11 as 
defined by the Common Grant Rule, and freely usable by the transit system for eligible 
transit purposes. In all transactions the FTA requires that the transit agency retain 
effective continuing control over the asset for transit purposes. This allows for the sale 
of property to a developer, given the transit operator maintains assurance that the 
development will remain accessible to the transit system over the life of the project. 

The Washington Metropolitan Area Transit Authority (WMATA) defines joint 
development as a lease of agency land near rapid transit stations. WMAT A encourages 
joint development through the leasing of land and air rights over stations or connection 
and cost-sharing arrangements with properties on WMATA owned land surrounding 
transit stations . In exchange for building a connection to a station, property owners 
grant vVM AT A easements, contribute to station construction costs, and pay annual 
connection fees . 

During construction of the Rosslyn Station in Arlington, Virginia, a developer 
approached WMATA, proposed a development over parts of the station, and asked for 
the air rights to land that was being used as a bus turnaround. This agreement became 
WMATA's first joint development projects. In the 1970s WMAT A signed an additional 
land lease deal with a developer to build an office and retail complex over the Farragut 
North Station. This lease now generates $1 million per year. Since that time WMATA 
has developed a formalized joint development program and actively solicits projects. It 
is estimated that WMAT A collects nearly $6 million in joint development revenue each 
year. 

The Miami-Dade Transit Agency recently completed a joint development project on the 
site of a 9.2 acre park-and-ride lot adjacent to the Dadeland North Station. The land 
was originally purchased with funds from an Urban Mass Transportation 
Administration grant. Phase 1 of the project involved a 11 vertical mal1 11 containing 
approximately 315,000 square feet of retail space at a cost of approximately $40 million. 
The developers of the vertical mall, a joint venture of Jeff Berkowitz & Co. and Mark 
Millgram & Co., entered into a 90-year ground lease with Miami-Dade for the use of the 
Dadeland North site. Under the terms of the lease, Miami-Dade will be paid not less 
than $100,000 per year, plus 5 percent of gross revenues from the operation of the 
vertical mall. This 5 percent portion of revenues will result in an estimated $1.5 million 
annually. MDT estimates the project will result in an additional 200,000 riders per year. 
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ln developing th communications ystem for the M trolink light rail ystem th Bi­
State D veloprnent Agency entered into a partnership with WorldCom. Und r the 
agreement WorldCom paid for the installation of fiber-optic cable along BSDA's rail 
right-of-way. WorldCom r tained ownership of the fiber and agre d to pay BSDA 
right-of-way rent qual to , 1 per foot of cable along the 90,000 foot right-of-way per 
y ar. BSDA received usag of the fibers n cessary to operat their cormnunications 
ystem for $1 per year. The agreern nt is scheduled to last 25 years. 

3.3.2 Special Assessment Districts 

The creation of special as sment districts i authorized in all 50 states to finance 
facilities or improvements with specific local benefits. The benefi t assessment paid by 
entities within the establish d district is usua1ly a fee on property used to pay all or part 
of the co t of capital improvements. Properties within special assessment districts are 
assessed in proportion to the benefit received. Special assessment districts that have 
been associated with transit improvements generally indud properties within a 
pecified distance fa planned h·an it station. These dish·icts are commonly referr d to 

a local improvem nt districts, road district , benefit a sessment district , metropolitan 
districts or building authorities. 

To capture ben fits associa ted with enhanced real estate developm nt partially 
c ttributabl to improvements in transportati n corridors, sev raJ juri lictions have 
created sp cial ass ssment districts. A special assessm nt is charged up n commercial 
r al estat deriving a special benefit from a n arby capital impr vement that is used to 
cover debt service for the improvem nt. The pecial a essment charge typically cannot 
be more than the cost of the improv ment. Frequently, the as essment is apportioned 
n the ba is of the front footage of th land, although other valuations such as the land 

area, or the value of the property benefited are also used. Benefit asses ment districts 
have be n used to finance transit improvem nts in Denver, Seattle, Minneapolis and 
Miami a· well as highway improvements in Northern Virginia. The assessments rate 
can be levied uniformly for all commercial property own rs within the benefit 
assessment district, or on a graduated rate ba ed on distance from a rail station. The 
graduated rate, which was used in Denver for the 16th Str et Benefit Assessment 
Di trict, r cognizes that b nefits of a tran it project are related to proximity to the 
project. Accordingly, the assessment rate is highest for the properties nearest to the 
transit station and lowest for those at the boundaries of the dish·ict. 

• Cost Sharing: Developers and property owners wishing to have transit stations 
int grated with their comm rcial facilities are sometimes willing to share 
op rating expenses and/ or c nh·ibute t capital construction costs. Cost sharing 
can ubstantially reduce the costs to the public of constructing sel cted elements 
of transit facilities. Typical cost sharing arrangements include private developer 
funding of elements of a tran it statfon, or the donation of land for a station. 
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Cost sharing arrangements have widely been used by New York City Transit and 
SEPT A to improve existing stations. 

• Concession Leases: Transit agencies lease space to retail companies and 
independent vendors. At a minimum this involves the lease of excess space to 
newspaper stands and convenience centers. A more aggressive approach 
includes the cooperative design and development, or renovation or rehabilitation 
of station space. This more expansive strategy has been applied by SEPT A at 
commuter rail stations. 

• Density Bonuses: Similar to the joint development concept, a municipality may 
provide incentives to developers in exchange for construction of station facilities 
or amenities. By granting a "density bonus" to a developer, the municipality 
allows a developer to build at a higher density (usually measured by floor-to­
area ratio, or FAR); thereby enabling the developer to gain greater profit from the 
property . Increased density at or near station areas also has positive effects on 
transit ridership. 

• Tax Increment Financing: Tax Increment Districts obtain funds from increases 
in ad valorum tax revenues that arise from a new infrastructure project. Tax 
increment districts differ from benefit assessment districts in that they use the 
diversion of regular tax revenues rather than additional fees . Tax increment 
financing is based on regularly recurring taxes, participation of all district 
taxpayers, assessments based on property values (although sales tax revenues 
have also been used as a basis for assessment). The incremental increase in tax 
revenues over a designated base year is diverted into a special fund, which can 
be used for debt service, or for reimbursing municipalities or private financial 
institutions. 

• Connector Fees: Connector fees are charges to developers or owners of property 
that derive a benefit from being connected to an adjacent transportation facility. 
These are three types of fees: lump sum payments to cover capital costs of the 
connection to the station; an annual contribution to the operating capital costs of 
the facility; or "in lieu" dedication of property for station areas or easements. By 
having direct connections to commercial development, the transit system 
receives the benefit of additional riders. 

Generally, property owners are more receptive to accepting a special assessment is 
imposed to provide for a specific public facility if it is demonstrated that the assessed 
property benefits in a substantial and appreciable way and that the benefit received is 
more than the assessment. This requirement makes their implementation much more 
complex and difficult to implement than general-purpose taxes. 

Benefit assessment districts have been used to finance transit improvements in Denver, 
Seattle, Los Angeles, Minneapolis and Miami, as well as highway improvements in 
Northern Virginia. A graduated taxation rate is typically used based on the distance 
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from each station. The benefit assessment rate used in Denver for the 16th Street Benefit 
Assessment District recognized that the benefits are related to proximity to the project. 
Accordingly, the assessment rate is highest for the properties nearest to the transit 
station and lowest for those further away from the transit project or station area and at a 
lower benefit range from the station. 

ln Washington, D.C. a special assessment district has been established to help finance 
the construction of a new Metro station within the New York Avenue Corridor. The 
estimated cost of the new Metro station is $75 million. Anticipated financing for the 
station consists of $25 million each from the development community, the Dish·ict1s FY 
2001 through FY 2004 capital budgets, and the Federal government. The New York 
Avenue Special Assessment District Subcommittee, consisting of city landowners and 
members of the development community, has signed a Memorandum of 
Understanding with the District that outlines a public/private financing plan to jointly 
fund the station. A special assessment will be levied on the properties directly 
benefited by the new Metro station, with the District and the Subcommittee working 
together to develop legislation for the implementation of the financing plan. The 
special assessment proceeds may be used to support a $25 million bond issue.59 

ln 1990, the Seattle Metro Council approved the Municipality of Metropolitan Seattle 
Local Improvement District No. l. This Local Improvement District was established to 
assess properties in the downtown Seattle area to finance a portion of the downtown 
area transit improvements including the construction of four underground transitway 
stations, surface improvements, and the extension of the Waterfront Streetcar. The 
district was established to collect hvo 1 ump sum amounts with one payment 
immediately after the establishment of the district and the second after ten years of 
project completion. The Metro Council set these lump sum amounts at $13,648,000 and 
$6,352,000. In total this would yield $20 million, or 4.3 percent of the total project cost of 
$460 million. These assessment amounts were deliberately set below the estimated $220 
million in benefit generated to the parcels in order to allow property owners to retain 
most of the benefit. 60 

3.3.3 Exactions/Impact Fees 

As cities and municipalities grow, increasing demand is placed upon the local civil 
infrastructure including increased usage of sewers, roadways, transit, schools and other 
publicly funded services. To help mitigate the cost of the expansion of these public 
services, localities have been increasingly charging developers exactions to compensate 
for the impacts of new development. Impact fees are prevalent in Florida, California, 
Utah, Arizona and Colorado and are growing more common in Illinois, Maryland, New 

59 NCH RP Innovative Finance, http://www.innovative/inance.org 
60 Schneck, Donald and Diaz Roderick, "Funding Transit Through Tax Increment Financing", Booz Allen Hamilton, McLean, 

VA 
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Hampshire, and North Carolina. Depending on the state, impact fees may require state 
legislation prior to the passage of local ordinances. To be successful ordinances 
enabling exactions, or impact fees, should incorporate a justification, a clear definition 
of the impact area, method used to calculate the fee, manner in which proceeds may be 
used, payment timing and methodology, and provisions for lack of payment. 61 

In 1981 the City and County of San Francisco enacted an ordinance enabling the 
collection of a Transit Impact Development Fee (TIDF) to recover the operating subsidy 
and capital expansion costs of the San Francisco Municipal Railway (Muni). The 
legality of the ordinance was subsequently contested and upheld in the California court 
system. Since then Muni has collected almost $100 million in fees, the use of which are 
restricted to relieve the effects of the development in the downtown area. The TIDF is 
set at a maximum of $5 per gross square foot of new office development, far below the 
estimated incremental cost. 62 By restricting the fee to new office space the ordinance 
encourages mixed-use development that places less demand on the downtown 
transportation system. 

3.3.4 Tax Increment Financing 

Tax increment financing (also known as marginal value taxation) is a tax-financing 
scheme designed to capture the value associated with new infrastructure or public 
improvements. What distinguishes tax increment financing from other tax-based 
methods to capture the value of an infrastructure investment is that it does not require 
the levy of additional taxes. With tax increment financing, an authority collects all or 
part of the tax revenues generated from the incremental increase in property values 
generated by an infrastructure inveshnent.63 

Over the past twenty years it has been proven that investments in rail transit can 
moderately increase the value of property located in close proximity to rail corridors, 
particularly station areas. Hence, under tax increment-financing revenue can be 
generated from capturing part or all of the additional property taxes associated with 
this added property value. There are three primary sources of property value increases 
that can be harnessed: 

• 
• 
• 

Increases to the value of vacant land . 
Improvements to existing property add to the value of neighboring properties . 
Fixed guideway transit accessibility increases the relative land value of 
properties near transit stations compared to properties not served by transit. 

61 TCRP Report 31: Funding Strategies for Pub/le Transportation, Volume 2, Tran sit Cooperative Research Program, National 
Academy Press, Wash1r1gton, D.C., 1998 

62 Nickerson, S teve, Sarr Francisco Municipal Railway 
63 Schneck, Donald and Diaz Roderick, "Funding Transit Through Tax Increment Financing ", Booz Allen Hamilton, McLean, 

VA 
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The establishment of a tax increment-financing schem follows several teps. First, a 
district from which to collect future revenue is established. This district is gene ally 
defined to include those properties that are likely to receive ben fit and property value 
increases due to the plann d program of n w infrastructure and servic s . One the 
district is established and an authority has been defined to ov rsee the district, that 
authority defines a time period within which tax increm nt revenues are collected. This 
is typically defined to begin either wh n construction for the infrastructure 
improvements b gins or when construction is complete. Th time period of tax 
collection is generally defined as a limited time period (such as twenty years) after the 
first collection of revenues. After which, it may become nee ssary to demonstrate 
continued benefit and ren w the au thorizing legislation. Finally, bas revenue is 
defined for the life of th period. This base revenu is typically det rmined from 
historical tax revenues collec ted from the district or influence zone. Through the life of 
the tax increment-financing zone, this base r v nue is collected and transferred to all 
stablished taxing authori ties . The increa e in tax revenue due to rising property 

values generated by infrastructure investment are then collected by the authori ty and 
u ed to pa for part of the infrastructure inve tment. 

An added advantage of tax increm nt financing revenues is that they can provide a 
ource of operating incom or construction capital depending on the needs of the 

agency. In 1997 the llli nois legislature adopted the Tax lncrement Allocation 
Redevclopnzent Act in response to d lining r development funding. This legislation 
provided municipalities with a unique new tool to finance and stimulate urban 
r development. Since 1997 Chicago has adopted ov r forty (40) TIF d istrict nd 
faci litated over fifty-two (52) redevelopment agreements betwe n the City and private 
developers. Sine 1983, these TIF districts have g nerated over $270 million in 
incremental property taxes that have been available to fund redevelopment activities.64 

In addition to successful implementation in Chicago, TIF is gaining popularity in the 
financing of rail transit proj cts. The San Francisco Municipal Railway's (Muni) Third 
Street Light Rail Project is a $446 million, 5.6-mile extension located in the south ast 
sector of San Francisco. The locally proposed financing plan includes $8.5 million in tax 
increment financing revenues. 65 More recently, the Transit Authority of River City 
(TARC) £ Louisville, Kentucky is proposing the use of TIF in the construction of a 15-
mile light rail lin . The T ARC proposed financ ing plan includes $30 million in TIF 
funds accounting for approximately 12 percent of all stat and local funds . 

64 Review of Tax lncremen. l Financing in The CihJ of Chicago 
65 Third Stree/ Light Rail Project Phase 1, San Francisco, CA, November 1998, 

/1 ttp:/lunirw.fta.dot.gov//ibrary/volic11/ns/MUNIOO.html 
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4 FINANCING PRACTICES 

The next step in the funding of transit projects involves the financing aspects. These 
include the many methods of increasing the more traditional sources noted previously, 
the financing methods of concentrating revenue streams to fund the up front capital 
expenditures, and the more innovative funding sources that can help agencies capture 
the value of the public investment in the transit project. A key feature of the transit 
project financial analysis is to evaluate the revenue capacity, reliability and stability 
from the more traditional funding sources and to augment these as appropriate to the 
local agency risk profile and project funding needs. The following sections describe 
financing options and innovative funding opportunities that can assist agencies in 
developing financial plan options that will provide sufficient resources to support the 
project. This section outlines the range of funding options that can be considered in the 
financial plarming analysis and discusses the options that can be used to develop 
project revenue capacity. 

4.1 TRADITIONAL FINANCING PRACTICES 

The more traditional financing practices have been utilized on many types of major 
transit capital investments for quite a long time period. These are mainly oriented 
toward bond financing methods that convert future year revenues into current year 
dollars to fund capital expenditures. 

4.1.1 Municipal Bonds - General Obligation (GO) Bonds66 

General obligation (GO) bonds are municipal debt backed by the full faith and credit of 
the issuer, typically a local government. Hence, unlike revenue bonds (see below), 
where the issuer must service the debt from a specific revenue source, general 
obligation bonds allow the issuer to pay down debt using revenue from any source. 
This flexibility in debt payment provides general obligation bonds with the most secure 
credit ratings of all municipal bonds. While issuers can use any revenue source to 
service this form of debt, in practice most local governments typically support their 
general obligation bond issues from an ad valorem tax on the assessed value of local 
real estate. Issuance of new general obligation bonds typically requires the approval of 
local area voters in a public referendum. 

4.1.2 Municipal Bonds - Revenue Bonds 

Revenue bonds are municipal debt backed by a specific revenue source including a 
local sales tax, gasoline tax or income tax (revenue bonds are not backed using property 
taxes) . Revenue bonds are typically secured by a pledge of revenues from the selected 

66 NCI-IRP Innovative Finance, http://ururw. innovative[inance.org 
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r venue urce, by related covenant assuring the ad quacy of the pl dged revenue 
ource and in some instances using the financed investment as additi nal security. 

Because debt repayment is backed by revenu s from a single source and not th full 
fai th and credit of the issuing entity, r venue bonds are generally higher risk and higher 
yield inv tments a compared to general obligation bonds. 

4.1.3 Farebox Revenue Bonds67,68 

Section 3011 of TEA-21 authorized transit grantees to issue bonds secur d by a pl dge 
of fare revenues, provided they requested the Secretary's approval and demonstrated 
that the I vel of State and local support for public transit in the three year following the 
bond is u were to be higher than in the three year prior, a shown in the tate 
Tra nsportation lmprovem nt Plan. To date, only one project, the Las Vegas Monorail, 
plans to avail itself of the ction 3011 authority. Far box reven ue bonds involv the 
i suance of debt by a transit agency, which i secur d by a pledge of the revenues 
collected by operating the transit system. Farebox revenue bonds are rare due to the 
fact that transi t sy terns perate at deficits, depending on Federal, state and local 
. ubsidie t maintain operations. 

For a b·aditional r venue bond an issuer cov nants to charge rates that will produce 
revenues ufficient to cover operating and maintenance costs and debt service. Because 
a transit ·ystem d oc not pr duce sufficient net farebox revenue to cov r debt service, 
a gross revenue pl dge is employed. A gross revenue pledge measures gross revenues 
to debt ser ice. Thr e to four times th debts r ices is usually r quired. 

4.1.4 Short-Term Notes 

Tax-Exempt Commercial Paper represents a municipal equivalent to corporate 
commercial paper. These s curities, with a maximum maturity of 270 days, provide a 
valuable rneans of financing ongoing capital needs and meeting short-t rm n eds 
during pr ject con truction. Although this hort-term debt can be turned over and 
refinanced, this form of debt does not represen t an effective means of financing capital 
n eds ov r the long term. In the event these short-term bligations should increas , this 
debt can be converted into a longer-t rm obligation, g nerally at improv d rates. Tax-
xempt commercial paper program are gen rally supported by a letter of credit, a 

r valving credit agreement or a line of credit. 

Bond Anticipation Notes (BANs) are u ed to obtain short-term financing for 
investments that will ul timately be financed thsough a long-term revenu or general 
obligation bond. Hence, use of this option is contingent on the local agency's abili ty to 
i sue long-term debt. The Texas TIFIA loan project is using BA as a forwa rd hedge 

67 NCHRP lnnovalive Finance, http://w11w.innovative/inance.org 
68 TCRP Legal Research Digest Number 13, Transit Cooperative Research Program, August 1999 
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mechanism on the project. When the BANs come due, Texas DOT will have a choice of 
whether to draw on the TIFIA loan (at the interest rate negotiated at closing) or whether 
to issue new long-term bonds if interest rates at the time make it worth while. 

4.2 FEDERAL PROJECT FINANCING 

The purpose of DOT's innovative project finance initiative is to supplement traditional 
financing techniques by directing resources to areas of critical importance and 
responding to the shortfall in conventional public funding for transportation 
infrastructure in the United States. Specifically, this is accomplished by fostering 
public-private partnerships; drawing on the public's willingness to pay direct user 
charges for transportation benefits and services; leveraging new sources of capital; and 
enabling additional transportation facilities to be developed more quickly and at less 
cost than would be possible under conventional public procurement, funding and 
ownership. This section presents a summary of the DOT's i1movative financing 
initiatives that may provide opportunities for transit projects to leverage certain federal 
and nonfederal revenue streams into up front funding available for the capital costs of 
these projects. 

4.2.1 Federal Financing Tools 

Figure 2, adapted from FHW A, summarizes the various Federal-financing mechanisms 
available to assist surface transportation projects. The pyramid's shape reflects the 
relative number of projects in each funding category. 

Figure 2: Federal Assistance for Transportation Infrastructure 
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The base of the pyramid represents the vast majority of projects that cannot generate 
revenues and, therefore, rely upon funding primarily through grants. The Federal 
Government has adopted enhanced grant management techniques such as advance 
construction and grant-supported debt service to help move these projects to 
construction more quickly. 

The middle layer of the pyramid - perhaps five to ten percent of total capital investment 
- represents those projects that can be at least partially financed with debt payable from 
project-related revenues, but may also require some form of public credit assistance to 
gain market access. The State Infrastructure Banks (SIBs) can offer many types of 
assistance (e.g., low interest loans, loan guarantees and other credit enhancements) to 
local or regional projects with revenue streams, while the Federal credit program 
established under TIFIA is designed to assist large-scale projects generating major 
economic benefits that might otherwise be delayed or not consh·ucted at all because of 
their risk, complexity or cost. 

The peak of the pyramid represents the very small number of projects that can arrange 
private capital financing without any governmental assistance. These few completely 
privately financed, owned and operated facilities may be developed on high-volume 
corridors where the revenues from user charges are sufficient to cover capital and 
operating costs. 

Ten major types of financing tools have been tested that are generally characterized as 
investment tools or cash flow tools (Table 6). Investment tools can be used to attract 
new sources of funds to transportation investment. Cash flow tools accelerate the 
construction and completion of projects. Virtually all of these financing tools have been 
approved. 

Table 5: Federal Financing Tools 

Investment Tools Cash Flow Tools ·' 

Flexible Match* Advance Construction* 
State Project Loans* Partial Conversion of Advance Consh·uction* 

Lease Payments Phased Fundi..ng 
Toll Credits* Tapered Match* 

Reimbursement of Bond Financing Costs* STP Simplification* 
*Astensked tecl1111ques have now been approved as standard features of the Federal-aid program, either by law 

(NHS Designation Act or TEA-21) or by administrative action. 
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4.2.2 Flexible Match 

Flexible match allows the value of private and certain State or local contributions -
including publicly owned property - to be used to satisfy the non-Federal matching 
requirement for Federal-aid funding. Funds from other Federal agencies may count 
towards the non-Federal share of recreational trails and transportation enhancement 
projects. Funds from DOT's Federal Lands Highway Program may count towards the 
non-Federal match for projects within or providing access to Federal or Indian lands. 

4.2.3 State Project Loans 

Under Section 129 of Title 23 of the United States Code (23 U.S.C.), States may use 
Federal aid to fund loans to projects with dedicated revenue streams. States have the 
flexibility to negotiate interest rates and other terms of these loans. When a loan is 
repaid, the State must use the funds to make loans or grants to other title 23-eligible 
transportation projects. Section 129 loans allow States to leverage additional 
transportation resources and recycle assistance to projects, which are not in a position to 
make repayments. 

4.2.4 Lease Payment 

Most FTA capital funding can be used to repay the principal and imputed interest costs 
of a facilities or rolling stock lease. This capability also applies to the capital and 
interest costs of contracting for service, referred to as "Capital Cost of Contracting." 
While FT A currently must pre-approve the use of discretionary funds for lease 
payments, no such pre-approval is required for the use of formula funds. A 
modification is being considered to allow the use of discretionary funds on the same 
basis as formula funds. 

Under a lease structure (provided the grantee demonstrated that a lease was more cost­
effective than direct purchase) the equipment or facility could be purchased by a leasing 
company, and leased to the grantee. The grantee would make lease payments from a 
combination of Federal Funds and local matching funds. The primary benefit of such a 
structure is that it allows the grantee to arrange its cash flow needs on a more level 
basis, even when an unusually large acquisition must be made. Secondary benefits 
include the ability to bank the local share, allowing it to earn interest pending its use for 
making lease payments, as well as the ability to reprogram some of the current formula 
grant funds to other projects. 

4.2.5 Cross Border Lease 

The basic form of this transaction is for the transit operator to purchase rollingstock, 
such as railcars, then simutaneously sell these to a non-U.S. investor who in turn leases 
them back to the transit system. The foreign lessee generates tax benefits in its country 
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of origin through inveshnent tax credits and depreciation. These benefits are shared 
with the U.S. transit operator through reduced lease costs. Since 1990, cross border 
lease transactions have generated net benefits for transit systems of between 1.5 percent 
and 4.5 percent of total transaction size. The most cost effective cross border leases have 
exceeded $50 million in transaction value, primarily because substantal transaction 
costs usually require a higher transaction value. However, a few transactions have been 
successfully concluded with equipment of somewhat lower value. 

4.2.6 Toll Credits 

The non-Federal share of a project's cost may be met through a "soft" match of toll 
credits. A State can earn such toll credits to the extent that it spends excess toll 
revenues (revenues not needed for debt service, returns to investors or the operation 
and maintenance of toll facilities) on its highway system. The amount of credit earned 
equals the amount of toll revenues spent on non-Federal highway capital improvement 
projects. The State must certify that its toll facilities are being properly maintained 
before excess revenues can be credited. It also must pass an annual maintenance of 
effort test, which assesses whether the State's transportation system is growing over 
time, as measured by non-Federal capital expenditures. Toll credits are considered an 
investment tool since they are designed to encourage States to increase capital 
investment in transportation infrastructure. However, they may also be considered a 
cash flow tool since they enable States to simplify program administration. To the 
extent toll credits are available, a State may use up to 100 percent Federal funds to 
construct some projects while using the State or local funds that would have been 
required to match Federal funds to construct other projects with 100 percent State or 
local funds. 

4.2.7 Reimbursement of Bond Financing Costs 

Under Section 122 of title 23 U.S.C., Federal-aid funds may be used for the retirement of 
principal and payment of interest, issuance, insurance, and other costs incidental to the 
sale of a debt financing instrument used to finance a Title 23-eligible project. This 
provision has come to be known as the GARVEE bond program. This technique 
enables a State to spread the cost of the project over its useful life rather than the 
construction period. 

4.2.8 Advance Construction 

Under advance construction, a State may use non-Federal funds to advance a Federal­
aid project while preserving its eligibility to receive Federal-aid reimbursements in the 
future. At some future date when the State does have sufficient obligation authority, it 
may "convert" the advance-constructed project to a Federal-aid project by obligating 
the permissible share of its Federal-aid funds and rece1vmg subsequent 
reimbursements. There is no commitment of Federal funds to the project until the State 
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obligates its Federal-aid on the future conversion date. The State generally must limit 
its use of advance construction to an amount equal to three years of anticipated Federal­
aid funding plus its existing unobligated balance of apportioned funding. This 
procedure allows a State to begin an eligible project even if it does not currently have 
sufficient Federal-aid obligation authority for the Federal share of project costs. 

4.2.9 Partial Conversion of Advance Construction 

Partial conversion of advance construction (PCAC) allows a State to convert an 
advance-constructed project to a Federal-aid project in stages rather than all at once on a 
single future date. This refinement to the advance construction procedure enables a 
State to tailor its use of Federal-aid obligation authority and receipt of subsequent cash 
reimbursements according to its cash flow needs over the developmental life of an 
eligible project. 

4.2.10 Phased Funding 

Similar to PCAC, phased funding allowed a State to obligate its Federal-aid funds for an 
eligible project according to a staggered schedule, such that Federal-aid obligations and 
reimbursements were timed by the State to meet its cash requirements. Unlike PCAC, 
however, phased funding also involved an up-front Federal commitment to the project, 
subject to the availability of contract authority. Thus, phased funding involved an up­
front contingent commitment of future obligation authority, while PCAC establishes 
project eligibility without committing Federal-aid funds. Due to Congressional 
concerns regarding prospectively committing future obligation authority and 
accelerated outlay rates, phased funding was not adopted as part of the Federal-aid 
program and is no longer being tested under TE-045. 

4.2.11 Tapered Match 

With tapered match, the non-Federal matching ratio is permitted to vary over time. 
Federal reimbursement of State expenditure can be as high as 100 percent in the early 
phases of a project provided that by the time the project is complete the overall Federal 
contribution does not exceed the statutory Federal-aid limit (typically 80 percent of 
project costs). This tool enables States to commence Federal-aid projects even if they 
lack the required State match at the outset. 

4.2.12 STP Simplification 

For Surface Transportation Program projects, Federal-aid funds can be matched across 
the full State program rather than on a project-by-project basis. This concept simplifies 
State record keeping, reduces paperwork and expedites project delivery. 
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4.2.13 Federal Credit Assistance: The Transportation Infrastructure Finance and 
Innovation Act (TIFIA) 

The Transportation Infrastructure Finance and Innovation Act (TIFIA), which was 
authorized in sections 1501-1504 of TEA-21 and codified in sections 181-189 of title 23 
U.S.C., authorizes DOT to provide secured (direct) loans, loan guarantees and standby 
lines of credit to private and public sponsors of eligible surface transportation projects. 
The objective of TIFIA is to use credit rather than grants to leverage limited Federal 
funding in a prudent, budget-effective manner in order to help advance major projects 
of national or regional significance. 

As illustrated in Table 7, the Transportation Equity Act for the 21st Century provides 
$530 million to cover the subsidy costs (expected losses) associated with the provision 
of Federal credit assistance under TIFIA. Total Federal credit assistance authorized 
under TIFIA for fiscal years 1999-2003 is limited to $10.6 billion 

Table 6: Urbanized Area Formula Program (Section 5307) FY2001 Obligations 

Fiscal Year 
Authorization 
Max. Nominal Amount of Credit 

1999 
$80M 

$1,600M 

2000 
$90M 

$1,800M 

2001 
$110M 

$2,200M 

2002 
$102M 

$2,400M 

2003 Totals 
$130M $530M 

$2,600M $10,600M 

The Transportation Infrastructure Finance and Innovation Act (TIFIA) Program will 
provide Federal credit assistance (e.g., direct loans, loan guarantees, and lines of credit) 
to large-scale transportation projects of national significance. TIFIA was created to 
leverage substantial private co-investment to complete such projects. TIFIA was 
created in response to the demonstrated lack of public funding to meet growing 
transportation investment needs. The program is intended to stimulate additional 
investment in large-scale transportation infrastructure projects by encouraging private 
sector participation, advancing construction schedules, and sharing risks between 
public and private sectors more efficiently and equitably. A total of $530 million of 
contract authority is provided to pay the "subsidy cost11 of supporting Federal credit 
under TIFIA, that is, to cover the risk of losses. Annual caps totaling $10.6 billion limit 
the nominal amount of credit instruments issued. 

Any type of project that is eligible for Federal assistance through surface transportation 
programs under Title 23 or Chapter 53 of Title 49 U.S.C. (highway projects and transit 
capital projects) is eligible for the TIFIA credit program. Each project must meet certain 
objectively measurable threshold criteria to qualify: it must cost at least $100 million or 
50 percent of the State's annual apportionment of Federal- aid funds, whichever is less. 
(For ITS projects, the minimum cost is $30 million.) The project also must be supported 
in whole or in part from user charges or other non-Federal dedicated funding sources 
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and be included in the State's transportation plan. The amount of Federal credit 
assistance may not exceed 33 percent of total project costs. 

TIFIA funds have been used for a wide variety of projects to date. The following 
paragraphs contain three examples of transit related applications. 

• Washington DC, Metro (WMATA) - Capital Improvement Program: The 
purpose of this project is to accelerate Washington Metro's Capital Improvement 
Program (CIP), a 20-year capital program to maintain a high level of service on 
the Metro's 103-mile Metrorail system. It will rehabilitate and replace vehicles, 
facilities and equipment, some of which are now 20 years old. The Capital 
Program is estimated to cost $2.324 billion. To help finance the project, WMATA 
has received a Federal TIFIA loan guarantee of up to $600 million. The guarantee 
will enable WMAT A to demonstrate availability of funding to initiate multiple 
projects on an expedited basis. The loan, if ever drawn upon, would be repaid 
from revenues contributed by the District of Columbia and participating local 
governments in Maryland and Virginia, in accordance with the Inter­
jurisdictional Funding Agreement for the CIP and gross system revenues. The 
project is scheduled for completion by December 2009. In fact, the projected cash 
shortfall in 2004 is planned to be funded through a Grant Anticipation Note or 
bond, rather than actually drawing on the loan as a lower cost option. 

• San Juan, Puerto Rico - Tren Urbano Rail Project: The purpose of this project 
is to complete a 17-km rapid rail line that will serve Metropolitan San Juan and 
be closely integrated with the local bus system. The system will have 16 stations 
and carry approximately 100,000 trips per day in the first year of operation. It is 
estimated that over half of the ridership would not have used mass transit if it 
were not for Tren Urbano. Tren Urbano will result in a significant reduction in 
pollutant emissions in Metropolitan San Juan. Tren Urbano is estimated to cost 
$2.1 billion. A direct Federal TIFIA loan of $300 million has been approved. The 
repayment source of the loan is a junior lien on the Puerto Rico Highway and 
Transportation Authority's fuel tax receipts, motor vehicle registration fees and 
farebox receipts. Tren Urbano is scheduled for completion by May 2002. The 
TIFIA loan has been fully drawn and scheduled interest and principal payments 
are being made. 

• Miami, Florida - Miami Intermodal Center: The purposes of the Miami 
lntermodal Center are to improve access to the Miami International Airport, to 
relieve roadway congestion within the airport1 and to provide a regional 
transportation center for transit, commuter rail, Amtrak1 and inter-city bus 
services. The estimated project cost of the Miami Intermodal Center is $1.349 
billion. Two Federal TIFIA direct loans will be provided: one in the amount of 
$269 million, secured by State fuel tax revenues and the other, for the Rental Car 
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Facility (RCF) loan, in the amount of $164 million, secured by rental car fees. The 
project is scheduled for completion by December 2005. 

TIFIA Threshold Eligibility and Selection Criteria -- In order to qualify for assistance 
under TIFIA, a project must meet a number of threshold eligibility criteria. First, the 
project must cost at least $100 million or 50 percent of a State's most recent Federal-aid 
apportionments ($30 million for projects principally involving the installation of an 
intelligent transportation system), whichever is less. Second, the project must be 
supported at least in part by user charges or other dedicated revenue sources. Third, 
the project must be included in a State transportation plan and an approved State 
Transportation Improvement Program. Fourth, the project must meet all governmental 
eligibility and compliance requirements specified within Sections 181 and 182 of Title 23 
U.S.C. Last, a State or other sponsor undertaking the project must submit a project 
application to the Secretary of Transportation. 

To be eligible for assistance, a project must be classified within one of the following 
categories: 

1) Surface transportation projects as defined within Title 23 or Chapter 53 of Title 49 
U.S.C.; 

2) International bridge or tunnel projects for which an international entity 
authorized under Federal or State law is responsible; 

3) Intercity passenger bus or rail facilities and vehicles, including those owned by 
the National Railroad Passenger Corporation and components of magnetic 
levitation transportation systems; or 

4) Publicly-owned intermodal surface freight transfer facilities, provided that the 
facilities are located on or adjacent to National Highway System routes or 
connections to the National Highway System and are not seaports or airports. 

Eligible projects meeting the initial threshold criteria will then be evaluated by the 
Secretary of Transportation based upon: 

1) The extent to which the project is nationally or regionally significant, in terms of 
generating economic benefits, supporting international commerce or otherwise 
enhancing the national transportation system. 

2) The creditworthiness of the project, including a determination by the Secretary of 
Transportation that any financing for the project has appropriate security 
features, such as a rate covenant, to ensure repayment. 

3) The extent to which assistance would foster innovative public-private 
partnerships and attract private debt or equity investment. 

4) The likelihood that assistance would enable the project to proceed at an earlier 
date than would otherwise be possible. 

5) The extent to which the project uses new technologies, including intelligent 
transportation systems, that enhance the efficiency of the project. 
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6) The amount of budget authority required to fund the Federal credit instrument 
made available to the project. 

7) The extent to which the project helps maintain or protect the environment. 
8) The extent to which credit assistance would reduce the contribution of Federal 

grant assistance to the project. 

In addition, each project applicant must provide a preliminary rating opinion letter 
from at least one rating agency indicating that the project's senior obligations have the 
potential to achieve an investment-grade rating. 

Credit Instruments -- Under TIFIA, DOT may offer three types of credit assistance to 
project sponsors - direct (secured) loans, loan guarantees and standby lines of credit. 
Direct loans and loan guarantees are intended to provide permanent financing, while 
standby lines of credit provide a secondary source of capital during a project's ramp-up 
phase. The remainder of this section describes the individual credit instruments in 
more detail. 

Direct (Secured) Loans -- Direct loans from the Federal Government to project sponsors 
provide long-term, fixed-rate permanent financing in a manner that enables loan 
repayments to coincide with the receipt of project revenues rather than adhering to 
inflexible repayment schedules. 

As authorized under TIFlA, direct Federal loans may fund up to 33 percent of project 
costs. The interest rate on such loans will be set at the Treasury rate for comparable­
term securities. The maximum term is 35 years after project completion, and 
repayments may be deferred up to 10 years. Any deferred payments would be added 
to the outstanding loan balance and continue to accrue interest. The loans will be 
secured by a pledge on project revenues or other security features. DOT may charge 
application initiation and credit processing fees to offset a portion of the budgetary 
costs of providing loans. 

More specific terms and conditions of each loan will be negotiated between DOT and 
the borrower, but will enable DOT to accept a claim on revenues junior to that of the 
project's senior indebtedness. In the event of default that leads to bankruptcy, 
insolvency or liquidation, DOT must have a parity or co-equal claim on project assets 
with other investors. 

Loan Guarantees -- Loan guarantees offered under TIFIA are intended to facilitate 
senior project borrowing by guaranteeing junior loans made by institutional investors. 
The terms of the loan guarantees are very similar to those established for the direct loan 
program. Loan guarantees are capped at 33 percent of project costs. The interest rate 
on guaranteed loans will be negotiated betvveen the borrower and the lender and 
approved by the Secretary of Transportation. Interest payments on guaranteed loans 
will be subject to Federal income taxation. The maximum term of guaranteed loans is 
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35 y ars aft r project completion, and repayments may be deferred up to ten year . The 
guaranteed loans will be secured with defin d claims on proj ct revenues. 

Standby Lines of Credit -- Under TIFIA, standby lines of credit represent contingen t 
loans to help pay debt service, op rations and maintenanc I extraordinary repairs and 
other costs if need d to re pond to revenue shortfalls in the first ten y ars of project 
operations. In contrast to direct loans and loan guarantees, standby lines of credit 
would not b used to direc tly fund construction costs as part of the project's initial 
capitalization. The line is rather a upplemental source of reserv s that an be drawn 
upon if needed during the project's ramp-up phase. The line is designed to provide a 
source of supplemental capital if ne ded, thereby as isting the borrower in obtaining an 
inve tment-grade rating on its senior bonds. 

Thes contingent loans may be in an amount up to 33 perc nt of projects costs and may 
be drawn down over a ten year period following substantial pr ject completion. The 
borrower may draw down up to 20 percent of the line in a given year. Th interest rate 
on any draw will be et equal to the then-prevailing yield on 30-year Tr asury bonds. 
The draws must be repaid, with interest, within 25 y ars foll wing the peri d of 
availability. The c ntingent loans will b secur d with defin d claim on project 
revenues. 

4.2.14 Grant Anticipation Revenue Vehicle (GARVEE) Bonds 

Prior to November 1995, States could us their cderal-aid highway grants to repay 
only the principal compon nt of debt s rvice on bonds issued for title 23-eligible 
projects. Sec tion 311 of the NHS Designation Act altered the rules by significantly 
expanding the eligibility of debt financing costs for Federal-aid reimbursement. This 
significant change to the Federal-aid program was codifi d into permanent highway 
law a an am ndment to Section 122 of Title 23 U.S.C. Bond-relat d costs now eligible 
for ederal-aid reimbursement include: 

• Interest payments and retirement of principal under an eligibl bond issue 
(including capitalized in terest); and 

• Any other cost incidental to the sale of an eligible bond issu (including 
issuance costs, insurance or other credit enhancement f s and other bond­
r elated cost ' as d t rmin d by th ecretary of Transportation). 

The capitalization from bond proceeds of a res rve account or contingency fund 
requir d b r incidental to the debt issuance is consid red an eligible Federal-aid 
expense. Th fund s deposited in such an account, along with any interes t earnings, 
must be used for project costs - either on a current basis or as a final payment to the 
bondholders. 
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GARVEE Financing Procedures -- To receive Federal-aid payments for eligible debt­
related costs und r section 22 of titl 23 U.S.C., a pr j ct must be approv d by F IWA 
as a Fed ral-aid bond issue project. At the time of proj ct authorization, the Stat must 
] ct to seek paym nts for bond issue costs in lieu of construction invoice costs. 

Once a State selects a proj ct for GARVEE financing and its costs ar stimated, the 
project must be designated as an advance construction (AC) project und r Section 115 
of Title 2 U.S.C. by the responsible FHW A Division Offic . The AC designation 
preserv s the project's eligibility for future Federal assistance. The amount of the AC 
designation should equal the Federal share (typically, 80 percent) of th debt-related 
costs that will be reimburs d during the lif of the b nds. All projects approved for 
GARVEE financing must be eligible for Federal-aid funds und r Title 23 U.S.C. tate 
matching contributions may be accounted for using on of the following methods: 

1) A tate may annually contribute 20 percent of each year's debt servic ; or 
2) A State may elect to provide the non-Federal match up front, and do so on the 

basis of 20 p rcent of the net pr sent value of the anticipateu payment streams. 

A State or project sponsor may also separate the debt financing for a project into two 
issues, with one issue for the estimated Federal share and the other issue for the 
estimated non-Federal shar . The c sts associa ted with the former debt issue w uld 
then be rcimburs d with federal-aid funds, while th costs of the latter debt i sue 
would b reimbursed with non-F ct ral funds. Federal-aid reimburs ment may be 
imultan us with the sch duled debt service payments. 

Basic Structure of GARVEE Bond Issues -- The GARVEE bond concept can be applied 
in one of two ways: 

1) GARVEE bonds may be structured such that a State's Federal-aid funds provide 
th, only security backing the F deral share of debt financing; or 

2) GARVEE bonds may be backstopped by a sec ndary source of revenues ( .g., 
State fuel tax revenues or local property taxes). 

For GARVEE bond issues without tate or local back tops, the only form of security 
backing the debt instrument is the State's agreement to obligate future Federal-aid 
apportionments, to the ext nt availabl . 

The basic framework of thi type of GARVEE bond i ue is show n in Figure 3. The first 
s tep involves the investors purchasing the bonds issued by the State DOT (or financing 
agent) with the pr ceeds fl owing to the State DOT. The second step entails the tate 
DOT expending proceeds t consh·uct the Federal-aid project. Third, the State DOT 
receives the cost r imburs ments from FHWA for the Federal share of debt service 
xpenses using it annual Federal-aid obligation authority. Fourth, the State 

c ncurrentl contributes it required matching amount. La t, the State DOT (or 
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financing agent) uses the combined Federal-aid payments and State or local matching 
funds to meet annual debt service requirements. 

Figure 3: Flow of Funds for GARVEE Bond Issue without State or Local Backstop 
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The GARVEE bond issue may also be structured to provide future Federal-aid 
payments as the primary security to investors, and use other State and local funds as 
secondary pledges in the event Federal-aid revenues prove insufficient to meet annual 
debt service requirements . The purpose of the secondary pledge is to enhance the 
creditworthiness of obligations backed by future Federal-aid revenues, which are 
subject to risk associated with the periodic reauthorization of the highway progrnm 
(recently every six years). 

All relevant Federal and State rules, laws and administrative guidelines must be 
observed when structuring a GARVEE bond issue. Factors to consider include 
flexibility within the State Transportation Improvement Program, State limitations on 
the issuance of debt, and legal and political constraints on the availability of State 
revenues and Federal-aid reimbursements. 

4.2.15 Grant Anticipation Notes 

Grant Anticipation Notes (GANs) are the transit equivalent to Grant Anticipation 
Revenue Vehicles (GARVEEs) . This form of bond allows transit agencies and grant 
recipients to borrow against future Federal Transit Administration funds . GANs can be 
used to amass up-front capital to advance a project while debt is paid over a period of 
time as federal funds are received. These bonds may be backed by Section 5307 funds 
or be supported by Section 5309, New Starts Full Funding Grant Agreements. In 
addition, Fixed Guideway Modernization funds can also be used as security for GANs 
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- it just hasn't been done yet. Presumably after the s ven year duration until project 
are eligibl for these program fund , tran it projects could use th.is program for 
xtensions or enhancements. 

Under the 1982 Surface Transportation Uniform Relocation and Rehabilitation Act 
(STURRA}, interest costs were mad eligible for reimbursements for both formula and 
di cretionary programs. Interest reimbursement is limited to the "best available 
municipal financing rate" for discr tionary program and to the "average current 
market rate" for f rmula funds, as determin d by FT A. 69 TEA-21 contains provi ions 
that enhance transit agenci s1 ability to borrow against future F deral aid including the 
eparation of transportation funding from appropriations for oth r domestic purpo es. 
tates have been increasingly intere t d in borrowing against Federal aid funds ince 

TEA-21 has enhanced both the security and amount of transit funding, as w II as 
implified FTA interest reimbursement provi ions. The interest rate allowed in TEA-21, 

for all capital programs, is the best rate reasonably available at the time of financing. 70 

~ssentially FTA views thi ondition as the "market rate" - i .. , if the grantee s 11s a 

public bond issue, that is the best reasonably available rate. 

The credit risks f r GAN backed by Section 5309 funds are consider d higher than 
those backed by Section 5307 fund because discretionary funds are subj ct to a1mual 
appropriations. To reduce ri k and increase cm erage I vels, a GAN issu r may elect to 
borrow less than the FFGA. Congr ss has consistently fund d the FFGAs, but at a 
slower rat than agreed. 

New Jer ey Transit' (NJT) Hudson Bergen Light Rail project is financed in part by the 
issuance of GANs backed by a FFGA. Additionally, th financing is backed by a pl dge 
from the tate's transportation trust fund to achieve a higher credit rating. NJT has 
c mbined the use of GANs with the Super Turnkey or Design-Build-Operate-Maintain 
project delivery methodology.71 The pledge of the New Jersey Transit Trust Funds was 
hed from the Phas 1 bonds when they wer refinanced in 1999. The refinanced bonds 

were "pur " GAN . 

4.3 STATE INFRASTRUCTURE BANKs72,7J 

The NH Designation Act authorized DOT to establish the SIB pilot program as 

illustrated in Figure 4_74 A SIB is a State (or multistat ) revolving fund that can offer 

69 NCHRP Innovative Finance, http.//11mrw.inn.ovalive/i.11an.ce .ors 
70 Ibid. 

71 Innovative financing Techniques for Amen·ca's Transit Systems, Federal Tran it Administration, September 1995 
72 Adapted from tire FTA r1uiJ/ication tit.led, "2001 Statistical Summar·ies: FTA Grant Assistan ce Programs" 

73 TEA-21 /net sheets, available al: http://urv.na. (hwa.dol.gov/tea21Lfactsl:eets/index.hlm 

74 Public Law 104-59, sect1011 350 
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loans and non-grant forms of credit assistance to public and private sponsors of Title 23 
highway construction projects or Title 49 transit capital projects. SIBs are intended to 
complement the traditional Federal-aid highway and transit programs by supporting 
certain projects with revenue sh·eams which can be financed in whole or in part with 
loans, or that can benefit from the provision of credit enhancement. As loans are 
repaid, or the financial exposure implied by a credit enhancement expires, a SIB' s initial 
capital is replenished and can be used to support a new cycle of projects. 

Figure 4: State Infrastructure Bank Pilot States 

■ 1998 TEA-21 SIBs 

0 1995 NHS and 1997 DOT Appropriations Act SIBs 
PR 

Under the original NHS Designation Act prov1s10n, Congress established a pilot 
program for up to ten States to enter into cooperative agreements with FHW A and/ or 
the Federal Transit Administration (PTA) for the capitalization of SIBs with a portion of 

their Federal-aid funds provided in fiscal years 1996-1997.75 The DOT Appropriations 
Act of 1997 amended the NHS Designation Act to allow DOT to expand the SIB pilot 
program to include 38 States plus Puerto Rico, and appropriated $150 million in Federal 
general revenue funds for SIB capitalization. The Transportation Equity Act for the 21st 

Century extended the pilot program for four States - California, Florida, Missouri and 
Rhode Island - by allowing them to enter into cooperative agreements with DOT to 
capitalize their banks with Federal-aid funds provided in fiscal years 1998-2003. The 
SIB authorization in TEA-21 modified some of the key provisions of the NHS 
Designation Act by: removing the 10 percent limit on capitalization; removing the 

75 The ten States initially selected by DOT for the SIB pilot program were: Arizona, Califorma, Florida, Missouri, Ohio, 
Oklahoma, Oregon, South Carolina, Texas and Virginia . 
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requirement for separate highway and transit accounts; applying Federal requirements 
to all SIB assistance, including second round assistance from non-Federal sources; and 
establishing a five-year disbursement schedule for capitalization grants. 

4.3.1 State Infrastructure Bank Irnplementation76, 77 

The State Infrastructure Bank (SIB) pilot program was enacted by Congress in Section 
350 of the National Highway System (NHS) Designation Act of 1995. A SIB is a state or 
multi-state entity that administers an inveshnent fund with the capability to make loans 
and provide other forms of credit assistance to public and private entities to carry out 
highway construction and transit capital projects. Projects eligible for SIB assistance 
under the new TEA-21 pilot include highway and transit capital projects as well as 
other surface transportation projects designated by the Secretary of Transportation. The 
SIB program gives states the capacity and flexibility to leverage federal resources by 
attracting non-Federal public and private investment and provides various forms of 
non-grant assistance to eligible projects including below-market rate subordinate loans, 
interest rate buy-downs on third-party loans, and guarantees and other forms of credit 
enhancement. Any debt that the SIB issues or guarantees must be investment-grade. 

TEA-21 provided for a revised pilot program in four states - California, Florida, 
Missouri, and Rhode Island. These states may enter into new or revised cooperative 
agreements that specify procedures and guidelines for establishing, operating, and 
providing assistance from the infrastructure bank. Texas was added to the TEA-21 
authorized SIBs in the Appropriations Act for FY 2001. The revised pilot program does 
not set a limit on the amount of Federal funds that can be used to capitalize the 
infrastructure bank. Funds from Sections 5307, 5310, and 5311 (as well as Federal 
highway funds) can be used to capitalize the bank. Texas had used up its capitalization 
and needed the added authority to use TEA-21 highway funds to increase 
capitalization . No FTA funds were obligated for this purpose in FY 2001. 

4.3.2 Capitalizing a SIB 

Before a State can offer financial assistance to surface transportation projects through a 
SIB, it must first take the appropriate steps to establish and capitalize the bank. The 
steps necessary to create and capitalize a SIB using Federal-aid funds are: 

1) Execute a SIB Cooperative Agreement - The first step in the implementation of a 
SIB is the signing of a cooperative agreement between FHWA and/ or FTA, the 
State and any other party to the SIB. A cooperative agreement is a legal 
document that establishes how Federal and State funds will be managed once 
they are deposited into the SIB. 

76 Adapted from the FTA publication titled, "2001 Statistical Summaries: FTA Grant Assistance Programs " 
77 TEA-21 fa ct sheets, available at: lrttp.l/www.fliwa.dot.gov/tca21/factsheets/index.htm 
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2) Establish an Advance Capitalization (ACAP) Amount - Once a State has signed a 
cooperative agreement with DOT, it can begin the capitalization process by 
requesting an ACAP amount. Advance capitalization is a Federal-aid funding 
procedure by which each State notifies DOT when it has identified an amount of 
Federal assistance that it may ultimately choose to convert to a SIB capitalization 
grant. As specified by the NHS Designation Act, each pilot State's maximum 
potential ACAP amount is limited to 10 percent of most categories of 

apportioned and allocated funding for fiscal years 1996 and 1997_78 
3) Obligate Federal-aid Funds - Obligations occur when a State transfers and 

converts some portion of its requested ACAP amount into a SIB deposit. At this 
point, States must declare from which program categories SIB capitalization 
funds will be drawn. 

4) Outlay Federal-aid Funds - Though an obligation represents a commitment on 
the part of the State to capitalize its SIB, a SIB is not actually capitalized until the 
State requests and DOT deposits funds into either a highway or transit account. 

Within the overall 10 percent capitalization limit, the amount of federal funding 
available for deposit into a SIB in a given year is constrained by a statutory 
disbursement constraint imposed for budgetary purposes. The disbursement limitation 
for SIB highway accounts is keyed to the nine-year outlay rate assumed for the rest of 
the Federal-aid highway program for fiscal years 1996 and 1997, as shown in Table 8. 

Table 7: Outlay Rate for FY 1996-1997 Federal-aid Funds 

Year 1 ", 2 3 4 5 6 7 8 . 9 
Percent of ACAP 15% 53% 16% 5% 3% 3% 2% 2% 1% 

amount available for 
obligation and outlay 

For example, a State that ACAPs $1 million of fiscal year (FY) 1997 Federal-aid funds, 
may deposit or outlay $150 thousand of that amount in FY 1997, $530 thousand in FY 
1998 and $160 thousand in FY 1999. States must contribute a matching amount equal to 
25 percent of the Federal capitalization deposit to each account. 

The four States identified for the extended SIB pilot program in TEA-21 are subject to 
revised outlay rates, as shown in Table 9. The second set of outlay rates apply to 
Federal-aid funds provided in FY 1998-2003. 

78 The eligible FHvVA program categories are: Interstate Maintenance, Na tional Highway System, Bridge, Surface 
Transportation Program, Minimum Allocation, Interstate Reimbursement, Hold Harmless, 90 percent of Payments 
Adjustment and Donor State Bonus. Stales are explicitly precluded from using apportionments for the Congestion 
Miligallon and Air Quality lmprovement Program and allocations for special projects for the purpose of capitalizing their 
SIBs. 
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Table 8: Outlay Rate for FY 1998-2003 Federal-Aid Funds 

Year 1 2 3 4 5 
Percent of ACAP amount available 20% 20% 20% 20% 20% 
for obligation and outlay 

4.3.3 Structuring a SIB and Providing Credit Assistance to Projects 

Figure 5 illustrates the basic structure of a SIB. The structure is designed to allow for 
initial seed capital to be us d to supply loan and credit enhancement on a revolving 
basis to ligible surface tran portation projects. 

Figure 5: Basic State Infrastructure Bank Process 

State Funds Federal Fund~ 
(to Capitalize) l l 

(to Capitalize) 

... ., .. .. _ ....... capitalization .. Account 
'" "' """' 

Highway SIB Transit 
-- -··--

Repayment Account 

r Loans to ! 
Loans to 

Projects ; 
► Projects 

Federal Procedures 
State Procedures 

' . Lo.an Repayments .... ] 

State Infrastructur Banks provide financial suppor t to public and privat sponsors of 
ligible surface transportati n projects during all project stages. The typ of assistance 

which may be provided by IBs include loans, guarant s, intere t rate subsidies, Jetter 
of credit, purchase nd lease agreements and other forms of non-grant assi tance. 

Initial as istance to projects may not b in the form of a grant and is required to comply 
with all relevant F deral Title 23 or Title 49 U.S.C. requirement . Repayments of first 
generation assistance to th se projects that follow Federal procedures may be made 
with any ource of funds - including Federal funds. Project repayments from Federal 
ources must return to the initial capitalizing accounts and cannot be deposited into 

secondary accounts. For pilot SIBs stablished pursuant to the NHS Designation Act, 
repayment deriv d from non-Federal sources can be deposited into a JB secondary 
account that is not subject to Federal requirements. As not d previ usly, the SIB 
authorization in TEA-21 es tablishes Federal requir ments for all rounds of SIB 
a sistance, including repayments from non-Federal sources. 
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4.3.4 Certificates of Participation and Lease Backed Bonds 

Certificates of Participation (COP) are tax exempt bonds, issued by State entities, that 
are usually secured with a specific revenue source such as an equipment or facilities 
lease. Certificates of Participation (COPs) are also a financial mechanism that allow for 
more effective management of a project or program's cash flow. In large capital 
purchases and projects, the use of COPs may accelerate project progress resulting in 
lower costs or advancing the project benefits. Federal Register, Volume 69, Number 89, 
defines COPs as " ... a type of leasing arrangement in which bonds are issued to finance 
the purchase of transit assets. " 

The State entity issues tax exempt bonds with maturities that match the lease term of 
assets . These are purchased by the State entity with the proceeds from the bond issue. 
The State entity then leases the equipment to one or more transit system. The resulting 
lease payment, most often made with a combination of formula grant funds and local 
matching share, are then "passed through" to the bondholders by the State entity. The 
combination of larger vehicle order size, COP's with varying maturities, and lease 
arrangements, reduce and stabilize current capital costs significantly . An example is the 
California Transit Finance Corporation (CFTC) which provided funding for the bus 
purchases of several California grantees, including the Los Angeles County 
Metropolitan Transportation Authority which replaced 333 diesel fuel buses with buses 
that operate on methanol. The CFTC issued COP's secured by a lease on the buses that 
were purchased. Because the transaction involved 40 buses, the local gas utility 
provided a high-speed fueling facility with a favorable capital lease arrangement. 

When a transit agency wishes to make a large capital purchase, (i.e. a facility or rolling 
stock purchase), it may coordinate with a state agency authorized to issue tax exempt 
bonds or a special purpose state entity designed for that purpose. The authorized state 
agency could then issue bonds or COPs secured with the revenue source (lease 
payments) provided by the transit agency. The issued bonds would be structured with 
interest payments and maturities to match the terms of the lease payments. The 
resulting lease payments are then generally repaid by a combination of formula grant 
funds and local matching share. These lease payments are then passed on to the 
bondholders by the state entity in order to retire the bonds. This combination of 
variable maturity bonds and lease arrangements can work to reduce and stabilize the 
capital costs over the life of the vehicle procurement or construction project. 
Additionally, using this structure to consolidate vehicle purchase may be facilitated on 
behalf of multiple transit operators in order to achieve lower vehicle prices associated 
with larger purchases. 79 

Other potential benefits of completing projects on an accelerated basis include: 

79 Innovative Financing Techniques for America's Transit S11ste111s, Federal Transit Administration, September .1998 
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• Reduced risk of higher future prices due to inflation or changes in environmental 
or other laws 

• Lower operating costs from accelerated retirement of older vehicles and 
maintaining a more standardized fleet 

• Higher quality of service to the public and potentially increased patronage 
• Better conformance with mandates for air quality, or service to persons with 

disabilities 
• Net cost savings from interest earned on cash balances 

Since COPs are bonds secured by lease payments, they do require a reserve fund 
sufficient to make at least one scheduled payment and a promise of the transit system to 
use subsequent years grant funds to make lease payments. If a transit agency had 
originally programmed all of the federal funds required for the purchase in the initial 
years, those funds may be reprogrammed to advance other projects. This approach will 
require additional local match funds as the original local match funds are commonly 
used to fund the reserve fund. In recent years, due to increasing market familiarity 
with transit and COPs, Transit Finance Corporations have been able to issue COPs that 
included the Debt Service Reserve Fund (not requiring local funds to be used for the 
purpose), thus lowering the total cost of the financing mechanism. 

4.3.5 State Revolving Loan Fund 

States have the abil ity to use FTA grant funds to establish and operate Revolving Loan 
Funds in support of public and private non-profit transit operators. This mechanism 
allows the State, as recipient or by agreement with its sub-recipients, to aggregate 
certain section funds, pool purchases of vehicles, and either lease or sell these to the 
transit operators, or make loans to transit operators for vehicle and facility acquisitions. 
The revolving loan fund allows pooled vehicle purchases that may help reduce 
acquisition costs. It provides a mechanism for the State to make loans with interest or 
leases to transit operators who might not be able to arrange such transactions on their 
own. It also provides an ongoing source of local capital in support of the State's transit 
operators. The interest payments and lease payments returned to the State's revolving 
loan fund are considered to be "program income" in the context of the FT A grant 
program. These income streams are, therefore, not required to be returned to the U.S. 
Treasury and may be used to make additional loans, leases, and grants to the eligible 
transit grantees. The local grantees are able to use subsequent years' rural or urban 
grant funds to make loan or lease payments, including reasonable interest. 
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4.3.6 State Infrastructure Banks/fransportation Finance Corporations80,81,B2 

In response to states' request for greater flexibility in transportation financing, Congress 
established a Pilot Program for State Infrastructure Banks (SIBs) through Section 350 of 
the National Highway System Designation Act of 1995. Section 350 authorized DOT to 
enter into cooperative agreements with up to 10 states for the establishment of SIBs. The 
purpose of SIBs is to provide assistance to public and private entities carrying out 
projects eligible for federal assistance. TEA-21 made several changes to the SIB pilot 
program. Most significant was the reduction in the number of states that could enter 
into agreements with the DOT to four specific states: California, Florida, Missouri, and 
Rhode Island. Other states, where SIBs where already established, may continue to 
operate those banks however, no additional funding was provided under the act. 

The banks were specifically set up as revolving loan funds to leverage the initial federal 
capital and local match to: 

• 
• 
• 
• 
• 

Make loans 
Provide credit enhancement 
Serve as a capital reserve for bond and debt financing 
Subsidize interest rates 
Issue letters of credit 

• Finance purchase and lease agreements 
• Provide debt financing security 
• Pool rolling s tock purchase 
• Facilitate complicated financial transactions such as U.S. Leasehold Interest, 

Pickle Leases, and Cross-Border Leases. 

The revolving loan fund allows pooled vehicle purchase to reduce acquisition costs and 
make loans or leases to transit operators who might not be able to finance transactions 
on their own. Because the interest and lease payments returned to the SIB are 
considered program income they may be used again for eligible transportation 
purposes. 

The NEXTEA surface transportation proposal contains a request for $150 million per 
year for six years in continuing capitalization for SIBs, and it would expand the SIB 
program to all states, provided they have the requisite local authority to use the 
mechanism. Currently, Georgia has received provisional designation to establish a SIB 
pending the securing the necessary state level authority. 

80 TCRP Legal Research Digest Numbe r 13, Transit Cooperative Research Program, Augus l 1999 

81 Innovative Financing Techniques for America's Transit Systems, Federal Tran sit Administration, September 1998 
82 Innovative Financing Initiatives Final Report, Federal Transit Administration, Mar/aw Systems Technology, Inc. and P.G. 

Corbin and Company, December 1, 1999 
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The most common implementation form for STBs is for states to form transportation 
finance corporations as special purpose entities. Examples include the Florida Transit 
Association Finance Corporation (FTAFC), California Transit Finance Corporation, and 
the Missouri Transportation Finance Corporation. 

In response to FTA's request for innovative financing proposals, the Florida Transit 
Association, in cooperation with the Florida Department of Transportation, submitted a 
proposal to form the FTAFC. FTA awarded the requested grant of $300,000 for start-up 
expenses. 

FT AFC then met with several transit systems to propose a pooled leasing/ purchase 
program for new bus purchases. Eight agencies met and agreed to participate. 
Specifications were developed to meet the needs and requirements of all participating 
transit systems. The FTAFC board approved the transaction but left open the decision 
whether to undertake a COPs-based lease or a cross-border lease. Fluctuating foreign 
interest rates ultimately made the cross-border lease unfeasible. 

A COPs-based lease transaction was undertaken and is governed by the terms of a 
master ]ease. With this master lease, agencies that wish to use COPs can go through the 
FT AFC for their bus purchases. These transactions have saved participants anywhere 
from $1,500 to $15,000 per transaction. Not only is the master lease cheaper and more 
efficient for participants, the FT AFC also benefits by retaining transaction fees that 
range from $500 to $5,000. 

4.3.7 State Revolving Loan Funds83,84 

States have the ability to use FT A grant funds to establish and operate revolving loan 
funds in support of public and private non-profit transit operators. This mechanism 
allows the state as a recipient or by agreement with sub-recipients to aggregate FTA 
funds to pool purchases of vehicles and either lease or sell these to the transit operators, 
or make loans to transit operators for vehicle and facilities acquisitions in a similar 
manner as SIBs. As with SIBs, interest payments and lease payments returned to the 
State's revolving loan fund are considered program income in the context of the FTA 
grant program and may be retained and used for eligible transportation purposes. The 
local grantees are able to use subsequent years' rural or urban grant funds to make loan 
or lease payments, including reasonable interest. 

To address the growing need for dependable, accessible Arkansas Department of 
Transportation (DOT) decided to use its State authority to provide van pool vehicles 
under lease to establish a van-leasing program for public and human services 

83 lrmovaltve Financing Handbook, Federal Transit Administration, available at 
http://www. fta.dot.gov/l.ibrant/mo11e\//i11ovhnbk.html 

84 Innovative Financing Initiatives Final Report, Federal Transit A dministration, Mar/aw Systems Technology, Inc. and P.G. 
Corbin and Compam1, December 1, 1999 
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transportation. DOT would purchase vans, make them accessible for persons with 
disabilities and then lease them without interest to the transportation providers of 
various human services agencies. The program was established with $270,000 in PTA 
discretionary funds, $330,000 in Federal Highway Vanpool program funds, and 
$150,000 in local funds. 

The initial vehicles purchased were provided to 15 human services transportation 
providers throughout the state. As a result, in addition to the cost savings from the 
pooled purchase and interest earned on the balance of the revolving fund, the DOT was 
able to save transportation providers over $330,00 in accumulated interest costs. As 
funds are received by the fund, additional vehicles are purchased on an annual basis. 

4.4 INNOVATIVE FINANCING PRACTICES 

Innovative financing mechanisms have been a more recent form of financing available 
to public agencies for major capital transit investments. There are a number of 
innovative financing techniques that may be used by transit operators receiving 
Federal-financing assistance. Transit agencies may use FT A grant funds, or assets 
acquired with Federal assistance, to enhance the effectiveness of their capital 
investment program with these teclu1iques. Many of these mechanisms were developed 
around special taxation measures passed to encourage increased investment in public 
facilities. The mechanisms described in the following section can be used on most 
transit projects. 

4.4.1 Super Turnkey and Private Financing 

The Super Turnkey process is one where the project engineers, constructors and/ or 
project management consortium undertake to design, build, possibly operate for a time, 
and transfer a facility to the purchasor. In such a situation, designing, constructing, 
purchasing, delivering, installating, scheduling, and other critical aspects of the project 
are directed by the same entity - a Design-Build or Turnkey Manager. As a result, 
construction delays, start-up difficulties, disagreements about change orders and 
project timing are better organized, resulting in faster schedules, likely lower project 
costs and hopefully reduced litigation. 

One modification to this Design-Build or Turnkey process is when the consortium also 
arranges financing. This technique may be attractive for smaller grantees who may not 
have the credit history to minimize their borrowing costs. The Turnkey Manager may 
assist with project financing by accepting delayed compensation (e.g. postponement of 
progress payments) credit enhancements such as an insured line of credit, or even total 
project financing through the issuance of their (the consortium's) own bonds. While 
these financing methods have costs associated with them, they may allow a new transit 
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project to proceed in a timely manner, thus generating time and project saving well in 
excess of the financing cost. 

A Super Turnkey or DBOM contract requires the Turnkey manager to design, build, 
operate and maintain a transit facility or systems for a pre-established period of time. 
In such a situation, purchasing, deliveries, scheduling, and other critical aspects of the 
project are directed by the same entity. As a result, design and construction delays, 
start-up difficulties, change orders are minimized resulting in lower project costs. 
Another benefit of the Super Turnkey project delivery method is the potential for 
vendor financing. 

Most transit operators depend on annual appropriations to fund major capital projects. 
Under the Turnkey arrangement, the Turnkey manager may be able to own credit 
ratings to seek financing for the project. There is also a lease variation to vendor 
financing. In this arrangement the Turn.key manager is generally granted a non­
transferable ownership interest in the project, once it is completed. The Turnkey 
manager then leases the new system to a transit operator for a time, and at a cost, 
sufficient to cover the financing cost and provide a profit. 

During the mid 1980s, the State of New Jersey began to accelerate economic 
development efforts along the waterfront areas of Hudson and Bergen counties. The 
Governor's Waterfront Development Office was formed to energize slm-v-moving plans 
to make this area more attractive for a wide variety of redevelopment activities, It was 
determined early on that a major deterrent to ath·acting redevelopment activities to this 
area was the high degree of roadway congestion and the lack of mass transit options. 

The Governor's Waterfront Development Office decided that improved public 
transportation was a critical component of the overall redevelopment strategy. A 
waterfront light-rail transportation system using modern trolley-car technology was 
determined to be the best option. The project envisioned was a 20-mile light rail system 
stretching from Bayonne and Jersey City in Hudson County to Ridgefield, in Bergen 
County. The State's mass transit agency, New Jersey Transit (NJT) and its parent 
organization, the New Jersey Department of Transportation (NJDOT) were tasked by 
the Governor to build the light rail system. The project acquired its name at this point, 
the Hudson/Bergen Light Rail Transit System (HBLRT). 

NJT began the HBLRT project using the same public works contracting strategy that the 
entire transit industry in the United States used at that time. This method is generally 
referred to as design-bid-build contracting. Under this contracting strategy NJT had to 
design every system element of the project (stations, track, signals, power distribution 
systems, vehicles, maintenance and control facilities) to the 100 percent level, issue 
separate competitive procurements to potential contractors, and then award separate 
contracts on a low-bid basis. Under a design-bid-build contracting strategy, NJT would 
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also bear final r ponsibility and all risk for integrating all of th individually procured 
ystem l ments into a unified light rail tran it ystem. 

It was stimated that und r a de ign-bid-bui1d contracting strategy the project would 
take a minimum of 7 years to complete. It is likely that the project would have taken 
ven longer due to the multiple contractor interfaces that NJ Transit would have to 

manage, the difficulty coordinating the schedules of separat contractors, with the 
resulting schedul delays and cost overruns that had become typical on similar public 
works projects. The lengthy project chedule also incr ased the overall budget required 
to complete the system and creat d political risk that the pr ject would be able to 
sustain the long-t rm support of elect d officials. 

In 1995, NJT made the decision to undertak the first h·ansit DBOM pr ject in North 
America. By 1997 the procurement process was compl ted and a consortium sel cted. 
The final project was compl ted und r original budget timates in a peri d of ab ut 3.5 
years, approximately half of the original sch dule estimate. The DBOM project delivery 
trategy provided the following benefits to NJT: 

• It al lowed a si ngle contractor to assume all responsibility for th project and, 
therefore, reduced NJTs project management staff size by liminating the 
c ordinati n of multiple contractors. 

• chedule c mpression was possible b cause the conh·a tor pro ressed d -sign 
and construction in parallel, as opposed to sequentially using the Design-Bid­
Build method. 

• Th contractor had incentiv to us more durable, higher quality materials 
b cause of long term operations and maintenanc responsibilities. 

• Simpler performance specifications replaced detailed design specifications. 
• B cause the contractor was r ponsible for final design, there wa no possibility 

of design omission/ defect claims. 
• Th -re wa reduced conflict and change orders becau e contractor had more 

ultimate re ponsibility. 
• Th 15-year operating period eliminated the ne d for JT to add addi tional train 

op rators, t chnician and managers to their payroll. 

4.4.2 Delayed Local Match 

Transit systems may wish to delay the application of their I cal matching funding, 
particularly if they are trying to maximize th use of their locally available funds. This 
could occur because the funds are invested in a short-term securi ty, for example, or 
otherwis encumb red. However, there may also be a situation w here the grantee is 
seeking to a1Tange construction period financing or ome oth r innovative financing 
mechanism which could b facilitated through an un ven exp nditure f Federal and 
matching funds. Additional benefi ts could be generated through inn vative project 
financing or other means. 
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The FT A grants process is generally based on a level outflow for a specific project. For 
every 20 percent expended by the locality, 80 percent in Federal funds are expended. 
Little value can be added to such a cash stream through the assistance of private capital 
markets. However, if the Federal dollars are expended first, e.g., for 100 percent of the 
design, engineering, or environmental reviews, then the construction period can be 
financed with some private participation. In this instance local funds can be banked or 
pledged as additional security for construction period financing. This is all possible 
because there are no arbitrage concerns with the local funds as there might be with the 
Federal funds. The benefits of delayed local match is that it may help assure the smooth 
progress of a major transit infrastructure project without any increase in Federal 
outlays. 

4.4.3 Toll Revenue Credits 

!STEA provides that toll revenues on public roads and bridges expended for capital 
investment may count as local match (soft match) for federal grant funds in a specific 
year. This capability allows the local matching share that would otherwise be required 
to match a transit grant to be used for other projects. 

This results from the recognition that different modes of transportation are 
interconnected . Capital expenditures to reduce congestion in a particular corridor 
benefit all modes in that corridor, i.e., automobiles, transit buses, or rail systems. Thus, 
if a conununity constructs a toll bridge to be used as local match under the following 
specific circumstances: 

• The toll revenues must be used for transportation capital investments, not 
operating expenses; 

• The soft match in one year is counted as the amount of toll revenue used for 
transportation capital investment in that year. That is, there is no carryover. 

Depending on local conditions and requirements, a projects local (non-toll) match could 
be banked, or used as matching funds for a discretionary grant, or used to facilitate the 
early completion of other capital projects. 

The FT A Im1ovative Financing Initiative has shown two things. One, that the transit 
systems in our Nation have already made significant advances in financial irn1ovation, 
and two, that the private sector - investors, developers, and the private capital markets -
have an increasingly significant role to play in the continued and enhanced provision of 
public transportation. Only by providing an orderly and predictable transit program 
will ,ve be able to keep the interest of the private investors focused on public transit. 
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4.4.4 Cross-Border LeaseBS,86,87 

A cross-border lease is a financial mechanism that permits investors in a foreign 
country, (usually Germany, Japan, or Denmark), to own assets used in the United 
States, lease them to an American entity, and receive tax benefits under the laws of their 
home country. The tax benefits generated by the foreign lessee are in the form of 
investment tax credits and depreciation. These benefits are shared with the U.S. transit 
operator through reduced lease costs. Typically the transit operator will transfer the 
lease payments and the portion of the asset sale proceeds sufficient to cover lease 
payments to a third party. The remainder of the asset sales proceeds is kept by the 
transit agency as net benefit. 

Historically cross-border leases have netted transit agencies "up-front" cost savings of 
1.5 to 7 percent of project capital expenditures. Between 1988 and 1996 there were 19 of 
these transactions involving a total if $1.23 billion in asset value, which generated a total 
of $66.9 million in net benefits to transit agencies. Due to the complexity and cost of 
these transactions, capital purchases of at least $20 million are generally required. The 
most cost effective cross-border leases have exceeded $50 million in transaction value. 
As with any financial mechanism there are risks involved with cross-border leases. The 
level of cash benefits generated by cross-border leases will vary as a result of interest 
rates, lease duration, asset type, foreign tax laws, transaction costs, and exchange rates. 

In December 1994, the Regional Transportation District (RTD) of Denver, Colorado, 
successfully closed a cross-border lease transaction with DB Export Leasing Gmbh 
(DBX), involving 11 light rail vehicles manufactured by Siemens Duewag Corporation. 
For the transaction the equipment was appraised at approximately $25 million with a 
useful life of 20 years. Under the terms of the agreement CS First Boston (CSFB) entered 
into a lending agreement with DBX to aid in the purchase of the railcars. RTD then 
leased the equipment from DBX under a lease agreement granting RTD a purchase 
option at the end of its 18-year term. With the vehicle sales proceeds RTD paid its 
transaction costs, lease obligations, and funded an escrow account to finance the 
purchase price of the equipment, retaining approximately 2 percent of the proceeds as 
its net benefit from the transaction. 

To reduce the cost of refurbishing its Arrow III commuter rail cars, New Jersey Transit 
(NJT) entered into a cross-border lease with Asea Brown Boveri (ABB) and its 
Netherlands banking subsidiary. NJT sold 223 refurbished commuter rail cars to ABB 
and leased them back for 12 years or more, realizing a transaction net benefit of $18.4 
million. 

8S Innovative Financing Techniques for America' s Transit Systems, Federal Transit Adminisl'ralion, September 1998 

86 TCRP Legal Research Digest Number 13, Transit Cooperative Research Program, August 1999 
87 l11no1.1ative Financing Handbook, Federal Transit Administration, available at 

http://urww.(ta.dot.gov/librant/moneu/inovhnbk.hfnzl 
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Further guidance on cross-border l a es can be fo und in FT A Circular 7020.1 "Cross­
Border Leasing Guidelines. 11 

4.4.5 Pickle Lease (Sale[Leaseback)BB 

In 1986 the Tax Simplification Act eliminated the Safe Harbor lea e and replaced it with 
a new form of municipal I ase with far fewer b nefits to the private inve tor. Thi new 
lease structure, named after one of its sponsors, Senator J.J. Pickl , is commonly ref rred 
to as th 11 pickle" lease. A pickl lease involves the sale and leaseback of assets 
belonging to tax- xempt ntities that cannot, in ordinary circumstance , benefit from 
the depr ciation on their capital as ets. Pickl leases have traditionally involved both 
domestic and for ign investors and are ther fore sometimes considered cross-border 
leases. 

Pickle leases must meet the following criteria : 

• The ini tial lease term may be for at most 0 perc nt of the assets us ful life. 
• L ase payments must be level fro m year to year. 
• The asset being leas d must b salable at the end of the lease, at a market pric , to 

any willing buyer. 

In a pickle lease the transit agency s lls an asset to an equity investor and then 1 ases 
the asset back in a lease tructure involving a third party. Favorable leas term allow 
the transit agency to realiz a net present val ue ben fit of 2.5 to 4.5 percent. The 
primary reasons investors eek pickle leases are that they ar low risk and provide 
table payments ver the long term. Additionally pickle leases provid a means to 

shelter n ar term income from taxati n. 

As with other lease arrangements the FT A has rev iewed all pickl leases to: 

• Ase rtain that the transit syst m would retain eff ctive control of th leased asset 
for ongoing transits rvice. 

• n ure that the tran action did not unduly incr ase the transit system's current 
debt and thu hinder its ability to continue transit ervice. 

• Ensure that the tran it system derives more benefit than its financial advisors 
from the transaction undertaken . 

Jt is important to note that approval by PTA of sale/ leaseback programs is on hold 
pending a review b the fed ral gov rnment of the proc <lure. 

88 Jn11avative Financing Techniques For America's Transit Systems, Federal Tnmsil Administration, September 1998 

Capital Funding Sources for BRT 77 Federal Transit Administration 



4.4.6 U.S. Leasehold InterestS9,90 

U.S. leasehold interest transactions have gained popularity in the transit industry and 
are commonly referred to as a 11467 leases/ "lease-in/ lease-out11 (LILO), and 
lease/leaseback. This type of transaction is originally based on the lease of an 
intangible asset such as movie rights. In a U.S. leasehold interest transaction an 
investor leases an asset from a transit property creating an intangible asset in the form 
of this original or "head" lease. The investor then leases this lease, and the property 
usage rights, back to the transit property. Under this arrangement, as much as 8 
percent of the transaction value may be returned to the transit property. 

U.S. leasehold interest transactions are very similar to pickle leases. They are governed 
by the same laws are restrictions and are attractive to investors for the same reasons. 
However, unlike pickle leases, these transactions generally require assets with values of 
$200 million or more. This suggests that practical use of lease/leaseback techniques may 
be restricted to large transit authorities. 

There are also several key legal requirements related to U.S. leasehold interest 
transactions. The owner of the asset must be a non-taxpaying entity and be at least A­
rated or willing to prove letters of credit from banks rated AA or better. The asset must 
have a 20-year minimum remaining life, a minimum of $50 million in value, and a fair 
market value that increases or remains stable for at least 20 years. In addition1 the asset 
must be property that the head lessee could reasonable use of lease to a party unrelated 
to the asset owner. 

4.4. 7 Vendor Financing91,92 

Vendor financing is a loosely defined term used to describe arrangements in which 
transit operators contract with vendors of transit related infrastructure to provide and 
share in the cost and/ or operation of a particular transit asset. Vendor financing can be 
used to describe portions of Super Turnkey projects or joint development lease 
arrangements however it is most commonly used when referring to arrangements in 
which a single equipment or service vendor retains a long term interest in a facility 
provided explicitly for transit use. Recent examples have focused on the development 
of CNG fueling facilities and bus purchases. 

In 1994 the Metropolitan Atlanta Rapid Transit Authority (MARTA) issued an RFP for 
bus purchases requesting prices for both diesel and CNG buses and vehicles. To 

89 NCHRP Innovative Financing web sile, http://wurw. innovatlvefinance.org 

90 TCRP Legal Research Diges t Nu mber 13, Transit Cooperative Research Program, August 1999 
91 TCRP Report 31: Funding Strategics fo r Public Transportation., Volume 2, Transit Coopera tive Research Program, National 

Academy Press, INashington, D.C., 1998 
92 Innovative Financing Techniques fo r Amenca's Transit Systems, Federal Tra nsit Administration, September 1998 
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encourage MART A to purchase the CNG vehicles Atlanta Gas Light offered to cover the 
entire cost of the fueling facility and provide financial assistance for the bus purchases. 
Atlanta Gas Light paid the entire cost to build the $2.5 million facility. Additionally, 
Atlanta Gas Light paid half of the price differential between CNG and diesel buses for 
the first 60 buses and 10 percent of the price differential for the next 140 buses. In 
return, MARTA committed to purchase its natural gas from Atlanta Gas Light. 

In 1991 the Bi-State Development Agency (BSDA) undertook a test of CNG technology 
for buses in a partnership with the Laclede Gas Company, the local natural gas 
supplier. The test was so successful that BSDA purchased 36 new CNG buses to kick 
off a conversion to CNG for a third of its bus fleet. To complete the conversion required 
BSDA to m odify and existing fueling and maintenance facility and purchase a total of 
205 buses over 12 years. Since FT A could not provide grant funding for more fueling 
capacity than was needed at any point in time, the additional complication of how to 
pay for the fueling equipment was added. BDSA decided to try a mechanism promoted 
by the Natural Gas Industry known as 11 vendor financing. 11 

In May of 1995, BDSA received a $550,000 grant under the Innovative Financing 
Initiative to test its vendor-financing project. Shortly thereafter BSDA accepted a 
competitive bid from Laclede Venture Corporation to design, build, operate and 
maintain the CNG rapid fueling facility . To meet all of BSDA's requirements Laclede 
Venture proposed to install and maintain the fueling facility in four stages, over a 
seven-year period. Thus, BSDA would have the additional fueling cap needed as more 
CNG buses are introduced into service. To pay for the fueling equipment service, 
BSDA and Laclede agreed to a service fee structure over 15 years. 

4.4.8 Capital Cost of Maintenance/Contracting93 

FTA permits grantees to count a portion of the costs of a contract with a private 
operator for transit service operations, as a capital costs eligible for FT A capital program 
funding. This policy is described in more detail in FTA Circular 7010.1, "Capital Cost of 
Contracting. 11 This policy generally applies to contract for transit services where the use 
of facilities and equipment is provided as part of a transit service contract. 

4.4.9 Advance Construction Authority94,95 

If granted by the FT A, Advance Construction Authority allows for the use of future 
federal grant funds to pay for up to 80 percent of principal and interest payments on a 

93 In nova tive Financing Handbook, Federal Transit Administration, available at 
hl lp://wv1w.(/a.dot. gov(l ibra111/monel{!inovlmbk.html 

94 TCRP Report 31: Funding St.ra tegies for Pu blic Tran sportation, Volume 2, Transit Cooperative Re~earch Program, National 
Academy Press, Vv'ashington, D.C., 1998 

95 innovative Financing In itiatives Final Report, Federal Transit Adminislration, Mar/aw Systems Technology, inc. and P.C. 
Co rbin and Companv, December 1, 1999 
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bond issuance that is used to advance a capital project. Pursuant to the Federal Transit 
Act, a transit agency must apply for Advance Construction Authority for on-going 
projects with each subsequent transit authorizing legislation in addition to the regular 
grant application process. Under this mechanism a capital project may be advanced 
through a debt issuance and retain eligibility for federal capital grants. Thus, for 
projects that exceed an agency's annual FT A capital allocation, a transit agency can 
build them immediately without having to wait to collect multiple years of allocations 
and realize benefits of the project sooner. Another advantages of this method of 
payment is the ability to consolidate construction into a single contract that simplifies 
contract management and accelerates project completion. 

Advance Construction Authority does have two disadvantages. First, if FTA funds are 
discontinued or decreased, an Agency could be responsible for funding project costs. 
Second, its use will dedicate a portion of future capital grant funds to the payment of 
debt interest. 

In the early 1990's the Massachusetts Bay Transpor tation Authority (MBTA) was faced 
with the overhaul of its Boston Engine Terminal but could not identify sufficient capital 
funding to move the project forward, and undertaking the project piecemeal was not an 
acceptable option. In 1994 MBT A submitted its proposal to the FT A for Advance 
Construction Authority. Under the plan the $235 million project was to be financed 
through using Section 5309 Fixed Guideway Modernization funds. They proposed to 
use $16 million of their annual allocation per year, over 19 years, to pay off the principal 
and interest of debt instruments used to complete the project. 

Advance Construction Authority was granted, and the MBT A was able to complete the 
project in six years. Based on an annual inflation rate of 5 percent, the project is 
estimated to cost $34 million less that it would have cost had the MBT A used the 
traditional pay as you go method. In addition, MBTA is saving millions in vehicle 
maintenance costs due to the accelerated availability of the new facility. 

4.4.10 Deferred Local Match96,97 

To maximize the use of local funds, transit grantees may wish to delay the application 
of local match funding. For instance if the funds are invested in short-term securities or 
there exists an opportunity for construction financing, this requires uneven expenditure 
of federal funds. 

With FT A approval, a grantee may defer the local share of a transit project funded by 
Sections 5309, 5303, 5307, 5310, 5311, and 5320 funds. Under this policy, grantees may 

96 Innovative Financing Handbook, Federal Transit Administration, available al 
http://wuru.1.fta.dot.sov/l1brant/monei1/inovlrnbk.html 

97 FTA Circular 9030.1 C, Urbanize Area Formula Program: Gran/ Application Jn stn.ictions 
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draw down 100 percent of the first 80 percent of project cost. A request for the deferral 
should accompany the grant request. If a grant has already been approved, a written 
request to FTA must be made. Approval is contingent upon the deferral 1s resulting in 
benefits to transit and upon the applicant1s demonstrating the grantees financial 
capacity to complete the project. Deferred local match is not available for projects with 
Full Funding Grant Agreements. Further information on the deferred local match 
policy is available in 57 Federal Register, 30880, 11 Policy Statements on Local Share 
Issues/ July 10, 1992. 

4.4.11 Toll Revenue Credits98,99 

The passage of ISTEA provided the provision that allows for toll revenues from public 
roads and bridges expended for capital inveshnents to be used as a 11soft match11 for 
Federal grant funds. Thus, local match funds can be used for other projects. The 
passage of TEA-21 made this provision permanent. The amount of credit toward local 
share earned by a state is based on revenue generated by toll authorities within the state 
that are used to build, improve, or maintain highways, bridges, or tunnels that serve 
interstate commerce. TEA-21 also increased the eligibility time frame to four years. The 
determination of toll revenue credits within each state lies with the Federal Highway 
Administration. 

4.4.12 Like Kind Exchange100 

FTA permits the transfer of the remaining Federal interest in an asset to be trnnsferred 
to a new asset in order to facilitate the early replacement of such assets . For example, 
under the Like King Exchange policy, buses which have reached only half of their 
expected useful life may be sold, and the proceeds may be used to pay part of the cost 
of like-kind replacement vehicles, so long as the remaining Federal interest in the 
vehicles is applied to the new vehicles. In such cases proceeds from the sale of assets do 
not have to be returned to the Federal government. More information on the Like Kind 
Exchange policy can be fo und in 57 Federal Register, 39328, August 28, 1992. 

4.4.13 Advance Right of Way Acquisition101 

Under limited circumstances, FT A program funds can be used to acquire and preserve 
existing transportation corridors and rights-of-way for future use in transit fixed 
guideway projects. Alternatively, existing corridors and rights-of-way acquired with 
local funds may be used as a local match for FTA grants at its current value. 

98 Innovative' Financing 1--fondbook, Federal Transit Adm111islration, available al 
hltpl/wurw.fta.dot.gov/library/moneyiinovhnbk.html 

99 FTA Circular 9030.1 C Urbanize Area Formufo Program: Grant Application Instructions 

lOO Innovative Financing Handbook, Federal Transit Administration, available at 
http://urww.ha.dot..gov/libran1(monett/inovh11bk.htm/ 

101 Ibid. 

Capital Funding Sources for BRT 81 Federal Transit Administration 



Acquisitions of corridors and rights-of-way must meet the FTA/FHW A requirement for 
completion of a Major Investment Study before a project can be programmed for 
funding, and the land acquisition must not prejudice the ultimate decisions on mode 
and alignment for the project prior to the completion of the National Environmental 
Policy Act study for the project. 
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