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Preface 

Many urban areas are concerned about the disparities be-
tween the cost of providing tranportation services and the 
revenues available to cover those costs. Local governments 
are being encouraged to become more self-sufficient in 
financing public transportation and highway programs. They 
are looking for ways to overcome revenue shortfalls and to 
find new sources of transit and highway revenues. 

To respond to this need, the Urban Mass Transportation 
Administration and the Federal Highway Administration 
requested that the Transportation Research Board of the 
National Research Council conduct a National Conference 
on Evaluating Alternative Local Transportation Financing 
Techniques. The purpose of the conference was to dissemi-
nate the results of current research on local transportation 
financing to a wide audience of local officials, planners, 
transportation managers, and financing specialists and to 
consider the various issues associated with evaluating alter-
native financing techniques for local transportation capital 
and operating programs. 

A Committee to Develop a Conference on Evaluating 
Alternative Local Transportation Financing Techniques was 
established by the National Research Council. The Commit-
tee reflected a diversity of interests and included local 
government and transportation administrators, financing ex-
perts, private-sector associations concerned with transpor-
tation 

ranspor
tation issues, planners, investment bankers, and academi-
cians (see Steering Committee Biographical Information). 
The Committee developed the conference program and 
supervised the preparation of this report. 

The major topics addressed at the conference were 

- 

Financial planning and its relationship to the urban 
transportation planning process 
Revenue sources for financing local transportation 
Financial planning techniques 
Packaging and implementing the financial plan 

The conference concentrated on small workshop groups. 
To help focus the discussions, resource papers and case 
studies were presented to the conferees before each work- 

shop session. These papers will be found in Part 2 of this 
report. The Steering Committee also prepared a list of 
questions for use by the workshops to help stimulate the 
discussions. These may be found in Appendix A. A Check-
list of Revenue Sources for Financing Local Transportation 
(Appendix B) was also made available for use in the work-
shops. A recorder kept notes for each workshop session, and 
a summary of the discussion was presented by four rap-
porteurs (Part 4). Urban Mass Transportation Administra-
tion and Federal Highway Administration speakers set forth 
the Administrations' positions, research activities, and con-
cerns relating to local transportation finance. At the end of 
the conference, they attempted to identify gaps in knowl-
edge that needed research. 

One of the workshops decided to develop a hypothetical 
case study as a way to address the local finance issues. The 
hypothetical conditions and the resulting financial plan are 
presented in Part 3 of the report. 

Since a primary purpose of the conference was TO 
provide an opportunity to exchange information rather than 
to arrive at a specific solution to the questions that were 
posed, the proceedings attempt to present a sample of the 
breadth of the discussions and do not purport to recommend 
a consensus position or a model solution to the local 
transportation financing problem. 

A brief summary is provided in Part 1 to give the 
reader an overview of the conference. 

The report represents the efforts of the steering com-
mittee, the consultant to the project, the speakers, the 
workshop chairmen, the rapporteurs, the staff of both the 
sponsoring agencies, and most of all the conference partici-
pants. Special appreciation goes to Angela Mulloy of 
Marcom Associates for developing the resource material and 
preparing the report. Arturo Politano and Edward Thomas, 
the sponsor's program managers, provided staff assistance to 
the project. The project was performed under the super-
vision of K. B. Johns, Assistant Director, and Kenneth E. 
Cook, Transportation Economist, of the Technical Activities 
Division of TRB. 
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Overview 



Overview 

In recent years, agencies responsible for constructing, oper-
ating, and maintaining highways and transit systems have 
found it increasingly difficult to finance these facilities. 
Increasing demands for local transportation coupled with 
decreasing revenue sources have financially constrained 
local transportation agencies. 

The causes of the crisis in local transportation financ-
ing are complex—the result of the interplay of several 
events that began in the late 1970s: 

The energy shortage and the subsequent rise in 
gasoline prices, coupled with federal requirements 
for more fuel-efficient automobiles, resulted in a 
decline in fuel consumption and thus in motor fuel 
tax revenues. 
In the late 1970s and early 1980s, there were 
unforeseen drastic increases in construction, main-
tenance, and operating costs of transit and high-
ways. 
The "property tax revolt" in several states reduced 
local revenue sources for all purposes. 
There has been an increased need for maintenance 
funding resulting from deferred maintenance prac-
tices for both highways and transit. 
Matching requirements for federally funded pro-
grams have required substantial local financial 
contributions. 
Direct operating subsidies for transit have been 
curtailed by the federal government. 
Escalating interest rates have caused a decline in 
the ability of state and local governments to enter 
the bond market. 

As a result, local agencies are caught in the middle of a 
financial squeeze, with traditional revenue sources decreas-
ing and local demands for transportation increasing. Al-
though financial needs for streets and highways differ from 
those for transit, there are many common elements that can 
be shared. 

The federal government has sponsored substantial re-
search on transportation finance. A large body of literature 
has evolved, but many issues remain unresolved. Some of 
these areas are 

How can financial planning practices be improved? 
Who is responsible for the program, the financial 
plan, and the budget? 
Can forecasting techniques be made more accu-
rate? 
How can a financial plan be developed to cover 
capital and operating programs? 
How can the financial plan be marketed success-
fully to the political decision makers and the 
necessary constituencies? 

This is a summary of the conference proceedings and 
resource papers relating to financial planning, forecasting  

costs and revenues, funding options, and packaging and 
marketing the plan. 

THE FINANCIAL PLANNING PROCESS AND TECHNIQUES 

A successful process is one that combines transportation 
planning and budgeting to match needs and resources and 
develops a set of integrated plans, programs, and budgets. 
Frequently, however, the process follows two separate 
paths: one that considers financial resources and another 
that considers transportation needs. Financial planning is 
usually the responsibility of the finance office, and the 
transportation planning office often plays only a minor role 
in budget development. This results in a fragmented plan-
ning process in which the projects that are identified are not 
financially achievable. 

Integrating the financial planning and transportation 
planning processes into a single, interactive, more iterative 
process may be one way to alleviate this problem. Vital 
elements of such a process include identifying common 
goals, analyzing the environment, identifying future options 
and their consequences, evaluating current problems and 
resources, and improving communication among all the 
participants in the decision-making process. The final 
product is an identification of strategies for developing and 
maintaining the transportation system. 

It is important for the process to begin at the local 
level and reflect local goals and requirements. Local 
governments may be reticent to participate in a process 
that is imposed by a higher level of government. While 
implementation agencies may take the lead in estimating 
needs and costs, a careful evaluation of their input is 
necessary to be sure that short-range objectives and oper-
ating interest do not carry too much weight compared to the 
longer-range comprehensive plan. 

Public acceptance and approval of the plan are primary 
considerations. It is therefore wise to involve all affected 
groups early in the process. Their input can provide a better 
focus for needs identification and resource allocation. 
Private businesses may even provide a catalyst since they 
usually have a vested interest in assuring that transportation 
development brings economic vitality to the community. 
Public workshops and open discussions can be effective ways 
to encourage participation. A coordinator can be useful for 
focusing the discussions and assisting citizens in sharing 
their ideas and concerns. Temporary task forces and 
professional mediators may provide a neutral environment in 
which to negotiate major issues. Since some forms of public 
participation can be costly, each locale will need to assess 
the form of public involvement that would be most appro-
priate. 

Financial planning is not only a technical process. It 
also includes an iterative political process that seeks to 
balance service needs and financial constraints. The major 
concern in developing a financial plan is to consider all of 
the effects of a plan, as well as the future impact of such 
things as inflation, demand, and costs. 
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Effective financial planning includes both strategic 
planning and budgeting. Although it may be difficult to 
forecast long-term demand for services or costs, transit 
experience on high capital systems has generally shown that 
costs are substantially underestimated and usage overesti-
mated. Likewise, highways may become congested soon 
after they are completed even though excess capacity was 
designed into the system. 

Developing a strategic plan is the first step in financial 
planning. A strategic plan attempts to identify the future 
changes over a period of time and to identify different 
scenarios necessary to achieve the desired transportation 
program. Strategic planning integrates long- and short-term 
investment decisions with operational and human resource 
decisions. 	From the private sector viewpoint, it is a 
marketing concept that starts with identification of needs 
for a product or service, identifies product characteristics, 
and then targets specific groups and products to meet those 
needs. 

Developing a strategic plan includes the following ac-
tivities: 

Analyze the Environment —both the threats and 
opportunities that may lie partially hidden in the 
near and distant future. 
Consider Basic Assumptions—continuation of cer-
tain levels of fiscal support, growth patterns, geo-
graphic expansion, and development or contraction 
of service. 
Assess Current and Future Posture—current and 
future material and human resource needs such as 
public image, employee requirements and turnover, 
training, and availability of information. 
Analyze Market Potential— future travel demand, 
community development and redevelopment ef-
forts, and other community needs that may affect 
transportation 
Develop Goals and Objectives—priorities that will 
evolve into workable, practical objectives and a 
realistic time frame for accomplishing these 
objectives. 
Develop a Marketing Plan—segments of the market 
to be pursued, the types of service to be offered, 
and the funding schemes and promotional plans to 
be used. 
Identify Resources—facilities, equipment, and 
organizational and political requirements necessary 
to achieve the objectives and serve the target 
markets. 

Financial planning reflects strategic decisions and out-
lines options to obtain the revenue to implement those 
decisions. The financial plan may identify the service needs 
in a particular community and reflect the political consen-
sus for raising revenues. While it could meet current needs, 
a good financial plan may be molded by long-range plans for 
the community. 

In developing the financial plan, focus needs to be on 
the financial impact of the programs to be undertaken, the 
requirements for additional resources, and the need for 
legislation or additional planning. Financial plan develop-
ment includes the following tasks: 

Review current operations and the cost of those 
operations projected as closely as possible for the 
next 1- and 5-year periods. 
Develop goals, priorities, and objectives based on 
near-term priorities and adequacy of the funding 
level. Coordinate ongoing and new programs and 
identify their costs and budgets. 
Prepare estimates of labor costs, maintenance 
costs, energy costs, capital costs, travel demand, 
funding, and subsidies. 
Prepare different scenarios of key factors such as 
demand, federal support, new taxes, labor costs, 
inflation rates, and so forth. 

Budgets allocate specific resources to facilities or 
programs and provide a yearly financial plan by which to 
control actual expenditures. They also provide data to 
evaluate service. Typically, the steps in preparing a budget 
are 

Develop a tentative program of services to meet 
the needs and desires of the community within 
established public policy guidelines. 
Project annual dollar costs for all expenditures to 
achieve the desired programs. 
Project revenues, and develop a financial plan to 
meet the budget requirements. 
Compare expenditure and revenue projections and 
determine strategies for meeting shortfalls. 

A major problem in most current budgeting processes is 
the separation between the financial plan for the period and 
the policy and program implications of a budget. Budgeting 
is more than a continuation of the current programs; it is a 
policy decision-making process. 

REVENUE FORECASTING 

Revenues are derived from a number of sources that range 
from government taxes and subsidies to direct user charges 
and private sector contributions. These revenue sources are 
subject to the vagaries of inflation, shifts in government 
policy, adjustments in supply and cost, and uncertainties in 
demand—all of which make long-term revenue forecasting 
difficult. 

The state or local agency responsible for collecting 
taxes usually forecasts tax revenues. The procedure in-
volves predicting such factors as population, employment, 
retail sales, motor vehicle sales, fuel consumption, and 
interest rates. 

Financial forecasting techniques vary in sophistication. 
A number of agencies employ sophisticated modeling tech-
niques, while others extrapolate past trends. The Urban 
Transportation Planning System (UTPS) is a battery of 
econometric models used to forecast travel demand. One 
transit model forecasts route-level data on ridership by fare 
type; another method simply assumes an average number of 
riders per hour, multiplied by an assumed average fare. 
Trend predictions range from straight-line techniques to 
regression analysis of historic data. In some procedures, 
results are tested by examining demand elasticities, particu-
larly when increases in user charges are being considered. 

FORECASTING COSTS 

A capital improvement budget typically includes the cost of 
the materials, labor, and financing necessary to build a 
facility. Some agencies use a project priority ranking and 
programming scheme to develop their capital budgets. 
Factors such as physical condition of the facility, conges-
tion, and safety are used in order to establish criteria for 
project selection. In recent years, because of escalating 
costs of materials and labor, many localities have adopted 
the policy of deferring maintenance. Consequently, al-
though a capital budget does not usually include the full 
life-cycle cost of operating and maintaining a facility, some 
local agencies are beginning to include these estimates in 
their budgets so that officials can better understand the 
financial impact of an improvement and the cost of inade-
quate maintenance of existing facilities. 

Forecasting techniques for operating and maintenance 
costs are generally not as well defined as those for capital 
budgeting. Techniques range from simple trend projections 
to computer modeling. The technique used depends in part 
on the accounting system and related information systems 
available to supply the data. Some current cost-reporting 
systems may be adapted to capture data from payroll and 
operating statistics, which can be used for budget forecast-
ing, while others cannot produce useful data without con-
siderable restructuring. 
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Some form of trend analysis is the most commonly used 
technique for predicting costs. In the simplest form, 
predictions are made by unit cost models based on a fixed 
schedule. More sophisticated analyses use costs from cur-
rent and previous years, factored for current age and 
condition, and predictions of economic trends. Inflation 
adjustments are also estimated for external factors. Many 
agencies rely on manual data capture for input data to 
develop forecasts. 

FUNDING SOURCES 

The traditional sources of transportation funding include 
motor fuel taxes, vehicle taxes, tolls, government subsidies, 
and developer financing. Most new sources are really 
extensions of traditional sources rather than truly innova-
tive solutions. For example, dedicated taxes for local 
transportation have been growing in popularity, several 
states have implemented local option motor fuel taxes, and 
there has been renewed interest in toll roads and developer 
financing. Joint development, benefit assessment districts, 
and tax increment districts offer potential revenue sources 
in special site-specific situations. 

There is no fail-safe funding source. What may work 
well in one community may not work at all in another. 
Regional differences, political structures, prevailing ideolo-
gies, spatial factors, and economic bases all limit the types 
of mechanisms that can be used in a particular area. In 
addition, federal and state laws may preempt or impede the 
implementation of new revenue sources at the local govern-
ment level. 

Different members of the community have different 
motivations for supporting a new transportation funding 
source. Businesses may be supportive to gain greater 
accessibility to customers. 	Environmentalists, social 
groups, and groups favoring reduced traffic congestion may 
also be supportive. 

In considering a new revenue source, local governments 
need to quantify the benefits to be provided as well as the 
probability of success and the impediments to implementing 
a new financing plan. In addition to such intangibles as 
political and public attitudes, an assessment of the following 
will be necessary: 

Is the economy generally healthy and growing, or is 
it stagnant or declining? 
Is the industry mix cyclical or relatively stable? 
Are trips generally short or of the long-haul 
variety? 
Will municipalities cooperate in implementing a 
financing approach? 
How strong is support for transportation expendi-
tures? 
Does enabling legislation exist at the state level? 

Other important questions include: 

Is the source equitable? Fuel taxes may favor 
heavy vehicles at the expense of lighter ones. 
Sales taxes are regressive; income taxes are pro-
gressive. 
How stable is the revenue? Revenues from a sales 
or income tax may fluctuate more severely than 
those from a property tax. 
What administrative costs are involved? Some 
options require more administration than others. 
Toll roads, for instance, typically have higher 
collection costs than motor fuel taxes. 
What are the potential side effects? Certain taxes 
lead to boundary problems and retaliatory taxes. 
Tax rates are crucial to a region's competitive 
economic position, especially where the central 
city is competing with other regional centers. 
Economic development could be adversely affected 
by excessively high beneficiary-based taxes. 

A real and immediate need for action can be an 
important element in gaining public support. Long-range 
plans that anticipate need may not be viewed favorably, and 
those that show too much of a need could even indicate that 
continuing with the project would be unwise. However, 
long-range financial planning can be useful in assuring a full 
and open public consideration of the necessary funding for 
desirable activities and in preventing some projects from 
being undertaken when their future financial needs cannot 
be met. 

Plans requiring expanded financing may be viewed by 
the public with some skepticism. An open discussion of 
revenue sources and clear communication of the need for 
the project and proposed revenues can play an important 
role in convincing constituents that the benefits will be 
worth the cost. 

Timing and local community attitudes are important 
elements in gaining support for a funding source. A 
conducive environment has two key facets: a clear appre-
ciation of the need for action on the local level and 
interaction with both the public and the political decision 
makers. 

REVENUE OPTIONS 

Many states, cities, and transporation agencies have 
recently been developing alternative ways to finance trans-
portation projects. Those that have been implemented 
successfully include sales taxes, private financing, new debt 
instruments, donations, lotteries, and benefit-assessment 
districts. A summary of some of the traditional and 
alternative sources that are becoming popular follows: 

User Fees 

Vehicle Fees 	A variety of fees and taxes imposed by 
most states on vehicle owners as part of 
the vehicle registration process. Can in-
clude a graduated tax on vehicle weight 
or miles traveled. Usually considered a 
charge for access to system and not based 
on use of system. Provides stable source 
of revenue. 

Fuel Taxes 	Levied by all states on fuel sales. Some 
local governments are authorized to im-
pose motor fuel taxes and share in state 
fuel tax revenues. Are easily adminis-
tered and produce substantial revenues. 

Parking Taxes 	Imposed by local governments on vehicle 
drivers or facility operators. Can yield 
significant revenue in large urban areas 
but may have adverse impact on local 
businesses. 

Tolls 	 Fees charged to users of a facility. Gen- 
erally based on size, weight, number of 
axles, and distance traveled. Can produce 
high amounts of revenue and are par-
ticularly useful where revenue lags behind 
increased traffic demand. 

Transit Fares 	Involve patronage fares, passes, and sur- 
charges for peak-hour use. A combination 
of several alternatives may be necessary 
to maximize return. 

Utility Fees 	Transportation tax added to water and 
sewer fees based on consumption. Could 
include street utility fees. 

Nonuser Fees 

Property Taxes Levied on both real and personal property. 
May be imposed by states, local govern- 
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ments, or transportation authorities, al-
though some states have rate limitations. 
Revenues may be inflation sensitive. 

Income Taxes 	Include employer payroll taxes and 
employee income taxes. Can produce 
substantial revenue due to large base; 
however, few local governments are 
authorized to use income taxes for trans-
portation. 

Private 	 Includes sharing ownership cost between 
Ownership 	transportation agencies and private entre- 

preneurs, employer subsidies for transpor-
tation, or development of a private 
consortium with authority to finance, 
construct, and charge fees to provide 
transportation. Eligible for specific de-
preciation and investment tax credits. 

Private 
	

Land or capital contributions by busi- 
Donations 	nesses and private citizens for improve- 

ments that have strong private interest. 
Donors benefit from tax deductions and 
access. 

Sales Taxes 	Imposed on general merchandise, specific 
services, and luxury items by most states 
and many local governments. Some por-
tions may be diverted or dedicated to 
transportation. Easily administered and 	Debt Financing 
responsive to inflation. 

- 

Severance Taxes Levied on removal of minerals and natural 
products from land or water. Can be 
imposed on resource-extracting indus-
tries. 

Special Benefit Fees 

Tax Increment Earmarked revenues from taxes on per- 
Financing sonal and real property based on increases 

above a fixed base attributable to trans- 
portation improvement. 	Must be autho- 
rized by the state and can be used only by 
jurisdictions with ad valorem taxing au- 
thority. Can be used to secure bonds. 

Special Charges to the owner of a property that 
Assessments benefits from an improved transportation 

facility. Can be based on frontage, area, 
value, or a combination of factors. 	Can 
be used to support bond issues, although 
special legislation is usually required. 

Impact Fees Imposed on private developers to mitigate 
impacts 	of 	the 	development 	on 	local 
service. 	Can be in the form of tax on 
square footage, sponsorship of a transpor- 
tation 	program, 	or 	improvements 	to 
adjoining facilities. 	Can be used as a 
condition for obtaining site plan approval 
or building permit. 

Service Charges Charge on properties for direct access to 
a transportation facility. May be assessed 
as a lump sum contribution to a capital 
item or an annual fee to cover operating 
costs. 

Private Financing 

Developer 	Payment of capital transportation im- 
Financing 	provement costs by private developers in 

return for dedicated land, construction of 
specific facilities, traffic control mea-
sures, or subsidized facilities. May be 
voluntary or required by law. May result 
in reduction of public expenditures but 
can be inequitable to developers. 

Negotiated 	Contributions by private developers to the 
Investments 	cost of public transportation improve- 

ments in return for changes in existing 
zoning and building regulations. Revenue 
potential opportunities may be limited by 
growth, construction rate, mobility re-
quirements, and location desirability. 

Bonds Appropriate for high front-end capital ex- 
pense where a tax or fee can be pledged 
for debt service. 	Good source for obtain- 
ing large amounts of revenue quickly, al- 
though 	local 	government's 	authority is 
usually regulated by the state. 

Participation Used to provide evidence of ownership to 
Trust an investor who leases property back to 
Certificates the agency. Secured by asset and cash 

reserve fund. 	Interest to investor is tax- 
exempt and there is low risk. 

Grant Can be issued upon contract execution to 
Anticipation provide working capital before receipt of 
Notes government 	subsidies, 	grants, 	or 	reim- 

bursements. 	Interest is tax-exempt, and 
payment is guaranteed by municipal reve- 
nues. 

Zero Coupon 	Issued by public agencies at price below 
Bonds 	 face value and at a deferred unspecified 

interest rate. Discounting maturity value 
provides competitive, tax-exempt yield. 

Interest 	 Investment of borrowed funds at a higher 
Arbitrage 	interest rate than is being paid. Can 

generate significant amounts of revenue, 
although public agencies face severe 
penalties for use other than to reinvest 
debt service reserve funds or to tempo-
rarily reinvest unspent bond proceeds. 

Vendor 	 Loan provided by manufacturer for value 
Financing 	of equipment. Often used to gain com- 

petitive bidding advantage. Does not 
generally require specific revenue pledge, 
although local agencies need authority to 
issue. 

Private Leasing Ownership of equipment or building by a 
private firm that then secures a bond and 
leases equipment or building to agency. 
Lease agreement is structured so that 
bond proceeds pay for most of the pur-
chase price. Private firm benefits from 
accelerated depreciation allowances. 

Private Property Utilization 

Leasing or 	Involves the sale or lease of undeveloped 
Selling Rights 	land, subsurface rights, or air rights sur- 

rounding a public facility. Can generate 
site-specific revenue and can provide a 
steady, long-term cash flow. 
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Leasing/Selling Can be a potential revenue source, al- 
Existing 	though it may require capital outlays and 
Facilities 	sophisticated real estate and development 

skills. Amount of revenue is affected by 
availability and condition of facilities, 
characteristics of local real estate 
market. May require approval if facilities 
are funded by federal or state sources. 

Land Banking 	Involves the process of purchasing land 
and holding in anticipation of future use. 
Substantial cost savings possible, although 
large capital outlays are required and 
some states may prohibit use. 

Special Revenues 

Advertising Fees Includes charging fees or taxes on bill-
board advertising and renting space on 
public facilities such as parking meters, 
bus shelters, vehicles, 	and terminals. 
Local government may require authority 
to monitor advertisements. 

Lottery 	 Allowed by several states, although very 
few allocate revenue to transportation. 
Can result in substantial revenue, al-
though state legislation is required and 
operation involves close control and 
management. 

Enhancing Revenue Picture 

Contracting 	Involves contracting out work to reduce 
Services 	costs or meet peak requirements on prof- 

itable activities. Allows greater flexibili-
ty in adjusting program size. 

Budget Indexing Automatic adjustment and guarantee of 
transportation revenues to meet rising 
costs. Permits better long-range planning 
and programming and results in part of 
the budget being immune to inflation. 

Terminating 	Phasing out exemptions to special user 
Exemptions 	groups and on alternative fuels. Has po- 

tential of recapturing signficiant amounts 
of revenues. 

Cash Flow 	Shifting from an accrual to a cash-based 
Management 	financial management system. Can result 

in one-time source of additional revenue 
and generate significant interest on cash 
balances. 

PACKAGING THE FINANCIAL PLAN 

A successful financial plan is credible and has been inte-
grated with other needs and demands for transportation 
services. Each financing need requires a unique approach, 
and the climate for the process varies with each local 
government. This stems from different attitudes toward 
goals and policies, political constraints, legislative limits or 
requirements, and bureaucratic tradition. Packaging the 
financial plan therefore involves working with other levels 
of government, other affiliated departments within the local 
jurisdiction, and the private sector to maximize eligibility 
for grants, loans, and other forms of financial assistance. 
This is a complex process that frequently involves inter-
departmental decisions and adjustment of priorities. 

Dependable funding can be instrumental in conducting a 
well-planned and orderly program. Therefore, it is helpful if 
revenues can be dedicated for local transportation and if 
additional funds can be authorized when delay, inflation, 
and higher standards result in increased costs. 

Timing can be a significant factor in large-scale 
projects for which land acquisition and construction costs 
are heavily concentrated in the early years. Debt financing 
programs can sometimes be applicable, especially when cash 
flow from other financing sources may not be adequate. 
Generally, large districts with a well-developed tax base 
tend to be preferable for financing in the early years where 
large amounts of capital are needed. Local tax districts can 
be used to fund later capital outlays or operating subsidy 
needs where interests and support are more localized. 

The following factors are important when evaluating 
alternative finance sources: 

Public acceptance 
Administrative costs and efficiency 
Institutional feasibility 
Revenue potential 
Revenue source preemption by other governments 
Efficiency 
Equity of distribution of costs and benefits 
Resistance by affected groups 

Existing tax sources seem to be preferable because of 
existing administrative structure, less need for new legisla-
tive action, and established public acceptance. More inno-
vative techniques have uncertain results, require more 
analysis, and may require a stronger marketing approach. 

However well-planned a financial plan may be, there 
are likely to be budget and schedule changes. Labor 
practices, affirmative action, environmental factors, and 
competition among bidders will affect the total costs of a 
program. The challenge of the program manager is to 
deliver the product as close to budget and schedule as 
possible and at the same time respond to changing commu-
nity concerns and fluctuations in the economy. 

SELLING THE PLAN 

In general, selling the financial plan involves keeping deci-
sion makers, legislators, and constituents informed about 
program developments, available resources, and the conse-
quences of program decisions. 

It is important to develop a marketing strategy early in 
the project. This strategy can be used to encourage 
widespread participation in the planning process and to 
inform the public and local officials about the proposed 
projects, the budget level, and the techniques proposed to 
meet revenue shortfalls. It can also identify benchmarks in 
the process that will require coordination and outside 
review. It may be helpful to give one staff member overall 
responsibility for liaison on the plan. 

An effective marketing strategy requires a cooperative 
attitude and close liaison with the state government, espe-
cially if state enabling legislation, a bond referendum, or a 
diversion of tax funds will be required. State officials will 
be concerned with equity in the apportionment of projects 
and in the financial burden. They will want assurance that 
long-term commitments will be met. Cooperation with 
federal agencies will also be needed to prepare applications 
for grants and loans and to obtain federal-aid funding. 

An important step in developing a marketing strategy is 
to identify those people with a vested interest in the 
project. Their support will be essential to the success of the 
program. Stressing the benefits of the program is more 
likely to gain their support than trying to sell the program. 
However, they need to be assured that their objections, 
interests, and problems will be addressed by this program. 

Participation is necessary from all interested sectors—
social, economic, political, business—as well as the news 
media and related special interest groups. These citizens 
can help in generating public support if they feel the funding 
requirements are valid. Needs, funding proposals, and any 
changes need to be carefully explained so that constituents 
are confident of exactly what is to be funded, how it 
benefits their part of the community, whether they can 
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trust the government to deliver the program on budget, and 
what voice they may have as decisions are being made. The 
information will be important input in allowing them to 
compare the project with other proposals and to weigh both 
its benefits and disadvantages easily. 

It is wise to work with the media to avoid misinterpre-
tation of plans before they are ready for presentation. 
Keeping good press relations and at the same time keeping 
the planning process open and responsive require great care 
and attention. Media involvement minimizes the chances of 
the press incorrectly reporting information and can act as a 
positive force in forging consensus for a financing plan. 

Financial planning needs to concentrate on the long 
iterative process that involves a broad range of constituen-
cies. The process itself appears to be more important in 
determining the ultimate success of the program than does 
the technical financial plan. While a good plan is founded on 
a sound technical base, the responsiveness to the public's 
perceived needs for services and the involvement and com-
mitment of the entire community to the transportation plan 
were identified as the key elements for success in achieving 
the transportation program. As one of the workshops 
pointed out: "Maybe the process [planning] is more impor-
tant than the product [the plan]." 
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INTRODUCTION 

The primary subject of this discussion is a review of 
financial and service planning processes in the Atlanta, 
Georgia, metropolitan region as they apply to transporta-
tion, both transit and roadways. The objective is to discover 
how a financing and service planning package is developed 
and marketed. 

This effort involves two primary tasks—review of the 
region's planning process and discussion of any packages that 
may have been developed by the process. While this 
discussion is concerned with the planning process task, a 
greater degree of attention and detail is devoted to discus-
sion of financing packages. 

The transportation planning process in the Atlanta 
region has some structural and procedural differences from 
many similarly positioned communities around the nation, 
but the core elements of the process are not particularly 
different, and a detailed treatment is unnecessary. The only 
true package to be developed in the region is that supporting 
the 1971 Metropolitan Atlanta Rapid Transit Authority 
(MARTA) referendum, and, therefore, it will receive the 
most attention—not because it produced a stunning victory, 
which it did not. 	However, it provided the margin of 
victory and has had long-term benefits not originally antici-
pated. 

THE ATLANTA METROPOLiTAN AREA 

In a legal sense, the Atlanta metropolitan district is com-
posed of the seven counties (Clayton, Cobb, DeKaib, 
Douglas, Fulton, Gwinnett, and Rockdale) forming the 
Atlanta Regional Commission (ARC), the region's Metropoli-
tan Planning Organization (MPO). In an economic develop-
ment sense, the metropolitan district comprises nine coun-
ties and is beginning to embrace parts of additional counties 
as well. Indeed, the growth of urbanization beyond the 
boundaries of ARC is one of the emerging problems in 
transportation planning in the region. 

Transportation planning in metropolitan Atlanta does 
not speak with one voice, at least not in the short run. The 
central pillars of transportation planning are ARC's long-
term plan and the MARTA rail system. 

THE ATLANTA REGIONAL COMMISSION 

ARC was formed in 1972 by state law, to undertake planning 
functions within the seven-county Atlanta metropolitan 
region. This required written agreements with the seven 
county governments, the city of Atlanta, and 53 municipal 
governments within the region. 

A key agreement is the Triparty Agreement among 
ARC, MARTA, and the Georgia Department of Transporta-
tion (GADOT). This cooperative agreement is of particular 
importance in that it brings three of the most powerful 
organizations in the region into regular and structured  

contact, and led to the development of mutual goodwill and 
respect. This cooperative spirit also affects the other 
governments comprising the planning region, and ARC is, on 
occasion, the only organization on speaking terms with all 
other organizations in the region. 

In terms of transportation planning, there exists a pre-
ARC regional plan developed in the 1960s that envisioned a 
sizable network of new freeways. In the post-MARTA 
referendum era, virtually all of the new freeways have been 
deleted from the long-term plan in favor of upgrading the 
existing freeway system and expanding the MARTA rail 
system. 

Several references have been made to the referendum 
MARTA rail system and even to a post-MARTA referendum 
era. These references acknowledge what is probably the 
single most important event in Atlanta's transportation past, 
present, and future: the 1971 passage of an addition to the 
sales tax to fund the construction of a 53-mile rapid rail 
system. While the details of this event will be reviewed 
later, what is important for present purposes is an under-
standing that the referendum system is viewed as an 
inviolate commitment. The referendum system was an 
existing commitment when ARC was formed. All long-
range transportation planning starts from the referendum 
rail system and the upgraded freeway system. 

The abandonment of most of the new freeways con-
tained in the long-range plan developed before the existence 
of MARTA and ARC is evidence of the impact of the rail 
system on long-range planning. While it is true that other 
factors such as highway construction costs and neighborhood 
opposition to particular freeway projects have played a role 
in the abandonment decisions, the existence of the 
referendum MARTA rail system provided an alternative to 
freeway construction that made abandonment more reason-
able and more palatable. 

The long-range Transportation Improvements Plan (TIP) 
was developed in 1977. This plan endorses the referendum 
rail system and addresses alternatives for the postreferen-
dum system period. The plan calls for a 101-mile rail 
system serving five counties and substantial bus service in 
seven counties. The rail and bus systems presently serve 
two counties. 

The long-range plan also includes various highway 
projects. Some corridors will experience substantial transit 
and highway improvements, if the long-range plan is real-
ized. 

The plan was developed by constructing a series of 
global scenarios, ranging from all highways with no new 
transit to all transit with no unprogrammed highways. 
Highways and transit have been integrated in the planning 
process and treated as complementary mobility techniques. 

The ARC has been unsuccessful in encouraging the non-
MARTA service counties to explore transit alternatives to 
their growing congestion problem. This encouragement has 
taken the form of funding for transit feasibility studies as 
well as the reserving of a share of the region's UMTA 
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Section 5 monies for each of these counties. The same 
concept is being used with the region's Section 9 funds, but 
these funds can be reserved for only 1 year before realloca-
tion to MARTA. 

The ARC planning process establishes a framework 
within which the local planning for roadways occurs. 
Regional roadway plans are contained in the 8-year regional 
TIP. When a project is placed in TIP, its costs must be 
consistent with the available projected funding. With regu-
lar cost projection updates, this policy has been able to keep 
project costs to within approximately 10 percent of the 
available funds. Local governments find this structured 
program, balancing projects with funds, to be beneficial. It 
is a policy adopted by the ARC Board, and the Board is 
composed of the member governments. A recent update of 
the TIP revealed potential difficulties in this policy. 

Local activities revolve around this rather standard TIP 
process. Local governments set priorities for projects, with 
rankings based on local policy and politics. These project 
listings by priority are used locally or sent to other appro-
priate organizations, such as ARC or GADOT. Improve-
ments involving federal-aid highway funding are sent to 
GADOT for a final decision. 

Most local street and road projects do not require 
regional or GADOT attention. However, ARC does have a 
special review process for major projects considered to have 
regional impacts. For such a project, governmental units 
comprising ARC must review and approve the project. Any 
extensions to the MARTA rail system or major freeway 
initiatives would fall within this review process. Otherwise, 
local governments have the usual freedom to plan and 
execute local projects with local impacts funded from local 
resources. 

One local initiative in this respect is the recently 
developed Fulton County cost-sharing program with private 
developers for off-highway improvements. Under this pro-
gram, developers are required to contribute to an escrow 
account a pro rata share of the costs of specific off-highway 
improvements, based on estimated traffic generation, and 
the improvements are paid for with funds from this account. 

ARC has a Board-adopted policy of maintaining a 
balance between projects in the TIP and the availability of 
funds. Regular updates for the 2-year annual element of 
the regional TIP have served to maintain this balance on an 
ongoing basis. These updates are now indicating that 
funding will not be sufficient to support all the roadway 
projects contained in the current plan. Therefore, ARC is 
recommending that proposed projects be trimmed back and 
new funding sources developed. ARC will attempt to 
develop the revisions in the projects and the new funding 
sources. This situation bears watching, as it may produce 
the first packaging of roadway projects with a particular 
funding mechanism in metropolitan Atlanta. The 1971 
MARTA referendum package has been the only project so 
presented to date. 

A joining of roadway improvements with a financing 
mechanism would constitute a major and important change 
for metropolitan Atlanta. There is no unified financial plan 
for roadway improvements beyond the projections for indi-
vidual projects contained in the TIP. Financial planning 
occurs at each level of funding at the present time. This is 
a factor in the realization of projects involving multiple 
organizations, even when there is coordination at the plan-
ning stage. A few examples of such difficulties will be 
noted during the discussion of MARTA activities. 

THE MARTA PACKAGE 

The 1971 MARTA referendum is an excellent example of 
packaging and marketing a financial and service plan as a 
joint proposal. Even though the referendum passed by a 
narrow margin, the system enjoys broad-based, strong com-
munity support. In the main, this support rests upon two 
factors: 

Packaging of the original proposal 
Effective delivery of items in the package 

The MARTA system was originally placed before the 
voters in 1968 and suffered a major defeat. Subsequent 
investigation and analysis indicated several reasons for that 
defeat, including 

The use of the property tax as the funding mecha-
nism 
Poor or no communications with major segments of 
the community; the Black community in particular 
A proposal that focused on long-term benefits but 
paid little attention to immediate transportation 
needs 	 -. 
The absence of firm federal funding commitment 
The perception that the proposal was being 
rammed down the public's throat 

In short, MARTA supporters moved too quickly and 
without proper attention to developing a consensus of sup-
port among the various communities of interest in the 
Atlanta region. 

The period between 1968 and 1971 was spent addressing 
these errors. The funding source was a major concern, as it 
was a primary factor in the defeat of the 1968 referendum. 

Several alternative sources of funding were examined 
during the inter-referenda period. The primary sources 
considered were 

The property tax 
A gasoline tax 
A cigarette tax 
Benefit assessment districts surrounding stations 
and rail lines 
An income tax 
A commuter income tax 
A sales tax 
Combinations of those listed 

Even though the income tax option received consider-
able attention, serious consideration narrowed to the 
property and sales taxes. The other options were eliminated 
from consideration because they either did not generate 
sufficient revenues or did not have political support. 

In the choice between the property and sales taxes, the 
dividing lines of support emerged with the city of Atlanta 
favoring the property tax and the counties favoring the sales 
tax. MARTA had no preference. 

The debate over the funding mechanism continued until 
the mayor of Atlanta agreed to support the sales tax, if the 
other parties would agree to free transportation. This 
statement led to the political consensus to support a sales 
tax, coupled with a low fare structure, the exact nature of 
which was to be developed later. 

The fare structure that emerged was a 10-year policy 
with a 7-year commitment to a 15-cent fare with free 
transfers (the existing fare was 40 cents with 5-cent trans-
fers). 

The MARTA supporters went to the state legislature 
and community meetings with a combination package of a 
sales tax of 1/2 percent and a 7-year 15-cent fare. While 
legislative hearings were being held, the sales-tax rate and 
the role of the state government underwent major changes. 
During the community meeting process, MARTA policy 
became better defined and was committed to paper, with 
respect to a number of issues of importance to various 
communities of interest. 

The original sales-tax rate considered was 1/2 percent, 
but during the legislative hearings, the rate was moved to 
3/4 percent as cost numbers and fare-subsidy numbers be-
came more detailed. 

The state of Georgia continued to be the funding source 
for the proposed MARTA system over and above the sales-
tax revenues. Governor Jimmy Carter was advised that the 
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collection of a 3/4  percent sales tax would present the state 
with major administrative difficulties, and Governor Carter 
proposed that the rate be moved to a full 1 percent, and the 
state would no longer contribute to the costs of MARTA. 
MARTA supporters were willing to accept this suggestion. 

To secure the support of the fiscal conservatives in the 
state legislature, a number of compromises were made. A 
major concern of these legislators was the level of the fare 
subsidy. An agreement was reached that the sales-tax rate 
would drop to 1/2 percent at the end of 10 years, and the 
system would then be required to recover 50 percent of its 
operating expenses from the farebox. The 10-year time 
frame was selected because the construction plan called for 
completion of the heavy construction phase within 10 years. 
The 10-year fare policy reflects this provision of the 
legislation. Since the passage of the referendum, MARTA 
legislation has been amended to extend the full 1 percent 
rate until June 30, 2012, and to impose the existing low 
farebox recovery requirement of 35 percent of the previous 
year's operating cost. 

The core part of MARTA's package was formulated 
through a process of political consensus that was being built 
by local governments and political entities through com-
promise in the state legislature. When this legislation was 
passed by the Georgia State Legislature in 1971, the process 
of community building began in earnest. 

A major component of the MARTA package was a 
series of formal policy statements adopted by the MARTA 
Board of Directors. A key policy statement was the 10-year 
fare policy that committed MARTA to 7 years of 15-cent 
fares followed by 3 years of annual 5-cent fare increases. 
After 10 years, the fare would be set at the level necessary 
to meet the farebox recovery requirement contained in the 
enabling legislation. 

The financial package contained a 1 percent sales tax 
for 10 years, declining to 1/2 percent thereafter, and a 
10-year low-fare policy. The service component of the 
package began with a 53-mile rapid rail system and certain 
specified improvements to the bus system. 

Several aspects of the service component grew out of 
numerous community meetings and were incorporated in 
formal commitments by the MARTA Board. Such items as 
bus shelters, air-conditioned buses, and service levels were 
prominent aspects of bus system improvements contained in 
the service component package. 

Another important aspect might be termed the com-
munity responsibility component. The Black community 
came to MARTA with a set of concerns that, if satisfied, 
would ensure their support. MARTA responded with a series 
of Board-adopted formal policy statements. This approach 
to learning community concerns and developing formal 
policy commitments that could be addressed within the 
abilities of the system was followed in a wide range of 
community matters. Prominent among these policy state-
ments are those that address 

Fair treatment for persons displaced by MARTA 
rail construction 
Equal employment practices 
Minority business enterprise procurement policies 
Equal service levels to all segments of the com-
munity 

The package that went before the voters included a 
clearly stated financing mechanism, a written commitment 
to low fares, a service package statement for bus and rail 
services, and a series of positive policy commitments on 
matters of particular interest to various communities in the 
Atlanta region. Together these items presented a rather 
strong package, but the vote was close. The result should 
not, however, detract from the long-term value of this well-
developed package. 

The MARTA system presently enjoys extensive popular 
support. This situation rests, in large measure, on two 
primary factors. 

First, the referendum package contained some benefit 
for most segments of the community and, second, MARTA 
has delivered what it promised. As one observer stated: 
"They had a public trust placed in them and they delivered 
on that trust." As another commented: "There are very few 
people who cannot see some direct benefit from the MARTA 
system." It seems apparent that a well-designed package of 
financing and service has benefits far beyond its initial 
usage. 

For the purposes at issue here, MARTA is a clear 
success story, built by hard work, imaginative thinking, and 
extensive interaction with the communities of interest to be 
affected, and rested on a solid package that addressed 
multiple issues of concern and interest. No matter how 
commendable these pillars of success may be, the most 
critical element in the long-term success of the referendum 
package has been delivery on the public trust. 

TRANSiT-HIGHWAY COORDINATION 

Transit planning and its coordination with highway planning 
occurs primarily within the framework of ARC, and espe-
cially under the Triparty Agreement among ARC-MARTA-
GADOT. The basic responsibility and most of the activity 
for transit planning rests with MARTA. The ARC long-
range plan coordinates transit with MARTA, highways with 
GADOT, streets and roads with local governments, and each 
with the others. ARC also participates in various short-
range planning and coordination activities with MARTA rail 
and local governments, as well as with the GADOT. Results 
of these effort have been mixed. 

To illustrate two aspects of the planning process involv-
ing the transit-roadway interface, two examples are worth 
consideration. Both are either failures or successes, de-
pending on which part of the process, from planning to 
implementing, is being considered. 

During the preliminary engineering of the MARTA rail 
system, a series of studies called Transit Station Develop-
ment Studies (TSDS) was undertaken. These studies con-
tained highly detailed land use and traffic pattern analyses 
and addressed such questions as what a local government 
wants from the station and what MARTA can do to satisfy 
their aspirations. One of the benefits of these studies is 
that the MARTA rail system is planned rather than engi-
neered. 

Out of these studies came the decision to merge two 
North Line stations into a single station and make major 
improvements to the intersection involved. The intersection 
improvements made the station merger desirable. All 
concerned parties agreed, and the agreement became part 
of MARTA's rail system design and the region's TIP. The 
station is 98 percent complete and no construction has 
begun on the intersection improvements because of difficul-
ties in obtaining rights-of-way. As one planner put it: "Is 
that coordination or isn't it?" He had no ready answer. The 
plans were coordinated, but the result is not yet coordi-
nated. 

Another illustration that is a result of these studies is 
the decision to construct a ramp from an existing MARTA 
rail station parking lot directly to the adjacent Interstate 
highway. AU parties have agreed, and the ramp is in the 
regional TIP. However, no one thinks they should have to 
pay for it. The planning was coordinated, but no ramp exists 
yet. 

These two examples point out a problem in the regional 
planning structure for metropolitan Atlanta. There is a 
central planning agency, ARC, and a structured planning 
process for the region. Plans tend to be constructed with a 
regional perspective, and transportation alternatives tend to 
be coordinated. 

This planning agency is not a meaningful dispenser of 
funds, and there is no coordinated financial planning for the 
region's transportation system. The planning process has no 
direct and meaningful structural linkages to the funding 
process. While the planning may be regional in scope, the 
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funding is predominantly local in scope. Further complicat-
ing the transit-highway coordination process is the total 
lack of interaction between transit and highways on funding 
matters, with the occasional exception of a particular 
project. 

This structural separation of transportation planning 
and financing renders any effective packaging of service and 
financing for multimódal transportation projects virtually 
impossible. 

CONCLUSION 

There are positive and negative lessons to be learned from 
the Atlanta experiences, as this review of transportation 
planning, financing, and coordination in the Atlanta metro-
politan region indicates. The regional planning process 
placed special emphasis on the 1971 MARTA referendum 
package, which was approved, and points out that the 

formulation of a coherent package of financing and service 
has short-term benefits when selling the transportation 
service, but, more important, can build a community support 
base that may produce significant positive long-term ef-
fects. Certainly, this was the case for the MARTA package. 

In addition, the review has shown that coordinated 
multimodal transportation service planning has definite 
long-term benefits, in that each mode may draw upon the 
strengths of the other and growth may be more structured 
and orderly. When service planning is structurally divorced 
from financing authority, the positive impacts of joint-
service planning are lessened and, in some cases, negated. 
One approach to this particular problem is a regional 
planning entity with financial authority of some type, but 
this may not be politically acceptable in all situations. In 
that case, goodwill and jointly developed service goals must 
be relied on to provide incentives to follow the service 
planning with a timely flow of financial resources. 



Financial Elements of Urban Transportation Planning: 
Puzzling Over the Metropolitan Transportation Puzzle 

Bruce D. McDoweli, Senior Analyst 
Advisory Commission on Intergovernmental Relations 
Washington, D.C. 

INTRODUCTION 

The fiscal stress being faced by the transportation corn mu-
nity across the nation and the traditional straight-line 
financial planning process commonly used for metropolitan 
transportation do not work well together. It can be argued 
that this mismatch will be overcome by a redefinition of the 
financial planning process to make it more iterative, politi-
cally conscious and sensitive, open, and mature. 

This argument assumes there will be little or no change 
in the fragmented patterns of governmental and intergov-
ernmental organizations and responsibilities in most of the 
nation's metropolitan regions in the foreseeable future. 
Usually, the opposite assumption is made, followed by a 
prescription for reducing governmental fragmentation. 
However, such prescription frequently falls on deaf ears. It 
would be refreshing to look at opportunities for improving 
financial plans by working with the organizations and pro- 
grams already in place. 	 - 

Moving financial planning toward greater effectiveness 
within its present environment requires different skills than 
the readily available technical ones of forecasting, costing, 
and budgeting. This approach focuses directly on the 
scarcer skills and resources needed for managing interper-
sonal and intergovernmental dynamics. 

The tasks undertaken here are to 

Refine the concept of financial planning to meet 
today's circumstances 
Examine alternative approaches to financial plan-
ning that might yield better results 
Identify those organizations and individuals who 
hold financial power 
Appraise alternative methods of linking separate 
revenue and expenditure streams to commonly held 
regional goals and strategies 
Evaluate the roles of metropolitan planning organi-
zations in the linking process 
Characterize the types of skills needed to success-
fully plan metropolitan transportation finances 

THE F11'TANCIAL PLANNING TASK 

Financial planning involves the process of matching re-
sources to needs. In the standard concept of this process 
(Figure 1), planners are expected to set forth a plan for 
transportation facilities and services that will be financed 
and implemented by others—each step following the other in 
a straight-line progression. In times of plentiful funding, 
this concept works well, and financial planning is a rather 
straightforward matter of segmenting the plan into discrete 
projects, developing cost estimates for each project, aggre-
gating costs, comparing the total to revenue forecasts, and 
adjusting project priorities to balance costs with revenues. 

With cutbacks in some traditional revenue sources, 
fluctuating pressures of inflation, shifting responsibilities  

among the levels of government, and multiplying proposals 
for improving productivity, this straightforward process is 
too rigid. The separation of planning, financing, and imple-
menting no longer produces satisfactory results. 

For at least a decade, what has been developing instead 
is a more complex planning process (Figure 2), in which the 
cost implications of building, maintaining, and operating 
transportation systems have become embedded in all parts 
of the planning process. This became very explicit with the 
advent of the federal requirement for Transportation Sys-
tem Management (TSM) analyses in the mid-1970s, and is 
being reemphasized now with requirements for stable finan-
cial commitments and maximum local shares in new federal 
regulations for major capital projects. The substantive 
transportation plan has become at least as important to 
financial success as revenue forecasts and revenue enhance-
ments. As finances tighten, productivity improvement and 
proposals for shedding public responsibilities to the private 
sector may receive even more attention in some places than 
proposals for increasing revenues. When cost and revenue 
estimates do not match, the nature and extent of transpor-
tation 

ranspor
tation services are as likely to be reevaluated as are the 
yields of present and proposed revenue sources. 

At this point such concepts as alternative types of 
services, alternative service providers, revised standards of 
service, contracting out, and negotiating private sector 
partnerships come into play. In other words, financial 
pressures may lead us to plan a different transportation 
system than was originally contemplated, and to pay for it 
with a more complex financing package than the one first 
proposed. Instead of a simple financial plan consisting of an 
operating capital budget, the result may very well involve a 
series of 

Investment strategies 
Spending plans 
Revenue plans 
Debt management plans 
Marketing plans 
Service shedding plans 

There may be many plans in each category, and each 
plan may be the responsibility of a different agency and 
dependent on a separate—and possibly unpredictable—source 
of funds restricted to specified uses. In addition many plans 
may contain elements of strategy, rather than firm dollar 
commitments. For example, a revenue plan may 

Count on grants not yet awarded 
Contain tax increases the state legislature would 
have to enact or a local referendum that would 
have to be passed 
Propose private land donations, leases, value cap-
tures, or transit subsidies that must be negotiated 

Coordinating and relying on this broad array of financial 
plans often proves to be a challenging task. 

15 
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ALTERNATiVE APPROACHES TO FINANCIAL PLANNING 

The basic tension in financial planning comes in deciding 
whether transportation needs should generate the transpor-
tation budget or whether budget policy should generate the 
transportation program. Together with the age-old dilemma 
of whether to pursue strategic or project planning, this 
tension sets the stage for many controversies. Some combi-
nation of these approaches generally emerges. In times of 
cutbacks, the budgeteers have more going for them than the 
planners, unless the planners can demonstrate the cost-
effectiveness of each proposal. 

The effect of tight-money times and cost-conscious 
planning is to blur the traditional stages of the planning 
process that step down from broad system plans to corridor 
plans, to moderately precise multiyear programs, to specific 
projects. When costs were not critical, it was possible to 
plan metropolitan area-wide transportation systems, using 
very rough financial estimates, and let precise cost esti-
mates wait until the project design stage, when implement-
ing agencies became involved. Likewise, when metropolitan 
plans needed to consider only physical transportation routes 
and facilities, operating cost estimates were left to the 
operating agencies. These cost details now are moving into 
the metropolitan planning arena because of both their 
immediate and long-term effects over the life of the 
planned facilities and equipment. Who should prepare such 
cost estimates: metropolitan planners, implementing agen-
cies, or some combination of the two? Tight-money times 
tend to blur agency responsibilities. It is no longer clear 
which comes first—the strategy or the project. 

Another factor in blurring responsibilities is the pres-
sure over the last decade to move planning closer to 
implementing. This can be done by giving planning agencies 
a degree of control over operating agencies or, conversely, 
by placing more of the planning function in the implement-
ing agencies. The federally required Transportation Im-
provement Program (TiP) was an attempt to bridge the gap 
between planning and action without making fundamental 
changes in responsibilities, but it has not been entirely 
successful. As a result, making planning more realistic and 
effective has led to continued controversy, and planning 
funds have started shifting to the implementing agencies. 

The danger in this shift is that long-range visions and 
objective analyses, unencumbered by vested operational 
interests, will be sacrificed for short-term administrative 
effectiveness. Some elected officials feel that the imple-
menting 

mple
menting agencies are substantially more staff-dominated 
and less-hospitable places in which to debate basic policies 
than the metropolitan planning agencies. In the Advisory 
Commission on Intergovernmental Relations (ACIR) 1983 
survey of city, county, metropolitan planning, transit 
agency, and transit union officials in 56 metropolitan areas, 
52 percent of the respondents corroborated these misgivings 
by favoring the concept of separating transit policy making 
from operations (1, p.96). 

One partial antidote to blurring everything in the 
metropolitan transportation planning process is to sift out 
the purely local projects having no interjurisdictional impact 
and cut them loose from the regional program. Some 
projects are outside the scope of regional planning, and 
relaxed federal regulations for urban transportation planning 
and programming allow reduced detail for others. There is 
room for further movement in this direction. The results 
could help streamline the metropolitan planning process, 
while removing an irritant to local governments and releas-
ing local energies for initiating needed innovations. 

- 

FRAGMENTED FINANCIAL POWERS 

Financial powers are real; planning powers are not, even 
when embodied in officially adopted plans. The inherent 
weakness of metropolitan plans was recognized in the 
federal comprehensive, continuing, and cooperative (3C) 
requirement for transportation planning, which makes any 

project not included in officially adopted TIP plans ineligible 
for federal funding. This requirement was an attempt to 
unify financial powers fragmented by separate federal high-
way and transit grant programs. Many state highway 
agencies opposed this requirement and found ways around it. 
Directly funded transit agencies tend to parry planning 
policies with which they disagree, leaving financial power in 
the transportation field—real power—highly fragmented. 

There are four federal transportation planning grant 
programs and seven principal highway and transit implemen-
tation programs. Table 1 depicts this fragmentation of 
power. Local governments and metropolitan planning 
organizations (MPOs) each receive funds directly from only 
two of the eleven programs, while states and transit opera-
tors each are funded directly by five programs. Although 
MPOs play a role in approving the use of funds in ten of 
these eleven federal-aid programs, others play equally 
strong or stronger roles. In no case does the MPO receive 
implementation funds itself that it could pass on to imple-
mentors willing to follow the MPO plan. Instead, the 
implementors already own the funds and usually initiate the 
projects they want to pursue. 

Transportation funds from state and local taxes, transit 
fares, and other sources go directly to the implementing 
agencies in most cases and are budgeted independently. 
Operating primarily under federal rules and regulations, 
MPOs have little leverage over these non-federal funds. 

The financial plans for transportation in most metro-
politan areas are the separate budgets of the multiple 
transit providers, the multiple local governments, and the 
state transportation departments. 

LINKING SEPARATE 
REVENUE AND EXPENDITURE STREAMS 

The main task of a metropolitan financing plan for transpor-
tation is to link these separate revenue and expenditure 
streams to a common set of goals and strategies, insofar as 
they are of regional significance. There are many different 
methods for attempting this task. Some are centralizing, 
others are decentralizing, and still others are mixed. 

Centralizing Methods 

The most straightforward way to link the multiple transpor-
tation revenue and expenditure streams in metropolitan 
districts is to channel them through a single point. For 
example, if the federal grant funds to be spent for highways 
and transit in a given metropolitan area were allocated 
directly to the MPO for sub-allocation in accordance with 
the MPO's own planning, substantial coordination would be 
expected. Many diverse and strong political pressures would 
focus on the MPO in the process, but the mere fact that a 
single organization would be responsible for all final deci-
sions could be expected to elicit at least a modicum of 
internal consistency among projects. The Metropolitan 
Transportation Commission in San Francisco, California, 
probably comes closest to this model. 

Another option is to reduce the number of grant re-
cipients, even though it might not be ppssible to have only 
one. An example is the transit funding agency illustrated by 
the Chicago Regional Transportation Authority (RTA). RTA 
is not the region's MPO and has nothing to do with highways, 
but, for transit, it comes close to holding all the cards. 

Still another centralizing option is for the MPO to 
assume a strong mediation role. For this to work, a 
significant number of the organizations holding transporta-
tion finance power in the region would have to agree to 
negotiate their differences for the sake of realizing mutual 
benefits. In such a situation, the MPO could offer a forum 
for the negotiations, perhaps with the help of a professional 
mediator. This technique—referred to as negotiated invest-
ment strategies (NIS)—has been tried in St. Paul, Minne-
sota Gary, Indiana; and Columbus, Ohio. 

A fourth centralizing option is for the MPO to promote 
cooperation and coordination by informal means (2). This 
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TABLE I Principal Federal Aid Programs Supporting Metropolitan Transportation 

Programs State 

Principal Recipient 
Local 	Transit 

Government 	Operator 

Principal Project Approval Agencies 
Local 	Transit 

MPO FHWA UMTA State Government Operator MPO 

Planning 

Section 8 Transit Technical 
Studies x 	x x x 

Section 9 Transit Block 
Grant x X X 

PLGrants X 	X X X 

HPR Grants X X 

Implementation 

Section 3 Discretionary 
Transit Capital Grants X X X X 

Section 9 Transit Block 
Grants x X X 

Urban System Highway and 
Transit Capital Grants X X X X 

Interstate Substitution 
Highway and Transit Capital 
Grants X X X X X X x X X 

Interstate Highway Grants X X X X 

Primary Highway Grants X X X X 

Secondary Highway Grants X X X X 

Totals 5 2 5 2 	6 4 5 2 4 10 

Source: ACIR staff compilations, 1984. 

approach could include such techniques as (a) voluntary 
committees and task forces, established for specific pur-
poses and on a temporary basis; (b) regular meetings of the 
responsible general managers of transit agencies and other 
key transportation officials; and (c) designated liaison staffs 
within the major transportation agencies who are specifi-
cally charged with developing stronger communication chan-
nels among cooperating agencies. The idea is to develop 
close personal relationships and professional ties among 
transportation officials as an important means of creating a 
healthy and productive "web of trust,' that can lead to staff 
sharing and staff collaboration among agencies, smoothing 
their coordination activities. Some such activities are found 
frequently, but they are more highly developed and more 
fully used in certain places in California, such as San Diego 
and San Francisco. 

Decentralizine Methods 

Delegation of responsibilities is the key concept in tech-
niques that decentralize financial planning. One means of 
delegating is to establish a regional planning framework to 
guide specific planning by local governments and other 
transportation agencies. The separate plans can be re-
viewed by the MPO for consistency with regional guidelines 

and sent back for further work, if found deficient. This 
process is used in Minneapolis and St. Paul, Minnesota, as 
well as in Oregon and Florida. 

A variation of this delegation theme is to subregional-
ize the planning and negotiating process. Under this agree-
ment, only unreconciled differences surface at the regional 
level. State or county lines that divide the region often give 
rise to this approach, which is often reinforced by suballo-
cating transportation funds to the subregions, either by 
formula or by some process of negotiation. 

The most separatist approach is to encourage competi-
tion among transportation agencies, on the assumption that 
the most cost-effective and successful ones will be 
rewarded and create the biggest benefits. This is a market-
place-type of rationale that applies more to transit than to 
highways. 

These centralizing and decentralizing methods need not be 
applied to the entire metropolitan transportation planning 
and financing task. The different transportation modes and 
subregions can be treated differently within the same 
metropolitan area. 
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THE MPO ROLE 

The obvious question that arises about ways to link the 
separate revenue and expenditure flows is, "What about the 
MPOs—weren't they designed to provide these linkages?" 
This is a good question and needs to be answered. 

Present MPO Roles 

A recent ACffi study of metropolitan transit evaluated the 
MPO situation (1). The basic finding was that MPOs are 
doing a creditable and needed technical job of compiling 
transportation projects proposed by operating agencies, 
molding these projects into the TIPs required to administer 
federal grants, and constraining TIPs to a fiscal level 
reasonably commensurate with expected federal funding. 
MPOs routinely juggle priorities and resolve minor issues. 
Yet, major new initiatives and efforts to resolve big contro-
versies that may have been discovered by the MPO usually 
were found to occur outside MPOs in the regular political 
channels occupied by mayors, governors, and legislators. In 
other words, the MPOs' technical processes and the regions' 
political processes do not seem to mesh well. Real decision 
makers do not use MPOs. Nevertheless, once the big 
decisions have been made, MPOs reflect these decisions in 
their revised TIPs. 

TiP revisions are frequent. As reported in a recent 
Transportation Research Board (TRB) report, the portions of 
a TIP annual element not funded, plus the portions amended 
during the year, may be large enough to create significant 
potential for changing the intent of the original program (3, 
p.48). 

Obviously, the average MPO is neither the policy inno-
vator nor the financial planning wizard one might suppose it 
to be after reading what is expected of it. 

The Future of MPOs 

ACm's 1983 survey of a broad range of officials in 56 
metropolitan areas (1, pp.90-102) revealed, in part, that 

Most respondents saw the MPOs in their districts 
as needing to (a) expand their scope of planning to 
meet a broader range of financial, regulatory, and 
public and private partnership issues, (b) place 
greater emphasis on strategic reevaluations of the 
nature of future transit services, and (c) simul-
taneously meet short-range transit service and 
productivity improvement needs 
Substantial minorities saw a need for greater 
coordination of transit plans with land use policies, 
parking programs, and automobile tolls 
A majority of the respondents felt that the MPOs 
should make greater use of informal coordination 
techniques, but there was lukewarm support for 
expanding representation on the MPO governing 
boards to include labor and business, and opposition 
greeted the proposal for giving MPOs greater 
authority 

The conclusions emerging from these findings, as far as 
MPOs are concerned, are that their current usefulness could 
be enhanced, but their powers should remain limited. These 
conclusions are in line with two other recent studies pre-
pared for the U.S. Department of Transportation (DOT) 
concerning better ways to coordinate urban transportation 
(2). These studies found that fragmentation of responsibili-
ties was the general case, and fragmentation was likely to 
persist in the foreseeable future. They laid primary stress 
on improving coordination through 

Financial and other incentives encouraging public 
agencies and individuals to embrace cost-effective 
transportation improvements 
A closely knit web of relationships and trust among 
key individuals in the transportation community 

Specific techniques—both formal and informal—of 
strengthening relationships among individuals and 
agencies 
Greater involvement of interest groups and the 
public as transportation projects are developed, 
thereby strengthening nongovernmental support 

The reports stressed the potential effectiveness of 
these techniques, regardless of how fragmented the formal 
organizational structure may be in a metropolitan region, so 
long as a talented individual coordinator committed to, and 
skilled in, operating in a public policy environment is 
assigned the task and is supported by trusting leaders within 
the community. 

In light of the federal government's withdrawal from 
most programs for metropolitan planning other than those in 
the field of transportation—including particularly the with-
drawal from metropolitan land use planning—state legisla-
tion would appear to provide the only other option for 
strengthening metropolitan transportation coordination. 
Where strong state action has occurred, as in Minneapolis 
and St. Paul, Minnesota; Atlanta, Georgia; and San Fran-
cisco, California, MPOs do have some worthwhile advan-
tages. Where legislative potential exists in the states for 
forging stronger links among the multiple transportation 
financial flows, they should be pursued. However, there is 
probably more promise in most places in taking the informal 
coordination route. 

SUMMARY 

As important as it is for metropolitan transportation financ-
ing to have good cost estimates, reliable forecasts, respon-
sive cost accounting, timely facility condition inventories, 
accurate service performance reports, creative productivity 
improvement proposals, and correct budget documents, it is 
equally important to establish cooperative networks for 
interagency coordination. This may require professional 
skills in listening, communicating, marketing, mediating, 
organizing the community, lobbying, and running successful 
meetings. It is a mistake to think these skills are just 
common sense that can be applied by any manager. These 
skills are needed by MPOs and other participants in the 
metropolitan transportation process. They must be pursued 
diligently and patiently to achieve success. 

MPOs are structured to bring everyone together so they 
can get to know each other, build mutual understanding and 
trust, share information, and learn to work together con-
structively toward common goals. The organizational struc-
ture cannot do the job alone. If the participants and 
facilitators are inept, these contacts can generate discord 
rather than trust and cooperation, and no matter how good 
the financial data and proposals are, they are not likely to 
be coordinated or implemented. 

An extra effort to perfect these skills is essential. 
When it is time to budget for the financial planning staff, 
some of these non-financial skills should be funded. Sub-
stantial dividends in the form of better linked transportation 
revenue and expenditure streams will be realized. 
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Case Study on Local Financing Techniques: Denver, Colorado 

George J. Scheuernstuhl, Director, Transportation Services 
Denver Regional Council of Governments 
Denver, Colorado 

INTRODUCTION 

The Denver region has relied heavily on traditional federal 
and state funding sources to fund transportation improve-
ments. To respond more rapidly to growing transportation 
needs in the last 10 years, other revenue sources and mech-
anisms have been put in place to supplement the traditional 
sources, and a Regional Transportation District (RTD) was 
created with specific authority to levy taxes and collect 
funds in the district. Recently special districts have been 
authorized and implemented by Colorado statute that allows 
the collection of taxes for unique capital infrastructure 
purposes, including transportation, within the geographic 
bounds of the district. Although these districts are public 
entities, they generally are operated by developer interests 
and provide a unique vehicle for the private sector to 
supplement traditional transportation funding sources. 

Despite the traditional funding sources and supple-
mental sources, funds for needed transportation improve-
ments 

mprove
ments are not adequate to meet current and future demand 
for transportation facilities. In recognition of this problem, 
the Denver Regional Council of Governments (DRCOG) has 
been involved in identifying and seeking acceptance of 
additional local and state funding sources for transportation 
improvements. This paper summarizes that process. 

- 

TRADiTIONAL FUNDING SOURCES 

The principal sources for funding highway improvements in 
the Denver region and the state of Colorado are the 
traditional federal funding sources, including Interstate 
transfer, Interstate 4R, and primary, secondary, and urban 
system funds. In fiscal year 1985, these sources provide 
about $233 million. The State Highway User's Tax Fund 
(HUTF) is derived primarily from the collection of 12 cents 
per gallon on motor fuel, supplemented by vehicle registra-
tion fees and driver's license fees, and is the principal 
source of state funds for highway transportation needs. In 
fiscal year 1985, the Highway User's Tax Fund will produce 
about $320 million. The funds are used for varying transpor-
tation-related activities as follows: 

Administration, state patrol 	 17 percent 
Maintenance and operation 	 34 percent 
Passthrough to cities and counties 	32 percent 
Capital projects 	 17 percent 

The funds allotted for capital improvements, currently 
$54 million, go entirely for matching traditional federal 
funding sources. It should be noted that substantial funds, 
under the term "Administration, are used for other than 
direct highway activities. For example, operation of the 
State Highway Patrol is funded from the Highway User's 
Trust Funds, as is trucking regulation and operation of weigh 
stations. 

In an attempt to replace certain funds taken from the 
Highway User's Trust Fund for other activities, the legisla- 

ture authorized transfer of sales-tax revenues from trans-
portation-related items from the general fund to the High-
way User's Trust Fund. This 1979 authorization is known as 
the Noble Bill and is due to expire on July 1, 1986. 

Of the $290 million available annually for transporta-
tion capital projects from federal and state sources, it is 
estimated that the Denver region receives approximately 
40 percent, and collects approximately 55 percent of the 
motor fuel taxes. With the completion of the Interstate 
system in the Denver region, it is anticipated that funds 
made available from state and federal sources may drop to 
as low as 35 percent by 1990. 

In municipalities the sales tax is the principal source of 
revenue for a wide variety of needs, including transporta-
tion. The property tax is the principal general funding 
source in counties. 

DISTRICT FUNDING SOURCES 

Regional Transportation District 

In 1969 the Colorado General Assembly created the Re-
gional 

e
gional Transportation District and activities were initiated 
in 1974. This District was created as a political subdivision 
of the state, with the duties, privileges, immunities, rights, 
liabilities, and disabilities of a public body politic incor-
porated to develop, maintain, and operate a mass transpor-
tation 

ranspor
tation system for the benefit of the inhabitants of the 
District. RTD has continued in existence since that time. 

Legislation establishing RTD provided a strong, but not 
entirely adequate, funding base for the District. Currently, 
RTD has access to five different sources of revenue that 
include the sales tax, federal grants, operating revenues, 
interest income, and property taxes. RTD levies a sales tax 
of 0.6 percent on all commodities, with the exception of 
food, utilities, and motor fuel. The sales tax is used to 
provide revenue to finance the operations of the District, 
defray the cost of construction of capital improvements and 
acquisition of capital equipment, and pay the interest and 
principal on the District's securities. The sales-tax revenues 
yield approximately $70 million annually. In addition to the 
0.6 percent sales tax, the legislature has also granted RTD 
the power to levy an additional sales tax. If the District's 
electorate should give their approval, RTD could levy an 
additional districtwide sales tax not to exceed 1 percent. 
Of this amount, 13 percent could be used for any purposes of 
the original sales tax, while 87 percent would be used for 
implementation of a fixed-guideway mass transit system. In 
the enabling legislation of 1969, RTD received power to levy 
a property tax. This authority is limited to a maximum of 
$500,000 and can be levied for no purpose other than for the 
payment of any annual deficit in the operation, and mainte-
nance expenses of the District. The property tax has not 
been used yet. Annual federal grants of approximately 
$13 million, annual operating revenues of $18 million, and 
yearly interest income of $6 million are also funds available 
to RTD. 

- 
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In 1972 RTD was also given power by the voters to issue 
up to $425 million in revenue bonds, backed by sales-tax 
receipts, to finance the development of a multimodel trans-
portation system. Ap ximately $45 million of bonds have 
been issued at this time. 

Metropolitan Districts 

In 1981 the Colorado Special District Act was enacted, 
authorizing the creation of metropolitan districts that pro-
vide two or more of the following services: fire protection, 
mosquito control, parks and recreation, safety protection, 
sanitation, street improvement, television relay and trans-
lation, transportation, and water. Formation of a metro-
politan district is conditioned on the submittal of a service 
plan to the Board of County Commissioners. The service 
plan includes 

A financial survey 
An engineering survey showing how the services 
will be provided and financed 
A map of the proposed district boundaries 
Estimates of the population and assessed valuation 
A description of the facilities to be constructed 
A cost estimate 

The Board of County Commissioners may approve, with 
conditions, or disapprove the service plan and its compati-
bility with other services and plans. When the service plan 
is approved, a petition signed by 100 persons, or 10 percent 
of the qualified voters, is filed in District Court. A public 
hearing is held by the court on the formation of the District, 
and an election is held to approve the formation and elect 
five directors for the Special District. 

The Special Districts have many of the same powers as 
municipalities. Among these are powers to enter into 
contracts and agreements to issue bonds, including revenue 
bonds; charge and set fees, rates, tolls, and so forth that can 
constitute a lien on property served; employ staff or consul-
tants; acquire property; and furnish services and facilities 
outside its boundaries. In addition a metropolitan district 
may provide traffic control devices; enter into agreements 
with counties, the Colorado Department of Highways (CDH), 
or railroads; provide street or transportation improvements; 
use the power of eminent domain; or provide public trans-
portation services. The Special Districts have power to levy 
and collect ad valorem taxes on all taxable property in the 
District, create reserve funds, issue negotiable coupon 
bonds, issue tax-exempt revenue bonds, and deposit money. 
Local streets and roads have been particular focal points of 
metropolitan improvement districts, and these have been 
financed by extensive bonding, paid for by their own 
property tax revenues. 

There is wide variation among localities in relying on 
developers in improvement districts for financing sub-
regional road improvements. The impact of metropolitan 
improvement districts in Colorado has been most apparent 
in the development of fast-growing unincorporated areas, 
particularly in the southeast portion of the Denver region. 
It is important to note that while Special Districts are 
considered public or quasi-public entities in Colorado, many 
districts consist almost entirely of commercial development 
and are governed and staffed by developers and major 
corporations. Therefore, although metropolitan district 
funds used for street improvements technically are con-
sidered tax revenues, these are taxes levied by the private 
sector on the private sector. In a sense, therefore, Special 
Districts are a mechanism whereby transportation improve-
ments are financed by the private sector. 

In the Denver region, metropolitan improvement dis-
tricts are rapidly becoming the principal means of providing 
for local roadway improvements in unincorporated areas. 
Their use in some of the region's municipalities is also 
increasing. 

Of particular significance in the Denver region is the 
cooperative action taken by a number of metropolitan  

districts in funding major arterial and freeway improve-
ments. 

mprove
ments. The Joint Southeast Public Improvement Association 
(JSPIA) was founded in April 1982 as a cooperative associa-
tion among Special Districts. By the end of 1985, this 
association expects to have completed $20 million worth of 
roadway improvements south of Denver in the 1-25 corridor. 

In addition to these projects, JSPIA's individual member 
districts have their own slates of smaller-scale projects, the 
cost of which is not shared by the association in accordance 
with their ordinary responsibilities as metropolitan districts. 
A unique facet of JSPIA is that its members help to fund 
off-site improvements, that is, projects not necessarily 
located in each particular member's district but believed to 
have indirect benefits to all. 

In addition to the Special District funding, municipali-
ties and counties use a wide variety of mechanisms, includ-
ing dedications and tax-increment financing, to fund certain 
public improvements in their jurisdictions. 

PROCESS UNDER WAY TO DEVELOP 
ADDITIONAL FUNDING SOURCES 
FOR TRANSPORTATION CAPITAL NEEDS 

Despite traditional sources, the funds made available to 
RTDs for transit, and contributions of the private sector 
through Special Districts to provide for transportation im-
provements, an approximate $3.6-billion gap in the funding 
of needed transportation improvements through the year 
2000 has been estimated. This funding shortage has led 
DRCOG to initiate a process to identify aaditional funding 
sources and secure their use. 

The Regional Transportation Plan (RTP), adopted in 
January 1983, identified a substantial deficit in available 
resources, compared with the costs of projects needed to 
provide for minimal improvements in mobility. While serv-
ing as the stimulus for the process to secure additional 
funding, this admonition was not new. It has been found in 
all previous plans prepared for the Denver region. Support-
ing this statement was the realization among representa-
tives of local governments involved in the allocation of 
Federal Aid Urban System funds that the amount of federal 
funding available clearly would not do the job. Concern 
over initial proposals by the federal government to dispense 
with urban system funding supported the need for local 
governments to investigate additional sources of needed 
transportation improvement funds. 

In 1983 DRCOG initiated a study to better define the 
transportation funding gap, examine revenue sources and 
funding mechanisms, and develop initial recommendations 
regarding additional funding sources and mechanisms. The 
study report, 'Financing Transportation Capital Projects in 
the Denver Region,' prepared by Cambridge Systematics, 
Inc., was completed in January 1984. After reviewing a 
substantial list of possible funding and financing options, the 
report made a number of specific recommendations. More 
important than the specific recommendations were the 
fundamental concepts embodied in these recommendations. 
They can be summarized as follows: 

Traditional financing sources must be relied on if 
the level of funding necessary is to be achieved. 
While the study recognized the wide variety of 
more exotic taxing and financing schemes, such as 
developer taxes, value capture, parking taxes, 
hotel occupancy taxes, and so forth, that could be 
implemented, it emphasized that traditional fund-
ing sources, such as motor fuel taxes, sales taxes, 
and vehicle registration, were the only tax vehicles 
that could provide the magnitude of funding neces-
sary. 
There is an urgent need to develop an additional 
funding source for regional roads, for example, 
those local jurisdiction roadways that carry the 
bulk of traffic between and through major commu-
nities within the region. The greatest gap between 
revenues and expenses was projected for these 
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roadways. This gap reflects the need, inadequacy, 
and precariousness of authorization of Federal 
Urban System Funds, the only federal source funds 
for such roadways 
A joint transit and highway transportation funding 
effort is preferable to individual modal actions. 
The study recognized the mutually supportive 
aspects of these two modes of transportation, and 
strengthened the notion that if transit service was 
not appropriately provided, far more in the way of 
highway funding would be necessary to satisfy the 
travel demands in the region. 
Jurisdictions should not be legislatively inhibited 
from pursuing policies to make more efficient use 
of available public and private financial sources. 
The study highlighted specific needs for changes in 
legislation to allow urbanizing counties to levy 
increased sales tax and to levy taxes only for the 
unincorporated portions of the county. Other 
secondary action recommendations included the 
imposition of consistent developer fees across the 
region, the leasing of air and ground rights-of-way, 
an intergovernmental strategy for advance right-
of-way reservation and acquisition, a regional road 
fund pool, a state loan bank, and joint development 
along rapid transit corridors. 

This capital financing study, prepared with the assis-
tance of a broad-based group of private and public sector 
individuals, provided the foundation for the work under way 
in the Denver region by the DRCOG Transportation Finance 
Task Force to establish specific financing recommendations 
and develop a base of political support for these recommen-
dations. The task force, comprised of local and state 
elected officials and private sector representatives, has 
been meeting regularly since early October and is expected 
to produce recommendations in December. 

The next steps in the process include securing the 
approval of the recommendations by the state legislature 
and getting the public to accept them. 

ISSUES IN THE DEVELOPMENT OF 
FUNDING AND FINANCING RECOMMENDATIONS 

The selection of funding sources and financing mechanisms 
involves the consideration of a number of factors that may 
be considered individually, but in the end must be considered 
collectively in developing acceptable recommendations. 
The needs to be addressed are benefits, funding base source 
funds, administration of fund collection and distribution, 
legality of the funding source, equity, political accept-
ability, basis of support for the recommendations, benefits 
resulting from the recommendations, and the financing 
mechanism. In developing recommendations for the Denver 
region, the consideration of each of these factors produced 
issues that needed to be resolved. 

Needs To Be Addressed 

Most transportation engineers believe the need for addi-
tional funding is obvious; however, this is not always the 
case with decision makers and the public. The magnitude is 
not always apparent. To provide a firm base for the 
development of the funding recommendations, the magni-
tude of needed transportation expenditures was established. 
While this may appear to be a relatively simple process, 
certain issues arose in the development of need. 

At issue initially was the extent of needs to be ad-
dressed. Consistent with the overall goal of implementing 
RTP, need was focused on RTP projects. To ensure that 
local needs were also considered, an attempt was made to 
estimate the relative value of needs on collector and local 
service roadways. While the determination of RTP needs 
was relatively straightforward, needs at the local level were 
more difficult to ascertain, so their level of needs was 
estimated by projecting sample situations. 

Another issue was whether needs should include both 
capital and maintenance. Inasmuch as maintenance needs 
were extremely difficult to identify at local and state 
levels, the decision was made initially to limit needs to 
capital projects. During the task force deliberations, the 
question of funding maintenance needs was raised again. 
CDH, with the help of DRCOG, provided an estimate of the 
level of maintenance funding required annually through the 
year 2000. The issue of including maintenance in the 
funding proposal has not been fully resolved. It is antici-
pated that only a capital funding proposal will evolve from 
the task force with maintenance left to be addressed by 
CDH and the state legislature. This position reflects the 
priorities of local government relative to raising additional 
funds and suggests that maintenance should continue to be 
funded in the traditional manner. 

Similarly, funding of highway and transit needs was an 
issue in the task force. Disagreement among the RTD Board 
of Directors, DRCOG, and CDH over the extent of the 
future-year transit system and the appropriate technology 
has somewhat clouded the prospects of the financing pro-
posal to be a combined transportation proposal. The RTD 
Board has viewed the Transportation Finance Task Force 
activities as a mechanism for eliciting a premature response 
as to the nature of the transit system from the RTD Board, 
and has been reluctant to identify any specific projects to 
be funded or sanction a combined transportation proposal. 
It is anticipated that the RTD Board will make a decision in 
sufficient time to allow greater specificity in improvements 
to be made public and agree on a combined transportation 
highway and transit proposal. Tied to this issue is the 
potential for upward revision of highway needs if the level 
of transit service anticipated in the regional plan is not 
implemented by RTD. This level of need was not initially 
identified in the study, since the objective of the study was 
to implement the regional plan. Later in the process, this 
level of funding was estimated. 

Associated with justifying the need for additional trans-
portation revenues was the recognition that transportation 
needs were in competition with other infrastructure, social, 
and educational funding needs. No attempt was made to 
consider these demands directly relative to transportation 
needs, leaving this for either legislative debate or voter 
decision. 

Benefits of Additional Funding 

At the beginning of the task force process, it was decided 
that if political and public support was to be gained, the 
public must know what they would be getting with the 
additional funds. A listing was prepared 	of specific 
projects to be constructed if the additional funding was 
provided. These projects were developed on the basis of 
technical criteria that included severity of current prob-
lems, use in the year 2000, route continuity, and cost- 
effectiveness. 	The improvement list was reviewed with 
CDH to ensure its acceptability. Because the RTD Board is 
in the process of reviewing the previous Board's decision 
relative to a fixed-guideway transit system, no specific 
transit projects have been identified at this time. It is 
anticipated that these projects will be better defined by 
January 1985, in time for possible presentation to the 
legislature by spring of 1985. 

Establishment of Funding Base 

Of key concern in developing the funding level needed to 
fund projects in the Denver region was the establishment of 
expected resources from federal and state sources to be 
used in the Denver region, and, based on past experience, 
this level was assumed constant in the future. While the 
task force has implicitly accepted this position, the State 
Highway Commission has not adopted such a policy. If this 
funding base is eroded, even if the recommendations should 
be implemented, the funds available will not be adequate to 
meet the region's needs. 
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Funding Sources 

While a number of potential funding sources were identified, 
few of these sources, with the exception of what might be 
termed traditional sources, can provide the level of funding 
needed. The funding recommendations were focused pri-
marily on traditional sources of funds, such as motor fuel 
tax, sales tax, vehicle registration, and income tax. 

Unfortunately, the sales tax that was recommended as 
the principal source for regional road needs in the capital 
finance report is coveted by local governments for a variety 
of local needs, as well as by the state for the possible 
funding of educational and other statewide needs. The 
Transportation Finance Task Force clearly identified this 
conflict and appears to favor only a sales tax on motor fuel 
as a possible sales tax source. 

The geographical unit on which these taxes were to be 
levied was to be addressed also. It was the initial recom-
mendation of the CSI capital finance report that funding 
sources be identified for three specific funding tiers. These 
included the state highway system in the Denver region, 
regional traffic-serving roadways under the jurisdiction of 
counties and municipalities, and subregional local traffic-
carrying roadways under the jurisdiction of counties and 
municipalities. With respect to the state highway system, it 
was recommended in the capital finance study that taxes 
levied for support of improvements to these facilities be 
levied only in the Denver region, and funds levied in the 
region be returned 100 percent to the region without distri-
bution to other parts of the state. This recommendation 
attempted to focus the incidence and benefits of the tax 
primarily on the area of need and on the principal users of 
the facilities. While this approach has appeal, it appears to 
be viewed negatively by members of the State Highway 
Commission, who reason that it could preclude the possible 
levying of additional funds on a statewide basis. It appears 
that the funding proposal for state highways will include the 
entire state. - 

Administration, Equity, and Legality 

The manner in which funds are to be collected and dis-
tributed was also an issue. The ability to use mechanisms 
already in place that could collect the additional funds and 
distribute them, as opposed to creating an additional ad-
ministrative mechanism to accomplish this purpose, is a key 
consideration. Tied to this is the question of legality of tax 
administration. Also of concern was the equity in the 
distribution of the funds collected. Existing state sources of 
collection and distribution appear to be preferred. A 
committee to establish project priorities and funding ap-
proval similar to the DRCOG urban system allocation 
process seems to have some support. 

Acceptability 

The manner in which the additional funding would be viewed 
and accepted by taxpayers was also considered. Implicit in 
the task force deliberations was the desire to include 
projects in the improvement package to ensure that all 
areas of the community would receive benefits from the 
proposal. The inclusion of a transit system, for example, 
would provide additional mobility in an area where roadway 
improvements were expected to be minimal. 

In addition, the perceived impact on taxpayers was 
considered in the identification of potential revenue 
sources. Proposed funding rates were kept within a per-
ceived level of acceptability. A sales tax on gasoline—
removing exemption of motor fuel—was suggested to be 
limited to 3 percent, which is consistent with sales tax on 
other commodities. The motor fuel tax per gallon was 
limited relative to what was perceived to be an acceptable 
upper limit. 

The manner in which the funding proposal would be 
viewed in the state legislature is also of consideration—
regional versus statewide taxation. The statewide approach 
for state highways and a regional approach for regional 
roadway needs appear to be the more politically acceptable. 

Financing Mechanism 

While state statutes allow the highway department to issue 
highway anticipation warrants, the low interest rates 
authorized effectively negate any possibility for a bonding-
type approach for highway improvements. The possibility of 
bonding was considered by the task force. The Colorado 
State Legislature's substantial resistance to a bonding mech-
anism was stated as the principal reason for not pursuing 
this approach for highway projects. The proposals developed 
for funding highway projects will apparently be on a pay-as-
you-go basis. It should be noted that RTD has the authority 
to issue bonds. 

FUNDING RECOMMENDATIONS 

Tables 1-3 identify the preliminary recommendations sug-
gested by DRCOG staff and its consultant, Browne, Bortz, 
and Coddington, based on the task force's advice. The task 
force is expected to have reviewed and taken action on 
these recommendations before the November 1984 TRB 
conference on local transportation financing techniques. At 
the state level, an additional 5.4 cent motor fuel tax per 
gallon is recommended. The recommendation builds on a 
traditional source with a strong direct relationship to bene-
fits. Particularly there are the additional recommendations 
that call for the continuance of historical allocations to the 
region, as well as for the continuation of the passthrough of 
funds to cities and counties. In providing additional funding 
for purely local needs, it is hoped support will be generated 
at the local level. The recommendation that resources 
provided by the Noble Bill should be maintained is impor-
tant, and a major assumption of the recommendations. 
Consistent policy relative to developer contributions is 
included also. The ability to acquire needed rights-of-way 
in anticipation of future construction is highly recom-
mended. Though not discussed with any degree of detail, 
the recommendation that the ton-mile tax be investigated 
as a possible revenue source to help cover road maintenance 
and reconstruction costs is significant. The ton-mile tax 
could face substantial opposition from trucking interests, 
and it has not been considered as a primary recommenda-
tion. 

At the regional level, a special tax on motor fuel, 
additional vehicle registration fees, or a combination of the 
two is recommended as the principal fund-raising source. 
Motor fuel is now exempt from the sales tax, and the bulk of 
the return would be provided by lifting the exemption. The 
additional recommendations are also important. An alloca-
tion mechanism is called for similar to the current DRCOG 
Federal Aid to Urban Systems project selection process. 
The mechanism would ensure that the funds would be used 
by the RTP. 

Recommendations for transit are principally the sales 
tax increase as well as an employee head tax. 

The intent of the effort is to combine the transit and 
highway funding strategies into a total transportation 
financing package. 

CONCLUSION 

The task force will make its final recommendations. These 
will be reviewed by DRCOG's Transportation Committee 
and forwarded to the DRCOG Board for approval. The next 
step will be packaging the recommendations for presenta-
tion to appropriate legislative committees. Assuming legis-
lative approval, the final step is an appeal to the public, 
perhaps culminating in requesting voter approval. 
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TABLE 1 Suggested State Financing Strategies 

Total 	 Additional 
Current Rate 	Rate Required 	 Comments 

Recommended Source 

Motor-fuel tax 12 cents state 	5.4 cents 	Traditional mechanism used for state funding. 
(per gallon) 9 cents federal 	 Strong direct relationship with benefits. Would 

need to be indexed to reflect inflation. 

Alternative Sources 

Special sales tax No current 	 5.3 percent 	Better revenue generator than per gallon tax but 
on motor fuel would iequire new legislation. Direct relationship 

with benefits. 

Registration fee $54 	 $29 	Traditional mechanism used for state and local 
funding. Direct relationship with benefits. Fee 
would need to be indexed to inflation. Major in- 
crease in existing rate. 

Income tax 2.6 percent 	 0.3 percent 	Good state revenue source, but not earmarked for 
special purposes. Little relationship with benefits. 

Additional Recommendations 

Regional HUTF share It is recommended that a statewide tax or fee be assessed, with historical allocations main- 
tained for both the regional project share and also city and county passthroughs for the 
Denver Metropolitan Area (DMA). With these historic allocation percentages, the rates 
indicated would generate adequate funding for DMA state project shortfalls and an annual 
passthrough of $11 million for DMA cities and counties, approximately, 1/3 of the total 
nonregional shortfall. 

Noble Bill funds It is recommended that the resources now provided by the transfer of sales-tax revenue to 
the HTJTF be maintained after fiscal year 1986, either through continuation of the transfer 
authorization or its replacement by alternative revenue sources. 

Anticipation notes It is recommended that the state legislature enable CDH to take advantage of debt fi- 
nancing, as appropriate, through federal reimbursement anticipation notes. These debt in- 
struments can be backed by expected flows of federal funds already committed for Inter- 
state, primary and secondary roads. 

Developer contributions It is recommended that the Colorado Highway Commission and CDH extend the current 
policy directive on private funding for state highway projects. Specifically, consistent 
guidelines for determining the appropriate level of developer contributions should be 
developed and publicized to more equitably assist the funding of those state highway 
projects where there are identifiable land development benefits. 

Joint development It is recommended that CDH vigorously pursue opportunities for the leasing of air rights or 
ground rights for land over, adjacent to, or under state highways. This could occur through a 
review process to assess opportunities associated with planned, but not yet built, major 
projects. 

Right-of-way acquisition It is recommended that a process be set up so that CDH, cooperatively with counties and 
municipalities, can develop a long-range strategy for advance rights-of-way acquisition and 
reservation in corridors in which future major regional highway facilities are to be located. 
After this process is set up, private developer contribution of this right-of-way may be re- 
quired, depending on guidelines that should be established by CDH. The actual advance 
acquisition or reservation should be done at the local level, utilizing local land use and 
zoning powers. 

Ton-mile tax It is recommended that the ton-mile tax be investigated as a means to help cover road main- 
tenance and reconstruction costs. Fair-share contributions from truck and railroad assess- 
ments might be appropriate for ongoing maintenance expenses and grade separation 
projects. 
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TABLE 2 Suggested Regional Financing Strategies 

Total 	 Additional 
Current Rate 	Rate Required 	 Comments 

Recommended Source 

Special sales tax No current 	 3.0 percent 	Good revenue source that keeps pace with in- 
on motor fuel flation. Strong direct relationship with benefits. 

Would require special legislation. More easily 
administered on regional basis than per gallon tax. 

Vehicle registration $54 	 $7 annually 	Good revenue source. Value-based tax would keep 
pace with inflation and be more progressive. Direct 
relationship with benefits. Common local source 
collected by counties, but regional tax would 
require special legislation. 

Alternative Sources 

General sales tax 6.6 percent 	 0.3 percent 	Good revenue source, but increasingly competitive 
use by other governmental agencies. Yield rises with 
inflation. Indirect relationship with benefits. Would 
require special legislation. 

Motor fuel tax 12 cents state 	4.4 cents 	Traditional source for state highway funding. Ad- 
(per gallon) 9 cents federal 	 ministration difficulties because current tax col- 

lected from distributors. Would require special 
legislation. Would need to be indexed to reflect 
inflation. 

Income tax 2.6 percent 	 0.2 percent 	Traditional revenue source for state general fund. 
Major constitutional and legal barriers for local use. 
Yield rises with inflation, but little relationship with 
benefits. 

Additonal Recommendations 

Allocation mechanism It is recommended that revenue from the regional tax for roads be distributed for funding 
designated projects on the Regional Transportation Plan according to a committee process 
modeled after the current regional Federal Aid Urban Systems funding committee, with 
representation from each local government jurisdiction in the region. 

Regional fund pool It is recommended that the possible formation of a regional transportation infrastructure 
pool be explored. Tax revenue for regional roads could be initially channeled through such a 
pool to facilitate allocation decisions. A revenue pool might also help reduce debt costs for 
some city and county governments. In any case, it could provide a central mechanism for 
distributing the recommended regional tax revenues for financing regional road projects. 
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TABLE 3 Suggested Transit Financing Sfrategies 

Total 
Current Rate 

Additional 
Rate Required Comments 

Recommended Source 

General sales tax 6.6 percent 0.5 percent Combined sales and employee head tax would spread 
burden among residents and businesses benefiting from 

Employee head tax $4 (Denver) $3 transit development. Combination could also lessen 
(per month) cumulative impact of individual tax increases and 

strengthen political support. 

Alternative Sources 

General sales tax 6.6 percent 	 0.8 percent 	Good revenue potential. Expansion of current tax. 
Few legal or administrative barriers, but in- 
creasingly competitive. Required rate from single 

- source could be high. 

Employee tax $4 (Denver) 	 $8 	 Administrative difficulties and limited revenue 
potential if not indexed to inflation. Required 
rate would triple existing tax. Related to benefits 
for commuters. 

Income tax 2.6 percent 	 0.5 percent 	Common state source that rises with inflation. 
Major legal and political difficulties exist for 
regional applications. 

Additional Recommendations 

Federal funding 	 It is recommended that the transit financing plan reflect the assumption that no federal 
funding will be available for construction of a transit system. While federal support should 
continue to be sought, current federal policy and likely future funding positions of UMTA 
make the possibility of federal grants remote. 

Value capture 	 It is recommended that value capture funding mechanisms be used to recognize the benefits 
attributable to transit system development that will accrue to property owners in the vi-
cinity of the corridors. Legislation should be enacted to enable RTD to engage in estab-
lishing special assessment or tax increment financing districts at proposed station locations, 
engage in air- and ground-rights leasing along rights-of-way, and engage in land banking for 
joint property development adjacent to stations. 



Sources of Revenue for Local Transportation: 
What Are the Potentials and the Impediments? 

Gary L. Brosch 
Rice Center 
Houston, Texas 

INTRODUCTION 

State and local governments spent more than $45 billion to 
improve the nation's transportation system last year. The 
federal government alone spent $25.1 billion in 1984. Even 
with this tremendous scale of expenditures, most people 
involved in planning and implementing transportation—
whether highway or transit, provider or planner, administra-
tor or technician—are faced with budget constraints that 
limit their ability to meet transportation needs. The task is 
not to decry the lack of resources or revenue, but to 
participate in a process of examination, thought, and crea-
tivity for effective use of current sources and creative 
application of new sources. Many of the old formulas do not 
apply today. 

For the last 20 years, transportation has relied on 
several main revenue sources. These typically varied by the 
type of transportation facility or service. They include 

Highway financing 
- 	Federal (with small local match) 
- 	State motor fuel and vehicle taxes 
- Tolls 
Transit financing 
- 	Federal (capital and operating grants) 
- Fares 
- 	Local government general revenues 

Many states, cities, and transit systems developed 
alternative revenue sources, and these have become familiar 
to 	those interested in transportation— sales tax, private 
participation in financing, new debt instruments, contract-
ing arrangements, donations, lotteries, and benefit assess-
ment districts. 

Examples of these new revenue sources are many and 
are found in almost every region of the country. In highway 
financing, many states have created legislation allowing 
cities and counties to pass local-option motor fuel taxes. 
The states include New York, Alabama, South Dakota, and 
Oregon. In fiscal year 1982-1983, Dade County, Florida, 
collected $28 million from this source. The use of tolls to 
finance improvements is an old revenue source with new 
applications. The Dallas North .Tollway was completed in 
1968 and will be extended in 1986. In Tampa, Florida, an 
additional 12.3 miles has been added to the initial 5.2-mile 
South Crosstown Expressway. Private development-related 
measures vary widely, but typically use funds or land from 
private developers for financing part of the facility im-
provement. In Newport Beach, California, four developers 
funded 14 intersections for $1.7 million. In Palm Beach 
County, Florida, developers paid $1.6 million to widen a 
major east-west arterial. 

Transit has experienced similar applications of new 
revenue sources. Private-sector involvement has included 
benefit assessment districts, various lease and sale agree-
ments, donations, private service providers, merchant sub-
sidies, and others. 

In Madison, Wisconsin; Denver, Colorado; Los Angeles, 
California; Seattle, Washington; and other cities, transit  

improvements are being financed by property tax assess-
ments on properties that benefit from the improvements. 
Tax-increment finance involves a similar principle by allow-
ing cities to issue bonds against future increases in property 
values due to transit or other transportation improvements. 
Many of these revenue sources have been available for 
years, but were dismissed as politically unpalatable or 
because of a lack of staff capacity to implement the 
approach. 

Dedicated taxes for transportation are gaining in popu-
larity. Since 1981, 30 local governments have implemented 
a dedicated revenue source for transit from sales taxes, 
property taxes, and the now famous beer tax in Birmingham, 
Alabama. These are but a few examples of so-called new 
revenue sources for transportation planning. Which of these 
potential sources seem to enjoy the greatest popularity? 

CURRENT TRENDS: WHO IS DOING WHAT? 

The most significant sources of additional local revenues for 
transportation, both in dollar amounts and in the number of 
local entities considering the source, are the following: 

Tolls (highways) 
Motor fuel taxes (highways  and transit) 
Sales tax (primarily transit) 
Beneficiary-based revenues (highway and transit) 

Tolls 

Toll financing has been used primarily for highway financ-
ing. It is a user fee imposed on those who use a transporta-
tion facility—road, bridge, tunnel, or highway. As the 
Interstate highway system is completed and major highway 
financing is turning its attention to maintenance and expan-
sion, toll financing for new facilities may present additional 
opportunities for financing new facilities. Toll-road appli-
cations are of importance to the following types of facili-
ties: 

High-speed, limited-access facilities 
Service in high-demand corridors, such as suburban 
to downtown 
Convenient bypass facilities to avoid major con-
gested areas 
Immediate mobility improvements, when adequate 
state or local funding is not available within a 
reasonable period of time 

There was extensive use of toll roads and facilities in 
the United States from 1940 to 1960. There are almost 
5,000 miles of toll facilities in operation, with half these 
miles on the Interstate highway system. The 88 toll roads 
range from 1/10 of a mile to more than 50 miles. Bridges, 
ferries, and tunnels are also financed with tolls. Renewed 
interest in this source of revenue is primarily for use on 
commuter highways in urban areas. 

Toll roads have some inherent advantages that have 
caused renewed interest in their use: 
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Produce sufficient revenues 
Administrative capacity exists in other toll facili-
ties or can be created through an administrative 
unit 
High efficiency as a revenue source, since the 
users receive the service directly 
Public acceptance is good where previous expe-
rience is evident 
Equitable to users of the facility 

Toll roads also have several disadvantages that need to 
be considered: 

Toll-fee adjustments are difficult to adjust for 
inflation, due to administrative and political prob-
lems 
Public acceptance is critical for approval and 
operation 
Service must be noticeably better than nontoll 
facilities 
Operation and management must be efficient 
The potential for economic and demographic 
changes creates conditions of uncertainty about 
revenue and costs 
Opportunities for application are relatively few 
Federal funds are severely restricted in toll 
projects 
Authorization from state legislature is needed 

Facilities built within the last 10 years include 

Dallas North Tollway 
Richmond, Virginia, expressway system 
South Crosstown Expressway, Tampa 
Dulles Toll Road; Fairfax County, Virginia 

Motor Fuel Taxes 

Motor fuel taxes are being used as a revenue source for 
transit and highway financing. These taxes are those taxes 
assessed locally that are in addition to traditional federal 
and state taxes. Local motor fuel taxes are used in 63 
counties and 274 cities, and rates vary from 1 cent to 
4 cents. As an alternative method, Indiana converted from 
a cents-per-gallon formula to a percentage formula, and 
New Mexico has indexed the tax to the average wholesale 
price of fuel. 

The attraction of using motor fuel taxes to finance 
street and highway improvements is twofold: it already 
exists and is understood, and those who pay the tax are 
typically the ones who use the improvements. The fuel tax 
is similar to a sales tax and relates directly to the public 
good being financed. 

The advantages of this source of revenue include 

It provides a reliable stream of revenue 
It has good revenue potential. 
It is a mechanism for collecting tax. 
It has high efficiency in collection. 
It is equitable for users of the system. 

There are several disadvantages to this revenue source 
that may account for its lack of use: 

State legislatures are reluctant to share tax. 
There may be poor acceptance if the need is not 
clearly evident. 
The tax does not adjust with inflation if not 
indexed. 
It may produce border problems among local 
governments. 

Sales Tax 

A dedicated sales tax has been considered and debated by 
more local entities than any other local tax source, and is 

used primarily for transit financing. Since this tax is 
approved at the local level, the approval requires active 
participation of local residents and community leaders. It is 
seen as a benefit to the transit rider and automobile user, 
the latter through a perceived potential for traffic reduc-
tion. 

The advantages of using a sales tax for transportation 
financing include 

Produces large amounts of revenue 
Responds quickly to income changes and inflation 
More politically acceptable than other levies 
Administration not usually a problem, unless there 
are a large number of exemptions 
Administration, enforcement, and redistribution 
accomplished at the state level 

There are several disadvantages to the use of sales tax: 

Revenues decline when consumer buying declines 
Strong competition from other public services to 
use this revenue source 
May encourage consumers to make purchases out-
side the taxing jurisdiction 
Tax is less related to transportation usage 

Beneficiary-Based Revenues 

Although tolls and other user-fee revenues are benefit 
based, they are tied to direct users of transportation. There 
are other beneficiaries of transportation improvements—
property owners, developers, and investors. Beneficiary-
based revenues refer to several value-capture techniques 
that seem to be gaining in popularity. These include 

Joint development 
Benefit-assessment districts 
Tax-increment districts 

Joint Development 

Joint development has been used as a financing and develop-
ment tool in both transit and highway development. Oppor-
tunities for direct private investment in public projects 
offer additional revenue potential. The number of ways in 
which this has occurred makes it difficult to categorize or 
analyze advantages or disadvantages. As in any business 
venture, the specifics of the project, the timing, location, 
individual participants, and other unique factors come into 
play. 

In Miami, Florida, air rights were sold to developers, 
providing regular income based on gross income of the 
pr9ject. In Seattle, Washington, local businesses caused a 
local improvement district to be created to help finance 
$1.1 million of a streetcar line. In San Diego, California, 
two developers are paying $3.5 million for realignment and 
construction of a new bridge. Many cities have used 
privately provided funds for downtown transportation im-
provements in the recent surge of central business district 
revitalization. 

An array of negotiated agreemer.ts exists for this 
revenue arena—donated resources, shared costs, leasing, and 
lease-purchase. 

There are ample examples of approaches involving 
sector revenue: 

Washington, D.C., Metro Transit Authority's joint-
development approach to transit station develop-
ment 

evelop
ment 
Merchant subsidy of transit services in Cedar 
Rapids, Iowa, and Champaign, Illinois 
Private donations in San Francisco, California, for 
overhauling the cable car system 
Privately funded marketing efforts by civic organi-
zations for special shuttle service using rubber-
tired cable cars in Fort Worth, Texas 
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Private provider of park-and-ride lot in Arlington, 
Texas 

The advantages of joint development in transportation 
projects include 

More rapid initiation and development of projects 
Controllable decision environment 
Flexibility in conceptualization of project 
Equity for participants in process 
Good and sufficient revenue potential 

The advantages and disadvantages depend on the spe-
cific project. Possible disadvantages are 

Lack of skill levels needed for real estate and 
development considerations 
Uncertainty associated with some development 
projects 
Legal requirements requiring local or state legisla-
tion 
Potential for inefficient acquisition of resources—
long negotiating period, potential for failure 
Unwarranted public participation in the develop-
ment process 

Benefit-Assessment Districts 

These can be used to finance both transit and highway 
facilities. Road utility districts are authorized in Texas for 
property owners to build and finance roads with tax-exempt 
bonds. Special or benefit assessments are a way of recoup-
ing the benefit experienced by property owners, businesses, 
or others who receive some measurable financial benefit 
from development of a transportation facility. The implica-
tion is that increased access results in increased property 
value, increased sales, and other types of benefits. For the 
most part, benefit assessments are used for transit or 
roadway projects, involving revenue-producing properties, 
including commercial, industrial, and rental. 

Benefit assessment occurs as a result of an opportunity 
for which these revenue sources are applicable and the 
process in which interested parties reach agreement. There 
must be a good opportunity and willing parties, and the 
persons or businesses most affected in an area must agree to 
the assessment process. 

Traffic-impact fees charged to developers in Palm 
Beach County, Florida, and San Diego and Newport Beach, 
California, usually are based on projected effects of the 
proposed improvements by the developer. Benefit-assess-
ment districts impose some form of tax on the businesses or 
property owners in the district. Assessment paving has been 
used for many years to provide residential street improve-
ments, and application of this approach is possible in other 
situations. 

Transit facilities in Denver, Colorado; New York, New 
York; Los Angeles, California; Madison, Wisconsin; Miami, 
Florida; and Seattle, Washington, have used benefit-assess-
ment revenue as a means of financing transit improvements. 
The revenue is being used in various ways—capital improve-
ments, operating funds, and maintenance. The impetus for 
this revenue source at times originates and is encouraged by 
private-sector beneficiaries, and an important feature is the 
intentional and necessary involvement of the private sector 
in the process. It is almost impossible to approve an 
assessment district without this effort. 

Many other forms of beneficiary revenue exist and can 
be applied where the opportunity exists. This includes 
transit, street, or highway improvements. Donations of 
rights-of-way or property are typical examples. The state 
of Texas has made this important when setting priorities for 
highway construction. In Newport Beach, Califonia, a 
developer donated land for a transit center and funds for 
operating a shuttle service. 

The advantages of benefit assessment include  

Equitable for property owners who benefit from 
facility or improvements 
Limited number of participants who need to favor 
the approach 
Good potential revenue source; can be designed to 
match need 
Flexibility in application through adjustment of 
assessment formulas 
Can be used to leverage expenditure of other funds 
Provides stable income source 
Can be used for a variety of expenditures—capital, 
operation, and maintenance 

Special assessment districts apply to particular projects 
and have various disadvantages: 

Typically, assessments do not adjust with inflation 
Administration for a single project may be complex 
Requires state legislation 
Depends heavily on agreement of property owners 
and others who will pay the assessment 
Relies on specific opportunities, matched with spe-
cific transit or transportation improvements 

Benefit assessment offers a useful implementation tool 
for producing needed revenues. 

Tax-Increment Districts 

Tax-increment districts are beneficiary-based forms of 
financing that rely on the impact of public improvements to 
increase property values sufficiently to retire bonds issued 
by a local authority. They have not been used extensively 
with transit or transportation improvements, however. 
Beaverton, Oregon, is an example of a successfully com-
pleted project involving transit, street, and other improve-
ments to a blighted area of downtown. Embarcadero Station 
in San Francisco, California, is another good example. 

TRADITIONAL REVENUE SOURCES 

These suggestions are not intended to sidetrack considera-
tion from traditional funding sources, but to supplement 
them and expand the view. The traditional sources will 
continue to be essential. Some questions arise, however. 
What form will these sources take? How will the federal 
role change? Will there be a shift in the way transportation 
funds are distributed, and what impact would this have? 

CONCLUSION 

National trends are not as important as determining what 
will work in a particular community, and each of the various 
revenue sources should be examined in light of local circum-
stances. Some questions for which answers may be found 
are as follows: 

What are the potential and possible problems with 
each of the revenue sources? 
What are the potential yields of using the various 
sources of revenues, and what are the costs of 
collection and enforcement? 
What are the legal, political, and institutional 
impediments to using these revenue sources? 
What are the economic and social impacts of using 
these sources of revenues, what are the equity 
considerations of who pays versus who benefits, 
and how are the potential losers compensated? 
How do institutional structures, for instance, spe-
cial districts, affect the "-lection of revenue 
sources? 
Does the purpose for which the additional revenues 
will be used—capital versus maintenance and 
operations—make a difference in the revenue 
source? 



Case Study on Local Financing Techniques: Portland, Oregon 

Jack Mason 
Tn-County Metropolitan Transportation 
Portland, Oregon 

INTRODUCTION 

The level of transit service should, perhaps, dictate the 
level of financing, but it may be a circular situation in 
which resources available actually dictate the level of 
services that can be offered. This is the case with Portland. 

SERVICE PLANNING 

A major decision was made in 1976 to build the light-rail 
system from downtown Portland to surburban Gresham. At 
the time that decision was made, Oregon's political climate 
was controlled by strong leaders in influential positions and 
supportive of mass transit—the mayor, the governor, and the 
chairman of the state's transportation commission. Those 
individuals dictated a series of events that led to the 
abandonment of a proposed freeway and a transfer of funds 
to a transit corridor project in which an existing freeway 
would be widened and a light-rail system built in the same 
corridor. This decision marked a strong shift from highways 
to transit as a transportation solution. 

This commitment to mass transit has been continued by 
the metropolitan planning agency in Portland, the Metro-
politan Services District (MSD). MSD is responsible for 
development of the 20-year regional transportation plan. 
With its emphasis on mass transit, this plan is monitored by 
a committee of elected representatives of the political 
subdivisions in Tn-Met's service district. One significant 
characteristic of the Portland region is the remarkable 
consensus that exists among subdivisions. This has been 
particularly effective in achieving support from Oregon's 
congressional delegation. 

The regional transportation plan (RTP), adopted by MSD 
in June 1977, reflected the decision that mass transit would 
be emphasized as an essential element of any solution to the 
transportation problem. The RTP, written by MSD, is the 
basis for Tn-Met's 5-year plan, the Transit Development 
Program (TDP). The program was adopted in February 1980, 
and has an extensive and detailed service plan but includes 
no financial plan. 

This lack of financial plan has had a significant impact 
on implementation of the program. The first step in 
implementing the 5-year plan was taken in September 1982, 
after three postponements totaling almost a year and severe 
reductions of the original plans. Only 20 percent of the 
total increase in service hours planned for the first incre-
ment was put on the street. That first step on Labor Day 
1982 included the introduction of the self-service fare 
system, a grid system, and fare adjustment. The fare 
adjustment is not a euphemistic styling for a fare increase. 
The base fare was increased, but offered offsetting dis-
counts for purchasing prepaid bus tickets and introduced a 
lower fare, allowing a trip within one zone for 50 cents 
compared with the base fare of 75 cents. 

The amount of service implemented in the first step 
was significantly less than originally planned and led to a  

fairly intense reaction from the press and transit groups in 
the region. This was the first of a series of clashes between 
regional transportation planning and the reality of Tn-Met's 
fiscal survival. 

The amount of service Tn-Met had on the Street grew 
steadily from 1970 through September 1982, when the 
reduced first step of the 5-year plan was implemented in 
the form of a grid system, increasing weekday service by 
nearly 10 percent. Based on the proposition that customer 
acceptance of service overall can be measured by originat-
ing rides per service-hour, in 1983 this figure dropped to its 
second lowest level in Tn-Met's history. Pressure was 
building to cut service, revenues were falling off, customer 
acceptance of the service had deteriorated to its second 
lowest point in agency history, and Tn-Met was entering a 
period of severe financial constraints. In June 1983, a 
service reduction of 2 percent was implemented by improv-
ing efficiencies of certain runs with little public reaction, 
but in January 1984, a 6 percent reduction was effected that 
generated intense public feeling. Even more emotional 
reaction greeted the announced plan to cut another 6 per-
cent in June 1984. By this time the agency was the most 
notorious act in town. The consensus of regional subdivi-
sions that had adopted mass transit as its favorite solution 
to transportation problems was nowhere to be found. 

FINANCIAL PLANNING 

A significant step in financial planning was taken in June 
1977, when financial projections were made to accompany 
an aggressive service policy adopted by the board for agency 
direction. These projections were not far off the mark with 
one glaring exception—the cost of providing the service 
planned. Little financial planning occurred until the fall of 
1981, when a financial forecasting model was put together. 
Delays in implementing the ambitious TDP were expe-
rienced, and a second study regarding Tn-Met's finances was 
conducted by the Portland City Club, a fairly influential 
group of civic-minded citizens throughout the area served 
by Tn-Met. This second study concluded that additional 
financing would be required to provide the level of service 
the region demanded. The position of Tn-Met's Board, 
based on political assessments, was that Tn-Met must live 
within its existing resources, offer service on a revenue-
driven basis, and not seek additional revenue until the light-
rail system was operating successfully. 

REVENUE SOURCES 

Under company policy, revenue sources dictate the level of 
service. Tn-Met has two major sources of revenue—farebox 
receipts and an employer-payroll tax. 

Employer-Payroll Tax 

When Tn-Met was created in 1969, the presiding politicians 
decided an employer-payroll tax was the path of least 
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resistance for continuing operations funds for the agency. 
The state of Oregon has no sales tax, but does have a 
relatively high income tax. Any attempt to increase 
property taxes would have been defeated at the polls. The 
employer-payroll tax was established with a 6/10 of 1 per-
cent cap and originally levied at 2/3 of that cap. In January 
1978, the rate was increased to its legal limit. The annual 
increases in revenues from the employer-payroll tax have 
varied from almost 39 percent to -4 percent. The problem 
lies in employment in the region, which peaked in 1980 and 
declined sharply from that time until August 1983. In fiscal 
1980, the employer-payroll tax increased 21 percent over 
the previous year. In fiscal 1981 the increase was only 
6 percent, less than 1/3 of the previous year. 

Farebox Receipts 

Farebox receipts climbed steadily from the agency's incep-
tion until 1981, when there was a leveling off and slight 
decline. In September 1982, the first quarter of Tn-Met's 
fiscal 1983, self-service fare was introduced. This was an 
experiment evaluating a fare-collection system reputed to 
be common in Europe and essential to the economic opera-
tion of light-rail systems that do not have barrier control. 
This fare-collection system was supposed to generate signif-
icant savings through faster loading, shorter dwell times, 
and improved headways. Tn-Met used that system from 
September 1982 until it was sharply modified and de-fanged 
in April 1982, an approximate 18-month period during which 
the agency endured costs that ran far over budget, equip-
ment failures beyond control, and no noticeable operational 
savings. Fare evasion was a conservative 15 percent at its 
peak, and a confrontational environment developed between 
fare inspectors and riders. The experiment as originally 
implemented has been abandoned because the agency can no 
longer bear the financial drain represented by costs, such as 
fare inspectors and fare evasion, that were not being offset 
by operating savings. 

PASSENGER REVENUES 

Passenger-revenue forecasting has been a greater problem 
than the employer-payroll tax. The inputs to the financial 
forecasting model are some 200 variables. The outputs are 
projections split into fairly accurate 6-year projections and 
a longer range, more clouded 8-year extension. The model, 
developed in 1981, has been fine tuned and is now a useful 
tool for the 5-year plan. 

Planning Results 

What are the results of the service and financial planning 
Tn-Met has practiced in recent years? Operating losses—
increasing losses—have been suffered for the last 3 fiscal 
years. Working capital has dropped from a 1981 high of 
$15.6 million to $8.6 million at the end of the last fiscal 
year, and payrolls alone require $5 million cash each month. 

Criticism was directed at the agency's incompetent 
financial planning. When it entered this period of declining 
revenues, the agency had over $15 million in working capi- 
tal; in effect, banking the public's money. 	It was a 
defendable decision to carry out the 5-year plan to the 
maximum extent possible. What was not appreciated by Tn-
Met, and the population of the region and country, was the 
depth and length of the recession. The failure to recognize 
this situation and the unforeseen burden of self-service fare 
were too much to avoid any impact on the level of service. 
The public that reacted bitterly to service cuts did not seem 
to need the level of service remaining. 

FINANCING TECHNIQUES 

The situation has led to implementing additional financial 

techniques to avoid further service cuts and to ensure 
adequate cash to meet payrolls. These techniques are 

Stripping assets through the use of an early-out 
program, funded by the pension plan, that per-
mitted the maintenance of the full-time and part-
time mix that would most efficiently run service 
after the June cut, and the transfer of excess 
pension funding from the pension trust to working 
capital 
Submitting to the legislature a proposed package 
for restructuring debt, currently $30 million in 
outstanding bonds 
Identifying specific priorities for the upcoming 
negotiation of the union contract 
A closer link between accrual and cash budgets 

Major efforts have been devoted to refining the financial 
forecast model and linking it more closely with actual 
results. In longer-range financial planning, the board has 
embarked upon a review of those ambitious goals adopted in 
June 1977. The board has appointed a Blue Ribbon Com-
mittee to review three alternative levels of service over the 
next 20 years, considering the environment for taxpayer 
acceptance of mass transit and taxpayer willingness to pay 
for whatever level is perceived to be best for the region. 
Contrary to the political environment existing at the time 
the decision was made in the 1970s to build a light-rail 
system, there are no strong mass transit supporters who are 
political leaders now. Another question to be studied by the 
Blue Ribbon Committee, as well as another committee of 
heavy hitters in one of the counties served, is the connec-
tion between economic development, transportation, and 
mass transit. These two committees will try to devise a 
system responsive to the transportation and mass transit 
problems of the region. 

Tn-Met's 5-year plan and its budget development must 
go on. This is being done through the use of scenarios 
characterized by alternative hypotheses aimed mainly at the 
level of bus feeder service demanded by the light-rail trunk, 
and the level of success in upcoming contract negotiations. 

Goals in financial planning are 

A clear, quantified linkage, leading from the 
strategic plan adopted by the board to each year's 
budget. 
The attainment of regional realism regarding 
transit funding. The employer-payroll tax, at its 
current rate, is inadequate to provide the level of 
service thought to be needed for economic 
development. Various spokesmen for the business 
community have convinced the board that the rate 
of the employer-payroll tax cannot be increased 
under any conditions, and the board is not inclined 
to attempt an increase. There is some feeling that 
the burden must be shifted from the employer to a 
broader base, probably through such a vehicle as a 
sales tax. This feeling tends to ignore the fact 
that the employer-payroll tax, because it is a 
deduction against both the Oregon income tax and 
national income tax, is a means for spreading the 
burden widely. The issue is being brought to a head 
in the current discussion of whether to extend the 
light-rail system westward from the city for a 
distance equal to its current eastern leg. 
A better, faster, more efficient connection be-
tween service levels and budgets must be 
developed. There should be some means of accu-
rately quantifying alternative networks without 
having to go to actual runcuts to determine the 
financial impact of differing service levels. 



Financial Planning Techniques: 
What Elements Are Included in a Good Financial Plan? 

George M. Smerk 
Indiana University 
Bloomington, Indiana 

Special thanks are due to Dr. Brendon Hemily for his 
comments, suggestions, and overall help in preparing this 
paper. 

INTRODUCTION 

Financial planning for transit has always been important. 
From the earliest private-enterprise days of the industry to 
the present day of public ownership, there has been a need 
to gauge the resources needed for maintaining operations, 
making necessary capital investments, and replenishing the 
transit property. 

Financial planning is more important in times when 
money is scarce. Management effort is always directed 
toward the scarce resource—when labor is short, manage-
ment of personnel functions becomes an important factor. 
With mounting concern over financial problems in transit, 
management's attention should be increasingly directed 
toward financial planning. What should be, and what is, are 
often two different things. Financial planning that prudence 
and good management demand is often missing in transit and 
replaced by endless anxiety, fiddling with budgets, and cost-
cutting programs. 

Financial planning is more difficult and necessary at 
present because of financial uncertainties facing transit. 
While uncertainty is no stranger to the transit industry, it 
has taken on a new dimension. From a financial viewpoint, 
the federal-aid program begun in 1961 has continually 
expanded the number of programs and federal funds avail-
able, and for many years this trend was steadily upward. 
Since 1981 the level of federal support has actually dimin-
ished, and there is a continuing threat from the Reagan 
administration to discontinue the operating-aid and capital 
portions of the program. Federal transit money appears to 
have stabilized for the moment, but the threat continues to 
be real because of the massive federal deficit. 

Local and state transit support is another uncertainty. 
In recent decades, there have been substantial increases in 
state and local support for transit operations, capital, 
planning, and other programs—usually matching a federal 
grant—but this support tends to fluctuate with the condition 
of the economy. In times of depressed economics, when 
transit ridership and fare receipts usually fall, it is difficult 
for state and local governments to provide additional funds 
for transit. With local political conflicts between city and 
suburb, rising costs of labor and supplies, and a dash of 
citizen tax revolt, the financial situation in transit is often 
a trying one. This makes financial planning more important 
than ever. 

BEGINNING OF THE FINANCIAL PLANNING PROCESS 

Financial planning identifies needs, develops managerial 
strategies, helps make the best use of limited resources, 
may reduce uncertainty, and helps educate the public and 
public officials. A good financial plan must meet the needs 

of the present; however, it should be prepared with an eye 
to the future and molded by the long-run plans for the 
transit property. With long- and short-run considerations in 
mind, the strategic plan is the ideal starting point for 
development of the financial process. 

Most transit properties have no strategic planning 
process; they are typically innocent of a solid financial 
planning process. There are ideal situations and normal 
situations for which transit properties should aim. What 
follows may appear too neat and precise, but it is not 
intelligent to dismiss a concept or an idea that may be 
helpful, merely because it is uncommon in a given industry. 

The long-range planning process for a transit property 
is carried out most effectively through the development of a 
strategic plan. Strategic plans normally arise from the 
desires of a transit policy board to look beyond the imme-
diate future. The need for long-range capital investment is 
often the spur to such planning. Equipment and machinery 
wear out, and there is a need to maintain buildings and other 
fixed facilities. Experienced policy makers begin to raise 
questions about heavy maintenance, capital replenishment 
needs, or new capital purchases for the next 2 to 5 years, or 
sometimes longer. But a strategic plan is much more than a 
capital investment plan; it integrates long- and short-run 
investment decisions with operational and human resource 
decisions. A strategic plan may be animated initially by 
capital investment considerations, but it goes beyond plan-
ning. 

The strategic planning committtee established by the 
policy-making board should work closely with the budget 
committee of the board and the management team of the 
transit property. The budget committee should strive 
continuously to update the budget to reality, and the strate-
gic 

trate
gic planning committee should regularly survey the strategic 
plan and update it as needed to conforrii with better 
information and more knowledge of world conditions. 
Strategic planning committees are rare in the transit indus-
try. Lack of strategic planning, that vital eye to the future, 
is often an unconscious decision to lock a transit property 
into the present, perhaps crisis-ridden management pattern. 
On the contrary, a strategic plan attempts to lay out the 
future over a period of between 1 and 10 years and move the 
property forward to what it should be doing in the future, 
based on the best available information and a vision of how 
transit may best serve the community. Figure 1 is a 
diagram of the strategic planning process. 

The strategic planning process begins with an analysis 
of the environment in which the transit property exists. 
This should include an assessment of the threats and oppor-
tunities that may lie partially hidden in the near and distant 
future. For instance, the aim of the Reagan administration 
to reduce expenditures for transit programs is a threat. 
There would be a threat in any effort on the part of a state 
or local government to diminish its support for transit. On 
the other hand, a strong local commitment to downtown 
redevelopment may be a good long-run opportunity for 
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Assessment of Environment 

Basic Assumption 

Assessment of Current Posture 

Market Potential 

Goals and Objectives 

Market Plan 

Assessment of Needs to Meet Marketing Plan 

Strategic Plan 

FIGURE 1 The strategic planning process. 

transit. Renewal is the sort of venture with which transit 
can be closely identified and play an important role. 

Another major factor in the strategic plan is considera-
tion of basic assumptions regarding the property. This 
would include such assumptions as the continuation of 
certain levels of fiscal support, growth patterns in the city 
as they will affect transit operations, geographic expan-
sions, a move toward a rail system, development of reserved 
freeway lanes for buses, or a contraction of service because 
of an expected sharp decline in population. 

An assessment of the current posture of the property 
should be made. This is a measure of the material and 
human resources available to carry out whatever tasks are 
seen to be needed. The assessment should include current 
and future needs and directions. While anything beyond I or 
2 years is difficult to assess, some things are rather clear. 
The need to replace buses or other rolling stock on a regular 
pattern is something relatively easy .to determine, based on 
the economic life of the equipment. Other aspects of a 
property that can be examined with profit at this stage are 
employee turnover rates; retirement policy; the number of 
administrative, managerial, and staff employees; the age 
and training of employees; the availability of information 
from the management information system in place; and the 
image of the property as reflected by local media. 

Another step to be taken is an analysis of the market 
potential for the transit property. This includes an estimate 
of future travel demand and other community needs that 
may affect transit. These should be projected as solidly as  

possible and as far as possible into the future. In this 
category such considerations as community development and 
redevelopment efforts in which transit may or must play a 
role should be analyzed. This step is essential in calculating 
revenues. 

From the foregoing efforts comes the development of 
goals and objectives, a process that should take into account 
all groups and jurisdictions that will be affected. The goals 
of the transit agency should not be hammered out in a 
vacuum. In formulating goals and properties, input is 
necessary from the community and community leaders, as 
well as from transit management. The goals will be 
affected by the values of the community and the priority of 
various activities important in the community in which 
transit may play a role. Within the transit organization, all 
levels of employees should have some input in the process, 
particularly in the establishment of objectives. 	Broad 
participation is essential to design workable, practical 
objectives for a transit organization and realistic timetables 
for the accomplishment of those objectives. 

Policy makers should use the long-range nature of the 
stategic plan to establish long-range goals and action priori-
ties. The short-range needs assessments that are part of 
any long-range strategic plan are used to develop the short-
range goals and priorities. The goals of a transit property 
establish ideal conditions and long-run aims. No goal in 
transit can be achieved quickly or by the accomplishment of 
any one of the objectives that flow from the goal, objective, 
action process. Objectives are more specific and short-run 
in nature and flow from the goals. The sequence of effort 
to achieve various objectives is the strategy; it is obviously 
related to priorities established by the policy makers in 
conjunction with outside information sources and upper 
levels of transit management. 

A market plan must be developed. This will include 
thoughts about the segments of the market to be pursued. A 
key decision has to be made about whether the transit 
property will seek to serve only captive riders or will seek 
to serve a more general public. The types of service, the 
structure of the system, and the kinds of management 
activities will vary according to these different goals. The 
type of transit product should be considered here, along with 
the pricing schemes and promotional plans that will be used 
to market different types of transit service to various 
segments of the urban travel market that will be pursued. 

Facilities, equipment, organizational resources, and 
political and legislative requirements needed to achieve the 
objectives and serve the target markets must be deter-
mined. The selection of what is to be done and the sequence 
of the actions are the strategic plan. 

TURNING STRATEGY INTO A FINANCIAL PLAN 

A strategy must be developed into a financial plan (see 
Figure 2). Many questions will have to be raised, such as 
what the long-range financial implications of the plan are; 
what is to be done to implement the plan that may require 
additional resources; and determination of whether there is 
need for legislation, referendums, or additional planning. In 
moving from the strategy to the financial plan, the planners 
need to focus on the financial impact of programs that will 
be undertaken. An obvious step here is a review of the 
ongoing programs, including the present operations, with the 
cost of those operations projected into the future as accu-
rately as possible for the next year or two. Routine capital 
replacement costs are also part of the financial planning 
process. The horizon timespan is no set term of years; it is 
as far into the future as one may expect a transit property 
or the community it serves to stay generally the same, with 
no transit capital undertakings of large magnitude or cata-
clysmic changes in the urban place itself. 

Considering new programs in keeping with the overall 
strategy, financial planners assess what needs to be done. 
The new programs would be based on the near-term goals 
and priorities for the next few fiscal years of the property 
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and should be based closely on the objectives established for 
these new undertakings. In moving from the strategic to the 
financial plan, financial planners must determine whether 
funding levels are realistic, based on the best estimate of 
what may be available. The ongoing and new program 
elements of the financial plan should be coordinated by 
means of a formal programming system on which the various 
tasks to be achieved, and their costs and budgets, are 
itemized with a timetable for the expenditures. 

Cost estimates are the next step. Estimating costs is 
never easy—for example, financial planners have to forecast 
labor costs. This is usually done by using trends, including 
agreements in the labor contract that must be honored 
throughout the life of the contract. Certain assumptions 
regarding productivity have to be made at this point. In 
making this judgment, financial planners need to know the 
status of pay and work conditions in the transit industry, as 
well as the impact that industry conditions elsewhere may 
have on local rates of pay and conditions of future con-
tracts. Often there are bellwether cities, the labor agree-
ments of which are raised by union bargainers in other 
cities. Careful attention should be paid to these cities. 

The organization of the transit property and its per-
sonnel should be considered along with plans for any neces-
sary changes in the number or type of personnel and the way 
the property is organized. If the strategic plan foresees the 
construction of several additional storage and maintenance 
facilities to service difficult divisions of an expanding 
transit service, personnel costs will change because planners 
and construction engineers will be needed. With divisionali-
zation of a transit property, the need to modify the organi-
zational structure arises that may have other cost ramifi-
cations. 

Forecasting maintenance costs is usually accomplished 
by trend analysis. Some transit properties have done an 
excellent job of costing out maintenance; others have very 
limited information available. Consideration should be 
given to new maintenance procedures, new equipment, or 
new facilities coming on-line that may increase productivity  

in maintenance, or decrease it in the case of new, more 
complicated equipment. If good information is available, it 
may be possible to make certain assumptions about produc-
tivity in the maintenance realm. Improved maintenance 
management practices may lead to an increase in produc-
tivity. Standard costs are useful for certain kinds of routine 
maintenance jobs, such as changing bus brake linings. 

Energy costs now are a major element in the cost of 
transit operations, whether electricity or petroleum-based 
fuels are used for power. Diesel fuel cost estimates are 
usually based on past trends and the state of the world 
economy as it affects crude oil prices. Because oil prices 
are related to the world political and economic situation, 
world affairs need to be monitored. The possible trend of 
rates with the local power company and the potential 
impact careful negotiation might have on rate trends need 
to be assessed by management of electrically powered 
systems. 

Estimating capital costs reflects two elements. The 
first is the need to modernize and sustain existing plant and 
equipment, based on a routine capital replacement plan, 
that should be relatively straightforward. The need to 
improve and expand the level of service, however, involves 
a decision that has to be based on the timing and extent of 
investments. Input needed here is the projected demand for 
transit over the period of the strategic plan and the 
capacity of the existing system to meet that demand. From 
this information, the strategic plan should lay out certain 
activities and efforts of a capital nature, and the financial 
planners need to know and understand the impact on capital 
expenditures and the timing of expenditures. 

In estimating revenues, there is need to forecast the 
number of passengers. The average fare paid is also a 
necessary part of the information. With the cooperation of 
the service planning department, an estimate of the number 
of passengers in the current year and years in the future 
must be made. Adjustments have to be made also for the 
patterns of demand related to changes and fares. Perhaps 
more difficult is forecasting the subsidies flowing to transit 
over a protracted period of time. The federal subsidies are 
based on appropriations, as well as authorization for the 
different programs. The program to be supported and the 
funds allocated have a known life; the subsequent authoriza-
tions and budget appropriations are a matter of conjecture. 

Nonfederal government subsidies generally are based on 
extrapolation of past trends. When there is a question about 
dedicated tax receipts supporting a bond issue, most transit 
properties hire consultants to forecast tax receipts because 
this type of forecasting calls for a specific expertise. The 
forecast of the yield from a new or proposed dedicated tax 
is required also. The quality of the forecasting depends on 
the management information system developed by the 
transit property. The difficult but essential decision rela-
tive to a management information system is to consider 
what and how much information to collect. 

The financial planning process requires some formal 
iterative procedure for regularly matching revenues and 
costs. This is a speculative undertaking, especially when 
projecting far into the future. The best suggestion is the 
use of scenario planning, with each scenario based on 
different assumptions about such key factors as ridership, 
federal support, new taxes, fare changes, labor costs, infla-
tion rates, and so on. A convenient way to handle this is 
with a spreadsheet on a microcomputer so that various 
combinations of factors can be tried and examples carried 
out more quickly than if performed manually. Such planning 
is vital in that it provides a variety of options for the policy 
board to consider, and the impact of a variety of factors 
over the next 5 to 10 years (or whatever the strategic 
planning and strategic financial planning time horizon may 
be) can be compared and assessed. The various scenarios 
should be reasonable; windfalls, total disasters, or any 
extreme speculations should be avoided. The board must 
choose the scenario it believes is most likely or the one it 
prefers; from this choice there is a resulting set of financial 
assumptions, implications, and decisions to be made. 
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BUDGETING 

The budget process turns the ideas and desires concerning a 
financial plan into a concrete, annual plan. Budgeting for a 
transit property—or any enterprise—is the annual, detailed 
planning and implementation of key decisions laid out in the 
financial plan. The purpose of the budget is clear-cut. It is 
an aid in making and coordinating short-range plans, a 
succinct device for communicating plans to the managers of 
specific activity centers, and acts as a potent, quantitative 
means of motivating managers to achieve established budget 
targets. A budget is also a benchmark for controlling 
ongoing activities and the basis for monitoring centers of 
financial responsibility and their managers for performance 
and achievement of objectives, and serves as a means of 
educating managers to the process of managing because it 
helps weave together the fiscal aspects of a property's 
activities. 

There are several budget components. The operating 
budget reveals the planned operations for the coming year 
and includes the expected revenues and expenses. One way 
of doing this chore is through the use of a program budget 
that shows the estimated revenues and costs of the major 
programs of the transit property, arranged by department or 
service with the revenues and costs of each spelled out. 

Another means of preparing an operating budget is by 
use of responsibility-center budgets, setting forth plans in 
terms of responsibility centers. Responsibility-center 
budgets are most often used in construction and are usually 
broken down into cost elements such as labor, materials, 
fuel, and so on. 

In preparing the operating budget, a budget committee 
is useful. This committee, separated from the policy board 
budget committee, is usually guided by a budget director 
and is a top management group that recommends the budget 
guidelines the organization is to follow for the budget 
period. The budget committee coordinates the separate 
budgets prepared by the various organizational units, helps 
to resolve any differences that may exist among the units, 
tidies up the product, and submits the final budget to top 
management for approval. 

The budget staff may do a large share of the budget 
work in any organization. Nevertheless, the most crucial 
budgeting is really done by the line organization; they play a 
key role in helping establish objectives for the transit 
property and deciding what financial resources will be 
needed to achieve the objectives. "Bottom-up budgeting" is 
the term often used to describe this procedure, and the 
process lets those closest to the action set their budgets. 
This procedure is useful in setting the total amount of the 
budget and the pace of expenditure. 

There are many questions concerning the relationship 
and interaction between the budget committee, the finance 
director, the general manager, the finance committee of the 
board of directors, and the board as a whole. Whatever 
differences and problems there are should be solved as 
quickly as possible, so the budgeting, financial planning, and 
strategic planning processes can move along smoothly. 

The budget is usually developed on an annual basis. In 
some cases, monthly information is provided—the annual 
budget is broken down into monthly periods to provide 
benchmarks. Another common practice is to prepare quar-
terly budgets for a year and make regular updates. This 
procedure is particularly appropriate where the situation i 
volatile or where close control is desired. 

Regular budgeting within the fiscal year framework is a 
good idea, to take account of any unexpected changes that 
may occur. This process is becoming easier because the use 
of electronic data processing has made information avail-
able on a more timely basis than was possible in the past. In 
the best situation, adherence to the overall budget should be 
monitored on a monthly basis, as well as on a departmental 
or other organizational unit level. 

A revenue or sales budget may be prepared in addition 
to an operating budget. A revenue budget is a statistical  

forecast based in a mathematical analysis of general condi-
tions in the economy; local market conditions; tax draw-
downs for the transit property; and receipts of grants from 
federal, state, and local governments. It is also a concoc-
tion that includes judgmental estimates as a cure for the 
problem of uncertainty and reflects negotiation between top 
management and underlying management on just what reve-
nues will be. 

Another type of budget is the cash budget that shows 
revenues and expenses, cash inflows, and outflows. The 
inflow and outflow of cash is the main concern in timing of 
certain expenditures. The cash budget begins as a budget 
balance sheet and income statement, adjusted to reflect the 
planned sources and uses of cash over a relevant time 
period. This is important to use in analyzing plans having 
cash flow implications to estimate each of the sources and 
uses of cash. No transit property or other enterprise wants 
to be embarrassed, or cast into serious fiscal difficulties, by 
not having sufficient cash on hand when it is needed. Grant 
reimbursement procedures from government often lead to 
cash flow problems for a property. 

The capital expenditures budget lists the expenditures 
for capital to be made in a given time period and is usually 
prepared separately from the operating budget. The wisest 
course is to separate capital replenishment projects or 
replacements of equipment, such as new buses for old, from 
the budgets for completely new capital investments. 

PROBLEMS AND PiTFALLS 

There are a number of problems and pitfalls having to do 
with the financial world of transit that should be considered 
when involved in financial planning, including 

Expansion of service area 
Inflation-sensitive financing 
Predicting fares 
Elasticity of demand 
Ability to control costs 

Many transit properties have been involved in expanding 
the tax base by expanding the service area; that is, transit 
properties have moved from serving principally a major city 
jurisdiction to providing service on a countywide or mul-
tiple-county basis; the allure is not only the sense of serving 
the whole of a metropolitan region, but a larger tax base. 
Such territorial expansions have been popular notions for 
years and are especially tempting when federal aid is 
uncertain. The problem is that service may have to be so 
greatly expanded to touch the whole of the jurisdiction of 
the subventions that the increased tax and farebox revenues 
from the expansion of service will be far outrun by the 
expanded costs. In such circumstances, expanding the 
service and tax base becomes self-defeating from a finan-
cial viewpoint. Experience shows that transit properties 
should be wary about substantial increases in the service and 
tax areas. Little good is achieved if a larger number of 
dollars are being spread more thinly than before. 

With the need to depend on state and local fiscal 
sources on an increasing basis, there is a natural desire to 
find some source of financing that keeps up with inflation. 
Looking at the spectrum of choices possible, a property tax 
is sluggish and unpopular and has some real problems. It 
requires reassessment of values on a frequent basis to stay 
up with changing property values, and reassessment is not 
done with sufficient frequency in most places. 

A sales tax is more reflective of the state of the 
economy and inflation and is attractive, because as prices 
go up the sales-tax revenues go up. However, it is usually 
considered to be highly regressive toward low-income 
persons. Even so, a sales tax may be justified depending on 
the degree of relative benefit received by various groups. If 
the poor benefit more from transit, there may be nothing 
wrong with their paying a larger proportion of their income 
for transit support. To reduce conflict over the regressive 
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nature of sales taxes, such basic items as food and medicine 
may be exempt from the sales tax; or a piggyback on a local 
sales tax for transit—an extra half cent—may be required, 
and not be levied on items such as food and medicine. 

The income tax is attractive because it reflects the 
ability of persons to pay, but this raises other questions. 
Should all residents or all workers in the transit authority 
area pay the income tax? Those who pay the most income 
tax may use transit the least and, with some justice, may 
question the equity. Income tax is linked closely to the 
general condition of the economy and level of unemploy-
ment. The consensus is that income tax is not a good source 
of tax revenue for downside situations. 

No tax is safe and sure and free from ups and downs. A 
spectrum of local tax sources probably is best. With a 
variety of taxes, the likelihood of instability of financial 
resources may be diminished. It should be noted that .any 
effort requiring a referendum to be passed imposes yet 
another level of difficulty on management. It forces 
management into the political arena—there is no way to 
avoid politics when trying to develop a positive referendum 
situation. 

Another problem arises with predicting fare receipts. 
Many transit properties have poor information available, 
and, whether good or not, detailed passenger data available 
is doubtful. Does transit management know who rides, who 
pays, and what they pay? How many classes of fare are 
there to dilute the base fare, and exactly what is the 
average fare? The average fare calculation should be made 
on a regular basis because it is important in predicting the 
yield from various changes in passenger demand. Sampling 
should be carried out regularly to determine as accurately 
as possible what is the average fare being paid. 

One of the more difficult items to estimate is the 
elasticity of demand in regard to fare changes. In some 
cases a rise in fares has clearly cut patronage; in others it 
has had no observable impact. Probably the worst situation 
is to raise fares and cut service at the same time, which 
puts a double hit on the passenger and is sure to alienate 
present and potential riders. Another question to answer is 
whether there are riders who will pay a high fare because 
the service is good, such as for express service. These are 
passengers to covet because of their potential contribution 
to revenues. Sufficient promotional effort should be aimed 
at this group to encourage their participation in the transit 
system. Promotional efforts must be used to boost 
patronage and information on the impact of the promotional 
effort gathered. The transit agency must be capable of 
contracting out or providing special services to boost its 
revenues. All of these factors make predicting fare receipts 
very difficult, especially over an extended time period. 

There are serious questions about the transit property 
being able to control its costs successfully, either because 
of uncertain cost estimates or lack of cost information. Do 
the costs control the property? Is the concern about costs 
the major driving force of the system? Are there broader, 
more cogent concerns? While control of costs is important, 
it is not the sole reason transit service exists or the singular 
justification for the presence of a management team. The 
amount and degree of detail in cost information is important 
in any effort to manage transit property. The costs should 
be broken down sufficiently so that management can take 

- 

-  

intelligent action. For example, in labor costs, pull-out, 
pull-in, overtime, relief time, and report time should be 
calculated separately and not lumped together as labor 
costs. Cost calculations should be made on per route basis 
so the costs to operate a given route or a given trip can be 
determined. If only average costs are available, manage-
ment is in trouble, because it is difficult to manage on the 
basis of average costs. In many cases a dangerous situation 
exists where costs are merely projected up and down with-
out adjustments being made for inflation or ability to 
control certain cost elements. 

In the maintenance field, costs are often not estimated 
carefully or accurately, and detailed information is not 
kept. Vehicle histories with detailed costs should be avail-
able so the maintenance manager can understand the 
strengths of given types of equipment or parts and knows 
what needs to be ordered to complete a job in the future; 
also information about whether there are standard costs per 
job. Many transit properties have no idea what a job should 
cost and have no guideline for the effort. Automatic 
escalating costs are important, such as cost-of-living 
allowances and health insurance premiums. These are major 
cost elements in transit in recent years and therefore strict 
attention must be directed to them. 

CONCLUSION 

An orderly financial planning process such as that discussed 
here is rarely used in the transit industry. Most transit 
properties have no strategic plan, goals, or objectives, and 
have no idea what it is they are trying to achieve except in 
the short term. Lack of interest on the part of the policy-
making board is one reason that little may be done in either 
strategic or financial planning. This may be due to ama-
teurism on the part of the board or the short-run thinking 
that permeates the political atmosphere. Transit, as a 
public enterprise, is inescapably a part of the political 
arena. Management may lack the professionalism to give 
thought to the processes of strategic or financial planning. 
Moreover, the transit industry has no tradition of the kind of 
long-run thinking needed for the efforts required. Even 
where policy makers and management want to do long-range 
strategic and financial planning, a lack of staff and shortage 
of good information may doom the effort from the start. 

Whatever the reasons, most transit properties have 
reduced financial planning to nothing more than annual 
budget preparation, and for most transit agencies poor 
information has resulted in the need for supplemental 
budgets each year. Transit properties without any kind of 
strategic planning or financial planning have foregone the 
opportunity to take advantage of the process of giving 
careful thought to helping to shape the future. 

The financial plan is derived from the strategic plan 
and the strategic plan is long-run in nature. Therefore, 
financial planning is not just for the immediate future but 
for the long run. From the strategic plan, goals, priorities, 
and objectives are derived and agreed upon by the policy-
making board and top levels of management. The financial 
plan is based on established goals, objectives, and priorities. 

From the financial plan the budget is prepared, and the 
budget is a detailed, annual financial plan. The goals, 
priorities, objectives, strategic plan, financial plan, and 
budget should be reviewed regularly. 



Case Study on Local Financing Techniques: 
Buffalo, New York 

Edward H. Small 
Niagara Frontier Transportation Committee 
Buffalo, New York 

Buffalo, the major city in the two-county area of Erie and 
Niagara, is facing significant changes in its economy. Major 
manufacturing industries are phasing down or out. Nonethe-
less, the area is committed to its continued existence. 

Constituent members of the metropolitan planning 
organization (MPO) include the transit operator for the 
urban district, the Niagara Frontier Transportation Author-
ity (NFTA), the State Department of Transportation, the 
two cities of Niagara Falls and Buffalo, and Erie and 
Niagara counties—one of which is heavily urban and the 
other distinctly rural. The seventh member is the planning 
board for the region, the comprehensive planning body that 
is responsible for housing, water, sewer planning, and other 
similar activities. Because the MPO has seven constituent 
members with voting privileges, decision making takes a bit 
longer than in other structures. 

The downtown section has a transit mall and a light-rail 
project that bisect the district and form a major focus for 
urban redevelopment. The light-rail system began operating 
in the fare-free zone this past October; the first revenue 
service portion will begin operations in April 1985, and the 
complete 6-mile system will be in operation by April 1986. 

ESTABLISHING PRIORiTIES 

One of the issues involves developing the downtown, and 
transit is a major aspect. Questions include whether to 
redevelop a major parking area and the impact of this 
parking area on transit. Another aspect is the equity of 
transit versus highway priorities. When highway construc-
tion on a beltway was begun, Buffalo was a region that was 
forecasted to have a population of 2 million. Best estimates 
today are slightly over 1 million, even in the year 2000. 
Pieces and elements of the expressway system have never 
been finished, and those in the more rural areas are more 
interested in highways than in transit. This cannot be 
ignored if a transit financial plan taps the public as a whole. 

In 1976 the Niagara Frontier Transportation Committee 
(NFTC) voted to advance the light-rail project and Niagara 
County voted not to advance the project. The committee 
had always operated on a consensus basis, which meant 
there had to be unanimous decisions on all issues. Dif-
ferences of opinion had to be resolved before they came to 
the policy board. There was one issue that was not resolved 
in this manner. Niagara County's constituency felt they 
were going to have to pay for major shares of a project—in 
terms of both capital cost and operating cost—but have no 
benefit of the system. The chairman of the policy commit-
tee at that time assured the county it would not pay capital 
costs; that capital costs for transit were historically paid by 
federal funds and state matching shares, not local funds. A 
transit financial study was then made to protect Niagara 
County's concerns and also to reflect Erie County's fair 
share once this project was in place and operating. The 
resulting 5-year transit operating assistance plan was 
geared to about 1986, the point at which the light-rail 
system would be open and operating. Its major issues were 

Shall transit be expanded? 
Should there be more service, or the same service 
with lower fares or equal fares? 
If there is a shortfall of aid from federal and state 
sources, what level of local government should be 
anticipated to support the transit system? 
What funding source should be considered for that 
type of financial need? 

The study was projected toward a heavy public input 
process. 

FINANCING ISSUES 

There had been only one fare increase in Buffalo in about 
7 years, during a time of inflation in the late 1970s. It was 
obvious that revenue was not keeping up with continuing 
costs. Since the transportation authority took over the 
private system in 1974, local aid was at the lowest level of 
revenue. It came from the two counties and was a man-
dated contribution through the state. The state takes an 
active role in transit operating assistance in New York 
State. It must take into consideration the large metropolis 
of New York City and at the same time be realistic enough 
to secure legislative votes for a statewide package that 
shows consideration for the upstate regions. The state 
transportation law, enacted in 1974, requires the state to 
provide operating assistance to the urban districts in an 
amount proportional to their service characteristics; coun-
ties in that service district are to provide matching 
amounts. The county amount remained fixed through the 
years, and the state kept increasing its share over and 
beyond the original intent of the matching program. 

In 1982, without the light rail on line, the system cost 
$32 million to operate. Operating aid was $17 million—
$8.9 million in federal funds, $6.2 million in state funds, and 
$1.8 million from the two counties. The latest figures for 
1983 showed that the cost of the system was slightly up at 
$33 million; ridership was down slightly due to economic 
conditions in the region, and the operating aid was $18 mil-
lion. Federal aid was down slightly, and the state share—
made up of direct state funding and a gross receipts tax on 
oil—was up quite a bit. 

During the course of the study, the Reagan administra-
tion began to suggest the drastic reduction of federal aid for 
operating purposes. A worst-case scenario of no federal aid, 
escalating costs, and the impact of inflation was presented 
to the public, who was then asked: What do you really want 
to buy in terms of transit, and how is it to be financed?- 

URBAN SYSTEM VERSUS RURAL SYSTEM 

Niagara County and Erie County are quite different. 
Niagara County is rural and has a bare-bone system—the 
line is either operating or it is not. They had three choices 
for 1986: more service, the same service, or reduced 
service with various fare options. 
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The policy committee endorsed a series of actions. The 
key action was the acceptance of the equity issue by the 
urban and the rural counties. It was proposed and accepted 
that the revenues would be credited to the boarding passen-
gers in each county for the particular mode that was 
operating in that county, and that the cost would be 
attributable to the vehicle miles of service of that particu-
lar mode in that particular county. If Niagara County had 
no rail mode, they would not be liable for any of the 
expenses associated with it. Erie County and Niagara 
County accepted the provision that if additional aid did 
come to the region at some future point, either from federal 
or state sources, it would not be allocated to Niagara 
County. 

CONCLUSION 

An innovative approach in this study was the use of a 
professional consultant to conduct attitude surveys of the 
public in the two counties in order to identify feelings 
toward transit and the most logical solutions. It was 
determined that transit ranked 7 out of 9  in public services 
the public at large felt should be supported by public funds. 
It was a consensus that fare increases were not deemed 
unreasonable and the public did not expect fares to be held 
down over several years. However, there was great reluc-
tance to use any portion of a sales tax as a source for 
financial aid. Their priorities were fare increases, service 
cutbacks, and federal and state aid. Local aid was not one 
of the options._ 



Packaging and Implementing a Financial Plan: 
Achieving Support, Consensus, and Consent 

Lawrence D. Dahms 
Metropolitan Transportation Commission 
San Francisco, California 

INTRODUCTION 

When the metropolitan planning commission (MTC) was 
created by the California Legislature in 1970, there were 
substantial state and federal highway taxes available to 
build urban roadways, but transit funding was limited. 
MTC's first responsibility was to prepare a regional trans-
portation plan (RTP). The legislature recognized that the 
San Francisco Bay Area would expect to include transit as 
well as urban highways in its plan, and MTC was encouraged 
to recommend a financial plan that would depend on new 
legislative authorization of transit funding. From the very 
beginning MTC had to understand the role and importance of 
a financial plan in delivering transportation improvements. 

ESSENTIAL ELEMENTS OF A FINANCIAL PLAN 

Some successful financial plans have been sketched on the 
back of envelopes, and others have been shelved despite 
what seemed to be perfect formulation. The necessary 
ingredients of a successful financial package vary, depend-
ing on many factors. 

If consideration is limited to that of funding urban 
transportation projects and services as provided by public 
agencies, it is possible to identify factors that may deserve 
being called essential elements of a financial plan. These 
elements are 

Program, project, or service to be funded must be 
clearly defined 
Source of funds must be adequate and should be 
dedicated 
A credible sponsor must be committed to deliver-
ing the program 
There must be a broad base of community support 
The sponsoring agency must be capable of respond-
ing to community concerns and economic varia-
tions as they arise without losing control of the 
budget and schedule, and have sufficient authority 
to carry out its mandate 

A CLEARLY DEFINED PROGRAM 

One example of a successful transportation funding plan on 
the national level was that authorized by Congress to build 
the Interstate highway program. For the most part its rural 
and urban segments have been constructed despite delays 
and a changing economy. It has not been a lack of funding 
that has caused a few segments to become controversial and 
difficult to complete. 

The program was defined in broad terms and was to 
include approximately 41,000 miles, linking certain desig-
nated cities according to standards promulgated by the 
federal government. It was well defined and extensive, and 
merited the continuing financial commitment of Congress 
for almost three decades. The key to success has been the  

assurance that once designated as part of the system every 
Interstate segment would be funded eventually. 

If the federal Interstate program is an example of 
financial planning at its best, some local transit plans have 
been prime examples of planning at its worst. Transit plans 
have faltered when they have been specific but not exten-
sive enough to serve all parts of a community. On the other 
hand, plans have faltered when they were made extensive 
enough to serve most of the community but were unable to 
raise sufficient funds to cope with changing economic 
conditions and the cost of responding to other community 
concerns. To counter these difficulties, transit plan spon-
sors sometimes avoid being specific in describing programs 
to be funded. In Santa Clara County this general strategy 
has been employed successfully. While it is desirable to be 
as specific as possible regarding what is to be funded, this 
fundamental objective must be considered in the context of 
how well the rest of the financial plan can be defined and 
controlled. 

ADEQUATE AND DEDICATED FUNDS 

The Interstate program is a model of success. Congress 
dedicated gasoline taxes and other fees to finance the 
construction, and the continuous flow of funding made for a 
well-planned, orderly construction program. When delay, 
inflation, and higher standards drove the cost of construct-
ing roadways up, Congress extended the program and 
authorized additional funds. There was rarely any notice of 
the extent of cost overruns on the system, and engineers 
were not fired or reprimanded because of inadequate atten-
tion to budget and scheduling control. 

Other parts of the highway system have not been so 
generously funded. Nonetheless, because of the broad base 
and continuous nature of most federal, state, local, and 
highway programs, there has been little criticism for project 
cost overruns. 

By comparison, transit is the neglected stepchild. The 
nation's network of transit systems has not benefited from 
steady, reliable funding. Major new systems have been fixed 
in scope and budget, and there is no built-in mechanism to 
fund the higher costs associated with inflation, delay, and 
response to community concerns. There is a federal discre-
tionary program, Section 3, that has provided some relief, 
but it suffers because transit is important to a limited 
number of states. This means there is a limited base of 
support for the program in Congress and the executive 
branch. Even Section 3 funding is becoming less helpful as 
the federal government seeks to limit its commitments 
through spending ceilings in full-funding contracts and other 
devices. 

Dedicated and adequate funding remains an illusive 
objective. The expectation when funding transit is that 
operators will have to compete for a limited supply of 
discretionary funds on a year-to-year basis. This tendency 
at the federal level puts even more pressure on the objec- 

39 



40 
	

TRB Special Report 208 

tive of securing more dependable funding at the state and 
local levels of government. 

A CREDIBLE SPONSOR COMMITTED TO 
DELWERING THE PROGRAM 

The Interstate highway system was built by 50 state highway 
departments, in partnership with the Federal Highway 
Administration (FHWA). Federal and state agencies have, 
with limited exception, been accepted as credible Interstate 
highway program sponsors. They have been completely 
committed to the program. Their credibility has not been 
marred by attention given to cost overruns because of the 
way the financial plan masks the effects of the overruns. 

It has not been easy for the Interstate program, how-
ever. In some cities, the details of design standards have 
been imposed without giving proper consideration to other 
community values. The most obvious result has been the 
inability to complete some Interstate segments and some 
loss of financial support for the program as a whole. 

Transit sponsors frequently have not been perceived as 
credible for many reasons. Controversy over system cover-
age versus the construction budget, operating subsidies, 
local funding, cost overruns, and other factors often cast 
doubt in the minds of the public and local officials regarding 
the competency of transit sponsors. While transit sponsors 
may be committed to their programs, they seldom have 
partners to reinforce that commitment to the extent that 
FHWA, Congress, and state legislatures reinforce the high-
way program commitment. 

COMMUNITY SUPPORT FOR THE PROGRAM 

When someone else is paying the bill, most of the commu-
nity is either neutral or supportive of a program. The 
Interstate system benefits from such favorable circum-
stances. 

When a community is asked to vote local taxes to 
provide new or expanded services it is a different matter, 
and community support must be cultivated. All the ele-
ments of a good financial plan become crucial in building 
that support. If voters are asked to authorize an additional 
tax, they want to know exactly what is to be funded, how it 
benefits their community, whether they can trust the 
government to be responsible and deliver the program on 
budget, and what voice they may have when decisions are 
being made. Good communication and an active public 
participation program are crucial to building support. 

ABILITY TO ADMINISTER THE PROGRAM 

Events will dictate budget and schedule changes even for 
the most well-planned and organized transportation project. 
The challenge of the program manager is to deliver as close 
to budget and schedule as possible, while responding to 
concerns of the community and fluctuations in the economy. 

The most significant community concerns are likely to 
focus on such areas as labor practices, affirmative action, 
environmental factors, and competitive bidding. Those 
concerns are usually addressed by local, state, and federal 
regulations and, in broad terms, the impact of these con-
siderations can be anticipated. It takes a very sophisticated 
management team with clout and autonomy to assimilate 
successfully the detailed facets of these complex regula-
tions into a lean budget and tight schedule. 

Results are convincingl theories are not. To illustrate 
the relevance of the financial plan elements, consider how 
they relate to three examples. 

The first was a plan to complete the capital funding of 
BART, consummated in 1969. The second was a plan to 
provide BART, AC Transit, and San Francisco Muni operat-
ing funds that had been authorized in 1977 and amended in 
1979. The third is a plan to finance a 16-year, $2.8-billion 
rail extension program for the San Francisco Bay Area, now 
being formulated. 

BART CAPITAL FUNDING (1966-1969) 

Project Definition 

In the original measure passed by voters in 1962, BART was 
defined as a 71-mile rail system with 33 stations serving 14 
cities. The original financial plan covered the construction 
of a new Muni-Metro light-rail system with four new outer 
Market Street stations and occupancy of the middle level of 
four BART stations along inner Market Street. The measure 
also set a budget for the project. 

By 1966 scope changes, delay, and inflation combined to 
drive costs over the original $1 billion revenue authorized. 
As a result the BART Board decided to seek legislative 
relief. 

At this point the project definition changed in three 
aspects from the original plan: 

Parts of the system were cut back to save costs. 
This included replacing the central Oakland four-
track section with a three-track section, deferral 
of power supply equipment, and elimination of 
reserve rail tracks and turnback. 
Features were added, particularly within the sta-
tions and in the vicinity of station parking lots to 
improve traffic and pedestrian circulation and the 
system's appearance. These changes were made at 
the urging of the cities affected and to secure 
necessary city street closure agreements. A 34th 
station, serving BART and Muni-Metro, and sub-
stitution of subway aerial sections in Berkeley 
were changes made later as a result of separate 
financial plans. 
Elevators and related features were added to make 
BART accessible to the wheelchair-dependent as 
part of the eventual legislative agreement to fund 
the project. 

The plan rejected the idea of curtailing the length of 
the system as an alternative to securing additional funds. 

Fund Sources 

The legislature debated almost 3 years before enacting 
legislation required to ensure completion. In the beginning 
the debate focused on the amount needed to complete the 
system. The original $50 million shortfall was soon deter-
mined to be $150 million, and debate raged over the source. 
Governor Reagan sought a temporary 34-cent sales-tax solu-
tion, and legislative leaders preferred a bridge-toll increase. 
The 34-cent sales tax was enacted. Revenue bonds were 
authorized so the $150 million needed would be available as 
soon as possible to prevent further delay of the project. 
There was no provision for additional funding that might be 
needed if further unanticipated problems arose. 

Credible and Committed Sponsor 

While the BART Board of Directors was committed to 
completing the full 71-mile system plus the Muni-Metro 
Program, it did not meet fully the test of credibility and 
commitment. It was held responsible for the deficit and lost 
credibility on that account. The ultimate decision by the 
legislature to complete the system was due more to the 
extent of investment already involved than from their 
confidence in the BART board. In an effort to reduce the 
capital deficit, the board trimmed back certain critical 
project elements. This exposed a lack of commitment to 
the integrity of the BART system, and the decision came 
back to haunt BART in the form of operating problems. 

Community Support 

When the need for fiscal relief had become apparent, 
several factors had combined to erode much of the 
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organized community support for BART-7 years' disruption 
of Street traffic; emergence of a budget deficit; and argu-
ments over design, jobs, and contracts. The public attitude 
mirrored that of the legislature, and the public continued to 
support completion of the system despite misgivings regard-
ing BART as a government institution. 

Ability to Administer the Program 

In retrospect, the delay in building BART was inevitable. 
The project opened with a 6-month-long taxpayers' suit and 
was plagued by inflation that exceeded anyone's expecta-
tions. This example illustrates vividly the challenge of a 
project sponsor to deliver a fixed program within a fixed 
budget and schedule. 

BART, AC TRANSiT, MUNI OPERATING PLAN-
1977 AND 1979 

Project Definition 

BART became fully operational and a new financial chal-
lenge arose— providing for the system's day-to-day operat-
ing expenses. BART was not alone in this dilemma. The 
other two transit operators providing service in the San 
Francisco-Oakland area, Muni and AC Transit, were also 
facing mounting deficits. In response the state legislature 
directed MTC to work with the three overlapping transit 
districts to develop a long-term financial plan for transit 
operations. The level of service to be funded was defined as 
the existing levels of service, plus introduction of certain 
committed services by BART and Muni. The plan was 
implemented in 1977 and modified in 1979. 

Fund Sources 

A wide range of potential sources was estimated— extension 
of the temporary 1/2-cent sales tax was the most obvious 
candidate. A complementary bridge-toll increase to provide 
capital matching funds was also a likely prospect given 
recent legislative action granting MTC authority to raise 
toils for that purpose. These were the sources chosen. 

Credible and Committed Sponsors 

Credibility was earned for the financial plan in a number of 
ways. The local commitment to do all that could be done 
before turning to the legislature for assistance became a 
feature of the financial plan. MTC joined with the three 
affected operators in setting forth 20 principles regarding 
program administration, cost savings, labor rates, fare set-
ting, and service coordination that had been agreed to as the 
foundation for the program. This formed the basis for 
administration of the program and has worked essentially as 
intended since enactment of the financial plan in 1977. 

The one major change came about in response to 
Proposition 13. This measure denied AC Transit over half 
its local tax support, and, to some degree, reduced BART 
and Muni support. Under the 1977 legislation three-fourths 
of the 1/2-cent sales tax was earmarked for BART operat-
ing and capital expenses, and the remaining 1/4  cent was to 
be allocated by MTC to any of the three operators for 
service improvements. A plan revision was approved by the 
legislature in 1979 that made 1/4 cent of the sales tax 
revenues allocated by MTC available to sustain existing 
service, rather than being limited to improved services as 
originally contemplated. 

Community Support 

Polls taken by the Bay Area Council and MTC indicated 
substantial support for additional transit funding and for the 
sales tax as a likely source. Informed interest groups, such 
as the Bay Area Council and the League of Women Voters, 
followed the plan's development. A 19-member  citizens 

advisory committee was involved also. The result was 
support for the program by the most interested representa-
tives of the community and there was no organized opposi-
tion. 

Ability to Administer the Program 

The principles adopted as the basis of the plan became the 
guidelines for its administration. MTC commissioners from 
the three counties involved and representatives from each 
of the three transit operators have served as a committee to 
guide administration of the program since its enactment in 
1977. Thanks to its considerable authority, MTC has been 
able to administer the plan successfully for 7 years, despite 
the loss of revenues from two major sources. 

Under MTC's guidance, the three operators' labor con-
tract settlements during the interim have been more con-
servative than before, and they raised fares approximately 
in unison in 1979 and 1981. Service and transfer coordina-
tion was improved, and, while there are still significant 
improvements to be made, the MTC-operator partnership 
provides the basis for the expectation of continued improve-
m ent. 

The 1977 and 1979 plans were intended to provide 
sufficient funds to constitute a permanent base of operating 
support for the three transit agencies. The Proposition 13 
tax loss and declining federal operating support are having 
an adverse impact on one operator, AC Transit, causing it to 
cut services. AC Transit's weakened financial position will 
be addressed by a Bay Areawide Transit Operating Plan 
being developed as a part of a regional rail-extension 
finance plan. 

THE $2.8 BILLION RAIL EXTENSION PROGRAM 

Project Definition 

The original BART master plan in the mid-1950s envisioned 
a 6-county system encircling the lower San Francisco Bay. 
The existing 71-mile system was seen as a first increment. 
In 1962 when the vote was taken, brochures showed dotted 
lines to suggest extensions in Alameda, Contra Costa, and 
San Francisco counties. Since the successful 1962 vote 
several project plans devoted to these extensions have been 
prepared, but there has not been any real effort to secure 
funding needed for construction. 

In the meantime, the state, through Caltrans, has 
contracted to contin 	commuter-rail service (now called 
Caltrain) operated by Southern Pacific along 44 miles of 
double track, linking San Francisco and San Jose. Caltrans 
seeks an extension of both terminals to sites closer to the 
central business districts. Santa Clara County Transit has 
secured funding for its Guadalupe light-rail line that will run 
for 22 miles on a north-south axis through downtown San 
Jose, connecting with the Caltrain service, and extensions 
are being planned. The Muni-Metro service has been operat-
ing since 1976 and San Francisco has proposed extensions. 

When the President signed the penny-for-transit federal 
gas tax into law in 1983, it marked a reaffirmation of some 
federal involvement in rail construction. This prompted 
MTC to sponsor an effort to develop a Bay Area rail 
extension program. The commission decded it was time to 
focus serious consideration on where and how to build the 
next round of rapid transit lines for the Bay Area. 

To gather input from the public and transit operators, 
MTC held eight public hearings, beginning in July 1983 and 
ending in February 1984. On February 22, 1984 the com-
mission adopted a 16-year, $2.8-billion plan to build 86 miles 
of rail extensions. The plan was predicated on the assump-
tion that 50 percent of the funding would come from federal 
sources and 50 percent from state and local sources. MTC's 
task now is to formulate a financial plan capable of funding 
the extensions. 
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Fund Sources 

Key to the financial plan will be the $920-million7per-year 
UMTA Section 3 program proposed by the President in the 
1984-1985 budget. Assuming a 10 percent Bay Area share, 
which is optimistic, it would produce $92 million per year 
for the region, or roughly 50 percent of the cost of the rail 
plan. 

Federal funds depend on regular renewal of federal 
program authorization and successful advocacy by the 
region. It is impossible to anticipate with any certainty how 
much federal support will be forthcoming. It is clear, 
however, that a community helps its case most by showing a 
substantial state and local financial base as a demonstration 
of local commitment to the project. So the focus of the 
MTC financial plan at this stage will be to build the 
strongest base of state and local support possible. At this 
early stage of plan development MTC can predict with some 
confidence only those funds presently dedicated to capital 
funding, including fares, bridge tolls, state gas taxes, state 
general funds, and local sales taxes. More of these same 
fees and taxes as well as development fees, special assess-
ment taxes, motor-vehicle license fees, and any other 
device capable of making substantial contribution must be 
considered. 

The use of bridge tolls for transit has become a special 
case. The legislature authorized MTC to increase tolls on 
the Bay's bridges to provide capital funds for transit in 1975. 
MTC proposed to use its granted authority and increase the 
tolls from 50 cents to $1 in 1977. After protests, the 
legislative leadership advised MTC that it would be easier to 
secure the companion 1/2-cent sales-tax measure if tolls 
were increased to 75 cents and that suggestion was imple-
mented. The increase now produces approximately $10 
million per year for transit projects that, when matched 
with federal funds, supports a capital program of almost 
$50 million each year. 

In 1981 MTC's authority to increase tolls was re- - 
stricted. In 1984 the state legislature attempted to lift the 
restriction only to be thwarted by a veto from the governor. 
Had the measure survived, MTC would have been able to 
raise tolls to $1 in 1985, producing $12 million a year for 
transit. 

The bridge-toll example illustrates the volatility of 
transit funding. It demonstrates that firm resolve and 
considerable patience are needed to secure funding and find 
substitutes if a plan goes awry. It also demonstrates that 
state policies do not always mirror state sentiments—a 
generic problem for urban transit financial planning. 

Credible and Committed Sponsors 

MTC is sponsor of this plan. The ten transit operators 
associated with MTC in the Transit Operators' Coordinating 

Council are partners. The transit operators become the 
sponsors of individual projects when funds begin to flow for 
construction. The extent of commitment of the partners 
must be developed as the plan is developed. It is too soon to 
tell if there will be sufficient commitment on the part of 
everyone needed to make the plan successful. 

Community Support 

To win the support of the transit community MTC has 
invited representatives of the major transit operators to sit 
on MTC's Executive Committee, which is overseeing the 
financial planing work for all of the rail program. In 
addition, a transit finance advisory committee has been 
formed, composed of representatives of business, labor, 
environmental organizations, and other community groups. 
Local media, particularly community newspaper publishers, 
showed intense interest in the development of the rail plan. 
News coverage was considerable, and editorials, positive and 
negative, appeared regularly. MTC has invited publishers 
and top broadcast executives to serve on the finance panel 
and several have accepted. It is through the work of this 
committee and MTC's continuing work with Bay Area 
interest groups that support for the program may be devel-
oped, just as was done with the 1/2-cent sales-tax program 
in 1977. 

Ability to Administer the Program 

Just as the financial plan must be expanded from the 
conceptual to a refined definition, so must the projects be 
better defined. This is being done in several corridor-
planning projects sponsored by MTC, BART, and Santa Clara 
County. In recognition of the 16-year duration of the 
program, some projects may not reach the final design stage 
for several years. Even the institutional sponsorship of 
some projects is subject to further investigation. At this 
stage a detailed budget and schedule have yet to be rede-
fined. It follows that the mechanism for assuming ad-
herence to budget and schedule also will require additional 
work and agreement. 

CONCLUSION 

The elements of a good financial plan have been defined and 
used to evaluate two financial plans successfully imple-
mented and one being formulated. 

A plan must be flexible and embody an administrative 
mechanism able to adjust to change. The experience of 
producing successful plans in some past context does not 
assure success in some different context. 

The financial plan must be tailored to the unique 
circumstances of the program and community in question. 
The trick is to have the right plan at the right time, and the 
insight to recognize that specialized fit. 



UMTA's Perspective 

Ralph L. Stanley, Administrator 
Urban Mass Transportation Administration 
Washington, D.C. 

INTRODUCTION 

A topic that has gained increased prominence in the scheme 
of transportation planning recently is the need for respon-
sible, effective transportation financing at the local level. 
With the economy in a period of marked prosperity, the 
mobility requirement of our fast-growing metropolitan re-
gions is an ever-expanding need. Hand-in-hand with this has 
come a-national concern for federal spending. 

The deficit is a problem that Americans must face 
together. The Reagan administration has made a commit-
ment to maintain realistic restraints on government spend-
ing so that today's needs will not impoverish the nation 
tomorrow. Judging from their resounding support in the 
recent election, it is clear that the American public has 
faith that President Reagan will attain this goal swiftly and 
competently. 

The challenge of reducing spending growth brings with 
it a burden of securing alternative support for the many 
programs that are fed by the federal hand. In this respect, 
transportation is no exception. 

With the continuing expansion of major urban centers 
nationwide to include extensive miles of suburbs, the need 
for reliable, flexible mass transit is evident. The traditional 
public transportation services that have come into their own 
since federal assistance to mass transit was instituted 
20 years ago are no longer adequate to meet the needs of 
this mushrooming suburban population. With $4 billion per 
annum required merely to update standard traditional public 
transit systems in the United States, a way must be found to 
augment federal transit assistance or the services required 
by sprawling metropolitan regions cannot be maintained. 

A four-point plan covering problems needing attention 
in the realm of local financing has been developed. Touch-
ing briefly on each of these phases demonstrates UMTA's 
perspective in each category. 

TRANSPORTATION FORECASTING 

It is essential to effective public transit that financial 
planning be developed in conjunction with transportation 
forecasting activities. Good transit planning is founded on 
the basic premise that a transportation system is created on 
the basis of need. The basic mobility requirements of a 
community must be considered first—the need for people to 
find cost-effective commuter travel to work, school, and 
the marketplace. 

The particulars vary within each community. Once the 
transit need has been established, an efficent project that 
meets those specific regional demands should be developed, 
with a fiscal plan that speaks responsively to the monetary 
requirements of the project. A system should not be devised 
merely to enhance the general prestige of a community. 
Projects created solely for the sake of their existence are 
doomed from their inception, and it is important for local 
political leaders to realize this. The congressional represen- 

tative who votes for a mass transit system his district 
cannot afford to operate when the construction is completed 
is not doing his constituency a favor. 

ALTERNATiVE SOURCES OF REVENUE 

Alternative sources of revenue used to fund a system must 
reflect the particular characteristics of the region. Funding 
measures should be based. on the relative needs and assets of 
a community. There is a myriad of options available to 
serve this task, including various forms of taxation or 
lottery systems. The means selected will depend on the 
locality. For example, in a district experiencing an elevated 
unemployment rate, a payroll tax would be unsuitable. In 
contrast, a community that is undergoing a period of popula-
tion growth and economic prosperity, such as Houston, 
Texas, and various regions throughout California, would be 
wise to implement such a system or, alternatively, a sales-
tax method of procurement. 

There is an overwhelming advantage to involving the 
private sector in the development of alternative funding 
sources. Private-sector participation in local transportation 
planning results in the creation of stronger, more efficient 
transit systems dealing directly with community needs. 

The private sector can provide input to gear transporta-
tion to specific local needs and enhance the financial base 
available for transportation support. An example of a 
funding source that can be generated by this type of 
involvement is issuance of bonds by various segments of the 
private sector. 

Private-sector involvement in early planning stages 
promotes community interest in a transit system that may 
lead to enhanced ridership. The overall result of private-
sector participation is a positive sharing of costs and 
benefits that provides transit support and enhances local 
economies. 

In making the determination of what constitutes cost-
effective transportation planning, the real concern is one of 
mobility—the best, most efficient way to get people from 
one point to another. This is not a transit versus highway 
debate. Responsible, thoughtful transportation planning on 
the local level must be created to foster effective transit 
systems throughout the country, while at the same time 
alleviating some of the federal burden through the instiga-
tion of local funding sources. 

FINANCIAL PLANNING TECHNIQUES 

Another issue that must be addressed is the absolute neces-
sity of devising sound, legitimate financial planning tech-
niques to produce the best available systems for funding. 
These techniques should be state-of-the-art, reflecting the 
best professional planning options. 

The need to have these reliable planning mechanisms in 
place cannot be overemphasized. There are all too many 
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illustrations of problems that arise in financing and imple-
menting a system when the projections at the planning stage 
are conducted haphazardly. 

The downtown People Mover in Detroit is a poignant 
example of what can go wrong when the groundwork is not 
properly laid for development of a cost-effective mass 
transit project. In addition to serious quality-control prob-
lems plaguing this system, the cost overruns for the People 
Mover are now estimated at between 35 and 50 percent of 
the original figures. 

What was once expected to cost in the neighborhood of 
$135 million is now a project of more than $180 million, and 
anticipated expenses will soon drive the price tag for this 
project over the $200 million mark. What is disheartening is 
the knowledge that the People Mover will cost Detroit 
commuters and taxpayers unpredictable sums of money for 
years to come. 

Other regions have experienced similar disappointments 
as a result of insufficient planning. At a cost of $1.7 billion, 
the Bay Area Rapid Transit (BART) was completed $1 billion 
over budget. With a projected first-year usage of 258,500 
commuters each day compared to actual ridership of less 
than half that figure, and an operating deficit for the last 
fiscal year of $87 million, this system is also a victim of 
inadequate fiscal planning. 

Washington, D.C., is not exempt from the pitfalls of 
transportation forecasting. The Washington Metropolitan 
Area Transit Authority (WMATA), once billed as the proto-
typical metro success story, has grossly exceeded its origi-
nal cost estimates as well. From a starting figure of $793 
million, the project has engulfed to date nearly $6 billion in 
construction funds, and more than $13 billion will likely be 
needed to complete the system. All these examples drive 
home a single, inescapable truth in transit planning—a 
system can be cost-effective only if it is conceived with 
meticulous precision. 

It is essential that data input be consistent with avail-
able empirical evidence to ensure that the results obtained 
from this process are an accurate calculation of the needs 
and expectations of the public. These statistics must be 
realistic, based on reasonable assumptions; it is wrong to 
assume that people will pa" any price to get the transit 
system they think they wan. Unless a proper balance is 
struck at this stage, a community may run through all the 
preliminary planning steps only to find itself on the verge of 
constructing a system that will be rejected by the public. 

PACKAGING 

An extension of this need to develop rational planning 
techniques should be addressed. Once those measures have 
been established in a reasonable fashion, the next step is the 
implementation of a package logically employing the spe-
cifics determined in the planning stage. A rational 
prospectus is useless if the output does not follow the same 
sensible guidelines. 

For a plan to be applied effectively, several factors 
must be present. it is important to have a good working 
relationship among all parties concerned. Input from 
private citizens must be obtained early so that, .when the 
plan is ready for implementation, the private sector has a 
clear understanding of what it can expect from the project. 

Everyone involved must be aware of their respective 
roles and responsibilities. This requires detailed accounts of 
contractual obligations, the anticipated schedule for the 
flow of capital to the project, and the accompanying legal 
ramifications for each stage of development. These preven-
tive measures will be helpful in reducing conflicts between 
the political and private sectors and will serve to ensure 
that the project, once built, will receive continued support 
from the public. 

CONCLUSION 

As the need for local transportation funding continues to 
grow, the responsibilities of the private and public sectors 
for developing new resources will expand. Local leaders 
must be assisted by the federal level in developing accurate 
forecasting techniques and reliable funding sources. The 
ultimate responsibility for efficient local transit, however, 
will rest with the community itself. If the leadership in the 
various regions throughout the nation will keep the need for 
public mobility as their primary objective in transit planning 
and development, the ride will be smoother for all con-
cerned. 

With continued efforts, transit funding on the local 
level will emerge as another illustration of new local 
independence fostered by the Reagan administration, help-
ing to keep the federal government out of the public's 
pocket and back in the role of adviser where it rightfully 
belongs. 



Evaluating Alternative Local Transportation 
Financing Techniques 

Dennis C. Judycki, Division Chief 
Federal Highway Administration 
Washington, D.C. 

First of all, I want to thank the Transportation Research 
Board (TRB) for inviting Federal Highway Administrator 
R.A. Barnhart to this conference. The Federal Highway 
Administration (FHWA) has had a long and fruitful relation-
ship with TRB. Conferences such as this are often the 
cutting edge of progress as new ideas are developed and 
information exchanged. Unfortunately, Mr. Barnhart cannot 
be here today because he was scheduled to attend a TRB 
steering committee meeting on the Strategic Highway Re-
search Program, a program of research covering infrastruc-
ture needs. 

Both FHWA and UMTA regard local transportation 
planning and financing as important interrelated issues. 
Credibility is an important resource, and we cannot afford 
not to do a good job of financial planning. 

FHWA believes that financial planning, when done as 
part of traditional transportation planning, can make the 
difference between a practical transportation plan and an 
impractical one. Financial planning is not simple because 
financial conditions vary from state to state and from urban 
region to urban region. Also, state and local jurisdictions 
are the first to feel the impact of inadequate financial 
planning. For this reason it is critical that state and local 
agencies assume primary responsibility for planning and 
financing local transportation systems. 

At the federal level priority is being placed on: 

Continuing FHWA involvement in programs of the 
highest federal interest, such as completion of the 
Interstate system, preservation of the Interstate 
and primary systems, and replacement and re-
habilitation of bridges on major systems. Highway 
user fees have been significantly increased; the 
shortfall for federal-aid highways alone is $5 bil-
lion a year. 
Priority will continue to be placed on sharing 
information among states and local governments on 
a variety of subjects, including evaluating and 
using available financial resources. It is important 
to share the experiences of forerunners and trend-
setters as new techniques are tried. 

FHWA and UMTA recognize our important responsi-
bility to share with state, local governments, and the 
private sector specific knowledge on how to cope with ever-
increasing financing needs. UMTA and FHWA are support-
ing the Joint Center for Urban Mobility. As the name 
implies, the joint center represents a cooperative effort by 
federal, state, local governments, and the private sector. 
The joint center is part of Rice Center, affiliated with Rice 
University in Houston, Texas. 

The joint center disseminates technical information to 
state and local governments and provides assistance on new 
approaches to urban transportation system development and 
financing. Mr. Gary Brosch is the Director of the Joint 
Center for Urban Mobility. 

The joint center has conducte4, and is conducting, a 
number of studies that will advance the field of financial 
planning for urban transportation. The studies include a 
case analysis on financing mechanisms, an evaluation of 
innovative highway financing mechanisms, an examination 
of ways to improve public/private partnership in transporta-
tion planning, and an analysis of revenue forecasting ap-
proaches. Results of these and other studies are dissemi-
nated through reports and the joint center's newsletter, the 
Exchange. The center is available for technical assistance 
in these fields. 

FHWA is participating with TRB in two important 
studies—a study to synthesize current knowledge on toll 
financing and a study to examine state and local ordinances 
that encourage private financing of public highway improve-
ments. 

In addition, in 1983 FHWA completed a contract study 
through Kimley Horn to exa.nine the use of private funds for 
highway improvements. These case studies focused on the 
participation by developers in funding improvements on 
facilities affected by their developments. 

FHWA maintains a solid technical assistance capability 
on related topics. This assistance has been manifested in 
several ways. For example, we have provided workshops on 
the use of quick response procedures for evaluating traffic 
impacts of developments and have sponsored the develop-
ment of a microcomputer software package for applying 
these techniques. More recently FHWA, with help from the 
joint center and UMTA, developed a workshop to synthesize 
and disseminate findings from a number of financing studies. 
Called Financing Urban Transportation Improvements," this 
workshop draws on these studies and presents the material 
in understandable and practic1 formats. This new workshop 
will be available on a pilot basis in January. The primary 
audience for all workshops has been state, local planning, 
and engineering staffs. 

Beyond the federal role in financing programs of the 
highest federal interest and sharing information with state 
and local governments, the role of monitoring financing 
trends is becoming more important. With the passage of the 
Public Works Improvement Act of 1984, federal agencies 
will be asked to analyze and report on methods used to 
finance public works improvements, trends in financing 
methods, and other infrastructure-related data. 

More than ever, state and local governments must use 
existing revenues effectively and identify alternative 
sources of revenue. Urban project financing is undergoing 
rather fundamental changes at the state and local levels. 
Motor fuel taxation at the state level, which was once the 
overwhelming principal highway revenue source, has slipped 
from two-thirds to slightly more than one-half of all user 
revenues. Since the late 1970s 22 states have changed their 
motor-fuel taxes by indexing them to automatically com-
pensate for inflation and to offset declining fuel consump-
tion. Unfortunately this tax delegates control over revenues 
to an administrative procedure that makes reliable forecasts 

45 



46 
	 TRB Special Report 208 

of revenue difficult. Perhaps this is why most states still 
choose to adjust rates legislatively rather than administra-
tively. In 1983 27 states adjusted motor fuel tax rates. 
Two-thirds of these states levied a tax increase of 3 or more 
cents. 

As nontraditional revenues become more common prac-
tice, states are looking toward state sales taxes on motor 
fuel and vehicles. Over one-half of the states now use one 
of these methods. Some states recognized a need for 
generting more funds at the local level and implemented 
local-option motor fuel taxes. Most recently the states of 
Florida and California have passed legislation to allow their 
respective counties to levy between 1 and 4 cents per gallon 
fuel tax for local transportation projects, if county voters 
approve. Some states and local governments have used toll 
financing, such as Virginia for the Dulles Toll Road and 
Harris County, Texas, for the Hardy Toll Road in northwest 
Houston. Bonding has also received a renewed interest and 
makes good economic sense in many cases. The American 
Public Works Association publication on 17 strategies has a 
good summary of this and other financing techniques. 

The private sector has an increasingly significant role 
to play in planning and implementing transportation im-
provements. The private sector has already played a major 
role in planning transportation facilities. In Houston, Texas, 
the Chamber of Commerce was instrumental in developing a 
13-year, $17.4-billion plan for multimodal improvements. In 
Cleveland, Ohio, the Greater Cleveland Growth Association 
is tackling the difficult task of addressing the problem of 
severely deteriorating community infrastructure. Private-
sector participants, consisting of members from business, 
banking, law, and industry, are working with the public 
sector to accomplish common goals. Private developers 
have financed intersection improvements, street widenings, 
overpasses, and interchange construction in exchange for 
obtaining zoning flexibility to build office, commercial, or  

residential developments. In some cases improvements 
totaled large amounts ($18 million in the case of the Joint 
Southeast Public Improvement Association in the Denver 
region). Developing public and private coalitions is critical 
to successful financial programming. 

MPOs stand in a unique position as partners with the 
private and public sectors. MPOs have traditionally ad-
dressed the longer-range regional impacts of urban develop-
ments, with an emphasis on improvements that incrase 
capacity. MPOs are in a unique position to evaluate quickly 
the impacts of development strategies in suburban locations, 
where transportation needs are mushrooming as a result of 
demographic shifts and accompanying private investments. 
In this case MPOs have the complete picture of the region 
and its goals. Consequently it has an important role to play 
in ensuring the development of a coordinated program of 
transportation improvements consistent with transportation 
needs and financial resources. In some districts MPO's role 
in nontraditional project development, such as pavement 
management programs and assessing impacts of major new 
suburban developments, is yet to be defined but will cer-
tainly depend on the service a metropolitan agency can 
provide its local constituents. In other areas, just as the 
MPO's role has evolved in coordinating project development, 
there are opportunities for the evolution of a role to 
coordinate and perhaps even facilitate project financing. 
Packaging financial plans for policy makers should receive a 
great deal of attention. The Denver Regional Council of 
Governments' initiative in this direction is an example of 
taking financial planning a step beyond the traditional for 
MPOs. MPOs can ensure that transportation programs 
subsequently developed would be more practical. 

FHWA recommends increased activity in financial plan-
ning and suggests that it become an integral part of the 
analyses of transportation strategies. Just as there are 
trade-of fs in transportation alternatives, there are trade-
off s between financing alternatives and financing strategies. 



Research Needs Statement 

Edward L. Thomas 
Urban Mass Transportation Administration 
Washington, D.C. 

ONGOrNG RESEARCH IN TRANSiT FINANCE 

Rather than discuss future research needs, I thought I would 
take this opportunity to discuss research and technical 
assistance activities being offered, developed, or planned by 
UMTA. Future research needs will undoubtedly be brought 
out in the conference proceedings and summarized by 
Arturo Politano. 

This conference is among numerous efforts UMTA is 
using to provide technical assistance in the area of transit 
finance. Other activities include (a) case studies of success-
fully implemented local transit financial plans, (b) a guide 
for forecasting nonfare revenue, (c) major investment 
project planning guidance, (d) a handbook on financial 
management for transit, (e) a guide for forecasting cost and 
fare revenue, and (f) various courses. We believe the other 
activities being pursued are complementary with this con-
ference, since they touch on the themes of the four con-
ference workshops. The following is a brief description of 
each activity, and are the primary activities being pursued 
by the UMTA Office of Technical Assistance. 

Case Studies in Nonfederal Funding for Transit 

In this project, UMTA commissioned an analysis of six cases 
where primarily nonfederal funding was used for capital 
projects and operating programs. The cases considered are 
Houston park-and-ride lots; Montgomery County, Maryland, 
Ride on System; San Francisco BART Embarcadero Station; 
Los Angeles County Long Beach LRT, Washington, D.C., 
Metrorail Joint Development; and Denver Mall. 

The case studies document the content of the financial 
packages put together; the rationale for deciding on the 
content; and the various technical,, political, and institu-
tional issues encountered during the implementation 
process. A draft report has been prepared and the final 
report is expected soon. 

Forecasting Nonuser Charge Revenue 

The primary aim of this research is development of a 
technical assistance guide on financial forecasting. It will 
present an improved methodology for forecasting revenues 
and describe how to integrate this methodology into estab-
lished analytic techniques for urban transportation planning. 
This forecasting guide will cover the full range of revenue 
sources including broad-base taxes (sales, income, and 
property taxes), user charges (tolls, gas, and parking taxes), 
benefit and cost sharing strategies (special assessment dis-
tricts, connector fees, and joint development projects), and 
borrowing strategies (conventional bonds, equipment trust 
certificates, industrial bonds, and revenue anticipation 
notes). Other products of this research are materials to 
support ongoing courses being offered by UMTA and the 
Federal Highway Administration (FHWA), and recommenda-
tions on enhancements to existing microcomputer software 

for financial forecasting and also on new software that 
might be needed. This guide is scheduled for completion in 
September 1985. 

Project Planning Guidance 

UMTA is sponsoring the development of a series of guides to 
assist agencies undertaking project development activities 
in accordance with UMTA's major capital investment policy. 
The finance-related guides include ones on estimating capi-
tal and operating and maintenance (O&M) costs and finan-
cial planning for major capital investments. The cost 
estimation guides will explore the various techniques of cost 
estimation, recommend best professional practice, and pro-
vide data on recent experiences. The financial planning 
guide will provide a systematic methodology for developing 
the financial information necessary during systems planning, 
alternatives analysis, preliminary engineering, and final 
design. Emphasis will be placed on the analysis of alterna-
tive sources of financing, the development of annual cash 
flow statements, reasonability checks on service plans, 
construction schedules, cost estimates, patronage forecasts 
and revenue projections, and also on guidelines for imple-
menting financial programs. A survey of transit bond 
financing experiences will be a key effort in developing the 
financial planning manual. The development of the financial 
planning manual is just getting under way and a final report 
is not expected before May 1986. 

Financial Management Handbook for Transit Operators 

The UMTA University Research Program is sponsoring the 
development of a financial management handbook for tran-
sit operators. This handbook is being prepared by the 
Indiana University Institute for Urban Transportation. The 
handbook is an outcome of the Institutes course on financial 
management for transit. It will cover the fundamentals of 
financial management including accounting principles, data 
requirements, budget development, cash management, risk 
management, pension management, and inventory and cash 
control. For further information on this manual or the 
course, contact George Smerk at Indiana University 
(telephone: 812-335-8143). 

Forecasting Transit System Operating Costs and Revenues 

UMTA is offering a course on forecasting costs and revenues 
for transit operators. The course is organized around five 
methods of estimating driver costs, maintenance costs, 
general and administration costs, fare revenue, and nonfare 
revenue. The course critiques the forecasting procedures 
for each method, discusses problems in data manipulation, 
and identifies the influence of policy initiatives like alter-
native fares, changes in work rules, and the amount of 
service provided. The course also contains application 
problems for the participants and a demonstration of one of 
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the methods using a desk top microcomputer. Each method 
will be documented in a technical report. The report on 
driver cost estimation is the nearest to completion. Further 
information on the course can be obtained from the UMTA 
Office of Methods and Support (telephone: 202-426-9271). 
Because of the technical orientation of this course, it is 
recommended for technical staff and program managers. 

Seminar on the Role of Mayors in Transit Finance 

These seminars, to be developed by the U.S. Conference of 
Mayors, will inform mayors and their staffs of the causes 
behind the financial problems facing transit systems, the 
various solutions to these problems, and the contributions 
they can make in evaluating and implementing transit 
financial programs. The seminars will be offered through 
the Conference of Mayors' Research and Education Founda-
tion. Plans are to offer the seminars at the Conference of 
Mayors' Annual Meeting, Regional Meetings, and Mayors' 
Leadership Institute Training Sessions. 

UMTA OFFICE OF GRANTS. MANAGEMENT 

The UMTA Office of Grants Management is also supporting 
research in areas related to transit finance. Examples of 
the projects include: 

Market, feasibility, and pro forma study for devel-
opment at Elizabeth, New Jersey, commuter rail 
station 
Planning for innovative financing through the use 
of MPOs and workshops 
State options for transit financing 
Options for financing the east urban line trolley 
(San Diego, California) 
Statewide program for maximizing income from 
transit land assets through joint development (Con-
necticut) 
Interactive graphics computer system for land 
management 	/ 
Case study of air rights development integrated 
with an intermodal terminal 
Case study of Turnkey Park-and-Ride lots (Hous-
ton, Texas) 
Financing transit infrastructure in a time of fiscal 
constraints 
Complementary private transit services through 
transportation management associations 
National Cooperative Transit Research Program—
Benefit-Cost Sharing Project 
University Research Program 



Research Needs Statement 

Arturo Politano 
Federal Highway Administration 
Washington, D.C. 

FUTURE RESEARCH PRESENTATION 

In order to develop a statement of research needs, I 
attended at least one workshop with each group. On the 
basis of what I heard, I jotted down my impressions of 
research topics suggested by participants and came up with 
about eight topics. The first five are topics of future 
research: 

Identifying tax capacity limits of jurisdictions 
(local) 
Transferability and marketability of financing 
mechanisms 
Prerequisites of funding mechanisms for ensuring 
viability 
Private-sector participation and its influence on a 
region's priority program of projects 
Equity of financing mechanisms—who gains, who 
loses, opportunities for balance 

The last three topics for which we hope to find some 
answers in one or two years are: 

Incentives for using MPOs as a vehicle for coordi-
nating financial plans 
Private-sector involvement—how much and how 
beneficial 
Examples of successes and failures of MPO plan-
ning 

These topics may, in part, be touched on by an 
FHWA/UMTA study done by the joint center. The objective 
of the study is to explore the involvement of the private 
sector in planning and implementation of transportation 
improvements through' case study approaches. 

In undertaking this research, we are fulfilling a mission 
of sharing information. We can also share our efforts. If 
your financial plans are completed, send them to me. They 
may provide information for our studies. If your financial 
plans are being developed, let us know. We'll be glad to 
provide the benefit of our knowledge as a sounding board. 
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Hypothetical Case Study 

One of the workshops decided to use a case study approach 
to consider the issues rather than respond directly to the 
suggested workshop questions. The workshop co-chairmen 
prepared a hypothetical case and presented it to their 
workshop. The members of the workshop were then 
divided into six groups to represent different segments of 
the community (state and local government, a 
transportation authority, the business community, transit-
dependent and disadvantaged groups, and the general 
public). After developing their strategies for action, each 
group participated in a mock public hearing where all the 
other groups could challenge claims and assertions. Points 
were allotted to the challengers and to the defenders by the 
workshop co-chairmen who acted as the judges for the 
game. After the conference was over the workshop 
members summarized their deliberations and proposed the 
following financial plan for the case study. 

GENERAL SITUATION 

Deteriorating public transit system 
Freeway system over capacity and getting more 
congested 
Rapid economic growth overburdening all local 
infrastructure 
Growth threatening to stall because of general 
overburdening of transportation infrastructure, but 
especially because of increasing mobility and 
access problems in the central business district and 
other key activity centers 
Generally perceived need for drastic upgrading of 
transportation infrastructure —highways and transit 
No general agreement on the specific upgrading 
that should occur 
No general agreement on who should pay and how 
payments should be made (that is, revenue sources) 
to support needed improvements 

PROPOSED SERVICE PACKAGE 

Bus fare increase of 30 cents (present 50 cents) 
with long-term bus and rail base fare to be $1.00 
Transfers to increase from 5 cents to 15 cents 
Projected annual yield of sales tax 	$95 million 
Projected annual yield of gallonage 
tax 	 $50 million 
Projected share of operating costs 
for bus and future rail to be 
recovered from fare box- 
50 percent 	 $ 3 million 
Projected total costs for freeway 
construction 	 $10 billion 
Projected total costs for rapid rail 
construction 	 $ 6 billion 
Projected total costs for bus 
system improvements 	 $ 3 million 
Projected total costs for arterial 
improvements 	 $ 4 million 
Responsibility would rest with regional transporta-
tion authority 

Transportation authority presently has authority over 
transit fares 

Note: New taxes require enabling legislation from 
state legislature and a popular referendum. 

The concerns of each group were out1ine1 as follows: 

LOCAL GOVERNMENT 

Encourage growth 
Control growth so it is not self-terminating 
Control growth to maintain quality-of-life 
Keep transit-dependent, minorities, the elderly, 
and the handicapped communities happy 
Keep business community and developers happy 
Improve the quality-of-life so that more industry 
and jobs can be attracted 

25 percent capacity increase for existing major 	STATE GOVERNMENT 
freeways 
20 miles of new freeways 
60-mile rapid rail system—new system, no rapid 	S Not to get caught in a local situation that is 

rail currently exists 	 becoming explosive 

Minor arterial improvements to support freeway 	• Not to put any new state monies into transporta- 

improvements and new freeway construction 	 tion in region 

Minor improvements to existing bus transit sys- 	• Subcurrents: 

tem—most intended to feed rapid rail system when 	 - 	Rural area resentment of urban areas in 

opened 	 general 
- 	Other urban districts' resentment of major 

PROPOSED FINANCIAL PACKAGE 	 urban district in the state 

Dedicated sales tax of 2 percent—current rate 	Note: Legislature must pass enabling legislation to 
5 percent 	 permit local popular referendum on the taxing package, and 
Dedicated gallonage tax on motor fuels of I cent 	may include requirements as to reporting, expenditure 
per gallon—current rate 8 cents 	 limits, fare-box recovery rates, and so forth as it sees fit. 
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TRANSPORTATION AUTHORITY 

Get program of projects funded and under way 
Defuse potentially explosive congestion problems 
If growth becomes self-terminating because of 
congestion, avoid the blame 
Keep everybody happy, if possible 
Run a respectable and adequate system of road-
ways and transit 

BUSINESS COMMUNITY 

Keep growth on track 
Acknowledge that congestion threatens growth 
Concern regarding access to their establishments 
by both customers and employees 
Concern regarding impact of new taxes on the 
business climate 
Cool to special-benefit tax districts 

TRANSIT-DEPENDENT, MINORITIES, ELDERLY, 
AND HANDICAPPED 

Secure reliable mobility, especially transit and 
paratransit 
More security on transit buses, concern over 
security on proposed rapid rail system 
Improved transit facilities—bus shelters, air-
conditioning on buses, lift-equipped vehicles (bus or 
paratransit vehicles), and so forth 
Low fares 
Low taxes on members of these groups 
Increased mobility 
Fair share of construction expenditures for 
minority businesses 
Fair share of improved transit services, including 
access to rail 
Subagenda: 
- 	Exercise political influence 
- 	Develop a new political group to advance a 

broad range of socioeconomic issues in the 
future 

GENERAL PUBLIC 

Reduce travel time and hassle 
Enjoy the benefits of growth 
Only a limited willingness to pay increased taxes; 
concern over what will actually get for new tax 
doilars 
Neighborhood opposition to new freeway construc-
tion 
Neighborhood concern over rapid rail construction; 
not as opposed to rapid rail as to freeways because 
rail would take less land and be underground in 
most neighborhoods 

RECOMMENDATIONS 

The Workshop Committee prepared the following report of 
their recommendations. 

The financing plan is a multielement financing concept 
and at the local level represents an equitable sharing among 
general revenues, users' fees, developer contributions, and 
benefit assessments (Table 1). The recommended financing 
plan is flexible and can accommodate changing circum-
stances and needs as implementation proceeds. 

It is generally recognized that many elements of the 
financing concept require voter or legislative approval, are 
uncertain, or could be adversely affected by unanticipated 
events. The multielement financing concept must be 
dynamic and should be reviewed annually by the Metro 
Council to ensure that expected financial revenues are 
sufficient to meet the financial requirements as construc-
tion proceeds. 

Need 

We have assessed carefully the need for the proposed 
infrastructure investments and have analyzed the demo-
graphic, economic, and transportation assumptions that lead 
to the proposed investment program. There is regional 
consensus that the proposed investments are necessary to 
upgrade existing highway and transit investments and add 
capacity to accommodate future growth. There is legiti-
mate concern, however, over how soon the projected future 
will be realized. 

The proposed program provides a reasonable strategic 
investment framework for the region. 

Staging 

The continuing uncertainty of federal partnership in infra-
structure investments, especially for transit, makes long-
term planning difficult. The UMTA alternatives analysis for 
the Phase I transit program has been completed. UMTA 
approval to proceed to preliminary engineering awaits the 
adoption of a financing plan. Recommendations have been 
made to UMTA officials, and this financial plan is con-
sidered to represent the public and private partnership 
anticipated by UMTA regulations. The cost-effectiveness 
ranking of this project will be among the highest in the 
nation. 

Subsequent federal transit investments in Phases II and 
El are problematical. The Phase U transit program includes 
major investments in busways to complement the Phase I 
light-rail line. Also included is the difficult and costly 
investment in the downtown subway that must be completed 
before the Phase El light-rail line serving the western 
suburbs can be built. 

It is not likely that UMTA will authorize an alternatives 
analysis for the downtown subway before the Phase I light 
rail is operational. This would delay rapid transit implemen-
tation for Phases U and UI. The Phase U busway improve-
ments to the north are independent of the light-rail program 
and may be able to proceed independently. 

On the highway side there are similar uncertainties 
regarding implementing this ambitious program. In constant 
dollars the maximum annual expenditure of $1.5 billion is 
50 percent greater than that accomplished in any previous 
year. Prudent management suggests that implementation 
proceed only as it is clear that management controls, 
staffing, and training are complete and ready to supervise a 
program of this magnitude. 

It is recommended that the investment program be 
implemented in phases. The Metro Council, as part of the 
TIP process, should review annually the prospects of federal 
financial assistance, the expected and realized demographic 
and economic projections, and project implementation. The 
priorities, phasing schedule, and financing plan should be 
updated annually. 

Financing Plan 

Revenue potential, equity, political acceptability, and the 
administrative difficulty of each—potential elements of a 
financing plan for capital and operating requirements of the 
highway and transit infrastructure investments—have been 
evaluated. Of major local funding sources that could form 
the necessary base for the financing plan, an additional sales 
tax stands out as the logical choice. 

There are political, economic, and practical advantages 
to a multielement financing plan. Such a plan has the 
advantage of relying on a diversity of revenue sources that 
can be tailored to provide equitable sharing of costs and 
benefits and appeal more broadly to the electorate. 

An additional 1 percent sales tax must be the primary 
element of any financing concept for highway and transit 
infrastructure investments. It is also necessary and practi-
cal to rely on additional revenue sources. 
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TABLE 1 Metro Council Transportation Investment Program Blue Ribbon Committee Financing Plan ($ mliii 

1 2 3 4 5 6 7 8 9 10 Total 

Project Capital Expenditures 
Transit 

Bus 60 60 60 60 60 60 60 60 60 60 600 
Rapid transit 

Phase I 25 75 150 200 200 0 0 0 0 0 650 
Phase U 0 0 0 50 125 300 300 200 50 0 1025 
PhaselU 0 0 0 0 0 0 75 1 150 300 200 725 

Total 85 135 210 310 385 360 435 410 410 260 3000 
Joint Development Revenues 0 5 10 15 20 20 25 25 25 25 170 

Net Project Expenditures 85 130 200 295 365 340 410 385 385 235 2830 

Highways 
Existing system 100 100 100 100 100 100 100 100 100 100 1000 
Expansion 

Phase I 150 500 600 700 600 100 0 0 0 0 2650 
Phase U 0 0 0 0 200 600 800 800 700 500 3600 
Phasem 0 0 0 0 0 0 300 600 600 250 1750 

Total 250 600 700 800 900 800 1200 1500 1400 850 9000 
Interchange Policy Funds 15 30 35 40 45 45 60 75 70 50 465 

Net Project Expenditures 235 570 665 760 855 755 1140 1425 1330 800 8535 

Total Capital Expenditures 320 700 865 1055 1220 1095 1550 1810 1715 1035 11365 

Sources of Funds 0 67 6 9 8 10 14 12 13 8 
Carryover 

General Taxes 
Sales 126 141 158 177 198 222 249 279 312 349 2211 

User Fees - 

Motor fuels tax 60 61 61 62 62 63 64 64 65 66 628 
Bridge tolls 0 0 0 0 40 42 44 46 49 51 272 
Transit revenues 15 20 21 26 36 44 46 48 54 63 372 

Benefit Assessments 
Value capture 0 0 3 4 6 9 11 10 12 12 - 	66 
Corridor assessment 

district 15 16 17 17 18 19 20 21 22 23 189 
Federal 

U MTA 
Capital 51 81 126 186 231 216 261 246 246 156 1800 
Operating 20 26 28 34 48 59 61 64 72 84 496 

FHWA 
Capital 150 360 420 480 540 480 720 900 840 510 5400 
Operating 0 0 0 0 0 20 30 40 44 48 182 

Bond Account 0 0 150 180 240 190 440 495 525 230 2450 
Bond Interest 0 0 0 18 7 17 5 33 3 14 98 

Total Sources of Funds 437 771 989 1193 1435 1390 1966 2259 2257 1614 14164 

Uses of Funds 
Operating & Maintenance 

Transit 
Bus 50 65 70 75 95 120 126 132 139 146 1018 
Rapid transit 0 0 0 10 25 26 28 29 40 65 223 

Highways 0 0 0 0 0 50 75 100 110 120 455 

Total Operating & 

Maintenance Costs 50 65 70 85 120 196 229 261 289 331 1696 

Capital 
Transit 

Bus 60 60 60 60 60 60 60 60 60 60 600 
Rapid transit 25 70 140 235 305 280 350 325 325 175 2230 

Highways 235 570 665 760 855 755 1140 1425 1330 800 8535 

Total Capital Costs 320 700 865 1055 1220 1095 1550 1810 1715 1035 11365 

Bond P&I 
Sales Tax Revenue Bonds 0 0 45 45 45 45 135 135 205 205 860 
Toll Revenue Bonds 0 0 0 0 40 40 40 40 40 40 240 

Total Usesof Funds 370 765 980 1185 1425 1376 1954 2246 2249 1611 14161 

Carryover 67 6 9 8 10 14 12 13 8 3 
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Sales Tax 

It is essential that 1 percent additional sales tax should be 
provided for financing the highway and transit capital needs. 
These revenues can and should be used to provide the 
backing for revenue bonds. Revenue bonds should be issued 
to ensure the cost-effective and timely implementation of 
the capital program. One estimation is that an ambitious 
implementation program would require the issuance of 
$2.05 billion in sales-tax revenue bonds, and this level of 
bonding is fiscally prudent. 

A 1 percent sales tax provides 51 percent of the local 
financing required over the 10-year period. 

Federal Participation 

The federal government has an important role in transporta-
tion infrastructure investments that avoid the problems 
plaguing older urban areas. The Metro Council has, and 
should continue to pursue, federal participation in highway 
and transit capital investments. The goal of 60 percent 
capital and 40 percent operating partnership with the 
federal government is an ambitious but reasonable goal. 
The implementation program should be adjusted if federal 
funds are not forthcoming. 

User Fees 

Users are direct beneficiaries of the investment program. 
The comprehensive program of highway and transit user fees 
provides approximately 29 percent of the required local 
revenues. 

Motor-Fuel Taxes - An additional 2 cent per gal-
lon motor fuel tax is recommended. This provides 
14 percent of the local financing requirements. 
Bridge Tolls - The local $400 million capital re-
quirement for the McManus Memorial Bridge 
should be financed in total by revenue bonds 
backed by bridge tolls. Over the next 10 years, 
this provides 6 percent of local financing require-
ments. 

Transit Revenues - The Metro Council should 
adopt a policy that transit revenues will be estab-
lished to recover 30 percent of the operating costs 
from the farebox. Either fares or service levels 
should be adjusted biannually to achieve this goal. 
At this level transit revenues generate 9 percent of 
local financing requirements. 

Developer Contributions 

Local. developers at transit stations and highway inter-
changes benefit from these public investments. The public 
capital cost of these facilities should be funded in part by 
land or other contributions, and joint-development projects 
in partnership with developers. 

Metro Council should adopt a goal of 6 percent of the 
total capital cost of transit and highway programs to be 
funded by a voluntary partnership with developers at transit 
stations and interchanges. The level of private-sector 
participation should be a major factor in establishing imple-
mentation priorities. This program generates approximately 
15 percent of required local revenues. 

Benefit Assessment 

There are other direct beneficiaries of this investment 
program, including businesses in the transit and highway 
corridors. This investment program will alleviate existing 
and expected peak-hour congestion that is a result of work 
trips. It is recommended that the Metro Council establish 
corridor assessment districts to levy an employee head tax 
on all employees within a mile of the freeway and transit 
corridors. 

Plans for value capture at transit stations should be 
aggressively pursued from the outset. Value capture can 
provide a continuing source of revenue for transit. Benefit-
assessment districts to capture these revenues can provide a 
continuing source of revenue for transit. Such districts, 
creatively applied, also offer important opportunities to 
local communities to enhance a fixed-guideway investment. 

Together these benefit-assessment concepts provide 
approximately 6 percent of required local revenues. 



Part 4 

Workshop Summaries 

The fifth plenary session of the conference was a summary of the conference 
workshops. The following reports were presented during that session by the 
workshop chairpersons. 



Financial Planning: Needs, Roles, and Relationships 

Carol Keck 
New York State Department of Transportation 
Albany, New York 

The goals of the first set of workshops were to identify how 
transportation planning, financial planning, and strategic 
planning fit together; determine what role the MPO struc-
ture or process can or does play in integrating the three 
types of planning; and identify the current relationships of 
financial planning, transportation planning, and strategic 
planning and the role of the decision-making process in 
implementing these plans. One problem was that the 
subject centered around plans rather than planning. 

One workshop used a gaming simulation and role-
playing technique with limited discussion of the issues. 
Their efforts, however, identified two categories of con-
cerns in this planning process—those of 'management" or 
decision makers, and those of the "technicians." On the 
management side, the major problem is how to be 'fair and 
equitable." Managers have the difficult—if not impos-
sible—task of assuring that allocations are equitable within 
constraints imposed by the states, the federal government, 
or other programs and regulations. Technicians, on the 
other hand, most often suffer from a credibility problem—
the reports and plans they produce are often put on a shelf 
and never used. 

The second workshop focused on four issues: 

Who is responsible for various types of planning 
efforts? 
What incentives are there for those groups to 
undertake those efforts? 
How can planners' credibility be improved? 
How can a financial planning or strategic planning 
process be initiated? 

They concluded that more communication and interaction 
among the actors in all the processes were needed and that, 
in most cases, financial planning and strategic planning do 
not actually happen. Unless there is a real need to get 
somebody to take a different look at what is currently being 
done, the existing process is going to continue to shape the 
plans. In many instances, the private sector should take 
steps to get the process started. When employees cannot 
get to work, when shoppers cannot get to the stores, when 
development plans need transportation facilities and 
services, the private sector has a vested interest in ensuring 
that adequate planning takes place and in initiating that 
process. 

The third workshop group concentrated on assuring that 
meaningful interpersonal relationships were developed 
among planning participants. The success of those relation-
ships is often gauged by the credibility of the products of 
the planning process and by the environment and atmosphere 
in which decisions are reached. The group felt that impor-
tant ways to unlock creativity include assisting elected 
officials and citizens to participate fully and developing 
sharply honed listening skills within public agencies. With-
out active sharing of ideas and concerns, the transportation 
planning process often becomes routine and supportive of 
doing things the way they have always been done. To 
initiate and continue an integrated financial, transportation, 
and strategic planning process, the "what if?" questions  

should be asked and answers should be honestly sought. In 
this same vein, it is often difficult to find neutral turf on 
which to negotiate major issues once they have been identi-
fied. Even MPOs are not always viewed as neutral. The 
group identified temporary task forces and negotiations 
conducted by professional mediators as possible alternatives 
to the MPO or other usual forum. 

Finally, the fourth workshop tried to answer the eight 
questions that had been posed at the beginning of the 
session. Participants discussed the planning process itself 
and reached the following conclusions: 

The planning process should be from the bottom up. 
It cannot be imposed from above or the desire and 
willingness of the actors to participate in it will be 
lost. It needs local problems and issues to solve; it 
needs concerns to which participants can relate 
directly. 
Common goals among all participants and govern-
ments are necessary to integrate the financial, 
strategic, and transportation processes. The bene-
fits to all actors must be clear. 
The financial planning process should be used to 
place realistic limitations on the transportation 
planning process because of the limited availability 
of financial resources. Although this is what the 
group apparently concluded in this first workshop, 
subsequent discussions have pointed out the need 
for interaction between financial and transporta-
tion planning—it is not a one-way street. Trans-
portation and strategic planning can be effective 
mechanisms in allocating those scarce resources. 

In conclusion, there did not appear to be a single set of 
conclusions or recommendations common to all groups, but 
maybe some general conceptions were beginning to be 
formed: 

Transportation, financial, and strategic planning 
should not be done in isolation; they should be part 
of a larger, integrated, interactive decision-making 
process. 

. The process and structure provide a forum where 
various issues can be formulated, discussed, and 
developed; it may not be the best forum in all 
regions in all circumstances, however, and efforts 
to force the process to operate within the organi-
zation may meet with failure. The role of the 
private sector may be to provide the focus, exper-
tise, or neutral ground necessary to effectively 
initiate a new process. 
Interpersonal relationships can be critical in any 
planning efforts, and situational and environmental 
conditions can affect the outcome of even the 
best-made plans and process. A single individual 
can mean the difference between success and 
failure of the process. 

Maybe the process (planning) is more important than 
the product (the plan). 
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Revenue Sources 

David J. Forkenbrock 
University of Iowa 
Iowa City, Iowa 

The problem of obtaining necessary revenue with which to 
operate and maintain local transportation services and 
facilities can be almost overwhelming. Throughout the 
conference, two somewhat counterposing outlooks were ex-
pressed. One was a sense of caution: Don't present an 
option or technique as a panacea. Just because it worked in 
city A, it may not work all that well in city B. Regional 
differences in economic strength delimit financing ap-
proaches. Political structures, prevailing ideologies, the 
historic role of transit and automobiles, spatial factors, and 
the nature of the economic base also restrict the types of 
mechanisms that realistically can be used to finance trans-
portation services. 

A second outlook is that we must dare to be entre-
preneurs. Negativism will not produce the solutions we 
need. For each financing option, one could come up with a 
circumstance in which that mechanism would fail to produce 
much revenue or produce adverse impacts. We must be 
ready to try new ideas, using the best information available, 
and to analyze how an idea would work in a particular city, 
region, or state. 

Most of the workshops avoided examining all conceiv-
able options, one by one; rather, most contemplated the 
local conditions that are likely to affect the types of 
approaches that could be suitable. For instance: 

Is the local economy growing and generally 
healthy, or is it stagnant or even declining? 
Is the local industry mix cyclical or relatively 
stable? 
What is the prevailing trip geography in the city? 
How strong is the regional government? 
How great is support for transit or highway ex-
penditures locally? 
Does the necessary enabling legislation exist at the 
state level; if not, what are the chances of its 
passage? 

Other local conditions need to be considered as well, such as 
the political orientation of local decision makers. 

Timing is critical for the successful implementation of 
new revenue sources. A conducive local environment has 
two key facets: 

A clear appreciation of the need for action at the 
local level. Transportation development plans that 
are predicated on greatly expanded financing may 
be viewed with some skepticism. Such plans could 
backfire if too much additional revenue is required 
to achieve the planned services. The need for the 
project and the sensibility of the proposed revenue 
source must be established before proceeding. 
Continued interaction with the public, not just the 
decision makers. A public referendum could be 
used as a means of gauging public support. If the 
public supports the financing approach, decision 
makers also are more likely to support it. 

Research has been done on factors influencing the 
public's willingness to pay taxes for transit. Two articles in 
Transportation Research Records 761 and 936 examine local 
support for transit financing. In these articles data from 
two cities show that a wide variety of personal motivations 
exist for supporting a local property tax. Business persons 
often are willing to pay the tax to gain accessibility to 
customers. Environmentalists, promoters of social equity, 
and those who hope to experience less congestion in the 
streets and less competition for parking also are willing to 
pay local taxes. There is a potential constituency out there, 
but planners and managers have to demonstrate to local 
taxpayers that the benefits will be worth the cost. One 
workshop observed that this need is somewhat more serious 
with transit than is the case with highways. Indirect 
benefits are a much greater consideration with transit. 

Other considerations of importance include 

Equity - The growing body of literature on high-
way cost allocation indicates that motor fuel taxes 
favor heavy vehicles at the expense of lighter ones. 
This problem may not be as serious within cities as 
it is between them, due to the vehicle mixes, 
although trucks operating on city streets with low 
weight-bearing capacities impose rather high costs. 
Revenue Stability - This ties in with local condi-
tions. If you have a roller-coaster, durable-goods-
producing local economy, revenues from sales and 
income taxes will fluctuate more seriously than 
will a property tax. It should be remembered that 
sales taxes tend to be regressive; income taxes can 
be quite progressive. 
Administrative Costs - Toll roads would involve 
enormous administrative costs, particularly where 
there are now numerous access points to the road 
that is going to be tolled. On the other hand, the 
Portland Tn-Met payroll tax that is collected 
through the state revenue department really has 
minimized administrative costs. 
Side Effects - Certain local taxes can lead to 
boundary problems that, in turn, contribute to the 
flight of taxpayers. Similarly, excessively high 
beneficiary-based taxes could adversely affect 
economic development. Tax rates are crucial to 
the economic viability of most areas, especially 
those where the central city is competing with 
regional centers. 

To summarize, the need for additional revenue to 
provide vital transportation and services is great. There is 
no safe, sure-fire mechanism. A number of options have 
been used with varying success, but what is golden in one 
community may be deadly in another. There are, however, 
some useful principles uncovered in the workshops that can 
help guide us as we contemplate possible revenue sources. 
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Financial Planning Techniques 
John Miller 
James A. Lowery Company 
Chicago, Illinois 

The workshops on financial planning techniques seemed to 
dwell very little on financial planning techniques. Rather, 
they discussed an entire series of things related to the 
process of financial planning—the need for and the alleged 
benefits of financial planning, the end result, and the 
interrelationships between financial planning and strategic 
planning. 

With respect to the process, it became clear that 
financial planning is not itself a plan. It is a long, iterative 
process involving many constituencies, and it seeks to 
balance service needs and financial constraints. It is not 
strictly a technical process. It is a political process of 
resource allocation that searches for workable solutions. 
Financial planning in the real sense is the weighing of 
alternatives and the selection of options. 

The workshops talked about the need for and some of 
the benefits of financial planning. There was some question 
of its underlying utility—whether it is really useful, whether 
accurate forecasts can be made over a long range of time, 
whether the power and control of money overshadows the 
rational, analytical decision-making process, and whether 
there is any commonly accepted standard for doing financial 
planning. There seemed to be a strong conclusion from all 
these workshops that financial planning is necessary and 
possible, but that the plan must reflect the felt needs for 
services within a given community. The plan should include 
a description of the product, the actual services to be 
provided, and the revenues being generated. It should, 
further, reflect the political consensus that has grown for 
developing the service plan and raising revenues. It should 
be a workable implementation strategy for actually laying 
out concrete steps for doing this. 

There seemed to be a common agreement that strategic 
planning should be the basis for financial planning. How-
ever, this process is difficult to implement because 

There is often no ability to effect wholesale 
change 
Existing funding patterns seem to be locked in 
There is no ability to accurately reflect long-term 
demand for services 
There is often no staff-level incentive for strategic 
planning 

From a private-sector point of view, strategic planning 
is really a marketing concept that is used for product 
development and market segmentation. It starts with the 
identification of felt needs for a product or service and 
moves into identifying product characteristics and targeting 
specific groups and products to meet those needs. In a real 
sense, the operating plan is a strategic plan. The strategic 
plan is the expenditure side of the budget and projects or 
determines needs in a more accurate fashion. Strategic 
planning is not magic, it is not something hard, and it is not 
something that is not already done. 

Financial planning reflects the strategic decisions you 
make on how to raise the funds, and the financing plan 
relates these service elements to the financial constraints. in 
which you must work. It can be as simple as an annual 
budget or as complex as a plan for a new heavy rail transit 
system. In any event, the financial and strategic compo-
nents recycle back and forth and are highly integrated. 
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Packaging and Implementing a Financial Plan 

Samuel R. Mitchell 
Chicago Association of Commerce and Industry 
Chicago, Illinois 

What came out of these workshops is salesmanship. When 
marketing a product, the product basically has to be cred-
ible. Constituencies and interested sectors must be edu-
cated. Not just the general assembly, state legislature, or 
city council, but all groups—social, economic, political, 
business, and so forth. The media must also be involved; 
there must also be an attempt to control the informed, 
unreliable source that feeds the media. Government offi-
cials and their staffs must be kept informed. Good, strong, 
hard controls must be kept on what is being said about 
projects. People who run briefing sessions and those who 
have contact with the public should be identified. 

There are two schools of thought regarding revenue 
sources. One is that politicians have their own ideas of 
what is usable and serviceable, what can pass and what 
cannot, and what they can trade in the future. This says 
there is a better chance if the person in charge does the 
front-end thinking and gives them something they can look 
at and compare with other proposals. Members of general 
assemblies and city councils are overworked, so it is neces-
sary to get to know these people on the state, city, and 
county levels; to help them go through the process; and to 
make it easier and more understandable for them to see why 
they should vote the way you think they should. By giving 
them ideas on specifics, they can be convinced why the 
project or the process. you want is important and good. Give 
them something to take back to the district; identify the 
people who have a vested interest in the issue and get to 
them early and often. Don't just try to sell them. Find out 
what they want, and build the reasons and rationale on how  

you can get around their objections or convert them to your 
ideas. 

There was discussion about establishing a funding level. 
One way, which is a little risky, is to pad the proposal and 
then horse trade. This has been done before, but a certain 
credibility problem develops when a project is always 30 to 
40 percent less than the proposal. A sensitivity develops in 
the state house, the general assembly, the city council, and 
among the voters and taxpayers. A real, tight, livable, 
honest, and defendable budget has a better chance. 

The private sector has to be able to identify the cost 
and benefit relationship if it is to be enticed into supporting 
the project. They will not support you if they don't feel the 
project will have a positive impact on their bottom line, 
increase their profits, or enhance the business environment. 

When creating a policy, be prepared to live with it for a 
long time. More important, be prepared to live with the 
free enterprise system. A lot of competitors are competing 
for that same business joint venture. Be sensitive to what is 
going on with the voter, and be prepared to deliver. 

The four workshops reflect what is perceived as a 
revolution. During the depression, the nation became disil-
lusioned with the private enterprise system, and we devel-
oped two sectors—the public and private sectors. We are 
now merging the two. The public sector has operated 
independently and has not had to respond to the market-
place. The private sector must now become socially con-
scious while the public sector must become responsive to 
the profit motive and think more the way the private sector 
does. 
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Appendix A 	Workshop Topics 

WORKSHOP A: 
FINANCIAL PLANNING AND ITS RELATIONSHIP 
TO THE TRANSPORTATION PLANNING PROCESS 

1. What level of financial planning is appropriate at the 
different stages of the transportation planning, pro-
gramming, and project development process—from sys-
tems and corridor planning to preliminary engineering 
and final design? 

Z. Who is responsible for financial planning at the dif-
ferent stages of planning, programming, and project 
development, and what are the appropriate roles of 
regional and metropolitan planning organizations, tran-
sit authorities, highway agencies, and local govern-
ments? 

What is the. relationship between the local (MPO) finan-
cial planning process and the state financial process, 
and how may it be improved? Can the TIP be a vehicle 
for real joint agency financial planning and program-
ming? 

What is the relationship between the planning process 
and the political decision-making process? Who imple-
ments the plan? 

How are needs established? How are trade-of fs made 
among the multiplicity of objectives of the participants 
in the financial planning process? How are standards of 
services established? 

How do you integrate multiple levels of governments' 
financial involvement and the private sector participa-
tion into a financial plan? 

How should the financial planning and the transporta- 
tion planning process be interrelated? 	Are both 
processes done jointly or separately? 

How do you assess the consequence of not having 
adequate financing? 

What role should financial planning play in the strategic 
planning process? 

WORKSHOP B: 
REVENUE SOURCES FOR FINANCING 
LOCAL TRANSPORTATION 

1. 	What are the revenue potentials and possible problems 
in using the following revenue sources to finance high-
ways and transit? 

a. 	User fees (for access to system and proportional to 
usage)  

Ancillary user services 
Broad-based taxes (real and personal property) 

Debt financing and toll mechanisms 
Special-benefits taxes (including special taxing 
districts) 
Joint ventures and private sector contributions 
Excise and taxes not related to the use of 
transportation 
General fund appropriations 
Intergovernmental grants, apportionments, and 
revenue sharing 

What are the potential yields of using the various 
sources of revenues and what are the costs of collection 
and enforcement? 

What are the legal, political, and institutional impedi-
ments to using these revenue sources? 

What are the economic and social impacts of using 
these sources of revenues? What are the equity con-
siderations of who pays versus who benefits? How are 
potential losers compensated? 

How do institutional structures (for example, special 
districts) affect the selection of revenue sources? 

Does the purpose for which the additional revenues will 
be used (that is, capital versus maintenance and opera-
tions) make a difference in the revenue source? 

WORKSHOP C: 
FINANCIAL PLANNING TECHNIQUES 

1. 	What elements are included in a financial plan? What 
are the data requirements? How do you forecast cost 
and revenues? What are the strengths and weaknesses 
of available tools for forecasting revenues? 

Z. What is the relationship of financial planning to the 
capital and operating budget process? 

How are criteria developed for allocating resources 
among competing transportation programs and 
activities that are below the political decision-making 
level? 

How is a financial plan with variable federal and state 
grants-in-aid programs managed? How are matching 
fund requirements handled? 

How does the financing structure affect the per-
formance of the program? 

What administrative arrangements are needed to de-
velop a financial plan, and what are the cash-flow 
management and accounting needs for the plan? 
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How is the legal relationship defined between the 
parties to a program agreement? 

How do you evaluate the distribution of costs and 
benefits on user groups and on the community? How do 
you define equity in the distribution of costs and 
benefits? 

What criteria should be used to allocate resources 
among competing modes—transit and highways—and 
what legislative changes might be necessary? 

WORKSHOP D: 
PACKAGING AND IMPLEMENTING THE 
FINANCIAL PLAN 

How do you establish credibility with the political 
decision makers, with the public, and with special 
interest groups? How can one avoid a pork barrel 
approach? 

How do you determine what revenue sources and what 
financial package will be most effective, most equi-
table, and face least resistance? 

How do you gain the support of the public and the many 
political districts and agencies involved? How do you 
overcome resistance to the financial plan? 

How do you develop a joint venture agreement with the 
private sector? 

S. 	How are sponsors prevented from opting out of projects 
or systems or reducing their funding participation? 

How do you ensure that the transportation agency can 
deliver on its promises? 

To what degree do the voters and political decision 
makers rely on the financial plan in approving or 
disapproving a tax proposal? 

What techniques have been successful in getting tax 
referendums passed? 

What are the differences between financing a new 
capital project and financing operations, maintenance, 
and rehabilitation of the existing system? 



Appendix B 	Checklist of Revenue Sources for 
Financing Local Transportation 

Resource Material for the Conference 
Prepared by Angela Mulloy, Marcom Associates 

USER-RELATED FEES 

Motor Vehicle Fees 

Motor vehicle fees encompass vehicle registration and ti-
tling fees, licensing fees, use taxes, personal property taxes, 
inspection fees, and sales taxes on motor vehicles. These 
taxes can be levied by local governments or imposed by 
states and allocated locally. Their revenue potential is high, 
and they provide a stable source of income. Motor vehicle 
fees must be designed to discourage vehicle owners from 
purchasing items in areas with lower tax rates. 

Most states have some form of vehicle registration 
process. Because this process is also used to collect the 
appropriate taxes, the actual added administrative costs are 
minimal. In addition, increasing such taxes does not neces-
sarily generate additional costs. Some states impose a 
graduated tax on vehicle weight or miles traveled, which is 
geared toward more equitably distributing the cost of wear 
and tear on highway facilities. Graduated weight taxes are 
complicated by interstate travel, but many states have 
reciprocal agreements with other states and tax only those 
vehicles registered and based in their state. Graduated 
mileage taxes (ton/mile and weight/distance taxes) are used 
in relatively few states. They may become more prevalent 
in the future as governments realize their equity and 
efficiency. 

Motor Fuel Taxes 

Motor fuel taxes are levied by all state governments. 
Several states have also authorized local governments to 
impose their own motor fuel taxes. Others reallocate a 
portion of the state fuel tax revenues to the areas in which 
they were collected or divide motor fuel taxes among the 
state, counties, and cities by formula. Motor fuel taxes are 
easily administered and can produce substantial revenues. 
Many states treat motor fuel taxes as a selective sales tax 
and exempt gasoline from general retail sales taxes. The 
increased use of diesel fuel and more fuel-efficient vehicles 
is changing the equity of fuel consumption taxes. Diesel 
engines are significantly more fuel efficient than gasoline-
driven vehicles, and states have imposed diesel tax differen-
tials to combat this inequity and also to reflect the in-
creased damage done to pavements by heavy vehicles. 

Motor fuel taxes have traditionally been collected on a 
fixed cents-per-gallon basis. However, this type of tax does 
not respond. to inflation, and, in many cases, voter approval 
is required to increase tax rates. Therefore, some states 
have begun to collect fuel taxes on a percentage basis, 
which is more inflation-responsive. While increases in fuel 
prices and fuel consumption will raise additional revenues, 
sharp decreases in consumption can lessen revenues 
severely. 

Parking Taxes 

Parking taxes on the use of private or public parking 
facilities may be imposed on either the vehicle driver or the 
operator of the facility. In large urban areas, parking taxes 
can yield significant revenue. 

While increased parking taxes may encourage the use of 
transit, they may also reduce parking demand. In addition, 
there is often opposition to taxes intended to reduce traffic. 
Such fees tend to discourage use of downtown areas, which 
may inhibit downtown revitalization. Parking fees may 
therefore be most effective when imposed solely on captive 
long-term downtown parkers. 

Tolls 

Tolls are widely used to finance construction and repair of 
tunnels, roads, and bridges. Tolls can produce high amounts 
of revenue. They are particularly useful in areas where 
revenue sources have not kept up with increased traffic 
demand. Although reduced rates may be offered to en-
courage use of high-occupancy vehicles, tolls are not gener-
ally designed to encourage efficient travel patterns or 
transit use. To avoid opposition by the public, toll facilities 
must meet an existing need for improved services. 

Tolls affect only the actual users of the facility. Tolls 
are generally based on the size, weight, or number of axles 
of vehicles. However, the use of tolls does generate costs 
of collection and may also present legal difficulties. In 
addition, rapid rate increases may cause decreased use of 
the facilities. The general use of tolls in addition to motor 
fuel taxation and other user charges raises questions of 
double taxation of toll facility users. 

Transit Fares 

Transit fare pricing involves several aspects: the system 
fare rate structure, promotional fares, marketing, and fare 
collection techniques. A number of pricing policy alterna-
tives may be employed by a single property in order to 
maximize the return or to meet other political and revenue 
goals. One type of pricing involves a surcharge placed on 
commuters who travel during peak hours. The surcharge 
may increase farebox revenues from those commuters who 
must travel during peak hours but may also result in a 
decline in ridership. Other pricing policies include zone 
fares (distance-based fares), passes, flat fares, and self-
service fare collection policies. 

Utility Fees 

Water and sewer fees are generally levied based on con-
sumption. Levies for transit are sometimes attached to 
electric and gas utility bills. Street utility fees could be 
imposed in a similar fashion. 
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Large businesses would likely oppose utility fees be-
cause of their potentially high proportionate cost. 

NON-USER-RELATED FEES 

Property Taxes 

Property taxes may be levied on both real and personal 
property. At the local level, they serve as a major source of 
revenue for local transportation systems. This revenue may 
be allocated directly to transportation through earmarked 
funds or it may be appropriated through general funds. 
Earmarked taxes are often viewed more favorably than 
yearly appropriations from local governments. Property 
taxes are imposed by local governments or public transpor-
tation authorities, but some states have set limits on tax 
rates that can be applied. 

Property tax revenues can increase with inflation, if 
reassessment procedures are conducted efficiently and fre-
quently. However, property taxes are often unpopular with 
the public, and increases often meet with strong opposition. 
Inaccurate and inequitable assessments are a major com-
plaint. To reduce local property tax burdens, several state 
governments have assumed partial responsibility for funding 
urban transportation facilities. 

There has been public resistance to increasing property 
taxes in recent years in a number of states where voters 
have put limits on the rates or amount of tax that is 
generated. 

Income Taxes 

Employer payroll taxes and employee income taxes can 
produce substantial revenue because of their potentially 
large base. They are usually in the form of a flat-rate tax 
on earned income and respond immediately to inflation. 
However, relatively few states have authorized the use of 
income taxes at the local level. In addition, use of these 
taxes for transportation purposes has been limited. 

Employee income taxes may face some opposition at 
the local level because employees are already subject to 
federal and state income taxes. Employer payroll taxes may 
be opposed by many businesses, which must already pay 
several employee-related taxes. Value-added taxes are 
sometimes advocated as more equitable and have substantial 
potential for revenues. They are in general use in European 
countries. 

Sales and Excise Taxes 

Sales and excise taxes produce significant local revenue, 
second only to property taxes. Most states levy sales taxes, 
and many give local governments the authority to impose 
additional sales taxes. Some areas dedicate a portion of 
sales taxes specifically to transportation financing. Others 
divert general sales taxes to transportation uses, especially 
to transit subsidies. However, in regions with several 
jurisdictions, the commercial base is not always evenly 
distributed and revenues may not be allocated in proportion 
to the benefits to be received. 

Sales taxes are easily administered and respond quickly 
to inflation; likewise, sales tax revenues may fall when 
consumption decreases. Sales taxes are regressive, placing 
the heaviest burden on low-income groups. 	However, 
exemptions on necessities such as food and drugs can be 
used to offset this factor. Selective sales and consumption 
taxes may be applied to specific commodities or services, 
such as alcoholic beverages, amusements, gambling, tobacco 
products, and luxury items. While selective sales taxes 
impose substantial excess burdens, they allow consumers to 
avoid the tax by not buying the commodity. 

Severance Taxes 

Severance taxes are levied on the removal of minerals and 
natural products from land or water. Such products include 

oil, gas, coal, other minerals, timber, and fish. Similar 
taxes are also imposed on some industries to balance costs 
of providing them with specific government facilities, such 
as forest roads. 

SPECIAL BENEFIT FEES 

Tax Increment Financing 

Tax increment financing is used to finance public improve-
ments with earmarked property tax revenues. In some 
states, the tax is applied to personal as well as real 
property. Tax increment financing districts are established 
in the area being improved, and a base-year property value 
is assessed. Property tax revenues from any increases in 
property value above the base year are used to fund 
transportation improvements in the district. Anticipated 
tax revenues can be used to back general obligation bonds 
and tax allocation bonds, but the improvement must be 
financed through the local general revenue fund if the 
increases do not occur. 

State governments must authorize the use of tax incre-
ment districts, and transportation agencies are usually ex-
cluded from direct earmarking of funds because tax incre-
ment financing can only be used by jurisdictions with ad 
valorem taxing authority. However, tax increment revenues 
are usually dedicated to urban redevelopment, and transit-
related improvements are often included in such projects. 
Through tax increment financing, conventional limitations 
on borrowing may be bypassed by redevelopment agencies. 
Because the improvements financed by tax increment 
financing attract additional private investment in the dis-
trict, the property tax base is eventually increased. How-
ever, the establishment of tax increment districts may be 
opposed by other districts, such as hospital districts, that 
depend on property tax revenues. While tax increment 
financing is designed to provide funds for public improve-
ments without special taxes on property in the area, use of 
such tax forms may decrease municipal property taxes or 
other taxes. The entire community then contributes to the 
revenues used only for the benefit of property owners in the 
improved area. 

Special Assessments 

Special assessments are one-time or recurring charges 
placed on property that benefits from an improved facility. 
They are issued by the local government according to a 
formula based on front footage, lot area, appraisal value, or 
a combination of factors. The fees pay for all or a part of 
the costs of the improvements and are used to secure and 
retire the bonds financing the improvements. Special 
assessments are commonly used to finance sewers, streets, 
curbing, and sidewalks. Special assessments to property 
owners near a transit station or mall provide an opportunity 
to finance transit-related improvements. 

Special assessments may be applied to residential, com-
mercial, industrial, or mixed-use developments and may 
cross municipal or other political boundaries. Revenue 
potential depends on the cost of the improvements, the 
benefit to the properties, the size of the district, the 
intensity of economic activity in the district, and the 
impact of the assessment on the property owner. Special 
legislation is usually required before a local agency can 
make special assessments, property owners usually must 
agree to the assessment, and funds must be used for 
improvements directly related to the assessed property. 
The difference between special benefits to a property owner 
and benefits to the community at large should be recognized 
and-evaluated before an assessment is recommended. 

Impact Fees 

Impact fees and mandated development of transportation 
facilities are imposed on private developers to mitigate the 
impacts of the development on local services. They are 
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justified by the concept that since the new development will 
exacerbate transportation problens, the developer should 
pay for the solutions. The fees are often used as a condition 
for obtaining site plan approval or building permits and may 
be imposed in the form of a tax based on square footage or 
sponsorship of a ridesharing or private transportation pro-
gram. They also may be in the form of improvements to 
streets or transit that are affected by the development. 
Improvements must meet specified standards and are subse-
quently incorporated into the local street or transit system. 

Impact fees can yield substantial revenue and have 
resulted in support of significant ridesharing activities; 
however, utilization is usually limited to growth areas where 
the cost of the fee will not drive developers to other 
locations. Local ordinances are usually necessary before 
impact fees can be imposed. 

Service Charges 

Under this technique, properties adjacent to transportation 
facilities pay a charge for direct access to the facility. The 
charge may be a lump sum contribution to a capital item or 
an annual contribution to operating costs. Developers have 
traditionally resisted such charges, but attitudes are chang-
ing as the value of transit is reassessed. 

PRWATE FINANCING 

Developer Financing 

Many local agencies are drawing on the resources of private 
developers for capital transportation improvements in order 
to avoid the expenditures associated with providing trans-
portation facilities to support new projects. In some areas, 
a specific developer contribution is required by law if the 
development creates a certain threshold of traffic, while in 
others a developer may make voluntary improvements to the 
development to increase its potential and value. In most 
cases, private developers negotiate with local governing 
authorities for dedication of land, road construction or 
improvement, traffic control measures, or subsidized trans-
portation facilities. 

Private developer financing is most successful in areas 
that are experiencing growth and have a strong real estate 
market. The public benefits from this technique because 
large public expenditures on transportation improvements 
are reduced. The approach can be inequitable if developers 
are required to pay more than their fair share of costs for 
improvements to mitigate the impact of their projects. 

Negotiated Investments 

Developers are negotiating changes in existing zoning and 
building regulations in exchange for a commitment to con-
tribute to the cost of public improvements to support the 
new development. While revenue potential is significant, 
negotiated investments vary in amount and form, depending 
on the size of the project and the demand for the public 
services it generates. 

Opportunities to negotiate investments with developers 
are limited by the area's growth, rate of construction, 
mobility requirements, and location desirability. The con-
cept raises questions about the extent to which conditions 
may be attached to zoning approvals and may infer special 
treatment on owners of the rezoned land. 

Private Ownership and Subsidies 

Private ownership of transit property is again being con-
sidered in some cities. The most sophisticated concept 
involves a private consortium that is given the authority to 
finance, construct, and charge user fees to provide the 
public transportation system. Some transportation agencies 
are sharing capital and service costs with private entrepre-
neurs. One venture resulted in funds to support projects 

related to a new downtown transit loop and another shared 
the expenses of new bus service in an outlying community. 
Many large employers are subsidizing transportation fares 
for their employees and sponsoring incentives such as early-
dining discounts at local restaurants in return for use of the 
transit system. 

In addition to the benefit of reducing costs, there are 
specific depreciation and investment tax credits that can 
help make this an attractive alternative. 

Private Donations 

Some local governments have successfully solicited private 
donations for capital improvements that have strong public 
interest. While donors benefit from tax deductions and 
public relations, few projects generate sufficient public 
interest. 

A well-organized and highly visible fund-raising cam-
paign is necessary in order to assure donors that their 
contributions will be publicly recognized. 

DEBT FINANCING 

Bonds 

Bonds are a good source for obtaining large amounts of 
revenue relatively quickly. Bonds are usually appropriated 
for a one-time capital expense where a tax or fee can be 
pledged for debt service. Several mechanisms can be used 
to secure bonds: guaranteeing principal and interest pay-
ments from the full faith and credit of the local govern-
ment's general fund revenues; issuing State-supported bonds 
on behalf of local communities; earmarking a portion of 
revenues from property and sales or user taxes; and pledging 
surplus revenues from other public enterprises. 

A local government's authority to borrow for capital 
needs is usually regulated by the State, and both interest 
rates and financial backing affect a local government's 
ability to use bond financing and the interest rates attached 
to the bonds. Some states limit general bonds to a percen-
tage of assessed taxable property and others require 
approval of bond issues by referendum. Since bonds must be 
repaid, a revenue source for repayment must be identified. 
A major problem is getting public support for a tax source 
that will provide sufficient funds to repay principal and 
interest on the bonds. 

Participation Trust Certificates 

Participation trust certificates can be used to finance 
capital expenditures, but they cannot be used to finance 
operating budgets. Certificates are issued as evidence that 
an investor owns a percentage interest in the equipment or 
property. The equipment or property is then leased back to 
the transit agency. The agency gains immediate use of the 
asset and agrees to make payments of the purchase price 
plus interest. Participation trust certificates are secured by 
a combination of the value of the asset and a cash reserve 
fund. The total amount of the cash reserve must always 
equal a specific percentage of the principal amount of the 
certificate. The public agency gains title to the asset once 
the note is paid in full. 

Interest received from certificates issued by a public 
agency is tax-exempt. Public acceptance of certificates is 
generally high because they provide a relatively low-risk 
investment and can be sold at lower interest rates than 
more conventional securities. 

Grant Anticipation Notes 

Grant anticipation notes may be used to provide working 
capital prior to receipt of government subsidies, grants, or 
reimbursements. Funds may be borrowed once subsidy 
contracts are executed. Payment is guaranteed by other 
municipal revenues. 
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Since interest from grant anticipation notes is tax-
exempt, the notes can be sold at lower interest rates. 

Zero Coupon Bonds 

Zero coupon bonds are sold at prices below face value and at 
a deferred unspecified interest rate. The face value of the 
note plus interest are paid in one payment upon maturity of 
the note. The discounted price of the note is set so that the 
difference between the bond's purchase price and its value 
at maturity will provide a yield competitive with the 
marketplace. The yield on bonds issued by public agencies is 
tax-exempt. 

The unspecified interest rate helps public agencies 
offer competitive interest rates; however, the face value of 
the note is often much larger than the value of the 
proceeds. 

Interest Arbitrage 

Interest arbitrage is the process of borrowing funds at a low 
interest rate and investing the borrowed funds at a higher 
interest rate. Public agencies are permitted to use arbi-
trage only to reinvest debt service reserve funds for the 
duration of the bonds or to reinvest temporarily unspent 
bond proceeds for a short period on the proceeds that are to 
be used for capital projects. Any other use of arbitrage by a 
public agency is prohibited, and penalties are severe. 
Interest gained on illegal use of arbitrage is taxable. 

The differential between the lending rate and the 
market rate is usually about 3 to 4 percent, which can 
generate significant amounts of revenue. 

Vendor Financing 

Financing by manufacturers is a common method of financ-
ing transit equipment. The loan, which is secured by the 
equipment and repaid with tax or operating revenues, can 
usually be arranged for any amount up to the value of the 
equipment. Vendors often use loan terms, loan guarantees, 
and other credit devices to increase their chances of success 
in a competitive bid. Since vendors are anxious to 'demon-
strate their equipment, they often offer financing at lower 
rates. However, vendor financing may be a substitute for a 
lower purchase price. Foreign vendors sometimes have won 
competitive bids by obtaining low interest loans from 
export-import banks, and transit authorities have been 
criticized for accepting subsidized loans from foreign 
vendors. 

Vendor financing that is backed by the purchased equip-
ment does not generally require a specific revenue pledge; 
however, transportation agencies need authority to issue 
such long-term debt. 

Private Leasing 

Lease-purchase agreements have long been used for financ-
ing public office buildings, revenue-producing facilities, and 
equipment. Tinder this arrangement, tax-exempt revenue 
bonds are secured by a private firm that retains ownership 
of the equipment or building. A lease agreement is struc-
tured so that bond proceeds pay for most of the purchase 
price. The private firm supplements public bond proceeds 
with a capital contribution and claims accelerated deprecia-
tion allowances for tax purposes. Such things as bridge 
rehabilitation or the purchase of transit vehicles can be 
financed in this manner. 

PRiVATE TRANSPORTATION PROPERTY UTILIZATION 

Leasing or Selling Development Rights 

Public agencies sometimes may be permitted to purchase 
more land than necessary when implementing transportation 
improvements. This undeveloped land is often sold or leased 

to private developers. In addition, subsurface or air rights 
around the facilities can be sold or leased. This technique 
can generate substantial revenue, which can be used for 
other capital outlays or to offset operating costs. Leasing is 
often the preferred method because it provides steady, long-
term cash flow and can be structured to respond to infla-
tion. 

Enabling legislation is required in most states to 
authorize air rights leases or to permit excess taking of 
land. In addition, public opposition may result if the 
agreement significantly benefits the developer more than 
the public sector. 

Leasing or Selling Existing Facilities 

Selling or long-term leasing of existing facilities can be a 
potential revenue source. A number of factors affect the 
amount of funds that can be generated by this process, 
including the availability and condition of such facilities, 
the characteristics of the local real estate market, and the 
portion of the facilities actually owned by the public 
agency. Agencies may also develop excess land, either 
through their own resources or by a joint venture arrange-
ment with a private developer. However, this process 
requires large capital outlays and sophisticated real estate 
and development skills. 

While plans to sell or lease existing facilities may not 
be publicly opposed, approval may be necessary if the 
facilities were funded by UMTA, FHWA, or state sources. 

Land Banking 

Land banking is the process of purchasing and holding land in 
anticipation of planned future use. 	By purchasing in 
advance, before inflation and speculation escalate prices, 
public agencies can acquire land in desirable locations at 
reasonable costs. 

While large capital outlays are required initially, sub-
stantial cost savings are possible, depending on the amount 
of land banked and the increase in prices. If the land later 
becomes unnecessary, it may be sold. Regulations in some 
states prohibit land banking, and local officials may place 
more priority on short-term projects. 

SPECIAL REVENUES 

Advertising Fees 

Many transit properties already receive revenue from adver-
tisements placed inside or outside of vehicles and facilities. 
Advertising space could also be rented on other public 
facilities. Several cities are renting space on their parking 
meters or transit waiting areas such as bus shelters and 
subway stations. A flat fee is paid by a broker who then 
sells the space. The city has the right to monitor the 
suitability of the advertisement. Fees or taxes could also be 
placed on billboard advertising, based on the size of the 
advertisement and the daily traffic count of the adjoining 
road. 

Lottery 

Lotteries are a popular way to raise revenue without levying 
additional taxes. One fourth of the states in the United 
States currently have lotteries. Although the revenues 
generated will vary by number and types of games, a lottery 
has the potential of raising substantial money for public 
agencies. Some of these revenues could be dedicated to 
transportation. Only two states allocate a portion of lottery 
receipts to transit, and only one allows the receipts to be 
used for any type of transportation project. 

State legislation is required before a lottery can be 
established. Operation involves developing rules and regula-
tions, implementing a marketing program, and monitoring 
extensive security procedures. 
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ENHANCING REVENUE PICTURE 

Contracting Services 

Many local governments are beginning to examine the 
possibilities of contracting out work as a way to reduce 
costs or meeting peak service requirements. Items that 
have been successfully contracted include line-haul, express, 
regular route, or specialized transit services that can be 
provided by private carriers at a lower rate and without the 
cost of purchasing additional equipment. Highway and 
transit maintenance work that requires expensive tools and 
special facilities; engineering and inspection of capital 
improvement projects; and management of transportation 
projects and transit systems by professional administrators 
are also being contracted out by local governments. 

Contracting permits greater flexibility in adjusting pro-
gram size. However, union-management agreements may 
restrict the use of contracting out of services. Other 
problems in contracting, such as enforcing public policy and 
guaranteeing adequate service, may also arise. 

Budget Indexing 

Budget indexing is a means of automatically adjusting a 
transportation agency's revenues to meet rapidly rising 
costs. The state legislature guarantees that specific needs 
will be funded over a defined period of time, which permits 
better long-range planning and programming and results in 
at least part of the budget being inflation-proofed. 

Terminating Exemptions 

Tax exemptions on alternative fuels such as gasohol have 
resulted in a substantial loss of revenue for many states. 
Several of them are phasing out the exemption and reclaim-
ing this revenue. 

Many types of individuals and groups are also exempted 
from paying user fees such as motor fuel taxes. Significant 
amounts of revenues could be recaptured by removing tax 
exemptions. 

Cash-Flow Management 

Shifting to a cash-based financial management system from 
an accrual system can result in a one-time source of 
additional revenue. Also, forecasting of disbursements and 
short-term investments of cash receipts may generate sig-
nificant interest on idle funds. 

Freeing User Fee Revenues 

It is not unusual for vehicle excise tax revenues to be 
devoted almost entirely to nontransportation uses at the 
local level. Many indirect transportation services such as 
police may be supported by motor fuel funds. Transporta-
tion funds can be gained by shifting support for activities 
not related to the transportation system's physical condition 
to the general fund. 
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