














Appendix C
Alternative Transportation Financing Strategies

Financing Strategy Pros Cons Source

DEBT FINANCING

The principal characteristic that has differentiated municipal bonds from — [Repayment of bond financing necessitates a stream of future revenues, which
other capital market securities is that the interestthey pay to investors is |can come from a variety of sources such as state and local taxes, fuel taxes or
1. Municipal Bonds exempt from Federal income tax vehicle-related fees and toll receipts. FHWA, April 2002

Although bond financing imposes interest and other debt-related costs,
bringing & project to construction more quickly than otherwise possible
can sometimes offset these costs FHWA, April 2002

Bonding incurs interest, so that the gas taxes of future generations are paying off
bonds instead of building new projects. Bonding cannot be sustained indefinitely. |Upchurch, 2006.

2. Grant Anticipation Revenue Vehicles GARVEES permit states to pay debt service and other bond-related Candidates for GARVEE financing do not have access to a revenue stream and
(GARVEES) Expenses with future Federal-aid highway apportionments other forms of repayment (such as state appropriations) are notfeasible FHWWA, April 2002

Candidates for GARVEE financing are typically larger projects that ment
borrowing rather than pay-as-you-go grant funding, with the costs of
telay outw eighing the cost of financing States cannot use tapered match on GARYEE-financed projects. FHWA, April 2002

SAFETEA-LU increased the opportunities for alternative financing. The
legislation allows private-activity bonds to be issued for selected highway
racilities and surface freight transfer facilities. These bonds are tax
exempt and are issued by - or on behalf of - a [ocal or state govemment
to provide special inancing for gualified projects. Up to $15 billion in

3. Private- Activity Bonds private-activity bonds may be issued Upchurch, 2006,

It allow s states to use regular Federal-aid highway apportionments to

fund loans to any Federal-aid highway projects with dedicated revenue
4. Federal Credit Assistance: Section 129 streams. States may make loans to public or private project sponsors
Loans Loans can be in any amount, Up to 80 percent of the project cost FHWA, April 2002

Dedicated revenues may include, but are not limited to, tolls, excise
taxes, sales taxes, property taxes, motor vehicle taxes and other

beneficiary fees FHWA April 2002
Proceeds from Section 129 1oans can fund the costs of engineering, right-

of-way acquisition, and physical construction FHWA, April 2002
States benefit because every loaned dollar is repaid and recycled into

further investment in the transportation system FHWA, April 2002

From a project sponsor's perspective, 1oans are useful in offsetting up-
front capital requirements that might otherwise have to be bormowed in
the open market at higher rates FHWA, April 2002

SIBs are revolving infrastructure investment funds for surface
transportation that are established and administered by states. SIBs
may be capitalized with regular Federal-aid highw ay apportionments and
5. Federal Credit Assistance: State state funds and can offer a range of flexible financial assistance,
Infrastructure Banks (SIBs) including loans and various forms of credit enhancement FHWA, April 2002

TEA-21 established a new SIB pilot program , but limited participation to
four states - Califarnia, Florida, Missouri and Rhode Island FHWA, April 2002

Federal legislation establishes basic requirements and the overall
operating framework for a S18, states have the flexibility to tailor the bank
to meet state-specific transportation needs. States may need to adopt
specific enabling legis|ation to authoriz e the creation of a S8 FHWA, April 2002

Candidate projects for SIB assistance include any highway project
eligible for Federal assistance under Title 25 of the U.S. Code and any
transit capital project eligible for Federal assistance under Title 49 of the
U5 Code FHWWA, April 2002

SIBs can provide financial support to both public and private sponsors of
eligible transportation projects, and can assist in financing any stage of

the cost of projects eligible to recelve 518 assistance FHWA, April 2002

|ihe project's development. There are no Federal share restrictions on

Itis possible for S8 10ans to be repaid with existing state resources or
even Federal funds FHWA, April 2002

TIFIA allows U5, DOT to provide direct credit assistance, up to 33
percent of eligible project costs, to sponsors of major transportation
6. Federal Credit Assistance: TIFIA -Direct  |projects. Credit assistance can take the form of a loan, loan guarantee,
Federal Credit or line of credit. FHWA April 2002

Highw ay, transit, passenger rail, and certain intermodal projects are
eligible to receive TIFIA assistance. These include ary project eligible
for regular grant funding under Chapter 1 of Title 23 of the U 5. Code
{highways) or Chapter 53 of Title 49 (public transit) FHWA, April 2002

Eoth public and private entities may apply for TIFIA assistance FHWA, April 2002

A TIFIA project must pledge repayment of credit assistance in whole orin
part from user charges (such as talls or user fees), special assessments
(such as taxes specifically pledged to retiring project debt), or other non-
Federal sources Federal funds cannot be pledged to repay TIFIA credit assistance. FHWA, April 2002
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INNOVATIVE USES OF TOLLING

1. Toiling Federal-Aid Highways

Provides states the discretion to levy tolls on most non-Interstate Federal-
aid highw ays

FHWWA, April 2002

The Federal matching share for all expenditures on talled facilities is up
to B0 percent - an increase from the 0 percent share originally
authorized under ISTEA

FHYWA, April 2002

Toll revenues are used first for debt service, reasonable return on private
investrnent, and operation and maintenance

FHWA Aprl 2002

States are allowed to determine whether a toll facility is to become free
when debt is retired, or at some point in time or whether tolls are to
continue indefinitely.

FHWA, April 2002

2. Interstate Reconstruction and
Rehabilitation Pliot Program

This pilot program allows up to three projects to convert reconstructed or

rehabilitated free Interstate SEEITIEﬂtS into tollways

FHWWA, Aprl 2002

The state sponsoring the project must commit to using toll revenues for
eligible uses, which comprise costs necessary to improve, operate, and
maintain the facility, debt service; and a reasonable retum on investmernt
for any private party financing the project. Once renovation to the facility
i5 complete, tolls must be collected for at least 10 years

FHWA, April 2002

3. Value Pricing

The intent of the prograrm is to evaluate the capacity of road and parking
pricing concepts to achieve significant reductions in highway congestion
“alle pricing is away of hamessing the power of the market to reduce
congestion and the econamic and environmental costs that congestion
imposes.

FHWA, Aprl 2002

“/alLe pricing can encompass a variety of tolling strategies to manage
congestion on highways. These include (1) variable tolls on existing and
new toll roacs, bridges and tunnels that are collected via an electronic
transponder, (2] Electronically-collected tolls on lanes added to existing
highwary's; (3) Tolls for vehicles not meeting occupancy requirements an
High Occupancy Vehilce (HOV) lanes; and (4) Mew, electronically-
collected talls on existing toll-free general purpose lanes

DeCona-5Souza, 2003

The key difference between a typical toll structure and a value pricing toll
is warlahlility. The key is for toll rates to vary with the level of congestion
on the tolled roadway. Thus, rates tend to be higher during rush hour

FHYWA, Aprl 2002

FHWA has worked with partners in several states to demonstrate the
feasinility and henefits of value pricing. Successfully implemented
projects exist on highway facilities in California, Texas, Florida, New
ok, and New Jerse

DeCofa-Souza, 2003

Fossible public opposition to fee implementation at previously free areas

Univ. of Maine, 2006

Decrease amount of infrastructure available to the general public

Univ_of daine, 2008

Inthe U.5 . pricing generally has been limited to individual bridges and to High-
Occupancy Toll (HOT) lanes and express lanes. The HOT and express lane
applications have generally heen well accepted since they provide drivers the
choice of whether to pay to avold congestion or not. Acceptance of pricing entire
faciliies or entire areas of a city is more controversial

NSTP & Revenue Study
Commission, 2007

Congestion pricing encodrages the use of other routes and other modes
of travel, such as public transportation.

The major disadvantage of pricing is that during peak periods, tolls are higher for
those who cannot change their destination or time of travel. For some travelers

this could impose a hardship.

NSTP & Revenug Study
Commission, 2007

4. High-Occupancy Vehicle (HOV) Facilities

ThOrZed 1N SAT ETEA-LU 11 2003, TS program penmits Staes o
charge tolls to vehicles that do not meet occupancy requirements to use
an HOV lane even if the lane is on an interstate facility

GAQ, June 2006

5. High-Occupancy Toll (HOT) Lanes

HOT lanes are a form of value pricing.  They gained expanded
authorization in SAFETEA-LU . Single-occupancy vehicles can use the
lane for a fee. The charge is high enough to ensure that the increase in
users does not reduce the travel speed in the HOT lane. High-
occupancy vehicles are allowed o use the lane free or at a discounted
toll rate.

Upchurch, 2006

Users Perspectives

B0% of Los Angeles and Orange County residents believe in replacing
toll hooths with electranic toll and traffic management technology.

95% of 5an Diego residents believe HOT lanes should be available to solo-
drivers for a fee.

Zrmud and Arice, 2008

Minnesota residents wanted option of paying a fee to use uncongested
area in a humy'

Mary Denver residents helleved HOT lanes were a 'hand-ald” solution to the
congestion problem

Zmud and Arice, 2008

69% of Minnesota residents would support paying for new highw ay lanes
with tolls collected from drivers who chose to use them.

Dallas/Ft. Worth users expressed high concern over how electronic tolling could
differentiate SOVs fram HOVsS

Zmud and Arice, 2008

Believe a good way to reduce congestion (Los Angeles and Orange
Counties, CA and Denver)

Main opposition in Denver was use of revenue (residents believe should focus on
hus services and madway improvements, not on revenue-receiving agencies)

Zrnud and Arice, 2008

One of top reasons for suppart in Houston/Dallas was the absence of
large trucks in HOT lanes

Zmud and Arice, 2008

6. TrUcK-Only Toli (TOT) Lanes

Toll roacways or lanes for exclusive truck use in dense urban regions
with heavy truck demands

MCHRP #102, 2006

Building exclusive truck hot lanes to improve trucking efficiency.

Ankner, 2003

7. Area Charging or Cordon Tolliing

Implement charge for operating vehicle in a specified area

Possible encouragement of spraw |

Univ. of Maine, 2006

Promote efficient transportation behavior (carpooling, mass transit)

Creation of boundary effects; motorists increase travel in order to avoid charge

Univ. of Maine, 2006

Large revenue base it implemented in a large area.

Univ. of Maine, 2006

Users Perspectives

57% of Londoners believed road-user charging was necessary

Zrmud and Arice, 2008

60% of Londoners eventually supported congestion charging despite
stark disapproval before Implementation in 1993 survey, as aw areness
increased, so did support

Zmud and Arice, 2008

Mew Yaorkers believed possible pro's to congestion charging below 60th
Street included: Reduce traffic, traffic jams and congestion in the area,;
Increase use of public transport; Decrease unnecessary cars, trucks and
people In the area; Bring increased revenue to city; and reduce pollution

New yorkers believed possible con's to congestion charging below B0th Street
included: Too many tolls and taxes already existed, Won't solve congestion
problem; and will hurt businesses and increase prices.

Zrmud and Arice, 2008

Overwhelming amounts of those polled worldwide oppose area andfor cordon
charging (Trondheim, Norway, Stockholm, Sweden; Helsinki, Finland; Shanghai,

China and US Mational Poll)

Zmud and Arice, 2008
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PUBLIC-PRIVATE PARTNERSHIPS

1. Project Delivery

2. Asset Management

3. Project Finance

State and local transportation agencies are using a wide range of
contractual arrangements to enhance private sector participation in
Project Delivery (development phase through design and construction),
Asset Management (long-term operations and maintenance), and Project
Finance (defbt and possibly equity financing secured primarily by project
revenues). These public-private partnerships can provide substantial
benefits in terms of accelerating project development and construction,
increasing operating efficiency, and limiting public sector exposure to
certain risks, such as cost overruns or project revenue shortfalls

NCHRP #102, 2008

Altemative contractual arrangements include: Design-Build Contracting
(D-B-BY; Design-Build-Operate-Maintain (D-B-0-M); and Design-Build-
Finance-Operate (D-B-F-0)

NCHRP #102, 2006

Using the average increase in highway and bridge construction costs
since 1997, if the average project development time for highway projects
could be reduced from 13 years to 6 years, the cost of the project could
be reduced by almost 40 percent,

NSTP & Revenue Study
Commission, 2007

Finance the construction of new highw ays without the use of public
funding

Tolls paid by road users. Potentially higher tolls under private operation

GAQ, February 2008

Obtain up-front payments through the long-term lease of existing toll
roads.

Public may give up more than it gains if tolls over fime exceed the value of up-
front payments. Future users might potentially pay higher tolls to support current
benefits.

GAQ, Febriary 2008

Transfer and sharing of project risks to the private sector. construction
cost and schedule, sufficient traffic and revenue levels; and increased
transparency of project costs

Mat all risks can or should be shared: environmntal risks and political risks;
potential loss of control (noncompete provisions and toll rate setting)

GAQ, Febmiany 2008

Secure private sector efficiencies in operations and life-cycle
management.

Higher public sector costs (costs of advisors and costs of private finance); and
potential tax losses.

GAQ, Febmiary 2008

Obtain a facility that better reflects the true costs of operating and
maintaining the facility in setting tolls and better acknowledges the costs
and impact to drivers of using the roadway system during times of peak
demand.

Risk that the public could pay tolls that are higher than tolls based on the costs of
the facilities, including a reasonable rate of retum, should a private
concessionaire take advantage of market pow er gained by control of a road for
which there are few alternatives that do not require substantially more travel time

GAQ, Febniary 2008

Increase mohility through tolling, congestion pricing, and more efficient
decision making

Traffic diversion and user equity concerns from tolling

GAQ, Febriary 2008

Complete a greater number of projects at a faster rate

Public safety concerns

Univ_of Maine, 2006

Highw a public-private partnership arrangements are not "risk free,"” and concerns
have been raised about how well the public interest has been evaluated and
protected. Concerns have also been raised about the potential loss of public
control over critical assets for up to 99 years.

GAQ, Febmiary 2008

The demand risk remains the most important risk attached to toll-oad
infrastructure in the U.S. From an investor's standpoint, the greatest risk with very
Iong-term ohligations is that future development patterns will not provide the traffic

Checherita & Gifford,

to sustain profitability even if toll rates are allow ed to climb on a regular basis 2007.
Checherita & Gifford,
Public and politic al resistance to toll roads and privatization 2007.

Legal risks arising from relatively insufficient experience with PPP projects

Checherita & Gifford,
2007,

Wil turning over operational control of 2 toll road for a long-term (50 years or
more) period interfere with transportation planning in future years?

NCHRP #102, 2006

Decreasing the cost of new projects

Univ_of Maine, 2008

Circumyerts bebtlimits that restrict how much debt can be issued by

Unless specified in contract, private sector can refinance debt which does not

state or toll-authority. benefit public sector equally Ortiz, 2007
Large upfront payements can be used to address other areas where Lump sum being used to fund non-transportation projects, leaving deficit later in
funding is needed or to start new projects. project life, as well as using funds for projects that do not benefit facility users. Ortiz, 2007

Toll rate increases occur faster than with public management

Megative public reaction to increased tolls, quicker rate increases will impact
freight costs therefore negatively impacting the economy.

Swan and Belzer, 2007

States still collect some revenues from talls

States forgo higher initial payment to receive shared revenues.

Ortiz, 2007

Efforts by individual states to collect rents from interstate commerce by leasing
toll roads clearly interferes with interstate commerce laws

Swan and Belzer, 2007

Privatized roads cannat rely on fuel taxes as part of revenue therefore raising tall
costs on private highw ays.

Swan and Belzer, 2007

Submital of unsolicited proposals for most profitable projects Teaving other

needed and not as profitable projects for the states Ortiz, 2007
Effets ability to maintain and expand existing raodw ays. Ortiz, 2007
Roadway controlled by an entity that has less bureaucratic ties to
emerging issues and public opinion, allows for more expedient
completion of projects Ortiz, 2007

Useful techniue to attract private capital in public projects that would
otherwise be beyond the reach of the public entity

Frivate sector focused on recouping investment while attime neglecting Lsers
needs and interests because private sector liable to investors and shareholders
mare than public

Ortiz, 2007 and
Khasnabis, 2007

Emerging formations of state subcommittees and panels to specifically
discuss and research future PRP endeavours.

Relative newness of PPP-type projects may undermine the public sectar's ability
to make good decisions in the best interest of the user as well as underestimate
SOme contract ramifications (e.g. non-compete clauses).

Ortiz, 2007

Maine Department of Transportation has successfully completed three
rogchway projects using the design-build partnership arrangement

Univ_of Maine, 2008
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PUBLIC-PRIVATE PARTNERSHIPS CONTINUED

The Public-Private Initiatives in Trans portation Act of 1993 created the
auhority for the Washington State Department of Transportation to
"solicit proposals from private companies to plan, design, finance,
construct, and operate transportation facilities, and to impose user fees
or tolls ta recaver all or a portion of the cost of the project and to earn a
reasonable rate of return on thelr investrment.® |n futher modification of
the act, the legislature allowed for public opposition to any project to
enter into the project planning

Univ. of Maine, 2006

The Public-Private Transportation Act (PPTA) of 1995 allow s the Virginia
Department of Transportation to enter into partnership with private
entities in order to design, build and maintain their infrastructure

Univ. of Maine, 2006

The 2003 Public-Private Initiative Legislation, revised in 2005, allows the
Georgia Department of Transportation to begin entering into public-
private partnerships. This legislation allows for solicited proposals and
unsolicited proposals from private entities seeking to improve the
transportation infrastructure in Georgia

Univ. of Maine, 2006

Users Perspectives

Three-guarters of San Antonio residents opposed hiring private contractors to
build and manage roads

Zrnud and Arice, 2008

60% of Indiana respondents thought it was a bad idea to lease Indiana toll road
(Most opposed lease because of foreign control)

Zrud and Arice, 2008

Overall, most respondents largely opposed to lease/sale of roads to private
entities (5an Antonio and Dallas, Texas, Indiana and New Jersey)

Zrnud and Arice, 2008

4. Concession Fees

Potential use of commercial activities along interstate and other
highway's which could resultin payments to the state. For example, the
State could sell the right to use roadside rest areas to a company to
provide food service to the public. The State would benefit in two ways:
the compary would provide, operate and maintain the rest areas for
travelers at no cost to the State and the State would gain revenue from
the sale of the concession fee

State of Rhode |sland,
1996

The use of highway right-of-way is desired for telecommunic ation
companies for fiber optic cable and antennae installations. The State
can obtain revenues and/or free service by entering into agreements with
these companies for use of the right-of-w ay

State of Rhode |sland,
1996

States can retain varfable amounts of contral pertaining to maintenance

Ermployment of workers to maonitor and maintain road conditions can be guite

and expansion costly and leaves little incentive to private sector to be of good guality Ortiz, 2007
By only being responsible for one road instead of mary encourages

higher level of responsibility and 12ss burden of massive maintenance

and upkeep issues. |Ortiz, 2007

|Many entities responsible only for owned section leads to interoperahili

5. Sale/L easeback

The State may sell a transportation facility to a private entity which then
Ieases back the facility to the State. The private owner gains maoney
from either Iease payments from the State or from operating revenues
from the facility. The operating revenue would most likely come from
tolls

State of Rhode |sland,
1996

6. Air Rights

Allowing the sale of ur-used, zoned air space above part of the road
network can provide an apportunity to collect revenue. This would most
IIkely be a one-time |ump sum transaction between the owning agency
and a private developer. High land prices and strong real estate markets
are needed to justify the high cost of platform construction

7. Naming Rigfts

The rights to name a transportation facility can be sold for revenue
tow arcs the construction of the facility.  This transaction would create a
one-time, lump sum to be put towards financing
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The URI research team reviewed the following literature to identify the pros and cons of alternative transportation financing strategies. The strategies are divided
into five groups:Revenue sources, innovative management of federal funds, debt financing, innovative uses oftolling, and public-private partnerships.
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