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Foreword

Potholes and sewer problems are perpetual items on local government agendas-they
never go away and there is never enough money to fix all of them, or to reconstruct bridges
and roads that may be in danger of collapse. In 1988, prompted by the many national studies
calling for more investment in public works infrastructure, the Senate Committee on
Environment and Public Works and the House Committee on Public Works and Transporta-
tion asked the Office of Technology Assessment to evaluate how technologies, management,
and financing could improve public works and make them more efficient and productive.

From the outset, OTA planned to review State and local public works management and
finance to spotlight issues that needed attention. The review produced so much practical and
useful information that a decision was made to publish the results early in 1990 for use by the
101st Congress in this specia report, Rebuilding the Foundations: State and Local Public
Works Financing and Management. OTA’s final report for this assessment, Rebuilding the
Foundations: Public Works Technologies, Management, and Financing, will be completed in
the summer of 1990.

Severa intertwined issues quickly came to dominate OTA’s discussions with State and
local public works officials. Asthis report documents, the concerns centered on how to raise
more money for upgrading and maintaining public works, how to enhance public works, and
how to preserve the community environment and quality of life. Loca officials focused on the
complex tasks of resolving conflicts among these issues in a controversy-ridden and
politically charged arena. State representatives highlighted the steps they have aready taken
to increase support for localities. This special report also outlines the roles of Federal, State,
and local governments and points to avenues for strengthening the intergovernmental structure
for managing and financing public works.

Throughout the study, the advisory panel, workshop participants, and a host of
government, industry, and private citizen reviewers contributed a broad and invaluable range
of perspectives. OTA thanks them for their substantial commitment of time and energy. Their
participation does not necessarily represent endorsement of the contents of the report, for
which OTA bears sole responsihility.
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Director
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Chapter 1
| ssues and Conclusions

“We've got all these people moving in from a
neighboring State because our taxes are lower. We
need roads and sewers for this new development, but
we can't pay for them. And no politician wants to
raise taxes-that’s just too hard!” groaned an official
from a fast-growing suburban jurisdiction in an
industrial Midwestern State.

“We don’'t need another special purpose tax; we
need statewide tax reform,” proclaimed the Gover-
nor of a Western State that does not have an income
tax and relies heavily on sales and property taxes.
The legidlature did not agree and adjourned without
acting on a carefully prepared specia tax package
for transportation improvements, leaving local offi-
cials, who badly needed the revenue, fuming.”

Roads, bridges, mass transportation, airports,
ports and waterways, water supply, wastewater
treatment, and solid waste disposal make up the
essential infrastructure for public works services.
These services underpin the public health and
economic vigor of the Nation and are utilized by
every citizen and every industry. But as the quota-
tions above make clear, how to pay the bills for our
Nation’s public works (and other government serv-
ices) remains a thorny and contentious issue. As one
informed observer put it: “ The impasse is deep:
Americans appetite for government services ex-
ceeds their willingness to be taxed.”*

The Nation’s 83,000 local governments arein an
unenviable position; they take the direct political
heat generated by public works issues. They are
responsible for managing and maintaining over 70
percent of the Nation’s public works facilities and
services. They must also comply with Federal and
State standards and regul ations over which they
have little control. In addition, they are caught in a
bind consisting of the need to provide services on the
one hand, and laws limiting how much money they
can raise and how they can raise it and constituents
who resent paying higher taxes on the other.

Federal and State governments, recognizing the
importance of keeping the economy running

smoothly, have long provided financial assistance
for local public works. However, policy changes
have reduced Federal contributions over the past
decade, and infrastructure needs continue to outrun
available dollars. Coping with the fiscal shortfall,
meeting higher costs for maintaining transportation
services, and ensuring that environmental facilities
comply with new national standards create dilem-
mas for every State and local decisionmaker. None-
theless, agreement is widespread that public works
infrastructure needs upgrading and that additional
investment would benefit individuals and the na-
tional economy alike. Indeed, one economist pro-
jected recently that: “If we increased spending on
core infrastructure by $50 billion (1 percent of
GNP), productivity would rise by an estimated $62.5
billion in the first year."*However, disagreements
over how much additional support is needed and the
most politically feasible method of providing it dog
officials at every level of government.

But money problems are not the entire story.
Solutions to urban problems such as air pollution
and traffic congestion will require new technologies
and ‘approaches to transportation and difficult
changes in longstanding management practices. For
example, the view that”. . . unconstrained personal
mobility and control of congestion are incompatible
in the America of today and tomorrow,”*is now
widely shared by officialsin major cities, but is
anathema to many of their constituents. For a
number of small, remote communities, compliance
with new Federal environmental standards will
require financial resources. beyond their fiscal capa-
bilities. The management and technology changes
necessary to resolve these problems involve stagger-
ing sums of money and require developing consen-
sus among disparate, vocal, and tenacious industry
and private citizen interest groups.

Considering all these conflicting pressures, it is
small wonder that despairing descriptions of huge
needs have not successfully mobilized agreement or
a national approach to funding infrastructure. Efforts
to date have been piecemeal. Most State govern-

'Unidemtified official at Dingeli/Ford Municipal Officials Conference. washington, DC, unpublished remarks, June 23, 1989,
2John Horsley, commissioner, Kitsap County, WA, personal COMmunication, July 7, 1989.

3Robert J, Samuclson, “A Frivolous tecade Washington Post, Jan. 3, 1990, . A1S.

4David Alan Aschauer, economist, Federal Reserve Bank oOf Chicago, personal communication, oct. 30, 1989.

SAlan S. BOyd, “Transportation Systems of the 21t
Construction Industry

Breaking Gridlock,” Building
Academy Press, 1988), p. 19.

Tomorrow: Global Enterprise and the
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intrude on every debate about preserving environ-
mental quality and renewing our infrastructure.

To assess the progress of State and local govern-
ments in coping with infrastructure problems and to
outline the framework for congressional decision-
making, the Office of Technology Assessment
(OTA) has prepared this special report documenting

TR recent trends in public works financing and manage-
Raiaall L ment. The report presents snapshots of current
- SRR A approaches and identifies successful programs and
issues that have yet to be resolved. It provides
background information and the State and local
context for OTA’s forthcoming reporRebuilding

the Foundation: Public Works Technologies, Man-
agement, and Financingcheduled to be completed
Phots credit: American Society of Civil Engineers in the sumnar of 1990.

State and locajovernments must replace and dispose of
obsolete transportation equipment and meet competing PAYING THE BILLS
revenue demands as well. Why have public works reached what many call

a crisis point?--primarily because the costs of
services that local governments must or wish to

ments have increased their support for public works,

and local governments have made often heroic : . " "
i provide have outstripped the political acceptability
efforts. Yet even jurisdictions that have successfully of raising property taxes-their most important

raised taxes or fees for public works have been able
to meet only their mostppressing needs. Making gsource of revenue. In 1987, property taxes generated

difficult situation worse, even when new technolo- over 70 percent of the tax revenue collected by all

gies or management tools are available (o malkdlocal goyernmenteSO percentforcites, which
services more productive and efficient, officials are y

- ; ties and towns. User fees, sales, income, and
hard pressed to find funds to implement them. The coun ’ ' L
current impasse over public works incorporates dedicated taxes, Federal and State monies, and

" ; : : ) private sector investment, when it is available,
three critical and controversial national issues: provide the remainder. Required by State laws to
» the shortage of money available for competing balance their budgets and limited by law (in over

government services, such as health and socialone-half the States) and by voter resistance in the tax
needs, defense, education, and public works; increases they can impose, local governments count
¢ the inadequate state of much of the Nation’s on every dollar from each of these sources. Declin-
transportation and environmental infrastructure ing Federal monies and State governments that have
at a time of rapid technical, industrial, and contributed substantial funding support only for
economic change; and highways and bridges are other contributing factors.
¢ the importance of preserving the environ-
ment—Ilarge, urban areas must address air and
noise pollution and land use problems that
diminish the quality of life and may limit
growth and development, and every jurisdic-

constitutional basis for a Federal role in

public works lies in the responsibility of the Federal
tion must upgrade its public works to comply VC\B/gl\]{germaenné %o;tig\:l%rlséaét%r?génrgt\a/recrefhtge general
with new environmental standards. o : years our
national government has addressed these goals by

These three issues are interrelated in numerousfunding construction of a broad range of public

complex ways, but in their simplest forms, they have works infrastructure, particularly for transportation
been on a collision course in recent years. As theand water resources. Historically, transportation
1990s begin, political and financial considerations facilities that promote interstate commerce-ports

6(.S. Depanment Of Commerce, Bureadf theCensus, Goverament in (Washington, DC: November 198§),



Chapter 1-Issues and Conclusions

As theimpacts of rising national debt service an
payments to individuals for health, welfare, ar
retirement made themselves felt (see figure |-
Federal support for infrastructure, which had stea
ily expanded after World War Il, began to shrink i
the late 1970s. Indeed, between 1979 and 19
Federal grants to States and local governments
all purposes, excluding payments to individuals, fe
from 11 percent of the Federal budget to 5 percer
Equally striking is the expansion in the share of the
Federal grant monies that States and localiti
provided to individuals for health. These burgeone
w» from 3 percent of their Federal aid in 1960 to 3
percent in 1989, while the portion of aid used fi

Photo credit: American Society of Civil Engineers pgblic works dro;zped frglm roughly 46 per(‘}ent t
about 18 percent (see table 1-1, categories of natt
m;mmfgﬁm?mﬁﬂﬁﬁﬂpﬁnw resources and environment and transportation).
ports and waterways.

and waterways, rights-of-way for railroads, airports

and airways, and highways-have been supported and local officials accept the need fa
with Federal monies. Local governments, with some Fegeral standards and regulations to protect
help from their States, have maintained and operatedypjic health and welfare. They contend, howeve
most of these facilities, except for waterways (which that many grant requirements raise their costs
are the responsibility of the Army Corps of Engi- requiring expenditures for procedures that sec
neers) and freight railroads (which are privately extraneous and by adding substantially to the tir
owned and managed). needed to complete the project. For examp

. . . . Federal aid for bridge repair requires that a perce
Federal involvement in environmental public 346 of Federal monies be used for repairs

works began early in the 20th century with massive «off.system” bridges (bridges on highways that ar
investments in reclamation projects to provide water ot ejigible for Federal aid); often these bridges a
for agricultural and urban development. Over the on ynderutilized or unimportant roads, and the Ste
past several decades, the emphasis has shifted tgoy|d prefer to use the money for bridges on maj
protecting the public health and natural resources, highways’Concerns about Federal programs cent
and the Federal Government has dramatically en-on’ynfunded mandates, grant requirements, such
larged its regulatory role by setting standards for air, 5 focus on new construction rather than maintenar

water supply, and water quality. Greater understand- or management improvements, and on the regu
ing of health dangers from contaminated drinking tory processincluding:

water, hazardous waste, improper wastewater treat- ~ _ o _

ment, and the health costs of air pollution prompted - inflexible administration of standards (stanc
formation of the Environmental Protection Agency ards aim at uniform performance and do n
(EPA) in 1970 and tighter Federal regulation. Some ~ accommodate local variations in need ar
Federal finding has been made available through  conditions);

EPA and the Farmers Home Administration of the  lack of coordination among Federal agencit

Department of Agriculture to assist State and local engaged in related activities;
governments in constructing facilities to control . frequent changes in Federal regulations, whit
health threats. may require major local program adjustment:

7Office Of Management anBudget, Historical Tables: Budger of the U.S. GovernmenE¥ 1990 (Washington, DC: 1989), pp. 128130.

#lan MacGillivray, director | Planning Research Division, lowa DepartmenTeansportation, in U.S Congress, Office 0f TechnologyAssessmeat,
“Transcriptof Proceedings —State and Local Infrastructure Financing and Management Workshop,” unpulwranseript, July 7,1989, pp. 118-119,

90ffice Of Technology Assessmenfdvisory Panel meeting, unpublished remarMarch 1989; and participants ioffice of Technology
Asseszment, Op. Cit.,footnote 8.



6  Rebuilding the Foundations: State and Local Public Works Financing and Management

Figure 1-1—Federal Expenditures, 1960 and 1989*

Grants to State and Payments to
local governments individuals
4% 45%

Payments to

individuals

24%

Grants to State

and local
governments 5%

Nationai intereat
defense 7% Interest
52% 14%
National
Afl other defense
13% 268%
Atl ather
10%
$92,191 (1960 dollars in millions) $1,137,030 (1989 dollars in millions)

1969 figures are estinated.
SOURCE: Office of Technology Asssssment, 1990, based on Ctffice of Management and Budgel data

. length of time required for Federal review and The decrease in tax-exempt private activity bonds
approvals; and for facilities, such as convention centers and sports
. i i . complexes, contributed to the significant drop in
requwe.ments for megtlngs and paperwork municipal borrowing between 1986 and 1987. How-
The complicated application process for approval of ever, the municipal bond market returned to its
a major harbor improvement (shown in chapter 2, pre-1985 level in 1988, signaling that jurisdictions
figure 2-5) gives ample evidence that these concernswere taking on new debt for their traditional public
are justified. works need&.(For further details see chapter 2.)

The need to conserve and stretch Federal revenue State and local governments contribute about 75
has also created conflicts between Federal taxpercent of total public spending for public works,
policies and State and local financing for public with most of their share supporting operations and
works. Tax reforms enacted in 1984, 1986, and 1988 maintenance. Federal grants financed between 40
raised the costs of some forms of infrastructureand 50 percent of capital spending for public works
financing by limiting the types of projects eligible construction during the 1980snd Federal support
for tax-exempt bonds. Arbitrage arrangements, sale/plays an important role in finding new projects and
leaseback, and other forms of public-private funding major reconstruction. Over the past decade, only
that local governments had used to leverage invest-highway and air transportation received increasing
ment for infrastructure improvements, weskarply portions of total Federal funds spent on infrastruc-
curtailed. Congress relaxed some of the most severdure, thanks to trust funds supported by dedicated
restrictions orarbitrage in legislation passed inlate user fees (see table 1-2). (Although mass transit and
1989, and whilet is too early to be certain, OTA  waterways also have trust funds, the annual revenues
analysis indicates that thempact of tax reform on  are much smaller.) The fact that no similar dedicated
traditional public-use projects (sewers and roads, for Federal revenue sources have been enacted for
example) may not be significant in the long term. environmental programs has had a significant im-

10Government Finunce Rescarch Center, “Federal TaPolicy andinfrastructure Financing,”OTA contractor report, Sept. 13, 1989, p. I1-4.
N Apogee Rescarch, Inc., database derived from U.S. Department 0f Commerce, Bureau of ttCensus andoffice of Management and Budget.




Chapter 1--Issues and Conclusions

Tabis 1-1—Distribution of Federal Ald to State and Local Governments

by Major Categories (in percent)
1989
Categories 1960 1975 {estimated)
infrastructure:
Natural resources and environment® ., .......... 1.5 4.9 29
Trangportation ...............coiiiiiaiaina.. 427 11.8 15.0
Community and regional development® ......... 1.6 5.7 a7
Humen services:
Education, training, employment, and
Soclai 88rvices .. ..............c.iiiiiian.. 75 244 18.2
Healthe ......... ... .. ... i, 3.0 17.7 29.5
Income securttyd ............... ... ... 375 18.8 27.2
6.2 16.7 3.5
Total ... . e 100.0 100.0 100.0

“Primartly Environmental Protection Agency construction

grants.
Housing and Urban Development grants; small portions were used for infrastructurs improvemants.

“Primarily grants for medicaid.

grants for child nutrition, family support, and housing assistance.

SOURCE: Office of Technology Assesament, 1990; Office of

nt and Budget, Historical Tabies: Budget of

the United States Government, Fiscal Year 1989 (\Waahington, DC: 1988).

Photo credit: American Society of Civil Engineers

Federal support for constructiasi wastewatefeatment
plants is diminishing; at the same time, Federal
requirements  are becoming stricter.

each State has assumed some gree
financial responsibility for public services, increas
ing expenditures an average of 6 percent over the |
3 years, the fiscal strain has begun to tell. T
average rate of State revenue growth (estimated to
5.4 percent in 1989) has fallen behind the growth
expenditures; in fact, 18 States had to cut be
budgeted spending in 1988 because of rever
shortfalls.”Moreover, no State has entirely fillec
the chasm created by cost increases for its infrastr
ture needs and reductions in Federal support
public works—and funding infrastructure is a lowel
priority in every State than Medicaid, education, ar
law enforcement.

Each State has a unique fiscal and econor
framework, and several factors bound its capabili
to plan and pay for public services. For example, t
strength and balance of a State’s economic b
determine its ability to raise both public and priva
funds. Some tax their residents almost as heavily
the economic base will allow, while others al

pact. In 1980,20 percent of Federal grants for public wealthier than the tax burden suggests. (See fig

works infrastructure was budgeted for water quality

1-2 and table 1-3 for information on State fisc

programs, while 80 percent supported transporta-standing.) Most New England and Mideastern Stat

tion. By 1988, funding for water quality had dropped

have had strong economies in recent years, enab

to 10 percent. Concurrent with the drop in Federal them to raise State and local revenues and to o

appropriations, local costs for complying with Fed- attractive opportunities for private investmen
eral environmental standards began to increase astates without a strong economic base, like W;

new standards began to take effect.

Virginia, or dependent on one resource, lik

12Ngtional Governors” Associatic and National Association Of Stae Budges Officers, Fiscal

ofhe  (Washingion, DC: 1988),p. 3.
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Louisiana have difficulty raising both public and
private investment funds, because their low per-
capitaincome limits their taxing ability.

While a rapid rate of population growth heightens
demand for services, it can also provide a broader tax
base. Fast-growing States and communities can
make significant demands on private devel opers for
infrastructure investment, a practical impossibility
in nongrowth areas; private investors see little
opportunity to recoup an investment in infrastruc-
ture where real estate markets are weak. Low-
population, low-density States also have great diffi-
culty financing infrastructure programs. Their tax
base is limited compared to the scale of needed
investments, and costs are relatively higher than
those of more populous districts, which can benefit
from economies of scale.

Finally, political factors can override physica and
economic variables and have amajor influence on a
jurisdiction’s ability to raise revenues. Taxpayer
revolts against local property tax increases have
made State legislatures reluctant to raise sales or
income taxes. Political pressure has pushed many
States to limit the amount of bonds local jurisdic-
tions can issue, creating barriers to traditional
avenues for public works funding. To finance
services needed in specific regions, many States
have begun to permit local jurisdictions to impose
specid levies or taxes for infrastructure projects.
California' s efforts to overcome the effects of its
well-known Proposition 13 illustrate this point (see
chapter 3 for details), and a number of local
financing districts have been created to finance
construction, operations, and maintenance for public
works. California’s experience has been replicated
in a number of States.

Y et while special districts ease States' fiscal
burdens, they make State comprehensive planning
and budgeting for capital improvements extremely
difficult. At the local level, too, having a number of
independent, separate districts complicates regional

planning and management, makes political coordi-
nation a formidable task, and places a heavy burden
of debt payments on district residents. Easing
restrictions on local find-raising capabilities and
consolidating small districts are actions States
could take to coordinate and rationalize the
financing of public works.

States coping most effectively with infrastructure
financing issues and Federal requirements are those
with the capacity and political will to raise capital
from a variety of public and private sources, and
with an available pool of technical and financial
know-how. For example, two States, Washington
and New Jersey, have funded special State assis-
tance programs to make low-cost loans to local
jurisdictions for infrastructure improvements. The
Washington State program was carefully structured
to ensure that local jurisdictions tap their own
resources fully and plan carefully. (For further
information, see boxes 3-B and 3-F in chapter 3.)

States that would be most affected by additional
reductions in Federal grants are large, rural States
with small populations; those with poor economic
bases; and those heavily dependent on extractive
industry (see figure 1-3). Although these States are
home to less than 11 percent of the Nation's
population, their problems are pressing, and OTA
finds that some categorical Federal programs de-
signed to help them are based on criteria that work
at cross purposes (see box 1-A). In another example,
a Federal-aid program that targets bridge repair
funds to States with large numbers of substandard
bridges penalizes States that have developed bridge
mai ntenance management programs and keep their
bridges in good repair.”

Benefit Charges or User Fees

When there were fewer demands on State and
local financial resources, broad-based sales and
income taxes could carry most of the public works
funding burden. However, funding programs, such
as health care, education, and criminal justice, have
depleted general revenues and reached debt ceilings
in many States. Accordingly, most States and
localities have turned to benefit charges (such as
user fees and specia assessments) and to State [oan
programs that promote self-supporting projects for
financing public works capital. Benefit charges are
attractive and effective strategies because of their
revenue potential, voter acceptability, and serv-
ice management opportunities. A few local
jurisdictions, such as Phoenix, for example (see
chapter 4, box 4-C for details), target service
beneficiaries to pay full cost for many public
services because of their relative ability to pay
compared to social service users. States with low

BRepresentatives of the Departments Of Transportation Of Georgia, Florida, and Minnesota, at a National T ransportation Saf ety Board Bridge Safety

Workshop, unpublished remarks, Sept. 2S, 1959,
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Box 1-A—Rocksprings, Texas’

Rocksprings, Texas (pop. 1,350) lies 80 miles north of the Mexican border. It is the only incorporated city in
a county twice the size of Rhode Island; the nearest neighboring jurisdictions of comparable or larger size are at
least 50 miles away.

Agriculture is Rocksprings’ economic base, and the average per-capita income is under $6,000—1less than that
in Mississippi, the poorest State in the country. The city’s annual budget is $221,000, and annual property tax
revenues are only $30,000, with the remaining revenues coming from the municipally owned water system and
franchise sales taxes. How to provide wastewater treatment and solid waste disposal facilities that meet new Federal
standards are pressing dilemmas for Rocksprings. The city’s budget is already strained, and State and Federal
regulations present the city with seemingly insupportable burdens. In the case of wastewater treatment, compliance
will exact a heavy price—perhaps greater than the city can bear. In the case of solid waste disposal, there is no
workabie or affordable alternative to simple noncompliance.

Wastarsrataw T noenbusansd
VVEIUC VW SUCE A 5 CELIAIGAS

Rocksprings has no community wastewater collection and treatment system, and residents have taken care of
their own sewage treatment needs as they see fit. Some families have installed legal double septic systems with drain
fields, while others use sewage injection systems? (now illegal) on their properties or resort to cesspools. State
environmental and health officials have declared the city’s approach unacceptable, and Rocksprings faces the
prospect of constructing a $3.5 million wastewater treatment plant.

Though Rocksprings’ mayor praises the efforts of the Texas Water Development Board (see chapter 3, box
3-D) to offer advice, the compiex Federal grant and Ioan application process has proven troublesome. The city has
applied for a $2 million wastewater treatment plant construction grant (representing 55 percent of the project’s costs)
from the U.S. Environmental Protection Agency (EPA), and local officials are optimistic about receiving the grant.
The rest of the £3 § million nlnnt wonld be financed with a Farmere Home Adminigtration meHA\ grant for 20

percent of theremanungcosts and an FmHA loan for the balance. However, FmHA will not announce grant and
loan recipients until long after the EPA decision is made. If Rocksprings does not receive the FmHA funds, it will
not be able to proceed with the project and will have to return the EPA grant money. Worse, the city will have spent
$43,000 on preliminary engineering work and will have no source of funds to pay the biil.

. The alternative to constructing a major wastewater treatment facility would be to continue to permit individual
treatment systems, but insist that they be legal, double septic systems or some other type of approved system. These
potentiai soiutions seem unworkabie for two reasons. First, a legai system cannot be buiit on iess than one-haif acre,
and most of Rocksprings’ residential lots are scarcely one-sixth of an acre. Second, each new legal system would
cost the homeowner $12,000 to $15,000—more than the value of the average Rocksprings house. As of September

1 Material in this box is from Mary Simone, mayor, Rocksprings, Texas, in Office of Technology Assessment “Transcript of
Proceeding—Workshop on State and Local Infrastructure Financing and Management,” unpublished transcript, July 7, 1989.

2 A sewage injection well consists of a septic tank that channels sewage through sand and imo an injection well which filters the effluent
into the caverns under the city. Though these caverns lie over a major aquifer, Rocksprings residents have always theorized that by the time the
effluent gets into the aquifer, it has been sufficiently filtered through the limestone.

economic bases and/or small populations cannot
assemble sufficient capital from these sources.

Recognizing the advantages of user charges,
especially for transportation, a few States are ex-
panding paid highways by authorizing privately
funded toll roads, while 47 States have raised
gasoline taxes and other motor vehicle user charges
over the last 10 years. Sixteen States permit local
governments to levy local gasoline taxes (see table
1-3, again). The gas tax is a substantial revenue
producer and often more acceptable to voters than

broad-based taxes for supporting transportation
improvements. Gas taxes and other vehicle user
charges are also used in many jurisdictions to
finance public transit; a few use such revenues to
support a variety of other services. A number of
States use aviation-related taxes and fees to support
arport development Currently, about 60 percent of
road and highway improvements are funded by user
charges. 14

Environmental capital improvement programs are
increasingly paid for by debt, in the form of revenue

14Federal Highway Administration, Our Nation’s Highways: Selected Facts and Figures (Washington,

p. 20.

U.S. Departmentof Transportation, 1987),
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1989, the city refused water access rights to any buildarho did not installa legal septic systemThough denyin
water rights allows the city to comply with State regulations, it also thwarts chances of attracting much-peed
economic development.

Solid Waste Disposal

Since 1931, Rocksprings has maintained a landfili just inside the city limits. The region’s geology—solid rock
1,500 to 2,500 feet above sea level—leaves Rocksprings with virtually no soil, so the city has always maintained
the landfill by burning weekly and covering remaining garbage with dirt whenever possible. These procedures
became illegal in September 1989, when Texas terminated all burning permits. The region simply does not

be litle more than an open dump—equally illegal.

In seeking an alternative to noncompliance,locatl —— — — T~
officials face the irony that while most areas suffer
from an overabundance of garbage, Rocksprings does
not have enough. To incinerate efficienty, a city must
generate 15 tons of solid waste daily; Rocksprings
generates that in a week—an amount also insufficient
to make recycling a viable alternative. Private compa-
nies will not contract to provide service to Rocksprings
because of its remoteness and the small amounts of
waste generated. Though the region’s Council of
Governments is irying to develop a regional plan, the
great distance between cities, the unwillingness of one
jurisdiction to take another’s garbage, and differing
standards between communities make a solution
through regional planning a doubtful proposition.

A final alternative for Rocksprings would be to R a
unincorporate. State law mandates that all counties crodit Mary Simone, Mayor of Rocksprings, Texas

with a population of 30,000 or more and all cities, no
matter how small, must provide for the disposal of The Rocksprings landfil

enlid wacte within thair inrledintiane Rasauca Daskenwringe’ sty hae fawser than 20 Y recnia the toum sanld
Fnka oo Waals wutll Jul oL BlAaLl. SROCASPRAIgS COUDLY &5 ICWel amall Juvyiruns POURES, Wit Wvn L0MG

unincorporate, close its landfill, and thereby meet State regulations. But this kind of formal compliance would do
nothing to end trash burning; on the contrary, it would encourage it. Faced with the prospect of 579 individual barrels
of trash burning within Rocksprings’ 1.2 square miles, Rocksprings’ mayor wonders why individual burning is
considered better than burning 15 tons a week in a supervised landfill. The costs of closing the landfill—$400,000,
almost double the city’s annual budget—make the prospect of unincorporating even less attractive. Rocksprings wiil
remain incorporated, and a stunning example of the dilemmas associated with establishing appropriate national
environmental standards.

bonds backed by user fees. No State has a broad taghargesare proven revenue sources, OTA con-
or revenue bas®r environmental services, and no eludes that States and local governments are
dedicated Federal trust fund exists. A significamurrently better able to finance transportation
share of environmental capital currently comes from improvements than environmental programs.
Federal grants, which face the perils of annual -

appropriations and have already fallen significantly Revolving Loan Funds
from previous levels. Grants for wastewater treat- Most States have established revolving loan
ment are scheduled to be eliminated entirely in 1994. programs for wastewater facilities in anticipation of
The capacity of low-income users to pay signifi- the phasing out of Federal construction grants
cantly higher fees for environmental services is an Several have created similar programs for transpor
unresolved issue, and Federal tax code changes haveation infrastructure as well. Many States remodeled
made private capital for environmental programs existing loan and grant programs to create these
harder to attract. Becausé Federal trust fund others started entirely new programs. It is too early
support and because transportation benefit  to tell how the new revolving loan funds will work,
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although some States have already found that local
districts accept multiple, complicated Federal regu-
lations much more reluctantly for a loan than for the
accustomed grants. Many States are in the process
of working out the technical, administrative, and
institutional difficulties inherent in such a com-
plex financial activity. Cuts in Federal appro-
priations to support State administration of
environmental programs hamper their efforts.

States face two additional challenges. accommo-
dating the needs of those districts too poor to afford
aloan and expanding the supply of capital needed
both now and when Federal grants end in 1994. At
that time, funds for environmental programs must
come from higher user charges, State or local genera
revenues, from new, earmarked State taxes, or a new
Federal program.

Earmarked or Dedicated Taxes

From a public policy perspective, earmarking or
dedicating revenues for special purposes has the
disadvantage of restricting policymakers’ fiscal
options in responding to changes in priorities.
Nonetheless, States have found that earmarking is
the best way to ensure a reliable revenue stream.
Pressure is heavy in some States without strong
genera tax bases to use gas tax revenues to pay for
social or education programs. Transportation advo-
cates are adamant that States reserve these funds for
transportation capital or replacement accounts,
which can otherwise be vulnerable to budget cuts.

Despite budget difficulties and objections to
new taxes, votersin a number of States and
localities have supported new spending initiatives
for transportation or environmental improve-
ment programsthat meet well-defined priorities.
(See chapter 3 for examplesin New Y ork, lowa and
Washington State.) One measure of the willingness
of a State's voters to pay for public servicesis the tax
burden its voters have accepted relative to the State’s
economic base and per-capita income (or ability to
pay—see table 1-3). Federal grant programs do not
take into account the needs of States that have low
fiscal capacities, but are already taxing their resi-
dents relatively heavily, nor the possibility that
States in good financial condition, but which tax
relatively lightly, could make a greater fiscal effort.

State and local officials consulted by OTA indi-
cated that they would support a larger matching
requirement for State and local contributionsin
return for Federal funds, if the formula recog-
nized State and local level of effort.”

States also provide local governments with nonfi-
nancial support for both transportation and environ-
mental public works funding. Such aid may take the
form of enabling legidlation to permit local option
sales, fuel, or income taxes, public-private ventures,
and other types of innovative strategies. Some States
have established bond banks to help local districts
cut the costs of acquiring capital; many are offering
technical assistance and help with capital budgeting,
and several have established infrastructure research
programs. See chapter 3 for more complete descrip-
tions of State programs.

Loca

jurisdictions, too, have taken on additional

fiscal responsibilities, although many find their
financing problems overwhelming. These govern-
ments have historically relied on the broad-based
P_roperty tax to finance public services from educa-
ion to water supply and streets, largely because no

major alternatives were needed. Moreover, the
progerty tax was an approximation--albeit crude—
f both ability to pay and benefits received. How-

ever, the property tax is no longer adequate. Costs
have climbed significantly, and elimination of .
Federa block grants and revenue sharing, the need
to support Medicare and social programs, reductions
in Federa categorical grants, and higher Federal
standards for environmental services have exacer-
bated local fiscal woes. Repeated property tax hikes
to support public services needed to serve popula-
tion growth or economic development have met with
local resistance, often leading to initiatives that
result in State limits on local taxes. Finaly, just as
for State governments, competition for local genera
tax revenue is intensifying from education, law
enforcement, housing, and social welfare programs,
which have no other revenue source. Forty-four
percent of localities surveyed by the National
League of Cities cut capital spending in 1988 and
deferred maintenance spending because of budget
constraints. Local governments have been particu-
larly hard hit by Federal policy changes and plead for

130ffice Of Technology Assessment, Op. Cit., footnote 8.
”l|6ooug|u D. Peterson, City Fiscal
p I,

Research Reports on Amerit{ s Citics (Washington, DC: National Leagucof Cities, July 1988),
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State caps on local taxing (in 32 States) o
bonding (in 46 States) fall especially heavily on
small jurisdictions, because their limited tax base:
make them reliant on the property tax. Yet only some
States-New Jersey, New Mexico, and Washingtor
for example-have special programs to aid thei
small communities. Thenit cost of public works
facilities for small systems is high, since the
facilities are small in scale and must be customize
to meet local conditions.

Tapping Private Investment

At present, jurisdictions seeking new revenue ar
likely to target specific areas or beneficiaries a:
funding sources. Approximately one-quarter of local
districts have successful programs using privat
capital. In some growth regions, costs for infrastruc
ture expansion to serve new development are pass

RN : directly to the private sector through developel

Photo credit: American Soclety of Givil Engineers charges, such as facility construction requirement

New York Gty typifies older urban areas with aging and impact fees. Chapter 4 gives numerous exan

tacilities that need major rehabilitation. ples of such programs. The private sector is initiating
for-profit ventures in some districts, primarily solid

waste projects, with major efforts under way to

a consistent Federal tax policy that does not changedevelop privately financed toll roads in Virginia and

annually. Recently implemented Federal environ- gl""“f‘émia’ aé‘db htigh-speEd ra\u lines nﬁar Oélando,
: ; orida, and between Las Vegas,. Nevada, an
g]r?enr;tlﬁlgrsvglslerre vr\r/]iﬁnrtesq[fi)rresggsv Vg?itsg];ggggeiif?; d Anaheim, California. Other transportation services

structure facilities but orovide no seed arant mone that have potential for operating revenues and lan
o ”t uf it o u E[h }[’r'] ; g ds will by' development profits may successfully attract direct

OSts for complying with the new standards will D& iy ate investment. See chapter 4 for further details
substantial and will fall most heavily on small :

communities and large cities where major improve- Paying Local Bills

ments are needed (see table 1-4). Current trends indicate that new infrastructure,
. - particularly in growth areas, will be financed in-
Most local governments have diversified and creasingly with funds from benefit charges. This is
expanded local revenue sources, raising nonpropertythe resuit of several factors, includigateand
taxes, including user fees. Local income and salesvoter limits on broad-based taxes, the steady an
taxes have proven to be successful revenue raisergrowing demands of social programs on genera
for communities constrained by State-imposed prop- fund revenues, and the relative ability and willing-
erty taxing caps. Earmarking portions of revenues ness of beneficiaries to pay.
from these taxes for specific improvements, SUCh s yiji/ing penefit charges, such as targeted use
public transit or streets and bridges, helps win public fees, developer charges, and special district reve
approval for the increases. Although these taxesy o5 has some compelling advantages over raisi
have become an important source of revenue, fewyroad-based taxesirst, citizens seem willing to
communities raised them during 1988, indicating accept the principle that “you pay for what you
that these sources, too, may have temporarilyget," under which they pay directly for services
exhausted their voter acceptability. (See table 1-5 for or developers pay for the facilities needed by
a summary of local options for meeting environ- their projects. Second, higher user fees raise
mental standards. Further information may be found revenues closer to full service costs, and may cut
in chapter 4.) demand, hold steady or even reduce capital
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Table 1-4—increase* in Housshold User Charges In Municlipalities Attributable to Environmental Regulations®

Distribution of municipalities (in percent)

(up to 50 percent (50-100 percent (over 100 percent

Size of municipality Number of municipalities increase in charges) increase in charges) increase in charges)
Upto2500 ............ 26,315 45 35 20
2,500-10,000 ........... 6,279 90 10 0
10,000-50,000 .......... 2,694 80 20 0
50,000-250,000 ......... 463 100 0 0
Over 250,000 ........... 59 80 20 0
Percent of all municipalities . ..................... 56 29 15
Percent of total population

living in incorporated areas® . .................. 83 15 2

&No jurisdictions will have lower costs.

of many simplifying assumptions, the potential increase in user charges may be underestimated.
CAccording to the 1982 Census of Governments, approximately 15 percent of the U.S. population live in unincorporated areas.

SOURCE: Offies of Technology A vent, 1990; b
Municipaites,

d on data in U.S. Environmental Protection Agency, Office of Policy Planning and Evaluation,

, Small Business and Agriculture (Washington, DC: 198S), p. 2-14.

requirements, and permit local governments to
design projects that are relatively self-support-
ing. Third, the community often can collect capital
funds up front, avoiding the necessity for bond
issues, thereby eliminating interest costs and reserv-
ing debt for other public facilities. Last, benefit-
based financing gives local governments more
autonomy, making them less dependent on State and
Federa programs and the strings attached. In many
communities, developers support these strategies,
finding them systematic and predictable time and
money savers.

INADEQUATE PUBLIC WORKS
INFRASTRUCTURE

The need to replace and improve public works has
been well-documented in more than a dozen national
studies since 1980. The National Council on Public
Works Improvement estimated in 1988 that annual
future infrastructure investment needs could require
double the $45 hillion invested in 1985." Nation-
aly, county governments project their infrastructure
needs to be at least $18 hillion a year through 1990,"
and a single State, Washington, calculates its
Iong—range capital needsto be ailmost $1 hillion
annually.”

governments aided by States have always
been the principal providers of funding for infra-
structure (see table 1-6). When Federal funds were
more plentiful, State and local governments used
such funds for capital to support construction of
public works facilities--completion of the Interstate
highway system, mgjor improvements to ports such
as Long Beach and airports, and transit improve-
ments in Washington, 1X, and Boston are examples.
State and local governments focused their own
revenues on meeting needs in education and other
specia program areas. Thus, critical as State and
local capital isin providing infrastructure, their
combined total investment peaked at $34 billion
(1984 dollars) in 1972, and recently has languished
between $20 hillion and $28 billion annually.

Shortfalls in infrastructure funding coincide with
major maintenance and capital needs for public
works structures that have reached the end of their
design lives or have been used much more heavily or
deteriorated much more rapidly than anticipated.
While the exact magnitude of essential public works
improvements may be open to discussion, recent
policy statements by major transportation and envi-
ronmental interest groups” demonstrate that a
strong consensus has solidified about the inade-

1"National on Works Improvement,
18National Association of Countics, America’s

Fo undations:
Public Works Leaders (Washington,

Report on America's Public (Washington, DC: February 1988).
July 1987), p. 6.

19Analytic Services, “Staiz Finance fOr Local Public Works: Four Case Studies,” 0TA CONtractor paper, December 19ss, p. 30.

2National Council on

Works Improvement, op. cit, footnote 17, p. 7.
21Selected examples include: Transportation Alternatives Group, Basic Directions

National Transportation (Washington, DC:

winter 1989); American Associaion Of State Highway and Transportation Officials, “New Transportation Concepts for a New Century,” unpub W
iati Environmental Programs: ~ Examination of Alternatives (Washington, DC.:

Association,
Infrastructure

document, February 1989; the National Governors’
1989); and Victoria Price Kennedy, New Directions

(Washington,  Council Of Infrastructure Finance Authorities 1988).
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Table 1-5--Local Optionsfor Addressing the Costs
of Federal Environmental Standards

Option 1: Seerch for Funds From State and Federsl
Governments and Private Sector
Prognosis: Limited additional public funding except as loans;
private investment aitracted only in growth areas

Option 2: Reise Additionsi Funds Locsily by increesing:
¢+ User fess .
Prognosis: Potential for tax-payer acceptance where need is
clear and fiscal capacity exists; regrassive aspects and
equity issues must be addressed; good potential for
reducing service demand
' Developer charges
Prognosis: Good potential as a source of capital, but timited
to growth areas and where State laws permit
+ Generul taxes
Prognosis: Tax-payer resistance, perhaps leading to
State legal restrictions on increases -
+ Dedicated taxes (s.g., portions of sales, incoms, Photo credit: Massachuselts Port Authority

Pr;n;:"s: Ig:’tl::l)ialfortax-payer acceptance if need estab- Facing mounting airport access problems, the
lished and fiscal capacity exists Massachusetts Port  Authority established a water taxi
« Revenue-backed debt between Logan Airport and  downtown Boston.
s Cons el tarts o on oo mion . niess deot considered rail or mass transit alternatives, or th
Option 3: Resllocate Funds From Other Local Programs access needs of airports, ports, and waterway:
Prognosis: Political batties between conflicting goals; like- Water supply, wastewater treatment, and solid wastt
lihood of smaller allocations all around disposal requirements have been set by separe
Option 4: Fal To Comply With Federal Standards divisions of EPA with inadequate consideration of
Prognosis: Federal enforcement action, fines and litigation; the interactions of pollutants in different environ-

- - mental media. (See chapter 2 for a more complet
SOURCE: Office of Technology Assessment, 1950. discussion.) State agencies often mirror the Feder
structure. The diverse, long-established manage
ment patterns virtually ensure that Federal and Stat
subsidies for transportation modes will conflict with
each other and that coordination of environmental
programs will be minimal.

Rapid shifts by industry, such as the move ta
just-in-time delivery, to adjust to global economic
Local governments include major cities, tiny changes have radically altered infrastructure use

townships, and sparsely populated rural counties, aSLocaI governments have tried to respond, bu
well as g multitudpe of s)i/nglep-purpose districts, such categorical Federal programs give them little flexi-

as the Nation's 600 highway districts, 356 airport bility to do so. For example, Federal aid for highway

o o funds may not be used for modernizing traffic
authorities, 163 port authorities, and numerous -
water supply districtéThey are the level of management systems to speed traffic ffdunder

government that has day-to-day responsibility for these circumstances, State and local officials find the

- : large unspent balances in Federal transportatio
most public works services. For many years separate . .
branches of Federal and State governments havdUst funds especially galling (see table 1-7).
funded and managed the individual public works for ~ Federal program management has created som
which they have responsibility as separate programs.major obstacles for local governments trying to

For example, Federal highway programs have notmaximizethe productivity and efficiency of their

quacy of our infrastructure and the need for more
investment. We have fallen behind in repairing
potholes, easing traffic congestion to help curb air
pollution, providing wastewater treatment, and dis-
posal of municipal solid waste.

”Ezuslu R. Porteret al., Special Districts—A Usefid Technique for Financing Infrastructure (Washingion, DC:  The Urban Land Institute,
pp.

DFor further details, see UCongress. OffiCe of Techmology Assessment, “AdvancedVehicle/Highway Systems and UrbanTraffic Problems,”
Science, Education, and Transportation Program staff paper, September 1989,
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Table 1-6--Public Works Spending by Level of Government (In percent)

Federal State and local

Operations and Operations and
Year Capital maintenance Total Capital maintenance Total
1960 ...... 28 3 31 36 33 69
1970 ....... 23 5 28 37 35 72
1975 ....... 2 6 28 31 41 72
1980....... 25 7 32 23 45 68
1985 ...... 22 5 27 21 52 73
1987 ...... 19 5 24 24 52 76

finciudes spending for highways, airports, mass transit, water resources, wastewater, water supply, and solid waste. Data for 1888 and 1989 are not available.
SOURCE: Apogee Hesearch, inc., based on data from the U.S. Department of Commerce, Bureau of the Census, and the Office of Management and Budget

Table 1-7--Federal Public Works Trust Fund
Summary, 1988 (current dollars in millions)

Balance
Trust Fund Revenues Outlays (end of year)

Highway Trust Fund:

Highway Account.. . $13,645 $14,036 $9,020

Transit Account .. .. 1,661 696 5,167
Airport and Airway Trust

Fund............. 4,081 2,896 5,841
Inland Waterway Trust

Fund............. 102 59 315
Harbor Maintenance

TrustFund........ 161 169 8

SOURCE: Office of Management and Budget, Budget of the United States
Government, Fiscal Year 1990 (Washington, DC: 1989).

public works and make them into mutually support-
ive systems. The following summary provides a
snapshot of each transportation and environmental
public work infrastructure segment and identifies
possible short-term relief options. For a more
complete picture, see the analogous sections of
chapters 2, 3, and 4. Long-term improvements to
public works management and financing will
require major changesin Federal transportation
and environmental program management and
congressional oversight and will be discussed in
OTA's forthcoming report on public works technol-
ogies, management, and financing.

Highways

The Federal Government provides about one-
quarter of the financing for highways and bridges,
sharing the responsibilities with States, which fund
about one-half, and local jurisdictions, which pro-
vide the remainder. Federal finding is administered
through State highway departments, usually long-
established and experienced organizations. The
Federal-Aid Highway Program supports about 22

percent of the Nation’s road mileage; these streets
and highways carry 79 percent of the total vehicle-
miles traveled.” Federal funds to State highway
agencies primarily target the Interstate Program. In
addition, the Federal-Aid Primary Program aids
major arterial highways; the Federal-Aid Urban
System targets aid to urban areas; the Federal-Aid
Secondary Program supports farm-to-market roads;
and the Highway Bridge Replacement and Rehabili-
tation Program funds bridge improvements.

The Federal Interstate highway program encour-
aged suburban development, although this was not
its mgjor purpose. The development occurred under
weak State requirements and inadequate local land-
use planning and zoning laws and has badly
overloaded many local roads. State and local offi-
cials clam that Federal grant requirements and
construction standards have contributed signifi-
cantly to raising capital and maintenance costs.
Recent changes in Federal policies on permissible
truck lengths and weights brought productivity gains
to industry, but increased government costs for
highway and bridge maintenance and repair.

. Problemureas: Central cities where roadways
are decaying faster than they can be rebuilt, the
tax base is burdened with specia programs, and
the capacity to pay higher taxes is limited.
(Taxes on the commercial sector may be
increased at the risk of business moving out.)
Sprawling suburbs; inadequate investment in
technologies and management tools to increase
road capacity without building more roads;
weak land-use planning and development con-
trols. The need for small towns and rural
counties to maintain many miles of lightly
traveled roads and numerous bridges at service
standards necessary for heavy trucks carrying

UFederal Highway Administration, op. cit, footote 14, . 5.



Chapter 1--Issues and Conclusions « 21

seasond agricultural products only a few weeks
a year. Low-income States with heavy tax
burdens.

. Possihilities: Increasing Federal and State fuel
taxes; enacting State legislation to permit local
levies. Private investment-not a redlistic op-
tion for the neediest areas. Toll roads and
bridges; dedicated State and local revenues
from taxes and benefit charges. Revising Fed-
eral grant requirements to alow funds to be
used for relieving traffic congestion and
alternative mass transportation projects, and to
permit tolls on highways constructed with
Federal aid. Eliminating tax subsidies for
dternate fuels.

Mass Transit

L ocal governments or public transit authorities
operate most systems, athough State and Federal
sources provide substantial assistance. After reach-
ing a peak in the mid-1980s, Federal support for
transit declined to $2.7 billion in 1988 (see table 1-2,
again). State and local governments finance most
operating and maintenance costs, and State contribu-
tions outstripped Federal funds for the first time in
1988. Across the country, transit user charges (fares)
account for just under 40 percent of operating
expenditures, athough this varies according to
region.” The transit users’ willingness and ability to
pay are both sensitive to individua incomes and
local economic conditions. In addition to fares, mass
transit revenues come from agency-issued revenue
bonds, subsidies from local and State general funds,
Federa grants from a dedicated 1 cent share of the
9-cent per-gallon Federal gas tax, State gasoline
taxes and vehicle registration fees, tolls, and in some
metropolitan areas, a dedicated sales tax.

Federal tax and regulatory policy has had a small
but important impact on mass transit financing,
usually raising costs. The Tax Reform Acts of the
1980s eliminated many private investment opportu-
nities, particularly for purchase of equipment, while
Federa equipment requirements, air quality regula-
tions, and fuel taxes all affect costs. Federal grant
categories do not always fit well with ajurisdiction’s
critical needs; small cities may receive more capital
funds than they can use, while large citiesremainin
desperate need of new equipment and facilities.

e Problem areas: Suburb-to-suburb commutes
where conventional mass transit is not appro-
priate, but aternatives have not been devel-
oped. Growth areas where planning and devel-
opment controls are weak. Old central cities
and older suburbs where capital facilities are
wearing out and the percentage of users below
the poverty line is increasing. Jurisdictions in
which the population is aging and the tax base
iseroding. Diffuse mass transit benefits, which
affect many only indirectly through easier
access to downtown and reduced traffic con-
gestion and air pollution. These make it diffi-
cult to establish an adequate, reliable, and
equitable local revenue base.

¢ Possibilities: Political leadership and focus on
transit needs and benefits. Requiring nonusers
who are indirect beneficiaries to share the costs
through dedicated taxes. (See the French pro-
gram discussed in chapter 4, as an example.)
Increased support from State and local govern-
ment general revenues. Additional Federal
support from fuel taxes for the largest urban
areas. Public-private partnerships.

Aviation

Most major, commercia airports support them-
selves (with the exception of air traffic control
activities) with user charges. Federa investment in
aviation increased from $4.3 billion in 1980 to $4.9
billion in 1988 (see table 1-2), with most of the
increase used to modernize air traffic control and to
expand and renovate airports, especidly reliever and
general aviation airports. User fees (ticket, cargo,
and fuel taxes) provide the mgjority of these funds.
State and local capital funding grew from $960
million in 1980 to $1.3 hillion in 1987.”

Large commercia airports, usually structured as
independent public authorities, rely primarily on
debt financing for capital investment. Bonds are
backed by revenues from airlines, parking, and
concessions. Smaller airports (especialy those for
general aviation) depend much more heavily on
Federal and State assistance, and special Federal
subsidies go to a few small airports (at very high unit
costs) in remote areas. Some States support airports
with general fired appropriations and through dedi-
cated revenues from user fees;, some States include
arport improvement in State-funded economic de-

2Thomas D. Hopkins, “Benefit Charges for Financing Infrastructure,” OTA contractor report, August 1989, p. 15.

%Apogee Research INC., Op. cit, footnote 11.
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velopment programs. Many local communities re-
gard airports as key to economic development

Federal tax and regulatory policy does not signifi-
cantly increase airport costs, but does limit revenue
raising capacity. Federal air traffic control improve-
ments will increase airport capacity and thus in-
crease airport revenues in the long term.

« Problemareas: Noise and vehicular traffic and
unplanned, uncontrolled development near
metropolitan airports; these all restrict airport
expansion potential. Large urban hub airports,
which need improved ground access and air
traffic control equipment to increase capacity.
Small- and medium-size airports important to
local travelers and economic activity and as
relief airports, but which do not generate
enough revenue to support bonds. Equipping,
maintaining, and operating airports in remote
areas where demand is low. Growing metropol-
itan areas where land used by small airportsis
attractive to developers for commercial or
residential use.

. Possibilities: Continued Federa trust fund
support for medium and smaller airports; in-
creased State support where fiscal capability
exists; and stronger land-use regulations to
protect essential airports from development
pressures. Authority to levy an airport head tax
to support airport expansion and improvement.
Air traffic control and runway improvements,
larger aircraft, industry scheduling changes,
and minihub development to relieve crowded
hubs. Public-private partnerships to provide for
ground-side needs. Development of high-speed
rail as alternative transport for crowded air
corridors.

Railroads

Although rates and service are regulated by the
Federal Interstate Commerce Commission, the vast
magjority of railroads in the United States are
privately owned and operated. The major exception
is Amtrak, a Federal corporation, which since 1971

assistance to local rail service, mostly as grants or
loans to small short-line freight carriers. A few
States with major urbanized areas, such as Califor-
nia, Illinois, and Pennsylvania, subsidize intercity
passenger train service to relieve traffic congestion
and air pollution.

Sagging railroad profits and investment re-
bounded in the 1980s after Federal deregulation,
athough profit margins for railroads till average 5
percent, making it difficult for most to attract new
investment capital.” Nonetheless, during the 1980s
over 200 new, small, short-line railroads have
formed, generally using track abandoned by the
long-haul companies. Many are undercapitalized,
and much of their track was purchased from main
lines that had neglected maintenance in preparation
for abandonment Thus government support will be
important if service is to continue. For railroads to
play a much larger role in local transportation,
however, rail service must be better integrated with
other transportation modes, public officials and
private executives must work in concert, and legal
and ingtitutional issues (liability is one example)
must, be resolved.

« Problem areas. States, regions, and especially
ricultural areas and small communities
where rail service is inadequate, under-
capitalized, or has been abandoned. Locations
where potentia profit margins are too low to
warrant” private investment, and public re-
sources are not available for expanded service.
Areas that have excess capacity and tracks that
remain underutilized. Adequate funding for
passenger service.

« Possihilities: Increased flexibility in Federa
transportation grant programs to permit States
to opt for rail aternatives to highway. State aid
to underserved regions; flexibility in Federa
regulations unrelated to safety, for low-profit
lines. State, Federal, and industry policies that
encourage public-private partnerships.

Portsand Waterways

Ports and waterways can be as important as
airports to local economic development. Generally
port facilities are owned and managed by a public
authority, while inland waterway terminals are
privately owned. The Federal Government funds the

Infrastructure (Washington, DC: 1988), p. 6.

has provided subsidized passenger service. In 1987,
Federal outlays included $595 million for Amtrak
and $23 million for Local Rail Service Assistance,
aprogram aimed at helping local districts rehabili-
tate worn-out track.” At least 20 States provide

21Congressional Research Service, The FY 1989 Federal Budget for Public
2*Making Rail Competitive,” COngressional Quarterly, Aug. 11, 1989, p. 455.
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majority of navigation infrastructure costs and has .
thus played a large role in economic development il
and competition between ports. Federal policy has
changed, and costs for channel dredging must no
be shared by local sources. Federal capital outlays
for ports and waterways declined from $4.9 billion
in 1980 to $3.3 billion in 1988 (see table 1-2). ==
Although more than one-half of the States have §

funded port and terminal facilities and their outlays [N
for maintenance and operations increased, State an@g¥®
local capital investment dropped from $1.1 billion to §
about $750 million between 1980 and 1987.

Federal grants and government bonds provide the,
bulk of capital investment. Most large port authori-
ties can support operating and capital costs with user
charges. Small, privately owned terminals may have
a difficult time generating adequate revenue if their
customer base is limited.

+ Problem areasOlder portshat need to mod-
ernize and expand facilities to remain competi- .
tive, but cannot support the investment without =

raising fees so high as to threaten their competi- Photo crectt: Amencan Society of Givi Engineers
tive position. Port and terminal owners’ and  Although clean water is considered a right, supplying urban
waterway users’ heavy dependence on Federal areas with potable water often involves extensive,
financing. Overcapacity-more competing costly systerns.
ports and terminals than large modem freight
vessels need. Identifying priorities for Federal
funds among main system waterway and com-
peting ports-political support may keep
small, marginal projects alive, slowing comple-
tion of major projects. Ports where disposal of
dredged material is a major environmental and
cost issue. Absence of well-integrated land
transportation systems to support port activity.
¢ Possibilities: Statend local public-private
partnerships to finance improvements. Higher
user charges and stable State funding. Indus-
trial partnerships; industry modernization and
development of diverse markets. Reducing the
number of ports and shrinkinthe size of the
waterway system to ensure maintenance of

percent of costs through user fées.

tion’s 60,000 water supply systems, although abot
one-quarter are privately owned. Federal outlays t
support water supply in 1988 were small--$44¢
million-targeted at central cities and poor, rura
areas. In comparison, State and local capital expel
ditures were $5.6 billion in 1987, with operations
and maintenance outlays an additional $11.1 bil
lion.” State assistance also includes establishin
bond banks, revolving loan funds, and interes
subsidy programs, and providing technical advice
Local governments finance capital expenditure
primarily through bonds backed by user fees an
government funds, generally recovering 75 to 8l

The impact of Federal tax and regulatory policy is
significant. New water quality standards will require
oL regular monitoring of drinking water sources anc
Drinking Water Supply filtration to remove specific contaminants. Tax
The benefits of a pure water supply extend beyond reforms have increased capital costs, particularly fo
individual users to commerce and industry. Local public-private ventures. Many communities will
governments are fesponsible for most of the Na- need to increase rates substantially, both to fun

essential commercial service.

#apogee Research, INC., op. Cit., foonote 11,
30Thid,
31 Hopkins, op. ciL, footnote 2s, p.4.
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rehabilitation of obsolete facilities and to conserve
and regulate water use, possibly reducing the need
for new facilities.

e Problem areas. Small systems with water
supplies that do not meet current standards.
Older cities where pipes and facilities are
obsolete and decaying, causing significant
leakage. Regions with serious contamination of
ground and surface water sources. The custom
of low pricing for water, which impedes cost
recovery and encourages consumption.

¢ Possibilities: Dedicated Sate or local revenue
funds to allow renovation and regular preven-
tive maintenance. Raising rates to recover full
service costs. Policies and pricing to manage
supply and demand. Separating residential
drinking water and outside water supplies.
Treatment technology development.

Wastewater Treatment

Federal grants for wastewater facilities have
declined from $6 billion in 1980 to $2.4 billion in
1988 (see table 1-2) and will continue to drop as
capital grant programs are eliminated. To help fill
the revenue gap, State and loca capital spending for
wastewater treatment rose from $2.3 billion in 1980
to $4.1 billion in 1987. However, a major shortfall
in capita investment continues; at least two large
cities, Boston and New Y ork, deferred construction
of major sewage treatment facilities for most of the
1980s.

More impressive have been increasesin expendi-
tures at State and local level for operation and
maintenance, which climbed from $4.6 billion in
1980 to $6.8 hillion in 1987.%For many years, some
States have provided general fund appropriations or
bond funds for local wastewater improvements, but
local governments have paid the major share of costs
for sewage treatment facilities with Federal grants,
user fees, and general taxes. In 1987, user fees
accounted for between 40 and 70 percent of public
expenditures for wastewater treatment, depending
on the region.”

The potential to raise user fees to cover needed
capital investment (in addition to operating ex-
penses) is problematic depending on economic
conditions of the community and State. Growing,

affluent districts will be able to increase fees, but
small towns and older cities with stable or declining
populations will find it hard to raise rates the
necessary 100 percent or more (see table 1-4). These
jurisdictions may not be able to support full capital
costs, even though wastewater charges are low
compared to those for other utilities.

Federal tax and regulatory policy has a major
impact on wastewater treatment. The tax reformsin
the 1980s discouraged private investment capital,
and new Federal regulations will require many
communities to upgrade their facilities. The benefits
of wastewater treatment improvements include the
health of the general public, the convenience and
well-being of individual users, and commercia and
industrial establishments, and protection of the
Nation's water resources.

o Problemareas: Small communities that cannot
benefit from economies of size and have low
per-capita incomes. Communities where Fed-
eral standards disallow natural water (water
sources in some regions contain more radon
than allowed by EPA, for example). Older
cities with obsolete pipes and facilities and
insufficient revenues to rebuild or begin pre-
ventive maintenance. Low level of technical
expertise of many operating personnel. Inade-
quate research into new technologies and lim-
ited access to existing advanced technologies.

e Possibilities: Higher user fees. Regional plan-
ning and consolidation or sharing of facilities.
Federa or State funds targeted at specific
problem areas in the form of grants or low-
Interest loans and technical support. Dedicated
Federal or State revenue support for capital
needs.

Municipal Solid Waste

Traditionally, the management of solid waste has
been the responsibility of local government, but the
private sector plays a major role in collection,
disposal, and operation of the Nation’s 6,000 munic-
ipal landfills, in operating incinerators, and in
processing recyclable materials. About two-thirds of
al solid waste management expenditures are made
by private firms, which recover costs through
charges.*However, during the 1980s State and

32Apogee Research, inc., op. cit., foomote 11.
BHopkins, op. cit.. foomote 25, 14,

34National Council on Public Works Improvement, Op. cit., footnote 17, p. 78.
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local capital expenditures for solid waste more than
doubled, reaching almost $1 billion in 1987.” Local
service is financed by local taxes and by disposal
fees, which have increased dramatically during the
last decade.” Capital expenditures are usually
financed by bonds or through commercial loans.

The Federal Government does not finance solid
waste facilities with the exception of limited outlays
to rural areas. States have enforcement authority
over landfill compliance with Federa criteria, which
have become increasingly stringent since passage of
the Resource Conservation and Recovery Act in
1976 and its 1984 amendments. The requirements
have caused hitter struggles over siting and opening
new landfills and have forced existing ones to
close.”

« Problemareas: Urban areas without accessible
landfill sites and small, rural communities that
cannot physically or financially meet Federa
criteria. Metropolitan areas where citizen oppo-
sition prevents siting of incinerators or
landfills. Lack of manufacturing capacity for
certain recycled materials, such as newsprint
and plastics, and small market demand for
some recycled products.

. Possibilities: Federal, State, and local policies
to encourage waste reduction and recycling;
State support of regional cooperation to pro-
mote joint use of existing and new facilities;
adoption of known improvements in incinera-
tion and landfill technology; public education.

PRESERVING THE
ENVIRONMENT

Environmental problems represent an excruciat-
ing modern dilemma the need for better stewardship
of our air, water, and land resources has become
critical due to many of the very practices that have
helped our Nation grow and flourish. Land use and
transportation patterns that fostered economic de-
velopment and personal mobility in the past now
embody environmental issues that will require
changes beyond our current ability to conceive in
industry operations and persona living and travel
habits. State and local officials in major urban and
high-growth areas understand that congested high-

ways and airports, substandard air quality, and
inadequate solid waste and wastewater facilities
make them less attractive to business. However, the
changes needed to resolve the issues are so difficult
and far reaching that they cannot be understood,
developed, or implemented quickly, easily, or inex-
pensively.

Moreover, Federa policies and programs provide
few tools for State and local governments to use in
managing the interactions between transportation
modes and environmental media Both Congress and
the executive branch oversee individua environ-
mental and transportation modes (e.g., air and water
quality, mass transit, highways, railroads) through
dozens of committees, separate Cabinet depart-
ments, and a score of separate agencies. (See chapter
2 for further discussion.) Competition for policy
support and revenue among these Federal agencies
and State and local governments is characteristic of
our governmental system; each industry interest
understands this competition well and pursues its
goals accordingly. Often the result is Federa pro-
grams that are ad hoc and haphazard.

Fragmented responsibility, strong opposing fac-
tions, and a focus on individual programs have led
to failure by the Federal Government to modernize
obsolete management of transportation and environ-
mental programs. For example, an airport officia in
acity with air pollution problems, who is seeking
Federal assistance with multimodal ground access,
would need to contact five separate Federal agen-
cies. Local officials needing funding aid for waste-
water treatment plants (like the mayor described in
box |-A) are frustrated by Federal agencies that
work at cross purposes. Air quality standards are
currently such potent forces in public policy and
transportation discussions in large cities from south-
ern California to New England that regional curbs on
individual transportation choices long taken for
granted are under serious consideration. Protection
of ground water and transportation needs dominate
the public agenda for land-use planning and real
estate development in Florida. The scale of the
environmental agenda is daunting-just to maintain
current levels of compliance with environmental
standards will require additional local spending

35Apogee Research, Inc., op. cit., foonote 11.

3National Council on Public Works Improvement, op. cit., footnote 17, p. 55.
37U.S. Congress, Office of Technology Assessment, Facing America’s Trash: What Next for Municipal Solid Waste? OTA-O-424 (Washington, DC:

U.S. Government Printing Office, October 1989), p. 3.

21667 -90 -2 : QA 3



26 ® Rebuilding the Foundations: State and Local Public Works Financing and Management

estimated at $15.8 billion annually by the year
2000.” These local and regional issues areinter-

related and so difficult that more comprehensive,
systems-oriented, Federal program management

and support will be needed if the problems are to

be resolved.

Federal Policies

Since the turn of the century, Federal public works
funding has been directed through categorical grants
to spur economic development as a way of meeting
specia needs, but not much consideration was given
to the environmental consequences of the develop-
ment. Specific groups, such as the unemployed or

virtually ensures that some districts, especialy
small, rura communities, island territories,” and
large, urban areas, will not have the necessary
resources to upgrade environmental services. More-
over, they have much more difficulty undertaking
economic development programs, because many
cannot afford to offer tax breaks or infrastructure
upgrades to attract a new business or industry.
Inflexible Federal grant conditions and standards are
amaor frustration to State and local managers. A
requirement to remove from a water supply sub-
stances added to purify it in the first place is baffling
to local officias, and finding an acceptable aterna-
tive can be difficult.” The Federal challenge is to

develop standardsthat consider local conditions
and health risks, that implement national public
health and safety goals, and that maintain ac-

farmers; or resource-poor regions, such as Appa-
lachia, decayed urban cores, or the arid Southwest,

were targeted for Federal assistance. Beginning in
the 1960s, the Federal Government varied the
packaging for Federal funding, moving from tightly
structured categorical grants, through loosely bound
block grants, to lump-sum revenue sharing. Each
grant structure has its political and public-policy
trade-offs. State and local governments particularly
appreciated revenue sharing, as it gave them the
independence to use funds to meet their own
priorities.

Congress, however, appears to believe that politi-
cal and policy goals are better served by categorica
grants. These grants permit the Federal Government
to target special goals such as highway construction,
or to require fair labor and safety practices and
environmental assessments, to cite only a few
examples, as a condition for receiving Federal
dollars. Categorical grant requirements can be im-
portant national policy tools, although they do add
costs to projects. Preserving them also enables
senior congressional members to continue to pro-
vide funds directly for specific, home district pro-
jects. These projects may or may not match the
priorities for funding set by groups established to
analyze system needs.” For further discussion, see
chapter 2.

The wide variation in economic capabilities and
tax effort among States and local governments

countability.

Public Works Management

Government officials at every level find the lure
of economic development compelling, and local
growth has been the major driving force for most
public works infrastructure construction. Rural com-
munities and economically distressed cities often
focus on attracting industry, overlooking the costs of
providing transportation infrastructure and environ-
mental services to support new growth. Once these
costs are calculated, areas experiencing rapid growth
can levy impact fees on development to fund
infrastructure; officials in small communities and
large, older cities that are losing population do not
have that option.

However, even when funding is available, mgjor
urban jurisdictions find that transportation decisions
have environmental impacts or constraints that limit
their options. Examples include the lack of available
land for constructing new highways or disposing of
solid waste in congested urban areas, noise problems
that hinder airport expansion and construction, and
traffic-related air quality problems.

Southern California’s preliminary air quality con-
trol plan, which proposes banning outdoor barbecu-
ing and curtailing truck operations during rush hour

wyS. * -1l Protection

DC: July 1989), p. 2.

WNeil H. Diehl, president and chief executive officer, Ingram Barge Lines, and member, Waerway Users Board, personal cOMmunication Oct. 18,

1989.

4Carolyn Imamura, “ Building Foundati‘ens; A Pacific |slandPerspective,” draft background paper prepared for the Pacific Basin Development

Council, September 1989, p. 1.

41Peter Rogers, professor of environmental engineering, Harvard University, personal communication, Sept. 13, 1989. The substance in question is

chiorine.
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or requiring them to operate at night, indicates the}’I
steps local governments are contemplating to com-y ;o8
bat air pollution. Traffic congestion In the area is y;
acute almost around the clock; a one-way commutel ;
on the freeways can take 2 hours on a bad day. Yet ls,
many businesses in southern California, a rapidly | I,

developing transportation hub, depend on truck Mg
transport. A number of such companies find unac- | ,
ceptable the noise problems and costs of keeping: Xl ¢ QF
their loading facilities open at night to accommodate ' N -
deliveries:’

In every jurisdiction facing air quality or equally
difficult and interrelated environmental and infra-
structure issues, alternatives must be examined
closely and decisions reached through consultation!
where possible and negotiation where necessary =
The process will inevitably be lengthy and excruci-
atingly difficult; one participant in the California
discussions compared the experience to being” ...  Downtown Los Angeles continues to grow, attracting new

strung up in wet clothes on a cold, Windy défy_" businesses and revenue, compounding traffic congestion
and air quality problems, and highlighting the urban

difficulties that accompany weak regional planning.

[

Photo credit: Thomas Burke

Regional Planning
Although planning agencies are able to generat

Transportation and environmental issues are in-. . .
terrelated in complex ways, and managing them Ncome by charging for some services, the revenu

budgeting, evaluating and monitoring impacts, and @nd support their technical and service capabilities
the flexibility to devise alternative solutions as However, many of the Federal programs that to
unforeseen events unfold. Transportation, environ- gether funded the necessary overhead for region
mental, and land-use problems are all multifaceted, planning agencies have been eliminated, and only
and changes in one have major and complicatedfew States provide any substantial support. Cuts i
impacts on the others. Yet few government pro- planning funds from Federal housing and environ-
grams, Federal, State, or local, support or lead tomental programs have left transportation monies a
systematic solutions that utilize the multimodal the primary Federal underpinning for regional plan-
transportation resources available and that are suffi-ning. Lack of Federal finding support for envi-
ciently sensitive to environmental impacts. ronmental planning is a major concern, and new
Traffic congestion, air quality, and water supply Federal regulations have escalated the need for
problems do not respect local boundaries; they are900d planning. Regional agencies have demon-
regional issuesRegional planning organizations Strated some aptitude and success in this area. f
are the most logical institutions to address these€xample, in 1988, Maricopa County, Arizona,
issues, but OTA found that such groups areadopted a new air pollution control plan, and since
almost universally underfunded and lacking in then the State legislature has adopted four of the fiv
authority to prepare and implement plans tied topriority recommendations of the Maricopa Associa-
capital budgets. Because of their institutional tion of Governments’ plafiBecause of local
weaknesses, regional planning agencies are highlygovernment revenue shortages and their reluc-
dependent on the talents of individual personnel andtance to share planning, decisionmaking, and
have little political clout. (See chapters 3 and 4 for budgetary powers with neighboring jurisdic-
further details.) tions, Federal and State government leadership

“5arsh Siwek, manager of transporation, South Coast Air Quality Management District, personal communication, Nov. 10, 1989,
43K aren E. Rasmussen, director, Governmental and Indusiry Affairs, California Trucking Association, personal communication, Jan. 9, 1990.
“Campbell Associates, “Regional Planning,” OTA contracwor report, June 1989, app. A-4, p. 4,
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not sufficiently lucrative to be attractive to private
investors. Accordingly, Federa, State, and local
governments are likely to continue to subsidize most
roads, ports, airports, public transit, and environ-
In most areas of environmental infrastructure and mental services, such as wastewater treatment

many in transportation, the Federal role is primarily Plants, with public tax dollars. All levels of govern-
that of regulator. Federal enforcement powers and ment will _mewtably have to raise taxes_ or feesto
shrinking Federal program funds place strong con- cover their costs, however--or they will have to
flicting pressures on State and local public works €liminate or reduce programs and services.
providers. While these officials understand the need
to meet Federal health and safety standards, many
lack the technical expertise and management tools
for collecting data to assess needs, develop plans,
and choose appropriate technologies to meet Federal
requirements. These problems exacerbate the diffi-

and perhaps funding will be necessary if regional
planning activities are to be effective.

Management Tools

OTA found widespread agreement on the need
to maintain and upgrade public works and to
increase support for infrastructure. Yet for the
foreseeable future, Federal spending will probably
focus on social programs, such as Medicare; on

culties of making cost-effective decisions.

Advanced technologies can provide some relief
for a variety of environmental problems, including
air pollution caused by traffic congestion in urban
areas.” Technological and management alternatives
to new construction can increase the capacity of
existing highways. However, all the new technolo-
gies now under development will not eliminate
the need for more effective land-use planning and
personnel trained to use, operate, and maintain
available equipment and facilities. Investment in
better management tools could enable local govern-
ments to link comprehensive land-use plans to
capital improvement programs and to affect demand
by pricing services according to costs. More flexibil-
ity in Federal grants will be necessary for jurisdic-
tions to use such monies to support investment in
upgraded management tools and personnel trained
to use them.

CONCLUSIONS

If owners of highways, transit, and water treat-
ment systems could charge tolls and fees high
enough to cover full capital and operating costs and
make a profit besides, transit systems would be as
sought after as are airlines, and investors would find
toll highways and water treatment facilities as good
an investment as the gas company. But this is not the
case; to make a profit and meet Federal standards,
owners would have to set charges and fees so high
as to be politically unpaatable and a hardship for
many. Although their economic, socia, and health
benefits are indisputable, most public works services
that are the responsibilities of local governments are

defense (although this is likely to decline slowly);
and on servicing the national debt. Consequently,
State and local governments must continue to
finance a larger share of their public works needs
with their own revenues-general and dedicated
taxes, fees, and benefit charges-and where feasible,
with private sector partners. Each of the revenue
sources has political, fiscal, and policy trade-offs
(summarized in table 1-8).

Because property taxes have reached levels that
burden low- or fixed-income homeowners in many
areas, State and local governments need to give
serious consideration to other broad-based income
possibilities. OTA finds that benefit charges and
ear mar ked taxes have proven to berelatively
reliable and politically acceptable revenue
sources. Many State and local governments have
successfully increased the levels of these charges
and taxes for specified, top-priority public works
projects. However, approva at the ballot box does
not come easily, and funding programs often must be
submitted to the voters more than once. Strong and
committed political and community leader ship,
persistence, and a good public information pro-
gram are key ingredientsfor successin effortsto
increase State and local revenues (see chapters 3
and 4 for examples).

When the State or locality has made a clear
connection between the benefits and the tax or user
charge, asis easy to do with fuel taxes and surface
transportation improvements, voters are much more
likely to approve a finding package. Because the
Federal Government provides approximately 24

45U.S. Congress, Office Of Technology Assessment, Op. Cit., footnote 23.
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Table 1-8--Major Infrastructure Financing Mechanisms: Advantages and Disadvantages

Advant ages

Disadvantages

General fund appropriation . .

General obligation bonds . . ..

Revenuebonds............

Stategastax..............

Other dedicated taxes . . ....

State revolving funds .......

Administrative: appropriations reflect current
legislative priorities

Equity: all taxpayers contribute to capital pro-
jects

Fiscal: no debt incurred, so projects cost less
during periods of inflation

Equity: capital costs shared by current and
future users

Fiscal: bonds can raise large amounts of capital;
general obligation bonds usually carry lowest
available interest rates

Administrative: do not require voter approval
and are not subject to legislative limits

Equity: debt service paid by user fees, rather
than from general revenues

Administrative: established structure allows tax
increase without additional administrative ex-
pense

Equity: revenues are usually earmarked for
transportation, so users pay

Fiscal: revenues relatively high compared to
othar usar taxas

Administrative: voters prefer dedicated taxes
Fiscal: provides relatively reliable funding
source not subject to annual budgeting

Administrative: promote greater State inde-
pendence in project selection

Fiscal: debt service requirements provide incen-

tives for charging full cost for services; loans can
leverage other sources of funds; loan repay-
ments provide capital for new loans

Administrative: infrastructure must compsete with
other spending priorities each year; cannot plan
iong-term projects around uncertain funding
Equity: no direct link between beneficiary and who
pays, and current generation pays for capital pro-
jects that benefit future generations

Administrative: States often impose debt ceilings
and require voter approval

Fiscal: adds to tax burden, especially if interest
rates are high

Administrative: require increased reporting and re-
stricted by Tax Reform Act limitations

Fiscal: usually demand higher interest rates than
general obligation bonds

Administrative: revenue fluctuates with use of gas
Equity: fiscal burdens are not evenly distributed
between urban and rural areas

Fiscal: revenue does not rise with inflation or reflect
differences in infrastructure use that may determine
capital needs

Administrative: reduces districts ability to mest
changing needs
Fiscal: major economic downturns can reduce reve-
nues signiticantly

Administrative: States bear increased administra-
tive and financial responsibility

Equity: poor districts cannot afford loans

Fiscal: repaying loans will mean increases in user
charges or taxes

SOURCE: Office of Technology Assessment, 1990.

percent of total national highway expenditures,”
raising the Federal fuel taxes could provide funds for
a major boost to transportation infrastructure. In-
creases in the taxes are less likely to encounter
opposition from large and powerful transport and
construction industry interests if the revenues are
targeted for transportation improvements.

Thelong history of substantial intergovernmental
cost-sharing for transportation contrasted to the
present uncertainties over funding for environmental
infrastructure highlights the importance of consis-
tent Federal support (see table 1-9). While officials
are disenchanted with the snail’s pace of expendi-
tures from the airport and highway trust funds, none
deny that without these funds, our transportation
network would be in even worse condition.

In contrast, chances are good that finding diffi-
culties will force a number of local jurisdictions to

seek waivers or be unable to meet the costs of
compliance with Federal environmental standards
unless additional assistance is forthcoming. The
needs for environmental services in communities
across the country are huge; a stable Federa revenue
source would provide assistance to State and local
governments struggling with environmental issues
that often extend beyond jurisdictional boundaries.
OTA concludes that a strong case can be made for
a dedicated source of revenue to bolster local
environmental program funding. This is espe-
cially important for the Federal Government to
consider if it wishes localities to meet its timetable
for compliance with newly enacted standards. A
portion of the monies could be used for enhancing
EPA’s technical capabilities, but the bulk is needed
for States to use to provide financial and technical
assistance to local jurisdictions.

%Federal Highway Administration, op. cit., footnote 14, p. 4.
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tl

Table 1-9--Current Sources of Capital for Local Public Works

Sources of revenue-relative share is indicated by one, two, or three stars (*), with three stars (***) signifying the largest.

Federal

Public works contributions@

State government
contributiongd

Private

Local government
investmentd

revenuesCt

Environmental:

Water supply ........... e,
Wastewater treatment . . . . f
Solid waste management .

Transportstion:
Highways:
Interstate
Non-interstate ........ *
Mass transit *ok*
Airports 9

...............

* % %

* % %

oris g .

*
*

* % % *
* % %

* % * *

finciudes Federal taxes and user fees.
Dinciudes State taxes and user fees.

Cincludes revenues raised locally such as taxes, user fees, and developer charges.

dinvestment generally reflects ownership of the facility.

Otinuaina and Lirhan Devalonmant (HUID) and Farmers Homa Administration (Fm
W ang v Lt Agministraton (-m

TTOUSIIg WG wiom ' wreveiOpTTren anels nome

and rural areas.

HA) ara; have haan an impcﬁ

HA) grants have baen an important sou,

fEnvironmental Protection Agency grants are scheduled to end in 1984; HUD and FmHA grants have been an important source of capital in small

communities and rural areas.
9Category does not include air traffic control.

fiSmall iniand ports and waterways are frequently financed with private capitat.

'Some States have bought abandoned track to support continuation of local rail service.
SOURCE: Office 0f Technology Assessment, 1890, based on a variety of government data summaries.

Attractive though they may be, benefit charges
and private sector strategies frequently are not
workable for low-growth districts or small, rural
communities where investment of private capital is
unlikely to pay off, credit costs are high, and
residents have limited ability to pay higher user fees.
In many of these communities, the mgjor issue is
how to maintain existing levels of services, much
less improve them to Federal standards.

Moreover, user fees and benefit charges have
socioeconomic trade-offs that pose complex practi-
cal and public policy issues. These include equity
and administrative issues, and revenue reliability in
the case of an economic slowdown, a political
backlash, or real hardship. The fairness of requiring
anew resident to pay up front for infrastructure
through higher land prices compared to long-time
residents who paid gradually through property taxes
IS one issue. Setting and administering fees so they
are not an excessive burden on the poor, determining
accurately the full costs of public services and
alocating costs among direct and indirect benefici-
aries pose other complex problems. Services like
public transportation and wastewater treatment also

benefit people who do not use them directly, making
it unfair to depend solely on user fees and requiring
hardy political Ieadership to raise taxes for them.
Removing fiscal and land-use decisions from the
political process by establishing independent special
financing districts is a further concern. OTA con-
cludesthat whileissuesrelated to benefit charges
are difficult, they are not without solutions.
Before embracing user fees as a major means of
public works financing, decisionmakers will
want to weigh and addr ess each choice car efully.

Finaly, OTA’s research for this document indi-
cates that State and local public works problems
could be eased significantly if the Federal Govern-
ment developed and implemented a national trans-
portation policy and restructured transportation and
environmental program management including
congressional oversight.

Despite the interrelated nature of public works
infrastructure, Federal-State-local relationships are
strongly tied to existing programs that limit the
potential for integration across infrastructure func-
tions. For example, Federa subsidies for each of the
transportation modes are so different, and industry
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and congressional turf battles so vigorous, that
making rational plans and decisions about the best
use of our Nation’s multimodal transportation sys-
tem is virtually impossible. State and local govern-
ments must put together infrastructure improvement
programs in a manner currently distorted by out-
dated Federal program management and conflicting
tax policies. Local governments in small towns need
technical assistance so that they can determine the
most suitable type of wastewater treatment or solid
waste disposal facility for meeting boEPA stan-
dards and their budget requirements. Current Fed-
eral regulations and management of environmental |,
programs do not allow for this flexibility. S

Given the current Federal and intergovernmental ,
framework, it is unrealistic to expect that States will .. 4
fired and administer transportation and environ- "
mental programs in a comprehensive and systematic
manner. Local governments are burdened with -+ -
difficult public works-related problems, most of ¢
which extend beyond their borders and affect the
surrounding region as well. Moreover, regional

difficulties often do not end at a State boundary. R e T o s

is time for the Federal and State Governments to B e : b
aCkn0W|edge these broader aSpeCtS of pUblIC Photo credit: U.S. D epartment of Housing and Urban Development
works and to create a coherent, supportive

: Lower income families’ abilty t t be considered i
management framework that includes adequate o T Cetting higher user fees, "

financing.
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Photo credit: U.S. Department of Agriculture, Farm Securtty Administration
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Chapter 2

The Intergovernmental Framework

The changing fiscal fortunes of the national government now stand out as the single most
important factor reshaping relations between Washington and the 50 State-1ocal systems. It
has transformed the expansive Great Society Federalism of the 1960s into the fairly austere
and competitive fend-for-yourselffederalism of the 1980s."

Financing for public works, a mgjor factor in how
States and localities manage these services, is
profoundly affected by Federal policies. For many
years, Federal funds have been an indispensable part
of the capital financing packages for ports, water-
ways, highways, and bridges, and more recently for
transit systems, airports, and wastewater treatment
and water supply plantsin every State and most
jurisdictionsin the United States. Federal tax policy
affects the cost of capital for State and local projects,
Federal regulations determine performance and
design standards for public works facilities, and
Federal grant conditions influence how the planning
and construction are carried out.

Although the Constitution provides the basis for
a Federd role in public works services, which are
fundamentally State or local in nature (see table 2-1),
it does not draw clear lines between Federal respon-
sibilities and those of States and localities. Because
of these interdependent relationships, States and
localities have had to readjust their own public
works management continuously, as nationa eco-
nomic conditions and Federal policies have changed
over the years. During the past decade, shiftsin
national priorities and severe budget constraints
have curtailed Federal spending for public works,
left large unspent balances (see table 2-2) in
user-funded transportation trust funds, and placed
more responsibility on State governments to in-
crease local spending on public works improve-
ments. As if this fiscal upheaval were not enough,
environmental concerns have also prompted more
stringent Federal mandates and standards for public
health-related facilities, and much of the transporta-
tion infrastructure has been found to need extensive
repair or renewal. (See figures 2-1 and 2-2.)

The realignment in governmental roles that has
resulted has been both wrenching and painful. State

and local governments confront huge, unexpected
funding requirements for public works services and,
athough they have increased spending, have not
been able to put funding packages together fast
enough to meet infrastructure needs. Although
Congress has acted to cut back Federal funding,
members are unwilling to relinquish totally their
right to allocate funds for local programs. Strong
Federal-local partnerships forged during the 1960s
and 1970s have been weakened somewhat, to the
distress of local officials who often feel ignored by
State administrations and prefer to maintain a direct
link to Washington.”

Thus, tensions are high among State officials over
the reduced levels of Federal program funding and
their increased responsibilities, while local govern-
ments--large cities and counties and small rural
communities, alike--fight to keep their Federal
connections in addition to developing new ties to
their State governments. How to ensure adequate
investment in public works for long-term mainte-
nance, repair, rehabilitation, as well as new con-
struction, in such a contentious climate involves
crucial and difficult intergovernmental issues.

PUBLIC SERVICES—WHO PAID
FOR WHAT AND HOW

Until about 1900, loca governments were the
dominant providers of all governmental services,
including public works-except for waterways,
which have always been constructed, operated, and
maintained by the Federal Government. Local gov-
ernments accounted for 71 percent of total genera
government expenditures, with Federal spending
representing 18 percent of the total, and States
providing the remaining 11 percent.’ Almost all
Federal revenue came from consumption taxes; in
contrast, over 50 percent of State revenue came from

1john Shannon, former executive director, Advisory COmMmission on Intergovernmental Relations, as quoted in Norman Beckman, “Development:

in Federal-State Relations,” of

States: 1988-89 Edition (Lexington, K'Y : The Council of State Governm ems, 1989), p. 438.

2John Gunyou, City finance officer, Minneapolis, MN, in U.S. Congress, Office of Technology Assessment, “Transcript of Proceedings — Stat
and Local Infrestructure Management and Financing Workshop,” July 7, 1989, p. 189.

3J. Richard Aronson and John L. Hilley, Financing State

Local Governments (Washington, DC: The Brookings Institution, 1986), pp.
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Table 2-1--Public Works Spending by Level of Government (in percent)

Federal State and local

Operations and Operations and
Year Capital maintenance Total Capital maintenance Total
i960 ....... 28 3 3i 36 a3 69
1970 ...... 23 5 28 37 35 72
1975 ...... 22 6 28 31 41 72
1980 ....... 25 7 32 23 45 68
i985 ....... 2 5 27 2i 52 73
1987 ....... 19 5 24 24 52 76

Sincludes spending for highways, airports, mass transit, water resources, wastewater, water supply, and solid waste. Data for 1988 and 1989 are not available.
SOURCE: Apogee Research, Inc., based on data from U.S. Department of Commerce, Bureau of the Census, and the Office of Management and Budget.

Table 2-2--Federa Public Works Trust Fund
Summary, 1988 (dollars in millions)

Balance

Trust Fund Revenues Outlays (end of year)
Highway Trust Fund:

Highway Account . .. $13,645 $14,036 $9.020

Transit Account .... 1,661 696 5,167
Airport and Airway Trust

Fund............. 4,081 2,896 5,841

inland Waterway Trust

Fund............. 102 59 315
Harbor Maintenance

Trust Fund ........ 161 169 8

SOURCE: Office of Management and Budget, Budget of the United States
Govemment, Fiscal Year 1990 (Washington, DC: 1988).

pro erty taxes, as did 90 percent of local revenues,

arly in this century, beginning an emphasis still
|mportant today, Federal funds were provided to
assist developing rural and agricultural areas, where
revenue sources were scarce. For example, the
Bureau of Reclamation was established in 1902 to
encourage agricultural expansion, and the Rural Post
Roads Act of 1916 funded roads across sparsely
settled Western States. Although needs have long
since changed, the influence of these policies still
lingers.

Spending by all levels of government grew
rapidly through the 1920s. Although the relative
shares provided by each governmental level re-
mained about the same, the structure and composi-
tion of taxes changed markedly. For example, in
1902, revenue from income taxation was so small
that government records did not tabulate it sepa-
rately. However, by 1920 the Federa Government
levied taxes on both personal and corporate income,

and by 1927 income taxes accounted for 64 percent
of Federal tax revenue.

Recovering from diminished prestige and author-
ity after the Civil War and Reconstruction, State
governments slowly began to expand their support
for public works in the first three decades of the 20th
century. Although still not major players, States
increased their revenues durlng the 1920s by intro-
ducing personal income taxes.'By 1930, 16 States
taxed |nd|V|duaI incomes; 17 taxed corporate in-
comes.”Relinquishing property taxes as a revenue
source to local governments, States gradually intro-
duced excise taxes on motor fuels and cigarettes.
Local governments continued to rely solely on the
property tax, their primary source of income to this

day.

The Depression

The Depression dramatically altered the Federal-
State-local relationship, ultimately expanding the
Federa role. Property values and tax revenue
plummeted, depriving local governments, the steady
providers of public services, of their major source of
income. They could not borrow, because banks had
gone out of business, and eventually simply ran out
of money.’ Because State governments did not have
the resources or the programs to help, the Federal
Government stepped in, beginning with emergenc
programs. Eventually, an extensive system of F
era public assistance grants and other support
programs developed. Although some of these were
entirely federally funded, many required a State
match.

“Ibid., p. 17.

S Advisory commission oa !nwmm Relations, Significant
19%9), p. 114,

SAronson and Hilley, op. cit, footnote 3, p. 18.

Federalism, 1989 cd., vol. 1 (Washington, DC: January
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Figure 2-1--Deficient Bridges and Interstate Miles on the Federal Aid System, 1988

|
. L Number of bridges 'Number of interstate |
‘”\—,/g{*\“@ rated deficient ‘miles rated deficient
/ ! D) — Low ‘T3 Low |
R Moderate mim Moderate

| === High | =m High

2 Deficient is the Federal Highway Administration term for substandard structural or pavement condition.

SOURCE: Office of Technalogy Assessment, 1990, basad on U.S. Depariment of Transportation, The Status of the Nation's Highways and Bridges: Condilions
and Performance—Report of the Secretary of Transportation to the United States Congress (Washington, DC; 1989}, pp. 63,73, 155.

To muster additional revenue during the Depres- spending grew rapidly; expenditures increased fron
sion years, States expanded their use of general sale$30.7 billion in 1954 to $108.8 billion by 1975.
and other selected taxes. Between 1931 and 1938,24uring 2 years (1965-67) of the Johnson administra
States introduced general sales taxes, and 29 Statetson, Congress increased the number of Federal gra
put excise taxes on liquéRuring this period, some  programs from 221 to 379, expanding social an
political scientists criticized State governments as health programs to address major societal prol
obsolete and called for scrapping them, except aslems.
administrative centers for the Federal Government.
They cited the inability of the States to deal with the
broad economic problems of the Depression and the,
inefficiency of providing programs and services on
a State by State basis.

The enlarged Federal presence reignited deba
ver the role and structure of State governments. |
1955, a Federal study by the Kestnbaum Commis
sion recommended major reforms in State govern
. . ment, including revising State constitutions anc
Public Sector Expansion After World War 11 reorganizing Ieg?islaturesgand procedures. The Con
State and local spending declined during World mission found that State Governors’ authority was
War Il but rebounded during the immediate postwar undermined by numerous independent agencies al
era, as governments turned to addressing deferredboards, the election of many administrative officers
public works needs. For a while, the fiscal climate and weak executive influence over budgets. Ii
was good; revenues were adequate because propertgddition, State legislatures had restricted their ow
values increased, and interest rates hit new fows. powers by enacting limits on their ability to tax and
From 1950 to the mid-1970s, State and local borrow and by earmarking revenue.

?Advisory Commission C Lntergovernmental Relations, 0. Cit., footnote 5, pp. 114-115.
*Aronson and Hilley, Op. cit., footnote 3, p. 18.

“Tbid., p. 19.

1othid., p. 21.

Nbid.,, p. 72.
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Figure 2-2--WastewateTreatment Facility Needs, 1988
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SOURCE: Office of Technology Assessment, 1990, based on LS. Environmenial Protection Agency calculations for consiruction costs of publicly owned
wastewsier treaiment facilities necsssary under the Clean Wader Act

During_the next two decades, most States revised Federal Grant Structure—Shifting Sands
their constitutions and modernized their structures

and legislative procedures to strengthen the execu- Traditionally, most Federal grants and aid have
tive authority. In 1981, the Advisory Commission on  heen for specific categories of projects as defined by

. Intergovernmental Relations, a permanent agencyFederal legislation, such as the construction of
'i established as a successor to the Kestnbaum Comairports, transit systems, dams, locks, or highways.

mission, reported that as a result of the reforms, mostStates and localities serve as conduits for Federal
States had improved their government systéms.  funds targeted at these categories, and projects mus

Irbid.. p. 28.




Chapter 2—The Intergovernmental Framework9

Photo credit: Federal Works Agency

By funding projects such as construction of local roads, the Federal Government provided both employment and transportation
improvements during the Depression.

comply with many conditions and regulations, -« pay construction workers the “prevailing
including matching funds, to be eligible for grants. wages” in the area,
- provide opportunities for citizen participation,
Congress finds categorical grants attractive be- -« provide relocation assistance for people an
cause they permit channeling Federal funds to home businesses displaced by projects, and
district projects, allow close control over the use of -« initiate intergovernmental consultation con-
Federal funds, and minimiz&tate government cerning project planning.

interference’In contrast, State and local govern-
ments view categorical grant requirements as nar- N the 1960s and 1970s, however, the structure

row, restrictive, and hard to adapt to specific needs. (s:ﬁ;r;]e gdederal grants to State and local governmer
While some grant requirements are specific to a ged.
particular program, most are general and apply to all Block Grants
Federal construction grants. Among those that have
the greatest impact on State and local government In response to criticisms of categorical grants
public works projects are requirements to: during the 1960s, Congress consolidated some
them into block grants, dedicating these to broac
. conduct an environmental impact study prior to public purposes, such as the revitalization of cities
project construction, which included public works projects. Some block

Bjames Q. Wilson, American Government —{institutions and Policies (Lexingwon, MA: D.C. Heath & Co., 1986). p. 62.
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programs--Urban Development Action Grants, for
example-were established specifically to enhance
the autonomy of local governments, bypassing the
States and providing funds directly to local projects.
Block grants generaly did not require matching
funds and, instead, were alocated by formulas based
on measures of need. They gave project selection
and administrative responsibility to the local district
or the State, although they retained many of the
restrictions of categorical grants.”

Block grants continued during the 1970s, but
Federal review and oversight increased, as Congress
sought to ensure that all State and loca projects meet
a variety of policy objectives, such as transportation
and environmental planning, environmental impact
assessment, equal employment opportunity, or re-
_quirements to “Buy America.”

Revenue Sharing

In another attempt to support loca needs with less
Federal interference, the Nixon administration intro-
duced revenue sharing in 1972. The program allo-
cated unrestricted Federal funds to States and
localities without a match requirement. The funds
could be used for any type of government program
or project and were distributed by formulas designed
to reflect population, local tax effort, and State
wealth, and were intended to funnel more Federal
funds to poor, heavily taxed States than to richer
States. (For a comparison of the Federal dollars per
capita received by each State and the amount
returned through taxes, see appendix A.)

Although block grants and revenue sharing
played an important role in Federal policy from 1960
to the 1980s and funded many loca infrastructure
projects, they did not have strong congressional
support and did not grow as rapidly as categorical
grants. Moreover, broad-based grant programs lack
the influential industry support groups, such as the
railroad, highway, and aviation lobbies, that categor-
ical grants and trust fund programs enjoy. These
factors took their toll; block grants and revenue
sharing, which amounted to 27 percent of all Federa
grantsin 1979, declined to 21 percent in 1983.”
Revenue sharing with the States was cut off in 1980

and ended for cities in 1986, as part of the Reagan
administration’s policies of shifting local program
costs to the States and establishing the concept of
user-supported trust funds as the basic Federal
revenue supply for infrastructure.

The Reagan administrationbriefly revitalized the
block grant concept during the early 1980s by
consolidating additional categorical grants, and
severa of the block grants persist. However, most
Federal grants are once again categorica, continuing
to focus p-ly on new construction, despite
major rehabilitation and maintenance deficits, and
retaining elements of their initial underlying Federal
godls, regardless of the relevance to current needs
and conditions.

Pursuing its goal of reduced Federal domestic
spending, the Reagan administration successfully
reversed the growth trend in Federal grants to State
and local governments (see table 2-3). Between
1980 and 1989, Federal grants to State and local
governments for all programs, excluding payments
to individuals, dropped from $68 hillion to $42
billion, when adjusted for inflation.”

PUBLIC WORKS FUNDING
AS THE 1990s BEGIN

The share of Federal, State, and local government
budgets devoted to public works dropped from 12
percent to below 7 percent between 1960 and 1987,”
and capital investment decreased markedly, relative
to the gross national product (GNP) (see figure 2-3).
During the 1980s, annual capital expenditures in
adjusted dollars stayed relatively flat, fluctuating
between $40 billion and $50 billion annually-well
below the pace of national economic growth.” State
and local governments substantially increased reve-
nue-raising efforts, permitting outlays for main-
tenance and operations to keep pace with GNP.
However, when adjusted for inflation, total Federal
spending for public works, capital, maintenance, and
operations dropped from $37 billion to $29 billion
between 1980 and 1988. (See table 2-4, part B.)

The decreased share of public spending allocated
to infrastructure reflects a shift in national priorities

41bid.
131bid., p. 65.

160ffice Of Management and Budget, Budget of the Fiscal

1990 historical tables, pp. 128 and 130.

17Apogee Research, InC., database derived from US. Department 0f Commerce, Bureau of the Census, and Office of Management and Budget.

187bid.
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Table 2-3--Federal Grants to State and Local
Governments (adjusted 1982 dollars, in billions)

Year Amount
1960 ... ... i $25
1965 ... ... e as
1970 ..o e 61
1975 .. 87
1980 ... vt 106
1985 . ... i o4
198%estimate . ............... a2

SOURCE: Office of Technology Assessment, 1890, based on data from
Advisory Commisaion on Intergovernmental Relations, Signifi-
cant Features of Fiscal Federalism, 1988 ed., vol. 2 (Washing-
ton, DC: July 1988).

that has brought significantly higher governmental

expenditures for social programs. Currently, State

Figure 2-3-Public Works Spending as Percent of

Gross National Product

, Percent

80 63 65 87 69

and local governments spend 29 percent of their ey capia Years
Federal grant monies on health care, a dramatic rise 1 Operations and maintenance

from 3 percent in 1960. In comparison, 15 percent of

current Federal grant funds are directed to tranSpOr-soURCE: Office of Technology Assessment, 1980, based on information

tation compared to 43 percent in 1950.

Even though Federal public works expenditures,
when adjusted for inflation, have decreased during

provided by Apogee Research, Inc.

Figure 2-4—State and Local Capital Spending
Financed With Federal Grants

the 1980s, Federal grants are crucial to State and percent

local governments, financing 40 to 50 percent of
their annual capital spending (see figure 2-4). The

share of Federal funds spent on transportation has’

grown significantly compared to water supply and

wastewater treatment programs, thanks primarily to
constant replenishment of the highway, aviation,
and inland waterway user-supported trust funds. In
1980, 80 percent of Federal infrastructure outlays
were directed to transportation programs, and 20
percent to water and water treatment projects. In
1988, transportation’s share was 90 percent with 10

percent going to water projects (see table 2-4). The "s & s

60

40}
30
20
10
i

67 73 75 77

69 71

60 percent reduction in adjusted Federal spending Fiscal years

for wastewater treatment from $6 billion in 1980 to

$2.4 billion in 1988, reflects Federal policy, estab-
lished with the Clean Water Act of 1972, to provide
construction grants for wastewater treatment plants

provided by Apogee Research, Inc.

SOURCE: Office of Technology Assessment, 1990, based on information

temporarily as abridge to local self-sufficiency. The and local public works projects. Congress, with it
phasing out of Federal investment in water supply, legislative and oversight responsibilities, and th
while never large, conforms with the traditional executive branch, primarily the Department ©
convention of local responsibility for water supply. Transportation (DOT) and the Environmental Pro

FEDERAL REGULATORY

POLICIES

tection Agency (EPA), Meet virtually every aspeci
of State and local transportation and environment:
public works activities. State and local officials
consulted by OTA for this study did not question the

Through its regulatory standard-setting powers, necessity for Federal regulations governing environ
the Federal Government has a major impact on Statemental quality and protecting public health ant

190ffice Of Management and Budget, opciL, footnoteis, pp. 244 and 248.
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safety. However, they criticized the unfunded regu- = -
latory mandates written into recent legislation and # .
the requirements attached to categorical grants,, -

which, they maintain, create planning, administra-
tive, and financing problems. (For further discus-
sion, see chapters 3 and 4.) Moreover, while they
welcome Federal financial aid and reject sugges-
tions to eliminate the transportation trust funds, |

many chafe at grant requirements, which they view ..,
as encroachments on their governmental sover-Ssg
eignty, and at large, unexpended trust fund balances. i
These intergovernmental issues have their roots in g e
the compromises hammered out between Congress? ﬁ .
and the executive branch as they established, and-§idk®

continue to change, the responsibilities of the B .
Federal agencies over the years. Photo credit: 5.C. Delaney, 5. Environme ta/ Protection Agency

A EPA echnician ests water q al ty for compl ance wi
eg ations Many ocal gove menis ack e nds and
of the National Environmental Protection expertisooensu e hat e  em mee ederal
Act of 1%9 marked the start of a tempering of the oqu ements
Federal commitment to developing natural re-

sources for economic purposes-a process that hagyyggled, with little success, since its inception with

been evolving over the past three decades. In a recenihe need to make its programs reflect the interrelate
example, the Clean Water Act Amendments of 1987 a1 re of environmental problems. Federal environ

strengthened the commitment to environmental mental policies continue to target individual envi-

protection, expanding Federal jurisdiction to include ygnmental media—air, water, and land-ever
any body of water in or affecting the commerce {noygh pollution control in one medium may have ar
chain, with the intent of extending regulation of aqyerse effect on another. This”. single medium

tion reinforces the tensions between the goals of gay.today administrative operations of EPA.Z "

economic development and environmental qual- a4 s further reflected in congressional committe
ity. These laws form a major intersecting point gt cture.

for Federal, State, and local transportation and

environmental public works programs. State environmental departments tend to mirro

EPA is the Federal agency that has the largest this media-related approach, leaving local govern
impact on public works services related to the ments, which must resolve and pay for pollution
environment and public health. The Agency was problems-including those resulting from cross-
created in 1970 by an executive reorganization media pollution-without adequate planning anc
order’that brought together functional branches of technical support. As just one example, require
the Departments of Agriculture; Interior; and ments to control air pollutants at wastewater treat
Health, Education and Welfare; the Atomic Energy ment facilities could create acidic conditions tha
Commission; and the Council on Environmental would turn the concrete facilities to gypstifihe
Quality. However, the order did not include an history of Federal legislation highlights the frag-
official mandate. Caught between industry advo- mented framework in which local public works
cates and environmental activists, the Agency hasdirectors operate.

PReorganization Plan NO, 3 of 1970.
HLee M. Thomas, “A Systems Approach: Challenge for EPA,” Scpieraber p. 2w

BBlake P, Anderson, director of technicalservices, Fountain \Valley, CA, personal communication, June7, 1989,
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Water Supply”

In the late 1960s and early 1970s, growing
concern over the purity of the Nation’s drinking
water prompted Congress to pass the Safe Drinking
Water Act of 1974” as an amendment to the Public
Health Service Act. The Act and its amendments
require EPA to set standards for drinking water
quality; the States are to enforce them. All public
water supply systems--whether publicly or pri-
vately owned—are subject to the mandate.

Dissatisfied with EPA’s implementation of the
1974 Act and faced with the threat of suits by
environmental advocates, Congress enacted the Safe
Drinking Water Act Amendments of 1986”to
simplify the EPA regulatory process, stiffen the
requirements, and accelerate the pace for EPA to
establish and implement new National Primary
Drinking Water Regulations. Congress specified 83
contaminants for which EPA was required to prom-
ulgate regulations by June 1989, and required that 25
contaminants be added to the list every 3 years. The
1986 Amendments also authorized continued, but
relatively small, grants to States and localities, as
well as new Federal assistance intended to help
small systems monitor for unregulated contaminants
and install disinfection equipment.

Wastewater Treatment”

With the Federa Water Pollution Control Act
(Clean Water Act) of 1972,”the Federal Govern-
ment shouldered some of the responsibility for
controlling water pollution for the first time. The Act
required EPA to promulgate nationwide minimum
standards for municipal and industrial wastewater
treatment and authorized a marked increase in

Federal funding. The Federal matching rate for local.
wastewater treatment construction costs grew from
50 to 75 percent, and annual construction grant
appropriations rose five-fold between 1972 and
1977. From 1973 to 1988 Congress granted over $50
billion to municipalities.”

The grants were not intended to be permanent, but
rather as a bridge to help the localities toward
self-sufficiency. Amendments in 1977, 1978, and
1981 created more stringent rules for governing
toxic pollutants in wastewater, and Congress simul-
taneously began returning to States and localities the
responsibility for water quality costs. The most
dramatic shift was signaed by the 1987 Clean Water
Act Amendments,”which required that the munici-
pal construction grants program be phased out by
1991 and replaced by capitalization grants for State
Revolving Funds. In 1994, al Federa aid to States
and localities for wastewater treatment facility
construction will end.

Clean Air®

By the 1950s, Congress had recognized that the
itinerant nature of air pollution rendered efforts at
State control insufficient, and in 1963 Congress
passed the first Clean Air Act.” Amendments
passed in 1967*enabled the Federal Government to
set emission control standards in areas especialy
troubled by pollution and exercise limited enforce-
ment powers. Amendments in 1970% authorized the
newly founded EPA to establish minimum air
quality standards, specified deadlines for action, and
empowered the Agency to take over if a State failed
to meet the deadline.

BMaterial on

SafeDrinkin  water Act and the 1986 Amendments isbased 0N Apogee Research, Inc. andWade Miller Associates, InC., “ Problems

in Financing and Managing Smaller Public Works,” Report to the National Council on Public Works Improvement, Sept. 10, 1987, pp. $9-61; Sidney

M. Pollution Law Handbook: ~ Guide to Federal Environmental

ninth ed.
et &., Environmental Law Handbook (Rockville, MD: Government Institutes, Inc., 1987).

Upublic Law 93-523,88 Stat. 1660.
Spublic Law 99339, 100 Stat. 642.

26Material on wastewater treatment | egislation is based on ClaudiaCopeland, Congressional

Books, 1988); and J. Gordon Arbuckie

R- Service, “Federal Assistancc for Water and

Sewer Systems,” background bricfing paper prepared fOr Senate Agriculture Committee, Feb. 22, 198% Asbuckle et &l ., 0. cit., footnote 23; and Wolf,

op. cit., footnote 23.
ZPublic Law 92-500, 86 Stat. 816.
Copeland, op. cit,, footnote 26, p. 2.
Bpublic Law 1004,101 stat. 7.

30Material ON clean ail legistation is based 0n Arbuckle et al., Op. cit., foomote 23, and Wolf, op. cir, footnote 23.

3tPublic Law 88-206, 77 Stat. 392.
32public Law 90148,81 Stat. 485.
Bpublic Law 91-604,84 Stat. 1676.
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Photo credit: Virginia Department of Transportation

Special lanes for high occupancy vehicles (HOV), such as the centeines picturedabove, are one way States can demonstrate a
commitment to enforcing the Clean Air Act.

Despite these legislative efforts, the control of responsible for major changes in their urban trans-
some major pollutants, most notably ozone, hasportation patterns as a result.
failed. With the Clean Air Act Amendments of .
1977 Congress strengthened EPA’s enforcement Solid
powers, limited its discretion to authorize waivers to ~ Congress enacted the Solid Waste Disposal Act in
nonattainment regions, and imposed new and tighter 1965,"the first Federal legislation to deal directly
State planning requirements. Should a State fail toWith solid waste disposal. The goal was to create a
submit an acceptable clean air implementation plan, National research and development program to
EPA may cut off Federal funds for highway and determine better solid waste disposal methbds.
sewage treatment facility construction and air qual- | 092y, the main piece of Federal legislation govern-

- ; : ing State management of solid waste is Subtitle D of
ity control programs. EPA can waive sanctions and the Resource Conservation and Recovery Act

penalties if it determines that a State is making a RcRra) of 19767RCRA was intended to improve
good faith compliance effort, lessening the burden y picipal and industrial waste management by
on States and localities. Congress is expected tQjiscouraging landfill disposal and encouraging re-
reauthorize the Clean Air Act in 1990 and is ||k6|y source recovery techn0|ogi8§he Act confers

to include provisions calling for additional controls most of the planning and regulatory responsibility
on mobile pollution sources, such as automobiles, for the disposal of solid waste on the States and
trucks, and buses. Most States and localities may beprovides some financial assistance to rural commu-

34pyblic Law
35Public Law 89-272, 79 Stat. 992,
35Public Law Stat.

37Public Law 94-580, 90 Stat. 2795, )
38.S. Congress, Office Of Technology Assessment, FaCingAmerica’s Trash: What Nexs for Municipal Solid Waste? OTA-()-424(Washington, DC:
U.S. Government Printing Office, October 1989),  p. 348,
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nities. The Hazardous and Solid Waste Amendments
of 1984 target hazardous waste management,
encourage compliance of State solid waste plans
with Federal guidelines, and give EPA the authority
to takeover the management of a State’s solid waste
management 4E)Ian if implementation efforts are
unacceptable.

Transportation and Mobility

Transportation laws developed historically to
address specific defense and economic devel opment
needs as each succeeding mode of transportation—
water, rail, highway, and air--emerged. Federal
programs and congressional committee structure
retain much of this special purpose and modal
orientation, despite creation of the Department of
Transportation. DOT was formed to". . . coordinate
the executive functions of our transportation agen-
ciesin asingle, coherent instrument of government
. . . [to] strengthen the national economy as a
whole.”** DOT ultimately came to house organiza-
tions that had been independent (e.g., the Federal
Aviation Agency) as well as those previously a part
of other departments (e.g., the Urban Mass
Transportation Administration).

From DOT's inception, Congress has favored the
modal emphasis inherent in the Agency’s original
structure, an approach supported by strong industry
interest groups. These powerful forces have so far
stymied development of policies that would permit
implementation of a national transportation system
in which the modes work in a complementary
manner. This problem has not gone unrecognized by
the Federal Government. A congressional report in
1977 pointed out that”. . . the fragmentation of the
laws which define national transportation goals. . .
have dramatic impacts in conflicts between the
major promotional agencies within DOT. . . each

program proceeds more or less independently-with

predictable inefficient and counter-productive re-
suits."“The Secretary of Transportation, Samuel
Skinner, is expected to unvell a strategic plan for
transportation early in 1990 that will attempt once
again to address these issues.

State DOTs by and large reflect the Federa modal
organization and place a particular emphasis on
highways. The lack of Federal and State support for
a systems approach to transportation creates special
difficulties for local officials, who need technical
and funding assistance to facilitate the intermodal
transfers for people and goods that are an integral
part of any healthy economy. An airport executive,
for example, asserted that he could find no where to
go in DOT to seek help for the ground access
problems his facility has.”Legislative history
shows the grip of the different modes on even
present-day programs.

Highways*

The Rural Post Roads Act of 1916 marked the
Federal Government’s first foray into Federal high-
way aid. The Federal commitment to the Nation’s
highways deepened and broadened with the creation
in 1941 of the Interstate and Defense Highway
System, and in 1956 of the Highway Trust Fund,”
which provided a dedicated source of funding.
Through the 1960s, the Federal Government contin-
ued to bear alarge portion of highway capital costs,
but left operations and maintenance costs to the
States and localities.

In 1976, Congress enacted legidation making
some maintenance costs, as well as construction
costs for highways, roads, and bridges, eligible for
Federa funding. The new funds carried conditions,
and new conditions have been added during severa
annual appropriations processes. These include Fed-
eral constraints on States' rights to define road rules,

¥Public Law 98-616,98 Stat. 3221.
400ffice Of Technology Assessment, 0. Cit., footnote 38, p. 350.

‘ILMBJM @ - From the President of the United States,” in U.S. Congress, House Committee on Gov ernment Operations, Creating

a Transportation,
Government Printing Office, pp. 38-39.

42y.S. Congress, Senate COmmittee on Governmental Affairs, Study on Federal Regulation,

Office, 1977), p. 156.

Before  Subcommitiec

Committe on Government (Washington, U.S.

S (ashington, DC: US. Government Printing

“Richard Marchi, director of aviation planning and development, Massport, personal communication, July 2S, 1989.

“Material at highway legislation is based ON National Council ON Public Works Improvement, FM@  oundations:
February 1988); and American Transportation Advisory Council, New Directions iN Transportation (Washington,

Works (Washington,
October

Stat. 355.
470 sm. 374.

on America's



Lhapter i—1'he intergovernmenial Framework ¢ 47

Fund:*New and non-urban systems, in addition to
existing systems, became eligible for Federal aid,
and States were allowed to substitute transit projects
for interstate highway projects they judged non-
essential. Perhaps most important, the Federal Gov
ernment began to contribute to operating costs a:
well; indeed, during the late 1970s, over 80 percent
of Federal formula grants were used for operating
assistancé’Though amendments to the STAA
(Public Law 97-424) in 1983 gave mass transit its
first dedicated revenue source (a I-cent per gallor
portion of the newly increased Federal gas tax), the
Federal Government has generally retreated from its
support for mass transit during the 1980s.

Photo credit: Massport Airports

Despite badly deteriorating bridges, such as the one ; ; ;
pictured here, Highway Trust Fund monies could Slncepassmg the Air Commerce ACt of 1926’
not be used for rehabilitation until 1982. the Federal Government has steadily invested in the

Nation’s airports and airways. Between 1947 and
speed limits, drinking age, truck access to both 1969 the Federal Government covered nearly one-
federally and nonfederally funded roads, and other half of airport construction coststhe 1970 Airport
policy issues. The Surface Transportation Assis- and Airway Development A€marked a major
tance Act of 1982 (STAA) boosted the Federal gas expansion of Federal support for aviation infrastruc-
tax, authorized increased appropriations for resur-ture; Congress approved new fuel and passenge
facing, and authorized appropriations out of the ticket taxes, and other charges, and established th
Highway Trust Fund for highway bridge replace- Airport and Airway Trust Fund. The Act lapsed in
ment and rehabilitation. The STAA was reauthor- 1980, in the wake of conflicts over suitable uses for
ized in 1987, and most previous conditions were Trust Fund money, but in 1982 Congress reauthor-

continued?’ ized the Trust Fund with the Airport and Airway
_ Improvement Act. Legislation in 1987 reauthorized
Mass Transit funding for airport development and directed the

Until the late 1960s, the private sector owned and S€cretary of Transportation to develop a long-term

o%ergted mlost of Americésl’ﬁ mhass transit systeéns. By comprehensive airport system plan.
1970, newly constructed highways, increased auto-

mobile use, and sprawling suburbs had put manyF>0rtS and Waterways
public transportation companies out of business. Federal dominance of water resources develop-
Local governments, knowing the importance of the ment was established in 1787, when Congress, in the
service, assumed an active role in supporting massNorthwest Ordinance, interpreted the Commerce
transit. Initially Federal aid was limited to discre- Clause of the Constitution as a mandate for Federa
tionary project financing for States and localities. regulation and maintenance of navigable water-
After 1970, the Federal Government expanded itsways. The U.S. Army Corpsof Engineers was
support for transit, as mass transit systems weremade responsible for waterways and harbors. The
declared eligible for aid from the Highway Trust 1824 General Survey Act authorized surveys for a

“pyblic Law 100-17, 101 Stat. 132.

“Congressional Budgeioffice, New Directions Nation’s Works (Washington, DCseptember P
#Tbid., p. 29,

g4

SiCougressional Budget Office,  Cit., footnotess, p-56.

2Pyblic Law 91-258,84Stat. 219.

SSpaul Walker, of Independence (Washington, DC: U.S. ArmCorps of Engineers, 1981), p. 3€rhe NorthwesOrdinance pertained to
mapping ancexploring Of waterways andland resources.




48 e Rebuilding the Foundations: State and Local Public Works Financing and Management

national network of internal improvements, expli-
citly including waterways. In 1824, the Rivers and
Harbors Act established Federa river and harbor
construction and maintenance programs. The Corps
had and continues to have the tasks of planning,
developing, operating, and maintaining waterways.

Water programs became increasingly multipur-
pose in the 20th century. Flood control was incorpo-
rated into many projects in the 19th and early
centuries, culminating in the 1936 Flood Control
Act, which formally designated the Corps as respon-
sible for flood control. The Bureau of Reclamation
was established in 1902 to encourage westward
expansion by providing inexpensive irrigation water
for agriculture; hydropower was added to project
purposes in legislation enacted in 1912 and 1917.

The backbone of the Corps’ support for water
transport lies in the 11 division and 38 district
offices. These form a cadre of technical expertise
and arc responsible for operations, maintenance,
construction, preparation of preliminary and design
studies, and acquisition of real estate for projects
throughout the country. The waterways industry and
regional and local port officials rely heavily on the
Corps for advice and maintenance, and even operat-
ing assistance. As one put it: “Without them, we
wouldn’'t be in business.”

over the past decade, the Federal Government has
continued to retrench its role as water resources
developer. The 1986 Water Resources Development
Act ingtituted waterway user fees and cost-sharing
requirements for most water projects, with non-
Federal sponsors responsible for a minimum of 25
percent of the costs of most construction projects.
The focus of water resources development at the
Federal level has now shifted to operations, mainte-
nance, environmental accountability, and decreased
financial and administrative responsibility.

Funding for waterway improvements comes from
Federal appropriations and the Inland Waterways
Trust Fund, supported by marine fuel tax revenue.
The Inland Waterways Users Board makes recom-
mendations on project priorities based on considera-
tion of national system needs.”

INDUSTRY PERSPECTIVE

Every industry uses or provides services depend-
ent on public works, and most take for granted
governmenta decisions that create the infrastructure
necessary for their business, except when a tax
increase or regulation that directly affects them is
proposed. Then, industry associations swing into
action and lobby Federal, State, and local officias to
ensure that their interests are thoroughly considered.
Their lobbying activities often reinforce the status
guo, because they do not want the way they do
business disturbed.

However, when an infrastructure issue has been
widely recognized as a problem, and legislation or
regulation seems a certainty, industry is likely to
acknowledge a need to change and to engage in the
policymaking process. As the 1990s begin, air
quality problems, the need for greater investment in
transportation infrastructure, and urban traffic con-
gestion are three such potent issues. Each industry
segment is trying to shape government action
according to its concerns. For example, southern
Cadlifornia government agencies and industries are
trying to craft a solution to the area’ s severe air
pollution and traffic congestion problems. With
current technologies, the poor air quality precludes
construction of more roads to relieve traffic conges-
tion, so new approaches must be tried. The Califor-
nia Trucking Association’s members are willing to
operate at night as much as possible to relieve
daytime congestion.” However, many industries
that depend on truck transport find the noise
problems and costs of keeping their loading facilities
open to accommodate deliveries at night unaccepta-
ble. Finding a reasonable balance among the diverse
interests will be a lengthy and difficult process.”

In one area-intermodal transportation--industry
has moved rapidly to capitalize on burgeoning
international trade and changes in manufacturers
shipping patterns. Federa oversight, programs, and
organization have not kept pace, and a host of
difficult transportation system issues are emerging,
ranging from how to provide sufficient ground
access for busy airports to congestion that prevents
efficient local truck transfer of freight containers

$Donald C. McCrory, director, Memphis and Shelby County Pot Commission, Memphis, TN, personal communication, Dec. 5, 1989.

35U.S. Army Corps of Engineers, The

Waterways Transportation System: A

April 1989), p. 42.

6K aren E. Rasmussen, director, Governmental and Industry Affairs, California Trucking Association personal communication, Nov. 10, 1989.
57Sarah Siwek, manager of transportati“ 0N, South Coast Air Quality Management District, personal communication, Nov. 10, 1989.
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from ship to rail. Local governments must deal with
such problems on a piecemeal basis when Federa
monies are involved, because of categorical grant
requirements and the absence of a coherent Federa
transportation policy that incorporates environ-
ment?l concerns. (For further information, see chap-
ter 4.

INTERGOVERNMENTAL [|SSUES

Generally, State and local officials accept the
need for Federal standards to protect public health
and welfare, especialy if they are tied to a grant.
However, officials contend that federally mandated
standards and grant requirements raise their costs,
through expenditures for projects or procedures that
may be extraneous to State priorities and that add
time to the project. As one example, Federal aid for
highways requires that a percentage of Federal
monies be used for repairs to “off-system” bridges
(bridges on highways that are not eligible for Federal
aid), and these bridges are on underutilized or
unimportant routes in many States.” Concerns
about Federal programs center on unfunded man-
dates, such as those described in chapter 1, box I-A;
grant requirements, such as a focus on new construc-
tion rather than maintenance or management im-
provements; and on the regulatory process,”includ-
ing:

« inflexibility in the administration of standards
(standards aim at uniform performance and do
not accommodate local variation in need and
conditions);

¢ lack of coordination among Federal agencies
engaged in related activities,

« frequent changes in Federal regulations, which
require major local program adjustments,

« excessive time required for Federal review and
approvals; and

« requirements for meetings and paperwork.

The complicated application process for approval
of amajor harbor improvement shown in figure 2-5
gives ample evidence that these concerns are justi-
fied.

In 1987,60 percent of State and local infrastruc-
ture capital came from bonds.” Traditionally, tax-
exempt municipa or governmental bonds have been
the fiscal workhorses for State and local govern-
ments, which use them to acquire the large amounts
of capital needed for roads, schools, and environ-
mental projects. In addition, tax-exempt “private
activity” bonds are issued to finance many types of
public-private ventures, which create facilities for
public use.

To the concern of State and local governments,
Federal tax reform legislation aimed at closing
loopholes and minimizing revenue loss—primarily
the Tax Acts of 1986 and 1988—made tax-exempt
bonds much more difficult to issue. At least partialy
asaresult of the changes, the value of new issues of
municipal debt has decreased by one-half since
1985, with even more dramatic reductions in the
issuance of private activity bonds.”

However, while it istoo early to be certain, OTA
anaysis indicates that the impact of tax reform on
traditional public-use infrastructure projects may
not be significant in the long term. Debt financing of
traditional public works, such as publicly owned and
operated wastewater and water supply plants and
roads, appears to be at a higher rea level now than
before the passage of the 1986 Act.” The decrease
in tax-exempt private activity bonds for” public
facilities, such as convention centers and sports
complexes, may have boosted the use of tax-exempt
government bonds to finance traditional infrastruc-
ture projects. A significant drop in borrowing did
occur between 1986 and 1987, but the market
returned to its pre-1985 level in 1988 and increased
more than three-fold between 1980 and 1988~ (see
figure 2-6).

However, the reforms have had a significant effect
on a wide range of activities financed by State and
local governments, especially those undertaken in
cooperation with the private sector. Four provisions
have raised the greatest concern:

$81an MacGillivray, director. P arming Research Division, |0wa Department Of T ranspontation, in Office of Technology Assessment, op. cit., footnote

2, pp. 118-119,

$9Remarks from OTA Advisory Panel meting, March 1989; and participants in Office 0f Technology Assessm ¢m, op. cit., footnote 2.
80Government Finance Rescarch Ceater, “Federal Tax Policy and Infrastructure Financing,” OTA contractor report, Sept. 13, 1989, p. 1X-4.

Slibid., p. I4.
&bid., p. |-2.
€fbid., p. 1-4.
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Figure 2-5—Marine Project Permit Process
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Figure 2-5--Ma rine Project Permit Process
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- Additional procedures and reporting require-

Stricter criteria for tax-exempt bonds. Tax figure 2&Tax-Exempt Governmental
Coderevisions have restricted the use of Purpose Bonds

tax-exempt private activity bonds to projects in - .. o

which generally no more than 10 percent of the so

facility is used for private purposes and no more m.
than 10 percent of the debt service is paid from ‘
private sources. The previous private activity *°f
maximum was 25 percent. This reduction in
ﬁermjss_ible level of private sector involvement 4o}
as limited tax-exempt borrowing and raised
costs for some forms of public works infra-
structure, such as water treatment plants thatzot
are owned or operated by private firms. The
new lower limits on private activity will require Wy RN W
developers to rely more on private capital for ° 10 11 1982 108

1984 1985 1988 1987 1988

project improvements, like new subdivision Years

streets. InVacaville, California the widening ,

of a major arterial failed the test for tax-exempt S0 R Qo e e tintar " o2 fom the
financing because the cost of required reloca-

tion of private utility lines exceeded the 10 refinance bonds frequently to take advantage
percent limit on debt service allowable from falling interest rates.

private source$. . . . .
State and Local Financing Relationships

ments. Alltax-exempt transactions must now  Although the extent varies, State governmen
be reported regularly to the Internal Revenue provide essential financial support to local jurisdic
Service. In addition, records must be kept on tions for public works, currently providing 54 cents
investment earnings in order to make rebates on (down from a high of 61 cents in 1975) in grants fo
profits, if necessary, and the costs of insurance every dollar raised by local government. Generally
for private activity bonds are restricted. These State funds go for education and public welfare, ar
new regulations mean increased effort and to support specific transportation infrastructur
costs for every jurisdiction, but hit small, and needs, such as highways, airports, and in some cas
unsophisticated issuers hardest, as they mustvastewater treatment and mass transit. The relati
seek outside financial help. decrease in the State contribution since 1975 do
Reduced arbitrage opportunitieStrict limits ~ Nnot mean that total State dollar aid to cities he
were placed on the opportunities for State and decreased; indeed it increased by 10 percent in re
local governments to earn arbitrage income by terms from 1979 through 1986. Rather, local goverr
borrowing with tax-exempt bonds and invest- ments have increased the revenues they colle
ing the proceeds, usually in higher yielding Which have grown 37 percent for cities and 5
bonds, until neededArbitrage is a lucrative ~ percent for countie$Further details are given in
income source, used in many cases to reducechapters 3 and 4.
roject costs. After strong protests spearheaded

Ey ]IQcal governments, %c?ngres_s e%sed these CONCLUSIONS

restrictions in the budget reconciliation legisla-  Through funding support, legislation, and regula
tion passed in November 1989. tion, the Federal Government has driven publi

. Limitations on refinancing. The 1986 Act works infrastructure policy since the early part of the

ermits governments to refinance tax-exempt 20th century, and its fiscal policies and fundin
ﬁ)ans only once. In the past, governments cou?d capabilities have shaped and local publit

4Virginia B. Rutledge, president, Government Fmance Officers Association, testimony before the SenatdCommittee onGovernmental Affairs,

Subcommittee on General Service’s Federatism and the District oColumbia, May 4, 1989.

14,

“Government Finance Research Center, Op. Cit., footnote 60, pp.
%Advisory Commission on Intergovernmental Relations, Sigmificant Feanuwres Of Fiscal Federalism, 1988 cd., VOL 2 (Washington, DC: 1988), p.
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works construction and service. Over the past
decade, changes in Federal policies have forced
States to play a larger role in financing and g-
administering public works programs, and local
communities to do more for themselves. Federal:
spending is likely to continue for the short term

to focus on health and social programs, defense
(although this may decline gradually), and na-
tional debt service. State and local governments
must expect to finance a larger share of public
works with their own revenues-general taxes
and fee-rid where feasible, with private sector
partners.

Competition for revenue sources-excise and” o8
income taxes, user fees, and other benefit charges— Sl et
is characteristic of our Federal system and can be _.
expected to continue at all governmental levels. ,
When Federal funds were more plentiful, State and . o
local governments used them as substitutes for theiliRP™
own resources for public works facilities, focusing
their own spending on education, health, or other
special program areas that do not generate revenue. Resources are limited artate andocal governments
They will not withdraw from funding education or often direct capital to education and health care programs
caring for the destitute as Federal funding levels rather than public works.
decline. The resulting financial squeeze on State and
local governments is a major factor in the poor
condition of public works infrastructure and height-
ened intergovernmental tension. Timepacts of
continued low levels of Federal spending on
public works will affect States with varying
degrees of severity (see figure 2-7This raises
equity questions that Federal policymakers will
want to consider.

Recent Federal tax reforms enacted to conserve
Federal revenues have increased the cost of loc

Photo credit: iowa State University

tial costs, both in money and time required for
project completion. Locahnd State officials ques-
tion the appropriateness of Federal policies re-
quiring them to conform to national priorities
and guidelines that often are not sensitive to local
conditions or needs, but increase the project price
and timeline.

Federal oversight, programs, and funding are
argeted through categorical grants at specific issue
nd problems--from wastewater treatment to air-

capital and discouraged public-private partnerships.
While they understand the fiscal forces behind these
actions, State and local governments do not wel-
come the effects and maintain that the Federal
Government is pursuing conflicting fiscal policies.

ort, highway, and harbor improvements. Strong
industry interest groups have grown up to suppor
each of these categories, and environmental activist
focus on enforcement of specific laws that target ¢
single issue.Such potent but diverse vested
interests make coordinated environmental and

Strong environmental lobbies have encouragedtransportation programs difficult, and congres-
Congress to raise standards for environmental publicsional and executive branch policies and pro-
works projects, and other concerns have promptedgrams often appear to State and local govern-
the addition of grant requirements, such as Buy ments to work at cross purposes. More systematic
America, which promote goals unrelated to the Federal policy coordination and consideration of
primary purpose of the grant. These entail substan-reorganization or restructuring are warranted.



54  Rebuilding the Foundations: State and Local Public Works Financing and Management

Figure 2-7—Projected impact on States of Reduced Federal Ald for Public Works®

§\\\§\§\§§\

\\\\\\\\\\\\"'

8
Simpact is defined as the relative level of effort each State would have 1o make 10 replace a hypothetical 50 percant cut in Federal aid for public works.

SOURCE: Office of Technology Assessment, 1890, derived from information provided by Apogee Research, Inc.
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Chapter 3
States. Caught in the Middle

It is not the voters who failed [to approve a tax increase for transportation]; it is we, the

political leaders, who failed the voters.

Notwithstanding wide differences in size, eco-
nomic conditions, and governmental structure, each
State confronts the same problem: how to finance
transportation and environmental infrastructure im-
provements as well as schools, hospitals, and
prisons. A State's ability to finance public works s
aproduct of its economic base and political compo-
sition; these determine the mix of taxes, charges,
fees, and private investment a State may use to pay
for infrastructure.

Marked increases in targeted taxes, benefit
charges, and user fees have been necessary in most
States over the past 5 to 6 years to support public
works priorities, after more than a decade of flat
investment. States have combined these special
charges and broad-based taxes to boost funding for
infrastructure improvements, principally for trans-
portation-highways, airports, and mass transit—
with some States supporting railroads and ports as
well. Funding environmental public works has
historically been a local responsibility, although
some States have long assisted with wastewater
treatment plant construction. Every State will be
playing a larger role in the future, since new Federa
requirements include environmental mandates that
are straining local fiscal capabilities and sending
local officias to their States for help. This chapter
outlines the economic and political frameworks for
State public works programs as well as fiscal and
management strategies that States have developed
over the past decade or more.

THE POLITICAL AND
ECONOMIC MIX

Politics and economics interact in shaping a
State’ s public spending portfolio. Political delibera-
tions and decisions determine State debt limits, tax
rate ceilings, spending caps, and whether to levy a
sales or an income tax; al of these reflect a State’'s
willingness-to-pay. However, its ability-to-pay—
the actual capability to raise revenue—is grounded

in economic factors, such as per capita income,
industrial production, and retail sales.

Spending and Revenue Patterns

State governmental expenditure and revenue pat-
terns are good indicators of a State’s economic
vitality and fiscal condition. In the aggregate, States
appear to be in relatively good fiscal health-for
1989, State government expenditures are expected
to total $247 billion, or 6.8 ent higher than
estimated expendituresin 1988. 2 Since the recession
of 1982-83, State expenditures have grown steadily,
if moderately (the average rate has been 6 percent for
the last 3 fiscal years), although this general picture
masks wide regional variations.

State constitutional or statutory requirements for
a balanced budget require that expenditures stay
very close to or dightly lower than revenues. Almost
every State adopted some sort of tax initiative to
meet spending demands in 1988, producing $6
billion in new revenue (see table 3-1 for examples);
nonetheless, 18 States also had to reduce expend|
tures or deal with shortfalls by other means.’
Moreover, data indicate the rate of growth in
revenues may be falling behind expenditures; the
trend for 1989 shows a 5.4 percent growth in State
revenue, compared to an anticipated 6.8 percent rise
in expenditures.

Economically strong, diversified States are better
able to pay for public works than States with low per
capita incomes and weak economies. A State’s
economic base and ability to raise revenue measure
its fiscal capacity; how heavily a State chooses to tax
itself reflects its fiscal effort. These measures are a
useful guide to which States are in the greatest need
(have a low fiscal capacity) and which States are
doing the most to help themselves (have a high fiscal
effort). A more complete description of fiscal
capacity and fiscal effort indices can be found in
appendix B. The variety in State fiscal capacity and
fiscal effort isillustrated in figure 3-1. Regardless of

!John Seymour, California State Senator, at “Technology fOr Tomorrow’s Thnspfmwn A Policy Conference,” Costa Mesa, CA, unpublished

remarks, Nov. 9, 1989.

INational Governors’ Association and National Association of Stai Budget Officers, Fiscal Swrvey of the Stazes (Washington, DC: 1988), p. 3.

Ibid., p. 6.

21-667 - 90 - 3:QL 3
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Table 3-1--Sample State Revenue Increases, 1988

State Revenue increase Tax change

louislana ..... $303 million Suspended sales tax
exemptions

Arizona ....... $153 million Package of personal in-
come, sales, business,
and miscellaneous tax
increases

New Jersey $100 miliion Raised the motor fueis
tax by 2.5 cents

Massachusetts $ 77 million Raised sales and busi-
ness taxes

lowa.......... $ 52 million Raised cigarette and
gas taxes

Minnesota . .. .. $ 46 miilion Raised sales and busi-
ness taxes

idaho ......... $ 21 billion Raised income and gas
taxes

SOURCE: Advisory Commission on intergovernmental Relations, Signif-
cant Features at Fiscal Federalism, 1950 d., vol. 1(Washing-
ton, DC: 1969), pp. 2S-29.

the strength of its economic base, a State must have
the political will to raise revenue (exercise fiscal
effort) to attack infrastructure deficits.

Regional Difference

Fiscal capacity and revenue effort vary widely
among States even within regions (see figures 3-2
and 3-3). New England and the Mideastern States
have stronger economies than much of the South and
the Northern Plains. However, alook at fiscal effort
shows that some States with strong economic bases
have a bel ow-average tax burden, while others with
weak economies ask taxpayersto pay at arelatively
high level. Combining information about fiscal
capacity and effort with other economic data pro-
vides an overview of State and regional economic
characteristics.

New England boasts the Nation's highest personal
income growth and the lowest unemployment rates.
The tax bases of Connecticut and Massachusetts are
well above the national average, whereas Maine,
Rhode Island, and Vermont have below-average
capacity.

The Mideastern Sates are in good shape econom-
ically, with personal income growth above the
national average and low unemployment. New
Jersey has a particularly strong economic base and
high fiscal capacity; only Pennsylvania has below-
average revenue capacity, and the State budget
office projects expenditure growth well below the
nationa average.

The Great Lakes region has not fully recovered
from the recession of 1982-83, and States in the
region are dightly below the national average in
fiscal capacity, with unemployment above the na-
tional average. State expenditures in 1989 are
expected to increase by only 3.9 percent, the lowest
annual regional rate in the Nation.

The Plains region has made an impressive recov-
ery from the early 1980s. The unemployment rate
has dropped from 5.5 percent to 4.2 percent, and all
States except Minnesota and North Dakota antici-
pate spending increases of at least 5 percent.
However, the region remains slightly under the
national average in fiscal capacity, primarily be-
cause South Dakota, lowa, and Nebraska have weak
economies heavily dependent on agriculture.

While a few of the Southeastern States are
prospering, many are struggling. Florida has been
the dominant growth area, maintaining a spending
growth rate over 10 percent for the last 3 years;
Virginia and Georgia also enjoy strong economies.
Nonetheless, the fiscal capacity of the Southeast
region ranks the lowest in the country-Mississippi
ranks last, and Alabama, Arkansas, Kentucky, South
Carolina, and West Virginia are among the Nation's
weakest 10 States.

In the Southwest, the Texas economy dominates
the regional statistics. Because of the State’s reces-
sion, caused by the drop in oil prices, the region has
had the Nation's highest unemployment rate, and the
second lowest rate of increase in personal income.
Among the other Southwest States, expenditure
increases are expected to range from 2 percent in
New Mexico to 10.6 percent in Oklahoma.

The Roe@ Mountain region continues to have
economic and fiscal problems because of its eco-
nomic dependence on the energy industry. State
fiscal capacity is uneven; Idaho, Utah, and Montana
are well below the national average, while Wyoming
and Colorado have high capacity ratings because of
their rich natural resources. State governments in
th;ls region have increased spending only moder-
ately.

The Far West States' economic record is strong;
personal income has increased by 6.7 percent (led by

Nevada at 8.9 percent and Oregon at 7.2 percent),

and the unemployment rate is at the national

4Ibid.. pp. 21-23; and Advisory Council on Intergov ernmental Relations, /986 State

Capacity and Effort (Washington, DC: 1989), pp. 5-7.



Chapter 3--States: Caught in the Middl&9

Figure 3-1--State Fiscal Capacity and Effort
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average. Alaska has the only soft economy in thealready taxing residents more heavily than the
region, due to the drop in energy production. national average. States like California and Connect

The variability of economic strength among the icut, with strong resource and industrial bases, hav
50 States is a product of factors that are difficult to %ggsofg'cr’gisoé gg%?t?gnngaﬂﬂﬁﬁser 0 enact new taxes o
?o"r_ltrol and that _change _ove;htlme._dT£188|(r)npﬁpthof '
alling ener rices during the mid- s high- titutio :
Iightsgthe vugllgepability of Sta?tes like Alaska, Tex%s, Cons nal aud-hgal Coustv.'a.mts
Oklahoma, and Louisiana, which depend for income In most States constitutional provisions or stat-
on one primary source. However, recent employ- utes limit revenue, spending, and debt and bon:
ment figures compiled by the U.S. Department of financing for public works. Some States have strict
Labor show that the economies of several Statesstatutes that make increasing levies for public
(e.g., Texas and Louisiana) hard hit during the early services a lengthy and difficult process.
and mid-1980s may be rebounding, while growth . -
has slowed in Staté/s like Massacr?usetts a%d NewR€venue and Spending Limits
Hampshire, which had, until recently, enjoyed Many States restrict the financing authority of
vigorous economic healths Resource-poor Statestheir local governments and require them to balanc
like Alabama, Mississippi, West Virginia, and budgets. However, over the past decade, 20 Stat
Montana, remain economically weak and have have limited their own fiscal authority as well, by
difficulty generating additional revenue; many are statute or constitutional amendment, in response t

Sjohm  Berty, “Jobless Rate Masks Staie Shifts,” The Dec, 27, 1989, p. F1.
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Figure 3-2--State Fiscal Capacity, 1986 Figure 3-3--State Fiscal Effort, 1986
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SOURCE: Office of Technology Asesssment, 1990, based on Advisory SOURCE: Office of Technology Assessment, 1990, based on Advisory
Commiesion on Intergovemmental Relations data. Commission on Intergovernmental Relations data.

taxpayerrevolts against government spending. For Debt Limits
example Massachusetts’s Ballot Question 3, passed For the majority of States, constitutional and

In 1986, restrlk(]:t_s growth |hn State revenuez tolth_e tatutory limits on borrowing also bound spending.
gy,g;at%% gr&"&dm M3asseaaec;susetts Wwages and sa arle%tate borrowing limits take widely varying forms,

P gsoy ' with nine States prohibiting the use of general debt

California’s Gann Initiative, approved by voters altogether, and four States (Maryland, New Hamp-

in 1979, restricts annual growth in tax-funded shire, Tennessee, and Vermont) setting no borrow:
appropriations ta percentage increaseno greater ing limits and requiring merely a simple majority

than the State’s population growth plus the increase vote of the legislature. For instance, in Alabama, the
in the U.S. Consumer Price Index or per capitaGovernor authorizes borrowing up to $300,000, but
income in California, whichever is lower. Local specific bond issues must be authorized by constitu:
officials soon found they could not fund legally tional amendmeriin Pennsylvania, bonds for

required improvements and sought legislative relief, capital projects that are itemized in a capital budget
leading to passage of the Mello-Roos Community do not require a referendum if such debt will not
Facilities Act in 1984. The new law enabled local cause the net outstanding debt to exceed 1.75 time
governments to create special assessment districts tahe average annual tax revenues deposited in th
finance construction and operation of public facili- previous 5 years. Minnesota requires approval of &
ties if two-thirds of the local voters approlie. July bond issue by two-thirds of each house and ¢
1989, the California General Assembly approved an majority of the voters at any general election, except
initiative for the 1990 ballot, which would again for short-term borrowing, qualified school bond

expand spending flexibility. loans, and transportation bonds pledging fuel taxes

SGovernmem Finance Research Center, Constitutional, Statutory, Other Impediments 0 Local Infrastructure Finance, prepared
the Nacional Council on Public Work dmprovement (Washingion, DC: October1957), p. 26.

TLarry c. Ledebur et al, Changing Stare in Public Works, prepared fOr the National Council oPublic \WorkSimprovement (Washington, DC:
September 1957), p. 38.
$ Advisory Commission cn Intexgovernmental Relations, Significant Feanures of Fiscal Federatism, 1989¢d,, VOL 1 (Washington, DC: 19S9), p. 120.




Chapter 3--States: Caught in the Middlé1

Figure 3-4--State Income Tax Revenue, 1$87

Most States currently employ a broad range of
taxes, although they rely most heavily on income 33
and sales taxes. Sales taxes bring in the most revenue
(48.5 percent of total State tax revenues in 1987), but
income tax revenues (39.2 percent of the total) are
growing fastef Strapped by spending requirements,
States have recently turned more frequently to
benefit or user charges and fees for specific purposes
and are gradually allowing local governments more
flexibility to tax.

4 L
Income Taxes %ﬁ - - "~‘ “J
Personal income taxes are levied in 43 States with e g |Per Septla revenue
. . g ¥ . — No tax
wide variations in tax rates and the value of .~ - =tow
exemptions (see figure 3-4). In 1987, income tax — g

revenue ranged from a high of 43 percent of total tax
revenue in Delaware to below 15 percent in several
Southern Statelgln addition, 46 States collect SOURCE: Qffice of Technology Assessment, 1990, based on U.S. Bureau
corporate income taxes, although their average per of the Census data.
capita yield of $83 is far less than the average yield
of $309 from personal income taxes. Income taxes ) _
are more sensitive to economic swings than sales State highway and transportation departmen
taxes, making them a less reliable revenue source. administer a wide variety of State-funded program
and, with the Federal Highway Administration, the
SalesTaxes Federal-Aid Highway Program. States allocate €
_ 0?ercent of all highway outlays and are responsib
Currently 45 States impose general sales andfor about 22 percent of the Nation’s highway
gross receipts taxes; these yielded almost one-half ofmileage and 43 percent of the brid{&tate
State tax revenue in 1987. Tax rates range from a lowlegislatures establish allocation formulas and prior

of 3 percent in Colorado, Georgia, North Carolina, ties for State aid as well as for specific highway ar
and Wyoming to a high of 6.5 percent in Washington pridge projects.

and 7.5 percent in Connectit{stee figure 3-5). .
Revenue sources include user fees, sales tax
tolls, and lotteries, and State policies range fro
STATE TRANSPORTATION sharing revenue with local governments and allov

PROGRAMS ing them considerable autonomy on projects

. maintaining tight fiscal control and requiring adher
Most State Departments of Transportation (DOT) ence 10 strict State guidelines. A few States, notak
were formed to administer highway programs and ajaska, Delaware, North Carolina, Virginia, anc
became increasingly important as the Federal Inter-\y/ast \}irginia, byp’ass local goverﬁments and a
state highway program got under way in the 1950S. ¢, e responsibiity for practically all highway anc
Over the past two decades, most have broadene@ridge construction and maintenance
their responsibilities to include other modes of '
transport as well. However, many aspects of State Issues—State highway departments operate
transportation programs are shaped by Federalunder Federal- and State-aid program guideline

policies and their modal orientation. Many State DOT officials are frustrated by delays i
%U.S. Bureauof the CensusGovernment Finances p. Xv.
107bid., p. 21.

lAdvisory Commission on Intergovernmental  Relations, op. cit., footnote  p.
12National Association Of Counties, Linking (Washington, DC: PP.
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Figure 3-5—State Sales Tax Rates,* 1988
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ANumbers are rounded to the nearsst whole number. A
; Repairs to roads such as this one may involve underground
SOURCE: OfﬂcqofTo%rr]\oloyy Auo.mo:t‘, 1990, based on Advisory pipes as well as surface work.

Federal project approval and by grant requirements,bility and reduce air pollution caused by congestion.
which they feel prevent them from directing aid to Methods of addressing these issues are discusse
their most critical needs. States also decry thelater in this chapter.

slowness of spending from the Highway Trust Fund,

contending that it is outrageous for the Federal Airports
Government to collect gasoline taxes and not use
them for their intended purpose. Although airports are largely a local enterprise, 13

, _ States own or operate commercial airports, includ-
The challenges facing each State are shaped by itsng Maryland, Alaska, and Hawaii. Almost all States

geographic and economic characteristics. Largehave aid programs, usually small, for purposes of
rural Western States must divide limited funds airport development and/or improvement. Funds
between maintaining their many Interstate miles and come from State aviation fuel taxes or general
improving other important highways and bridges. appropriations®Many States target aid to smaller,
States with large urban centers must provide fundsnonmetropolitan airports, which are less likely than
to rehabilitate urban highways and bridges and toyrhan airports to be economically self-sufficient.
relieve congestion in suburbs, as well as for highway Since 1946, Minnesota’s State Airport Fund, sup-
and bridge improvements in rural districts. ported by taxes on fuel and airline property and

States confront numerous legislative and planning aircraft registration fees, has offered capital match-

issuesA few States are trying to strengthen State ing grants to local airports.

and regional land use and capital improvement responsible for annual inspec-
programs by linking highway financing programs to tions of all (4,300) general aviation airports to
land development and by requiring private sector collect safety information required by the Federal
contributions for road improvements. Some have Aviation Administration (FAA), and many maintain
encouraged private construction of toll roads or statewide airport development plans. Although
bridges.A handful of States with major urban areas States play a key role in airport regulation, financ-
are looking at ways to linkighways with other ing, and planning, Federal aid goes directly to
transportation modes to improve metropolitan mo- airports, bypassing State agencies. State aviatior

Terry Brusson and Judith Hackest, State Assistance  Local Public Works (Lexingum. KY: The Council of State Governmeats, 19S7), p. 10.
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track and upgrade other equipment. States that o
tracks (usually because they have been abandon
either operate the railroad, a3Nest Virginia, or,

more commonly, contract with an operating railroac

A few large, urbanized States, such as Californi
lllinois, New York, Maryland, and Pennsylvania
subsidize or provide intercity passenger train servi
to relieve highway congestion and air pollutior
Such arrangements are likely to increase. Sin
1985, California’s DOT has operated a success!
service between downtown San Francisco and S
Jose. Connecticut DOT, in cooperation with Anr
trak, will begin commuter service soon over
33-mile route from New Haven to Old Saybrook.

S i

Photo credit Minnesota Department of Transportation . . . . .

S . Issues—Enabling legislation to permit public
combinaton ofoca money and ad o s St Aport private partnerships or other forms of private sect
Fund. The facility hasaground-level public area and a participation may be needed in many States, es
residencdor the airport manager on the second floor. cially if efforts to develop high-speed rail transporte
tion between major population centers to ea

officials maintain statewide capital improvement highway and airport congestion are to succeed.

planning and coordination would be more effective

if Federal grants were allocated at the State level. To

test this proposition, a 2-year demonstration project

has recently begun in three States (lllinois, Missouri,  Although 7 urban States contribute 80 percént

and North Carolina) in which State agencies will total State aid, at least 40 States provide local m:

administer Federal block grants for reliever and transit with some funds from general revenues

general aviation airports. dedicated portion of the general sales tax, or mo
fuels and vehicle taxes. In 1988, State grants tota

$3.9 billion®and, for the first time, surpasse:
Federal aid, which was $3.3 billion.

_ Intercity bus service is subsidized in 9 States, .
Compared to the private sector and the Federalsupport ridesharing, and several target aid to spec

Government, States play a relatively minor role in ysers such as elderly or handicapped persons c
financing, operating, or regulating railroads. None- ryral and small urban areas. While all States hz
theless, at least 20 States provide assistance to locaechnical assistance programs funded by Urb
rail service from earmarked excise taxes and generalMass Transit Administration grants, at least sev

appropriations, and 45 States have a recent State Raikupplement Federal funds to expand this service. .
Plan that includes an inventory of facilities and

ranking of proposed projects .15 The bulk of State aid issues—Keen competition for Federal reven
takes the form of grants or loans to small short-line and the extreme difficulty of resolving urbam a
height carriers that provide essential service toquality problems are indicators that States are like
localities. Mississippi has a Railroad Revitalization to be pressed to increase their roles in financi
Program that makes interest-free loans to localtransit, in supporting transportation planning, and
governments or railroad companies to rehabilitate technical assistance.

14Ed Scot, staff associate, National Association of State Aviation Officials, personal communication, Dec. 14, 1989.
15American Association of State Highway and Transportation Officials, State Rail Program Survey (Washington, DC: 1989).

16American Association of State Highway and Transportation Officials, /988 Survey of State Involvement in Public Transportation (Washington, DC
1988).

17Ibid.
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Photo credi: Metropoiitan Transit Development Board of San Diego

San Diego constructed light rail lines without Federal funds,
using money from the State of California, including revenues

from the State gas tax.
At the Port of Long Beach, CA, containers are removed
Ports and Waterways from the ship to a dockside transfer area. From there,
trucks pick up the containers and take them to the federally
Becauseof the importance of portor economic funded railroad transfer facility ~ pictured here.

development, 28 of the 40 States located on naviga-

ble waterways have provided grants for construction widening or deepening projects, which had previ-
of landside port facilities and water cargo terminals ously been financed solely from Federal funds.
during the last 12 yeat¥Three States, Georgia Currently, the deeper the channel, the larger the
Maryland, and Louisiana, accounted for over 40 required local match. The Act stipulated that the
percent of the $1.7 billion total in State aid. local share of the costs should be recovered from
Although the East and Gulf Coast States providedincreased user fees, but so far States have paid the
the most funds, the Mississippi Valley and West local share from other sources, on the premise that
Coast States have also invested in port developmentincreased fees would hurt their ports’ competitive
In addition to general obligation bonds, State positions”

support has come from appropriations, transporta- - o

tion trust funds, and user fees. Louisiana dedicates States have no specific responsibility for the
partial proceeds from State motor fuel taxes, andNation’s 12,000 miles of commercially significant
Alaska dedicates watercraft fuel taxes and bondinland waterways. The Army Corps of Engineers
proceeds for port improvemertsaryland and  builds and maintains the locks and dams, and most
Hawaii tap their State Transportation Trust Funds. inland waterway terminals are privately owned.

State program responsibility is in the departments of _ _ _
transportation, economic development, or State port, ISsues—Federalechnical expertise and funding
authorities. In addition to financial support, the State has supported many State port and industry opera-
agency frequenﬂy coordinates the pub“c works tions that now need to deVElop their own Independ-

components of major port improvement projects.  €nt resources. Public-private partnerships and
innovative user-fee arrangements are likely to be

The Water Resources Development Act of 1986 sought. Intermodal connections need improvement
established local cost-sharing provisions for channel in ..., States.

"American Association of State I-Iighway Transpomtion Officials, Infomnaub n Skmd{ng Comwnittee 0n Water
(Washingtoa, June 1989).

1"Bruse0n and Hackett, op. cit.,, footnote .

20American Association Of StateHighway and Transportation Officials, op. Cit., foomote 18, p. 30.
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State Transportation Funding

In addition to Federal grants, State revenues for
construction and improvements to transportation
infrastructure come from two principal sources: user
fees, including fuel taxes, registration fees, ticket
taxes, and tolls; and broad-based taxes. Financing is
by annual appropriations (pay-as-you-go) or debt

(general obligation or revenue bonds). Although ,

most States rely primarily on traditional revenue
‘sources and financing mechanisms, many have
developed new sources and financing strategies,
including collaboration with the private sector.

Benefit Charges-Motor Fuel Taxes
and Other Vehicle Charges

User fees or broader benefit charges, principally
motor fuel or gas taxes, form the financial base for
most State transportation programs, especialy for
highways. In 1988, Federal, State, and local gas
taxes provided $29 hillion of the $52 hillion State
and local governments spent on highway capital,
maintenance, and traffic services.” The remaining
revenues came from a variety of other sources™(see
table 3-2). Nonetheless, current gas taxes expressed
in adjusted dollars are below their 1965 levels,
increases of 2 to 4 cents per gallon are needed to
bring their purchasing power up to that of 1965
levels.”

During the 1980s, 47 States (all except Alaska,
Georgia, and New Y ork) raised the per-gallon gas
tax-some substantially and more than once—to
keep pace with rising construction and maintenance
costs. The yield from a penny of gas tax varies
widely among States, depending on the amount of
gasoline consumed, which is the product of State
population, road mileage, and number of vehicles
per capita Cdifornia’s 9-cent per-gallon tax, which
Is low by national standards, yields $1.1 billion,
while Connecticut’s 20-cent per-gallon tax produces
only $320 million (see table 3-3 for State by State
information).

Most States levy aflat per gallon tax on gasoline
and diesel fuel. However, some States established

variable rates, based on fuel prices, in the early
1980s, hoping revenues would track gas prices and
provide arising revenue stream; but as gasoline
prices fell in the mid-1980s, so did revenue from
variable rates. To compensate, some States tie the
tax rate to an index based on changes in motor fuel
use and construction costs. For example, Michigan,
Ohio, and Wisconsin have enacted taxes that adjust
automatically to fuel consumption levels and the
Federal Operations and Maintenance Cost Index.
The revenue raised reflects highway use and mainte-
nance costs relatively well.

Earmarking Gas Taxes—Twenty-seven States
earmark al gas tax revenue for highway use, both to
guarantee a reliable revenue source and to ensure
that motorists can see the benefits of the taxes.
Frequently, State highway improvement programs
aretied to increases in the gas tax. (See box 3-A for
a description of lowa's program.) Eight States
dedicate gas tax revenue to a trangoortati on trust
fund, which may include transit.* At least nine
States, mainly in the south, west, and midwest,
return fuel tax and other benefit charges associated
with flying to localities for airport development.”

A few Statesfold all gas tax revenue into the
genera fund from which al governmental programs
are financed. Florida, Massachusetts, New Jersey,
New York, South Carolina, Oklahoma, Arkansas,
Texas, and California use a share of the gas tax
revenue to fund other programs. In 1987, the Texas
State highway fund loaned $280 million to the State
general fund for education, and transferred $32.4
million to E)risons and the State workers' compensa-
tion fund.”In recent years, fiscal pressures have
generated an increase in State legislation to use gas
tax and other vehicle-related charges for nonhigh-
way purposes. OTA concludes that these efforts
are likely to continue, despite the opposition of
transportation advocates, because gas taxes are
broad-based and reliable revenue sources.

Fees—Although most States
exempt motor fuels from State sales taxes, eight
collect substantial revenue by applying the sales tax

21Thomas Cooper, Federal Highway Adminisraion, per sonal communication. Jan. 4, 1990.

ZThe Road Information Program, 1989 State Highway

Methods (Washington DC. 1989), p.18.

BThomas \W. Cooper, Federa Highway Administration, and Judith A. Depasquale, Florida Department Of Transportation, “Local Option Motor Fuel

Taxes,” draft documeat, May 1989, p. 3.

American Association Of State Highway and Transportation Officials, op. Cit., footnote 16, p. 2.
2Aqlan Institate, Federal and State Roles |, Infrastructure (Washington, DC: National Council ON Public Works Improvements, 1987), p. 72.

26The Road Information Program, op. Cit., footnote 22, . 48.
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Table 3-3--State Gas Tax Rates and Yields, 1989

Gas tax Yield per penny Gas tax Yield per penny

{cents per galion)  ($ millions) _ (cents per gallon)  ($ millions)
Alabama ............... 13 20 Montana 20 4
Alaska ................. 8 2 Nebraska . . 2 7
Arizona ................ 17 17 Nevada 18 5
Akansas .............. 14 12 New Hampshire ......... 14 5
California .............. 9 120 New Jorsey ............ 11 35
Colorado............... 20 15 New Mexico ............ 16 8
Connecticut ............ 20 16 New York .............. 8 50
Delawaié .............. i8 3 North Caroiina .......... 2i 38
District of Columbia . .. ... 18 2 NorthDakota........... 17 3
Floida ................ 10 61 OO oo oo 18 42
Georgla ............... 8 34 Oklahoma .............. 16 17
Hawail ................ 11 4 Oregon ................ 16 13
daho.................. 18 5 Pennsylvania ........... 12 45
Minois ................. 16 44 Rhode Island . .......... 20 5
indlana ................ 15 25 South Carolina ......... 16 17
fowa ................00 20 14 South Dakota ........... 18 3
Kansas ................ 15 12 Tennessee ............. 21 24
Kentucky .............. 15 17 Toxas .........ecvvvnn 15 85
loulsiana .............. 16 23 Utah .........c0cuenen 19 7
Maine ................. 17 8 Vermont ............... 16 3
Maryland .............. 19 24 viginia ................ 18 33
Massachusetts ......... 1 28 Washington ............ 18 21
Michigan . .. ... ....... 15 41 West Virginia ........... 20 1"
Minnesota ............. 20 18 Wisconsin ............. 21 20
Mississippl ............. 18 13 Wyoming .............. 9 2
Missourl ............... 11 26

SOURCE: Office of Technology Assessment, 1980, based on data from the Hiahway Users Federation; and The Road Information Proaram 1989. State

Highway Funding Methods (Washington, DC: 1989).

to gasoline. In 1988, such taxes yielded $1.2 billion
in California.”

Feesfor driven’ licenses, vehicle registration,
inspections, truck weights, record checks, and vanity
license plates are other revenue sources for State
transportation needs. Thgetherthesefeescontribute
approximately 20 percent of all State highway
revenues.” Most fees are assessed on aflat rate, and
they do not reflect aspects of highway use, such as
the weight of the vehicle and mileage driven.
However, severa court rulings have found that some
State flat-rate fees are unconstitutional. For exam-
ple, in 1987, the U.S. Supreme Court ruled that
Pennsylvanians truck fees wereillegal, and that the
State must refund the $500 million collected. The
court held that the flat-rate fee was not related to road
use and that the State discriminated against out-of-
State trucks by reducing fees for trucks registered in
Pennsylvania.*

Tolls--The Pennsylvania Turnpike between Har-
risburg and Pittsburgh was the first modern highway
financed with tolls. Currently, tolls are charged on
numerous bridges and tunnels, and 28 States operate
36 toll roads. In most cases, tolls pay the debt service
on State or local revenue bonds used to finance
construction of a specific road, and some also fund
maintenance and operations.

Although legislation prohibits tolls on federally
financed highways, the 1987 Surface Transportation
and Uniform Relocation Assistance Act and amend-
ments permitted test projects in nine States to use
Federa funds for up to 35 percent of costs and toll
financing for the balance. The projects, in Califor-
nia, Colorado, Delaware, Florida, Georgia, Pennsyl-
vania, South Caroling, Texas, and West Virginia,
reflect the Federal interest in encouraging financing
based on benefit charges.”

States have many uses for toll revenues. New
Jersey has formed a fund from excess toll revenues

27bid., p. 30.
Ubid., p.
bid.

30James McCarthy, Chief, Policy Evaluation Branch, U.S. Department of T rgnsportation, personal communication, Sept. 25, 1989.
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Box 3-A—Jowa’s RISE Program!

To increase support for streets and roads, the Iowa Legislature created the Revitalize lowa’s Sound Economy
(RISE) program in 1985. The program's primary goal was to encourage private investment; and local politicians,
business leaders, and developers joined State lawmakers in crafting the program.

Initially, the RISE Fund received a 2-cent per gallon portion of the State’s motor vehicle fuels tax, totaling
about $32 million each year. By law, 50 percent of the funds go to primary roads, 25 percent to secondary roads,
and 25 percent to city streets. County and municipal governments may sub:mt applications for either grants or loans,

and Qh Iowa Denartment of Transportation (IDOT) mav initiate ae wall Thae men Transportation
anG iOwa Lepariment of iTansponaudn (iiAa/:) may miuatwe plv_'\-\-w as Wi, a1 Swal ansSponanon

Commission, an arm of IDOT, accepts the applications, evaluates them, and offers grants and/or loans to the selected
projects.
Assistance is available for three kinds of projects:
» immediate opportunity projects, for cases in which a developer’s or firm’s decision to locate or remain in
a region hinges on an immediate commitment of public project funds,
» local development pro;ectf, for projects that support local economic development but do not require
immediate funding; and
» regional development projects, for projects of relatively large scale and cost, extending beyond the scope
of a single jurisdiction or site.

As its main allocation criterion, the Transportation Commission considers a project’s potential to create or
retain jobs in a region by attracting new development. In addition to promoting post-project economic growth, RISE
also encourages local involvement by requiring jurisdictions to cover at least 20 percent of project costs. Frequently
localities contribute more than the required 20 percent, e S
and pamcxpanon has reached as high as 70 percent. IDOT
approved funding for 172 projects from among 312
applications between 1985 and 1989, and estimates that
RISE has helped to leverage over $732 million in planned
new capital investment from such diverse businesses as

clothing manufacturing and barcoding.
Early in 1989, the State legislature modified the pro-

9"‘"!"’ hecanee funds ﬁmg.nnlprl for Mnnty road gem
had a large uncommitted balance, and those designated
for primary roads and city streets were completely
committed for projects. The portions of lowa’s fuel tax
allocated for primary roads and city streets remained the
same, but the county road portion dropped substantially
since economxc developmcnt opportunities occur less

sorntras DIQLE laneae

v houva flawilhila
uwwuuy Ml VWUWILGY. NIV lval unvc IIUA.IUIG l-ulll&
For example, in 1986, the city of Davenport undertook a
$13.2 million road and utilities improvement project in a
new economic development area at a highway junction.
The RISE fund awarded Davenport a $2.5 million grant
and a $2.5 million loan, giving the city 10 years to repay
thc loan at 2 percent imerest. Loan paymems will be low

—ma Ao Photo credit: iowa Department of Transportation
in the initial years and increase as u:vcxupmc.m proceeas ’ i

in the targeted area, and revenues from the development  Highway construction in Davenport, IA, funded by the
district accrue.? RISE program.

IMaterial on the |USE program iS based on lJowa Department of Transpoctation, Transpormtiolmprovement Program: 1989-1993
(Ames, IA: December 1958).

Apognekm Inc., Financing Infrastruceure: Innovations at the Local Level (Washington, National League of Cities, December
1987, pp. 40-s1
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areas, with dedicated State aviation fuel tax reve-
nue:

Appropriations From the State General Fund

Most States use general fund appropriations fol
transportation capital improvements only for sup-
plemental or emergency financing, although a few
States support transit capital investments with gen-
eral fired revenues. New York State appropriated
$170 million in 1987to transit projects, and Georgia
appropriated $600,000 from general funds. States
providing aid to local airports tend to use general
fund appropriations in addition to benefit charges.
Photo credit: State of Weshington Department of Transportaion . Eor instance, California set up a revolving loan fund
A rural airport in Washington, financed by the local in 1979 with general appropriation seed money of $1

government in cooperation with the State million a year for 5 year§In 1988, about 6 percent
development program. of State transportation capital expenditures came
from general fundysee table 3-2 again). Because

to finance other needed State highwiys.1986,  general appropriations require legislative action and
Florida instituteda Toll Facilities Revolving Loan ~ are subject to changing State priorities, they are no
Fund that provides venture capital to localities to @ reliable source of financing for long-term capital
plan and construct toll roads and is repaid from tolls. Projects.

The State appropriated $2.7 million in 1986 and $20

million in 1987. (See chapter 4 for further details of Financing With State Bonds

private toil-financed highway projects.) Currently, States use general obligation bond

Earmarked Taxes—Twelve States (California, financing less for transportation than they once did.
Arizona, Colorado, Florida, Georgia, lllinois, Mis- [N 1973,29 percent of State long-term debt was for

souri, Nevada, New York, Ohio, Texas, and Wash- highway improvements compared to 8 percent in
ington) permit local jurisdictions to |evy a generaj 1984."Bonds financed less than 10 percent of State

sales tax dedicated for transportation improvement. capital expenditures for transportation projects in
In most cases, the localities can further target the 1988." Several factors have contributed to the
funds for mass transit improvement. For example, in downward trend in general obligation bond financ-
Ca”fornia up to 0.5 cents Of Sa'es tax revenue is|ng. F|rSt, many States have strict debt |ImltatI0nS

returned to eligible counties for transit Use. restricting the use ajeneralobligation bonds.
Furthermore, States tend to give first priority for

Aviation Taxes—Minnesota, Michigan, and Wis- bond financing to school, prison, and hospital
consin are among the States that earmark revenueonstruction because gas taxes and other user fee
collected from taxes on aviation fuel and airline provide a ready source of support for transportation.
Property and fees from aircraft registration to Finally, relatively high interest rates in the 1980s
inance State airport development and capital im- increased the costs of borrowing. Since bond issues
provement programs. Washington State finances anmust have voter approval in most States, they
airport development program, focused on rural became more sensitive political issues.

3 Apogee Resewch, inc., Trends in Financing Public Works Council on Public Work<mprovement, 1986). p. 49.
RAdvisory Commission 00 IMETEOY ernmentq] Relations, op. cit., foomote 8, VO.1. p.62.
Busson and Hacken, op. cit., foowote 13 1 .18,

Mbid., p. C-2.
BNyional Associstion Of StateBudget Officers, Sase Expenditre 1988 (Washingion, DC: 1988), p. 85,
36, Richard Aronson and John | Hilley, Financing State and Local Governments The Brookings Institution 1986), p. 167.

FNational Association Of State Budget Officers, op. cit., footnote 35, pp. 85-87.
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Use of revenue bonds for transportation purposes
will probably increase, both because of constraints
on general obligation bonds and because tolls and
other types of benefit charges provide reliable
revenue streams for debt service. Michigan relies
solely on revenue bonds backed by proceeds from
gas taxes, driver's license fees, and motor vehicle
registration to support long-term highway needs. In
the fall of 1988, Florida voters passed a constitu-
tional amendment allowing the State DOT to use gas
tax revenues to repay revenue bonds to purchase
rights-of-way and to build and rehabilitate bridges.”

Trust Funds

Most States earmark specific revenue, usualy gas
tax and registration fees, for a trust fund-a perma-
nent account to be used solely for transportation or
highway expenditures. In 1984, New Jersey estab-
lished a comprehensive transportation trust fund to
finance long-term improvements (see box 3-B). The
Maryland Consolidated Transportation Fund, fed by
the gas tax, a motor vehicle titling tax, license and
registration fees, and a portion of the State corporate
income tax, finances highways and public transpor-
tation. In 1986, Alabama established a Municipal
Government Capital Improvement Fund to make
grants to local governments for construction of
public buildings and streets. The improvement
?_rogram was to be funded from the State Oil and Gas

rust Fund when it reached $60 million. Currently,
the fund stands at $45 million; the State anticipates
it_}/l\(ill be several years before it reaches $60
million.

Public-Private Partner ships

Most existing public-private partnerships are
between local governments and devel opers, and
State governments are just beginning to develop
such arrangements for financing capital investments
in transportation. Before States or localities enter
into public-private partnerships, they must have the
legal power to take certain actions, and many have
enacted or are considering legislation to provide the
necessary authorizations. Some of the most impor-
tant include:

. power of contract-the ability to enter into a
service contract,

. power to convey —the ability to sell or lease
existing facilities to a private company,

. power to purchase-the ability to purchase
facilities from the private vendor at some point
in the future, and

. bond authority to finance the facility.

In 1986, 19 States had statutes specifically
authorizing privatization of one or more types of
infrastructure. Arizona adopted a policy of joint
sponsorship of certain highway projects as part of its
1984 transportation program and will assume only
50 percent of the cost of construction of freeway
interchanges and grade separations not on the State
plan.“ Texas has authorized the formation of
transportation corporations in which private prop-
erty owners form nonprofit corporations to accept
property and money to support highway develop-
ments. A landowner interested in having a road built
must apply to the Right of Way Division of the
Department of Highways. If the Division approves
the need for the road, the applicant submits a plan
and articles of incorporation for approval by the
Highway Commission. Four corporations have been
approved, two in Austin and two in Houston.”

Cadltrans, the California DOT, has recently been
authorized by the State legislature to develop
partnerships with private firms to design, build, and
operate four demonstration projects for State-owned
rights-of-way. Caltrans is soliciting proposals from
private developers who are guaranteed leases for up
to 35 years to operate the facility and the option to
recoup their investment through toll revenue or
through the value added by the transportation
facility to associated private development.®

Lotteries

The State of New Hampshire established the fi r st
modem State |ottery in 1964, and by 1989,28 States
and the District of Columbia used lotteries to raise
revenue. Gross receipts range widely; in 1986
Vermont lottery receipts were just $12 million,
while Californid's lottery brought. in $1.6 billion.

3%The Road Information Program, Op. Cit., foomote 22, p. 38.

3Gene stabler, assistant treasurer, State Of Alabama, personal communication, Sept. 28, 1989.

“0Chambers Associates, INC., Report
Commitiee (Washington, DC: May 1987), p. IV-7.
41fbid., p. TV-21.

Sector Advisory Panel on Infrastructure

Advisory Report to the Senate Budget

42California Department of Transportation, Office Of Privatization, Privarization (Sacramento, CA: October 1989), p. 1.



72 e Rebuilding the Foundations: State and Local Public Works Financing and Management

Box 3-B—~New Jersey Infrastructure Financing'

G:Mamambhmﬂupupmmﬁammﬁmdmxpmmmmbemgme
mostdiﬁcultofpohtml tasks. In 1982 and early 1983, then-Governor Thomas Kean’s
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over control of the bank and its financial stability killed the idea, however, by the end of 1983,
In 1984, the Governor rejected an alternative legislative proposal that gave the legislature more
power over the bank. Ultimately the stand-off led to the establishment of a number of individual
trust funds. Together these have provided more aid to local wastewater treatment and resource
recovesy systems than the Infrastructure Bank was projected to provide.

1982-83: The New Jersey Infrastructure Bank—The NJIB wouid have heiped finance four
cmaa'ienofpubhc works: wastewmmmwnt,wmmpply, sohdwasmdxsposal and
transporiation. The majority of the funding wouid come from equity ioans, which themseives
would be funded by Federal Clean Water Act grants.

However, localities were loath 1o see their Federal grants converted into loans and disliked the
requirements to set user fees or taxes high enough to meet costs. Moreover, the legislature, which
had played no role in designing the program and would play none in program oversight,
questioned the reliability and continuity of the funding sources. The lack of oversight was a
special sticking point, because of the proposed bank’s size (almost $1 billion in capital) and its
power to make allocation decisions. The NJIB was designed to be an independent authority with
close connections to the executive branch, prompting the legisiature to demand the responsibility
ofdemmnnngdnbanksnﬂesmdmgnhnom.nnsdanmdwunwpomxedmme
alternative proposal that was rejected.

1984-85: The Infrastructure Programs Enacted—The New Jersey State Legislature
ultimately enactedﬂmcategory specific programs. The New Jersey Transportation Trust Fund,

astallliebhad i 1004 .ivae escamica hoands hanlad e dadisntad cansas calilale £..0 tcvas 204 ficed o
THBVIIEAL L1 1704 USGD ITVUIIUE UVIRIS UBWATAL UY UCAUVARITAS HITUWE VEicie 11U I@AXEs 10 1IN0 &

$3NJMmp'ogrm1heTmaFmdunderukcsdmctspmdmgpmmmsuuﬁmmesSm

aid ¢ Assrntas and smmivinalites fas tnananactatam o evn s e rmern aen be
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The Resource Recovery and Solid Waste Disposal Program, first established in 1980 and
substantially expanded in 1985, authorizes grants and low- or no-interest loans to local
governments to cover 10 percent of costs for developing resource recovery facilities and landfills.
The State Department of Environmental Protection manages the program, which is backed by
$168 million ($135 in general obligation bonds and $33 million transferred from the general
fund). Local payback of the loans starts 1 year after operations begin at new facilities.

The New Jersey Wastewater Treatment Trust Fund. established in 1988 iz an indenendent

FereS) ST 2 TSR Taer S TR TR aeh A0 IS S5t B

financing authonty with the power to issue bonds backed by the Trust’s loan agreements with
borrower localities. These agreements, in turn, are secured bv user-fee covenants, a State-

Wmdmseweﬁnxd.mdmmﬁmpﬂbmdmm&ndswlocahmmeﬁmtwo
sources: the Wastewater Treatment Trust, an independent authority; and the Wastewater
Treatment Fund, which is administered by the State Department of Environmental Protection.
These programs are considered successful, although officials note that while nearly every eligible
jurisdiction is eager to apply for a grant, many hesitate to apply for loans, because local financial
solvency is a major concern.

3Mm&vkminﬁmﬂmmhl‘dmhﬂbﬁmm&mlmmmm
New Jersey Issues: Pml’mﬁchﬂuHmlmWs(ﬁm NJ: Princeton Utb-undltcmd
Research Center, Woodrow Wilson School of Public and International Affairs, March 1988); and Sophie M. Korczyk,
“Sime Pinance for Local Public Works: Four Case Studies,” OTA: coatractore repost, Dec. 19; 1988,
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Prize money and administrative costs can claim up
to three-quarters of the receipts. Though lottery
revenue has in the past proven a very unpredictable
source of funding, it can fill important gaps. Most
States direct lottery revenues into general funds, but
several States earmark at least a portion of lottery
revenue for public works infrastructure (see table
34).

Political Strategies for
Transportation Funding

To help assure continued support for transporta-
tion improvements, several States have taken the
lead and established long-range capital financing
programs, based on bonds, increased gas tax reve-
nues, or a package combining revenue sources.
Successful financing programs are typically sold to
voters and decisionmakers by a structured effort that
includes establishing needs and priorities, evaluat-
ing aternatives, and developing political support.
(See box 3-C for an example.) Six basic steps
characterize successful efforts:

o identifying specific needs, the purpose of the
el and those benefited or otherwise

structuring the program and ranking projects;
evauating and establishing the financing pro-

ram;

getti ng up collection and accounting procedures
for revenues and managing the program;
coordinating with other public agencies and
private sector leaders; and

developing political support in advance.

STATE ENVIRONMENTAL
PUBLIC WORKS PROGRAMS

Because loca jurisdictions have historically been
responsible for environmental infrastructure, the
State role has been small, consisting primarily of
setting public health standards and providing some
financing and technical assistance to local districts.
Supplying drinking water and managing solid waste
have been aimost entirely local tasks, However, for
most of the past 20 years, States have acted to pass
through and administer Federal grants to localities or
special districts for wastewater programs. Since the
passage of the Water Pollution Control Act in 1972,
the Federal Government has provided construction
grants for wastewater facilities, to help localities
meet the standards mandated by the Act as rapidly as

Table 3-4—Net Revenue From State Lotteries
Used for Infrastructure

Net revenue
State (millions) Dedicated use
Arizona....... $42.2 Transportation

Colorado .. ..0. $26.1 Parks, recreation, capital
construction

lowa.......... $26.3 Economic development

Oregon....... $21.3 Economic development

SOURCE: Advisory Commission on Intergovernmental Relations, Signifi-
cant Features of Fiscal Federalism, 19SS ad., vol. 2(Washing-
ton, DC: July 1988), pp. SS-90.

possible. The legidlative intent was always that
eventually State and local governments would
assume full funding responsibility. The Farmers
Home Administration of the Department of Agricul-
ture has also played a significant role in water and
wastewater treatment plant financing for rural areas
and has supported State technical assistance pro-
grams as well,

charged with administering and enforc-
ing Federal water purity regulations, and almost
three-quarters of the States also support local
improvement programs through grants, loans, and
bond banks. Such assistance includes aid to local
governments for purchasing land to protect under-
ground water supply sites (Massachusetts), bond
funds to support water supply contamination abate-
ment (Maryland), and low-cost loans for controlling
water supply and wastewater pollution (Kentucky).
State management and technical assistance is pro-
vided by circuit riders who advise communities
without engineering expertise and try to encourage
inefficient small-scale systems to consolidate.

issues—Drinking water problems are increas-
ingly moving from local jurisdictions to the State.
Many problems demand regional solutions, because
water-quality issues extend beyond political bound-
aries (much of Florida is facing drinking water
problems, for example). M oreover, the costs and
technical requirements necessary to meet Federal
Clean Water regulations exceed the financial and
engineering capabilities of many local jurisdic-
tions.

Wastewater Treatment

States establish design, operations, and treatment
standards and assist local governments with plan-
ning and engineering advice; some provide special
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Box 3-C—Citizen Outreach Pays'

The New York Department of Transportation (NYDOT) and related agencies conducted an aggressive citizen
outreach campaign in 1988 to encourage statewide support for transportation improvements. The agencies held
public forums to ask residents how to pay for expansion and rehabilitation, and used capital improvement planning
techniques to determine consistent and credible priorities around the State. Subsequently, NYDOT discussed its
plans with public officials throughout the State to ensure their support for the designated improvements. In
November 1988, vmovawhelnﬁnglyappovedaﬁhmmbondmetomhabmmedww s highways and
bridges. The outreach and planning efforts developed for the campaign have helped NYDOT maintain good
relations with constituents. Moreover, the Department now requires its regional directors to estimate project costs
thoroughly, assess infrastructure condition accurately, and draft their programs in accordance with explicit NYDOT
statewide construction goals.

lwm&mum«mmu«v&w&wﬁwmm 1989,

nm.mmnwmmmw«rm
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Photo credit: S.C. Delaney/U.S. Environmental Protection Agency

Large municipal wastewater treatment plants, such as this
one in Washington, DC, have  played m important role in
cleansing water resources of pollutants.

technical assistance to small districts. Financially,
States play a key role. They allocate Federal

construction grants based on an annual State need

study, with over one-half of the States providing a

with financial advice and technical support. How-
ever, State technical expertise is often limited
because salaries for engineering and financin
experts are lower than in the private se&tamnd
funding resources are thin. Federal aid for Stat
environmental planning and program administratior
has been severely curtailed, and most States have I
replaced it. Costare likely to exceed the capabili-
ties of many local jurisdictions. Furthermore, few
resources are available to encourage new technol-
ogy or operating improvements.

Solid Waste

Currently, the States’ primary role is in enforcing
EPA standards. A few States, including New Jerse
Wisconsin and Michigan, have programs to aid loca
districts in landfill siting and acquisition or resource
recovery.Because of the regional and statewide
implications of solid waste disposal issues, the

tate role in providing technical assistance and
olitical support will probably expand.

share of the local match. States may use Environ-

mental Protection Agency (EPA) funds for author-
ized wastewater treatment construction grants until
1990. However, between 1991 and 1994, all Federal

funds must be used as seed money for self-sufficient

Staterevolving funds (SRFs), from which local
districts can borrow to build wastewater treatment
facilities. After 1994, States will have full responsi-
bility for administering and funding wastewater
treatment construction loan programs and for pro-
viding financial and technical assistance to local
districts. EPA estimates that a$68billion additional
investment is required to meet current national
treatment needs .43

Issues—After Federal support for SRFs ends in

Federal policies require States to assume a mux
larger role in administering and financing wastewa:
ter programs, and between 1982 and 1986, Fedel
funds as a portion of State budgets for wate
programs fell from 49 to 33 percehBome State
governments-Texas, Ohio, Oklahoma, and We
Virginia, for example-have a history of providing
grants and loans to localities to supplement Feder
programs. By 1981, 41 States had establishe
programs (usually modest) of grants and/or loans t
help meet the 25-percent local share of Feder
matching grant§More recently, many States have
expanded loan and grant programs or establish

1994, States will be responsible for expanding the State-run bond banks. The programs have varie
loan fund base as well as for enforcing all Federal forms of capitalization (bonds or appropriations)
wastewater regulations. EPA is expected to extendeligibility requirements (need or fret-come, first-
current water-quality regulations to cover combined serve), loan termsand interest rate subsidies.
sewer overflows and bypasses, significantly increas- Almost all offer grants or large subsidies for
ing State regulatory responsibilities and local invest- hardship cases. Local self-sufficiency is the goal c
ment needs. In this rapidly changing framework, several States, but most provide periodic infusion
States play a vital role in providing local districts of capital from the general fund, bond issues, ¢

43U.S. Environmental Protection Ageacy, Office of Municipal Pollution Control,1988 Needs Survey—Report 1o Congress (Washington, DC:
February 1989). 1.

M)on L. Craig, chief, Water Quality Service, Oklahoma Department OHealth, personal communication, Oct. 26, 1989.
SN ational Governors® Association, Funding Environmental Programs: An Examination (Washingtor, DC: 1989), p. 2.

5‘§C0ng:usioml Budgetoffice, The Policy Considerations for the 1980's(Washington, DC: 1983),
p. 58.
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; . Box 3-D—Texas: State Water Loans and the State Revolving Fund'

‘ Whhupeﬁmﬁmabmmgmﬂmmbck%m?mhasmwkwmweqmcﬂytochangc
to the State Revolving Fund (SRF) program. Ins 1957, the Texas Legislature authorized $200 million in general
obligation bonds to establish the: Texas Water Development Fund (TWDF) to make loans to local governments for
the construction of dams, reservoirs, and other water storage facilities. Over the: years, Texas voters and the Texas
' Legislature have approved additional bond issues and State appropriations for the program and expanded its
functionai scope. In 1971, voters authorized a bond issue to capitalize a Texas Water Quality Enhancement Account
within the TWDE for the express purpose of supporting wastewater treatment. Between 19'71 and 1988, the State
authorized 316 Water Quality Enhancement loans, totaling about $173 million.

The TWDF offers loans for both wastewater treatment projects and water supply projects. Eligible borrowers
include all political subdivisions as well as nonprofit water supply corporations.? To be considered for a wastewater
treatment loan, the borrower must meet either of two conditions: 1) qualify as a “hardship case,” with a low credit
rating that preciudes borrowing or issuing bonds on the open market: or 2) present a project that is regional in nature.
To be considered for a water supply loan, a borrower must meet either of the two conditions noted above, or else
submit a project intended to convert from a groundwater to surface water supply system.

The lending rate is usually one-half of a percent above the cost of funds, but the managing board can establish
lending rates on a case-by-case basis if special local needs warrant. The TWDF monitors each loan carefully, seeks
legal and financial advice when necessary,? and cooperates closely with applicants. No local government has
~ defaulted on 2 loan over the program’s 30-year history.

. In1988, the Environmental Protection Agency (EPA) issued Texas a $105 million capitalization grant, which
Texas matched with an additional $21 million. Though the SRF funds reside in a separate account outside the State
treasury, the same staff administers both TWDF and SRF loans.

The federaily supported ioan program offers ioans oniy for wastewater treatment programs. Though SRF ioan
applicants do not have to meet cither of the two TWDF threshoid requirements, the SRF eligibility requirements

are stiff. All SRF loans require that the State provide matching funds equal to or greater than 20 percent of the
mmhmmmlnnddmmmedmnmm‘m(hrﬂmSRqustbemnmsmmwnhsmmﬁedClmWam

Aarqmmm,andﬂnSmmmembhshmEPA«ppmvedSmmvmmnlmwmgmm Before using
SRF funds for any allowable discretionary projects, the State must address«projects identified under the National
Municipal Policy of the Clean Water Act* A final distinction between the two programs is that TWDF loan
additional loans to local governments, the TWDF is not a true revolving fund. Notwithstanding these differences,
Texas’ experience with a loan program has allowed the State to adjust quickly to the SRF.

IMMM'lo-lmubmdmnWilli-ncnhmetuL.?thdpmaudSmkmMugFundx:AnAnaIymdm 1986
Tax Reform Act, Report From the Government Finance Rescarch Center to the U.S. Environmental Protection Agency (Washington, DC:
Government Finance Officers Association, Mar. 10, 1989); and Kevin Ward, Texas Water Development Boerd, personal communication, Aug.

2 oans to political subdivisions may be financed with tax-exempt bonds, but loans to nonprofit corporations are funded with taxable

3Eveiyn Shields, Funding Environmensal Programs: As Examination of Alsernatives (Washington, DC: National Governors’ Association,
1989), p. 10.

4william Kramer, chief, Policy and Analysis Branch, Office of Municipal Pollution Control, U.S. Environmental Protection Agency,
personal communication, Nov. 27, 1989.

earmarked taxes .47 (Box 3-D describes the Texas
Loan Program.)

State Revolving Loan Funds

EPA modeled the SRF program after existing
State programs, and under EPA guidelines, States
must add a matching 20 percent share to the Federal

grant and enforce current EPA project regulations.
The SRF can make loans to communities at or below
market interest rates for 10 to 20 years. Loans can be
used to finance new projects, refinance ongoing
projects, or to “leverage” or guarantee other bonds.
In effect, local districts borrow from a State agency
that is responsible for managing the SRF, and the

47U.S. Environmental protection Agency, State

Programs for Wastewater p.
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Figure 3-6—How a State Revolving Loan Fund (SRAF) Works

EPA grants the money to a State,which
must assure compliance with Federal
regulations. The State provides a 20%
match, and the total amount makes up a
State Revolving Fund. Communities borrow
from the Fund and repay the amount with
interest.

SOURCE: Office of Technology Assessmant, 1990.

loan repayment stream feeds a self-sustaining loanthe University of Tennessee. Several States plan tt
fund (see figure 3-6). leverage the capital grants to multiply the effective-

- ness of the Federal funds—New York, for example,
In early 1990, 42 States and Fuerta Rico hadplans to use its capital grant to secure bonds Sp ti
EPA-funded SRF projects under weyhe Federal five times the amount of the capitalization
grants total $1.4 billion, and individual State grants P '
range from $188 million in Texas to $4.6 million in The success of the SRF program from the State
Vermont and South DakotdJtah was the first  and local perspective depends on several factors
State to begin construction of an SRF-financed Chief among them are: Federal funding levels
project; administrators credit the fast start to experi- through 1994, successful financial management o
ence gained managing the State-based programthe program by the State, and State support of loca
begun in 1984. In 1988, Tennessee awarded $8.3rojects. Currently, Federal funds are authorized to
million, including a $2 million State match, to six provide $1.2 billion for capitalization grants in each
community water pollution control projects on the of 1989 and 1990, and $2.4 billion for 1991,50 with
State’s project priority list. Interest rates vary amounts beginning to decrease in 1992, and falling
according to an ability-to-pay index developed by to zero after 1994. Actual 1989 appropriations were

48,5, Environmental Proection Agency, Office of Municipal Pollution Control SRF Updaze p.
“Thid., pp.
The of Cities reports that billion would provide less than 25 percent of State and local cmestingfthe Clean Water Act

mandales,
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$941 million,” however; and States worry that in
future years appropriated funds will also be lower
than authorized levels.

States face three important financial/institutional
issues related to SRFs. The first, is the required 20
percent match. In most cases, these funds are raised
from genera obligation bonds and/or genera appro-
priations, depending on the State fiscal philosophy.

Second, State SRF officials are managing com-
plex programs that require a high level of legal and
financial expertise. Loan structuring, portfolio man-
agement, and compliance with Federal and State
statutes demand sophisticated knowledge of local
and national conditions and capital markets. The
transition to aloan program will be unwelcome and
difficult for many communities, and they will need
more State help, particularly in establishing higher
rate structures to cover full project costs and ensure
loan repayment. For some poor communities, raising
rates to permit conventional loan repayments will be
impossible, and State officials will be called on to
develop alternative financing plans. EPA funds
available to States for program planning and admin-
istration are being drastically cut, handicapping
those that need the funds for management staff and
technical assistance.”

Third, States face the challenge of how and where
to raise the additional capital to finance projects and
meet Federal regulations--only some of which
pertain directly to the objectives of the program. As
one State wastewater prqgram manager commented:
* . having this many regulations is pretty hard for
local jurisdictions to stomach for aLOAN—and the
Feds just added a new regulation on maintaining a
drug-free work environment."* Utah SRF officias
estimate that Federal contract conditions stipulating
environmental reviews, wage rates, and access for
the handicapped will increase local project costs by
approximately 20 percent™and are compensating
local districts by reducing interest rates 3 points.

Costs are a problem now even with Federal support;
difficulties will intensify when Federal funding ends
in 1994. In most States, the SRF programs are not
expected to meet al the financing needs, and EPA
estimates that 20 States will face a combined
financing burden of nearly $57 billion.” Moreover,
operating costs are expected to increase rapidly as
more complex treatment processes are introduced,
requiring higher user fees and ultimately making
capital financing more difficult. Finaly, State offi-
cias can buffer the Federal/local tensions arising
from unanticipated changes in Federa regulations,
which often hamper local program management and
financing.

State Bond Banks

Vermont established the first State-sponsored
bond bank in 1970, and at |east 10 States have since
followed suit: Alaska, Illinois, Kentucky, Maine,
Michigan, New Hampshire, New Jersey, Nevada,
North Dakota, and Oregon. Such banks reduce
interest costs to local communities by pooling a
number of small, local issues into one large, more
easily marketable bond. State bond banks offer the
greatest local savings when the State guarantees the
consolidated bond issue with a reserve fund sup-
ported by the State general fund.” Furthermore,
having a group of communities participate in the
bond issue spreads the risk and lessens the chance of
default, thus lowering interest costs. Underwriting
costs are lower because of the larger issue and
superior credit rating of the State bond bank,” and
small town officials, inexperienced in finance,
benefit from the expertise of State bond bank
specialists.

Other Bond Financing

Bonds are the primary source of State matching
funds for EPA SRFs, and now finance more con-
struction of environmental facilities than Federal
grants. During the 1980s, municipal bonds raised an

51Don C. Nichus, environmental planner, Office 0f Municipal Pollution Control, U.S. Environmental Protection Agency, personal communication,

k. 11, 1989,

S2National Academy of PUDIiC Administration, Financing Strong Sease \Water

Proceedings Of a National Workshop, Mar.

20-21, 1989 (Washington, DC: Us. Eavironmental Protection Agency, Office Of Water, August 1

$3Craig, Op. Cit., foomote 44, Mar. 9, 1989.

$4U.S. Environmental Protection Agency, Office Of Municipa Pollution Control, SRF
(Washington,

35Apogee Research, Inc., The Cost of Environmental

m press).
S6Chambers Associates, [NC., Op. Cit., foomote 40, p. [I-11.
5TThe National Conference Of State Legislatures, Capital Budgeting

1988), p. 2
U.S. Environmental Protection Agency, Office of the Comptroller,

Finance (Denver, CO: 1987), p. 101.
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This debris deposited by storm water illustrates why new
environmental standards will require control of overflow
resulting from storms.

average $3.8 billion per year in capital for wastewa-
ter projects alone.”

However, projections of future needs are daunt-
ing. EPA estimatesthat if future capital require-
ments for wastewater and water supply facilities are
financed entirely with new bonds, municipalities
will have to double the environmental public works
debt they currently issue—from $4.5 to $9 hillion a
year.” Based on data from 1977 through 1985, this
level of increase is not unusual. However, capital
requirements for environmental programs compete
with other public investment needs, and the limited
ability of some small jurisdictionsto issue new debt
poses other problems. EPA estimates nearly 7,000
cities and towns, or 26 percent of al communities
with populations under 2,500, could have difficultg
meeting the fiscal standards for new bond issues.

Despite the complexities of debt financing, nu-
merous States have established environmental pro-
grams financed by State bond issues to assist local
jurisdictions. Cdlifornia's Clean Water Bond Fund is
authorized to issue up to $323 million in general
obligation bonds to finance water treatment, recla-
mation, and conservation projects. The Illinois
Anti-Pollution Bond Fund, established in 1970 with
a $750 million bond authorization, funds wastewater

facilities that would normally not be eligible for
Federa aid. Maine has a Small Projects Community
Assistance Program to finance wastewater projects
that can be constructed for under $100,000; it is
funded by a 1987$1 million bond issue. The State
aso sold $198 million in industria development
bondsin 1983 to capitalize the Finance Authority of
Maine, which supports local pollution control and
water supply system construction. Maryland sup-
ports a loan program to improve Chesapeake Bay
water quality with a $25.4 million general obligation
bond. West Virginia funds a solid waste disposal site
program with revenue bonds, while Wisconsin
provides financing for wastewater treatment facili-
ties with $100 million in bonds and annual support
from the general fund.®

A few States have financed major environmental
programs through general appropriations, and some
have used appropriations for the State share of initial
SRF capitalization. To cite some examples. Massa-
chusetts appropriated $750 million to assume the
local share of EPA construction grants for wastewa-
ter facilities in 1985. In 1986, the Georgia Legisla
ture appropriated $21 million for financing the State
revolving loan program. Wisconsin added $63
million from the general fund in 1987 to support
local wastewater treatment facilities, and Minnesota
supported its Solid Waste Processing Facilities
Capital Assistance Program with $20.2 million
appropriated by the legidature between 1980 and
1988.

Earmarked Taxes

Although many States dedicate fuel taxes to
transportation, it is unusual for a State to dedicate tax
revenues to environmental programs. In 1985, the
Washington State Legislature established the Cen-
tennial Clean Water Program and dedicated an
8-cent per-pack tax increase on cigarettes to finance
it, based on the relative popularity of “vice” taxes.
Since the first grants were made in 1987,$36 million
has been paid out of the fund to 120 recipients. The
program can accumulate funds and need not spend
al that is raised annually; an “insurance” provision

38Apogee Rescarch, Loc., op. Cit., footnote 55.
59Tbid.

80.S. Environmental protection Agency, Office of Policy, Planning, and Evaluation,

DC: September 1938), p. 2-15.
61Busson and Hackett, Op. Cit., foomote 13, pp. C-19.

Business  Agriculuwre (\Washington,
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ensures that any shortfall in revenue is covered by
general fund appropriations. Minnesota's 4-cent
per-pack tax on cigarettes brings in approximately
$16 million each year. Maryland levies a tax on boat
sales, yielding $14 million annually, which is
dedicated to the State’s Clean Water Program,”and
Missouri dedicates 0.1 percent of its State sales tax
to water programs.

State-imposed fees raise only 8 percent of State
outlays for environmental programs, although their
use has increased as States ook for politically
acceptable supplements to general revenue sources.
Because State responsibility for environmental serv-
ices is primarily administrative and regulatory, State
fees are applied to permit reviews and facility
inspections, and charges are levied for emission of
pollutants. Revenues are used for operating and
administrative costs.

Public-Private Partnerships

Privatization of solid waste recovery facilities has
been successful in some communities, and based on
this experience, States see public-private ventures as
an option for other types of environmental projects.
However, Federal Tax Code changes have made
some private-public projects more expensive be-
cause of restrictions on the use of tax-exempt bonds,
and the repeal of tax credits and provisions alowing
rapid asset depreciation (see chapter 2).

States encourage private investment by loosening
existing State statutes and by not enacting additional
barriers. Some States are currently adopting compre-
hensive statutes, which include granting local gov-
ernments the right to enter into long-term service
contracts with a private entity and to sell or lease
facilities to private interests. Privatization is encour-
aged if the State acts to exempt public-private
ventures in the environmental area from being
classified and regulated as public utilities. At least
four States (Alabama, Arkansas, Kentucky, and
Minnesota) exempt public-private ventures from
some or all local taxes.”

The New Jersey Wastewater and Water Supply
Privatization Acts enacted in 1985 are among the

most comprehensive privatization statutes. The Acts
establish procedures through which local govern-
ments may contract with private entities for up to 40
years for financing, design, construction, and opera-
tion or management of wastewater or water supply
systems.

MULTIPURPOSE STATE
L OAN PROGRAMS

Throughout the United States, capital financing
for transportation and environmental public works is
usually provided categoricaly, with each public
works function having its separate financing mecha-
nisms. This approach gives each sector autonomy to
finance its own improvements, but it complicates the
coordinated capital infrastructure planning and bud-
geting important for economic development and
environmental protection. Several States have estab-
lished multifunctional infrastructure financing pro-
grams to promote economic development; in gen-
eral, these are small programs oriented toward
depressed areas. For example, Kentucky has insti-
tuted a $20 million Infrastructure Revolving Loan
Fund with subsidized interest rates for local commu-
nities. Colorado set up a Local Government Impact
Assistance Fund financed by mineral severance
taxes in 1977 to help local communities cope with
rapid expansion.” Since 1986, California has made
loans or grants to rural counties for roads and water
supply systems from the Rural Economic Develop-
ment Fund.” Wyoming has one of the oldest
multipurpose loan funds and Washington State has
one of the newest (see boxes 3-E and 3-F).

STATE MANAGEMENT AND
PLANNING

During the last 20 years, State governments
generally have assumed more responsibilities re-
lated to public works, adopted modern management
techniques and technologies, diversified their reve-
nue bases, and upgraded their professional staffs.
States are increasingly adroit at dealing in the
international credit markets and in utilizing new
financing techniques. Of particular interest are
improvements in fiscal management and capital
budgeting and planning. Thirty-six States now

@National Governors' Association, 0. Cit., footnote 45, p. S4.
$3Chambers A ssociates, Inc., op. cit., footnote40, p. 1V-15.
S4Ledebur et al, Op. Cit., foonote 7, . 61.

Ibid., p. 62.
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Box 3-E—The Wyoming Joint Powers Act Loan Program’

The Wyoming Joint Powers Act (JPA) loan program? is a striking example of how the geography,
financial and natural resources, and political climate of an individual State can foster a unique program.
Wyoming’s loan program provides funding for a broad range of public works: water and sewer projects,
transportation projects (including airports), solid waste facilities, and even housing, hospitals, energy
facilities, and schools. No priorities are set among these categories, and both existing facilities and
newly proposed facilities are eligible for loans. The application process is simple, and the barriers to
acceptance are few.

The main impetus for creating the JPA loan program was concern over the boom and bust energy
cycles that characterize Wyoming's natural resource-based economy. Wyoming’s dependence on
natiral racanresc alen influancad the nmoram’s methad of (‘_ﬂﬂim]ilﬂﬁﬂll With no State income tax g_mj
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a sparse population, Wyoming relies heavily on carmarked funds established with current,
resource-based revenues. JPA loans are backed primarily by the State Mineral Trust Fund, which is
funded by mineral royalties and the State severance tax. The Wyoming Farm Loan Board, comprised
of five members including the Governor, the State Treasurer, and the State Auditor, administers the
loans. '

JPA interest rates, which can range from 6 to 12 percent and are currently at 8.5 percent, are a big
break for very small rural jurisdictions, which could never have access to such low rates on the open
market. Loans are secured by pledges from the local jurisdictions to charge facility users adequate fees
to cover costs. If higher fees are not initially affordable for users, the State provides interim aid to ease
the transition. Since 1974, the Wyoming Farm Loan Board has awarded 266 JPA loans totaling more
than $127 million; 54 percent of the funds have gone to water and sewer projects, 10 percent to
transportation, and the remaining 36 percent to medical, educational, energy, and solid waste facilities.

As of 1988, virtually every jurisdiction applying had been awarded a loan. Program staff works
closely with the applicants to counsel them on the most prudent application strategies, and local
jurisdictions recognize the importance of cooperation in tapping a finite fund.

The wide availability of the loans has helped avoid arguments over targeting and distribution. The
relative harmony between the legislative and executive branches is notable, especially since project
selection is largely an executive branch undertaking. Relations between the two branches are eased
because the program is funded with earmarked revenues, freeing the legislature from annual budget
discussions._Second, the local jurisdictions are generally happy with the program, which pleases
legislators. Last, the Farm Loan Board office makes an effort to be as accessible as possible in
administering the program. One observer reports that: “. . . legislative oversight over executive branch

Remam iR lilp WA Pt Vo o LSl VLl IEPIS B2

actions is less important—and less stringent—in a State where an individual farmer seeking a loan can

expect to discuss it directly with the governor, as is common with the Farm Board Loans.”?

The legislature may take a more active oversight role in the loan allocation process if—or
when—competition for the loans heats up, and the $100 million loan ceiling is approached. More
competition seems likely, since the number of applications is steadily growing because of increasing
public works needs, greater awareness of the program, and the fact that social service programs are
requiring more of the State budget.

IMaterial on the Wyoming loan program is based on Sophie M. Korczyk, “State Finance for Local Public Works: Four
Case Studies,” OTA contractor report, Dec. 19, 1988.

2The loan program is called a “‘joint powers” program because it allows local jurisdictions to cooperaie in applying for a
loan for a jointly used facility. Most applications, however, are made by single jurisdictions.

3Richard Miller, director, Wyoming Legislative Service Office, quoted in Korezyk, op. cit., footnote 1, p. 47.
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L M&F—Wmmm Works Trust Fund'

: ThsthnmSmeWorhMM(PWTF)mamanmpleofammﬂﬂmmnmpou
inﬁmumem?omkmphmmmmfmm comprehenﬂveplmﬂng,mdauomm
according to ability to pay as well as severity of need.
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serious gaps in the State’s management of infrastructure. Capital spending for public works was at its lowest in 20
years and was expected to continue declining, while projected needs would require at least a 250 percent spending
increase. These findings prompted the legislane to. direct what is now the Washington State Department of

- Community Development (DCD) to prepare a plan for replacing and repairing local public works holdings.
As required by its mandate, DCD surveyed over 600 local jurisdictions about their needs and available
mmncnmmmmwmmmﬁmmmmmwmmmymss
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to finance, manage, and administer the loans. DCD’s subsequent report, Financing Public Works: Strategies for
Increasing Public Investment, provided the design for the Public Works Trust Fund.
 Washington: State’s strongly populist and activist tradition and cooperation between the legislative and

executive branches contributed to the success in establishing the program. The legisiature and DCD made a point
of reaching out to localities; inclidiing them in the design process, and linking the program directly to local needs
and resources. Though the PWTF stemmed from a legislative initiative, the legislature and the executive branch
wmmmmm&MMwmmxmmWMmmeﬁmNm.
o involve all interested parties,. . Py
. maintain good communication;

e address common concerns, and

Omhmwmgoah

DCDmnvamaﬂthmnmmcmmandmal mrmdxmcmmmlvforlow-mmst )
(1 m3permt)hlmdnwnfmnthcm The PWTF draws its funds from three sources: water, sewer, and
garbage collection taxes; a portion of the real estate excise tax; and ultimately, loan repayments. A 13-member
;1,WMWMMMWMW¢WMMGM the Association of
. Washington Counties, and associations of water, public utility, and sewer districts nominate elected officials and
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L 19, 1988, ARy
prepare long-range capital plans as a basis for annual lack of such planning and coordination. Although
or biennial budget decisions.” land use and public works decisions are generally
made at the local level, States can be important
Planning Land Use players.
The coordination of public works functions with State policies on land use and public works

land use development policies can promote effi- planning vary widely, influenced by the political
ciency and maximize the benefits of investment. The climate, the intensity of growth and environmental
low-density sprawl and traffic congestion that typify pressures, the State economy, and available re-
so many metropolitan regions mark the widespread sources. At one extreme, Idaho takes a minimalist

6National Conference 0f State Legislatures, Capitai and The November p. 24.
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The board passes its annual project recommendations on to the State legislature. After approving a project list
based on the board’s list of priorities, the legislature passes an appropriation from the Public Works Assistance
Account to cover the cost of the loans granted. The Governor then signs the appropriation into law.

An important goal in the design of the PWTF was to discourage localities from deferring maintenance and
repair, a side-effect of traditional grant allocation systems, which dole money out to the neediest localities. The
PWTF program calls for the Public Works Board to base less than one-half (40 percent) of a locality’s score on

needs and a £fi1ll &N narrent af the conre an tha mricdistian’e damanctratad cammitmaeant to heln itcelf The hnard
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evaluates local effort by reviewing the jurisdiction’s maintenance strategy, the percentage of local funds dedicated
to public works, and the overall system of financial management. Since 1986, the PWTF has provided 194 loans
totaling $100 million. Local jurisdictions have matched this amount with about $128 million in local funds for the
completion of the projects.

In addition to proving its own commitment, a local government must meet two other requirements before it
can be considered for a loan. First, the locality must levy at least a 0.25 percent real estate excise tax earmarked for
infrastructure spending. Second, it must develop its own Capital Improvement Plan (CIP) for the specific
infrastructure category (i.e., roads, bridges, water systems, storm sewers, and sanitary sewers) for which the loan
is being sought? In the 1991 loan cycle, eligibility requirements will tighten further. DCD will require a
comprehensive CIP covering all of the five categories of infrastructure for which loans are offered, rather than the
current single category-specific CIP.

The legislature and DCD understood that strict requirements for local effort could bias the selection process

in favor of larm-r and better finded jurisdictions. In the nrogram’s earlv years, DCD addresced this issue hv

in favor of better funded jurisdictior the program’s early DCD addressed this issue
interpreting and enforcing apphauon requirements liberally. More reocntly. howcver, DCD has placed stronger
emphasis on local planning by beefing up the requirements to inciude the iong-range local comprehensive CIP. To
compensate for the potential bias problems posed by tighter requirements, DCD now offers zero-interest loans of
up to $15,000 for the development of local long-range CIPs. If the no-interest loans are the “carrot” for the small
jurisdictions, the “stick” is that without comprehensive CIPs, not even small jurisdictions will be able to apply for

regular PWTF construction grants after 1991.

To prevent political and geographic considerations from skewing allocation decisions, the legislature and DCD
designed a data-driven and rational selection process. First, loans are available only to projects intended to address
existing needs; the ftmds may not be used for growth-relatzd pro)ects Such targeung allows the Pubhc Works Board
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muted by the stipulation that in reviewing the Public Works Board’s list, the legislature may delete projects, but
not add any.
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approach toward the State’ srolein land use and
infrastructure planning. It has no State planning
office and provides no support for regional or local
comprehensive planning, reflecting a distaste for
intervention in local affairs and the State’s flagging
economy. Both State and local resources are so
limited that planning is not a major issue; what State
planning there is, is done on a departmental basis.”

On the other hand, a few States, especially those
with sustained growth, have taken steps to coordi-
nate regiona land use policies and infrastructure

development. Tennessee has had a State Office of
Planning and legislation that permits regional plan-
ning agencies since 1935. Currently, the State is
divided into nine regiona development districts,
which are responsible for data collection, land use
and facility planning, air and water quality, and for
fostering regional planning among counties and
cities. However, the impact of regional planning is
limited. Although coordination has improved in the
development of regional sewer and water facilities,
the development districts are not designated by the

67Campbell Associates, “Regional Planning,” OTA contractor report, June 1989, A-5.
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Figure 3-7--Growth In Florida, 1970-87 TECHNICAL ASSISTANCE
PROGRAMS
R State technical assistanceprograms, such as
circuit riders described earlier, can bolster locz:

N

managerial and technical knowledge at modest co:
and are especially valuable in States with trouble
economies and in those with small, isolated jurisdic

1970 1987 1970 1887 . .
Population / Civillan “\Sf," torce tions. As the mayor of a small town put it:". . . one
{Millions} (Millicps) of our bigger problems is that we don’t know where

\ to turn to for expertise, for help. [And if we do hire

\ a private consultant] we have no one that tells t
whether this person is doing the best job for us, or
they are doing what will make them the best fee."
Helping local officials spend public works funds
wisely can be as important as procuring the funds

1970 1987
State general expenditures
in unadjusted dollars

(Billions) . . .
Technical assistance services range from stal

wide databanks to financing and technology work

shops. Three State assistance programs examined

R o aiogy Asssesment, 1900. Dased on Buresu of OTR use their land grant uni\eergsities to suppor
local managerial and technological capabilities
However, each program is unique, reflecting it
State’s distinctive geographic, demographic, an
financial conditions. New Mexico’s program fo-
uses primarily on mobilizing expertise within the
niversity of New Mexico’'s Engineering Research
Institute to develop local officials’ managerial and
technical skills (see box 3-H). Designers of the

State as thefficial metropolitan transportation
planning agencies, and they have only minor roles in
transportation planning. Moreover, regional plan-
ning in Tennessee, as in many other States, suffer
from competition among agencies because planning
functions and enforcement authority are scattered

among numerous State, metropolitan, and IocalNebraska and Oklahoma assistance programs, on t

agencies. other hand, placed special emphasis on cultivatin
For the last decade, Florida has been a nationaprivate sector participation in administering the
leader in promoting regional growth management local programs as well as using the programs to sp
policies to link land use and infrastructure develop- private sector investment.
ment. Faced with rapid population growth (see
figure 3-7) and inadequate roads and sewer and Nebraska’'s Center for Infrastructure Researc
water systems, Florida requires planning and devel-was established in 1988 at the University of Ne
opment reviews at the State, regional, and localbraska’s College of Engineering and Technology
levels. While the State has established a strongspecifically to forge an alliance between technolog?
institutional framework for State and regional plan- producers and technology users. Consequently, t
ning (see box 3-G), it does not play a large role in center places a high priority on transferring ace
financing local public works. In contrast, New demic research results to industry and local goverr
Jersey’s State transportation and environmentalment in the fields of solid waste management, bridg
financing programs (see box 3-B earlier in this and road maintenance, and construction material
chapter) were designed to support its efforts to link Program officials describe their research efforts a
regional capital improvements for infrastructure “market-driven”;”they focus their studies on com-
with land development. munity needs by consulting with local officials and

Mary Simone, mayor. Rocksprings, TX, in US. Congress, Office Of Technology Assessment,  “Transcript Of Proceedings—Suie and | AlCal
Infrastructure Management and Financing Workshop,” utpublished typescript. July
®Martha  Gilliland, director, Nebraska Center fOr Infrastructure Research, personal communication, February 1959
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private sector representatives before determining the
research agenda.”

The Oklahoma Infrastructure Institute, estab-
lished in 1988, is administered jointly by the
University of Oklahoma and Oklahoma State Uni-
versity. Oklahoma was hard hit by the mid-1980s oil
price fal, and the Institute’ s objectives have been
shaped largely by the State's distressed economy.
Program officials hope that improving Oklahoma's
infrastructure will rejuvenate depressed areas by
attracting new business. Preliminary program litera-
ture states that “. . . all aspects of infrastructure
planning, financing, construction, rehabilitation,
and management will be critical for achieving State
economic development goals.”"

FINDINGS AND CONCLUSIONS

States coping most effectively with infrastructure
financing issues and Federal requirements are those
that have both the fiscal capacity and political will
to raise capital from public and private sources and
an available pool of technical and financial know-
how. However, some States must struggle just to
provide current levels of environmental and trans-
portation services; they do not have the financia
capability to satisfy local and Federal demands for
improvements. Five factors determine a State's
ability to plan and pay for needed infrastructure
improvements.

Thefirst is the strength and balance of the State
economic base, of paramount importance in deter-
mining its ability to raise both public and private
funds. New England and the Mideast States have had
strong economies in recent years, enabling them to
raise State and local revenues and to offer attractive
opportunities for private investment. States that lack
a strong economic base, like West Virginia, or are
dependent on one resource, like Louisiana, have a
very hard time raising both public and private
investment funds. In addition, poor jurisdictions
within such States cannot afford to pay for engineer-
ing, planning, and financial expertise.

The second is the rate of population growth, a
double-edged sword for many States-on the one
hand, it generates heightened demand for services,
while on the other, it provides a broader tax base.

Growing States and communities are able to make
significant demands on private developers for infra-
structure investment-a practical impossibility in
nongrowth areas where the real estate market is
weak, and private investors see little opportunity to
recoup an investment in infrastructure.

The combination of population size and density is
athird and pivotal factor in determining how well
States can raise additional revenues. Low-
population, low-density States have greater diffi-
culty financing public programs. The tax baseis
limited compared to the scale of needed invest-
ments; their menu of revenue sources is usualy
small; and they lack staff with specialized expertise,
forcing them to rely, if they can afford it, on outside
consultants. OTA finds that those States most
vulnerable to cutsin Federal transportation and
environmental grantsand in need of accessto
technical and financial expertise are large, rural
Western States, such as North Dakota, South
Dakota, and Montana; States with poor economic
bases such as Alabama, Mississippi, and
Louisiana; and States like New Mexico and
Alaska, with large areas of federally owned land
or dependent on the volatile extractive industry
(see chapter 2, figure 2-7). Although these States
contain less than 11 percent of the Nation’s popula-
tion, their problems are pressing, and many Federal
programs provide little effective special assistance.
For example, current Federal programs do not
give special recognition to the needs of States with
low fiscal capacities who are willing to tax
themselves, nor take cognizance of States with
substantial fiscal capabilities but low tax effort
(see figure 3-3 earlier in this chapter).

The land area or specia topographic characteris-
tics of a State or county-which determine the need
for bridges, viaducts, or tunnels, for example—
comprise the fourth important variable, especially
when considering funding for roads and bridge
improvements. Although this factor is taken into
consideration in allocating Federal highway aid, the
formula does not compensate for it.

Finally, the State political environment includes
factors that can override physical and economic
variables; spending and debt limits imposed by
voters can hobble the ability of an economically

TUniversity Of Nebraska-Lincdn, Summary
1989).

71Mark Meo, Draft Discussion

Workshop

Infrastructure Insntute

(Lincoln, NE: January

OK: University Of Oklahoma, May 1988),
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- Box 3-G—F lorida Emphasizes Planning

: Fhkhywsbymmof%mmdemsuchday The State is in the midst of a political and financial
struggle over growth management after enacting one of the Nation’s strongest land development regulatory
programs and taking a stand in favor of comprehensive planning. Although State and locat officials are having
problems finding the funds to implement the new planning and public works requirements, Florida's program can
be instructive to other States that are considering a stronger role in growth management.

The State’s role in planning began in 1975 with passage of the Local Government Comprehensive Planning
Act, which required all local governments to prepare, adopt, and implement local comprehensive plans that included
transportation and environmental public works. The initial results of the act were disappointing; most local plans

onmtainad m{y "taglg smsqls and wlgm w}\cnk made h-npmwmhvm" ﬂu:fﬁum:lt. In 1 982’ a SMM thdy Cc:rurrum
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identified the absence of strong State and regional planning as a major reason the local plans were ineffective and
recommended overhauling the 1975 legisation.’

Convinced of the need for strong State and local controls, the legislature adopted the Local Government
Comprehensive Planning and Land Development Regulation Act of 1985. The _ provision is the
requirement that each of the State’s 67 counties, in conjunction with their respective cities, submit a comprehensive
5-year development plan to the State Department of Community Affairs (DCA) for approval. The plans must
conform to State comprehensive and re%lonal plans and must spell out in detail what e(tjype's of development are
alowed and where, and where public works systems will go and how they will be financed. Each district must adopt
amulti-year capital improvement program and an annua _(goltal improvement budget. The teeth in the legidlation
is the “concurrency” requirement stipulating that a specified service level for highways, sewers, and other public
facilities must be available at the time of the impact accompanying any new development. Within a year after plan
adoption, alocal government may not issue a development permit that will result in a reduction in the level of service
for any facility identified in the plan.’In effect, the State is requiring local governments to provide services
according to a comprehensive plan that is tied to a capital improvement budget. Twice a year, local districts may
consider S%omprehensve plan amendments. The penalty for noncompliance Is a cut off of State funds, primarily
revenue sharing.

DCA began reviewing the mandated local plans in July 1988. Of the 201 plans received, 56 have been approved
and another 18 are close to approval.’It is too soon to tell'what will occur when local governments begin to carry
out the plans. Some builders, particularly upset with the concurrency regulations, claim all development will be
stymied unless local standards are lowered or the State substantially ‘increases funding for public works.

Although local and State officials agree on the need for comprehensive planning, local governments want the
State to take a bi %ger and more responsible role in financing needed public works, estimated to cost as much as $1.6
billion annually through the year 2000. The State has resisted local pleas for an increase in the State gas tax rate.
Local governments frequently have not included transportation projects, funded by the State Department of
Transportation (DOT), in their local comprehensive plans because the funding schedule for the projects has been
unpredictable. ‘To remedy this, 1989 legislation enables local governments to count on State funding for the first
3 years of DOT's 5-year plan. The legisiature has also given local governments authority to levy a|-cent local sales
tax dedicated to :infrastructure and a [-cent local gas tax for roads, athough both levies are subject to local referenda,
which makes them unpopular with elected officials. Nine counties have passed the sales tax and 13 have defeated
it; prospects for passage are improving in some large urban counties. The State is encouraging local governments
to make greater use of impact fees on developers.

1Dasiel W. O’Counell, “Local Government Comprebensive P12NNING and Land Development Regulation Act” Florida Environmental
and Urban Issues, V0l. 13, No. 1, October 19S5, p. 4.

2State of Florida, “Senate Staff Analysis and Economit | mpact Statement,” accompanying Senate Bill 2A, June 3, 1989, p. 1.
Michael Richardson, |egidlative director, Florida staie Department of Community Affairs, personal communication, Oct. 6, 1989.

4Sate Of Florida, OP. Cit., foomote 2, D. 4.

strong State to finance infrastructure improvements.
States with laws that permit districtsto pursue a
variety of financial strategies tend to manage better.
OTA finds that despite strict spending limitsin
some States, votersin many States have sup-
ported the use of general or dedicated revenues
for well-defined transportation or environmental
programs to address specific priorities. Success-
ful efforts to raise fuel taxes or establish State
bond banks are products of strong political
leader ship and commitment and the willingness
of a State's votersto pay for public services.

The expanding needs of social programs, such as
education, health care, and criminal justice, for

genera revenues and debt financing are forcing most
States to finance public works capital from benefit
charges (e.g., user fees and specia assessments) and
to make local projects self-sufficient through loan
program rather than grants. Currently, transporta-
tion is funded substantially from user charges, and
environmental programs increasingly from debt
backed by user fees. Greater use of benefit charges
reflects a shift in attitude toward who should pay for
public services; when there were fewer demands on
government, broad-based taxes were able to carry
most of the burden. The current trend is for State
governments to rely more heavily on benefit charges
for pay-as-you-go spending and to back revenue
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Box 3-H—The New Mexico Infrastructure Development Assistance Program'

The New Mexico Infrastructure Development Assistance Program (IDAP), created by the New Mexico State
Legislature in 1988, provides technical assistance, training, and technology development to communities around
the sparsely populated State. The State’s smaller cities and counties are often strapped for technical know-how.2

IDAP was built from the bottom up. The Local Government Division of New Mexico’s Department of Finance
and Administration contracted with the University of New Mexico’s Engineering Research Institute to survey
assistance needs of the State’s 99 cities and 32 counties. With the information collected, the Engineering Research
Institute drafted the IDAP Plan, a 5-year assistance program, to be updated annually. The plan identifies strategies
for improving local governments’ abilities to develop, operate; manage; and maintain a range of public works
infrastructure, including roads; bridges; public buildings; water supply systems; wastewater, solid waste, and
hmdwswmfamhues.mpum.anddecmcaxﬂgasunhmﬁquaﬂymp«mt,nmmstohclpcomumnes
deveiop the ability to impiement their own financing mechanisms in the face of dwindiing Federai aid.

program manager from the University's Engineering Research Institute and advised
by an Infrastructure Council made up of volunteer ves from both public and private sector organizations.
Bycouplingpublicand[xivatetahnt.lDAPptovidsdn'eebasictypesofmices:edncaﬁonandmininginpublic
works management, outreach programs for information-sharing (including some Limited field assistance), and
technology transfer and development. New Mexico’s State university system, State and local public agencies, and

In addition to fostering better

and $150,000 in 1989.

communities come to realize the benefits of good

: . f,

"hMaserial o the Now Mexico Infrassructure Development

Buress of the Census.

professionals from the private sector share the responsibility for providing these services.
managerial capability, mmmtseﬁmum&mgimm! planning

organizations throughout New Mexico to ensure uniformity of expertise and minimal

ﬁemmoﬂ&smmmmmem spohﬁcalmbdmsons,incostmthe&uei:mom—slooowmwss

khnbdmﬂkw@mmhn&nmmmﬂ&nﬁmwmmmm
IDAP officials hope that State legislators will authorize greater support for technical assistance as New Mexico

management.
capacity pays off, the legislature could ultimately condition eligibility for State financial assistance on good local

Institee, New AMexico Infraserucnure Assissance Program Five Year Plan: 1989-1993 (Albuquerque, NM: Unvuauy of New Mexico, 1988);
and Norman Falk. IDAP program maneger, personal commanication, Aug. 18, 1989:

%l%ﬂMMaMmlmdoﬂymmmﬂnMMMmm according to the

of effort. Because

If convinced that bolstering local managerial

m(mnuummm Engineering Research

bonds for long-term improvements. (See table 3-5
for advantages and disadvantages of financing
strategies.) OTA concludes that benefit charges
are attractive and effective strategies, because of
their revenue potential, voter acceptability, and
service management opportunities. However,
these charges have major socioeconomic trade-
offs that need further consideration, including
administrative issues, equity, and revenue relia-
bility in the case of a political backlash, an
economic downturn, or real hardship. For exam-
ple, States with low economic bases and/or small
populations have major difficulties developing suf-
ficient capital solely from user fees.

Reflecting the swing toward benefit charges, al
but three States have raised gas taxes and other
motor vehicle user charges over the last 10 years to

pay for transportation improvements. The gastax is
arelatively large revenue producer, and increases are
more acceptable to voters for supporting transporta-
tion improvements than raising general taxes. Al-
though earmarking revenues for special purposes
restricts their fiscal options if priorities change,
States find earmarking a good way to ensure a stable
revenue stream. Gas taxes and other vehicle user
charges are frequently used to finance public transit;
and a number of States use aviation-related taxes and
fees to support airport development. Some States use
gas tax revenues for nontransportation programs,
athough transportation advocates feel strongly that
these funds should be reserved for transportation.

OTA concludes that because gas taxes and
other transportation charges are politically ac-
ceptable and proven reliable revenue sour ces,
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Table 3-5-Major Infrastructure Financing Mechanisms: Advantages and Disadvantages

Advantages

Disadvantages

fund appropriation . .

General obligation bonds . . ..

Revenue bonds

State gas tax. .

Other dedicated taxes ......

State revolving

Administrative: appropriations reflect current
legislative priorities

Equity: all taxpayers contribute to capital pro-
jects

Fiscal: no debt incurred, so projects cost less
during periods of inflation

Equity: capital costs shared by current and
future users

Fiscal: bonds can raise large amounts of capital;
general obligation bonds usually carry lowest
available interest rates

Administrative: do not require voter approval
and are not subject to legislative limits

Equity: debt service paid by user fees, rather
than from general revenues

Administrative: established structure allows tax
increase without additional administrative ex-
pense

Equity:revenues are usually earmarked for
transportation, so users pay

Fiscal: revenues relatively high compared to
other user taxes

Administrative: voters prefer dedicated taxes
Fiscal: provides relatively reliable funding
source not subject to annual budgeting

funds....... Administrative: promote greater State inde-

pendence in project selection

Fiscal: debt service requirements provide incen-
lives for charging full cost for services; loans can
leverage other sources of funds; loan repay-
ments provide capital for new loans

Administrative: infrastructure must compete with
other spending priorities each year; cannot plan
long-term projects around uncertain funding
Equity: no direct link between beneficiary and who
pays, and current generation pays for capital pro-
jects that benefit future generations

Administrative: States often impose debt ceilings
and require voter approval

Fiscal: adds to tax burden, especially if interest
rates are high

Administrative: require increased reporting and re-
stricted by Tax Reform Act limitations

Fiscal: usually demand higher interest rates than
general obligation bonds

Administrative: revenue fluctuates with use of gas
Equity: fiscal burdens are not evenly distributed
between urban and rural areas

Fiscal: revenue does not rise with inflation or reflect
differences in infrastructure use that may determine
capital needs

Administrative: reduces districts ability to meet
changing needs

Fiscal: major economic downturns can reduce reve-
nues significantly

Administrative: Stales bear increased administra-
tive and financial responsibility

Equity: poor districts cannot afford loans

Fiscal: repaying loans will mean increases in user
charges or taxes

SOURCE: Office of Technology Assessment, 1890.

States are currently better able to finance trans-
portation improvements than environmental
programs. Highways, aviation, and (to some extent)
transit have dedicated revenue sources, while State
revenues earmarked for environmental programs are
unusual. Because a large share of environmental
capital currently comes from Federa grants, future
funds for environmental needs will have to come
from State general revenues, user fees, or new,
earmarked taxes, unless a new Federal programis
enacted.

States are providing local governments with
nonfinancial support, such as enabling legislation to
permit local option taxes or to facilitate public-
private ventures and other types of innovative
strategies. Some States have established comprehen-
sive planning regquirements, and others have created
bond banks to assist local districts to reduce the costs
of acquiring capital. Severa States are offering
technical assistance and help with capital budgeting,

21-667 - 90 - 4:Q 3

and others have established infrastructure research
programs.

No State has a broad-based tax or revenue base for
environmental services. However, most States have
established EPA-capitalized revolving loan pro-
grams for construction of wastewater facilities and
are working out the technical, administrative, and
institutional difficulties inherent in such a complex
financial activity. States will be hampered by
coming cuts in Federal funds to support their
administrative costs and must also accommodate the
needs of those districts too poor to afford aloan and
expand the supply of capital, both now and when
Federa grantsend in 1994,

Despite the success of several small, multipur-
pose, State infrastructure programs-Wyoming
(box 3-E) and Washington (box 3-F), for example—
it seems unlikely that States will fund and administer
transportation and environmental programs jointly
to any significant extent.. Traditional differences in
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acil ties are an effective way to ensu econsiste eve esfo eti ngcap aldeb and 0 operations and mai e ance

sources of funding and Federal/State/local nst
tutional relationships are great, creat ng road
blocks to comprehensive nfrastructure program
integration OTA s research indicates that pol
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pursu ng separate programs to support environ
mental and transportation publ ¢ works
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Chapter 4

L ocal Governments. Where the Buck Stops

If we can convince ourselves that light beer tastes better and is less filling, we ought to be able
to convince voters to support higher quality services!

Local officials and managers are on the firing line.
They face day-to-day management problems and
expenses for system operations and maintenance,
complaints about inadequate roads and crowded
arports, Federal penalties for environmental defi-
ciencies, and constituent hostility to the tax in-
creases needed to pay for resolving these problems.
According to one method of calculation, over 83,000
local government units (see table 4-1) operate in the
United States. These range from densely populated
cities and rapidly growing urban counties to tiny
towns and sparsely populated rura counties. They
include a multitude of single-purpose specia dis-
tricts, among which are the Nation’s 600 highway
districts, 356 airport authorities, 163 port authori-
ties, and numerous water supply districts.”Local
governments encompass a staggering array of sizes,
economic characteristics, and functions; in the
Chicago metropolitan area alone, over 1,200 govern-
mental units--6 counties, 113 townships, 261 mu-
nicipalities, 313 school districts, and 501 special
districts-may be found.

Officials of these local governmental bodies are
deeply committed to improving aging public works
facilities to support both essential servicesand loca
economies. To meet the relentless demands for

Table 4-1--Number and Types of Local
Governments, 1987

County . ..o 3,042
Municipal ... 19,200
Township.........o o 16,691
School district ............. ... 14,721
Special district ........0.................. 29532

Total . ......... ... .. .. . 63,166

SOURCE: U.S. Department of Commerce, Bureau of the Census, Statist-
cal Abstract of the United States, 1989 (Washington, DC: 1989),
p. 268.

better services, local officials from Weehauken to
San Jose pursue the elusive dream of adequate,
reliable, and politically acceptable financing. Find-
ing that traditional strategies for funding public
works are no longer enough, local officials are
seeking to make projects more self-supporting and
to involve the private sector. However, each commu-
nity must match its plans to its political and
economic framework-and abide by Federal regula-
tions and State laws as well. Many are making
extraordinary efforts, and some have been successful
in developing and funding programs to meet their
most pressing needs.

However, OTA did not find any jurisdictions that
claim to be doing more than staying even on meeting
public works needs. Local problems vary with the
jurisdiction’s size, age, and economic and geo-
graphic characteristics. Cities must maintain trans-
portation networks built to serve commercia and
residential areas developed years ago. As public
works facilities age, maintenance costs rise, sapping
funds that might be used for modernizing or
rehabilitating their systems. Traffic congestion and
delay are increasing frustrations for commuters and
commercial activities, and affect the quality of life
in major urban and suburban jurisdictions. Commu-
nities must also take steps to comply with new water
quality and wastewater treatment requirements; a
Qurgber still do not meet current air quality stan-

ards.

Yet to balance their budgets as required by State
laws, local governments have had to cut expendi-
tures, raise taxes, and tap a variety of aternative
sources of revenue. With most attributing their
actions to curtailments in Federa and State funds,’
52 percent of the Nation’s cities reduced capital
spending in 1987, 44 percent did so in 1988, and

1Whit Van Cott, commissioner Of water, Toledo, Ohio, in U.S. Congress, Office of Technology Assessment, ‘ “Transcr'pt of
Proceedings—Environmental Infrastructure Workshop,” unpublished transcript, Sept. 14, 1989, p. 132.
2Douglas R Ponter et al., Special Districts—A Useful Technique for Financing Infrastructure (Washington, DC: The Urban Land Institute, 1987),

pp. 4-6.
3Douglas D. Peterson, Ciry

p. ifi.
4bid., p. 19.

Conditions in 1988, Research RepOrts on America’s Cities (Washington, DC: National League of Cities, 1988)
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Figure 4-1 --Local Government Expenditures To
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regions that congestion-related words, such as bumper-
to-bumper and rush hour, have become part of the
American vocabulary.

one-third in 1989Counties also report a widening
gap between public works needs and revenues
despite efforts to increase local receipts through

SOURCE: Office of Technology Assessment, 1990, based on reformation
provided by Apoges Research, Inc.

Box 4-A details tax, spending, and debt limitation
Issues confronting local jurisdictions.

special assessments, impact fees, and public-private Lacking both financial and management re-
partnerships. sources, small districts have been particularly hare

Local officials’ public works responsibilities are
complicated by Federal and State policies beyond
their control. These include:

hit, and their fiscal resources will be further strained
by new environmental requirements. Although some
small jurisdictions are wealthy, most have low tax
bases, low per-capita incomes, and virtually nc
New environmental requirements that will in- public resources or access to private investmer
crease both local capital and operating ex- funds. Their per-unit costs for public works are often
penses (see figure 4-I). higher than those for larger districts that benefit from
Reductions in Federal support, on which local economies of scale-it costs nearly four times a:
governments had come to rely, especially much to provide 1 gallon of clean drinking water in
wastewater treatment construction grants anda community of 500 as it does in a city of 500,000,
revenue sharing funds. The cuts have beenfor exampl€.Because of their small size and

major blows to local governments; in most economic characteristics, some jurisdictions find it
cases, State support and increases in local taxedifficult-almost impossible-to borrow money in

and fees have not filled the revenue gaps. commercial credit markets. Compounding their
Requirements to fund special social programs. financing problems, small jurisdictions lack profes-
Federal tax code changes in the 1980s thatsional expertise and experience in managing public
made public works partnerships less attractive works. Officials are dependent on consultants-for
to the private sector and increased the cost ofevaluations of their systems and advice abou
borrowing. technologfical options and financing strategies, be-
State limitations on property tax increases and cause salaries In the private sector are so attractiv
borrowing. Such laws have thwarted local that few engineers enter State and local government
efforts to raise additional revenue to support (see figure 4-2). States do provide some technica

public works. and financial support (see chapter 3); however, no
$Douglas D. Peterson, Clry Fiscal Conditions in 1989, R esearch Reports 0N America’sCities (Washington DC: NationLeague of Cities, 1989),
p. V.
SApogee Research, .. Counties: Public Works | eadersWashingien, DC: National Association Counties, July 1987), p. 6.

7Apogee Reseach Inc. and Wade Miller Associates, Problems in Financing and Managing Small Public Works (Washington, DCNational Council
an Public Works Improvement, September 1987), p. Ii.
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Box 4-A—Tax, Spending, and Debt Limitations

During the 1960s and 1970s, local governments increased property taxes substantially to finance both services
and their bonding debts for public works construction. Angered by rising taxes, taxpayers in a number of States
pushed through legislation to limit local government use of the property tax. Local jurisdictions in 25 States faced

limitc hafore 1070 on the tax ratag rhpv couldi d impose on local nronertv aumners:  mare Statec had cet limite hv 1088, 1
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California’s Proposition 13 and Massachusett s Proposition 21/2 are the best known. Proposition 13 precludes local
jurisdictions from increasing property taxes for nondebt purposes and, until modified, precluded any new debt
obligations supported by property tax revenue. Proposition 2!/2 limits local property tax rate increases in cities and
towns to 21/2 percent per year until the rate reaches 21/2 percent of real estate market value. Communities with tax
rates exceeding the ceiling have to reduce their tax rates 15 percent annually until they reach the 2!/2 percent ceiling.?
(See chapter 3 for further information.)

Arizona, California, Iowa, Maryland, New Mexico, and Oregon also restrict increases in assessments, requiring
local governments to increase tax rates rather than relying on automatic revenue increases resulting from rising
property values. California, lowa, and New Mexico exert even stronger control over localities by limiting both the

taw rata and accacomant incrancac
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Local governments have successfully persuaded some States to mitigate the impact of such property tax
limitations. For example, Massachusetts increased aid to local governments by 12 percent annuaily between 1981
and 1988 as a means of compensating local governments for much of the revenue lost as a consequence of
Proposition 21/2 as well as the loss of revenue sharing.’

In addition to property tax caps, localities in a handful of States must abide by either general revenue or
expenditure limits. Maryland, Minnesota, Mississippi, and Missouri set limits on the amount of revenue that local
governments are allowed to collect from property tax and other nonproperty tax sources. Arizona and California

reint tha amannt af manaw that a inrcdician fan on inta ar A annually 4
resict the amount o1 money tiat a junsaiClion Can approprate O spenaG annuauy.

Many States impose constitutional and statutory constraints that limit the ability of local governments to issue
general obligation bonds. Although most municipalities maintain levels of indebtedness far below the imposed
limits, jurisdictions with low or declining credit ratings find that the limits figure in their discussions with credit
analysts The impact of State ceilings is less signiﬁcam when jnrisdictions have the option to choose between

.11

genera.l oouganon bonds and revenuz bonds that do not faii under State regmauons

By 1986, 42 States had imposed some type of constitutional or statutory limits on local government’s ability
to issue general obligation bonds. The typical forms of regulation are a cap on debt levels or referenda requirements.
While a few States tie debt limits to tax revenue, most tie them to a percentage of the value of a municipality’s real
property. In several States, the established debt limit can be exceeded for water and sewer construction, economic
development, or other specified purposes. A few States tie debt limits to tax revenue.

General oblication borrowing is also constrained bv interest rate limits and/or referendum requirements

Meilivi&s Uvilg&avii ULiiVvvail SUILSU QI U MRS Se 1AW LW QIR Ve dVabibitesail (g uiaaiitiass.

Interest rate lumts are not always crucial, since States frequently are w1llmg to adjust limits as needed to respond
to the credit market.? On the other hand, referendum requirements, imposed by the majority of States, can be strong
constraints on local borrowing. For example, although Virginia counties have no limits on local borrowing, voters
must approve every general obligation bond issue—a very effective restraint. California requires voters to approve

all bond issues by a two-thirds majority.

A few States have neither debt nor interest rate limits and require only a simple majority vote of elected officials
or the electorate. The per capita generai obligation debt of these States does not show a consistent pattern compared
to each other or to the national average. Willingness to borrow is thus more a reflection of State philosophy than
of restrictions incorporated in constitutions or statutes.

1Advuay Commission on Intergovernmental Relations, Significant Features of Fiscal Federalism, 1988 ed., vol. 2 (Washington, DC:
), p. 102.

2Sophie M. Korczyk, “State Finance for Local Public Works: Four Case Studies,” OTA contractor report, December 1989, p. 59.
31bid., pp. 59-60.

BAA e Carnenicsinn s Intacoruecmarantal Dalastinee

1Y)
TMVIRAR Y A VRL LS U VA JULIGALAL VA BLIVIRS, U.J \.u.. lm l P VL.

5Government Finance Research Center, Constitutional, Statutory, and Other Impedimenss to Local Government Infrastructure Finance,
prepared for the National Council on Public Works Improvement (Washington, DC: October 1987), p. 42.
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Figure 4-2--Destinations of Engineering Students

Bachelor's degrees Master’'s degrees

Business/
Industry 75% 4

Business/
industry 80%

Federal
Government 6%

Federal
Government 6%

State/local

government 3% State/local
government 4%

SOURCE: Office 0f Technology Assssament, 1090, baaed on 19S2 Nationsi Science Foundation data

all States have sufficient programs, and small and loaded on a waiting vessel. If the transportatio
districts’ difficulties are compounded when the State system is functioning properly, 5 days after being
is also struggling economically and cannot help. picked in Florida, the grapefruit may be crossing the
Rock Springs, Texas, typifies the multiple problems ocean on the way to Japan, providing a valuab
facing such towns (see chapter 1, box I-A). boost to the U.S. balance of trade.

LOCAL TRANSPORTATION

RESPONSIBILITIES Local governments have responsibility for 70

- , t of the Nation’s roadway milea@ey
Local officials have long known what their State percen :
and Federal counterparts often appear to overlook— ccEVe funding support from the Federal Govern

that local public services must function smoothly as ment, which provides 24 percent of total nationa

- : highway expenditures, and State government:
a system for the national economy to remain healthy. = / ey
If local businesses falter, the economic health of theWhICh provide an additional 52 percébtate and

: ..~ ~Federal programs are usually administered throug
State is affected, and eventually the economic vigor ; ‘
of the Nation is sapped. The international market for State Departments of Transportation (DOT) o

citrus provides one example of the interconnections SH;?hV\llgg;' VXC:%;%?IEOSSI ggg 'g;l {Lﬁgﬁso‘%? ngr?grs,
between local infrastructure and the national econ->a: g P gener:

omy. Grapefruit is picked and placed in intermodal revenues, and increasingly on dedicated taxes. Mo

: : ) . communities have backlogs of road and bridgt
containers in Florida groves. The containers are . : :
loaded on tractor-trailers for the trip by local and maintenance and repair projects and seek greal

: State support or permission to levy user fees, such :
State roads to a railroad yard, where they are :
transferred to a special contai)rﬁer train. Once or>tlwice the local gas taxes allowed in 16 Stdfes.
a week, these special trains speed across a tier of To be eligible for Federal aid, local street anc
southern States to a rail transfer facility near a major bridge projects must conform to categorical gran
local port on the west coast. Within hours, the requirements; these requirements and concer
containers are transferred once again to tractor-about liability are strong incentives to utilize tradi-
trailers, trucked over local roads to the port’s dock, tional designs and technologies, rather than innove

Federal Highway Administration Qur Nation's Highways—Selected Facts (lashinglon,  1987), p. 4.
Tbid., p. M.
10Thomnas Cooper and Judith DePasquale, Federal Highway *-~, “Local Option Motor Fuel Taxes,” unpublished manuscript, 1988.
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are essential to intermodal connections, local high
way departments have little incentive to seek inter-
modal solutions to areawide transportation problems
since Federal and State funds are allocated by mod
and interjurisdictional coordination is difficult to
achieve.

Weak land-use planning and development con
trols in many growth areas have resulted in traffic
that exceeds the capacity of even n@ads.
Officials in rural areas face the dilemma of maintain-
ing many miles of lightly traveled roads and
numerous bridges at service standards necessary f
. et : heavy trucks carrying seasonal agricultural product:

Photo credit: Jeff Stine courtesy of E-470 only a few weeks a year.

To comply with Federal requirements, contractors in . . .
Colorado replaced a wetland,  filed in during highway Convenient automobile transportation and the
construction, with this man-made pond. lure of suburban living bring with them crowded

tive solutions. Moreover, with the exceptions of the highways and air pollution in metropolitan areas.
3- and 4-R progranisFederal funds are restricted Peak-hour congestion occurs daily, and gridlock
to new capital projects, precluding their use to strikes in the case of an accident or when repair worl
finance traffic management improvements that IS hecessary; indeed, when asked what he woul
could reduce congestion, such as upgraded signalschange to improve his business, an official of a large
ramp metering, and real-time traffic monitoring. nt€rnational shipping line replied:". . . reduce local
When adjusted for inflation, Federal expenditures in traffic congestion.” Routine maintenance must be

: : fully scheduled and managed to avoid majo
1989 for highways and bridges were at the sameS&'€Uly .
level as in 1980 (see chapter 1, table 1-2), althoughdlsruptlons. The New York State DOT routinely

. . adds 40 to 50 percent to the budget for each majc
construction and repatosts have escalated. Yet the highway imprO\E)ement project to c%ver the costs 51
Federal Highway Trust Fund, fed by motor fuel \\oq res to maintain traffic flow during construc-
taxes, had a $9 billion balance in 1988js balance tion
was estimated to rise almost another $1 billion '
during 1989. In this context, local officials deem it
unfair that Federal fuel taxes collected from their
jurisdictions are being held in the Trust Fund and are
not returned to them for the intended purpose.

While new technology can bring some short-term
improvements to traffic congestion problefhs,
changes in lifestyle and institutionalrangements
will be necessary for long-term solutions in regions
N _ where problems are most severe. In southern Cal

In addition, State and Federal planning and fornia where a one-way commute to work can take
construction requirements, such as detailed environ-almost 2 hours on a bad day, several major employ
mental impact studies and construction wage rateers have begun telecommuting programs unde
standards, delay projects, increase costs, and diswhich employees work at home or in a regional
courage innovation. Although streets and highways office and communicate electronicatly.

1[n 1976, a special category of Interstate highway (unds was authorized for Resurfacing, Restoration, and Rehabilitation (3 R). In 1981, the fourth
R, Reconstruction was added.

12).S. General Accounting Office, Highway Trust Fund: Condition and Outlook for the Highway Account (Washingion, DC: May 1989), p. 4,

3Richard Powell, regional director for Southern California, American President Lines, personal communication, Nov. 8, 1989,

14New JerseyTransportation Coordinating Council and New York Metropolitan Transportation Council, “RegicTransportation; Custent
Conditions andPuture Prospects,” unpublishecocument, April 1989, p.64.

15For furtber information, see U.S. Congresffice of TechnologyAs sessment, “Advanced Vehicle/Highway SystemsndUrban TrafficProblems,”
scienceEducation ant'ransponation Program stafpaper, September 1989.

16John Seymous. vice president, Pacific Bell, at “Technology fOr Tomorrow's Transporiati‘on, A Policy Conference,” CosteMesa, CA, unpublished
remarks, Nov. 9, 1989.

21-667 - 90 - 5 : L 3
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Mass Transit " - =
Local governments manage transit systems as an :;i !:l_!‘ g
operating department or through a public transit } * ) = v~

4
'}‘. IR
authority. During the 1980s, ridership increased for ™ - g—-_: o, > )
rail systems, but decreased 11 percent for bUSeS. 2.’ wotmmar— h
Nationally, farebox revenues cover less than 40 g N
percent of operating Cost§and service is subsi-
dized from general funds, from earmarked sales or
employment taxes, and from State sources (se
chapter 3). Federal capital grants have financed
large proportion of bus and subway car purchases,
bus maintenance facilities, and the renovation or
construction of rail systems. Growing numbers of
express bus lanes and crowded “Park and Ride”
facilities show intermodal linkages will be used
when they are provided and convenient

Photo credit: American SodatyolCMEnylm.

The frustrations and fatigue of commuting in heavy traffic

can take atoll on productivity in the workplace.

Federal grant categories and a community’s most o _ _
critical transit needs do not always fit smoothly. Transit officials are not typically an integral part of
Some cities receive more capital funds than theylocal and regional transportation and land-use deci
need, discouraging operating efficiency and proper sionmaking, and in many communities, land-use
maintenance, while others, often those with older policies allow metropolitan sprawl, creating transit
rail systems, are in desperate need of capitalneeds unsuited to conventional fixed-route bus anc
equipment and track rehabilitation, and are under- rail service. Policies that require employer-provided
funded*Transit operators find it hard to understand parking make it difficult to increase transit ridership
why Federal transit aid is declining when a $5.2 and improve productivity. Even Federal tax policy

billion balance exists in the Mass Transit account of favors auto drivers, because employer-paid transi
the Highway Trust Fund. subsidies are considered taxable benefits, whils

Transit benefits are diffuse, affecting many onl parking privileges are not. State and Federal moto

0 _ , g y only fuel taxes are relatively low, suppressing the cost o

Irg?jllziggy;irr]rgglgllgtig;ﬂgra%?gesgng)eg%vnmgrvﬁgsaend gastqllne:[ tc; mO'[_(:[JI’IS'[S and providing a further disin-
: centive to transit use.

indirect benefits make it difficult politically to

establish an adequate and reliable local revenue Airports

base. The French Government addressed this issue . .

by levying a local payroll tax, with rates ranging __OVver one-half of the Nation's large and medium

from 2 percent in Paris to 0.5 percent in small commercial airports and a greater percentage

jurisdictions, on all businesses with nine or more Small commercial facilities are owned and operated

employees. Receipts are dedicated to transit and?y Municipal and county governments. Most major

finance about one-third of all capital and operating airPorts are largely self-supporting, except for the

over the past 15 years are attributed to the revenued €deral Government They use landing fees, airline
from this broad-based ta%. rents, and revenue from parking and concessions t

fund facilities and services. Nonetheless, they must
In contrast, many public policies in the United comply with Federal, State, and local regulations
States are disincentives to support for mass transit.and be responsive to airline and passenger concerr

171 F, Hornbeck, Federal Policy Surface Transportation Infrastructure (Washingion, DC: Congressional Research
Service, p.5

19Thomas D. Hopkins, “Benefit Charges foFinancing Infrastructure,” OTA contractor report, July 1989.

19Congressional Budget Office, New Directions for the Public Works (Washington, 1988),p. 37.

S1bodan Mitric, “Organization Of UrbanPublic Transpor in France Lessons for DevelopingCountries,” paper presented at the Transportation
Rescarch Board meeting, Washington, DC, January1987.
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levels. Friction between airports and citizens has pt
many local airport improvement plans on prolongec
hold.

Local governments have minimal direct responsi-
bility for railroads, because the private sectol
operates freight service, and intercity passeng
trains are run by Amtrak. However, rail facilities are
strategically located and an integral part of mos
cities. Many believe that they represent a neglecte
option for moving people or goods within and
between metropolitan areas.

Trains could play a large and important role in
improving urban and national mobility, as the
success of Amtrak’s Metroliner between Washing-
ton, DC, and New York City, and the important
commuter rail services in States like California,
lllinois, and Pennsylvania illustrate. However, rail
Photo credit: Massachusetts port Authority companies claim that trains cannot compete, exce
in a few situations, with cars, trucks, and planes
which can use public rights-of-way-that is, high-
aswell. While over one-third of the Federal Airport WaYs and airports. Recently, a few private compa
and Airway Trust Fund annual appropriation goes Ni€S; seeking profitable opportunities to use abar
for air tile control improvements, a little over doned track, have begun to plan new commute
one-quarter is allocated directly to airports for SErvice in heavily traveled corridors. Before rail-
expansion and renovati8iNearly 90 percent of 02ds can play a larger role in local transportation
capital improvements at reliever and general avia- "l service must be integrated with other transporta
tion airports are paid for from the Trust Fuhd. tion modes, and public and railroad executives mus

Other Federal- and State-aid programs are targeted€a to work harmoniously. Numerous institutional
at small airports important to communities for and legal issues affecting public and private sector.
economic development. such as liability for accidents, must also be ad

dressed.
Capacity and noise problems and ground access

difficulties (inadequate parking, highway access,

and mass transit connections) beset many large Ports and Waterways

airports. Reliever and general aviation airports are Ports and waterways can be of major importanc:
targets for developers seeking large sites for com-to local economic development. Coastal port compe
mercial and residential developments. The aviation tition in the East is particularly vigorous, because o
trust fund balance was $5.8 billion in 1988, and is the major shift in international trade to the Pacific
expected to reach $6.8 billion in 1988 the rim. Generally, port facilities are owned and man:-
frustration of airline operators and airport managers. aged by a municipality or a public authority; inland
However, even when ample funding is available, waterway terminals are frequently privately owned.
airport expansion plans often draw hostile reactions Ports raise operating funds primarily from user fee:
from citizens who fear that increasing airport and use revenue bonds to acquire capital; some al
capacity will bring more traffic and higher noise receive local and State general fund appropriation:

Paking fees area key source of income for major airports.

21Congressional Budget Office, The Starus Airport  Airway (Washington,DC: 1988), P xi.
ANational Council on Public Works Improvement, Fragile Public Works February 1988),
p.9%.

congressionaBudget Office, op. cit.foomote 21, p. 36.
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Phote crectt: Port

~introduction of double-stack container cars has revital-
ized many freight railroads and is a fast growing type of
commercialtransportation.

Federal funds cover the majority of navigation
infrastructure costs.

Many older ports are at a critical juncture; they

need to modernize and expand facilities to remain
competitive, but cannot support the necessary in-

vestment without raising fees substantially, which
would undermine their competitive position. Under

the Water Resources Act of 1986, costs for channel
dredging must be partially borne by the local port

operator; previously, the Army Corps of Engineers
had full responsibility for dredging. Furthermore,

the disposal of dredged material has become a major

environmental and cost issue for industrial ports.

over land to termials are critical to the efficiency
and attractiveness of the port to shippers. However
despite the obvious importance of these connections
few ports have integrated transportation systems
and port officials often find negotiating with private
carriers difficult. Furthermore, frequently only one
rail carrier serves a port, curtailiipe options for
shippers of bulk products if service is unsatisfactory.

LOCAL ENVIRONMENTAL
RESPONSIBILITIES

Funding and supply of environmental services is
provided almost solely at the local level; historically
service fees and general taxes have supported the:
public works. New Federal standards and the phas
ing out of Environmental Protection Agency (EPA)
construction grants will increase costs (see table
4-2), most of which will be passed on to individual
users. Local goesrnments financed 76 percent of
these services in 1981,82 percent in 1987, and thei
share_is expected to rise to 87 percent by the yee
2000.”Lack of funds led many cities to postpone
both rehabilitation of old plants and new construc-
tion, and now costs have risen dramatically. This
situation does not bode well for large, older cities,
like New York and Boston, which face huge
infrastructure maintenance deficits and major costs
for upgrading outdated wastewater treatment facili-
ties to meet EPA standards.

Drinking Water Supply

The Nation’s drinking water is provided by a few
large municipal systems, by special districts, State-

The Nation has more ocean and inland ports thanchartered corporations, independent nonpolitical
required by modern shipping equipment and goodsPoards, homeowners associations, and a variety

transport patternsindustry officials advocate the
targeting of limited public funds for facility im-

public and private companies. More than 43 percen
of the population is served by 0.5 percent of all

provements for high-priority, deep-water ports and Systems, while 64 percent of the systems togethe
main-system projects on the waterways. However, S€ine less than 3 percent of the U.S. population. Ove

decisions on which ports have the highest priority
and what constitutes the main inland waterway

system are controversial and problematic.

80 percent of large systems are publicly owned;
privately owned systems and private wells serve
almost one-third of the Nation’s population. Control

of the water supply system is a significant local

The transportation linkages between ports and thepolitical issue because it is closely tied to local land
pipeline, rail, and truck services that move products development:

Brian Frennca,
BApogee Research, INC., TheCost  Environmental (Washington,
Minformation derived from Miller Associates, Inc., TNation's

Council on Public \WOrks Improvement (Washington, DC: May 1957).

director, Inland Rivers Ports and Terminals |.|X., personal communication, Nov, 28 19s9.

Us. Enviroamental Protection Agency, in press),
Works: Report on Water Supply. prepared for theNational
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Table 4-2—Increase* in Househoid User Charges in Municipaiities Attributable to Environmental Regulations®

Distribution of municipalities (in percent)

(up to 50 percent (50-100 percent (over 100 percent

Size of municipality Number of municipalities increase in charges) increase in charges) increase in charges)
Upto2560 ............ 28,315 45 35 20
2,500-10,000 ........... 6,279 90 10 0
10,000-50,000 .......... 2,694 80 20 0
50,000-250,000 ......... 463 00 0 0
Over 250,000 .......... 59 80 20 0
Percent of all municipalities ...................... 56 29 15
Percent of total population

livingin incorporatedareas®. ................... 83 15 2

ANo jurisdictions will have lower costs.

of many simplifying assumptions, the potential increase in user charges may be underestimated.
CAccording to the 1982 Census of Governments, approximately 15 percent of the U.S. population live in unincorporated areas.

QN IDOE . N6ina ~F 1990 based on data in U

Tashmalom: Ancnoaemeant

SOURCE: Cffics of Techr 1Oiogy NB38SoTwii, ooV, UGSe0 UN G&a i v. S. Environmental Protaction Agency, Ui G1 POiy manni "g

taction Agency. Offics of Policy [= 7%

Municipaiities, Small Business and Agriculture (Washington, DC: 1988}, p. 2-14.

Capital for water supply facilities comes from a
variety of sources, including general funds, user
charges, debt issues, stock issues, and intergovern-
mental aid. Tax levies can be based on property,
income, earnings, and special assessments, and
Federal funding has generally supported less than 10
percent of total expenditures. Service is financed
from hookup and user fees and general tax revenue
without any substantial subsidy from State govern-
ment.

Many communities face drinking water supply
and quality problems. For some, water supply is
either threatened by pollution or is inadequate. Local
governments in the Western States compete for
limited regional water supplies. Older cities, particu-
larly in the Northeast, must replace obsolete treat-
ment facilities to meet current standards. Moreover,
most communities will have to revamp their treat-
ment systems to meet EPA’s new water quality
standards. Although the standards are not yet final,
local officials estimate that the costs of filtration to
remove specific contaminants and to monitor water
quality will be massive. Some local officials contend
that their existing systems provide an acceptable
level of purity and that Federal requirements to test
for contaminants may not be necessary for public
health needs.

Policies of pricing water at low, subsidized rates,
particularly in the Northeast and Midwest, have
contributed to current revenue shortfalls, the ab-
sence of capital reserve funds, and overconsump-
tion.” To raise the capital needed for water treat-
ment improvements, many communities will have to

increase water charges substantially. Full-cost
charges make good economic sense for many
communities, and fee structures can be used to
manage water use. However, managersin small or
older jurisdictions may find the necessary fee
increases higher than property values will support.
Districts that can raise fees enough to pay for
investment capital may run up against State-
imposed debt ceiling or Federal bond caps.

State-of-the-art engineering knowledge is needed
to comply with Federal and State water quality
regulations and to operate modern facilities, yet only
the largest and wealthiest cities can attract the
necessary engineering and technical talent. Small
districts suffer most from a lack of technical and
financial expertise, and while consolidation and
regional solutions hold promise for such systems,
communities resist giving up their independence. If
aid is not available and Federal deadlines are not
relaxed, noncompliance is a likely alternative for
many jurisdictions.

Wastewater Treatment

Local governments have primary responsibility
for wastewater treatment; they own and operate
nearly 16,000 wastewater treatment plants, which
treat more than 37,000 million gallons of sewage a
day. Private industry treats only a small additional
fraction of this amount and then discharges its
effluent into local treatment facilities or waterways.
Federa capital grants have helped finance about 25
percent of construction costs for local treatment
plants, and State aid contributes an additional 5

2'National Council on Public Works Improvement, Op. cit., footnote 22, p. 54.
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compete for limited State loan funds to finance
system improvements.

Many jurisdictions lack the engineering expertise
to resolve the technical problems related to assessin
needs, evaluating innovative or alternative systems
siting facilities, and deciding on action plans to meet
Federal and State regulations. Furthermore, loca
governments have few alternatives to raising use
fees substantially-in most cases doubling them—
to cover operating and maintenance costs and to pa
debt service. Many facilities are currently so poorly
operated and maintained that they are unlikely to las
their design lives. Small, low-income communities
and older cities may lack the economic base to raise
rates or local subsidies sufficiently, and will need
outside help or face noncompliance.

solid Wrote

Solid waste collection and disposal have beer
, , , managed by local governments and the private
To proteclt water quality, the Environmental Protection sector. Local user fees have pald the operating cost:
Agency requires  State and locajovernments to develop . -
programs for controlling indirect “non-point source” and bOI’IdS and _CommerC|a| |03.n_5_ have financed ne\
pollution, such as the agricultural runoff pictured here. landfills and incineratorsAll localities are contend-

ith local : ving the balaf ing with problems related to increasing per-capita
percent, with local monies supplying the balafice. ganeration of solid waste, limited permitted landfil

Operating costs are covered by user fees, ad valorengapacity, and siting new solid waste facilitiess

taxes, hookup fees, and some State aid, with US€fhe scope of such problems has increased, th
fees covering between 40 and 70 percent of therederal Government has enlarged its role, focusing
operating costs, depending on the region. on regulation of landfills, incinerators, and waste-to-

Federal and State financial assistance and strictelenergy facilities. States are also adopting stricte

treatment regulations have improved local waste- regulations for landfills and incinerators, and both

; State and local governments are developing pro
water treatment substantially over the past 20 years, ; -
yet the backlog of local needs for system renovation grams to stimulate recycling and encourage wast

expansion, and construction is massive. EPA estj-reduction.

mated that a capital investment of $68 billion would  Eighty percent of the Nation’s landfills currently
be necessary to satisfy the needs of the 1988operating will be full in two decadéslthough
population;”excluding costs of addressing com- many will close before then because they canno
bined overflow problems, stormwater management, meet regulations. Design features to ensure the
nonpoint source control, and estuary protection. The landfills are environmentally sound, such as liners,
end of EPA construction grants in 1990 will bring leachate collection and treatment facilities, and
increased financial responsibilities for both State methane gas collection systems, increase capite
and local governments, and the latter will have to costs significantly. Local citizen and political oppo-

Unformation derived from Research Ire., Public Works: Report on Wastewater Management, prepared fOr the National Council
on Public Improvernent (Washington, 19s7).

2y.S. Environmental Protection Agency, Officeof Municipal Pothuion Control, 1988 NeedsSurvey—Report to Congress (Springfield, VA: National
Technical Information Service, February 1989), |1.

30y.5. CongressOffice of Technology Assessment, Facing AmericanTrash: Next for Municipal Wasre? OTA-Q-424 (Washington, DC:
us. oo vernment Printing Office, Ocrober 1989), p. 303.

Mbid., p. 271.
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sition to siting landfills or incinerators is often
extreme, extending the facility replacement process
over many years. National efforts to increase de-
mand for recycled materials have not been coordi-
nated with policies encouraging waste separation
and collection.”

LOCAL GOVERNMENT
FISCAL PROGRAMS

Public works construction in cities and counties
has historically been financed with revenues from
broad-based local taxes and Federa and State grants.
More recently, loca jurisdictions have turned to user
fees, developer impact charges, and revenues from
special districts to help fund capital investments and
operating and maintenance costs. Despite political
risk and State limitations, most local governments
have also had to raise property taxes, and some have
introduced or raised income or sales taxes and
service charges over the last several yearsto finance
public works. Dedicated Federal and State funds
have long supplemented local transportation pro-
grams. This has been much less true for environ-
mental services, which are funded primarily through
local revenues and service charges.

Property Tax

The property tax has aways been the mainstay of
local government revenue structure; in 1988, prop-
erty taxes generated over 70 percent of the tax
revenue collected by all local governments.” Cities,
which usually have amore diversified tax base than
counties and towns, rely on property taxes for
approximately 50 percent of their revenue. Although
the average effective tax rate on single-family homes
valued at $100,000 decreased from $1,260 in 1981
to $1,150 in 1987, 41 percent of cities increased

property taxes in 1988 and in 1989—a significant

number, since many States place legal limitson
community property tax levies” (see box 4-A).

property tax limits have forced loca govern-
ments to press State legislatures for authority to levy
additional taxes. The retail sales tax is considered
the most productive local, nonproperty tax and has
proven most acceptable to voters. Since New York
City adopted a general sales tax in 1934, local
governmentsin 30 States have levied the tax; in
1986, these revenues made up approximately 16
percent of total local income.*Since all but five
States set a cap on the local sales tax, attempts to
increase it require substantial political effort (see
box 4-B); and despite the need for additional
revenue, only 8 percent of cities increased sales
taxes in 1988 and 5 percent in 1989.”

Although most communities place sales tax reve-
nue in the general fund, some dedicate a portion to
specia functions, usually regional transportation,
including mass transit; currently, 11 States give
local sales tax authority to 117 transit or transporta-
tion districts.” The Denver Regional Transportation
District levies a 0.6-percent sales tax, and the
Metropolitan Atlanta Rapid Transit Authority bene-
fits from a |-percent sales tax dedication, of which
50 percent must be used for capital spending. In
Ohio, counties may impose atransit tax of upto 1.5
percent;”in 1980, the Central Ohio Transit Author-
ity in Columbus switched from a dedicated local
property tax to aretail salestax.”Since 1972, a
portion of the sales tax paid in King County,
Washington, has gone directly to Seattle METRO
for operating and capital expenses. Currently, the 0.6
percent of the region’s 8.1-percent tax dedicated to
METRO produces $114 million annualy and is a
key source of agency revenue.”

2bid., p. 317.
33U.S. Department of commerce, Bureau of the Census,

(Washington, DC: November 1988), p. xv.

34Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal Federalism,1989 ed., vol. 1 (Washington, DC: January 1989),

p.72.
35Peterson, Op. cit, foomote 5, p. 30.

36Advisory COMMISSION ON Intergovernmental Relations, Significant Features  Fiscal Federalism,

p. 66.
Peterson, 0. Cit., footnote 5, p. 23.

(Washington, DC: July 1988),

38Agvisory Coremission on Intergovernmental Relations, op. cit., footnote 34, pp. 58-59.

Tbid., p. 63.
“public Technology, INC., Inflation Responsive Transit

Department Of Transportation (\Washington, DC: 1982).
41jean Baker, budget director, Seattle,

prepared for the Urban Consorti* ym for Technology Initiatives and the U.S.,

communication, June 1989.
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115 Ag part off the appeoved package, the Regional

: Maﬂmmmmwhﬁ:moﬁmm asked voters. to approve another
' }facent sales tax increase foc & 30-year, $5.6 billion program, which inchuded extensive bus route

T

’ ";n&s—mqmmn To Pass @ Sales Tax Increase
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s z&mm a }/>cent sales tax to pay for & 20-year, $4.1 billion urban freeway system for the Phoenix
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‘39-percent margin.
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unrealistic. Many thought the transit proposal needed greates public input and a better review process; others,
inchuding an organized citizen group, Voters Against Senseless Transit, claimed that the sales tax, which everyone
Mm,mmammmmmm.MWﬁmmmmaMw

developers active in mmmmmm@&ypmmhm the transit campaign
did not make a strong, well-documensed case for the regional benefits of the costs for transit over continuing to rely

- on private vehicles. Additionally, over the last several years, Arizotia had raised its gas tax 4 cents (all dedicated

tnhmhwmrm}. and many citizens believed this was sufficient to finance needed transportation improvements,

hmanCmy in 1988, San Diego voters approved a !/>cent local sales tax for multimodal
transpoctation improvements, expected to cost $2.25 billion: over the next 20 years. Previous. transportation
improvements in San Diegos. such as the light rail project, liad been: financed Inrgely by State sales and gas taxes.

- Traffic congestion and sir peliution problems convinced San Diego voters that a combination of highway and transit

-was. the only viable solution: for the regiom, The transportatioss package included $750 million in
improvements each for highways, transit, and local streets, a combination that garnered widespread support for the

. proposal from all types of commumities. The tax increase was specifically fos funding projects that had been studied

i and adopted as key elements in the regional

transportation improvement plan. Voters knew. what they were voting
forudbehevedtheywouldhcmm:rmy sworthﬁomthesdesunmuse. _

Income Tax

Local governments in1l States may levy personal
income taxes. and 3 States allow loca payroll taxes.
In 1988, more than 3,500 districts (over two-thirds
of them in Pennsylvania) collected income taxes.”
Large cities, such as New York, Detroit, St. Louis,
Cleveland, and Philadelphia, are most likely to rely
on income taxes, which generally account for about
15 percent of total city tax revenues.” Few cities
earmark income tax for special uses, although
Cincinnati, Ohio, and Newport, Kentuckﬁy use
income tax revenue to support transportation.™ only
3 percent of cities initiated or increased income taxes
in 1988, reflecting local resistance to any type of tax
increase. For example, the 1989 Virginia General
Assembly authorized several heavily urbanized
northern Virginia counties to levy a I-percent
income tax to finance needed transportation im-
provements, but the counties encountered heavy

business and taxpayer opposition, and none expects
to levy the tax.

Traditionally, local governments have levied fees
or charges on usersof certain types of public services
to cover al or a portion of the costs and, to a lesser
extent, to ration service. Typicaly, water, sewer, and
solid waste disposal services, mass transit, bridges,
and public parking garages are at least partially
financed with user charges; fees often do not cover
ail costs, especialy for services with large capital
expenses. Lega restrictions and public resistance to
tax increases have driven many local governments to
raise these fees and apply them to more services to
replenish general funds and to pay for specific
programs and improvements. Citizens seem to find

paying for what you get” more acceptable than
paying higher general taxes.”

“3Advisory Commission on Intergovernmental Relations, op. Cit., footnote 34, . 46.

“IPeterson, O. Cit., foomote 5, p. 30.
“Public Technology, Inc., op. cit., foomote 40.
4SHopkins, %P “'* comote 18, p. 1.
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Table 4-3--Local Options for Addressing the Costs
of Federal Environmental Standards

Option 1: Search for Funds From State and Federal
Governments and Private Sector
Prognosis: Limited additional public funding except as loans;
private investmaent attracted only in growth areas

Option 2: Ralse Additional Funds Locally by increasing:
+ User feos
Prognosis. Potential for tax-payer acceptance where need is
clear and fiscal capacity exists; regressive aspects and
equity issues must be addressed; good potential for
reducing sefvice demand.
+ Developer charges
Prognosis: Good potential as a source of capital, but limited
1o growth areas and where State laws permit
« Generai taxes
Prognosis: Tax-payer resistance, perhaps leading to
State legal restrictions on increases.
+ Dedicated taxes (e.g., portions of saies, income,

Photo credit: American Public Works Association

Taxpayers are often willing to pay full costs for direct or “sin” taxes) '
services, such as garbage collection. Prognosis: Potential for tax-payer acceptance if need estab-
lished and fiscal capacity exists.
User charges grew at an annual rate of 11 percent . |=F|’7grg;/;:Jsi5'Potential"‘;::‘tax-payer acceptance unless debt
between 1977 and 1984nd currently, about 15 senvice costs push taxes of fees too high,

perc%nt of State and local revenues come from SuChOption 3: Reallocate Funds From Other Loc#l Programs
fees.'In 1988; 62 percent of cities raised garbage Prognosis: Political batties between conflicting goals; like-

collection fees, 57 percent increased sewer service lihood of smaller allocations all around.

fees, and 55 percent boosted water chafgiesge Option ~ Falf With Federal Standards

cities are more likely to have increased fees than  Prognosis: Federal enforcement action, fines and litigation;
jurisdictions in the 10.000- to 50 OOO-popuIation extensions or waivers; possibility of increased health risks.

range, probably because they offer more servicesSCURCE: ofie of Technology Assessment, 1990.

appropriate for fees. Moreover, implementing user hours when job-holding commuters must get t
charges that recover full costs of service requires awork, for example.
sophisticated capability that small jurisdictions usu- Whi - -

- - ile user charges are attractive revenue option:
ally lack. Regionally, user charges contribute most local officials must build solid political support for

to local revenues in the South and the Plains areas; ‘. coc or risk a public backlash (see table 4-3

which have a tradition of low property taxes .49 and must resolve complex management and polic

User charges are best suited to finance thosassues. First, they must decide what types of service
services for which users can easily be identified andthey want to finance with user fees instead of gener:
charged, or for which it is easy to deny service to fund revenues and how to calculate true, full cost
those who do not pay. Environmental services fall given available data and expertise. Charlotte, Nort
into this category. Less direct fees, such as the gasCarolina, and Phoenix, Arizona (see box 4-C), ar
tax or vehicle registration fees, are used to captureexamples of communities that made substanti
some of the costs for facilities like local streets and efforts and instituted M-cost accounting programs
highways, where users cannot be excluded fromSecond, fee setting requires policy decisions o
using the service. User fees provide local adminis- which services are to be self-supporting and whicl
trators with a useful management tool; service userequire subsidies for low-income groups. Finally,
can be manipulated through rate policy-charging the extent to which user fees can be used to contr
higher rates for water used during dry months when service demand and still be equitable is a consider
demand is high and higher transit fares during peaktion.

46). Richard Aronson andJohn L. Hilley, Financing State andLocal Governments (Washington, DC: TBrookings Institution, 1986), p. 156.
“THopkins, OP- cit., footnote 18, P. 7.

48Peterson, Op. Cit., foomate 5, p. 25.
¥ Advisory Commission ON Intergovernmental Relations7 986 Stase Fiscal (Washington, DC1989).
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Box 4-C—Phoenix’s User Fee Program

APhoemxmsdenneemgoﬁ’at&mumcipal golfcomcrobmnngawamhoohlpp&mithaspaidauser
fee that covers all or a substantial part of the cost of the service. In 1981, the combination of high inflation,
lnmnnomonmmmsom'ces,andclnnbmgexpendmmsforpublm serweesdrovec:tyoﬁ'iaa[smoverhanldmr

Aiaemer a has anae gest user
1M

user-fee 5 systemis {0 'u‘i'lﬁ\'i"ve ﬁm\q and increase revenues. Now, Phoenix one of the Nation's songest user
fee programs, which recovers approximately $247 million annuaily, a $3 million increase over the previous fee
revenues,! thanks to full cost accounting, strict political accountability, and a thorough annual review process.

Currently, the city recovers from users the full cost of services such as land fill and sewer and water service,
which previously had been paid for out of the general fund. Cost accounting is centralized under the control of the
city auditor, whose staff deveiop separate cost modeis for each of 209 services. The modeis start with the direct
service costs——primarily personnel and materials—and add depreciation estimates and indirect costs, such as debt
service, and a share of the city’s overhead and central management expenses. The complex, systematic assessment
of indirect costs distinguishes the Phoenix system from those of other cities that charge user fees. For some services,

Ul BT U UIS s MRk 2 AIURALA 2 TS A3

ummmummﬁammgmhﬂfmmgcthbumz

The essential decisions about which public services are suitable for user fees and what the cost recovery rates
shall be are made publicly by the city council, Cost recovery rates for public works range from 100 percent recovery
for aviation, water, and sewer services, to 25 to 30 percent for public transit.3

Detailed review and consuitation precedes the city council’s action on these difficult political issues. Analysis
by the city departments in cooperation with the Auditor’s Office is followed by staff discussions with fee payers
mmmmmmﬂm@mMmmfafmwmﬂymmmewbhcmsm

gppormunity to comment on the fee proposals prior to council action, For instance, during discussion of an

TS NS ISS prepvee—— prave Ve An e vy

mmmmmmweqpanm&adnﬂmbmmm«mmaMmafwmmmmm

that the city staff speed up the plan review process.¢
mum»fwmswuhmlmﬁnmﬂvmfeesmmewedmumhevmvm allowing minor

amummmmmmmmmmmmmm cxtydepartments

ofﬂ:eclolesmmryhyum

Review, June 1987, p. 13.
2Thomas N Hankine “Renefit (harase fne Financine

& S RS BRI BN N S T SAPS. & LR AN RS R

v Sibid., pu 67,
“Flanagan and Perkins, op. cit., footnote 1, p. 18.
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Special Improvement Districts

The mgjority of special districts are formed to
provide a specific public works function-water
supply, sewage treatment, highways, airports, and
deep-water port facilities-and have at least partial
administrative and fiscal autonomy and are not
constrained by State debt limits. Specia district
assessments account for approximately 10 percent of
total local revenue, arelatively small share, but in
some States, such as California, Illinois, Pennsylva
nia, Texas, Massachusetts, and Washington, special
districts generate both caEntaI and operating funds
for local public works.” Like user fees, special
districts, through their charges and assessments,
shift most of the financing for their services from al

taxpayers to those who benefit directly. One of the
i nport ant advantages of specia districtsis that they
can provide services in developing or rural areas or
small towns where local governments are not willing
or have limited financial or administrative capacity
to expand. However, proliferation of fiscally autono-
mous special districts creates issues of public
accountability and policy coordination with other
types of infrastructure and other jurisdictions.

The Mount Laurel, New Jersey, Township Muni-
cipal Utilities Authority serves fast-growing subur-
ban communities outside Philadelphia, and is typical
of many specia districts. Created in 1969 when it
absorbed an existing private water and sewer sys-
tern, the authority operates five wells, two water
treatment plants, and three wastewater treatment

50y.S. Department Of Commerce, Op. Cit., footnote 33, pp. 51,60, 68, S5, 90, 94.
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plants, relieving the township of administrative and
financial responsibilities.”

Although specia district financing is best suited
to growth areas, since 1965 Missoula County,
Montana, a slow-growing rural area, has been
raising capital through Rural Special Improvement
Districts (RSIDs) for a variety of public works needs
including roads, sewage treatment plants, and water
projects.*Missoula has two categories of RSIDs.
Neighborhood RSIDs are setup to improve facilities
in dready developed areas, and developer RSIDs are
created when 51 percent of the land is owned by an
entity intending to improve the land for develop-
ment. As of 1987, almost 900 RSIDs had been
established, many for small improvements and
others for projects costing as much as $1.6 million.
Missoula has also created perpetual maintenance
RSIDs to pay for upkeep of existing facilities.

Capital improvement plans provide local govern-
ments with a structure to survey needs and establish
priorities, coordinate intergovernmental projects,
develop financing strategies and schedules, and sell
the program to the public. Most cities and large
counties operate under a 5- to 6-year capital im-
provement plan that is updated annually. Usualy,
the jurisdictions have a large backlog of capital
projects, and this type of planning process is
essential to maximize their limited funds.

In contrast, small communities are unlikely to use
any type of capital budgeting plans, athough the
fiscal impact of necessary capital improvements
may be greater for them than for large jurisdictions.
Research on planning strategies in small towns
under 10,000 in Wisconsin, Massachusetts, Mon-
tana and Maine indicates that less than 5 percent
practice any form of capital improvement program-
ming.”While small communities recognize that
capital needs exist, responsibilities for public works
are often divided between towns and independent
districts, which are likely to deal with capital needs
on an individual and ad hoc basis, because of the
division of responsibility and because of their small

staffs, limited fiscal capacity, and voter resistance to
large expenditures.

Political Strategies

heal authorities are growing more conscious of
the necessity for citizen outreach and basic public
relations skills to raise awareness about infrastruc-
ture needs and gain funding approval. Commitment
and persistence are key. As one example, the
Chicago Regional Transportation Authority (RTA)
had conducted studies from 1985 to 1987 to assess
conditions of the RTA system, identify needs, and
estimate the cost of needed capital equipment and
reconstruction. The agency drafted a Strategic Plan,
which it took to the State legislature with a request
for atax increase to support transportation improve-
ments. Though supported by key legislators and the
Governor, the bill failed. RTA redoubled its efforts
the following year, drafting a concise but pointed
summary of the Strategic Plan, engaging media
consultants, and mounting an aggressive community
outreach effort. Over a 3-month period RTA pre-
sented its program to civic, business, and govern-
ment groups around the State. These techniques
proved decisivein 1989; 1 day prior to adjournment
and by a narrow margin, the legislature authorized
$1 billion over 5 years for the RTA system.”

Officials in other jurisdictions that have suc-
ceeded in passing major capital improvement plans
have planned equally carefully, allocating resources
for public education so as to achieve the necessary
political consensus. Box 4-D describes Cincinnati’s
recent efforts, and other examples include Phoenix
and San Diego (box 4-B), and New York State
(chapter 3, box 3-B).

REGIONAL PLANNING

Although the economic and operating efficiencies
to be gained by regional planning for land use and
public works are widely recognized, the political
reality is that most of these decisions are made by
local elected officials and are based on the salient
local priorities. In many European countries, where
governmental authority flows from the top down,
local planning and infrastructure decisions are

S1Porter ¢t 0., OP. cit., footnote 2. p. 24.

S2Apogee Research, Inc., Financing infrastructure: Innovations ot the Local Level (Washington, DC: National League of Cities, December 1987).

p. 56.

$3Sally A. Rood and Philip Rosenberg, ® 6CW1M Budgeting: Small Town Practices in Four Sates” prepared for the National Council on Public Work:

Improvement, unpublished manuscript, October 1986, p. 5.

S*Theodore G- Weigle, executive director poi o) Transportation Authority, personal communication, Aug, 16, 1989,
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Photo credit: Chicago Rapid Transit District

Chicago’s rapid transit system faces a variety of needs. The ceiling in this administrative office collapsed a year before the picture was
taken; and the deteriorating rail station is on Chicago’s Northwestern line, the system’s busiest route.

required to conform to district or regional  plans. In investment in infrastructure and other services.
the United States, planning and public works deci-  During the 1960s and 1970s, Federal and State
sions are made by local governments, and regional  governments encouraged comprehensive and func-
planning organizations are usually advisory only. I tional regional planning. Provisions were added

most States, general-purpose planning agencies, many Federal programs requiring regional bodies to
Igrefr?ni?lz 8832&'@ ﬂ;\%oxggggﬁ?gsgg\ce?rﬁﬂgg?l set priorities for, and review the use of, Federal
taxing authority, no veto power, and membership is {\ljlg?rsdplgli%:rz?)blzgr-:-inpg;ogrgl;%ﬁazit?ofgu(ﬁggg tggt

voluntary. Because their products reflect the consen- : . X
sus of their local members, regional agency plans are€stablished to review urban area transportation

often criticized as vague and overly general. “Re- Planning. DOT funded these regional activities;
gional planning only works when it's a win-win for ~ other Federal agencies, particularly those supporting
all the districts; when everyone gets more or lesshousing and environmental programs, followed suit,
what they want. When there are hard choices andincluding planning grants with program funds.
winners and losers, regionahnning--forget it.” During this period, most States passed legislation
As a result, regional planningperates in political  allowing the formation of regional planningrgani-
limbo--acknowledged as an exemplary goal, but zations, and some provided modest appropriations.
lacking the teeth to be effective. As a result of Federal and State support as well as
Despite the institutional weaknesses of regional ~ local interest, the number of regional councils and

planning, policymakers have persisted in trying to planning associations jumped from 36 in 1%1 to
make it work to improve the efficiency of public 659 in 1978:

35Mary Boergers, member, Maryland HOUSE OfDelegaes, personal communication, July 7, 19S9,
$Campbell Associates, “Regional Planning,” OTA contractor report, June 1959, app. B, p. 1.
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Box 4-D—The Cincinnati Infrastructure Commission’

Throughout the early 1980s, city engineers in Cincinnati warned of infrastructure decay but failed to mobilize
widespread support for action. In 1986, the mayor and city council turned to the business community to help draw
attention to public works by establishing the Cincinnati Infrastructure Commission. Hoping to focus citizen concern
on the need for repairs to roads, bridges, and sewers, and stimulate willingness to pay, the mayor and city council
involved community |eaders.

The effort paid off; within a year the commission had produced a comprehensive report on the city’s public
works, with recommendations for maintenance and repair and suggestions for financing, including a ballot
referendum to raise the city income tax by 0.1 percent with proceeds earmarked for infrastructure repair, upkeep,
and improvement. Six months later Cincinnati voters passed the tax increase, anticipated to yield $6.9 million per
year for infrastructure maintenance. The tax may be used only for projectsthat will take or lessto complete
and will be rescinded if revenues are used for any other purpose. One commission member cited this emphasis on
manageable, relatively short-term projects as a key factor in making the referendum attractive to voters.” Though
the tax increase passed by a narrow margin, the approval was significant because the decade had otherwise been
characterized by tax revolt.

The commission chairman, the chief executive officer of Procter& Gamble, selected as commissioners 10
business and community leaders from such corporations as Cincinnati Bell, General Electric, and Arthur Andersen,
as well as the president of the University of Cincinnati. Five committees were formed to review streets and roads,
parks and recreation, water and sewers, buildings, and financing. For each of these categories, volunteer project
engineers assembled teams to draft portions of the report. Project engineers could steff their teams however they
chose, though in most cases one member of the team was selected by the city Department of Public Works.

~After completing their reports, the team leaders submitted them to the commissioners, who condensed the

findings and presented a final report to the mayor and city council.’The commission’s independent status gave its
work an appeal that the municipal government could not muster. Passage of the tax increase highlights the
importance of clearly defining needs and articulating priorities. As one Cincinnati Infrastructure Commission team
leader noted:”. . . people are willing to pay higher taxes if they know exactly what they will get for their money.’

IMaterial on thE commission | S based ON Cincinnati Infrastructure Commission,  City of Cincinnati Infrastructure COMMission Report,”
presented 1o Cincinnati City Council, unpublished document, Dec. 3, 1987; and Ronald w. Roberts, “Cincinnati's Dream Team,” Civil

Engineering, July 1989.

3Though the co
program implementation.
4Roberts, 0p. Cit., footnote 1* P4

2william Victor, Cincinn ati Infrastructure Commission, personal communication, Sept. 6,1989.
the commission issued itS complete report in late 1987, the group has remained intact to monitor progress and ensure proper

However, during the 1980s, many Federal pro-
grams funded regional planning, such as the
Housing and Urban Development’s section 701
grants and EPA’s section 205 grants, were elimi-
nated or cut back. Financial support for regional
planning has also waned in many States and
generaly isunder 30 percent of agency budgets and
as low as 10 percent.” The impact on regional
planning organizations has been severe; profes-
sona staffs have been cut, services reduced, and
essential databases have become out-of-date. Al-
though regiona agencies have been inventive in
raising money by selling technical services, apply-
ing user fees, or charging special membership
assessments, local revenues are not adequate to
maintain even basic planning activities.

On the positive side, many agencies have highly
skilled and knowledgeable staffs, who contribute
essential technical expertise and provide valuable
services to their constituents. Indeed, one reason
many regions have coped as well as they have with
the transportation impacts of rapid growth isthe
transportation planning process DOT has fostered
through the work of regional MPOs. In a few places,
regional agencies have achieved enough influence to
overcome political differences. For example, in
1988, the mgjor urban county in Arizona adopted a
new air pollution control plan; since then the State
legislature had adopted four of the five priority
recommendations of the Maricopa Association of

bid., p. 3.
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- Box 4-E-SANDAG Financing Means Planning Power

‘ MSWMMM&MM»MMM;WM@M@%
Diego’s Association of Governments (SANDAG) is an exception. Designated as the State Metropolitan Planning
Orpmudm(MPO).SANDAﬁphysakeymIcmbodzmspmonplamﬁngandﬁmmg In 1987, SanDnego

canecal saleas. tare e iante -Mhm |n fk. Dmal Traneroetats s
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allocating the $100 miilion annuai tax revenue. By virtue of its role as San Diego’s MPO, SANDAG prepares the
TIP, and thus it can develop and finance the implementation of its own plan—an unusually strong role for a regional
agency. Wsﬁmﬁh&pmmmmmmmﬂmmemmdmywmdm
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to develop a regional financing plan.
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Governments plan.”Box 4-E provides another
example. Regional planning is greatly strengthened
if the regional agency has the capability to finance its
recommendations and to tie infrastructure decisions
to land-use development policies. Unless State
governments provide them with more power, re-
gional planning agencies will remain periphera to
most infrastructure decisions, as one Governor
recently recognized publicly:

Thecritical challengesfacingVirginia cannot be
addressed without formal, regional cooperation by
our localities. We must use State resources in a
manner that cuts waste and improves efficiency.
Such cooperation will not happen by accident.”

The diversity of regional planning can be seen in
case studies of six regional planning organizations
and two State planning programs in appendix C.

BENEFIT-BASED FINANCING
STRATEGIES

Local governments have traditionally paid for
infrastructure with funds raised largely from broad-
based taxes plus some user fees levied on groups that
benefit directly from specific services. Pressed for
funds but constrained by voter opposition to tax
increases, local governments have turned to devel-
oper charges and specia districts-ail ways to focus
the costs of constructing infrastructure on the
beneficiaries.

Developer charges are money, land, or construc-
tion services required of a developer seeking govern-

mental approval of a project.. The charges compen-
sate local governments for the costs of providing
public facilities needed by the development and are
used to achieve some of the same goals as growth
limitation by regulation. Traditional forms of devel-
oper participation have included land dedications for
highway rights-of-way, schools, and parks. In recent
years, developers in fast-growing locations have
been required to build or provide funds for school
buildings, fire stations, and sewage treatment facili-
ties. Generally, developers pass these charges on to
buyers by raising prices.

Despite the advantages to local governments of
developer charges, their use is not widespread
because to have an effective program, State enabling
legislation, local ordinances, and most important, a
strong rea estate market are necessary. Communi-
tiesin California, Florida, and Colorado are the
principal users, athough examples exist in other
States. There is no standard program; every commu-
nity has a different process, including the following:

In Broward County, Florida, the county under-
takes an “adequacy review” to assess the impact of
any proposed development on the comprehensive
land-use plan and a wide range of public facilities,
including the regional transportation network, local
roads, water management and water supply, waste-
water treatment and waste disposal, air quality,

S8Ibid., app, A<, P. 4

$Gerald Baliles, ormer-Governor Of Virginia, quoted in Arlington, VVirginia Journal, July 24, 1989, p. A9.
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schools, and parks.” The developer must show that
existing facilities are adequate to support the pro-
posed development or provide for them through fees
or exactions paid to the county.

Initially opposed by developers, the Broward
County system is now accepted because it applies a
systematic procedure to all developers and reduces
costly administrative delays. Impact fees are levied
prior to development for roads, parks, and schools.
Road impact fees are set, based on a computer model
that contains information about existing volume and
capacity for all major roads and calculates the
amount of traffic generated by the proposed devel-
opment. The developer must pay a proportionate
share of the costs of increasing the capacity or
constructing any necessary road improvements; fees
are deposited in a dedicated fund earmarked for that
service area. Park and school construction fees are
set by asimilar process of impact assessment. Water
supply and wastewater treatment facilities must be
constructed by the developer.

Orlando, Florida, has refined its system of
developer fees, using them as partial security for
revenue bonds for improvements to the wastewater
treatment system.” Funds paid by developers and
deposited in an Impact Fee Account, plus user
charges, provide debt service payments on the
bonds. The city has established a reserve account to
cover shortfalls if revenues are insufficient or a
growth slowdown occurs.

In Fresno, California, developer fees pay for all
public works improvements needed in designated
growth zones of the city.” Theinitial developer Of
agrowth zone must pay an accelerated fee (approxi-
mately established base fee) for
improvements. Once the total improvement cost is
collected, the fee is reduced to the base rate, and the
developers who paid at a higher rate are reimbursed.

Upper Merion Township, Pennsylvania, a suburb
of Philadelphia, has established itself asa Transpor-
tation Improvement District with authority to charge
developers impact fees based on the number of tips

generated by the new development.” The fees are
deposited in a highway/traffic capital improvement
fund and dedicated to making the necessary im-
provements. Developed by alocal traffic task force,
the system enables the community to raise revenue
for road improvements without affecting the town-
ship’s bond credit rating, thus reserving the town-
ship’s bonding capacity for other capital projects.

While specid districts are not a new concept in
public finance, local governments, particularly in
growth areas, have recently modified and expanded
their use. Between 1982 and March 1987, Pleasan-
ton, California, raised approximately $145 million
for infrastructure construction through general obli-
gation bonds backed by special district assets.”
After a specia improvement district has been
approved by the property owners or the city, the full
costs of al improvements, including interest costs
and engineering fees, are calculated, and the amount
is apportioned among the property owners. Benefit
zones are designated within some improvement
districts according to the proximity to the improve-
ment. Assessments are made in proportion to acre-
age rather than assessed value to prevent confusion
with property taxes, and property owners may
choose either to pay the assessment in a lump sum
or in annual installments. In one district that had
three zones for alocating highway improvement
costs, assessments ranged from $13,700 to $50,000
per acre. If a parcel falsinto a multiple-improve-
ment district, the owners can be assessed charges of
$200,000 per acre.”

Tax Increment Financing

Based on the special district concept, tax incre-
ment financing is practiced in many States, most
frequently in California. The procedure involves
freezing, as of abase date, the real estate tax basein
a designated benefit area. Tax revenues at the
pre-investment level continue to flow to the general
fund, but any increased revenues resulting from

®Douglas R. Porter and Richard B. Peiser,
Urban Land Institute, 1984), pp. 15-17.

Infrastructure

61.S. Environmental Protection Agency. Administration and Resources Management,

September 1989), p. 68,
82Porter and Peiser, op. cit., footnote 60, p. 18,
83Apogee Research Inc, op. cit., footnote . 80.
&41bid., p. 35,
85Ibid., p. 37.

Communi ty Development Component Series

Case Studies (\Washington, DC:



112 o Rebuilding the Foundations: State and Local Public Works Financing and Management

Photo credit: Upper Merion Township

The Matsunk Sewer Expansion Project in Upper Merion, Pennsylvania, was financed through the Township’s
sewer access rights program.

pro erty values rising above the base arearmarked two bridges over the highway, and improvements to
or debt service oh the improvements. Since thelocal roads. One-half of the income from the tax

mid-1970s, California jurisdictions have had author- increment district is earmarked for repayment of a
ity to finance redevelopment with the additional tax $2.5 million loan from the RISE Fund (a State
revenues generated by the projects. Los Angeles hadransportation funding program described in chapter
used tax increments to finance numerous redevelop-3, box3-A).

ment projects, both in the central business district

and in residential neighborhoods.

Orlando, Florida, has based its $19 million
financial plan for the redevelopment of its down-  While local governments are eager to tap private
town area on tax increment financifiBevenue  resources for public works capital, the private sector
bonds to finance the needed capital investments ards reluctant to participate because such projects are
backed by an irrevocable lien on the increment in the not usually profitable; thus, involuntary developer
property tax revenue. In 1986, the tax incrementcharges are more typical means of acquiring private
revenue, which is paid into a redevelopment trust capital. However, occasionally, private investors are
fund, was $2.3 million. willing to participate in financing public works that

they determine can lead to profits. For example, in

Davenport, lowajs financing a portion of $13.2  the tiny town ofBelen, New Mexicoa developer
million in improvements in an economic develop- agreed to subsidize a new water supply plant until
ment project with tax increment revenUinprove- the customer base grew and the system was opera
ments include four new Interstate highway ramps, ing at capacity and covering full costs.

*bid., p. 68.
7bid., p. 46.
S8J.S. Environmental Protection Agency, op. cit., footmote 61, p.%.
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Purchasing Access Rights

Asa way to avoid bond issues and to accumulate
capita in advance for awater or wastewater facility,
some local governments sell access rights in pro-
spective plants. For example, the township of Upper
Merion, Pennsylvania, initiated a Sewer Access
Rights Program to build up capital to finance
expansion of a sewage treatment plant. Developers
were alowed to purchase credits for an equivalent
dwelling unit (200 gallons per day) for $3,200.° The
price of the credits increased as construction costs
rose, creating an incentive to invest early. Moreover,
nonparticipants had no guarantee of sewage treat-
ment capacity for their developments. So far, the
township has collected $23 million from the pro-
gram, $5 million in paid credits, $6.5 million in
signed contracts for additional rights, $5 million
contributed by the township to purchase reserve
capacity for its own uses, and $6.5 million from
neighboring communities that plan to use the
facility.

In 1983, officials in Houston, Texas, established
a similar pre-purchased wastewater treatment plant
program. In exchange for the payment of a capital
recovery charge, private developers are guaranteed
access to a contracted amount of future system
capacity. Between 1983 and 1987, the city collected
nearly $70 million, which it leveraged into $180
million in improvements to treatment plants.”
Private developers have never liked the program,
and the downturn in the local economy has made the
pre-payment plan burdensome. However, the capac-
ity credit system signals clearly where additiona
capacity is needed and prevents overinvestment in
facilities where demand is limited. Moreover, new
capacity has been provided efficiently; the city
expanded several small treatment plants rather than
building a new, larger, regional plant.

In the early 1980s, Escondido, California, was not
in compliance with State wastewater regulations and
was the subject of a lawsuit filed by the neighboring
city of San Diego for nonperformance on a waste-
water service contract. The city was also experienc-
ing intense developer pressure. Although Escondido
was in technical default on its municipal debt, voters

had vetoed bond financing, higher user fees, and
conventional public-private partnerships.” To fi-
nance the needed upgrading of the sewer plant, the
city opted to sell future capacity, raising $16 million
in 3 months by selling rights at $1,650 per unit, for
either cash payments or letters of credit payablein 2
years. The city assures a sell-back price based on a
guaranteed 33-percent increase for the first year and
an 18-percent return for rights held for 5 years. In
April 1989, access rights sold for $3,300 per unit.
The program has the support of both citizens and
developers, athough there is some opposition from
anti-growth groups.

Privatization

Enthusiasm for ownership of environmental facil-
ities has waned since the passage of the 1984, 1986,
and 1988 Tax Reform Acts (see chapter 2 for
details), and solid waste management is one of the
few areas in which private ownership is still
considered profitable. In Hempstead, New York, a
private firm is scheduled to install a recycling
facility in a building provided by the town. The firm
will make a capital investment for equipment of
between $500,000 and $750,000. The town has
agreed to sell its recyclable to the company for a
guaranteed price for 3 years,“at which time the
town will buy the equipment from the company,
unless the contract is renewed. Other nearby com-
munities are permitted to use the recycling plant.

In transportation, suburban traffic congestion and
the lucrative prospect of the combination of toll
revenues and increased land values have made the
construction of private, for-profit toll roads more
attractive. However, prospective investors must
overcome a multitude of time-consuming financing
and institutional hurdles. In 1988, the Virginia
Legidature passed a bill enabling the construction of
private toll roads, and the Toil Road Corporation of
Virginia received approval in 1989 from the State
Transportation Commission to construct a 14-mile
toll road from Dunes Airport to Leesburg, Virginia.
In addition to completing the acquisition of capital
and purchasing the right-of-way, the corporation
must get approval of toll rates and financing plans
from the State Corporation Commission. Private

135y

®Apogee Research, Inc., op. cit., footnote 52, -

70Apogee Research, Inc., “Public-Private Parmerships for Environmental SErvices: Anatomy, Incentives, and Impediments, prepared for the U.S.
Environmental Protection Agency, Office of the Comptroller, Resource Management Division, unpublished manuscript, Oct. 17, 1988, p. 17.

71U.S. Environmental Protection Agency, op.cit. footnoteél, P. 65.
T2Apogee Research, Inc., OP. cit., footote 70, p. 23.
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entrepreneurs are also attempting to develop a
commuter rail service on abandoned railroad track in
northern Virginia.

Highway E-470, a 50-mile circumferential on the
eastern side of Denver, Colorado, exemplifies a
successful public-private venture, but it also illus-
trates the complexity of financing a major urban
highway. Private participation is limited to right-of-
way contribution, the payment of impact fees, and
membership on advisory panels. Nonetheless, the
collaboration has been a major factor in public
acceptance of the financing package (see box 4-F).

Issues Related to Benefit Financing

Despite the advantages to local governments of
shifting public works costs onto individual develop-
ers, users, and property owners, such benefit-based
strategies pose a number of complex practical and
policy issues.

o Equity: The issue of equity has severa dimen-
sions. First, developer charges and special
district assessments frequently require advance
payment for improvements. These can be a
heavy burden for small developers and even
exclude them from the market. Second, new
residents pay housing prices inflated to cover
required developer improvements. Benefits of
a highway or other community improvement
often come to both old and new residents,
making equitable cost alocation a challenge.
Finally, user fees are basically regressive.
Raising such charges to cover more fully the
costs of essential services, such as drinking
water or transit can create serious policy
dilemmas for local officials. Low-income citi-
zens may be disproportionately hurt by new or
increased fees, unless the fees include provi-
sions for low-income and other special groups
and encourage efficiency. However, if carefully
structured, benefit charges may be no more
regressive and can be less so, than subsidy by
broad-based taxes.”

e Cost Allocation: Determining the full costs of
public works and developing-arational system
for allocating costs among all direct and
indirect beneficiaries are complex and difficult
tasks. For example, the more extensive the use
of developer fees and benefit charges, the

cloudier the lines become between who are
direct or indirect beneficiaries, and who are not.

« Administrative: Establishing a cost accounting

and budgeting system that measures and allo-
cates user and developer impact costs requires
expertise usualy found only in magor metro-
politan areas. Setting equitable fee schedules
and making choices between charging average
and margina costs can be very complex.
Administrative systems that must accommo-
date both public and private funds in special
district accounts involve equally complicated
problems.

« Uncertain Revenues: Uncertain revenues and

accumulation of debt without adequate budget
control and financia planning can be serious
problems for public works authorities and
specia districts. Unforeseen rises in interest
rates and economic downturns can create short-
falls in user-charge revenues and devastate
financing plans that assume stable interest rates
and economic growth.

. Political Decisionmaking: Public works pro-

grams financed by developer charges, access
rights, and special district assessments can
remove important budget and development
decisions from the political process. Since
these funds are earmarked, they do not neces-
sarily reflect changes in community priorities
or development goals. Strong regional or State

planning programs can balance this independ-
ence.

« Regional Planning and Budgeting: If developer

charges and special district assessments are
used to finance infrastructure, developing and
following comprehensive land-use and capital
improvement plans become very important.
High fees can encourage development to leap-
frog over regulated areas into other less restric-
tive districts, exacerbating the problem of
providing infrastructure in the long term. Espe-
cidly in jurisdictions near State boundaries,
this is a difficult and politically sensitive issue.

« Strategy Selection: Local financing strategies

must conform to State laws, economic condi-
tions, and the willingness of the community to
accept anew scheme. Most of the strategies that
shift costs from genera purpose government to
individuals or special districts work best in
growth regions, where the real estate market is

TSHopkins, % St Toomate 18, pp. 22-23.
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Box 4-F— Denver’s E-470 Highway

In 1988, after years of plannirg and negotiations, the Statef Colorado authorized the E-470 Public Highwal
Authority to design, finance, and oversee the construction of E-470 as a limited-access tollway. The au
composed of an elected official from the three counties and the city (Denver) along the route, was empoy
set tolls, levydevelopment fees,and establish local improvement districts. From the outset of the planning st
no Federal or State support was available to cover the estimated $1 billion cost, and crafting a workah
financing package required regional cooperation and private sector support.

scheduled to open its first segment in 1991, Highway E-470 is financed by a $722 million bond issue ap
in 1986,and toll revenues are expected to cover the bulk of the debt service once the highway is con
Developers who own property along the route are contributing approximately two-thirds of the-right-of-way as well
as paying impactfeesto the authority. The authority has designated a 3-mile wide corridor along the E-470
asa value capture area because of its strong
economic potential, andplanned to collect 25
percent of the increased property and sales ta
resulting from the corridor development, Howeve|
a slump in the regional real estate market
delayed implementing the value capture progra
The authority considered imposing a $2 per el
ployee head tax on local employers as another fo
of beneficiary charge, but the idea was abando
after strong local opposition developed.

Funds for the first 5.5 miles, a $68lion
segment, will come from bond funds, the revenue:
from a $10 increasén vehicle registration fees
charged within the three-county region, and devel- )
oper impact fees:The Union Bank of Switzerland R
is providing a guarantee that bond holders will be
repaid from tolls, once the first segment is opened
in 1991. The provisions of the Public Highway
Authority stipulate that any fees or taxes imposed
are short term and must be removed when to|,. .-
revenues reach sufficient level to pay the debt and " s
cover ongoing operations. Once a separate fired.| L
established to handle maintenance and |mprove
ments, the tolls will be eliminated. -

Promotedasa public-private partnership, the -~
authority has formed an Executive Advisory

Committee including four authority members an
four developers. Two other groups are also advisi
the authority--a task force, which brings togeth
private citizens, developers, and the planniigec-
tors of the four jurisdictions, and a landowne e o, :
committee representing property owners along the Photo  eradit; Cojorado Department of Transportation
southern portion of the route, the first section to be Constructionof Happy Canyon Bridge, part of Denvers
built. E-470 Highway project, is under way.

LE-470 Authority, E~470 Report February 19,
2j0hn E. Arnold, $*eCUtive direcior, E-470 Authority, personal  communication, Aug. 9, 1989.
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strong. Without a healthy demand for growth,
the governing body has little leverage.

CONCLUSIONS

L ocal governments are in the unenviable position
of having primary responsibility for providing and
maintaining public works services and coping with
numerous Federal and State regulations on how
projects must be built and severe restrictions on their
ability to raise and manage funds. In most cases,
traditional broad-based taxes, principally on prop-
erty, no longer produce sufficient revenue to finance
essentia public services, which range from educa
tion to maintaining streets and sewer systems. As a
result, many communities have cut back expendi-
tures to balance budgets, frequently deferring both
maintenance and capital improvements for public
works, and creating large backlogs of projectsin the
process. In States where such actions are legal, loca
jurisdictions have diversified and expanded their
revenue sources, raising nonproperty taxes and user
fees, and tapping private capital to finance new
growth.

Costs have risen across the board and a variety of
Federal and State actions have spumed the search for
additional local revenue. First, higher costs dictate
that a larger portion of local general tax revenue is
needed for education, law enforcement, housing, and
social welfare programs, al of which have no other
revenue source and are not suitable for benefit
charges. Second, cutbacks during the 1980s in
Federal construction grants, revenue sharing, and
support for social programs, coupled with higher
standards for environmental services, have added
significantly to local costs for public works. Finaly,
property tax increases, particularly to support
growth or expanded facilities, have met with stiff
resistance from local voters, often leading to State
constitutional or legal limits on taxes.

Local Revenue Sources

Property tax increases seem to have neared the
upper limits of acceptability in many jurisdictions,
at least for the near term. However, dedicated local
income and sales taxes have proven to be success-
ful revenue raisers for some communities, and
increments added to these taxes have become
important sour ces of revenue for local public
services. Earmarking portions of tax increases for
specific improvements, such as public transporta-
tion, is often key to winning public acceptance. On

the other hand, once a source of funds is earmarked,
it cannot be used for other needs even if surplus
funds accumulate. Nonetheless, these sources, too,
generate citizen resistance, and few communities
raised their rates during 1988.

In many growth regions, governments are shifting
costs for infrastructure expansion needed for new
development directly to the private sector, through
developer charges, sales of access rights, and special
district assessments. The private sector is initiating
for-profit ventures in a few districts, primarily solid
waste projects, although transportation services that
have potential for operating revenues and land
development profits may successfully attract direct
private investment Based on current political and
economic trends, OTA concludes that new infra-
structure, particularly in growth areas, will be
financed increasingly from various benefit
charges, including direct user fees and taxes, such
asthe fuel tax, that target beneficiaries.

Increasing benefit charges for public works serv-
ices has some compelling advantages over raising
broad-based taxes. First, citizens seem willing to
accept the principle of paying for services, mak-
ing it politically easier to charge higher feesfor
public services and require developersto pay for
facilities needed by their projects. Many develop-
ersfind”’ these strategies systematic, predictable
approaches that save time and money. Second,
charging fees for services and programsthat are
closer to full costs may cut demand and hold
steady or even reduce capital requirements.
Third, the community often can collect capital funds
up front, avoiding the necessity for bond issues, and
eliminating interest costs and reserving debt for
other public facilities. Finally, benefit-based strate-
gies alow loca governments to design projects that
are relatively self-supporting, making them less
dependent on State and Federa programs, with their
attendant strings.

Despite their advantages, strategies that shift
infrastructure costs to beneficiaries pose some
complex and difficult public policy issues. If
recovery of the full cost of servicesis necessary to
a jurisdiction, how should fees be structured and
administered so they are not an excessive burden on
the poor? Determining service costs accurately and
allocating them equitably among direct and indirect
beneficiaries are aso difficult and complex prob-
lems, especially when service benefits are diffused
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(asin public transit for example) among users and
non-users. The equity of a new resident paying up
front for services, through higher land prices, when
long-time residents are also likely to benefit from
growth isafurther issue. Finally, while establishing
independent specia financing districts is a politi-
caly attractive option, doing so removes many fiscal
and land-use decisions from the political process and
may make it difficult to address new issues as they
arise. Each of these issues embodies important
political and policy concerns that must be weighed
and resolved before governments embrace these new
types of public works financing.

Small Districts and Low-Growth Areas

In many small, rural communities and low-growth
jurisdictions, such as older, central cities, private
capital and credit are unavailable, and residents have
limited ability to pay higher user fees. OTA
concludes that benefit-based and private sector
strategies are not appropriate or workable for
most small, rural communities and low-growth
areas. Thisis an especially severe problem for
funding environmental public works, since these
lack any substantial Federal or State support.
Policymakers need to consider alternatives for
such districts, which cannot depend for revenue
on astrong real estate market or the profitability
of private venture. Many such communities need
additional technical and management expertise as
well. Considerably more State involvement and
assistance is likely to be needed to address these
problems, since Federal programs and resources are
spread very thin already.

The task of complying with new Federal environ-
mental standards hits hardest at small, poor commu-
nities lacking resources and expertise, and large,
older cities with public works facilities needing
major upgrades. Small jurisdictions are frustrated by
their lack of resources and Federal standards that
they fear may be more strict than their local public
health needs justify. A requirement to build a new
wastewater treatment system or replace a solid waste
facility that still has extra capacity may raise local
costs beyond the value of the homeowners' land in
asmall, rural town. For an older city with a backlog
of deferred maintenance and rehabilitation needs,
even full-cost accounting may not generate suffi-

cient funds. Furthermore, higher service charges
could be a decisive factor for a local business
considering a move to a lower-cost jurisdiction.

The Federa challenge is to permit local choices
within aframework that implements national public
health and safety goals, maintains accountability,
and sustains economic vigor. Most local jurisdic-
tions have no dedicated, reliable, outside funding
source for environmental projects, asthey have
for transportation in the form of Federal and
State allocations of fuel taxes and other benefit
charges (see chapter 1, table 1-9). Developing
public support for new taxes or significantly
higher user charges to fill this gap requires
substantial time and effort and may fail, even
when the local economy can support them.
Furthermore, local options for funding environ-
mental services have more limiting trade-offs asso-
ciated with them than the options for funding
transportation. OTA concludes that without
stepped-up State or Federal assistance, noncom-
pliance with EPA standards is a likely outcome
for districts that cannot generate adequate funds.

Debates in State legislatures from Maine to
California emphasize that infrastructure-related
problems, such as traffic congestion, water supply,
and air quality, long ago transcended local bounda-
ries, to become regional issues. However, despite
requirements for comprehensive regiona planning,
enacted as part of Federal grant programs over the
last couple of decades, OTA findsthat regional
planning organizations currently have such basic
shortcomings that most are ineffective. Generaly,
these organizations are underfunded, lack authority
to prepare and implement plans, and are highly
dependent on the expertise and personalities of
individual personnel.

If regiona planning groups are to become con-
structive, effective forces, their basic weaknesses
need to be addressed. First, regional agencies need
reliable funding, in addition to the limited revenue
they can generate, to maintain core staff and
technical and service capabilities. Cutbacks in
Federal funds for housing and environmental pro-
grams have left DOT funding as the primary support
for regiona planning. The lack of funding for
comprehensive environmental planning is of

74Campbell Associates, Inc., op. cit., footnote 56, p. 5.
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particular concern as States assume responsibil-
ity for revolving funds to support local environ-
mental infrastructure. Second, the regional im-
pacts of infrastructure issues create the need for
coordinated capital improvement planning and
budgeting. OTA concludes that because of local

gover nment ambivalence about cooperating with
neighboring jurisdictions, State leadership and
funding will be necessary for regional planning
activities to be effective. Federal program
requirements or incentives could spur the States
to take action.
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Appendix A
Federal Spending and Tax Collection by State

This table compares Federal tax collections by State generally pay more in Federal taxes per person than the
with Federal spending for all purposesin each State, Federal Government spends per capita in the State. On the

including large agricultural subsidies and payments in other hand, the Federal Government pays out more than
lie of taxes for Federal facilities, such as military bases ¢ collects in taxes from States that receive large Federal
and Indian reservations. Those States that have high payments.

per-capita incomes, such as New Jersey and Delaware,

Table A-1--Per-Capita Federal Spending and Tax Collection by State, 1987 (in dollars)

Federal Federal tax Federal Federal tax
spending Collections spending collections
per capita per capita per capita per capita

Alabama............... 3,411 2,513 Montana............... 3,589 2,684
Alaska............... 5421 4,630 Nebraska.............. 3,344 3,011

Arizona....... e 3,710 3,034 Nevada................ 3,437 3,573
Arkansas .............. 3,084 2,371 New Hampshire......... 2,878 3,857
California.............. 3,642 3,801 New Jersey ............ 3,002 4,827
Colorado.............. 3,732 3,453 New Mexico............ 4911 2,561

Connecticut .. .......... 4,236 5,135 New York .............. 3,380 4,100
Delaware .............. 2,829 3,880 North Carolina.......... 2,588 2,809
District of Columbia. ..... 23,360 4,805 North Dakota. .......... 4,467 2,823
F|OI’Id6? ................ 3,443 3,413 Oth .................. 2,894 3]291

Georgia............... 3,080 3,034 Oklahoma............. 3,077 2,933
Hawaii................ 4,394 3,201 Oregon................ 2,765 2,979

ldaho.................. 3171 2,473 Pennsylvania........... 3,188 3,371

lllinois ................. 2,672 3,606 Rhodelsland ........... 3,502 3,501

Indiana. . .............. 2,656 3,015 South Carolina.......... 3,031 2,478
OWA . v oo, 3,009 2,911 South Dakota........... 3,751 2,463
Kansas .. .............. 3,538 3,383 Tennessee............. 3,151 2,757
Kentucky . ............. 2,782 2,456 Texas ..........oovunn 2,829 3,305
Louisiana . . ............ 2,650 2,605 Utah.................. 3,396 2,357
Maine................. 3,461 2,767 Vermont............... 2,690 2,940
Maryland .. ............ 5,113 4,067 Virginia. ... 5,317 3,501

Massachusetts ... ...... 4,358 4,270 Washington ., .......... 3,883 3,457
Michigan .............. 2,538 3,601 West Virginia........... 2,807 2,363
Minnesota............. 3,115 3,421 Wisconsin............. 2,536 3154
Mississippi............. 3,324 2.047 Wyoming .............. 3,134 3,165
Missouri . .............. 4,124 3,209 Average . .............. 3,384 3,430

SOURCE: Lillian Rymarowicz, Fe&@ T- Payments by State Residents and Federal Expenditures # individual States, Fiscal Year 1987, Report for Congress
(Washington, DC: Congressional Research Service, June 1, 1988).
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Fiscal Capacity and Effort Measures

Fiscal capacity IS a concept developed by the U.S.
Advisory Commission on Intergovernmental Relations
(ACIR) to measure the relative revenue-raising abilities of
States and their local governments, including taxes and
nontax revenues, such as user charges. ACIR defines
fiscal capacity as the relative amount of revenue States
would raise if they used a "representative” tax and
revenue system, consisting of national average tax rates
and charges applied to 30 commonly used tax and revenue
bases. Therefore, State capacities vary because of differ-

ing tax base characteristics, such as property values, sales

tax receipts, and mineral production. For example, the
effect of lower energy prices would adversely affect the
fiscal capacity of those States that rely on energy-related
taxes and user charges to raise a significant share of State

-122-

revenue. The method developed by ACIR is only one of
several methods to measure fiscal capacity, and some
believe an analysis based on per-capita income, though
much simpler, is equally useful.

ACIR also measures fiscal effort, or relative tax
burdens, across States. Revenue effort is defined by ACIR
as the burden that each State places on each revenue base
relative to the national average.

Table B-1 shows State capacity and effort indexes and
rankings as developed by ACIR. Because the ACIR
analysis is based on 1986 data, changes have undoubtedly
occurred in the index, but the general trends and
relationships remain valid.
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Table B-I-State Fiscal Capacity and Effort, 1986

Fiscal capacity® Fiscal effort’
Index Rank Index Rank
(100=U.S. average) (100=U.S. average)

Alabama . . . . . . . . 75 48 102 16
Alaska.......... ... o i 287 1 139 2
Arizona............ ... .. 96 24 96 31
Arkansas ...t 73 50 91 41
California...........cooviiiiiinn 117 10 96 30
Colorado..............covvuinnt. 115 11 88 45
Connecticut . ..............o. ... 139 3 86 46
Delaware ............. ..., 119 9 98 25
District of Columbia................. 123 6 129 3
Florida............. .. ..., 102 15 84 48
Georgia. ..o vie i 92 32 98 23
Hawali ............. ..., 109 12 102 17
ldaho ............. ... .. et 76 47 94 38
HN0IS yevyeee v v v 97 20 97 29
Indiana................oooa 86 40 97 27
lowa ..o 84 41 114 6
Kansas........covvviiiniinannn. 95 26 85 34
Kentucky ..............coovviiit 77 46 94 37
Louisiana............coiiii.. 94 29 99 22
Maine..........cooiiiiiiin 92 33 94 39
Maryland .......................... 107 14 98 26
Massachusetts . .................... 122 7 96 32
Michigan ......... ... ... ... ... .. ... 96 25 114 7
Minnesota.................. ... ..., 101 17 113 8
MiSSiSSIPPI .« v v 65 51 109 9
MiSSOUIT oot 95 28 82 49
MONEANA . . o oot e e 88 37 101 19
Nebraska .. .........couiiiiiiini.. 91 35 104 12
Nevada . . ... .o ii i 137 4 76 50
New Hampshire . ................... 121 8 68 51
New Jersey ........covuvvnnennon.. 125 5 94 35
New Mexico ................oou... 102 16 94 36
New York ........... ... ... . 109 13 141 1
North Carolina.. . .................. 86 38 90 43
NorthDakota ...................... 93 30 103 15
Ohio ... 92 34 100 21
Oklahoma......................... 95 27 92 40
Oregon . ..o 92 31 103 14
Pennsylvania...................... 90 36 98 24
Rhodelsland .. .................... 97 23 102 18
South Carolina.. ................... 77 45 101 20
South Dakota...................... 7 44 96 33
Tennessee . ..., 82 42 90 42
TeXaS ..ot 101 18 84 47
Utah......... .. o 79 43 108 10
Vermont................coii 97 22 97 28
Virginia. ... 100 19 89 44
Washington .................... ... 97 21 106 11
West Virginia...................... 74 49 103 13
Wisconsin ... 86 39 128 4
Wyoming ... 157 2 119 5

88ased on State and iocal tax bases and other revenue sources, such as user charges.
SOURCE: Advisory Commission on intergovernmental Relations, State Fiscal Capacity and Effort (Washington, DC:1988), p. 13.



Appendix C

Case Studies of Regional Planning Agencies

OTA examined a cross-section of multipurpose re-
giond planning organizational to evauate their effective-
new and reviewed the status of regional planning in two
States-Tennessee and Idaho. Although the regiona
%enci% were highly individual, the study revealed much

out the current status of regional planning and high-
lighted areas that need to be strengthened.

Generaly, the more formal authority a regional agency
has, the more status and clout it has within the region. The
regional agencies with the best records for implementing
plans were lead agencies for at least two or more regiona
infrastructure programs. For example, designation by the
State as the Metropolitan Planning Organization (MPO)
as the lead agency for water and air quality programs or
for economic development defines an agency’s institu-
tiona role, guaranteeing its involvement in those pro-
grams and opening the door for wider participation.”The
MPO designation is the most important, because it brings
with it U.S. Department of Transportation C]olanning funds
and the authority to prepare the mandated regional
transportation improvement plan.

However, in many regions a different agency is
designated as lead for each separate responsibility,
reflecting the lack of agreement by the State and locality
on who should speak for the region. None of the regional
agencies studied had responsibility for planning al major
infrastructure categories. Moreover, athough regiona
agencies prepare comprehensive plans and coor dinate
Federal and State projects, functional planning responsi-
bilities arc frequently distributed to different agencies. As
a result, functiona plans are not tied to comprehensive
regiona plans. Even within one infrastructure category,
authority is frequently dispersed. In transportation, some
States have chosen to establish multiple, single-county
MPOs instead of one regional agency, where severa
counties form the metropolitan area. In Tennessee, none
of the reg%i ona planning agencies has been designated as
an MPO.

Authority is dispersed for several reasons. The Federal
Government may disperse authority by designating a
different agency to perform atask than the State uses.
Most State agencies favor organizationsto which they
customarily delegate program responsibilities. Loca
elected officials prefer to involve their own districtsin
decisionmaking and are not eager to have an agency
designated by the Federd or State government take the
lead. As an example, in Michigan, the State recently
established a State economic development agency, but the
Federal Government continues to fired the original
planning agencies.

Regional planning organizations can establish a leader-
ship role by using their technical and analytic expertise to
provide needed local services to address local priorities.
The data collection and analytic work of many regional
agencies provide the technical foundations for numerous
regiona decisions, and the organization is often the only
source for reliable regional data To maintain this role the
agency has to maintain  its databases and retain qualified
staff, difficult tasks if funding levels are low. In addition,
most regiona planning agencies operate one or more
regional service programs, such as ridesharing or pro-
grams for aged persons; these bring additional status,
some income, and enhance their credibility within the
region.

Regional agencies may provide another valuable serv-
iceif they function as a regional ombudsman -available
to identify problems and provide a forum for discussing
controversial issues of regional significance. Some agen-
cies go a step further and help to resolve regional
conflicts, although successin thisrole depends heavily on
the stature of the Executive Director. In 1988, the North
Central Texas Council of Governments successfully
resolved air quality issues within the region, achieving
agreement on a plan that avoided Environmental Protec-
tion Agency sanctions, for example.

Maricopa Association o Governments (Phoenix,

Ceatral Texas Council o Governments, Baltimore Regional Planning councii,

San b cgo Association o Governments, Southeast Michigan Council Of Governments, and Tampa Bay Regional Planning Council.
2Campbeill Associates, “Regional Planning,” OTA contractor report, June 1989, . 15.
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Appendix D
Contractor Reports

Copies of contractor reports done for this project are available through the U.S. Department
of Commerce, National Technical Information Service (NTIS), Springfield, VA 22161,(703)
487-4650.

1. Apogee Research, Inc., “Impact of Federal Funding Changes on State/L ocal Infra-
structure Financing Resources.”

2. Government Finance Research Center, “Federal Tax Policy and Infrastructure Financ-
ing.”
3. Thomas D. Hopkins, “Benefit Changes for Financing Infrastructure.”
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