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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.
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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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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.
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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.
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Box 3-B—~New Jersey Infrastructure Financing'

G:Mamambhmﬂupupmmﬁammﬁmdmxpmmmmbemgme
mostdiﬁcultofpohtml tasks. In 1982 and early 1983, then-Governor Thomas Kean’s

attve menmncal fne a Naw larcaw Infeastmintiine Ranle /N ITR) wae wridale hailad MNecruitae
MV“VF FW“ AV . AVGW JUOWF ALLLIGOW UAMG LFGLLE \LVSLLF) VRS WILSGALY LIGUWAL ASIDUMLD

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
GRS W VWHLUGD SRl LBIMILGAPRLILGD IVG Ualidpis wauvel a]mu u«u‘lvvum

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'
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according to ability to pay as well as severity of need.

: mmmmxglmmmwwmmmmmwmﬁm
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
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(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

tn aunid tha tannh of Aatacen =rha coh o~ Can ~ald
W avuiu un wuun_y l»w vl Wu:lumu.us Wwiicic EIUW ui uuslu to occur. Jc\.UlnA, un‘ cu:bu Ul yuuuw inierests are

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
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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

cymakers search ng for new fund ng and man
agement strategies may find greater success n

pursu ng separate programs to support environ
mental and transportation publ ¢ works



