








FOREWORD
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Transportation Research Board

This report assesses the viability of a range of conventional and innovative options for
financing investments and operations of highway and transit systems. Such options can help
reduce the gap between the funds being generated by currently used financing methods and
government agencies’ estimated needs for funds. The report will be useful to senior federal,
state, and local government officials and other policy makers.

The challenges government officials and other policy makers face in their efforts to secure
sustainable resources and means for financing the nation’s transportation system are immense.
Demand is expanding, and its patterns are shifting—exceeding the existing system’s capacity.
Increasing congestion in urbanized areas lengthens commuting times, obstructs deliveries, and
imposes costs on workers and businesses. Our desires to enhance our economic competitiveness,
personal mobility, and environmental quality require that we improve the system’s efficiency.
Current options (for example, user fees, tolls, bonding, and use of general revenue) are unlikely
to meet well-documented future resource needs; the Federal Highway Trust Fund is not able to
keep pace with even the currently authorized highway and transit programs.

To assist agencies in meeting these challenges, the National Cooperative Highway Research
Program (NCHRP) is conducting several research studies on topics requested by the American
Association of State Highway and Transportation Officials (AASHTO). This report is the final
product of NCHRP Project 20-24(49), “Future Financing Options to Meet Highway and Transit
Needs,” one of these studies. The NCHRP 20-24 project series was initiated in 1988 to address
problems experienced by top management of state departments of transportation (DOTSs). As of
April 2006, more than 54 specific projects have been undertaken addressing topics in finance,
human resources, organization structure, strategic planning, leadership, business practices, and
other areas of direct concern to high-level DOT executives.

The objective of NCHRP Project 20-24(49) was to present options for all levels of
government to reduce the highway and transit funding deficits on a sustainable basis. A research
team led by Cambridge Systematics performed the study in three phases. Phase 1 entailed a
review of estimates of investment needs and available revenues available at all levels of
government, using information available from the U.S. Department of Transportation (U.S.
DOT), AASHTO, and other sources, to identify the likely shortfall over the coming decade. In
the second phase, the researchers examined the advantages and limitations of a wide range of
conventional and innovative revenue and financing options—such as fuel taxes, tolls, motor-
vehicle fees, transit fares, local option taxes, and impact and development fees—considering
their ability to maintain purchasing power over time, ease of acceptance and deployment,
collection efficiency, and other factors influencing their attractiveness to state and local agencies.
In the final phase, the team explored how funding options might be used in combination to
reduce the resource shortfall identified in Phase 1, considering costs, risks, and impediments to
implementation.



The results presented in this report include an assessment of options for raising revenue;
approaches to using innovative financing methods and public-private partnerships for applying
these revenue-raising options; and strategies that federal, state, and local government agencies
might pursue to reduce the estimated gap between available funds and needs. The researchers
reviewed others’ estimates of the magnitude of that gap at local, state, and federal levels for the
coming decade, 2007-2017. They used these estimates to assess how significant a contribution
various revenue and financing options might be able to make toward closing the gap. The report
concludes with a discussion of implementation strategies for highway and transit funding
initiatives, presenting several case studies of successful initiatives.
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Abstract

This report presents options for all levels of government to close the nation’s highway and
transit investment deficits on a sustainable basis. The study estimated the needs and
revenues available at all levels of government from 2007 to 2017; examined existing and
emerging revenue options; and demonstrated potential portfolios of funding options to
close the revenue gap. The report also discusses necessary implementation steps to help
secure the needed additional transportation investment.
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Executive Summary

The objective of this project is to present options for all levels of government to close the
nation’s highway and transit investment deficits on a sustainable basis. The study was
conducted in three phases.

e Phase1 estimated the needs and revenues available at all levels of government from
2007 to 2017;

e Phase 2 examined existing and emerging revenue options; and

e Phase 3 demonstrated potential portfolios of funding options.

B Overall Study Conclusions

e Motor fuel and vehicle taxes and fees are the mainstay of Federal and state highway
programs, are a major contributor to transit funding, and will continue those roles
for the horizon of this study. A major challenge will be to keep them responsive to
growing needs, including the impacts of cost inflation.

e The Federal Highway Trust Fund (HTF) faces a very short-term funding challenge
before the end of SAFETEA-LU. A specific illustrative scenario that would solve both
this short-term solvency crisis as well as provide growing funding through the next
authorization cycle has been demonstrated in this study.

e In addition to traditional methods, the significant gap-closing potential of other
emerging revenue strategies at all levels of governments has been demonstrated.
The most successful programs to date have blended a menu of funding tools that
complement and, in some cases leverage, the traditional sources.

e The key issue is how to successfully implement these strategies at all levels of gov-
ernment over the next decade to achieve the investments that are needed in our sur-
face transportation systems. Review of successful implementation at all levels of
government suggests that most, if not all of the following steps, will be needed for
successful implementation of major revenue-raising initiatives:

1. Develop a consensus on the scope of current and future transportation investment
needs and the importance of addressing them;

2. Develop a specific plan and program of investments for which additional funding is
needed and demonstrate the benefits expected from the proposed investments;
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