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it’s about time

T2 Explainer: How should we finance transportation?

The Transportation Transformation Group is an unprecedented alliance of state government,
finance, academic and private industry leaders who aspire to transform American
transportation policy into a goal-based arrangement that maximizes flexibility to enhance the
roles of the state and local public sectors and their private partners to solve the growing
problems of congestion and mobility.

T2 publishes explainers to help policy makers and the public understand concepts essential to
transportation transformation.

If the imbalance between the current surface transportation program ($42 billion) and the current revenue
sources for the Highway Trust Fund ($32 billion) is in dire need of reform to continue to support U.S.
economic activity, how should Congress approach reform? The Transportation Transformation Group
suggests that the problem must be approached in two steps: a first step to deal with the immediate problem
and another that focuses on solving the problem long-term.

We believe it is obvious that the current method of financing the Federal surface transportation program
primarily through federal motor fuel taxes is not sustainable and will not address current and future
transportation needs. We support a long-term transition from fuel tax-based funding system to a fee-based
system, such as vehicle miles traveled pricing. We support the continuation of the existing federal motor fuel
tax, provided significant program reforms and innovative financing methods are made fully available to
states.

Simply providing additional revenue, such as from a gasoline tax increase, without making financing
flexibility and programs reforms, would disserve the public and the economy.

Transformation of our transportation program should recast relationships among users and modes into a
true transportation system and redefine the roles of the federal, state and local governments. The American
Recovery and Reinvestment Act of 2009 included features that could provide a foundation for a transformed
relationship, including:

® Providing the bulk of funding to states by formula;
® Giving states the flexibility to deliver;

® Measuring the results for all to see; and,

® Prohibiting earmarks.

Building on this start, transportation transformation should encourage and enable States to employ business
strategies and innovative finance techniques that help meet transportation goals. These may include tolling,
congestion pricing, HOT lanes, vehicle miles traveled pricing and the full range of other public private
partnerships mechanisms to bring additional resources to solving transportation issues.

We support shifting the focus away from states’ individual returns on the federal program in exchange for
achieving the broader goals of significant program reform and full availability of alternative financing
methods.
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Transformation to a new, flexible transportation system requires funding that:

Is available for use on any mode or combination of modes;
Is available for use in combination with other public or private funds; and,
Prohibits all earmarks of transportation dollars

We support financing provisions that level the playing field between private investment and public sector
investment and improve the public sector investment market. These include:

Modified accelerated depreciation;

Investment Tax Credit;

Private sector capital (PPPs) as states and regions see fit, including commercial opportunities at
existing rest areas;

A Transportation Investment Bank, provided capitalization does not divert funds from the Highway
Trust Fund;

Encourage private sector infrastructure investment by providing a 25% investment tax credit for the
cost of new qualified transportation infrastructure projects;

Enhanced depreciation and carry forward provisions for private sector infrastructure investment;
Permit states to toll new capacity within existing interstate rights of way;

Loosened federal tolling restrictions at state and local discretion and increase the number of
exemption options under current programs.

Uncapped use of Private Activity Bonds;

Allow states to leverage their federal-aid highway apportionment.

An expanded TIFIA program allowing eligible projects to proceed and the development of additional
Transportation Infrastructure Finance and Innovation Act of 1998 (TIFIA) projects in the near term.

All forms of project delivery options must be made available, including options that will speed delivery and
save taxpayer funds:

Concession-based comprehensive project delivery and operation;

Requirements that federal permitting agencies meet schedules and deadlines and that federal
resource agencies to provide a full time staff member in each state dedicated solely to the review and
approval of the state's transportation projects;

Allowing land acquisition and design processes to proceed concurrently with risk shared between
state and federal entities;

Permitting states to issue NEPA Records of Decision;

Allowance for expanded uses of habitat conservation areas in lieu of fees for required mitigation; and
Requirements that changes in federal environmental rules, regulations and laws can not be imposed
on projects that have been issued a Record of Decision prior to the effective date of the new law,
regulation or rules.

In order to focus on reform and innovation, states need assurance that they will have financial stability under
any significantly reformed new program. Assuming that federal motor fuel taxes continue to exist at current
levels, we support ensuring that each State receives no less than the percentage of its core highway funding
received in FY 11, as compared to the total core highway funding distributed to all states in any given year of
a future authorization.

Next week: What is a VMT?

T2 is happy to exchange ideas about this or any other matter related to the next surface transportation bill.
Contact Billy Moore at (202) 288-0892 to set up a discussion. You can also get additional information at our
website www.trans2group.com




