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Association update: Innovative financing helps — but funding still needed
By Margaret Donahoe
Transportation-infrastructure projects are often widely supported by communities, businesses and commuters, but paying the bill is not always embraced so enthusiastically. Despite the fact that investments are largely funded through fees imposed on users of the transportation system, funding continues to fall woefully behind.

Efforts to get projects moving in spite of stalled funding legislation are leading to a new look at financing options. Financing tools allow for access to capital with repayment from a new stream of revenue or repayment spread over time from an existing source of funds. While financing tools can be valuable in accelerating project delivery, these options all rely on borrowing and need a reliable revenue stream to work effectively.

Toll revenue is often used for major highway projects, but other forms of security or collateral can come from dedicated revenue sources such as sales taxes, future federal grants, local assessments, developer fees and transit-oriented development, among other revenue streams.

During the 2010 legislative session, the state authorized MnDOT to utilize the Transportation Infrastructure Finance and Innovation Act (TIFIA) program that provides federal credit assistance in the form of direct loans, loan guarantees and standby lines of credit to finance surface-transportation projects of national and regional significance. TIFIA can help advance large-scale projects — highway, transit, railroad, intermodal freight, and port access — that otherwise might be delayed or deferred because of size, complexity, or uncertainty over the timing of revenues. 

Other federal-financing tools include tax-exempt Private Activity Bonds (PAB), issued by state and local governments to aid in financing privately funded transportation projects; taxable Build America Bonds (BAB) whose interest rates are subsidized by the federal government, and State Infrastructure Banks (SIBs), which provide credit assistance in the form of loans, loan guarantees and letters of credit and serve as revolving infrastructure investment funds for state-sponsored surface-transportation projects.

A relatively new financing method — “availability payments” — has been used on some major projects: the $900 million Port of Miami Tunnel and Florida’s $1.65 billion I-595 express lanes. Availability payments are used when the facility is not intended to generate its own stream of toll revenue or where tolls alone may not be sufficient. Instead, the public authority pays the private concessionaire periodic payments out of its regular budget over a fixed term of the concession. Because private concessionaires receive fixed payments regardless of the volume of traffic generated by the facility, they do not assume the revenue risk inherent in a classic toll concession.

Minnesota uses general obligation bonds and trunk highway bonds to finance transportation-infrastructure projects. Bonding has been critical for some very important transportation projects, but it has limits. Debt-service costs have to be kept to a manageable level so that revenue is still available for meeting annual needs. 

Financing tools are valuable for moving ahead with construction of qualified transportation projects that benefit the public. On the other hand, there is no free lunch and all financing options need revenue streams to support them.  As lawmakers debate how to get new projects built, it’s important for everyone to understand the benefits, costs and risks associated with financing options.
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