A Synthesis of ITS Lessons

FUNDING

Lessons in the funding category discuss Federal, State, regional and local, and private funding, as well as a combination of funding sources, and innovative financing.  Federal funding for highways and transit is established by the Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU), a six-year surface transportation authorization bill passed in 2005.  Within the highway program, there are six major funding categories: Interstate Maintenance, National Highway System, Congestion Mitigation/Air Quality (CMAQ) Improvement, Surface Transportation Program, Bridges, and Equity Bonus (known as Minimum Guarantee under the Transportation Efficiency Act for the 21st Century (TEA-21)).  The transit program provides a mixture of formula and discretionary grants through the Urban Formula, Fixed Guideway Modernization, New Starts, and High Priority Bus categories.

The State and local agencies play the largest role in financing, owning, and operating highway and ITS systems and networks.  Projects to be considered for funding—whether through Federal, State, or local sources—must be included in the Transportation Improvement Program for their State or region.  Federal funds are available to manage, operate, and maintain ITS systems; however, the bulk of funds still typically come from States and localities.

Private financing refers to ways that State and local agencies can collaborate with the private sector to develop unique opportunities for funding ITS projects.  Private sector involvement allows agencies to leverage private capital to implement projects in a shorter time frame.

Innovative financing for transportation is a broadly-defined term that encompasses a combination of specially-designed techniques that supplement traditional highway financing methods.  While many of these techniques may not be new to other sectors, their application to transportation is innovative.  There are numerous innovative techniques that can be combined with traditional funding programs.  Several tools have been developed to assist agencies in determining the right financing situations for their projects.
   The lessons in this subcategory include examples of how some jurisdictions have funded their ITS projects.  Financing tools used by these jurisdictions include special assessments, impact fees, tax increment financing, and grants.  Key lessons learned are summarized below, followed by brief narratives of supporting evidences gathered from stakeholders’ experiences:
· Clarify Federal funding regulations for projects that do not deliver tangible products. 

· Distribute financial resources equitably according to agency capital cost shares.
· Leverage State assistance in the procurement and funding of ITS technologies for rural transit.

· Consider partnering with neighboring agencies and non-traditional stakeholders. 

· Consider public-private partnerships and unique financing methods as ways to cover costs for ITS projects. 

· Examine multiple funding sources and anticipate unforeseen costs associated with deploying ITS.  

· Consider development impact fees, special assessments, and other innovative mechanisms to help finance ITS projects, and management and operations strategies.  

Evidence Based Lessons Learned

Federal Funding

Federal Funding Lessons
· Clarify Federal funding regulations for projects that do not deliver tangible products. 
· Distribute financial resources equitably according to agency capital cost shares.
The Intermodal Surface Transportation Efficiency Act of 1991 established a Federal program and authorized funds to research, develop, and operationally test ITS and to promote their implementation.  TEA-21 extended this program and authorized funds through fiscal year 2003.  TEA-21 also guaranteed a minimum level of spending for highway and transit programs.  The next program established was SAFETEA-LU in 2005.  SAFETEA-LU folded ITS planning, design, and deployment into mainstream highway programs and established eligibility for ITS projects using regular Federal Aid highway funding including funds from the National Highway System, State Transportation Planning, and CMAQ programs, as well as from other infrastructure programs.
  
Clarify Federal funding regulations for projects that do not deliver tangible products.  Procurement for an ITS project is not like procuring asphalt and concrete.  Some ITS projects, when compared to traditional construction contracts, present challenges because they produce a service to customers and do not deliver a tangible product.

· The Hampton Roads ATIS project experienced multiple iterations of the contract between the VDOT and the prime contractor.  There were several issues that became apparent as the public-private partnership evolved and there were numerous iterations within VDOT, and between VDOT and FHWA.  One significant challenge that VDOT encountered was a lack of Federal Aid regulations for transportation projects that do not deliver a tangible product, such as a new freeway lane or a reconstructed bridge.  The Hampton Roads ATIS, in contrast, was proposing to deliver a service, not a product.  In order to receive Federal Aid funding for the project, VDOT officials had to make this distinction clear to FHWA.  Contract negotiations lasted over a year, due in part to the difficulty in negotiating with FHWA to receive Federal Aid funds.
 

Distribute financial resources equitably according to agency capital cost shares. The development of a viable project finance plan in a multi-jurisdictional setting has proven difficult and at times required great flexibility on the part of the partner agencies.

· The Central Puget Sound Regional Fare Card project was awarded numerous Federal grants designed to assist the project.  Rather than allocating individual grants to partner agencies, the RFC partners agreed to disburse grants proportional to the relative shares of equipment purchased by each agency.  This equitable approach has encouraged agency participation.  To the extent that a partner agency expands participation in the RFC project, both its responsibility for project costs as well as its share of total grant revenue would grow commensurate with its participation.
 

State Funding

State Funding Lesson
· Leverage State assistance in the procurement and funding of ITS technologies for rural transit.

As transportation construction costs have increased, State and local budgets have become more constrained.  Some transportation capacity projects move forward despite community, environmental, and space issues; but overcoming these constraints requires longer construction periods, frequent project mitigations, and more complex construction techniques.  Consequently, each construction project consumes a larger share of available funds.  As project costs increase, many States and localities face infrastructure deterioration from years of deferred maintenance.  These funding challenges mean that few agencies can build all of the facilities that might be desired.
 

Leverage State assistance in the procurement and funding of ITS technologies for rural transit.  Partnerships between State and local agencies can be an effective tool in achieving the deployment of ITS in rural areas.  In order to bring ITS to rural agencies, the programs are being funded at the State level.  In one case, the State even set up the procurement for small agencies to buy into if they wanted.  The following are selected benefits of an alliance between State DOTs and rural agencies.

· The price of equipment will drop and will become more affordable to rural agencies.  If a State DOT becomes involved with the procurement and offers that procurement to all the rural agencies in the State, the procurement grows to a size that will then interest vendors.

· If the State DOT evaluates the offerings of ITS solutions, that information can be communicated to smaller agencies, eliminating the need for each agency to perform its own investigation. 

Developing partnerships with State and neighboring agencies assists rural transit providers in procuring and successfully implementing ITS technologies.  State agencies have the financial resources and subject matter experts that may not be available to rural and non-urban transit agencies, so it is best to consolidate efforts to eliminate redundancy and reduce funding expenditures.
 

Regional and Local Funding

Regional and Local Funding Lesson
· Consider partnering with neighboring agencies and non-traditional stakeholders. 

Increasingly, regional and local transportation plans include language supporting improved transportation systems management, promoting more efficient use of existing infrastructure, and adopting a more customer-oriented approach.  Yet the funding and staff resources needed to support the implementation of such planning objectives are often lacking.  For example, a plan might declare that regional coordination to maximize efficiency of the existing system is a top priority; but no funding is then allocated toward regional incident management programs, corridor management strategies, or regional traveler information systems. 

Federal policies allow several funding sources to be used for regional systems M&O programs.  Although there are greater Federal funding opportunities for M&O than many regions perceive, the bulk of funds typically must come from States and localities.  State and local funding processes make it difficult to fully integrate planning and operations by creating separate categories of funds for capital and operations expenses.
 

Consider partnering with neighboring agencies and non-traditional stakeholders.  Non-traditional stakeholders, such as universities and law enforcement agencies, can provide additional resources and insight into solutions that may not have been considered.

· The Community Action Partnership of Mid-Nebraska has two partners in its implementation of ITS in rural transit, one of which is the Buffalo County Sheriff's Department.  The Community Action Partnership sought out the Sheriff's Department because of the Sheriff's in-depth knowledge of geographical information systems and global positioning systems.  Because the Community Action Partnership has limited resources, it seeks out subject matter experts in the local community whenever possible.  The Sheriff's Department provides the expertise for the system and receives benefits because it can control the bus dispatch.  This feature is important when emergencies occur because the Sheriff's Department can take control of the buses in times of natural disaster and for security reasons.

Private Funding

Private Funding Lesson
· Consider public-private partnerships and unique financing methods as ways to cover costs for ITS projects. 

SAFETEA-LU makes it easier and more attractive for the private sector to participate in highway infrastructure and ITS projects, bringing new ideas and resources to the table.  Innovative changes such as eligibility for private activity bonds, additional flexibility to use tolling to finance infrastructure improvements, and broader Transportation Infrastructure Finance and Innovation Act and State Infrastructure Bank loan policies, have the potential to stimulate needed private investment.
   There is also greater need for public- and private-sector collaboration and for more cooperation among public agencies, partly in response to funding limitations and partly in response to the increasing system performance effects of non-recurring incidents.
   

Consider public-private partnerships and unique financing methods as ways to cover costs for ITS projects.  Public-private partnerships may be the most effective means of getting large, necessary projects implemented sooner.  The ability to structure a project to obtain financing in the capital market will dictate the ultimate feasibility of a project.

A critical issue facing transportation officials today is the manner in which they fund and finance managed-lane facilities.  Increasingly, governments are looking to the private sector for participation in these large complex projects.  Several Federal programs strive for inclusion of the private sector, not only as investors, but also as active participants in project development, construction, and operation.  Additionally, the unique operating strategies used in managed-lane facilities create a demand for innovative financing techniques that are untried in the transportation arena.  Typically, private investment backed by public debt assurance makes large ITS managed-lane projects more financially feasible.  However, both public and private parties involved in these innovative financing arrangements need to be aware of the potential risks and plan accordingly.
 

· In the case of an ATIS in Miami, public agency activities were geared towards traffic management with a corridor-based approach, while the private sector required a larger market with broader sources of information.  When seeking private funds, these differences needed to be addressed to make projects attractive for private sector investment.  The contract agreement established a framework for the private partner to establish non-traffic management business areas and revenue sources other than public funding.
 

Combined Funding Sources

Combined Funding Sources Lesson
· Examine multiple funding sources and anticipate unforeseen costs associated with deploying ITS.  

Examine multiple funding sources and anticipate unforeseen costs associated with deploying ITS.  Combining funding from multiple sources can be an effective way of financing ITS projects.  Transit agencies have brought forward a number of different funding and financial considerations important to rural transit agencies undertaking ITS deployments.  Additionally, agencies need to realize ahead of time that costs may escalate throughout project deployment as well as during day-to-day operations.  These rising costs make it important for agencies to explore all possible sources of funding to ensure budget constraints do not delay the installation process.

Funding for ITS deployments is available to rural transit agencies from a multitude of Federal, State, local, and even private sources.  Rural transit agencies searching for funding need to be aware of the combinations of Federal, State, and local funding available to them and the ways in which match money can be obtained.  Once the potential funding sources have been identified, it is important that agencies budget for the unexpected as well as the anticipated costs of a project.  The following agencies have typically used an assortment of Federal, State, and local funding options.

· The Capital Area Rural Transportation System in Austin, Texas secured funding from the Federal Transit Administration (FTA) and the Texas DOT for the installation of AVL/MDT, scheduling and dispatch software, and enhancements to the radio system.

· In Florida, Community Transportation Coordinators are part of a statewide project undertaken by the Florida Commission for the Transportation Disadvantaged, an independent commission housed within the Florida DOT.  The ITS project undertaken by these coordinators included two phases of installing new scheduling and dispatch software and AVL/MDT systems.  The first phase was funded by an FTA demonstration grant.  The second phase was funded with additional FTA money as well as a commission match, which required a 10-percent match from each participating coordinator.

· In New Mexico, the Client Referral, Ridership, and Financial Tracking system received funding for the implementation of new scheduling and dispatch software, and electronic fare card technology from the FTA, the New Mexico Human Services Department, the New Mexico Department of Labor, and the Alliance for Transportation Research Institute.
 

Innovative Financing

Innovative Financing Lesson
· Consider development impact fees, special assessments, and other innovative mechanisms to help finance ITS projects, and management and operations strategies.  

The primary objectives of innovative finance are to maximize the ability of states and other project sponsors to leverage Federal capital for needed investment in the Nation's transportation system, more effectively utilize existing funds, move projects into construction more quickly than under traditional financing mechanisms, and make possible major transportation investments that might not otherwise receive financing.
 

To help close the gap between highway infrastructure investment needs and resources available from traditional sources, SAFETEA-LU includes provisions that, in addition to tolling options, will enhance innovative financing and encourage private sector investment.
   

Consider development impact fees, special assessments, and other innovative mechanisms to help finance ITS projects, and management and operations strategies.  Innovative financing can have a significant impact on a region trying to support its transportation facilities.  Almost every transportation agency identifies inadequate funding as a major concern.  At the same time, virtually every agency acknowledges that funding constraints are a major impetus for advancing M&O strategies.  Planners often become champions for M&O strategies only when they recognize a serious discrepancy between available funds and the cost of new capital investments necessary to maintain regional mobility.  However, planners should not wait for a budget crisis before offering regional leadership on M&O coordination, nor should practitioners choose between funding roadway construction and funding operational improvements.
· One innovative funding strategy is to use impact fees levied on land developers to fund operations equipment, such as traffic surveillance cameras and signal timing improvements.  The practice of requiring developers to fund transportation improvements as a way to mitigate the transportation impacts of their projects is well established, but relying on this as a source of M&O improvements is relatively new.  In Montgomery County, Maryland, an impact fee for large developments has replaced the use of some discretionary transportation funds.  The county's public works department is using these impact fees to fund operations equipment, including DMS and vehicle detection equipment.  In one instance, a major development funded a DMS that indicates when transit parking facilities at central rail stations are full, encouraging drivers to use parking lots at stations located further from the region's core.  This new funding source has also helped to promote coordination between planning and operations.
 

· The creation of a special assessment district provides State and local governments with another method for financing ITS projects.  With special assessment districts, the recipient of the project pays for a proportional cost of the project.  For example, a special assessment district might be created and a tax might be levied on district property owners if a project was of substantial and primary benefit to that particular district.  This method is especially useful in projects that include a transit component.  For instance, a bus rapid transit line and station could be part of a transportation network that influences land use resulting in a high density development.  This development would receive a substantial benefit from being part of the network; therefore, businesses or residents in the district could be charged a special assessment. 

· Another method of financing is tax increment financing.  Using this approach, a special district is created and improvements are made within the district, which stimulates private sector development.  However, the tax rate is frozen before development begins or improvements are made.  The taxes continue to be paid but the difference between the original assessed tax and the tax on assessed value after improvements is deposited into a special account that is used to pay off the bonds that were sold to finance the improvements.  This money can also be leveraged for more improvements in the district.
 

Funding – Conclusions

Funding and financing mechanisms available today reflect a shift from the traditional means of grant-based funding and address the realities of certain funding shortfalls.  Federal and State Governments, as well as State DOTs, are working collaboratively with other regional and local entities as well as the private sector to maximize the effectiveness of every transportation improvement.  Project stakeholders must work together to assemble a funding package that will result in a financially feasible project.  The U.S. DOT has achieved tremendous advances in making large, complex projects more feasible and has developed numerous programs to capitalize on available resources.  More effective financing of ITS projects will ultimately help to improve the mobility of the transportation system. 

For transportation departments to implement ITS components, especially in remote locations, the costs to provide the power and communications infrastructure needed to make the data accessible can be substantial.  Sharing capital, operations, and maintenance costs can be beneficial to all the agencies involved.  Agencies can realize a significant impact by providing cost-effective solutions to deploying ITS components in remote locations. 

Identifying potential funding sources for an ITS project can be a challenging task.  For many agencies, the most useful initial contact for questions on fund availability is the ITS or transit office of the State DOT.  In the absence of such an office, a good starting point may be to contact the Regional FTA or FHWA Office.  The local program or project manager should determine the level and timing of funding available for ITS system development and the requirements for plans and other information in order to qualify for various sources of funding. 
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