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OPTIONS FOR AN FY 19% INFRASfRUcrURE FI'lfANCING INITIATIVE 

During the FY1996 budget process, the Administration wilt consider whether the budget should 
include new resources to fund an initiative that wouJd offer a distinctiv~ Ginton Administration' 
approach to jnf~astructure. Two iS5UeS"are bcf?fc the Deputies; . , 

" 

• 	 what option or options should be considered during the budget process? 
• 	 docs this memorandum adequately refieci the' arguments that should he made' for and . 

against devoting new resources to an infiastructure initiative? 

Section I of this memorandum provides background on the Administration's infrastructure policies 
to date, Section II describes baseline infrastructure policies for 1995. Section III evaluates the 
option that the Working Group believes should form the core of any large initiative. Section IV 
considers four additional policy tools that the Administration might adopt either a5,a complement 
to the larger initiative, or as a substitute for it should the Administration wish to pursue a sm~~)cr 
initiative. . 

. 
I. THE ADMINISTRATION'S INFRASTRUcrURE POUCIES TO DATE 

A. BUDGE;T..I'Q,!,!,qRS. Despite very tight budget caps, the Administration ~ sought si~ificant 
spending incrc'ascs for infrastructure. The Administration's 1995 budget requested funding for 

. infrastructure totalling $34.0 biliion. This represented an 11 percent" increase over 1993 spending 
levels but only a 1 percent increase from the 1994 enacted level. 

• The Administration's budget requests (see 	TAB A) have-especially favored transportatio~ 
programs: the FY 1995 budget sought an increase of 3 percent over FY 1994 levels and 15 
percent over FY 1993·levels: ,The,proposed spending would have supported "full-funding" 
of both federal-aid'highw.ys and formul. grants for transit capital sPending. , . 

, • The Administration's 1995 'Budget requests for wastewater treatment and safe drinking 
facilities were up 7 percent from 1994 levels and up 5 percent from 1993 l.v.ls.t. 	 ., 

As pm of NAI'TA, the AdministrntiOIl sough! $56 million lO capitalize the fir& tranche of the U.S, eapllal 
•contribution 10 'the NQrth American Develnpment llink. The NAD Bank win tX: insttummtai in providing $2 tQ $3 
billion in environmental inftasiructure for thC U.S.-Mcxiw border region. 

r , 
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The Administration had 'mixed success wi~h its budget 'requests. Total 1995 appropriations for 
infrastructure were $33.2 billion, or almost 9 percent higher than FY 1993 levels. FYI995 
appropriations for both wastewater treatment and for safe drinking water were 12 percent higher 
than in 1993. Howeverj thc"Administrntion did not achieve its goa) of "fun-funding" for [STEA 
- the 1995 highway program level was $1.2 billion less than authorized while transit formula 
grants were $373 mUlion less than a~lhorized, " 

~~ROGRAM.Mt.:IJC REFORMS. In 1993 and 1994, the Administration pursued a number of 
programmatic rcfonns in federal infrastructure programs. Congress enacted nOne of the changes 
sought by the Administration, The most important of these efforts included: 

.• Reauthorization of the Safe Drinking Water Act (SDWA) and the Clean Water Act (CWA). 
" T11e Administration proposals would hav,? created and capitalized 3 "Drinking Water ~tatc 

Revolving Fund'" program and expanded the existing Clean Water State Revolving ~und" 
program. 

• A proposal in the President's 1995 budg~t to rescind $4.7 billion in "highway demonstration" 
projects in order to make available enough funds to fully-fund the core highway programs 
authorized by ISTEA. 

· I 

• A proposal to restructure the Federal Aviation Administ~ion as'a pu~ljc corporation, 

Congress rejected the Administration's proposed reprogramming of highway fuiids, and did not 
complete action on the other Administration proposals noted above. A cOmprehensive list of the 
Administration's accOmplishments related to infrastructure policies' can be found' at TAB B, 

II. BASELISE INFRASfRUcrURE.POLICIES FOR 1995 . 

• • I" ­

Ail agencies agree that the Administ~ation should continue to press the general themes established 
during the la" two years. Although the specific legislative strategy would depend on political 
deveJopments in coming months,"in general the Administration would continue to worK on behalf 
of the tegis~ative initiatives noted above. In addition, the Administration would probably propose . 
-or ~PPO!1 limited programmatic: reforms. These include: ' 

• Reissuing Execu~ive Order 1~3. wbich would stimulate private investmcnrin infrastructure 
by allowing states and localities to'scn'certain federally-funded public infrastructure facilities 
and use the proceeds to make additional public infraStructure investments (see TAB C). ' 

• Supporting legislation tbat would allow States to set up reVOlving funds using their Federal 
highway funds; . 

• Administrative 'and regulatory actions to improve the Clean Water SRFs. . . 

, . 
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, 
III. THE CORE PROPOSAL: CAPITAIJZE STATE INFRASTRUCTURE BANKS.' 
Under Ihis option, the FYl996 Budget would include increased fundi.ng to capitalize "State 
Infrastructure Banks" (SIBs)3 Although SIBs could be capitalized at any level. the Working 
Group believes lhal funding on the order of $2.5 billion ~ $5,0 billion over five years would be 
needed to induce states to fonn such Banks. 

, 
Permissible Use of Funds '-:" SIBs would be' a more flexible version of existing Clean Water 
Slate Revolving Funds, SIBs would be allowed to: . 

• 	 make below-market loans, for local public infrastructure investmcnt~ 
• 	 provide loan guarantees or' other credit enhancements for local public infrastructure debt; 
• 	 use the federal grants as 'a reserve agai.nst which the SIB would borrow added fundsj 
• 	 . make subordinate loans iIl; local Rrivatc projects; 
• provide development risk insurance for private projects: 

." accept funds from state entities; . 


Leveraging --' The capitalization grants would be leveraged by requiring that the SIS finance 
infrastructure projects worth a ,total of.'four times the amount of the initial-federal grants, 

. 	 ' 
Beneficiary Pays -- To reduce local reliance On financing by general taxpayers, some, portion 
of SIB loans would have to be used 10 COnstruCI or repair facilities lhal were paid for direclly by 
users (dedicaled laxes,;ould'be used 10 repay other SIB subsidies). The exac!fraclion speCified 
in Ihe Administration proposal would be delermine<! after consultalion wilh Ihe Congress. 

Pro: 

• During the'campaign, the President emphasized the role of pUblic investment in economic 
growth; Tbc Administration has conlinued 10 build a public case for the.importancc of public 
investment The 1994 EcoJiomic Report of·the President, for example, described at SOme' 
length why "the AdministratiOn beHe'les the United States,has underinvcsted in its public 
infrastruetufC," Capitalizing SIBs would underscore the importance that this Administration 
attaches to public investment. and would advance an important part of the President1s 
economic agenda. 

• , SIB funding would be dramatically more efficient than cur:rent feqeral infrastructure programs. 
SIBs would "rcinvent" fe~cral programs in five principal areas: . , 

, " "' 	 . 
(l}SIBs. would leverage federal funds far more than ,do current programs. "Ill most existing 
infrastructure programs; ~ . dolJar in fcdCra1 spending is associated with· $1,25 in total 

2: 	 A number of I'ro~ have been made to capitalize an off-budget federal infrastructure bank. TAn D discusses 
why the Worl"~ Group op~ iht many proposals that hive been i1.OlltCd fOf such a bank. . 

3 • All agencies agree that SIBs would bdar ~ efficient than current programs, In principle. Sills dould be funded 
by !"MllocaHng existing inframructUl\! ouUays,' This memo assumes, how~vcr, that political oonstTaims require Stns 
to be funded as a supplement to. not substitute for, existing ouIJays.. 
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infrastructure investment, SIBs, in contrast. would be required to leverage federal funds by . 
four-to-one, 

(2) Shallow subsidies would provide incentives to fund only the most productive. im'estments, 
Current federal transportation programs cover an average of 80 percent of project costs. 
Because of the leveraging requirement, however, SIB loans and credit enhancements would 
provide subsidies I that, on average. were economically equivalent to about 25 percenl of 
project costs. (The SIB would tailor each loan or other subsidy io fit local conditions, SiBs 
could provide subsidies that·wcrc economically equivalent to direct grants ranging frol!l zerO 
up to a maximum of 50 percent of project 'costs,) The shallow subsidy provided by the SIB 
would provide states and localities with incentives to be more selective in the projects that 
they ch~e to build. . 

, 
(3) SIBs would give states greater flexibility in the use offederal fundS. Compared to CUITent 
programs, SIBs could better tailor solutions to fit local problems, . SIBs would have mOre 
discretion over the type of infrastructure to be bUi.lt. and the depth of the subsidy nceded to 
build it. Gr~atcr flexibility would lead to more efficient solutions to local problems, 

(4) SIBs wo~ld increase the amount ofprivate investment in infrastructure. Tbc vast majority 
of infrastructure investment is now undertaken by the public sector. SIBs would be allowed 
to join with private sector firins that wished to investment. in infrastructure. The greater 
private sector investment in infrastructure would result in ,competition for public p~idcrs; 
greater-. competition would bring a' more rapid adaptation to changes in demand and 
technQlogy, and would free public resources for other needed infrastructure projecls, ' 

(5) SIBs would reduce the need for general taxpayers to fund infrastructure investments. At 
present, much infrastructure is paid for by taxpayers general1y rather than those who use 1~C 
infrastructure. The shallow subsidy' rate provided by SIBs, logether with the explicil 
requirement that beneficiaries pay, would work to channel SIB subsidies to projects ,that were 

, more likely 10 be self-supporting. Increased payments by beneficiaries would provide new 
revenues for further investment and better'sig.riats about wbere and how much new investment 
was needed, . 

• This initiative would' provide new funding that could be used to support other Adminis~tion 
policies, such as efforts to address problems in urban areas, . 

Con 

• Some believe that the requirements for leveraging and pricingwould'sharply limit Ihe political 
appeal of this initiative, 

, 
• Undertaking this initiative would divert, budgetary resources ahd political capita') from !!thcr 

Administration priorities, such. as health care reform or welfare reform; 

• The Administration already has sought a limited "reinvention" of federal infra.<;.tructure 
, . programs through the programmatic refonns undertaken to date, More extensive. reinvention 

efforts coulo be pursued i~,thc context of routine reauthorizations. ~ 
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• Although infrastructure spending bas fallen short of what the Administration bad hoped to -, 

achieve, it nonetheless has -remained high relative to other priorities --' funding has been 
preserved m:d slightly increased at a time of severe budget constraints. Section I showed how 
the budgetary and programmatic efforts of this Administration have advanced the agenda of 
those who would invest more -- and more efficiently - in America's infrastructure. Given 

'the Administration's infraslructurc achiev~mcnts to date, and the severity of existing budget 
constrainls, the limited available resources might be better spent on other Administration 
priorities. 

• 	Congress might not enact any of the programmatic reforms embodied in this option, but 
instead use proposed fundifjg simply to increase. spending 'on e;dsting programs: Yet 
aChieving programmatic reform ~uld be one of the most important justifications for 
undertaking this initiative. Some agencies do not believe that !in adequate case has been made 
for increasing spending On existing infrastructure programs. ' 

, 

• The 	options considered in this memO~would tend to focus ~pending on projects that can be 
justified on economic merit alone~ and might give less weight to some of the distributional 
concerns ,that are reflected in current programs. Specific provisions might need to be added 
to tbe SIB proposal in order to address federal concern. about the distribution of SIB 
subsjdje~. For example, special prov~sions might be necided to insure Ihat the subsidies 
addressed the,inff'dStruct~re needs of economically troubled areas. ' 

. A..lJNRE£QLVED DESIGN lSSUES, A number of issues remain open: project cJigibility criteria; 
whether the SIBs should provide ~cial treatment for "federal priorities. U and whether the 
progrnm should be'm"!J(iatory Or discretionary, 

1. Project Eligibili1Y -- all infrastructure or transportation only. A broad-based initiative 
would cover all transportatio~ and water~supp)y facilities nOW eligible for federal aid, Such 
a program would address concerns about underinvestment in "public infrastructure" generally. 
and has the potential to generate the widest support among infrastructu~e advocates. 

On (he other hand~ a broad-based initiative w~u'ld run the greiltest risk of being attacked 'as 
being unnecessary in a time of fiscal constraint. Moreover, unless the SIBs receive substantial 
resources, environmental advocates may want to focus all available resources on existing 
Clean Water SRFs, rather than have water projects compete for the 'same pot of money a.~ 
transportation projects. Nor would limiting the SIBs to transportation projects necessarily 
sacrifice the support of environmentalists. for the conditions under which SIB subsidies,would 
be made available are exactly ~hosc that env~rorunenta1ists have championed for some time: 
relatively low matching rates, greater reJiance on beneficiary pays, and increased private sector 
investment in infrastructure. 

2, "Federal Priorities" Window -- SIBs would not be -well-suited to address specific federal 
priorities. If desired, special provisions could be added to achieve various federal pnqritics: 
SIBs could be required to allocate a specified portion of subsidies: for projects in designated 
urban areas; for qualifying congestion relief projects; for projccts addressing 'regional or 
interstate problems; and/or to make below-market loans to private entities that need to dean 
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up "brownfields." Adding such provisions would increase the likelihood that the SIB~ 
furthered spccifi"c federal goals. but would reduce state fl~xibilily and its attendant benefits, 

. 3. Mandatory or Discrctlornny, Legislation establishing the SIBs could detcn:nine that federal 
. capitalization grants were mandatory spending, discretionary spending, or both: ' 

I 

• 	 A manqatory program could be paid for on a,PAYGO basis. In addition, a mandatory 
program would provide more predictable funding streams, allowing better planning and 
more, efficient resource usc at the local level. 'Congressional ovcrsigr.t would be 
maintai~ed through routine oversight hearings and the reautho~ization process. 

• 	 A mandatory progx;am might provide somewhat less Congressional oversight and afford 
Congress somewhat less control Over federal revenues. In addition, designating such a 
program as "mandatory" would run the risk of opponents charging the Adm'inistratlon 
with trying to avoid the intcl}t of the Budget Enfofl:ement Act'(opponents might charge 
that the Administration was using artifical categorization in order to use PAYGO offsets 
to fund spending that otherwise would be capped.) . 

IV. OTHER OPTIONS ..None of the options below wuld provide an initiative of the ,"",pe 
and magnitu(!e of SIB grants. At the same time, the options that follow might be atlractive either 
as complements to a largcr SIB initiative, or as a substitut~ for it should the Administration wish 
to pursue asmaller i.nitiative. . . _ . - . 

A. CRFATE A "J'AXAllLE INERASIRl:CTIJI\E!lQND". SIBs, or perhaps state and local governments 
general! Y would receive a direct federal subsidy for a portion of the. interest that they pay onI 

taxable bonds issued to support sPecific claSses of infrastructure projects. Taxable bonds would 
be attractive to SIBs if (1) the interest subsidy lowered borrowing costs below what they wold 
achieve thn)ugh tax-exempt borrowing, or (2) it were made available for projc'cts that carnIot 
now get tax-c~cmpt financing. e,g., privately-owned roads and intennodal facil,ities.­

The tllxllble bond interest subsidy would be a mandatory appropriation in o!der to allay issuer 
concerns that the subsidy mighi not continue for the life of the bond. The total subsidy paid out 
each year would be capped by Bmiting the amount of debt eligible for subsidy each year. The 
market for taxable bonds woul~ encompass,both Ihose,investors that currently invest in tax­
exempt debt and those that do not now purchase tax-exempt bonds (e.g., pension funds· and 
foreign investors),' Bond voJume would be allocated to states 'either on a ix;r Capita basis (a la 
the, existing cap on tax-exempt, private activity bonds)- or would be auctioned off by some 

. federal entity. 

Pro 

.. 
• 	Would give SIBs another tool to subsidize state and-local infrastructure investment. This 

option would have none of the economic inefficiencies associated with tax-exempt financing . 

.. 	Pension fund managers may support this option, for it would allow'them to earn taxable 
returns on, investment in public sector infrastructure: 
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Con 

• 	All of the objcctions raised ag.inst Option 1 apply equally to this option. 

• State and local officials and 	the tax-exempt bond industry would be likely to oppose the 
proposal strongly as a'threat to the c:xisting Federal subsidy for tax-e~~mm debt. ,Fierce 
opposition greeted a similar proposal by the Carter Administration. Some of the opposition 
to tbis instrument might be blunted by providing direct interest subsidies only for bonds issued 
by SIBs or only for projects that cannot now receive tax-exempt financing, 

• 	Would divert resources from the basic option. 

Olher 

• 	Mucb of the budgetary «lst of taxable bond subsidies would take place outside tbe budget 
Window. Unlike gra.nts, which are scored as an up-front appropriation, the interest subsidy 
on 'a taxabt~ bond would only require an appropriation each year equal to the amount of 
subsidy paid in that, year. . ' 

B. CREATE A "TAX...cREDIT INFRASTRUCTURE BOND". This option would be similar to t~e 
taxable bond option in all but itsbudgctary effects. -Under this option, SlSs would issue taxable 
bonds to support specific infrastructute projects ..The holders of these bonds would receive a 
subsidy from the Federal govcrnrilent in, the form of it non-refundable income tax, credit (the 
value of the credit would be included in gross income). The total Federal subsidy would be 
capped by limiting the total amount of tax credit bonds that may be issued by a State. .' 	 . 
Pros/Cons/Other -- sa.me as taxable bond subsidies except that: 

, , 
-

• 	Budget considerations -- unlike taxable bond subsidies, tax-credits would appear in th~ 
budget as a tax reduction rather than as direct spending. 

• 	Political considerations -- Unlike taxab1e bonds, tax-credit bonds would not enjoy the 
support of pension funds (who would be unable to invest profitably in tax-<:redit bonds). 'On 
the other hand, tox-credit bonds would not carry, the albatross of the words "taxable bond." 
Some agencies believe, however. that all those who ·oppose taxable bonds would equally 
oppose the substantively similar tax-credit bonds. ' 

C. EXPAND TAX-EXEMPT IIOND SUBSIDIES. State and local governments currently are able to 
finance public infrastructure projects with bonds that pay in.terest tha. is exempt from Federa1 

)ncomc tax, Mpst infra.;;tructurc projects with significant private involvement. howcver~ either, 
cannot be financed with tax-exempt bonds or else can be so financed only if a portion of tlie 
relatively scarce State private activity bond volume cap is allocated to the project. Under this 
option" the Administration ;.vould seck to; 

• 	 provide a partial exemption from the state private-activity volume cap for certain 
infrastru'cture facilities; , 

• allow highways and lntermodal faciJitics to be financed with private activit'y bonds . ., . 
7 




•.Tax-exempt bonds provide only a sh~now subsidy. The value of tax-exempt financing varies 
with intc"rest rate levels, individual and corporate in<;ome tax rates1 and other factors affecting 
the tax-exempt market., At present, tax-exempt financing provides a .subsidy that is 
economically equivalent to a direct grant for roughly 15-20 percent of a project'~ costs. 

• 	 ~ccausc these subsidies generally would benefit private investments~ they would lead t~ 
facilities paid for by the beneficiaries rather than general taxpayers, 

• Easing constraints on tax-exempt debt at the same time that a taxable bond option is proposed 
might reduce fears that the taxabJe bond was intended. to undenninc support for tax:-cxcrnpt 
financing. . 

Con , 	 , , 
, i 

• 	All of the ~bjccti0ll:s raised against Option 1 apply equally to this option .. 

• 	 Most economists ~Iieve that tax-exempt fi~ancing is inefficient, for the benefits of lower 
intercst rat~ to issuers are smaller than the Federal revenue foregonc'thIough the grant of 
tax-exemption. A rough estimate suggests that state and local borrowing costs are reduced 
by about $90 dollars for every $100 in reVenue that the federal government loses due to iax­
exemption' for mu~icipal bonds. ' ., 

• Would take money from the basic option. 

Ol/l.r 

• 	The tax subsidies would be scored as rc,-":cnuc losses, rather than direct outlays. Unlike direct 
subsidics, which-require an up-front appropri~tion of the present value of the 'subsidy being 
offered, tax-exempt. bond subsidies: would require budget resources equal to the annual loss 
from the increased use of taX-exempt debt during the budget window. ' 

P.,.1Il!lV!!lE.TA;':.JiOBSll!I.~~~IRONMJ;JITAL_FACILmES, The Administration 
would seck two lax subSidies for private sector investors in ~astew~uer trcat~cnt and drinking 
water facilities; 

, 	 ,', 

• 	 accelerated depreciation (the depreciab"lc life of this property would be reduced from the 
current levels of 15 or 20 years to a shorter Period, e,g., 7 or 10'years). 

• 	 contrip~tjons in aid of construction (ClAC) -- ClACs arc contributions of capital assets 
or the Cash equivalent .made ·to investor-owned water utilities by ne~ customers, to 
reimburSe the utility for the cost of improvements needed to serve the customer (e,g., the , 
land deycloper),' Current law includes the value of CIACs in a regulated utility's gross 
incomc"subjcct to federal" income t.ax. This option would allow utilities to excluqe from 
gross income the value of CIACs if such oontributions were also e~cluded from the 
utility'S 'rate base. 

, ' 
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Pro 

• These changes would provide relatively shallow,subsidics. The a~lcratcd depreciation, for 
example, would provide a subsidy that was economically equivalent 10' a direct grant for 
something less than 5 percent of the amount' of project costs.' CIAC would provide a subsidy 
roughly on the order of 30 percent of capita) costs. ' 

• 	Thc,CIAC change would provide inccnt~vcs to consolidate small, publjc systems into larger, 
private systems. Larger systems may be more likely'to comply with EPA regulations. 

Con 

• These proposals would effectively reinstate provisions of the Tax Code that were repealed in 
the 1982 Tax Act and the Tax Reform Act of 1986. In 1982, Congress repealed accelerated 
depreciation for these facilities, arguing that ,depreciable Iives for income tax purposes should 
be at least somewhat tied to econOmically useful lives, -Similarly, Congress decided in the 
Tax Reform Act of 1986 .that 'ClACs should be treated for income tax purposes as 
compensation for a service provided. Supportjng a reversal of the 1982 and 1986 decisions 
would make it more difficu1t to oppose other exceptions to what the Administration' believes 
is good general tax policy. . . 

• All of the objections raised against Option 1 apply equally to this option. 

, 
• 	Would take riloney from the basic option. 

Other 

• 	The budgetary cost of accelcra1ed depreciation would be equal the annual diff~rcncc between 
depreciation'deductioru; under current rules and those under the proposed rules multiplied by 
the ,investors' margina1 tax rates," . /, . 

, . 
I ' 

, 	. 
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TAB A 

, PUBLIC INFRASTRUCTURE, SPENDING 

Table 1 
Adminjstration Budget Requests and Enacted Levels 

for Major Infrastructure Categories 
($ in billions) ,

I 

, 
,, 1993 1994 

Request 
1994 

Enacted 
1995 

Request 
1995 

Enacted. 

Transportation 24.5 , 28.6 , 27,4 28.3 27.2 

Highways 1/ (11.4) (2OA) (19.9) , (20,0) (19,1) 

Transit (capital) , , (2,6) (3.4) 
, 

(3.4) (3,8), (3,5) 

Railro:lds ' (.4) 
, , 

(A) (0.4) (0.5) . (0.5) 
,,,,, 

Air Transport 
, 

(4,1) . (4,4) (3,7) (4,0) (3.5) 
, 

Water Treatment .and 
Supply , 

Water Resource 
Development 

,, , 

,3,0 

2.2 

2,; 
" 

, 1.9 

,3,0. 

2,2 

3,2 

1.6 

, 

3.4 

1.7 

" Ii 
" II 
" " " " 

" " 

Other I CDBG '0,8 0,8 (),9 0,9 0,9 

, 

Total,, 3Q,6 3~,8 33,5 33,9 33,2 

Infrastructure Socnding Summary 
The term "infrastructure" referS here to transponadon, environmental, and water resources 
facilities. This definition correspOnds to the role of infrast~cturc in supporting the national 
economy. and also to the areas in which the Fc;dcral government plays t~e large~1 ro)c in 
project selection and funding. .' 

Total Spending 
Table 2 displays government spending on major infrastructure categories in 1990.' Spending 
by alileycls of government on all fonns of infrastructure (including operations) totalled $147 
billion in 1990', Net of Federal.grants, State and local governments spent $110 billion, or' 
75% percent of this t0l3L " 

. , 

, Congressional Budget Office, August 1993 
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CapitaLSpending, , 

For .1990, about $66 billion or 45% of total infrastructure spending was for capital purposes, 

the remainder was for operations and maintenance. The Federal govcrnmcnl.contributcd ' 

$26 billion or 40% of total spending. The vast majority (83% or $21 billion) of this capital 

assistance was provided in the form of grants or loans. ' 

Debt Financing 
Much of the $110 billion in State and local spending is financed with tax-exempt debt. In 
1992, States and lOcalities issued more than $78 billion in infrastructure debt; total 
outstanding municipal debt waS $1.2 trillion at the end of 1992. The Federal tax excmption 
for interest on :statc and local debt provides a major subsidy to State and local infrastructure 
spending. In 1992, the Fedctal revenUe loss from tax-exempt debt on infrastructure bonds 
totalled $26 billion. Many State and local governments a.lso exempt such debt from State and 
local taxes. 

Table 2 

1990 Capital Spending by All Levels of Government for Infrastructure 


( $ in billions - nominal $) 


. Highways . 
Transit 

TolaI 

. 
34.3 

, 
5.5 

, 
Federal 

13.9 

3.1 

, 

. , 
Slale and 

I.:<lcal 

20,4 

2.4 

Federal as 
% or 
Tolal 

41% 

56% 

Railroads o .0 ,0.0 0.0 0% 

Air Transport 4.8 2.6 2.2 54% 

Water Transport 1.2 0,3 0.9 25% 

Water Treatment and 
Supply 

. 15,4 3.0 
, 

11.4 
19% 

Water Rcsource 
Development . 
Total 

4.7 

65.9 

2.8 

25.7 

1.9 

40.2 

60% 

. 39% 

II 
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TABB 

Infrastructure Accomplishments & Outstanding Proposals 

Department Qf Transportation 

Budget Summary: 

• 	The Administration's budget requests have favored tnillSportation programs: Ihe FY 1995 
budget sought an increase of 3 percent over IT 1994 levels and 15 percent over FY 1993 
level,. The proposed spending would have supported "full-funding" of both federal-aid 
highways and f?nnula grants for transit capital spending. ' 

Other Accomplishments/Proposals: 

• 	 Innovative Financing Initiative. ,In March 199:t, the Federal High:way Administration 
established an lrutovativc Financed - Tciit and Evaluation Project (TE-045) to help 
identify. actions to encourage ·increased investment in tJal)sPortation. WOf.king with the 
States, FHW A has identified projects, developed a plan of finance and offered those 
projects as examples of creative financing sOlutions. With this initiative. FHWA hopes t~ 
dc-mystify the financi.l options made available ~y ISTBA and Title 23. FHW A is 
clarifying'for State~ what they can already do under current law, They are also m~ing 
FHWA guidance more flexible so States can take advantage of what ISTBA or Title 23 
pcrmit~, Twcnty-six stat~s havc' submitted a total of 60 innovative financing projects. 
,FHW A will use the findings of this effort to examine th.e current operating and change 
regulations or guidancc.where there is administrative discretion. Where the results suggest 
that changhig the statu.tory framework is neCessary, the'results will help'shape fut'ure , 
legislative p,roposals, 

• 	 Implementation of E.0. 12893. A Draft plan covering FHWA. ITA. FRA, FAA. and 
Coast Guard was submitted March 30; 1994, covering formula and discretionary grant 
pragrams of th'csc agencies. Final plan to be submined shortly and inCorporates several of 
the items discussed below, cspeciaUy Infrastructure Investment Criteria. ' 

• 	 Infrastructure Investment Criteria FHW A and ITA issued guidance for conducting the 
ISTEA-rcquircd major investment studics of significant transportation investments in 
metropolItan areas. ITA,also issued criteria for funding of transit new start projects. 
PAA has developed criteria for award of uirporf discretionary grants, which include 
benefit-cost ana1ysis for large projects, and ror·signing letterS of Intent to awru.d future,,;, 
year grant funds. 'As DOT grant recipients comply with these requirements, transportation 
dccisionmak.crs will have better information to make infonned decisions' on proposed 
infrastructure investments, " ' 

• 	 Managcmenr and Monitoring Svstcrns. Interim Final Rule publiShed in the Federal 
Register on December I, 1993, implementing the ISTEA requirements for State 
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management systems 
, 

for (1) highway pavement of Federal-aid highways, (2) bridges on 
,and off Federal-aid higho/ays, (3) highway safety, (4) traffic congestioo, (5) public 
transportation fa'cilitics and equipment, and (6) j~term0d3J transportation facUities and 
systems, These' systems will enhance 'the States decision-making proc.ess for use of 
transportation funding. 	 ' 

• 	 Statewide and Metropolitan Plaruting. Ftnal rules published in the Federal Register on 
October 28, 1993, implementing the ISTEA requirements for revised statewide and 
metropolitan planning processes for the Federal highway and transit programs. These roles 
require a comprehensive approach to planning and programming transportation projects at 
the State arid urbanized area levels that will improve tbe overall decision-making for, 
funding transportation projects and, assure that' transportation projects help meet Oean Air 
Act air pollution improvement goals. 

• 	 Highway Life-Cycle Cost A)1f1lysis (LCCA), Interim policy statement published in the 
Federal Register on July II, 1994, establishing LCCA principles to be applied by FHWA 
in its infrastructure analysis and in evaluating the adequacy of State 'highway agency 
procedures used for evaluating projects funded by the Federal-aid Highways program, 

, 	 ,. 
• 	 Highway Economic ReQuirements System (HERS). The FHWA-developed HERS model 

~s undergoing fin~l internal and external rcview"prior to being applied by FHWA in the 
development of the system-level highway "needs" report due to Congress in January 1995, 
The HERS ;"ode1 overlays an engineering-based needs model with an . 
invcstment/pcrfonnancc model that incorporates bcnefit-cost analysis, 

., 	Congestion Pricing, A cooperative agreement was signed In AUgust 1993 with the 
California Department of Transportalio'n and. the Metropolitan Transportation Commission 
for the firSt project under the Congestion Pricing Pilot Program authorized by ISTEA The 
program was funded with contract authority of $25 million per year for FY 1992 through 
FY 1997. To expand opportunities f.or additional projects, the initial project solicitations 
have been eKtended ~ndcfinitely and criteria for OCC(;ptab1~ projects have been refined. In 
addition. pre-project development studies have beel?- made eligible for funding. 

• 	 NationaUlighway System (NHSJINational TranSportation System INTS). The Department 
announeed and submilted to Congress its NHS map and designation iit Deeember~1993, . 
At the same time it started an effort to identify a National Transportation System. Both 
concepts arc important for ,hclping to set priorities for investment and for focusing the 

. Nation's attention on ,an integrated transportation system designed to meet mobility and 
economic needs in the most cost-effective manner possible. 

,. 	Intelligent Venicle-Highway Systems (IVfIS).The NHS program has moved 
aggressively to establish the structure and process by which the Dc::partment will make usc 
of improvemcI!ts in information infrastructure to promote more efficient ,use of the 
physical infrastructufC, Automated Highway developments along with operational tests 
and research and development have pushed the envelope on techniques to enhance 
highway/transit sy'stcms productivity, The program covers a whole range of diver:se 
information and control technologies to make highway·use safer and more efficient Setf­

13 




_diagnostic sensors on, for example. "smart" bridges, report when a bridge needs repairs 
and can help targct maintenance and renewal when it is most timely. ' 

• 	 Next Generation High-Speed Rail. The Department has developed a program that will 
support thc advancement of high-speed rail, 'particularly on existing infrastructure. 
Proposed legislation -- which has passed both Houses of Congress -- would establish 
Federal programs to support both high-speed rail corridor planning and the development, 
testing and, dcrnonstration of high-speed technologies fo~ application in existing rail' 
corridors. The Department is working on a high-speed rail commercial feasibility study 
that will be used to support the development of a comprehensive national policy that will 
form the basis for establishing a long-range Federal role'in high-speed ground 
tran.<;portation development. 

, , 
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Environmental Protection Agency 


Budget SUmmary: 

• The Administration's 1995 Budget requests for waStewater treatment am~ safe drinking 
. 	 facilities were up 5 percent from 1994 levels and up 7 percent from 1993 levels. (As part 

of NAFfA, the Administration sought $116 million to capitalize the North American 
Development Bank. which wilE be instrumental in providing $2 to $3 billion in 
e~vironmcntaI infrastructure for the <U.S,-~cxico border region.) 

Other ACc:QrnplishmentslProposa!s: 
.. . 
, 	 .' 

• 	 As noted in Section LB., the Administration has proposed improving investment in tbe 
Nation's water infrastructure through reauthorization of the Safe Drinking Water and Ocan 
Water Acts. The Administration's specific rec!lmmc!ldations in~ludc the folloWing: 

Safe Drinking Water Act 

• 	 Increase flexibility for communjties to meet SDWA requirements and better target 
resources to,effectiv~ proteciion of the enviro~ent at;-d public healtb; 

• 	 Extend eligibility for DW-SRF assistance to aU public, non-profit, and private community ,wa1er systems; 
• 	 Protect sourCes of drinking water to reduce the need for costly treatment infrastructure; 
• 	 Ensu~e the vIability of s'mall.systems to maximize the Nation's investment in drinking 

water infrastructure; 
• 	 Establish treatment technol~gy standards specific to small' systems to lower tbe cost and ­

increase the efficiency' of systems unable to benefit from economies of scale; ., 
• 	 Implement a comprehensive system of operator training and certification to ensure efficient 

use of infrastructure; " 
• 	 [nereaSe flexibility for selecting drinking water contaminants to be regulated and for 

. setting compliance lime-frames to help control infrastructure costs; 
., Streamline and strengthen the enforcement provisions Qf the SOWA to improve 

compliance with tbe law and to·encoUrage needed investment in infrastructure. 

Clean Water Act 

To con1inue·and extend the success of the Clean Water-SRF program, the Administratiori 
'proposed continuing Federal Capitalizatio~ of the program through 2004 at a leveJ sufficient to 
allow CW-SRFs to provide a least $2 billion (in 1994 dollars) per year in assistance OVCT the 
long tcrm. Thc ,rccommcndcd,authorizations arc: 

FY 1995 -- $2.00 billion 

FY 1996 -- $2.00 billion 

FY 1997 -- $2.00 billion 

FY 1998 -- $2.00 billion 
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FY 1999 -- $1.50 billion 

FY 2000 -..: $1.25 billion 

FY 2001 -- $1.00 billion 

FY 2002 -- $0.75 billion 

FY 2003 -.- $0.50 billion 

FY 2004 -- $0.25 'billion 


Total ,- $13.25 billion 

The Administration also made the following rccommc!1dations to better target Federal 
resources to crjtical projects and to provide flexibility to States and local governments in 
protecting and cleaning the Nation's waters: . . . 

• 	 Expand the eligibility for CW-Sf:{F assistance to include activities such as pollution 
prevention and water usc efficiency that can reduce the need for costly treatment 
infrastructure; 

• 	 Remove restrictions On cW-SRF fundii)g of combined sewer overflows. storm 'water. 
controls, and sewer rehabilitation. which represent critical jnfrastru~ure needs for some 
communities;, 

• 	 Remove certain Federal requirements for engineering and planning from assistance to 
small communities in order to, reduce the cost burden of waste:vater projects; 

• 	 Authorize States to· provide ~dditional subsidies to economically-disadvantaged 
Communities through the CW-SRF program with negative interest rate loans, principals 
writc-do~nsl or similar mechanisms; 

• 	 Remove impediments to private investment" iri municipal wastewater facilities by defining 
the term "p~blicly-owned treatment works" in a manner that would,ensure equitable 
penni!!ing and enforcement for· all public-purpose facilities, regardless of ownership 
structure (this provision 'would oot ~xtcnd eligibility fo~ CW-SRF assistance to private 
wa..o;tewatcr entities). 

, 
! 
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" . Water Resources Infrastructure 
I~Y Corps of ~nginccrs & Interior's Bureau of Rcc:)amatlon) 

Budget Summary: 

• 	The Administration sought a decrease in water resource programs (e,g., dams, ports and 
harbors), 

Other Accomplishments/Proposals: 

• 	 Prior to authorization for construction, water fCSOurces infrastructure projects must be 

evaluated for economical feasibility and environmental accq~tability, 


• 	 TIle Army Corps of Engineers received more than .$1.7 billion in 1994 to continue work 
on about '160 projects. In 1994, the Bureau of Reclamation received about $0,4 billion for 
various,construction projects,' The Bureau of Reclamation devoted substamial .funds to the 
completion of its last multiple objective, water resources development (the Central Arizona 
Project). Funding enacted for water resources infrastructure investments decreased 
between 1994 and 1995, 

• 	 Consistent with RO, 12893t Principles for Federal Infrastructure Investment, both the 

Corps and Bureau are making serious efforts to operate ex-isting infrastructure mOre 

e'ffectively and efficiently. In fact, the Corps entire operations and maintenance program 

(not part "I the table of infrastructure investments) is included in its GRPA pilot project. 
. ,. 

HUD's'- Community Development Block Grant (CDBG) Program 
'. 	 .. 

COBG funds can be used for a wi~e range of eligible activities re'fated to housing. economic 
deveJopmcnt, public services. and public works. Choice of which eligible activities to fund is 
made 'at the loCal level. Based on available information, about 20% of CDBG funding is used 
for infrastructufc: (i.e., strcct and sidewalk repairS, water, sewerl 'flood control, and drainage 

'systems). Most CDoo funds are used for housing-related activities. construction of public 
buildings) economic deveiopment activities, and planning/administration, 

Budget Summary: . 

• 	The, Administration sought minor increases for HUD's Community Development Block 

Grants program related to infrastructure. Abeu. 2G% of the CDOO program goes to 
. 	 . 
"public wor~s" type investments, 

Other Accomplishments/Proposals: 
, . , 

HUO's FY 96 budget may include a neW economic development proposal that would provide
•additional funding for infr!lStrnctufc for distressed communities. 
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TABe 

Revise E.O., )2803, ·.'ederal Interests in Stale and LocaJ'lnfrastructure [Dvestmenls." 

The Working Group ~cornmends that the Administration issue a fCvised Executive Order 12803, 
The Deputies will receive a separate decision memorandum outlining this recommendation in 
more detail. 

Background 

E.O, 12803 was issued by the previous Administration to encourage federal. State and local 
gC?vcmmenls to sen public investments in infrastructure. The order. reduced federal recoupment 
requirements for the sale of existing assets, and instructed agencies to remOve regulatory and 
other barriers to State and local sale of infrastructure assets that bad been financed in part with. 
federal funds. . , 

Discussion 

To date, no state or locality has taken advantage of the provisions, o~ E,P: 12803. The revised 
,. 

, order would be designed to end the uncertainty that has surrounded the current order and to 
encourage more private investment to supplement existing pubiic investment in irifrastructufC, 
The proposed new Exc'cutive Order would: (1) remOve elements of the current order that favor 
private sector ownership and operation "over continued pUblic ownership and operation; (2) limit < 

the usc of State and local proceeds to new or expanded infrastructure investment; (3) clarify the 
rules for disposing of federally-financed infrastructure; and (4) accommodate the Unifornl 
Administrative' Requirements for Grants and Cooperative Agreements to State and Local 
Governments or "Common Rulc." 
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Tab 0 
National [nfrastructure Corporation 

Several groups have proposed creation of an off-budget "infrastructure bank H or National 
Infrastructure Olrporation (NrC). Such an entity was envisjoned, for example, in Financing the 
Future, the 1993 repon of the CommisSion to Promote Investment in America's Infrastructure,_ 
Most recently. an NlC is the subject of H,R. 2150, the National Infrastructure Development. Act 
of 1994, 

, 
Typically, an NlC would be a government-sponsored enterprise (GSE). capitalized in whole or 
in part whh. Federal funds, and with at least three branches: and functions. First, an infrastructure 
insurance subsidiary (tcooed the [nfrastructure Insurance Company or lie in Financing the 
Future) would insure and reinsure certain taxable and tax-exempt senior infrastructure debt issues 
that other bond insurers wiltnot handle. Its activities would be similar to those currently carried 
ou( by the GSE Connie Lee within the narrower college construction lOa~ sector. Second. the 
NIC would use borrowed or appropriated funds to invest in senior or subordinated securities. 
Third, a dcycloprncf!t insuranCe sctvice would provide insurance to infrastructure projects for tbe 
initial development stages, when financing may be difficult. An, NIC could raise funds in severa), 
ways, including issuance of equity securities. In.conjunction'with establishing an NIC. Financing 
the Future and H,R. 2150 recommend creation of an infrastructure security for pension funds t~t 
could be distributed tax-free to participants at retirement. . 

The proposed lle was modeJed after the, College Construction Loan Insurance Association 
(Connie Lee), an existing GSE, which Is 3uthorizc~ to insure and reinsure certain academic 
facility'oonds. ,Shortly after Financing th~ Future was released, Connie Lee proposed legislation 
to authorize it to insure and reinsure infrastructure bonds. On Fe~ary 17, 1994, the 
Administration,submitted legislation to Congress,that would authorize Connie I:ce to insure and 
reinsure elementary and secondary education bonds. No action has been taken on this legislation. , 
By lowering the hurdle rate of return necessary for an investment to acquire funding, the lending 
and insurance activities ,of an'NIC would stimulate additional investment in infrastructure. As 
" GSE, it would also have some budgetary advantages over an on-budget program or cOrPoration, 
Its equity and debt sccuritie,s would be taxable, and therefore would facilitate infrastructure 
investment by pension funds.> FinaUy, an NIC could in theory provide a vehicle for implementing , 
a consistent and·. coherent infrastructure investment strategy. with an extensive role for 
public/private partnerships,' . 

However, the Working Group does not 'support calls for an NIC.' 'The Federal Government has 
generally opposed proposals for new or expanded GSEs because of Concerns about increascrl 
-taxpayer exposure, potentia1 distortions of private credit markets, possible increases in Treasury .,,
borrowing costs, and potential misdirection of the Government subsidy. 

\ 
One problem is that the earnings potential of ad NlC is questionable, Without additional federal 
subsidies, it may not be able to overCOme: the problem of using taxable-rate'debt and equity 
issues to fiJ,lancc the purchase of tax-exempt municipal infrastructure bonds. At '(be same time, 
financing or insuring below-investment-grade issues would be risky, and few issuers might wish 
to pay thc premiums required to make such NIC activhies profitable. 

, 
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1he need for the NICs insurance role is also questionable. -The bond insurance market ll) very 

competitive arid is growing rapidly. Although market imperfections may exist, 'there is no 

convincing evidence that inherently p,rofhable investment oppprtunities cannot find private 

insur~ncc. Private bond insurers would certainty objcc~_to what they would.consider needless and 

unfair competition from a federally-backed GSE. 


A GSE also has several disadvantages in terms of control and accountability, As a private 
corporation;' its investment policy is outside tbe direct control of the government. Its activities 
would not be subject to explicit on-budget review concerning its ~ngoing effectiveness and 
justification in tenus of.current public policy priorities. Accrued changes in its net worth arc not ' 
reflected in any federal a~unts, but the government may be;forccd to recapi1alize the NIC. at 
great cost, if it becomes insolvcnt. This implicit federal guarantee of the NICs investors and 
creditors could create a moral hazard problem in which the NIC' undertakes more risky 
investments than wouJd an ordinary private company. 

In response to an KICs attraction as a focus for pension fund investments in infrastructure) many 
observers would point OUt that money is fungible. Tht? fact that pension funds do not inveSt in 
tax;-cxcrnpt securities docs not l)-cccssarily limit the supply of fu~ds to the tax-exempt market. 
The proposal for preferential tax treatment of withdrawals of pension inyestmcnts in infrastructure 
scc-urities is also problematic, and raises significant' tax policy cOncerns. 'This incentive 'is 
insufficient to make tax-;-cxempt bonds 'as attractive to pension funds as corporate bonds or other " 
taxable-rate issues! even if returns from the latter could not be'distributcd.tax-frce. Relative to 
municipals, the taxahle securities would have roughly the benefits'of tax deferral; paying tax at 
the 'ti~c of distribution will generally be preferable to' accepting a lower. tax-exempt rate 

. throughout the life of the investment. ­
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