HIGHWAY SYSTEM FINANCING SUMMARY

I. DESCRIPTION OF CURRENT FUNDING METHODOLOGY

Currently, the four Florida counties in the Northwest Florida Regional Transportation Planning Organization (“RTPO”) receive a portion of the annual appropriation of state and federal highway moneys.  These funds are set aside each year for projects of FDOT on the State road system, in accordance with the allocation made by the Florida Department of Transportation to the 16-County FDOT District III, headquartered in Chipley.   These allocations are used to pay for required resurfacing and maintenance projects on State roads within the District, and to pay for Strategic Intermodal System roadways (i.e., roadways that connect one mode of transportation to another, such as a highway to port or airport).  After the annual costs of all of these required projects are paid, the remaining funds from the allocation (the remaining funds are known as “Capacity Funds”) are divided up by Chipley District III and parceled out to the regional (“RTPO”) and local (formerly, “MPO” but now called “TPO”s) planning organizations, for input as to which state road projects should receive funding from the Capacity Funds.   Over the past several years, the average allocation has been around $17 Million for the 4-county Northwest Florida RTPO.

The state is not allowed to bond against the annual Capacity Funds amount.  The Capacity Funds are used for pay-as-you-go State road projects, in accordance with priorities established by the RTPO and the local member TPO’s.  Since only $17 Million is typically available each year, it is impossible for the Capacity Funds to pay for major projects.  The projects on the priority list (the “Capacity Projects”) involve a total cost of more than $1.5 Billion.  From this, its apparent that no major projects can be accomplished, except possibly one major project spanning a lengthy period of years, and even then only if all of the RTPO and TPO members agree year after year to keep that project as the number one project for the annual Capacity funds.

Normally, instead of applying the $17 Million in annual Capacity Funds to accumulate toward payment for a large project, the Counties within the RTPO simply jockey for position to get some of their smaller projects placed on the priority list to be funded from Capacity Funds.  It is their hope that their chosen projects will eventually move up the priority list to the number 1 position, as the years go by and higher-priority projects are funded and removed from the list.   However, (i) the priority lists are re-prioritized annually, making it possible that new projects will be moved ahead of projects that have been waiting on the list for years, and (ii) no meaningful progress can be made toward completing the Capacity Projects on the $1.5 Billion list because $17 Million per year is simply too small of an amount to apply toward a major project.  Moreover, in excess of $17 Million of new Capacity Projects are added to the list annually.  Accordingly, the annual Capacity Funds tend to be used on small improvements such as turn-outs, median closures, acceleration and deceleration lanes, signalization and other ancillary projects, so that the $17 Million can be utilized for something in each of the Counties on a regular basis.

II.
PROBLEM RECOGNIZED

FDOT and the Counties have come to recognize that the funding mechanism for Capacity Projects is hopelessly inadequate.  Interest in the annual process of prioritizing possible road projects has deteriorated to the point that most Counties believe that the exercise is a waste of time.  The funds available are insignificant compared to the current needs.  Funding for anticipated needs is not even considered.  It as become apparent to all concerned that this funding system for critical, significant projects does not work.  While it do nothing to increase the annual appropriation of Capacity Funds, the FDOT is now promoting “regionalism”, in hopes that each regional TPO will be able to convince each of its members that some single project of regional significance will be funded with Capacity Funds coming in over several years.  The possibility that the TPO members could agree on such a regional project is remote at best.  The TPO members prefer to see some money spent in their own counties, rather than forfeit their share of Capacity Dollars for a number of years, just so the regional project, perhaps none of which is located within its jurisdiction, can be completed.

III. ADDRESSING THE PROBLEM

FDOT has encouraged the transportation planning organizations to become innovative in developing plans that address the present funding system.  At a meeting of FDOT officials and representatives of the Northwest Florida RTPO held in June, ideas were discussed as to how to fund the back-log of Capacity Projects currently languishing on the priority list awaiting some future funding from Capacity Funds.  Since the FDOT cannot issue bonds to leverage the annual Capacity Funds, one solution would be for the four Florida counties of the Northwest Florida RTPO to create a bonding program of their own.  The goal would be for the four-county region to leverage the annual expected appropriation of Capacity Funds into a significant amount that could address a substantial number of the needed projects at once.  Under this concept, an interlocal agreement under Chapter 163, Part I, Florida Statutes, would be approved by the 4 counties. The interlocal agreement would establish a separate administrative entity (the “Regional Transportation Finance Authority” or “RTFA”) to issue bonds for large projects, and repay the Bonds from the future expected annual Capacity Funds coming to the 4 counties.  Conservatively, if the Authority issued Bonds having debt service of only $10 Million per year, the $17 Million of Capacity Funds would be more than enough to repay the annual debt service on the Bonds.  For a 30-year bond, the RTFA could finance a bond issue of more than $130 Million.

The $130 Million of projects would begin significant progress toward the $1.5 Billion of un-funded roads.  The proposed interlocal agreement would give each County that chooses to participate, a portion of the $130 Million to be used for the FDOT projects of its choice.  The RTFA would receive the desired list of projects from each County and forward them on to FDOT, along with the money to pay for the projects.  FDOT would immediately proceed to design, construct, acquire right-of-way and complete the projects funded from the RTFA bond funds.

In order to successfully issue $130 Million of Bonds, the investors who purchase the bonds will have to be satisfied that there will always be enough money to pay the $10 million in annual debt service on the RTFA Bonds. The annual appropriation of $17 Million cannot be relied upon because there is no legal obligation for the Legislature to appropriate any particular amount.  Although the Legislature has historically appropriated enough highway money each year to provide Capacity Funds averaging $17 Million to the four counties, it is possible that in any particular year, the State might not appropriate enough to entitle the RTF, on behalf of the 4 counties, to receive the full $10 million needed for the proposed bond debt service.  Thus, no investor would be willing to purchase bonds secured only by Capacity Funds, with the risk that the Capacity Funds could be reduced to an amount in any year that is less than the bond debt service.

One important element of the RFTA interlocal agreement is that each County will be expected to guaranty repayment of a portion of the debt service on the RTFA bonds, in the event the annual appropriation for Capacity Projects in a particular year ever dropped below the $10 Million. Each of the 4 counties would choose an amount that it wished to guaranty.  Since the $10 Million would be a significant reduction from currently available Capacity Funds of $17 Million, it is unlikely that there would be a year in which the Capacity Funds were insufficient to pay the $10 Million annual debt service.  If an annual deficiency in Capacity Funds did occur, each County would have to bear a share of the shortage between what the RTFA received, and the $10 Million needed for debt service.  For example, if the capacity funds received by RTFA were only $8 Million, then the member counties would have to make up the $2 Million difference in that year.

The RTFA interlocal agreement would have each County agree to pay its portion of any shortfall whenever the annual appropriation was less than the bond debt service.  A County’s proportionate share would be determined by the percentage of the debt service that corresponds to the amount of debt service for only those bond projects within the County’s jurisdiction.  For example, if a County agreed to guarantee 25% of the bond debt service, then it would have the right to direct 25% of the bond proceeds to projects within its jurisdiction.  It would also assume the obligation to pay 25% of the shortfall in the event the Capacity Funds received by the 4 Counties was less than the $10 million in debt service.  Since the annual Capacity Funds are typically over $17 Million per year, the Counties can confidently assume that at least $10 Million will be appropriated each year.  If there were to be a shortfall, the County would be obligated to pay from its own revenue sources, its pro-rata share of the shortfall.  Thus if in a particular year only $8 Million of Capacity Funds were appropriated, then a County that had received 25% of the benefits of the bond program would have to pay 25% of the $2 Million shortfall, or $500,000.  Of course, an $8 Million annual appropriation for Capacity Funds would mean that less than half of the normal $17 Million was received.  For this reason, it is unlikely that the Counties would ever be called upon to pay their portion of the debt service in any year.

The RTFA program addresses the futility that Counties currently face in obtaining FDOT funding from Capacity Funds.  By applying a portion of the annual Capacity Fund appropriation to debt service, Counties receive, as an immediate benefit, the funding for large projects within their jurisdiction.  In addition, since only a portion of the Capacity Funds are to be used for debt service, there will still be almost half of the existing annual Capacity Funds for pay-as-you-go projects.

The RTFA also fulfills the goal of regional cooperation.  Every participating County will bear a share of the risk of an appropriation shortfall.  No participating County will have to bear the entire annual funding risk. And by cooperating through the RTFA, the amount of the likely liability for any funding shortfalls is significantly minimized.  The regional plan assures that each County will receive far more dollars for immediate funding of projects within its borders, thus greatly reducing the inflationary increases in construction costs that accompany a pay-as-you-go methodology.  The RTFA also enables the Counties to simultaneously fund their respective shares of a multi-county project.  Without this regional approach, a large project located across more than one County could never be funded because the annual Capacity Funds would never be sufficient to pay for more than the costs within a single County.  And committing all of the Capacity Funds in one year to a single county would never be accepted by the other Counties.

IV. IMPROVING THE HIGHWAY FUNDING METHOD IMPROVES THE REGION


The RTFA proposal will eliminate the need for Counties to fight for their share of each year’s Capacity Funds.  Every County will receive its allocation of bond proceeds in proportion to its guarantee of RTFA’s annual bond debt service.  Moreover, because the annual Capacity Funds for the 4-county region will be used first in each year to pay RTFA’s bonds,  it is unlikely than any County will ever be called upon to pay anything under its guarantee.  If shortfalls do occur, it would only be in a circumstance when the normal funding of $17 Million is instead less than the $10 Million needed for the Bonds.  And even then, each county is only liable for its share of an annual shortfall.


By empowering the Counties to establish their own priority lists for Projects within their borders, RTFA assures that (i) each county receives its share of the Capacity Funds, and (ii) each county is assured that FDOT will immediately proceed with its chosen projects, without further risk of changes in the regional project priorities. This greatly improved funding methodology benefits the entire region by getting projects underway that would otherwise have to wait many years to receive funding.  Perhaps most importantly, it allows the residents of each County to enjoy the benefits of highway projects while they are paying being paid for.


No doubt the best feature of the RTFA program is that it does not require any new taxes.  Accelerating the project schedule is achieved through the regional bonding of future FDOT Capacity Funds.  And costs containment will be realized because the RTFA plan will allow FDOT to lock in today’s costs for projects.  This will ultimately free up additional Capacity Funds for future bonding programs, or for continuing, small-scale Capacity Projects in addition to the projects funded by the RTFA program.


The RTFA proposal lays the groundwork for the regionalization of transportation planning and construction.  The next step is for the Counties adopt the Interlocal Agreement so that FDOT can begin developing the project costs for the chose projects of each County.  The RTFA Agreement itself does not obligate any County to make any payments.  Counties will only become responsible for their guarantee of a pro-rata share of the Bonds only after the projects are identified, the costs are established, and the County approves the project costs and the terms of the bonds.  If the County adopts the Interlocal Agreement, but never selects projects or agrees to the terms of the bond financing for its projects, it will not responsible for any payments due on the RTFA bonds.

