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ADMINISTRATIVELY CONFIDENTIAL

THE WHITE HOUSE

WASHINGTON

June 13, 1975

MEMORANDUM FOR: JIM CANNON
FROM: MIKE DUVAL
SUBJECT: Highway 131 (Near Grand Rapids)
Route 131 is congested just north of Grand Rapids. The State is
considering two alternatives:
1. A connector to Route 37; or
2. Improve Route 131.
So far the State has made no decision and there has been no request
for Federal aid. Governor Tiemann tells me that FHWA is likely to

approve funds for either project once the request is made.

Reportedly, State legislators own some of the land involved.
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The President is transmitting today to the Congress, the
Federal-Aid Highway Act of 1975. Covering the fiscal years
1977-1980, the Act has the following key objectives:

THE WHITE HOUSE

FACT

FEDERAL-AID ACT OF 1975

-- Emphasize the Federal interest in completing and main-
taining an effective national Interstate highway system.

-- Permit new flexibility to State and local officials in
utilizing non-Interstate Federal highway assistance.

~-=- Provide responsible funding authorizations for the
highway program, consistent with other transportation
and national priorities.

BACKGROUND

The twenty-year-old Highway Trust Fund expires on October 1,
1977. The current Federal-aid highway program consists of
approximately thirty categorical programs. Interstate system
projects are funded with 90% Federal funds and 10% matching
from the States. Other projects are funded on a 70/30 basis.

The 42,500-mile Interstate system is nearly completed with
85% open to traffic.

KEY PROVISIONS OF THE PROPOSAL

-- Program Structure

2
\\
l. To expedite completion of an inter-city Interstate
system, Interstate funding will be gradually increased from
the current annual level and the apportionment formula and
operating procedures will be revised to place highest priority
on expediting the completion of Interstate routes of national
significance. Lower priority will be placed on completion of
routes primarily serving local needs.

2. To enhance State and local flexibility in using Federal
transportation assistance, approximately thirty highway cate-
gorical grant programs will be consolidated into four broad
programs: Interstate system, urban and suburban transportation
assistance program (areas over 50,000 population), rural trans-
portation assistance program (any area not covered under the
urban program), and the highway safety improvement program.
Furthermore, urban, rural, and safety funds will be available
for use on highways not on the Federal-aid systems and for
projects to improve public transportation.

-- Financing Structure

1. The Highway Trust Fund's October 1, 1977, termination
date would be eliminated and the Trust Fund would be extended
indefinitely. It would be maintained exclusively for the
construction and improvement of the Interstate system.

more
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2. Beginning October 1, 1976, revenues from the Federal
gasoline tax going into the Highway Trust Fund would be
reduced from four cents to one cent. 1In addition, the Trust
Fund would continue to receive revenues from other user
taxes (tires, auto and truck parts, etc.) and the diesel fuel
tax.

3. In view of their close relationship to general com-
munity improvement and local transportation needs, all non-
Interstate Federal highway programs -- including rural, urban
and safety improvement -- would be financed out of the General
Fund., 1Two of the three cents no longer going into the Highway
Trust Fund would be returned to the General Fund of the U.s.
Treasury.

4. The remaining one cent of the three cents would be
repealed in any State which correspondingly raises its State
gasoline tax by at least one cent after September 30, 1976.
If a State determines not to increase its own gasoline tax,
the excess Federal revenues would go into the General Fund.
It would not be mandatory that States use this one cent from
the Federal gasoline tax for transportation purposes, though
this would be encouraged to meet State needs for matching
Federal transportation programs, for State/local highway
maintenance, and for public transportation investments.

FEDERAL HIGHWAY TAXES

Current President's Proposal 4
A) 4¢/gal. gas tax goes to- l¢/gal. - Highway Trust Fund
Trust Fund (approximately 2¢/gal. - Transferred to General
$4 billion per year) Fund

l1¢/gal. - This 1¢ federal gas
tax will be repealed
if and when the re-
spective State
increases its gas tax
by one or more cents

B) All other highway-related No change
excise taxes - Trust Fund
(approximately $2 billion
per year)

REVENUE-FUNDING ESTIMATES

The revised fiscal structure would result in the following
estimated revenues for each fiscal year:

REVENUES ($ in billions) 1977 1978 1979 1980

Highway Trust Fund 3.3 3.4 3.5 3.7
General Fund 2.0 2.1 2.1 2.2

more
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FUNDING LEVELS 1977 1978 1979 1980
Interstate Syétem Program 3.25 3.4 3.55 3.7
(Highway Trust Fund)
Other Non-Interstate 2.2 2.2 2.2 2.2
Programs 1/ (General
Fund)
State Tax Preemption 1.0 1.0 1.1 1.1
(Uses at State discretion)
TOTAL 6.45 6.6 6.85 7.0

In addition to the programs authorized in this bill,
programs authorized in companion legislation -- such
as the State and Community Grant program for highway

safety -- would be shifted to the General Fund.
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THE WHITE HOUSE ;Z/(,(

TO THE CONGRESS OF THE UNITED STATES:

Twenty years ago, President Eisenhower s
Congress a landmark report on our Nation's
report, and the legislation it inspired, 13 ed“the Nation
on one of the most ambitious public works programs in history --
construction of the 42,500-mile Interstate Highway System.

Today, eighty-five percent of the Interstate system 1is
open to traffic, and the system has proven vital to the
Nation's commercial prosperity and to the individual mobility
of millions of Americans.

The Highway Trust Fund which has financed this remarkable
program 1is scheduled to expire on October 1, 1977. I am today
recommending leglslation to extend the Trust Fund but 1limit
its use to completion and improvement of the Interstate system
itself. Other highway projects receiving Federal assistance
would be funded through the general treasury.

In addition, I am recommending that lincome to the Fund
be reduced by transferring two cents of the current Federal
gasoline tax from the Trust Fund to the general treasury.

At the same time, I am recommending that the Federal gasollne
tax be reduced by one cent per gallon in those States which
increase their State gasoline tax by an equal amount.

In this way, the ability of State and local governments
to deal with their own transportation problems will be improved,
but costs to the highway user will not be iIncreased.

Top priority in this legislation will go to completilon
of those segments of the Interstate system which will make
the system truly national in scope.

I am also proposing consolidation of Federal highway
programs under three broadly-based categorles, combining some
thirty narrow grant-in-aid programs now in exlstence. The
three programs will deal, respectively, with urban and suburban
transportation, rural transportation and highway safety
improvements.

The highway program 1s a classic example of a Federal
program that has expanded over the years 1into areas of State
and local responsibility, distorting the priorities of those
governments. //?E?E?\

g et ‘\

The legislation I propose will refocus the Federal /f '
attention on the Interstate System, which is clearly of Ve
national significance, and provide flexlble aid for other N -
highway construection in a manner which fully respects State ~. .-~
and local declslon-making roles.

This is consistent with my general philosophy that we

should not, at the Federal level, extend our influence into
areas which other levels of government can handle better.

more
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As we near our 200th birthday as a Nation, we must
select with care the great national efforts we undertake,
reflecting the responsibility we all have to preserve the
integrity of our Republic. We must limit the Federal role
to natlonal concerns, strengthen the authority and resources
of State and local governments, and protect the prerogatives
of individuals.

I belleve this legislation is the most responsible and
effective means of meeting the Nation's transportation needs.

I urge the Congress to give it prompt and favorable considera-
tion.

GERALD R. FORD

THE WHITE HOUSE,
July 7, 1975.

# ####
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THE WHITE HOUSE

EXCHANGE OF REMARKS
BETWEEN THE PRESIDENT
AND
ROBERT D. RAY
GOVERNOR FROM THE STATE OF IOWA

CHATRMAN, NATIONAL GOVERNORS CONFERENCE -

THE ROSE GARDEN
11:34 A.M., EDT

THE PRESIDENT: Let me
here -- Governor Ray, Governop
Governor Bennett and Goverpor Moore, representing the

Governors and the GoverngEs—Conference -- for coming
for the signing of th essage.

The highway message is about 20 years after
the establishment of the interstate highway system,
some 42,500 miles, President Eisenhower took the lead,
and Congress approved the establishment of the inter-
state highway system, one of the great public works
projects in the history of the United States.

Times have changed, and as a result, in the
highway message that I am sending, I am recommending the
consolidation of some 30 categorical grant programs into
four basic areas for the utilization of Federal funds.

We are going to have the funds to complete
the interstate system. We will have the funds for an
urban area highway program, and we will have a rural
highway program, and then we will have the safety and
beautification programs as a result.

This program tends to give to the States
greater flexibility in the utilization of the funds for
the completion of the interstate system and the develop-
ment of a sound highway program.

We have made great strides in our highway con-
struction. It has tied cities together, it has tied the
Nation together, but there are some essential links that
need completion in the interstate system. They will be
completed under this program, and at the same time, we
accelerate,through the flexibility,the development of
highway programs in each of the various States.

MORE

pfiank the various Governors
Rampton, Governor O'Callaghan,
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So, it is a pleasure and a privilege for me to
sign this message that will provide roughly $3 billion
250 million a year for the interstate system, around
$1 billion 50 million for the rural program, $800 million
a year for the urban program, $400 million a year for
the safety program, and $65 million a year for the
beautification program.

This, I believe, is a major step forward in
the extension and completion of our various highway
programs.

I thank Governor Ray and his associates for
coming and participating in this ceremony. With their
help, I am at least confident we can convince the
Congress to take this very significant forward step.

As soon as I finish this, Bob, if you want to
add a word on behalf of the Governors, I will appreciate
it.

GOVERNOR RAY: Mr. President, I want first of
all to thank you for calling us in and giving us an
opportunity to be briefed on this particular message. I
think it is significant that the President has seen fit
to realize the importance of States as we plan our
transportation systems in our respective States.

The provisions that the President is proposing
would provide that the States have at least 1 cent out of
that 4 cent gasoline tax, and we would be free to do with
that as we see fit. In addition to that, we would be
able to pre-empt 1 cent of the 4 cents by adopting in our
respective States an opportunity to have another cent
gasoline tax for our use and our purposes.

So, I think it is a step in the right direction,
Mr. President. I think it could be very helpful in our
States as we plan our transportation needs for the future.

THE PRESIDENT: Thank you very much.

END (AT 11:38 A.M. EDT)
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for projects throughout the State, Louisiana legislation
was passed in 1974 that limited the Governor to using
supplementary funds ("funds over and above those normally
allocated to the Louisiana highway programs") for this
road.

...After extensive negotiations, the FHWA and Louisiana
Highway Department General Counsels concluded that the
Federal Priority Primary System funds (which are
distributed among the states by a formula) could be
used for this project. Funds were subsequently allocated
for Preliminary Engineering work, which is apparently
underway.

Problem

...Unfortunately, Priority Primary System funding is very
limited. Louisiana funding under this formula program
would have to quintuple if the State were to receive
the $25-30 million annually that they will need over
the next 15 years to pay off these bonds. Since this
is a national formula program, this would require a
fivefold increase in the national program (which represents
a Federal cost of over $1 billion annually for this low
priority program). This is obviously unacceptable. Thus,
the Priority Primary System funding is unable to provide
sufficient funds for actual construction.

...The problem is further complicated by the Administration's
highway legislative proposal, which would consolidate the
Priority Primary and other narrow categorical grants into

a Rural Transportation Assistance program. Although IR
Federal law would permit the use of the new program for /Q%' S
the Toll Road, the Louisiana legislation which prohibits o
use of "normally allocated" funds would appear to rule {n3 B
out this possibility. \Q -

e

...We have identified four possible alternatives for Federal
funding.

1. Quintuple and extend the national Priority Primary Grants.
Would cost in excess of $1 billion annually for 15 years.
Clearly not an attractive alternative for the Administration.

2. Have Louisiana remove state restrictions enacted last year
on use of Federal funds for this project. Road could then
be funded with the new Rural fund proposed by the
Administration or regular Primary and Priority Primary
funds if our legislative proposal is not enacted. Toll
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Road would consume all of these funds and some additional
local assistance (beyond the normal 30% matching funds)
would still be required. This would appear to be
politically unattractive for Louisiana Governor and
legislature.

3. FHWA earlier suggested that the State transfer some of
its urban Interstate funds from New Orleans to this
project. State has been reluctant and option apparently
has negative local political overtones.

4. Propose special, Federal "place-named" grant in addition
to normal Louisiana funds to cover the cost of this
project. Federal cost would be about $300 million.

The Administration has strongly opposed a number of
similar place-named projects in the past few years.

...FHWA staff indicate that they have clearly explained the
1imits of the present Priority Primary funding to State
officials and their Congressional delegation. They maintain
that no assurances of Federal funding have been made by
their staff. They see at this time no locally politically
acceptable way of funding the highway without a special
"place-named" grant of $300 million, and presume the
delegation will push for this option. Such funding would
inevitably bring on a flood of additional special projects
in other states.

...FHWA indicates that they are and will continue to provide
funding for the project within the limits of present Federal
legislation. They are willing to work with Louisiana
officials to investigate other funding alternatives. It may
be appropriate to suggest further Department of Transportation
and State of Louisiana discussions.



















































THE WHITE HOUSE

WASHINGTON

August 1, 1975

MEMORANDUM FOR JIM @KVANAUGH ,r””—';;? BN
Y i

FROM: MIKE DUVAL e

N

SUBJECT: LOUISTANA TOLL ROAD

Basically, here are the facts surrounding the toll road:

Largely because of Congressman Waggoner and Senator Long,
the plans for the toll road have assumed that it would
be funded out of Louisiana's share of their "priority
primary" funds. This is a separate categorical program
currently in existence which involves a national system
similar to the interstate system (but of lower priority).

The toll road will ultimately cost around $360 million
and will likely be funded at the rate of over $20 mil-
lion a year for fifteen or more years.

Under current funding levels, Louisiana receives about
$5 million a year for "priority primary" out of a total
national program of $300 million per year.

Under the highway legislation proposed by the President
in the Spring, the existing categorical programs would
be consolidated into four broad programs, and thus the
special "priority primary" program would be abolished.

There are essentially <wwhwy three alternatives which could
be utilized to build the Louisiana toll road:

1. Maintain the special categorical program for "priority
primary" and quadruple the funding level. This would
be necessary in order to increase Louisiana's share
from $5 million per year to over $20 million per year,
as 1t is unrealistic politically to think that you
could increase Louisiana without increasing the other
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States proportionately. This will result in a
total national program of about $1.2 billion a year
for fifteen years. 1In short, the total cost to the
Nation for building the Louisiana toll road would
be about $15 billion.

2. Use the interstate substitution provision of the 1973
Act and transfer funds from the controversial I-410
around New Orleans into the toll road construction.
It is very questionable whether I-410 will ever be
built because of environmental and other community
objections, and there would be sufficient funds to
build the toll road if the transfer were approved.
The key problem here is local politics because the
Governor must elect to make the transfer, and he is
under understandable pressure from the New Orleans
people to spend these funds on transportation improve-
ments in that area exclusively.

3. Create a separate fund in highway legislation for the
Louisiana toll road. This is extremely unlikely
because the House and Senate Public Works Committees
are already under incredible pressure for similar
special funding programs, and once they allow one,
the dam is broken. Furthermore, this is directly
contrary to the President's policy as indicated by
his legislative proposal.

CONCLUSION

Although I feel that the Nixon Administration made a commit-
ment to work hard with Joe Waggoner to solve his problem,
I'm not certain that we can make good on this promise. I
will continue to see if there is some solution available,
but I am very doubtful. I have not yet raised this with
Collier and the OMB folks, but I will do so on Monday.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

July 22, 1975

MEMORANDUM FOR:  MAX FRIEDERSDORF |
FROM: ALAN M. KRANOWITZ hﬂ*“ﬁ
SUBJECT: LOUISIANA TOLL ROAD

Per your request, I spoke to Paul 0'Neill, who tells me
that the ball is now entirely in Jim Cannon's court.
Paul feels that you might want to talk further with
Cannon, but before you do, I thought you might want to
see a copy of his memo to Cannon which went out last
week.

Attachment

cc: Tom Loeffler
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HEMORANDUM FOR::’ MR, JAMLS CAE’I‘!ON
I'sxecutive Director
Doniestic Council

FROM: . PAUL H. O'HEILL

GUBJECT: Louisisana Tell Road

You asked me to review the hudget consenuences of going forward
with the Louisiana 7Toll Road. These oomments are based on pre-
liminary discussions with Department of Transportation staff.

Background

...The Federal-Aid Highway Act of 1973 provided that:

~-~The Federal Iighway Administration (FHHA) could provide
funds for this toll project from anmounts that Louisiana
would normally receive for their Primary Systen and
Priority Primary System llighways (specific authorization
was regquired to permit use of these funds on a toll
road); and '

~-FHWA could make payments from funds normally provided
to Louisziana over the next 15 years to redeem bonds
that would be floated to pay the coat of this project

(normally funds are not available to redeem bonds for-gi~
roads built many years before). & 09

~ o
- . . L4 o
...The Federal-aid lighway Act of 1973 did not provide i= >
Louisiana with any additional funds, above and beyond¢ v
what they would normally receive, for this road. \\\*,#/

.. .Unfortunately, some members of the Louisiana congressional -
delegation and the local press originally thought that thae
legislation provided special, additional Federal funds for
this project. There was a bitter dispute in the state
over the toll road when local interests realized that
funding for this road would consume all the funds that
Louisiana could anticipate receiving in the foresecable
future for their Primary and Priority Primary liighway
Systen (the largest portion of their Federal assistance :
for non-Interstate proggams.) To prevent this one proiect
from using Federal funde that would normally be available
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4 ' ‘ :
for projects throughout the State, Loulsiana legislation
was passed in 1974 that limited the Governor to using
supplementary funds ("funds over and above those normally
allocated to the Lou191ana highway programs") for this
road. . . :

...After extensive negotiations, the FHWA and Louisiana
Highway Department General Counsels concluded that the
Federal Priority Primary System funds (which are
~distributed among the states by a formula) could be
used for this project. Funds were subsequently allocated
for Preliminary Engineering work, which is apparently
underway. :

Problem

.. .Unfortunately, Priority Primary System funding is very
limited. Louisiana funding under this formula program
would have to guintuple 1f the State were to receive
the $25~30 million annually that they will need over
the next 15 years to pay off these bonds. Since this
is a national formula program, this would require a
fivefold increase in the national program (which represents
a Pederal cost of over $1 billion annually for this low
priority program). This is obviously unacceptable. Thus,
the Priority Primary System funding is unable to provide
sufficient funds for actual construction.

+..The problem is further complicated by the Administration’s
highway legislative proposal, which would consolidate the
Priority Primary and other narrow categorical grants into
a Rural Transvortation Assistance program. Although
Federal law would permit the use of the new program for
the Toll Road, the Louisiana legislation which prohibits
use of "normally allocated” funds would appear to rule '
out this possibility. '

.+« .We have ldentlfied four possible alternatives for TFederal
funding. :

1. OQuintuple and extend the national Priority Primary Grants.
Would cost in excess of $1 billion annually for 15 vears.
Clearly not an attractive alternative for the Administration..

2. Have Louisiana remove state restrictions enacted last year
on use of Federal funds for this project. Road could then
be funded with the new Rural fund proposed by the
Administration or regular Primary and Priority Primary
funds if our leglslative proposal is not enacted. Toll
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Road would consume all of these funds and some additional
local assistance (beyond the noxrmal 30% matchihg funds)
would still be recuired. This would appear to be
politically unattractive for Louisiana Governor and
legislature. .

3. FHWA earlier suggested that the State tranzfer some of
its urban Interstate funds from New Orleans to this
project. State has been reluctant and option apparently
has negative local political overtones,

4. Propose special, Federal "place-named” grant in addition
to normal Louisiana funds to cover the cost of this
- project. TFederal cost would be about $300 million.
The Administration has strongly opposed a number of
similar place-named projects in the past few years,

.+ .FIiWA staff indicate that they have clearlyv explained the
limits of the present Priority Primary funding to State
officials and their Congressional delegation. They maintain
that no assurances of Federal funding have been made by
their staff. They see at this time no locally politically
acceptable way of funding the highway without a special
“place-named” grant of $300 million, and presume the
delegation will push for this option. Such funding would
inevitably bring on a flood of additional special projects
in other states.

.. .FHYA indicates that they are and will continue to provide
funding for the project within the limits of present Federal
legislation. They are willing to work with Louisiana
officials to investigate other funding alternatives. It may
be appropriate to suggest further Department of Transportation
and State of Louisiana discussions.
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MEMORANDUM FOR:

THRU:

FROM:

SUBJECT:

AUG 12 1975

THE WHITE HOUSE

WASHINGTON
August 11, 1975
JIM CANNON
JACK MAR

CHARLES PERT, JR. &? y

Proposal of Rep. L.A, '"Skip'" Bafalis
on the Federal Aid to Highways Legislation

The attached is for your information and comments to formulate a reply to

Rep. Bafalis.

Recently, Mike Duval, Ted Lutz of DOT, E.P. Snyder of Treasury, and I
met with Rep. Bafalis to discuss his proposal to permit a state to sell
revenue certificates, pledged against that state's allocation from the Federal
Highway Trust Fund, to accelerate completion of the federal interstate high-
way system. The meeting concluded with Rep. Bafalis agreeing to commit
his proposal to writing and to which the Administration would respond.

cc: Mike Duval
Ted Lutz
E.P. Snyder
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WASHINGTON OFFICE:
408 CANNON HOUSE OFFICE BUILDING
WASHINGTON, D.C. 20515
202-225-2536

wevssomeme comm== Congress of the United States permerormces

RooMm 106, FEDERAL BUILDING

L. A. “SKIP’ BAFALIS
101H DISTRICT, FLORIDA

SUBCOMMITTEES: ’ FortT MYERS, FLORIDA 33901
PusBLic ASSISTANCE %Uust Dt Rtpregentatlheg 813-334-4424

Ovemstas Washington, P.C. 20515 ot Preses, Fiomon. 33450
305-465-3710

August 8, 1975

Mr. Charles Leppert Jr.

Special Assistant to the President
The White House

Washington, D.C.

Dear Charlie:

Enclosed you will find a one-page outline of my proposal to
speed construction of the Interstate Highway System through
the sale, by the individual states, of Revenue Certificates.

I hope this is detailed enough for circulation to those whose
comments and study will be necessary.

With best wishes and warm personal regards, I am,

LAB :Mme

. THIS STATIONERY PRINTED ON PAPER MADE WITH RECYCLED FIBERS



Proposal for sale of revenue certificates, backed by allocations
from Highway Trust Fund, for swift completion of Interstate
Highway System.

Problem - Timetable based on current funding levels means completion
of interstate highway system no sooner than the year 2007,
a delay unsatisfactory to the motoring public. Further,
if current rate of inflation continues, the interstate
system will never be properly funded in a manner insuring
completion.

Problem - State Highway Departments are not planning interstate projects
to the level of their competence. Instead, all planning is
geared solely to the amount of interstate funds the individual
states can expect from the Highway Trust Fund, instead of to
the level of ability of highway contractors to do the work.

Problem - Extremely high unemployment rate in the construction industry
and the need to put these men - and those in related industries
such as asphalt, concrete, structural steel, etc. - to work
in meaningful jobs.

Problem solution -- Amend the Highway Trust Fund to assure those states
with still uncompleted interstate highway of a specific annual
allocation from the trust fund, against which they can borrow
through the issuance of '"revenue certificates." Such a chance
would permit completion of the entire interstate system within
a period of eight or nine years, instead of the much, much
longer period now predicted.

Although states would be able to borrow against future allocations
for interstate construction, they would still be forced to secure
all federal approvals -- right of way, engineering and design --
prior to the sale of revenue certificates. One possible way to
handle this would be to require the state to obtain all federal
approvals on a specific project, then issue revenue certificates
in the amount needed to do that job.

By permitting the sale of revenue certificates, rather than bonds,
we can help those states whose constitutions specifically prohibit
bonded indebtedness beyond a certain percentage of expected income
or those whose constitutions require referendums prior to the sale

-
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of bonds pledging the full faith and credit of the state.

Still unresolved is the clear delineation of responsibility for
interest payment. However, one possible approach would be to
allow the states to ignore the 90-10 matching requirement for
construction, thereby reserving a portion of their 10 per cent
matching funds for the payment of interest.



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

August 18, 1975

MEMORANDUM FOR JAMES M. CANNON, ASSISTANT TO THE PRESIDENT
FOR DOMESTIC AFFAIRS, THE WHITE HOUSE

. Subject: Mr. Bafalis' Interstate Highway Financing Proposal

Mr. Bafalis has proposed that States be authorized
to finance more rapid completion of approved sections of
the Interstate Highway System by selling revenue certifi-
cates backed by allocations from the Highway Trust Fund.

The proposal would violate long-standing Treasury
opposition to direct or indirect Federal guarantees of
tax-exempt obligations. This Treasury policy is based

on considerations of both tax equity and financing ATROR
efficiency. It is Treasury's belief that the Federal ;2" <
Government should not be a party to the creation of P -
additional tax-sheltered income, unless there are clear &m

v

net public benefits that cannot otherwise be achieved. N\

In this case the public benefits, if any, could as readil et
be secured by direct Federal financing.

#

The argument that Treasury financing would increase
budget outlays can literally be overcome by Federal Financing
Bank financing, but in any event, the impact on an already
heavily burdened capital market would be substantial.

This would not be avoided by State borrowing, since the
tax-exempt bond market may be in a more serious situation
than any part of the taxable market. Moreover, trying to
~get around State constitutional limitations on bonded
indebtedness by calling the obligations revenue certifi-
cates may be an undue interference with State decision
processes as well as an antithesis of good financing
practice. The problems in New York may indicate that
there is a good deal of wisdom in limitations on borrowing.

It should also be recognized that the economic impact
of the proposal would be the same, whether the outlays
were or were not included in the budget totals. If the
outlays are not considered of sufficient priority to
warrant expenditure of budget dollars, the same economic
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arguments would apply if the outlays are outside the budget.
Additionally, the Highway Trust Fund was set up initially
as a way to limit highway outlays to pay-as~-you-go, rather
than as a device for accelerating such spending.

With regard to the question of the impact of inflation
on highway completion, if the interest rate on the obliga-
tions issued to finance accelerated construction is of the
same order of magnitude, the dollar cost will be the same
as for a pay-as-you-go program. Thus, if Highway Trust
Fund receipts are presently inadequate to finance completion
of the system in, say, the next five years, they would still
be inadequate under the present proposal unless there were
an increase in the Federal contribution or the finaneing
period were extended beyond the construction period.

Mr. Bafalis may be contemplating the first alternative
in his discussion of the problem of responsibility for
the interest payments.

Finally, the extremely high rate of unemployment in
the construction industry is clearly a problem. This
industry, however, is also plagued by persistent inflation,
and it is not clear that increasing demand pressures in
this area would not considerably exacerbate inflationary
tendencies in all areas of the construction industry at
the expense of other national objectives.

‘Dlrector, Office of Debt Analysis












































