The Broken Federal
User-Pay System




1919 — First U.S. State Gas Taxes

* 1916 — Federal-aid highway program created — states needed
to raise their 50% matching funds.

* Western states were first to tax gasoline for roads. Gasoline
tax chosen as alternative to property tax.




1919-1929: All 48 States Adopt

State Gasoline Tax Rates by Year

(cents per gallon)
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1932: Depression Forces Congress
to Tax Gasoline

Federal Revenue Sources vs. State Gas Tax Receipts, FY 1927-1932




Feds Slow to Adopt User-Pay

* 1932 — Federal gasoline tax for general revenues only.

* 1934 — Federal Hayden-Cartwright Act (hypocritically)
penalized states that diverted highway user tax revenues for
non-highway purposes.

e 1952 — Congress enacts a law expressing sense that “each




User Taxes into Trust Funds

Three steps:
1. Levy excise taxes or user fees on a sector or group.

2. Deposit those tax receipts into a special trust fund, not the
general fund.




Transportation Goes User-Pay

* 1956 — Highway Trust Fund.

* 1970 — Airport and Airway Trust Fund.

* 1978 — Inland Waterways Trust Fund.

* 1982 — Mass Transit Account added to Highway Trust Fund




User-Pay Based on Cost Allocation

* [deally, a user-pay, user-benefit system will be based on cost
allocation that does two things:

* Determine the costs that each class of system user incurs on the
system (direct costs like pavement and bridge wear-and-tear but
possibly also “externalities” like congestion, safety, noise and air




Highway User-Pay Model: Broken

* The whole point of a trust fund is to synchronize special
(non-general) tax receipts with the spending on programs
that give special benefit to those taxpayers.

» Congress last raised gasoline/diesel taxes in 1993 and those
taxes were transferred to the HTF in FY 1999.




Highway User-Pay Model: Broken

Highway Trust Fund, FY 2000-2018




Highway User-Pay Model: Broken

STEIN’S LAW:

“Things that can’t go on forever, don’t.”




Highway User-Pay Model: Broken

* HTF ran out of money in September 2008.

* Since then, Congress has been unable to cut spending below
prior year levels but has also been unable to increase excise
taxes on road users.




Highway User-Pay Model: Broken

Highway Trust Fund FY 1957-2007 Highway Trust Fund FY 2008-2020
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Highway User-Pay Model: Broken

HTF Tax Receipts at Current Rates, FY 2019-2029 (CBO Jan. 2019 Forecast)
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Highway User-Pay Model: Broken

HTF Tax Receipts at Current Rates, FY 2018-2029 (CBO Jan. 2019 Forecast)
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Highway User-Pay Model: Broken

HTF Receipts vs Outlays, FY 2018 — FY 2029 (CBO May 2019 Forecast)
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Highway User-Pay Model: Broken

* At CBO baseline tax/spending levels, HTF will run a $12.1
billion deficit in FY19, rising steadily to $25.9 billion in FY29.

* HTF tax increase/bailout cost of baseline 6-year bill for FY
2021-2026: $102 billion.




Revenues — Nominal Rates

Gasoline Excise Tax Rates (Nominal), 1921-2019
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Revenues — Lost Buying Power

Gasoline Excise Tax Rates (2017 ¢ Using BEA Producer Price Indices), 1956-2017
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New User Tax Revenues Needed

* Keeping total HTF solvent for a 6-year reauthorization bill at
current (FY18 plus inflation) spending levels would require
an immediate (Oct. 1 2019) gas/diesel tax increase of 9 cents
per gallon.




Highway Cost Allocation — Broken

* No federal cost allocation study since 1997.

* No attempt to adjust federal excise tax structure to match
cost allocation since 1982.

* 1997 study said pickup trucks/SUVs slightly overpaid,




Gas Tax Still Best Short-Term Option

* At the federal level, despite future rate of decline, motor
fuels taxes are still the best user-pay option for the next 20
years.

* Fewer than 2,000 points of collection (wholesale tank farms).
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Highway-Transit Split: Broken

* “Treaty of 1982” — every penny of 1982, 1990 and 1993
gas/diesel increases split 80-20 between Highway Account
and Mass Transit Account.

* Congress has allowed transit spending to get farther ahead
of its dedicated revenues than highway spending.




Bailouts Not Reflected in Fed. Policy

* No reason highways are entitled to 80% of bailout money

C
.

rawn from income taxes, Customs duties, bond borrowing.

TF bailout money fungible with fuel tax money — killed

)

nare-based “rate of return” arguments.




Reliability of NC’s Funding Share

e Under the FAST Act, NC is guaranteed 2.66 percent of each

vear’s federal-aid “formula” highway funding each year
through FY 2020.

* Why 2.66 percent?
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NC’s FY 2009 Federal Funding

Factor-Based Formulas (Lane-miles, VMT,
population, fatalities, bridge cost, safety,
etc.)

Equity Bonus to get NC to 92% gas tax rate
of return (% in vs % out)
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NC’s FAST Act Federal Funding

FY 2015 2.6632% S$37,798.0 million $1,006.6 million none

FY 2016 2.6632% $39,727.5 million $1,058.0 million none $1,058.0 million
FY 2017 2.6632% S$40,547.8 million $1,079.9 million -$7.0 million $1,072.9 million
FY 2018 2.6632% S41,424.0 million $1,103.2 million -S5.3 million $1,097.9 million
FY 2019 2.6632% S$42,358.9 million $1,128.1 million -S1.7 million $1,126.4 million
FY 2020 2.6632% $43.369.8 million $1,155.0 million P97 P97
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User-Pay Should Be Mended...

* To continue the user-pay, user-benefit model:

* Spending levels should be roughly synchronized with user
tax/fee receipts, either through increasing spending or
cutting taxes/fees.

* User taxes and fees should periodically be analyzed to




...0r Ended

e User-pay trust funds have historically been exempted from
most restrictions in the federal budget process.

* If the Highway Trust Fund can’t be mended (by reconciling

spending and user taxes and thus ending the need for more
nailou - ong areument can be made for ending the




