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Background Paper
PURPOSE

Consider the advantages and disadvantages of various strategies to increase the amount of funding available for state transportation projects. Factors such as to what extent each option is stable, equitable, easy to administer, and supports transportation goals and objectives will be considered. 
BACKGROUND

The major source of revenue for transportation projects—the gas tax—has not generated enough funding in recent years to keep pace with the rising cost of construction. Between 2002 and 2012, federal gas tax revenue fell by $15 billion, or 31 percent in real terms. Similarly, from 2006 to 2012, gas sales in California fell from 15.9 to 14.6 billion gallons - which led to gas tax revenues dropping by $157 million. These sources of revenues are declining, and will continue to do so in the future, due to increased fuel efficiency and the increased use of vehicles that do not rely as heavily on gasoline. In addition, gas taxes have not been increased to keep pace with inflation. 
The state needs to identify new funding sources and ways to best maintain the current transportation system within existing revenues. This paper focuses on options for increasing transportation funding. (This paper does not address funding the state’s high-speed rail project). 

Sources of Funding for Transportation Projects
California’s transportation system receives funding primarily from local, state, and federal governments. Regional and local governments provide about half of the state’s transportation funding, and state and federal governments each provide about one quarter of the state’s total funding, in 2014-15. According to the Legislative Analyst’s Office, in 2011, the average California driver paid $220 in state fuel taxes and $115 in federal fuel taxes. Below we describe these three sources of funding in more detail. 
Local Funding

Local sales tax measures, the Transportation Development Act, transit fares, and other funding sources such as local general funds, property taxes, and developer fees provide additional funding for various transportation purposes. Nineteen counties (also known as self-help counties) have approved measures that allow them to adopt a sales tax increase for transportation programs—subject to two-thirds local voter approval—that generally lasts between 20 to 30 years. In addition, four transit authorities have approved permanent local tax measures.

State Funding

State funding for transportation comes primarily from revenues derived from taxes and fees. The three main state revenue sources are: (1) the state gasoline and diesel excise tax, (2) truck weight fees, and (3) the sales tax on diesel fuel. The base of these taxes has diminished over time as vehicles have become more fuel-efficient or use alternative energy sources not subject to state taxes. As a result, the traditional funding sources have not kept pace with the demands of a growing population and an aging transportation system. 

In addition, the state funds transportation projects with general obligation (GO) bonds. The most recent transportation bond approved by the voters—the Highway Safety, Traffic Reduction, Air Quality, and Port Security Bond Act of 2006 (Proposition 1B)—provided $19.9 billion for a variety of transportation projects. However, most of this funding is committed to projects and will be fully expended in the next few years as these projects are completed. 

Federal Funding

The highway trust fund, the source of most federal funding for the country’s roads and transit infrastructure, has seen revenue fall short of expenditures for more than a decade. Drawing down trust fund balances and transferring money from the general fund have served as temporary fixes, but have not addressed the underlying issue of declining revenue from the federal fuel excise tax of 18.4 cents/gallon gasoline and 24.4 cents/gallon diesel fuel. The Congressional Budget Office projects that, absent reforms, trust fund shortfalls will grow to $162 billion over the next 10 years.
Roughly 98 percent of federal funding for surface transportation flows to state and local governments, mostly in the form of reimbursements for expenses already incurred. Because projects require significant planning and construction time, it is important state and local governments have some certainty and consistency in funding. Historically, this has been the reason federal funding was authorized for multiple years, however, the last full federal funding authorization (six years of funding) was passed nearly a decade ago and state and local governments have been operating under short-term funding extensions. Funding uncertainty and declining revenues present challenges for planning and investment in transportation projects. 

Maximize the Use Existing Funding

It is important to ensure that the State Department of Transportation (Caltrans) maximizes the use existing funding for capital projects. One way to do this is to have the department identify savings and efficiencies that it could implement to reduce the amount it spends on capital outlay support (COS), or funding for staff. In 2013–14, Caltrans spent $1.8 billion to support 10,149 full time equivalent staff for the COS program. Reducing capital outlay support costs frees up funding that could be used for capital projects to improve the state’s highways and bridges. 
Some other ways to achieve greater efficiency in the delivery of transportation projects include using competitive funding grants and cost-benefit analyses to evaluate proposals, and ensuring that the state funds provided encourage investment in high-value projects. 
Transportation System Needs Exceed Available Funding
Both the state’s highway system and local roads are in poor condition according to various studies. Moreover, recent assessments have found that the state’s transportation needs are great and the funding to address those needs is inadequate. For example, in 2011, the California Transportation Commission Statewide Transportation System Needs Assessment found that the total cost of all system preservation, management, and expansion projects during the ten-year study period was nearly $538.1 billion. Of this total, about 63 percent of the costs are for rehabilitation projects and maintenance costs based on the goal of meeting accepted standards that would bring transportation facilities into a “state of good repair” within the study period. The remaining costs were for system management and expansion projects. 

OPTIONS TO INCREASE STATE FUNDING
Various options can be implemented to provide additional state funding for transportation projects. The table below summarizes the pros and cons of some key options. A single option may not be the best and most likely a combination of options would help to offset some of the advantages and disadvantages of the various options described below. Moreover, some of the options described below are regressive, meaning the cost imposes a proportionally greater burden on lower-income people. However, regressive impacts can be offset by making investments in public transit for those who do not use automobiles as their primary form of transportation. Other ways to mitigate regressive impacts are to provide exemptions, tax credits, or preferential rates to lower income groups. Lastly, this list of options is not exhaustive and many other approaches or variants of these approaches should be explored.
Various Options to Increase State Funding for Transportation Projects
	Option
	Pros
	Cons

	Mileage-based user fee
	Can be implemented statewide, addresses increasing fuel efficiency of vehicles, can be indexed to inflation.
	Regressive, does not address congestion, privacy and implementation concerns.

	Tolls/ road pricing
	Can address congestion in urban areas. 
	Regressive and cannot be implemented statewide. Amount of revenue generated uncertain.

	Increase fuel tax
	Targets larger and less-fuel efficient vehicles.
	Regressive and politically challenging to increase.

	Increase vehicle weight fees
	Would better align costs that heavy trucks impose on roads with the amount paid.
	Could have a somewhat negative economic impact.

	Increase vehicle-related fees 
	Can be implemented statewide. Low administrative costs.
	Public resistance. Regressive. One-time sticker shock. 

	Public-private partnerships
	Can provide funding the state would not otherwise have for specific projects. 
	Limited use and would not generate on-going statewide revenues. 

	Bonds
	Provides funding for transportation projects.
	Does not generate new revenue and commits future revenues. 


Mileage-Based User Fee. A mileage-based user fee charges users of the system an amount that is proportionate to the amount they drive, or vehicle miles traveled (VMT). This approach would address the declining use of fuel and the associated revenue decline. A VMT could be established to adjust for inflation so that the revenue generated maintains its purchasing power. An advantage of a VMT fee is that it can be implemented statewide. Some of the concerns related to implementing a VMT fee include that the fee paid would be regressive and this approach does not address congestion by discouraging driving during peak periods. In addition, significant work would need to be done to address privacy issues and obtain the public’s support. A recent report by the University of Southern California, Sol Price School of Public Policy, estimated that a 2.1 cents per mile VMT fee would raise enough revenue to replace the current state excise and sales tax on gasoline. It also found that for each 0.42 cent per mile increase in the fee an additional $1 billion in revenue is generated. However, this amount varies significantly based on fuel efficiency of vehicles and the number of miles driven. 
Tolls/Road Pricing (Congestion-Based Pricing). Tolls charge a fee to drive on certain roads that is conceptually based on the value of time saved by using that specific road. Toll roads can help to address congestion, especially in urban areas and can result in the more efficient use of scare resources (uncongested roads) during peak travel periods. However, this approach does not address issues of congestion throughout the state and would not generate enough revenue to maintain the state’s existing system. 
Increase the Fuel Tax. Some support increasing the state fuel tax to keep pace with inflation. This would help the state to maintain its purchasing power. One benefit of this tax is that larger and less fuel-efficient vehicles that cause a disproportionate amount of road pollution and damage pay more taxes. However, this tax is regressive and increasing the tax is likely to be politically challenging. Also, this tax does not proportionally account for the wear and tear caused by vehicles using the state transportation system that do not rely, or rely less heavily, on gasoline.  
Increase Vehicle Weight Fees. Trucks currently pay vehicle weight fees that are not proportionate to the costs that these vehicles impose on the state’s transportation system. An increase in the fees that trucks pays would likely receive much opposition and potentially have a somewhat negative economic impact because it may increase the costs of goods and services. 
Increase Vehicle-Related Fees. The state imposes various vehicle-related fees that include the vehicle license fee (VLF) and the vehicle registration fee. Since the state already collects these fees the administrative costs of this option is low and can easily be implemented statewide. Increases in such fees could potentially generate significant revenue. For example, Transportation California estimates that increasing the existing VLF by one percent, to 1.65 percent of vehicle value, would generate $3 billion in new revenue annually. However, increasing such fees would be met with great public resistance and the annual one-time bill could result in “sticker shock” for the public. This approach also does not encourage the purchase of more fuel-efficient vehicles or address congestion.  
Public-Private Partnerships (PPP). Through a PPP, public agencies partner with a private entity to share responsibility for the completion, management and/or financing of a public project. The PPPs can potentially provide access to funding that is not otherwise available for transportation projects and may allow for a project to be completed more quickly, sometimes reducing project costs. A PPP can also be structured so that the private partner can impose a toll on the roadway in order to generate revenues to pay for the project. While PPPs can provide funding for a specific project, their use is limited and the benefits potentially short-term. The use of PPPs would not generate on-going statewide revenues for transportation projects.  
Bonds. The state can sell bonds to finance transportation projects. However, this approach does not generate new revenues and commits future revenues. This approach also has the downside of not affecting taxpayers in a way that the amount they pay is proportionate to their use, or cost imposed on the system.  
OPTIONS TO INCREASE LOCAL FUNDING
Below are two options specific to local governments for increasing the amount of funding available for transportation projects. 
Reduce Approval Threshold for Local Transportation Sales Tax Measures. State law allows counties to impose a sales tax for local transportation purposes. Proposition 62, passed in 1986, requires such a tax be approved by a supermajority, or two-thirds of those voting. Twenty counties, representing 81 percent of the population, have adopted such a tax. The two-thirds threshold could be lowered to a simple majority, making it easier for local governments to pass these taxes. While these taxes can create a significant amount of new revenue for local transportation projects, they do not encourage fuel-efficiency, are regressive, and may not help to comprehensively address the state’s transportation needs.  
Locals Can Impose Transportation Impact Fees. These are fees paid by developers based on the transportation costs imposed by their projects. For example, a developer may be required to pay for roadway improvements, public parking facilities (called in lieu fees), funding for a transportation management association, walking and cycling improvements, or other programs that mitigate local traffic impacts.

ISSUES TO CONSIDER
When considering which options would be best to generate additional revenue for transportation projects, Legislators may wish to consider the following questions:

· What are the state’s primary transportation goals and objectives, for example better through put on the state highways?

· Which options are the most stable, equitable, easy to administer, and support the state’s transportation goals and objectives?
· How much total annual revenue for transportation projects is necessary?

· Is the best approach to increasing funding a single approach or a package of approaches? 

· Should the state move away from the gas tax and implement alternatives? If so, how?
· What is the appropriate balance of funding between resources provided by state and local governments?
· Is the use of currently available resources maximized for the purpose of transportation projects? 
NEXT STEPS

The Legislature should further consider options for increasing the amount of funding available for transportation projects during policy committee and budget subcommittee hearings. In addition, the Legislature should provide oversight to ensure that the implementation of SB 1077 (DeSaulnier), Chapter 835, Statutes of 2014—the state’s road usage charge pilot project—will provide appropriate information to assess the feasibility of this option. The legislative process should include efforts to educate, inform, and solicit input from stakeholders, including the public at-large and other impacted interest groups. This effort should provide information about the state’s need for transportation funding; the inadequacy of existing funds to maintain the current system; and the estimated annual cost of various options. 
Selected Resources:

Intergovernmental Challenges in Surface Transportation Funding, Pew Charitable Trusts, September 2014
http://www.pewtrusts.org/~/media/Assets/2014/09/SurfaceTransportationIntergovernmentalChallengesFunding.pdf?la=en
http://www.dot.ca.gov/hq/tpp/offices/eab/fundchrt_files/Transportation_Funding_in_CA_2014.pdf
http://www.dot.ca.gov/newtech/researchreports/preliminary_investigations/docs/alternative_transportation_financing_strategies_pi_2013-01-14.pdf
http://transweb.sjsu.edu/MTIportal/research/publications/documents/06-01/TransportFinanceOpps5_020107.pdf
http://www.uctc.net/research/papers/737.pdf
http://transportationca.com/wp-content/uploads/2012/10/TC-white-paper-july-2012-edited.pdf
Legislative Analyst’s Office, www.lao.ca.gov
December 4, 2014

Page 1 of 9

