


In general, there are two distinct categories of private-sector participation (note that this does
not reflect the full range of private-sector involvement in delivering and operating transportation
assets but instead focuses on the aspect of direct financial investment in facilities):

» Concession arrangements to develop new transportation assets or significantly
expand the capacity of existing assets, commonly referred to as “greenfield”
projects

o Long-term leases of existing tolled or non-tolled highway facilities, public trans-
portation assets, or other existing surface transportation facilities, often termed
“asset monetizations” or “brownfield” projects (within this category, there may be
instances where it is appropriate to consider existing tolled facilities and existing
non-tolled facilities as distinct subcategories for the purposes of establishing ap-
propriate controls)

1I-11. Congress should adopt a narrow set of carefully targeted parameters for
private-sector financial participation in the development of new capacity
or the leasing of existing capacity on “federal / national system” facilities
(however Congress chooses to define such a system)—regardless of
whether or not federal funds are used.

The Commission believes federal regulation of public-private partnerships should be
limited in scope, in order to protect essential federal interests, and that primary oversight
responsibility should reside with the states. Public-private partnerships generally occur
at the state (or local) level, and many state governments already have experience with
mitigating the potential concerns in their own states, including dealing with the complex
set of state-specific procurement laws. The federal government therefore may wish to
focus on specific federal interests and provide the appropriate technical assistance to
state and local governments.

To this end, the Commission recommends that federally imposed statutory requirements should
maintain or adopt the following narrow set of restrictions on private-sector financial participation:

« Interstate facilities must be designed, constructed, operated, and maintained to en-
sure Interstate quality performance; for non-Interstate facilities, other federal perfor-
mance objectives should be met, as appropriate.

« Facilities on the federal system cannot be closed to traffic by the concessionaire ex-
cept for a narrow set of permissible purposes, including required maintenance, and
the state shall be allowed to open tolled facilities for necessary evacuations or other
national emergency purposes.

» The following restrictions on the use of proceeds received by the state or local project
sponsor should be imposed:

« If a material amount of federal funding is involved in the project either directly
or through the provision of credit assistance, use of proceeds received by the
state or local project sponsor from long-term concessions or other arrange-
ments should be limited to qualified surface transportation investments (includ-
ing capital improvements to highways and public transportation).



» If no material federal funds are involved but the facility is part of the federal
system, state and local concession proceeds should be required to be used for
surface transportation infrastructure purposes defined more broadly (including not
only highway and public transportation capital improvements but also other sur-
face transportation purposes that serve to enhance the national network).

 If no material federal funds are involved and the project is not part of the feder-
al system, the federal government should not impose any limitation on the use of
proceeds but rather should leave that decision to the state or local government.
In defining what constitutes a “material amount of federal funds,” Congress may
wish to consider a test such as federal investment (including credit support) of at
least 10 percent of the capital cost of any new capacity or reconstruction project
and/or at least 20 percent of the capital cost of the original facility if such federal
investment occurred within the last 30 years).

1I-12. Congress should generally support the states’ primary role in overseeing
private-sector arrangements and, to this end, should encourage the
development of appropriate technical assistance and dissemination of
best practices information.

The Commission offers its views regarding the issue of government oversight of private-
sector financial participation in Chapter 7, recognizing that the primary responsibility for
such oversight is in the purview of state and local governments. This discussion includes
consideration of appropriate standards for public disclosure to ensure transparency,
“value for money” type analyses to ensure the best value is achieved, potential limitations
on the length of individual concession arrangements to protect the public interest, and
other key governmental oversight provisions. Recommendation Ill-3 specifically relates to
the federal government’s potential role in supporting the development of “best practices”
assistance and guidance on the important issues of transparency and reporting.

lll. RESEARCH, DEVELOPMENT, AND DEMONSTRATION
RECOMMENDATIONS

This section contains research and development-related recommendations, the most critical
of which support the transition from the current funding system to a new national mileage-
based fee system. Given the extent of institutional, technological, and practical challenges to
effecting the envisioned transition in the required timeframe, investment in these recommended
research activities, as well as those identified during the implementation process, is critical to
a successful and timely transition.

llI-1. Congress should immediately (i.e., in the next federal program reauthorization)
authorize a comprehensive research and development agenda that includes
investment in basic research, technology development, and pilot programs of
mileage-based user fees.

A research program should be overseen by a multimodal body within U.S. DOT that
combines technology, policy, tax administration, and systems expertise, similar to the
agency created on a much smaller scale by the State of Oregon for its road pricing




pilot project. Coordination will be required among several modal administrations (likely
to include the National Highway Traffic Safety Administration, the Federal Highway
Administration, the Federal Transit Administration, and the Federal Motor Carrier Safety
Administration). An example of such a multimodal coordinating body within U.S. DOT
can be found in the Intelligent Transportation System (ITS) Joint Program Office for ITS
Research.

An interdisciplinary approach is crucial to making a new comprehensive revenue system work.
Specifically, Congress should:

Create an expert independent advisory committee or policy oversight body to help review
and advise on funding of R&D and pilot programs; to further explore policy issues;
and to make specific recommendations to Congress regarding the best option(s),
system design, required technology, and implementation plan. In essence, this body
would advise on the federal government’s activities to research, develop, and imple-
ment the new system, working in conjunction with U.S. DOT and other federal agen-
cies as necessary and appropriate. This body should include representation from
organizations focused on privacy and civil liberties to help ensure that protections for
these are built into the system and technology from the beginning and not tacked on
after the fact.

Fund more expansive R&D, implementation experiments, and tests of new systems
akin to past and current experiments conducted by the State of Oregon, the Univer-
sity of lowa, and others. The first set of studies should be wide-ranging and experi-
mental, testing various self-selected VMT fee processes. Subsequent tests would be
more prescriptive to align with national study needs and facilitate the selection of a
single interoperable system. Examples of necessary RD&D efforts, including potential
pilot programs, include those related to the following:

Necessary protocols and systems to accommodate concerns regarding per-
sonal privacy

Impact of such a system on rural drivers who have no choice but to drive long
distances

Options related to the method and point of collection of a national VMT fee
Methods to ensure the feasibility of multiple forms of payment, including for
those who do not have credit cards or who choose not to pay by credit card
or via the Internet

The administrative costs associated with such a national program

Whether it is more logical to transition all vehicles simultaneously or some ve-
hicle classes first as early adopters

How to ensure individuals are not paying both the gas tax and the VMT fee un-
der any phased transition approach and, relatedly, how to address implementa-
tion issues related to gas tax collection, which currently occurs on a centralized
basis, termed “the Rack”

Impacts of a voluntary or mandatory use of the system, recognizing the poten-
tial for voluntary programs to result in reduced revenues (at least in the short
term) because those who volunteer may do so because they will (or perceive
they will) pay less



» Determining whether different systems for different vehicle types will be nec-
essary or appropriate, including pilot programs for automobiles and different
classes of trucks

» How to provide the positioning accuracy and positioning availability necessary
to support state, local, or private charges based on specific areas or lanes trav-
eled (e.g., to distinguish between tolled and non-tolled lanes on a single facility
such as in the context of high occupancy/toll lanes)

llI-2. Congress should fund new research that assesses the true transportation
costimpacts of various vehicle classes, including the costs of environmental
impacts, as well as the behavioral response to cost (i.e., price elasticity) so
that Congress can decide to what extent the future funding system should
take these full costs into account and facilitate the transition to pricing
strategies.

The Commission has emphasized that any funding sources should, when appropriate,
promote efficient use of the transportation system and discourage adverse side effects by
charging prices that include the costs of those side effects. Promoting efficient use of the
transportation system generally requires a good understanding of the costs that different
system users impose and whether those costs are wear-and-tear on the infrastructure,
congestion imposed on other users, or environmental effects. A research program focused
on these issues therefore is important.

At the same time, transitioning to a system that relies more on direct user fees than fuel
taxes to fund transportation will be improved by a stronger knowledge base of how users
respond to various pricing signals. Although social science research in this area has
improved and continues to improve, more research is needed, including research into
the response of travelers to different pricing signals and the impacts of pricing on various
types of geographies and income groups.

l1l-3. Congress should require that U.S. DOT, in conjunction with the American
Association of State Highway and Transportation Officials (AASHTO) and the
American Public Transportation Association (APTA), develop best practices
information for public-private partnerships and specifically guidelines that
address transparency and accounting for public-private partnerships,
including disclosure of facility financial operations by private entities—
taking into account the need for proprietary information and individual state
laws related to public records.®

The issue of transparency is very important to the success of public-private partnerships.
The Commission addresses this issue in more detail in Chapter 7.

In addition to this specific recommendation, given the varying levels of sophistication and
knowledge across state and local governments, Congress should encourage AASHTO
and APTA to develop best practices related to assisting states and local governments in
managing public-private partnerships more broadly.




llI-4. U.S. DOT should provide technical assistance to support states’ efforts
to improve revenue forecasting for both federal and state-level revenue
sources.

The current methodologies used for forecasting fuel tax and vehicle-related tax revenues
are not well understood or documented. Better information about the data and methods
used to support forecasts of future revenues from various sources would both improve
transparency of federal highway and transit funding and provide state and local
governments with better technical information to support forecasts from similar sources
at the state and local level.

IV. ADDITIONAL RECOMMENDATIONS RELATED
TO FUNDING ALLOCATION

This section presents several recommendations that go beyond the direct issue of how
money is raised to include how it is spent. The Commission includes these recommendations
in part because sometimes the two issues are inseparable (such as dedicated charges raised
from particular user groups for particular purposes) and in part because of the importance of
boosting public trust in the system so that users and other beneficiaries are more willing to
pay for their demands on the system and also to make the transition to a more sustainable
funding approach.

The following resource allocation recommendations have some bearing on the likely
effectiveness of the Commission’s funding and finance-related recommendations. They do
not, however, represent a comprehensive set of recommendations regarding how resources
are used. Rather, these recommendations address a few key issues related to the funding
and finance recommendations presented in this report. Regardless of the manner in which
Congress ultimately chooses to generate funding for the national surface transportation
system in both the short term and long term, incorporating these and other principles into
decisions about how funds are allocated and spent will help ensure that critical and limited
resources are used effectively.

IV-1. Investments should focus on safety as a high priority.

In the past, highway and transit safety performance has improved steadily and significantly
over time, but achieving further improvements—the most important of which is reductions in
fatality rates—will require additional effort and investment. Assessments of proposed capital
investments’ impact on safety performance should be part of every evaluation process.

IV-2. Decisions on the allocation of federal dollars to states should be based more
directly on performance outcomes.

The current funding allocation construct does not place adequate emphasis on directing funds
to improve system performance or on holding funding recipients accountable for real outcomes
(e.g., improvements in safety, mobility, system quality, etc.). In turn, these shortcomings may
contribute to overall system underfunding because voters do not perceive that good decisions are
being made and cannot see clear-cut connections between revenues raised and transportation
improvements. While the Commission views greater emphasis on moving to a more performance-



based system as critical, it also believes that the immediate funding demands cannot wait. The
investment needs are too great and the funding gap too severe. Key steps to increase federal
resources for surface transportation and to move to a more performance-based approach must
proceed in tandem in order to prevent further deterioration of the system.

IV-3. As a new federal funding system is implemented, Congress should ensure
that funding allocations under the federal program continue to support the
investments needed on a national basis to ensure a comprehensive and
cohesive surface transportation system.

The purpose of the federal surface transportation program is to ensure that critical
investments are made across the country, regardless of how or where revenues are
generated. As a result, to ensure a cohesive and comprehensive national system, there
will continue to be the need for cross-subsidization between and among states. It is
important to note that transitioning the current federal funding mechanism to a VMT-
based system will not alleviate the need for such targeted funding. Congress therefore
should ensure that the allocation of federal revenues continues to support a cohesive and
comprehensive national transportation system that supports mobility for all purposes and
citizens of this country.

IV-4. Congress should have a transparent system for making earmarks and explicitly
limit such activity to a specified percentage of the federal transportation
program (e.d., to less than 3 percent of available authorizations).

This is consistent with the Commission’s strong belief that funding decisions need to be based
more directly and explicitly on meeting specified performance objectives. The Commission
also is concerned about the perceptions that such earmarks create among taxpayers and the
resulting impact on the general trust in the funding system. Finally, on more technical grounds,
the Commission recognizes that, if not carefully managed, such earmarks can tie up money
in projects that are not ready to be implemented or that do not have the rest of their funding
in place.

IV-5. Federal policies should be designed to encourage state and local policy
makers to further use contracting methods targeted at achieving lifecycle cost
efficiencies and optimal asset management—thus addressing the funding gap
from both sides of the ledger.

This could potentially include demonstration or incentive grant programs for performance-
based contracting as well as technical training and peer exchange programs.

CONCLUSION

The Commission has evaluated the ability of a wide range of options to raise significantly
more resources at the federal level and to support state and local governments’ ability to
do the same—to begin to close what has come to be an unacceptable and unsustainable
investment deficit in our nation’s surface transportation infrastructure. In offering to Congress
the results of this evaluation process, the Commission recognizes that there are no easy
solutions and, especially in the short to medium term, no single silver bullet answers. Looking




to the future, the Commission endorses the growing consensus that transitioning to a funding
approach based more directly on use of the transportation system, including mileage-based
user fees, is the right foundation.

In the twentieth century, surface transportation was largely about steel and concrete: extending
and expanding the physical network of roads, bridges, rail systems and the buses, trucks, and
cars that operated on it. The goal was to raise the money needed, from whatever sources, to
build a robust enough system to meet the nation’s mobility needs.

In the twenty-first century, steel and concrete will continue to be the foundation of surface
transportation infrastructure. New capacities and capabilities of the system, however, will
need to be not just big but also “smart.” In our lifetimes, we will be able to take advantage of
technological advances not only to improve how people pay for their use of the transportation
system but, as important, to deliver real-time information to vehicle drivers to help reduce
congestion and improve safety, enhance system monitoring and management, improve
the convenience and reliability of public transit, improve the allocation of transportation
infrastructure resources, and mitigate transportation’s negative impacts on the environment.

The Commission’s core recommendations focus on the first attribute of this new intelligent
system: improving how the system is funded, specifically in ways that are more sustainable
and more efficient. The Commission’s many other recommendations play vital roles, focused
heavily on ensuring overall funding security and staving off further degradation through
immediate action that will afford us the time to re-align the funding framework.

Transitioning from a fuel tax—based system to one based more directly on use of the highway
system measured by miles driven undoubtedly will require a great deal of planning and public
education. But that is no reason to delay initiating the transition. As one Commissioner warns,
“if we don’t start, we won't ever get there.” And as this process commences, policy makers
will need to ensure that all stakeholders are consulted and involved in the decision making for
all aspects of the transition.

In closing, if we fail to address the immediate and longer-term funding crisis in our surface
transportation system, we will suffer grim consequences: unimaginable levels of congestion,
reduced safety, costlier goods and services, an eroded quality of life, and diminished
economic competitiveness as a nation. Our alternative future—with increased federal
revenue, new funding approaches, and new technology as a foundation—is an integrated
national transportation system that is less congested and safer and that promotes increased
productivity, stronger national competitiveness, and improved environmental outcomes. That
future is waiting for us to embrace it.

1. As users choose more privacy or opt for deletion of personally identifiable information after payment, they
sacrifice the degree to which they could challenge charges.

2. This broad Interstate tolling authority is not intended to be used for incidental capacity improvements in
connection with the acquisition and/or routine maintenance and refurbishment of an existing facility.

3. All the existing electronic toll collection (ETC) systems use Dedicated Short Range Communications (DSRC)
technology in the 902-928 MHz band. U.S. DOT is developing the 5.9 GHz standard through IEEE and
testing tolling applications using this standard.

4. Currently, mass commuting bonds are subject to the annual state volume caps and therefore must compete



with other Private Activity Bond purposes (including single and multi-family housing, student loans,
manufacturing, etc.) for annual state allocations of issuance authority.

5. Relying on the American Association of State Highway and Transportation Officials and the American Public
Transportation Association would be consistent with current industry standard-setting processes that rely
on these organizations.
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mission responds to the congressional directives contained in Section 11142 of
Public Law 109-59 (the Safe, Accountable, Flexible, Efficient Transportation Equity
Act: A Legacy for Users). In general, the Commission was tasked with:

This final report of the National Surface Transportation Infrastructure Financing Com-

Making a thorough investigation of revenues flowing into the federal Highway Trust
Fund (HTF) under current law

Considering the impact on likely revenues under current law of possible changes in
vehicle choice, fuel use, or travel alternatives

Considering alternative approaches to generating revenues for the HTF

Considering highway and transit investment needs and determining what additional
federal revenues would be required to meet those needs

The analyses and findings contained in the report—particularly those presented in Chapters
2 and 3—address these items in detail. Specific recommendations relating to them appear
in Chapter 8.

In addition to these general tasks, the Commission was specifically directed to examine
certain other matters:

Consider a program that would exempt all or a portion of gasoline or other motor fuels
used in a state from the federal excise tax on such fuels if the state elects not to receive
all or a portion of its federal surface transportation funding (commonly called an “opt
out” program)

Determine what levels of revenue are required by the HTF in order for it to meet the
investment needs to maintain and improve the condition and performance of the na-
tion’s highway and transit systems

Determine what levels of revenue are required by the HTF in order to ensure that federal
levels of investment in highways and transit do not decline in real terms

Determine the extent, if any, to which the HTF should be augmented by other mecha-
nisms or funds as a federal means of financing highway and transit infrastructure in-
vestments

Because of their specificity in the Commission’s authorizing statute, these matters are ad-
dressed in order below in summary fashion. As with the more general issues, items lI-IV are
thoroughly discussed elsewhere in the report, especially Chapters 2, 3, and 8.



Congress asked the Commission to consider the potential viability of a program that effec-
tively would exempt a state from all or part of the federal surface transportation program. It
has been contemplated that, under such a program, a state could “opt out” of the federal
fuel taxes and the spending programs funded by them—in exchange for increasing its own
state-level taxes and committing to maintaining and improving the transportation system
within its borders to certain standards. The stated goal of such proposals is to shift much of
the funding responsibility to the state so that it can determine its own transportation spend-
ing priorities. The underlying premise is that much of the current federal-level spending is
misallocated by an inefficient process that dispenses funds according to outdated formulas
and wasteful earmarks—and that the states are more flexible, closer to the transportation
challenges that need to be met, and more accountable to transportation system users and
taxpayers.

While sympathetic to frustrations about some of the federal funding decisions and program
requirements associated with the current system, the Commission has serious reservations
about any potential opt out program. These concerns stem from consideration of the ap-
propriate federal role, required infrastructure investments, potential program mechanics,
and the question of “devolution” of funding responsibility to the state level. The common
theme of these interrelated issues, which are discussed in more detail below, is ensuring the
integrity of the national highway and transit network.

The purpose of the federal program is to make sure that investments critical to the national
network are made across the country, regardless of how or where revenues are generated.
Our economic competitiveness as a nation relies on an effective and integrated surface
transportation system. Federal involvement helps ensure that sufficient resources are al-
located to meet the mobility needs of all citizens. Effective improvements to the national
system require a national perspective, national coordination, and national funding.

Attempting to support the national system at the state level would be highly problematic—
especially in light of the growing funding gap. Although it is desirable to develop perfor-
mance standards guiding the operation and maintenance of existing assets by the states,
that alone would not guarantee that necessary enhancements are made to the national
network. In any given time frame, individual states may or may not have the resources
available to make critical investments. And they likely would have conflicting priorities over
time for making those enhancements to the network—both for highways and for transit.
Furthermore, as summarized in Chapter 2, the levels of investment needed to maintain and
improve the conditions and performance of the nation’s highways and transit systems are
significantly higher than current levels. It is not clear that states, absent federal support and
acting on their own, could maintain existing levels of investment, much less close the gap
and make necessary improvements to the national system.

The Commission recognizes that the specific definition of the federal role in surface trans-
portation that Congress chooses to maintain or set in the future will drive the level of re-
sources that must be generated at the federal level. But it also emphasizes that reducing
the federal role would not mean that investment needs are reduced; the burden of meeting
those needs would simply be shifted to individual states. In light of the serious performance



crisis facing the nation’s transportation system and the associated investment shortfall, the
Commission has concluded that any attempt to implement an opt out program is inadvis-
able. Moreover, the proposed transition to a mileage-based fee system presents a real
opportunity to address many of the concerns that lead to calls for states to opt out of the
current program.

Most opt out proposals start with an assumption that the federal role in supporting the
surface transportation system should be much smaller. Under this assumption, with virtual
completion of the Interstate Highway System and the National Highway System, the federal
role can be reduced to promulgating safety and supporting certain research and develop-
ment efforts. Under this view, supporting interstate commerce can be accomplished (per-
haps more efficiently and fairly) by requiring the states to maintain or improve the national
system to certain standards rather than collecting and redistributing funds at the national
level.

As part of its assessment of funding options and investment needs, the Commission ex-
amined the range of potential federal funding roles from minimal (“devolution”) to expansive
(enhanced beyond the current role). The Commission does not make any recommendation
about the future federal role, but it used this exercise to inform its investigations and illus-
trate some of the analyses contained in this report. Acknowledging a more than minimal
federal role means recognizing that there is a national network of some kind that broadly
benefits the general public. And the central issue concerning the federal role is the distribu-
tion of resources to support that national network. Through its deliberations about surface
transportation policies and programs, Congress must address the future federal role in this
post-Interstate era. Authorizing any state to opt out of the current federal program would
first require addressing the ramifications of such action on the overall national system and
therefore is not an advisable course of action.

Closely tied to perspectives on the federal role are assessments of required investments.
As summarized in Chapter 2, the levels of investment needed to maintain and improve the
conditions and performance of the nation’s highways and transit systems are immense—
far larger than current spending levels. Even if policies and programs were significantly
reformed to greatly improve the allocation of resources, the Commission has concluded
that more revenue is still needed. In light of this fundamental underinvestment problem, any
scheme to reduce current federal fuel taxes in exchange for increases in state-level taxes
would be problematic. Using the Commission’s Baseline Revenue Forecast and Base Case
Investment Scenario, the average annual investment shortfall relative to spending needed
to maintain and improve the nation’s highway and transit systems is $138 billion. Closing
that annual gap with fuel taxes alone would require an increase of about 76¢ per gallon
(that would be on top of the existing federal and state gas taxes that combined average
about 40¢ per gallon today). Thus, according to the most recent assessment, the nation (at
all levels of government) is spending only about 35 percent of what is needed to maintain
and improve the surface transportation system. Quantifying the funding gap in this man-
ner shows that any opt out program involving federal fuel tax reductions that roughly offset
state fuel tax increases would not address the underlying national investment shortfall (even
if policy makers agreed with reducing the federal funding role relative to the states).



A related issue concerns the ability of individual states to maintain higher fuel taxes in the
face of cross-border competition. If fuel taxes are much higher in one state than another,
there is an incentive for some of the residents of that state, particularly those living near the
border, to purchase their fuel where the tax is lower. These pressures may work to keep
state taxes lower than they would be absent such competition and therefore may result in
less overall fuel tax revenue if an opt out program were to be implemented.

Another aspect of investment needs, beyond their aggregate amount, is their relationship
to the national network. As mentioned earlier, while it may be possible (indeed desirable) to
develop performance standards guiding the operation and maintenance of existing assets,
it can be difficult to ensure that necessary enhancements are made to the national network.
To the extent direct users are willing to pay for certain improvements (i.e., user fees can be
monetized to generate the upfront capital required to undertake the improvements), those
signals can be used to guide appropriate investments. But not all critical improvements
can be funded this way. A major challenge to supporting the national network is identifying
those improvements that generate broad public benefits that cannot be easily monetized
directly. Such system improvements require a national perspective, national coordination,
and national funding (as opposed to state-by-state determinations).

The opt out concept seems straightforward: If a state agreed to increase its own taxes and
maintain the “federal system” (however defined), it would benefit from a commensurate
decrease in federal fuel taxes. But the collection, attribution, and distribution of current fed-
eral fuel taxes complicates this proposition (setting aside the above-noted concerns about
the federal role and investment needs). Fuel taxes are not collected directly from the end
consumer; rather, they are paid at major distribution points (known as “the Rack”) and then
become part of the overall price passed down through the supply pipeline to the consumer.
The fuel tax collections are attributed to the states based on estimates of fuel consumed in
the states. The net receipts are distributed to the states predominantly according to formula
apportionments, and less so through discretionary allocations, of the various federal spend-
ing programs. Thus, for a state to benefit in the desired manner from increasing its own
taxes, it would need to receive some kind of rebate from the federal government—perhaps
in the form of a block grant (without the federal requirements or other strings associated
with current federal spending programs) calibrated to equal all or a portion of the amount
of revenue estimated to result from its tax increase. While it should be possible to devise
a rebate method consistent with the intent of various opt out proposals, the Commission
strongly discourages Congress and the states from pursuing this action without fully under-
standing the overall impact on infrastructure investments needed to support an integrated
and efficient national surface transportation network.

Another aspect of an opt out program would be its tendency to lead to “devolution” of
the federal program. Those states at the top of the federal HTF “donor” list (i.e., with the
smallest return ratios of distributions from the federal HTF to attributed payments into
the federal HTF) would be the most likely to consider opting out. Assuming that opt out
rebates were tied to estimated payments into the HTF (consistent with such proposals),
then each donor state would find it advantageous, strictly in terms of net proceeds, to opt
out of the federal program (where its return is less than 100¢ on the dollar) and increase
its own taxes (where its return would by definition equal 100¢ on the dollar). While this



might sound like a fair and rational decision for each donor state to make, it would have
significant impacts on the remaining states—essentially forcing them out of their donee
status and causing a major reallocation of what essentially would be diminished federal
resources. The Commission appreciates the desire of donor states to change their status
with respect to the current allocation of HTF resources at the federal level. But without
first ascertaining the appropriate federal role and identifying sufficient revenues at all lev-
els of government and from all feasible sources to fund the required investments, trying
to implement a voluntary opt out program would be counterproductive to supporting a
viable national network.

The Financing Commission—with valuable input and technical assistance from the Fed-
eral Highway Administration—developed its own estimates to respond to its congressional
mandate to examine needs for HTF resources (the methodology used to develop these
estimates was generally consistent with that used by the U.S. De-
partment of Transportation in developing its biennial Conditions and
Performance reports as well as that used by the National Surface
Transportation Policy and Revenue Study Commission). This effort
resulted in the Base Case Investment Scenario, which provides an

(all figures in billions of 2008 dollars)

Need to Maintain Scenario

update to total and federal long-term capital investment needs for Total

Federal
highV\I/ays'and transit based on Current'polioies and programls alnd Highways $131 $59
the h|stor|9al feQeral/non-federaI spend@g roles. (The Qomm|33|on Transit $42 $19
also examined investment heeqls assumlngl an alternatlvel ;trategy, Total $172 $78
one that assumes aggressive implementation of road pricing and

. . L _ , Revenues $76 $32
greater use of public transportation, which is described in Chapter
2) Gap $(96) $(46)
Exhibit A-1 summarizes the results of this Base Case Investment Total Federal
Scenario. Total annual capital investment (from all sources) needed Highways  $165 $74
just to maintain current conditions and performance is estimated Transit $49 $22
to average $131 billion for highways and $42 billion for transit, in Total $214 $96
2008 dollars. This translates into annual federal highway and tran- Revenues $76 $32
sit spending requirements of $59 billion and $19 billion, respec- Gap $(138) $(64)

tively, for a total of $78 billion. Using the Commission’s Baseline

State/Local

$72
$23
$95
$44
$(50)

Need to Improve Scenario

Forecast of average annual HTF revenues of $32 billion (2008 dol-
lars averaged over the 2008-35 period), the resulting annual federal investment gap for
highways and transit is $46 billion. In addition, the total average annual spending (for all
levels of government) needed to go further and improve the system under the Base Case
Investment Scenario is $165 billion for highways and $49 billion for transit. The associ-
ated annual federal funding requirement is $96 billion for highways and transit combined,
leaving an annual federal revenue shortfall of $64 billion.

The Baseline Forecast of average annual HTF revenues of $32 billion (2008 dollars) is only
41 percent of the estimated amount of federal spending needed to maintain the nation’s
highways and transit systems and a mere 33 percent of the estimated annual amount need-
ed to improve conditions and performance (using a benefit-cost ratio threshold of 1.2).

Note: Sums may vary due to rounding

State/Local
$90
$27

$118
$44
$(73)



lll. DETERMINING REVENUES REQUIRED TO MAINTAIN
CURRENT LEVELS OF FEDERAL INVESTMENT IN HIGH-
WAYS AND TRANSIT

Congress asked the Commission to estimate the level of funding required to “ensure that fed-
eral levels of investment in highways and transit do not decline in real terms.” The Commission
interpreted this to mean the 2008 federal highway and transit program funding (obligation) lev-
els, including the General Fund support for transit. Such an estimate is a projection of future
purchasing power and derived from assumptions about long-term inflation. As explained in
Chapter 2, the Commission used 2.0 percent for that purpose in this report.

Applying a 2.0 percent long-term average annual inflation rate, the combined federal high-
way and transit program funding level of $53.6 billion would need to grow to $91.6 billion (in
nominal terms) by 2035 for current program purchasing power to be maintained. As illustrated
in Exhibit A-2, the HTF revenue forecasts do not come close to achieving this. The Baseline
Forecast revenue gap grows from $17.3 billion in 2008 to $45.3 billion by 2035, with a cumu-
lative shortfall of $827 billion over the 28-year period. The Conservative Forecast produces a
revenue gap that grows to $55.5 billion by 2035, with a cumulative shortfall of $975 billion. To
the extent average annual inflation exceeds the assumed 2.0 percent, the revenue gaps will
grow that much larger.

EXHIBIT A-2: ANNUAL FEDERAL REVENUE NEEDED TO MAINTAIN
CURRENT HIGHWAY AND TRANSIT PROGRAM PURCHASING

POWER, 2008-35
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IV. DETERMINING THE EXTENT TO WHICH THE HTF
SHOULD BE AUGMENTED

To better demonstrate the magnitude of the results presented above, Exhibit A-3 shows the
motor fuel tax increase or, alternatively, the fee level required on a per-mile basis (referred to
as a vehicle miles traveled or VMT fee), that would be needed at the federal and state/local
levels to close the associated funding gaps. (Note that these estimated tax levels are for il-
lustrative purposes only and are not Commission recommendations.) These conversions to
cents per gallon and cents per mile are rough approximations based on the average 2007-08



EXHIBIT A-3: SUMMARY OF LONG-TERM NEEDS AND REVENUES
(2008-35 ANNUAL AVERAGE)

(billions of 2008 $ unless otherwise noted)

Need to Maintain Need to Improve
Total Federal State/Local Total Federal State/Local

Investment Needs :

Highways $131 $59 $72 . 3165 $74 $ 90
Transit $42 $19 $23 %49 $22 $27
Total $172 $78 $95  $214 $96 $118
Baseline Revenue Forecast

Revenues $76 $32 $44 . $76 $32 $44
Gap $(96) $(46) $(50) $(138) $(64) $(73)
MFT (¢/gal) to Close Gap 53¢ 25¢ 28¢ 76¢ 36¢ 41¢
VMT Tax (¢/mile) to Close Gap 3.2¢ 1.5¢ 1.7¢ . 46¢ 21¢ 2.4¢
Conservative Revenue Forecast

Revenues $67 $28 $39 - g67 $28 $39
Gap $(105) $(49) $(56)  s(147) $(68) $(78)
MFT (¢/gal) to Close Gap 58¢ 27¢ 31¢ BT 38¢ 44¢
VMT Tax (¢/mile) to Close Gap 3.5¢ 1.6¢ 1.9¢ a9 2.3¢ 2.6¢

Note: Sums may vary due to rounding

motor fuel tax yields of about $1.8 billion per penny (all motor fuels) and the 2008 total vehicle
miles traveled of about 3 trillion (all roads). (It is estimated that during the 2008-35 period the
annual motor fuel tax yield per penny will rise only slightly above the current yield (in nominal
terms) to $2.06 billion; total VMT will increase to about 5 trillion, based on estimates supplied
by the FHWA.)

The federal tax rate on all motor fuels would need to be increased by 25-27¢ per gallon to ad-
dress the federal funding shortfall just to maintain the system. Funding the investment needed
to improve the system would require a federal fuel tax increase of about 36-38¢ per gallon.
Alternatively, a federal VMT fee (charged on all roads in addition to the existing HTF taxes) of
about 1.5-1.6¢ per mile would generate the federal share of the funding needed to maintain
the system. And a federal VMT fee of 2.1-2.3¢ per mile would be needed to generate the

additional federal funding required to
improve the system. EXHIBIT A-4: FEDERAL SHORT-TERM
NEEDS AND REVENUES

In terms of total highway and transit Year-by-Year Federal Revenues and Needs Estimates: 2010-2015 (pillions of nominal $)

investment needs (from all levels of 2010 2011 2012 2013 2014 2015  Total
government), maintaining the system Baseline Revenue
would require a fuel tax increase of Forecast $38 $38 $39 $40 $40 $40 $235

about 53-58¢ per gallon or the equiv- Need to Maintain
alent of a VMT fee of about 3.2-3.5¢ Base Case Scenario  $81  $82  $84  $86 $87  $89 $509

per mile. Improving the system would Funding Gap $(42) $(44) (45 $@6) $(47) $(49) $(274)
require a fuel tax increase of about 76— Need to Improve

81¢ per gallon or the equivalent of a Base Case Scenario $100 $102 $104 $106 $108 $111 $632
VMT fee of about 4.6-4.9¢ per mile. Funding Gap $62) $64) $65 $(67) $68) $(71) $(397)

Note: Sums may vary due to rounding



Looking at near-term needs and revenues also creates a strong call for action. As summarized
in Exhibit A—4, the federal HTF current-law revenues under the Baseline Forecast total just
$235 billion (in nominal dollars) over the 2010-15 period (an average of $39.2 billion per year).
The federal share of cumulative needs under the Base Case Investment Scenario, meanwhile,
ranges from $509 billion (to maintain the system) to $632 billion (to improve the system). The
annual federal funding gap, therefore, ranges from about $43 billion to $71 billion in nominal
dollars for the six-year period.



It should be noted at the outset that in large part | support the work of the National Surface
Transportation Infrastructure Financing Commission, with one major exception that deals
with some of the uses of the Highway Trust Fund (HTF)—in particular, the use of these funds
for transit.

Throughout the report there is the common theme of “user pays,” with which | agree, but it is
not consistently applied.

My disagreement comes from the fact that the Commission is proposing to increase user
fees paid only by the driving public (the source of funding for the HTF), yet at the same time
the HTF and thus the driving public is currently subsidizing Mass Transit. Over the last few
years these subsidies have averaged about $5 billion annually and will conceivably increase
in the future unless legislation changes this subsidy and puts the cost for transit where |
feel it belongs—and that is with the user. Further compounding the issue is the fact that the
beneficiaries of Mass Transit do not pay into this fund. People who use bus, light/heavy rail,
subways, and commuter rail systems do not pay into the HTF for the trips they take. This
is unfair to the millions of Americans that do pay into the HTF for driving. Likewise, millions
of Americans do not have access to simple forms of Mass Transit for commuting to work or
other types of trips as well as for pleasure.

While | believe in Mass Transit, and support an enhanced rail system across our country for
the movement of people and goods, | do not believe this should be at the expense of those
who choose not to use it or do not have an alternate choice. It should be funded by those
who use it. Remember the “user pays” concept.

While we talk in our report about the need for more direct user fees and congestion pricing,
which | believe are ideas worth strong consideration by Congress and State legislatures, we
completely stay away from making any recommendations that perhaps transit should do the
same. As the discussions move forward, perhaps it should be seriously considered that if any
monies go to transit at all, then it should be with the same concept as being considered for
highways.

During the Commission deliberations we discussed the fact that tolls and transit fees are
typically set by the local jurisdictions that own or operate them, as well as federal incentives
to those local jurisdictions to encourage them to raise transit fees. | believe such incentives
should be short-term in length and should only be offered as a way of moving transit agencies
toward greater self-sufficiency and to encourage use of new and improved transit systems.
However, | am not in favor of these incentives becoming part of a permanent or long-term
package.

The idea of capping the subsidy at the recent historical level ($5 billion), not an ever-increasing
pot of money, was discussed; however, this was not agreeable to some. The HTF was de-
signed to maintain our bridges and highways and to expand them as needed. Given the
current state of our highways and the magnitude of our highway investment gap, we cannot
allow more funds to move to other non-highway purposes such as transit and continue to ask



the driving public to pay for transit while the highway infrastructure they use on a daily basis
is beginning to crumble around them.

| sincerely hope that Congress will entertain this discussion because their constituents can-
not and should not be asked to finance special projects such as transit with funds that are
intended to support the road system. | strongly urge our elected officials to look at the many
and varied reports regarding the conditions of our roads and bridges and whether it is fair to
ask the driving public to pay even more dollars to fund the critical repairs that are needed for
the highways and bridges they are driving on while still taking money from the HTF for other
uses.

Conclusion: | feel that the Commission has accomplished a great deal. My fundamental
difference is regarding how transit needs should be funded; | strongly believe the current ap-
proach, which dedicates a portion of the federal motor fuels tax to transit, should be reviewed.
| do strongly endorse the Commission’s primary suggestion, which is that we need to imple-
ment a VMT system tax and that we should start sooner rather than later.

| would like to congratulate my fellow commissioners as well as to thank the Administration,
Members of Congress, and the Department of Transportation for enabling this discussion and
for me being able to participate in it.
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This report is a product of the National Surface Transportation
Infrastructure Financing Commission (and not of the U.S. Department
of Transportation).

Copies of the report and additional information on the Financing Commission
is available at: http://financecommission.dot.gov

The National Surface Transportation Infrastructure Financing Commission
consists of 15 individuals from diverse backgrounds—economics, finance,
government, industry, law, and public policy—united by a passion to help
develop a more viable framework to fund and finance our national surface
transportation system. Congress established the Financing Commission in the
Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for
Users and charged it with analyzing future highway and transit needs and the
finances of the Highway Trust Fund, making recommendations on alternative
approaches to funding and financing surface transportation infrastructure, and
‘ reporting back to Congress by April 2009.




