
d", - 

.jr"d 

The State Highway 
Finance Outlook 

U.S. DEPARTMENT OF TRANSPORTATI( 
Federal Highway Administration 
Office of Program and Policy Planning 





THE STATE HIGHWAY FINANCE OUTLOOK 

Prepared by 

Thomas W. Cooper 
Economist 

U.S. Department of Transporation 
Federal Highway Administration 

Office of Program and Policy Planndng 

July 1978 





Robert C.  Matthews i s  e s p e c i a l l y  recognized f o r  h i s  c o n t r i b u t i o n  

t o  t h i s  r epo r t .  S p e c i f i c a l l y ,  he i s  r e spons ib l e  f o r  t h e  d i scuss ion  and 

a n a l y s i s  of S t a t e  Highway P r i c i n g  P o l i c i e s  and P r a c t i c e s  ( P a r t  C of 

Chapter 1) and t h e  Nat iona l  Energy Conservation Pol icy .  

Also con t r ibu t ing  a re :  

Robert W .  She r r e r  on Gasoline P r i c i n g  and Taxat ion and 

John T. Berg on Energy Roads and Taxation. 

Thanks a r e  a l s o  due t o  W, R. McCallum, G .  R. Tyndal l ,  W .  F. Reulein,  

and o the r  o f f i c i a l s  and s t a f f s  of t h e  Federa l  Highway Administrat ion and 

t h e  Of f i ce  of t h e  Sec re t a ry  (DOT) f o r  guidance and a s s i s t a n c e ;  t o  3 .  R i t t e r  

and L. M. Cooper and o t h e r s  f o r  review and e d i t i n g ;  and t o  V. Moyer f o r  

typ ing  a s s i s t a n c e .  

iii 





Table of Contents 
w 

Page 

- *  Executive Summary 1 
e 

Chapter 1 - State Highway Finance 
Part A - Funding State Highway Programs 12 

State Receipts for Highways 12 

State Expenditures for Highways 13 

Real State Highway Capital Performance 16 

Part B - Highway Revenue Sources and Performance 20 

Motor Fuel Taxation 28 

Motor Vehicle Taxation 23 

Disposition of State Road-User Tax Revenue 23 

Earmarked Revenue Rationale 26 

Toll Financing 

Debt Financing 

Part C - Highway Pricing Policies and Practices 
Genera1 Observations 

State-by-State Analyses 

Conclusions 

Chapter 2 - Related Issues 
Energy Conservation 

Gasoline Pricing and Taxation 

Nonuser Tax Sources 

Appraisal of State Developments 



Chapter 3 - Alternative State Highway Funding MechaaCsansr 6 3 
8 w 

Tolls as a Supplemental Resource- for H%&bayjs 54 'la 

The Variable Gas Tax (Washingro-a Ska+zeIf 6 4 

Highway Budget IndexSng (Texas) 

Energy Roads and Taxation 

State Severance Taxes 

Kentucky Coal Road Improvement Prog~af 

Summary 

Chapter 4 - Conclusions 

Appendix. 

Footnotes 

Bibliography 



+- 

L i s t  of F igures  

I"g 
w 

* 
1. T o t a l  Rece ip ts  f o r  Highways, by source ,  1921-1976 4 0 

2. S t a t e  Rece ip ts  f o r  Highways-1976 15  

3 .  S t a t e  Disbursements f o r  Highways-1976 1 7  

4 .  S t a t e  Highway C a p i t a l  Outlay,  i n  c u r r e n t  and cons t an t  d o l l a r s ,  
1970-1976 19 

5. Source of S t a t e  Highway C a p i t a l  Oat lay 21 

6. S t a t e  Motor-Fuel Tax Rece ip ts  24 

7. S t a t e  Motor-Vehicle Taxes and Fees 2 5 

8. The P r i c e  of Gasol ine and S t a t e  and Federa l  Tax Rates ,  1956-1976 57 

9 .  S t a t e  and Federa l  Gasol ine Taxes a s  a Percentage of t h e  P r i c e  
of Gasoline, 1956-1976 58 

L i s t  of Tables  

1. S t a t e  Rece ip ts  f o r  Highways f o r  Se lec ted  Years, 1967-1976 14 

2. S t a t e  Disbursements f o r  Highways f o r  Se lec ted  Years,  1967-1976 L 8 

3.  Source of Funds f o r  S t a t e  Highway C a p i t a l  Outlay, 1970-1977 22 

4.  F i s c a l  Measures of S t a t e  Highway Programs, by S t a t e s  38 

A-1. S t a t e  Highway Income, Debt Se rv i ce ,  and Capi ta1  Outlay: 1973-1976 93 

k-2. Basis f o r  S t a t e  Highway Tax E f f o r t :  1973-1976 94  

Appendix 

A. S t a t e  Economic and F i s c a l  Act ions 

B. Tax E f f o r t  Methodology 

C .  Other Energy-Related Tax Mechanisms 

D.  S t a t e  Nonuser Taxes and Revenue Used f o r  Highways 

v i i  



L i s t  sf Maps 

1. Federal Aid as a Percent of Capital Outlay 

2. Capital  Bonds as a Percent of Capital  QutZay 

3 .  Debt Service as a Percent 05 Net User Revenue 

4. Highway User T a x  E f f o r t  



STATE HIGHWAY FINANCE OUTLOOK 

Executive Summary 

The S t a t e  highway f i n a n c i a l  out look i s  clouded. Events of t h e  

p a s t  few yea r s  and t h e  p rospec t s  f o r  t h e  f u t u r e  cause concern among 

S t a t e  and n a t i o n a l  po l i cymaker s  The purpose of t h i s  r e p o r t  i s  t o  

exp la in  these  f i s c a l  developments, review p a s t  f i n a n c i a l  p o l i c i e s  and 

t h e i r  performance, make appropr i a t e  economic tests, and suggest  remedial 

ac t ion .  I n  a d d i t i o n ,  t h e  r e p o r t  desc r ibes  t h e  s p e c i f i c  a c t i o n s  of 

s e v e r a l  S t a t e s  i n  meeting f i n a n c i a l  problems. 

The unce r t a in ty  a f f e c t i n g  highway programs is  due t o  i n f l a t i o n ,  

i nc reased  noncap i t a l  cos t s ,  increased  v e h i c l e  e f f i c i e n c y ,  increased  f u e l  

p r i c e s ,  and d e t e r i o r a t i n g  highway systems. The combined a f f e c t s  of 

t h e s e  f a c t o r s  r e s u l t s  i n  fewer r e a l  d o l l a r s  be ing  spent  f o r  highway 

improvement. Although t h e  f u t u r e  is unce r t a in ,  highway t r a v e l  w i l l  

l i k e l y  cont inue  t o  i n c r e a s e ,  highway c o s t s  w i l l  l i k e l y  e s c a l a t e ,  and 

revenue growth w i l l  l i k e l y  l e v e l  o f f ,  o r  even dec l ine .  Reduced r e a l  

c a p i t a l  investment ,  i n  t u r n ,  w i l l  l i k e l y  reduce highway performance. 

While many S t a t e s  have voiced concern over maintaining highway 

c a p i t a l  improvement programs, s e v e r a l  S t a t e s  have moved forward wi th  

some novel  f i s c a l  approaches. An a p p r a i s a l  of t hese  s t r a t e g i e s  is  

c e n t r a l  t o  t h e  purpose of t h i s  r e p o r t .  



Background and F i s c a l  P e r f o m n e e  

Since t h e  e a r l y  19001s,the S t a t e  has  been t h e  pr incfpa3  government 

body providing highways. Complementing t h i s  developmeat was t h e  rapid 

growth f a  t h e  use of automobiles and t rucks  by a l l  l e v e l s  of society. 

It w a s  soon recognized t h a t  t h e  growth i n  u s e  of motor v e h i c l e s  could 

provide t h e  means of support  f o r  expanding S t a t e  highway programs. Road- 

u se r  t axes ,  such as the  gas  t a x  and motor v e h i c l e  f e e s ,  w e r e  introduced 

and spread t o  a l l  S t a t e s .  

The p a r a l l e l  growth of highways, v e h i c l e s ,  t r a v e l ,  and uses charges 

has tended t o  r e i n f o r c e  t h e  development sf highways, For t h e  most p a r t ,  

u se r  taxes  have produced s u f f i c i e n t  funds f o r  highway expansion, 

e s p e c i a l l y  f o r  highways serving intercommunity, f n t e $ s t a t e ,  and i n t e r -  

r eg iona l  t r a v e l .  A cahvent ion has  evolved i n  t h e  United S t a t e s  whereby 

highway u s e r s  pay f o r  t h e  p rov i s ion  of highways through a system of 

s e l e c t i v e  t axes ,  f e e s ,  and charges.  Moreover, based urpon Accepted t a x  

theory,  i t  i s  deemed j u s t  and cquirable chat  such tax receipts be used 

exc lus ive ly  f o r  highway improvement opera t ion ,  

Recent events ,  however, have disturbed rhe above equi l ibr ium,  

I n f l a t i o n  has  r a i s e d  t h e  c o s t  of highway cot~strue;inag and miatenapnce, 

and t a x  revenue has  not  kep t  pace. Pusther~aare, due to a n t i c i p a t e d  

energy conserva t ion  measures, f u t u r e  p rospec t s  aE mksr - fue l  t a x e s  

serving a s  the primary source of revenue f o r  highwaysare in doubt.  The 

i n t e r a c t i o n  of i n f l a t i o n  and t h e  reduct ion  i n  t h e  p a r t i o n  of S t a t e  high- 

way budgets  a v a i l a b l e  f o r  c a p i t a l  improvement resul ts  i n  o d e c l i n e  i n  



r e a l  c a p i t a l  investment.  Compounding t h e  problem i s  t h e  growth i n  
e 

highway demand. Despi te  increased  motor-fuel c o s t s ,  vehicle-milcs  of 

6%& t r a v e l  (VMT) continue t o  grow a t  a 4 t o  5 percent  annual r a t e .  

Remedial Action 

Highway t a x  revenue, then ,  t i e d  t o  u n i t s  of consumption, w i l l  no t  

l i k e l y  produce s u f f i c i e n t  income t o  main ta in  performance of t h e  Nation 's  

highways. Thus, S t a t e s  a r e  responding by t ak ing  admin i s t r a t i ve ,  

i n s t i t u t i o n a l ,  and f i s c a l  ac t ions .  S p e c i f i c a l l y ,  S t a t e s  a r e  reducing 

s t a f f s ,  d e f e r r i n g  maintenance, t u rn ing  roads  back t o  l o c a l i t i e s ,  and 

explor ing  new revenue sources  and mechanisms. 

Severa l  S t a t e s  have i n i t i a t e d  innovat ive  funding methods f o r  

highways. The S t a t e  of Washington is  a t tempt ing  t o  s e n s i t i z e  motor-fuel 

t a x  r a t e s  t o  p r i c e  changes. Th i s  i s  a v a r i a b l e  gas t a x  t h a t  f l u c t u a t e s  

between 9 and 1 2  c e n t s  a  ga l lon ,  depending upon t a x  y i e l d  and budget 

l e v e l s .  Although t h e  device  has l i m i t a t i o n s  ( i t  cannot exceed 1 2  cen t s  

per  ga l lon)  and p r i c e  changes apply t o  f u e l  c o s t s  r a t h e r  t han  highway 

c o s t s ,  t h e  mechanism has promise. 

Depart ing from a mechanism t h a t  a d j u s t s  t a x  r a t e s  t o  p r i c e  changes 

i s  t h e  Texas p lan ,  which indexes t h e  highway budget t o  s p e c i f i e d  c o s t  

f a c t o r s .  This  mechanism taxes  nonusers r a t h e r  than a l t e r i n g  road-user 

t a x  r a t e s .  Any d i f f e r e n c e  between t h e  e s t a b l i s h e d  budget l e v e l  and 

earmarked use r  taxes  comes from t h e  S t a t e  genera l  fund. Texas, i n  o the r  

words, s e t s  a budget i n  r e a l  d o l l a r s .  



Other S t a t e s  are a l s o  re ly ing  upon ather revenue sources--some 

user  r e l a t e d ,  some not.  More re l i ance  upon d i r e c t  user  charges i n  the  

form of t o l l s  is occurring i n  S t a t e s  such a s  Flor ida ,  Kentucky, and 

Oklahoma. I n  these  S ta tes ,  a t o l l / t a x  hybr id  is  fomed t o  bu i ld  and 

opera te  a  system of toll roads (and crossings)  t h a t  r e l i e v e  t h e  burden 

on t a x  revenues. In  a s i m i l a r  fashion,  Kentucky is looking t o  energy 

production t o  fund road i~~provements  occasioned by t h e  hauling of coal  

on S t a t e  highways. 

Economic Tes t s  

. The r e l a t i v e  e f f o r t  S t a t e s  apply t o  taxing users  i s  s f  i n t e r e s t .  

Since road-user taxes  provide the  bulk of Sta te- ra ised  revenue f o r  

highways, an ana lys i s  of t a x  e f f o r t  ind ica tes  a S t a t e ' s  commitment t o  user  taxes 

r e l a t i v e  t o  o the r  Stares, TypicaPly, tax e f f o r t  compares the  l e v e l  of 

t axa t ion  among goversunents and i s  usual ly  expressed i n  a ratio t o  the 

na t iona l  average. Wnere Stactis appear below t h j s  average, the  ana lys i s  

i n d i c a t e s  a  p o t e n t i a l  f o r  Sncreaoiag tax rakes. 

With exceptions,  the  ta2 effGs~ 8rAa%ysis reveals a geographic 

pa t tern .  S t a t e s  i n  the  e a s t  and south tend to  I&?ve a higher tax e f f o r t  

than the  n a t i o n a l  average. On the  o ther  hand, wcsrern S t a t e s  are 

genera l ly  below the  n a t i o n a l  average. 

Many S t a t e s  borrow aga ins t  f u t u re  revenues t o  finance highway 

iniprovernents. T h i s  p rac t i ce  s a t i s f i e s  c e r t a i n  equity notions.  However, 

over-rel iance upon deb t  f inancing can becoma burdensome and r e s t r i c t i v e .  



Bond i n t e r e s t  and r e t i r emen t  c o s t s  equaled 14.9 percent  of n e t  

u se r  revenues f o r  the  43 S t a t e s  s e r v i c i n g  debt  i n  t h e  p a s t  4 years .  How- 

eve r ,  f i v e  S t a t e s  expended one-third o r  more of u se r  revenue on debt  

s e r v i c e  and t h r e e  of t hese  surpassed t h e  50 percent  l e v e l  a t  l e a s t  ohce 

from 1973 t o  1976. A l l  of t h e s e  S t a t e s  a r e  i n  t h e  e a s t .  

No judgment is made about  any S t a t e  having passed an undefined 

danger p o i n t ,  bu t  when one-half of a l l  c u r r e n t  revenue is absorbed i n  

debt  s e r v i c e ,  a S t a t e ' s  c a p i t a l  program might be considered i n  jeopardy. 

C lea r ly ,  such p r a c t i c e s  can r e s t r i c t  S t a t e  f l e x i b i l i t y  and responsfveness  

t o  sudden s h i f t s  i n  need. 

Related I s s u e s  

S t a t e  highway t r a n s p o r t a t i o n  and f inance  is  expected t o  be a f f e c t e d  

by c e r t a i n  i s s u e s ,  no tab ly  energy. This  i s s u e  is important  f o r  two 

reasons.  F i r s t ,  w i l l  s u f f i c i e n t  s u p p l i e s  of petroleum be  a v a i l a b l e ,  

and second, how w i l l  f u t u r e  S t a t e  highway revenues be  a f f e c t e d  by Federa l  

i n i t i a t i v e s  r equ i r ing  g r e a t e r  v e h i c l e  e f f i c i e n c y  and l e s s  weight? 

Two r e c e n t  Federa l  i n i t i a t i v e s ,  t he  Environmental Po l i cy  and 

Conservation Act of 1976 (EPCA) and t h e  National  Energy Plan  (NEP), now 

being considered by t h e  Congress, may compound t h e  f i n a n c i a l  problems f o r  

S t a t e  highway o f f i c i a l s .  Both of t hese  address  t h e  goa l  of energy 

conserva t ion  with (1) a s t r a t e g y  of miles-per-gallon (m.p.g.) s t anda rds  

(EPCA), and ( 2 )  a r e l i a n c e  on motor-fuel p r i c e  i nc reases  (NEP). When 

combined, t hese  e f f o r t s  should impact s i g n i f i c a n t l y  upon S t a t e  highway 

programs inasmuch as revenue i s  d i r e c t l y  l i nked  t o  f u e l  consumption. 

Indeed, some e s t ima te s  r e p o r t  a S t a t e  gas t a x  revenue s h o r t f a l l  of $ 2  

billion t o  $16 b i l l i o n  f o r  the  1977 through 1985 period.  



Conciusioc and Recommendations 
. ,we-*"-- - 

The growing f i s c a l  p l i g h t  of t h e  S t a t e s  is c l e a r .  T r a d i t i o n a l  

road-user t a x  mechanisms are f a l l i n g  s h o r t  of meeting c u r r e n t  needs, 

and t h e  f u t u r e  f i s c a l  ouClook is unce r t a in .  U n t i l  very r ecen t  t i m e s ,  

road-user t axes ,  p r i n c i p a l l y  gaso l ine  t axes ,  have w e l l  served I15ghway 

needs. However, because of unprecedented i n f l a t i o n  i n  highway c o s t s ,  

cont inuing  i n c r e a s e s  i n  t r a v e l ,  and t h e  unce r t a in  growth i n  f u e l  

consumption, user-tax inconte from eroding real-Cw r a t e s  wil l .  l i k e l y  

prove inadequate  i n  t h e  f u t u r e .  

Based upon the  evidence a v a i l a b l e ,  S t a t e s  have screamlined operations 

and set p r i o r i t i e s  f o r  highway programs. Ye t :   he need f o r  a d d i t i o n a l  revenue 

i s  c l e a r ,  and t h e  most app ropr i a t e  method is  t o  i nc rease  user charges.  

The u s e r  t a x  cancept  is j u s t  and equ?table,  i n  that usera a r e  taxed f o r  

p a r t i c u l a r  and measurable b e n e f i t s  rece ived .  Moreover, f a i l u r e  t o  

a s s e s s  u s e r s  would a l l o w  receipt of s e r v i c e s  without  p a r t i c u l a r  

payments, t h e  c o s t  of which would be  borne by t h e  comumity. Users Inave 

d isp layed  a w i l l i ngness  t o  pay bnzed an the  t o i l s  charged f o r  use  of major 

t o l l  roads.  These charges are tl-ZL ~ : ~ t ~ ~ ~ ; m l e n i c  of double the p r e s e n t  

Fede ra l  and S t a t e  gas t a x  rates. Moreover, &he provision of highways 

r e p r e s e n t s  l e s s  than  10 percent  of t h e  c o s t  of b & , i r ~ t L $  and ape ra t ing  a 

motor v e h i c l e ,  and cons ider ing  t h e  i n s e n s i t i v i t y  of fuel consumption ave r  

t h e  l a s t  s e v e r a l  yea r s  t o  an 85-percent i n c r e a s e  i n  gdssllne p r i c e s ,  one 

r e a d i l y  concludes t h a t  motor-fuel tax  r a t e s  can b e  r a i s e d  s u b s t a n e i a l l y  

before  consumer r e s i s r a n c e  is  encountered. 



r evenues ,  and t h e  b e s t  and most e c ~ ~ t i t ~ ~ l ~ l t *  ~ I ~ C C T ~ ~ I ~ ~ V C  IS t o  

road-user t a x  r a t e s ,  o r  s e n s i t i z e  taxes t o  i n f l a t i o n .  The highway- 
z 

user  t a x  has  performed w e l l  over t h e  years  b u t  w i l l  no t  l i k e l y  meet 

f u t u r e  highway needs, e s p e c i a l l y  a t  today ' s  t a x  r a t e s .  Because of t h e  

impact of t h e  energy c r i s i s  and i n f l a t i o n ,  highway t a x a t i o n  is  expected 

t o  move t o  more n e a r l y  resemble a p r i c i n g  system. A s  c o s t s  and b e n e f i t s  
I 

> 

i nc rease ,  s o  should t h e  t ax .  





Chapter 1 

STATE HIGHWAY FINANCE 

In t roduc t ion  

The S t a t e  i s  t h e  p r i n c i p a l  provider  of highways i n  the  Na t io r~ ,  

Among t h e  t h r e e  l e v e l s  of government (Federal ,  S t a t e ,  and l o c a l ) ,  t h e  

S t a t e  expends nea r ly  $2 ou t  of every $ 3  spen t  f o r  highways. Although 

t h e  Federa l  Government r a i s e s  s u b s t a n t i a l  revenue f o r  highways, n e a r l y  

a l l  funds a r e  pa id  t o  o the r  j u r i s d i c t i o n s ,  mostly t o  S t a t e s .  Without a 

doubt t he  Federa l  con t r ibu t ion  t o  c a p i t a l  improvement i s  v i t a l ,  b u t  the 

S t a t e s  must c a r r y  out  t he  Pederal-aid highway program, p l u s  provide 

a d d i t i o n a l  c a p i t a l  f o r  programs both on and o f f  Federa l -a id  systems. In 

a d d i t i o n ,  noncap i t a l  c o s t ,  e s p e c i a l l y  maintenance, has  been consuming 

both g r e a t e r  amounts and p ropor t ions  of S t a t e  highway budgets  i n  r e c e n t  

years .  These noncap i t a l  c o s t s  a l s o  inc lude  highway p a t r o l ,  s a f e t y ,  

planning, research ,  admin i s t r a t i on ,  and, i n  many S t a t e s ,  debt  s e r v i c e .  

Revenue f o r  I-lighways a t  both t h e  S t a t e  and Fede ra l  l e v e l  i s  

print-iapl1.y der ived  from u s e r  imposts ( s ee  Figure  1). These l e v i e s  may. be  

c o l l e c t e d  d i r e c t l y ,  as i n  t o l l  charges,  o r  i n d i r e c t l y  i n  t h e  £ o m  of motor- 

f u e l  taxes and motor-vehicle f e e s  and permi ts .  User charges are gene ra l ly  

earmarked f o r  highway purposes o r  a r e  placed i n  s p e c i a l  funds f o r  higllways. 

La te ly ,  however, soad-user charges have n o t  cont inued t h e  growth 

p a t t e r n  experienced dur ing  t h e  1960's .  This  development i s  p a r t i c u l a r l y  

d i s ru rb ing  i n  l i g h t  of t h e  pace of i n f l a t i o n  and t h e  d r a i n  on avai-labZe 

revenue caused by r e l a t e d  highway c o s t s ,  such as a d m i n i s t r a t i o n  and 

maintenance. In response,  S t a t e s  a r e  t ak ing  a d m i n i s t r a t i v e  and 





i n s t i t u t i o n a l  a c t i o n s  and a r e  reexamining t a x a t i o n  p o l i c i e s  and 

s tudying  a l t e r n a t i v e s  t o  maintain and, i n  some cases ,  t o  rescue c a p 5 t a l  

- programs. Some of t h e s e  actlions a r e  l i s t e d  below. (See a l s o  Append%x 6 . )  

@ S t a t e  a d m i n i s t r a t i v e  a c t i o n s  inc lude  employees l a y o f f s ,  

de fe r r ed  maintenance, delayed o r  s ca l ed  down p r o j e c t s ,  and 

e l imina t ion  of S t a t e  funded programs. 

e S t a t e  i n s t i t u t i o n a l  a c t i o n s  inc lude  turnback of roads t o  l o c a l  

governments, r e q u i r e  l o c a l i t i e s  provide matching funds, and 

reduct ion  o r  e l imina t ion  of "skim o f E t b p p r o p r i a t i o n s  f o r  

highway-related func t ions  (e.g., highway p a t r o l ) .  

c S t a t e  f i s c a l  a c t i o n s  inc lude  seeking adjustment i n  u se r  t axes ,  

i n  a d d i t i o n  t o  new budget s e t t i n g  mechanisms and t a x a t i o n  

s t r a t e g i e s ,  and a l l o c a t i n g  nonuser revenue f o r  highways. While 

t h e  S t a t e s  cont inue t o  improve program e f f i c i e n c y ,  c o s t  savings 

a r e  l i m i t e d ;  t h e r e f o r e ,  f u t u r e  e f f o r t s  w i l l  l i k e l y  focus on 

t h e  revenue s i d e  of t h e  equat ion.  

This  s e c t i o n  reviews developments l ead ing  t o  t h e  cu r r en t  funding i 

problem and examines some of t h e  revenue measures e i t h e r  undertaken by 

S t a t e s  i n  r e c e n t  yea r s  o r  c u r r e n t l y  under study. P a r t  A reviews t r a d i -  

t i o n a l  revenue mechanisms of t h e  S t a t e s .  Included are t h e  p r i n c i p a l  

sources  (road-user t axes ,  borrowing, Federa l  a i d )  and t h e i r  r e s p e c t i v e  

sha re s  and t rends .  This  a p p r a i s a l  covers c u r r e n t  developments app l i cab le  

t o  a l l  highway func t ions  gene ra l ly ,  bu t  s p e c i a l  a t t e n t i o n  is d i r e c t e d  

toward r e a l  c a p i t a l  performance, 

* 



Part D examines t h e  rwo p r i n c i p a l  souxces (road-user charges and 

borrowirtg) of S t a t e  highway revenue. The performance of  each user t a x  

(motor-fuel t a x  and motor-vehicle f ee s )  i s  a s ses sed  along wi th  a d i s -  

cuss ion  of c e r t a i n  p i c f a l l s  i nhe ren t  i n  over - re l iaace  upon a sS.ng1e 

source.  Also addressed is t h e  under ly ing  r a t i o n a l e  Zor impusing and 

earmarking road-user taxes .  T o i l  charges,  a l s o  a use r  cost, occupy an  

important r o l e  i n  t h e  provis ion  of primary highways i n  sonre S t a t e s .  This  

device and its p o t e n t i a l  a s e  examined a s  i s  Stace borrowing, f o r  borrowing 

funds f o r  c a p i t a l  improvements s a t i s f i e s  c e r t a f n  e q u i t y  notions, b u t  also 

e x t r a c t s  a h igh  p r l c e  i f  overused. 

P a r t  6 examines and compares t a x i n g  and revenue p r a c t i c e s  of t h e  

S t a t e s .  Measures of t a x  e f f o r t ,  Pede ra l /S t a re  shares of c a p i t a l  programs, 

and debt burden are analyzed. P a s t  C a l s o  inc ludes  a s u b j e c t i v e  d i scuss ion  

of tax inc idence  and burden and t a x  e f f o r t  and equfty.  The afm is t a  

i l l u s t r a t e  t h e  r e l a t i v e  e f f o r t  a given S t a t e  makes t o  tax i t s  users--whather 

i t  i s  too  r e l i a n t  upon debt  F$nanrlng o r  whether l o c a l  f l ex i . b i l i t y  and 

d i s c r e t i o n  might be declining. '2lle s"elac%er is advised  t o  view this  a n a l y s i s  

as  (1) an i n d i c a t o r  of e f fo r t , ,  (2) a fisca:%. c r i a l s  e a r l y  warning system, 

and (3)  an  i n d i c a t o r  of a diminishing S t a t e  r ~ l s  in hPghway c a p i t a l  

programs. 

ighway Prsg,rams 

S t a t e  Rece ip ts  fo,r Highway? (19 75) 

The 50 S t a t e s  and t h e  D i s t r i c t  a f  Columbia raised over $16 b i l l i o n  

f o r  highway8 i n  1976. Over $13 b i l l i o n  of t h i s  sum was gonerated f rom 



road-user imposts which included motor-fuel t ax ,  motor-vehicle fees and 

l i c e n s e s ,  and t o l l s . *  The remaining highway r e c e i p t s ,  l e s s  than  
B 

$ 3  b i l l i o n ,  came from bond proceeds (Q.5 b i l l i o n )  and o t h e r  taxes ,  f e e s ,  

and miscel laneous income ($1.4 b i l l i o n ) .  Augmenting S ta t e - r a i sed  income 

a r e  intergovernmental  t r a n s f e r s .  S t a t e s  rece ived  $6.4 b i l l i o n  f r o m  t h e  

Federa l  Government and $220 m i l l i o n  from coun t i e s ,  m u n i c i p a l i t i e s ,  and 
r 

o the r  l o c a l  e n t i t i e s .  S t a t e s  i n  t u r n  pa id  ou t  $3.2 b i l l i o n  of S t a t e  

revenue t o  l o c a l i t i e s ,  t hus  r e a l i z i n g  a  n e t  ga in  of $3.3 b i l l i o n ,  which 

b r i n g s  t h e  sum of a l l  r e c e i p t s  f o r  S t a t e  highways t o  $19.5 b i l l i o n  f o r  

1976. Table 1 summarizes t h e s e  d a t a  and provides comparable d a t a  for o t h e r  

s e l e c t e d  years .  (See a l s o  Figure 2.)  

S t a t e  Highway Expenditures (1976) 

Nearly 2 o u t  of 3 highway d o l l a r s  expended by S t a t e s  goes t o  c a p i t a l  

ou t lay .  C a p i t a l  o u t l a y  inc ludes  t h e  cons t ruc t ion  of highways on new 

l o c a t i o n s ,  e .g . ,  t h e  I n t e r s t a t e  System, p l u s  improvements and reconstruc-  

t i o n  of e x i s t i n g  highways. I n  a d d i t i o n  t o  cons t ruc t ion ,  highway ope ra t ion  

and inaintenance i s  becoming an  inc reas ing ly  expensive and burdensome 

funct ion  f o r  S t a t e  highway agencies .  Maintenance c o s t s  have increased  

from l e s s  than $2.0 b i l l i o n  i n  1970 t o  $ 3 . 2  b i l l i o n  i n  1936, an  inc rease  

of 6 1  pe rcen t .  Other r e l a t e d  highway c o s t s  f o r  1976 were: admin i s t r a t i on ,  

planning and research  ($1.2 b i l l i o n ) ;  highway and motor-vehicle law 

* Excluded Is an  a d d i t i o n a l  $1.3 b i l l i o n  of road-user charges expended 
f o r  nonhighway purposes.  



Table 1 

STATE KECEIPTS FOR HICBWAYS FOR SELECTED YEARS 

(In m i l l i o n s  of d o l l a r s )  

Road use r  imposts: 
motor f u e l  and 
v e h i c l e  t a x e s  

T o l l s  652 834 1,02'2_ 1,116 

S u b t o t a l  7,548 9,68? 12,185 13,302 

1/ Other t axes  and fees-- 444 745 886 1,408 

Bond proceeds -A=---- 1 012 1,305 1,216 1,659 

T o t a l  9,004 11,737 14,287 16,169 

N e t  in te rgovernmenta l  
payments A= 2 291 2,348 I-jibLg 3,294 

T o t a l  r e c e i p t s  11,295 4.4,08% 15,898 19 ,463  

11 General  Fund app rop r i a t i ons ,  i n v ~ s t m e n t ,  incoae, e t c .  - 

SOURCE: HF-11 Highway S t a t i s t i c s  



Figure 2 
STATE RECEIPTS FOR HIGHWAYS - 1976 

(in billions of dollars) 

Tolls 
($1.1) 



enforcement and s a f e t y  ( $ 1 . 4  b i l l i o n ) ;  and d e b t  service on bonds issued 

f o r  highway cons t ruc t ion  ($1.8 b i l l i o n ) .  F i g ~ r e  3 s h ~ w s  t he se  r e l a t i v e  

sha re s  f o r  1976. 

Noncapi tal  c o s t s  have exh ib i t ed  a f a s t e r  growth p a t t e r n  than 

c a p i t a l  o u t l a y  over t h e  l a s t  decade, accounting f o r  32 percBnt of t o ta l  

d i r e c t  S t a t e  expenditures i n  1967 compared t o  42 pe rcen t  i n  1976. See 

Table 2 f o r  a summary of expendi tures  and propor t ions  f o r  1976 axld other  

yea r s  . 

S t a t e  Highway Real C a p i t a l  Performance -- 

Capital o u t l a y  by S t a t e s  amounted t o  $10.6 b i l l i a n  i n  1976, a 

g a i n  of on ly  $1.3 b i l l i o n  s i n c e  1970, o r  12 percent .  The fo l lowing  

t a b u l a t i o n  and Figure  4 show S t a t e  c a p i t a l  investment performance i n  

cons tan t  d o l l a r s  f o r  tha 1970-76 per iod .  

S t a t e  Highway CapitaQutlay i n  Constant Do l l a r s  (1947 = 100) 

- Yeas --..-..- - 1972 1973 1974 1975 1936 1970 XIP ---- -- - v* w 

B i l l i o n s  of 
cons t an t  
(1967) 
d o l l a r s  7.54 7.50 7.17 6.25 4 + 9 9  5.40 5 , 3 1  

The g r e a t e s t  dec l ine  occurred from 1971  Co 9974 as r e a l  investment 

s l i p p e d  by one-third.  The l a s t  couple of yea r s  have seen some improve- 

ment due t o  s l i g h t l y  increased  spend-1-ng and re la t ive  s t a b i l i t y  i n  u n i t  

p r i c e s .  However, the most r ecen t  unit price s t a k i s t i c s  (1937-78) report  a 

r e sumpt ion  o f  i n f l a t i o n  i n  cons t ruc t ion  costs. This  means t h a t  un le s s  

design s tandards  a r e  re laxed  and peak-hour g rave l  i s  reduced, highway 

system performance will likely d e c l i n e  Zn t h e  future. According t o  
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performance n a t i o n t ~ i d e ,  fee,, z composite index of phys i ca l ,  ope ra t ing ,  

and s a f e t y  cor~dl.t isrrs e x i s t i n g  i n  1975, r e q u i r e s  an  annual investment 

of $21 -8  b i l l i o n  f o r  a r t e r i a l  and c o l l e c t o r  highways ( i n  1975 d o l l a r s ) .  

Current investment l e v e l s ,  however, a r e  about one-half o f  t h i s  amount. 

The combined e f f e c t s  of diminished growth i n  u s e r  revenues and 

Lncreased a l l o c a t i o n s  t o  noncap i t a l  c o s t s  r e s u l t  i n  S t a t e  highway c a p i t a l  

budgets  be ing  i n c r e a s i n g l y  funded fram o t h e r  than  d i r e c t  u se r  charges.  

(See F igure  5 and Table 3. )  I n  1976, on ly  25.7 percent  of t h e  c a p i t a l  

program was funded from cu r ren t  t a x  r e c e i p t s  as opposed t o  42 percent  as 

r e c e n t l y  a s  1974. Also, a s  t h e  Federa l  funds sha re  increased  during t h i s  

per iod  (1973 t o  19761, i t  was apparent  t h a t  S t a t e s  were s u b s t i t u t i n g  

Federa l  d o l l a r s  f o r  S t a t e  d o l l a r s  inasmuch a s  programs l e v e l s  (na t iona l )  

were r e l a t i v e l y  unchanged. 

Road-user t a x a t i o n ,  p r i c i n g ,  and earmarking a r e  c e n t r a l  t o  S t a t e  

highway funding. The fol lowing s e c t i o n  exp lo re s  t h e s e  a r e a s  more f u l l y .  

P a r t  B. Highway Revenue Sources and Performance 

Motor-Fuel Taxat ion 

S t a t e s  have r e l i e d  on f u e l  t axes  f o r  highways eve r  s i n c e  Oregon 

imposed t h e  f i r s t  gaso l ine  t a x  of 1 cent  i n  1919. By 1976, the  weighted 

average S t a t e  motor-fuel t a x  (gasol ine ,  d i e s e l ,  and o t h e r  f u e l s  used on 

highways) was 7 . 7 1  cen t s  pe r  ga l lon .  Motor-fuel consumption displayed 

remarkable growth, from 36 b i l l i o n  gal lons  (net amount taxed) i n  1960 t o  





Table 3' 

T~tal capital  
out Lay 

Federal 5unds 

Bond. proceeds 

Current revenue 
(residue) 3,345  3,800 6,,227 3,722 2;ZLZs 2,764 

Percent of current 
revenue of tatal 35.,9 39,.91 42. Q i  3;3-,7' 25 ,% 27.7 



111 b i l l i o n  ga l lons  i n  1973. However, gal lonage dec l ined  t o  106 b i l l i o n  
h 

i n  1974 be fo re  rebounding t o  109 b i l l i o n  f o r  1975. I n  1976, 116 b i l l i o n  

4 ga l lons  were consumed. Revenue from S t a t e  motor-fuel taxes reached 

$8 b i l l i o n  i n  1973. Revenue dec l ined  2.7 percent  i n  1974, bu t  recovered 

i n  1975, making r e c e i p t s  equal  t o  t h a t  of 1973. I n  1976, revenue exceeded 

1975 by 6.4 percent ,  t o t a l i n g  $8.891 b i l l i o n  ( see  F igure  6 ) .  

Motor-Vehicle Taxat ion 

New York, i n  1901, was t h e  f i r s t  S t a t e  t o  r e q u i r e  a l l  motor veh ic l e s  

t o  be r e g i s t e r e d .  By 1970, S t a t e  motor-vehicle r e g i s t r a t i o n s  t o t a l e d  108 

mi l l i on ,  and i n  1976, 137 m i l l i o n  v e h i c l e s  were r e g i s t e r e d  i n  t h e  

United S ta t e s .  Noteworthy i s  the  f a c t  t h a t  r e g i s t r a t i o n s  were not  a f f e c t e d  

by t h e  f u e l  sho r t age  of 1974 o r  t h e  inc rease  i n  f u e l  p r i c e s .  Receipts  

from S t a t e  r e g i s t r a t i o n  and r e l a t e d  f e e s  i n d i c a t e  a cont inuing  growth 

p a t t e r n ,  exceeding $5 b i l l i o n  i n  1975. For 1976, motor-vehicle r e c e i p t s  

made a s u b s t a n t i a l  i n c r e a s e  of 19 pe rcen t ,  t o t a l i n g  $6.104 b i l l i o n  

( see  Figure 7 ) .  

Dispos i t ion  of S t a t e  Road-User Tax Revenue 

Combined motor-fuel t a x  and motor-vehicle revenue has  exh ib i t ed  a 1 

product ive growth p a t t e r n  over  t h e  l a s t  ha l f  century.  Except f o r  c e r t a i n  

per iods  such a s  t h e  Great Depression (1930's) ,  WW 11, and more r e c e n t l y  

t h e  1974 f u e l  shor tage ,  t h e s e  combined revenues have provided a n  e x c e l l e n t  

b a s e  f o r  funding highway needs. While road-user t a x  revenue has increased ,  

t h e  t rend  I n  t h e  a l l o c a t i o n  of t h e s e  d o l l a r s  has no t  favored S t a t e  highway 

programs. T o t a l  r e c e i p t s  from S t a t e  road-user t axes  f o r  1976 t o t a l e d  

23 







$14.8 b i i l i o 1 2  of which 53 percent ,  o r  $ 8 - 6  S i l l t o n ,  was app l i ed  to State 

highway programs, as  sham above. 

D i s p o s i t l i o ~ ~  of S t a t e  Road-User Tax R%xe=* 

CcrP1ection 
Costs  and S t a t e  HigZ~way Lscral Road 

T o t a l  Nonhighway Use -- Furposes Purposes - 
B i l l i o n s  B i l l i o n s  BiL11011s Bf l l i o n s  

of Per- CI f Per- o f  Per- o  f Per-  
Do l l a r s  -~sr& -Dollars  cent  Do l l a r s  _cerat Dol l a r s  c e n t  

1965 7.0 100 0.9 13 4 - 2  40 1,8 2 7 

1960 5.3 BOO 0.6 1 1 3.4 6 4 1.3 25 

I& i s  apparent  t h a t  t h e  n e t  burden of changing shares of State-user taxes 

has  f a l l e n  most heav i ly  on S t a t e  highway programs. The po r t ion  of Seate- 

user t axes  expended on b-half  of o r  t r a n s f e r r e d  t o  ioca4. governments 

remains cons tan t  thsosgbout t h e  period,  whereas i n c r e a s e s  i n  nonhighway 

a l l o c a t i o n s  (and cslLecsioa costs) take place  a t  the  experme of Seate 

highway programs. In f a a t ,  the  deL?.2i+ amouns eweladed f o r  State pucrpoaes 

increased  by only 3 percent  aver t h e  f~itsk 4 years (1973-1976) 

Earmarked Revenue RatFonaXe -- ----------- 

Earmarking may be defFned as a rt:serls_tfon impused on t h e  use. of 

a government revenue. Earmarking of road-user tax  re1:enues i s  a common 

practfcc among the S ta tes .  The rat ic>nzie rmderlying t h i s  p r a c t i c e  res t s  

on a lixtkage of b e n e f i t s  rece ived  by pi t r t icuPar  users and t h e  t a x  burden 

imposed %or receipt of such benefits. ,  Thus, a S t a t e  w 5 l . I  sper;d Lax 

-- ---------- ---- 

" Table  DE, Highway S C ~ ~ ~ ~ S ~ L C ~ ,  



d o l l a r s  f o r  t h e  provis ion  of highways and those  expendi tures  w i l l  render  * 

p a r t i c u l a r  and measurable b e n e f i t s  t o  highway users .  Taxes, i n  t u rn ,  
* 

may r e a s ~ n a b l y  be  imposed and l i m i t e d  t o  highway u s e r s ;  hence, i t  i s  

judged prudent and equ i t ab l e  t o  earmark o r  r e s t r i c t  t h e  use  of these  

revenues t o  highway purposes.  

A c r i t i c i s m  of earmarked funds is  t h a t  they a r e  o u t s i d e  t h e  r e g u l a r  

and pe r iod ic  l e g i s l a t i v e  review process .  However, t h e  provis ion  of 

S t a t e  highways ope ra t e s  l i k e  a  market environment. This  mechanism 

e f f i c i e n t l y  a s s i g n s  c o s t  t o  u s e r s  i n  propor t ion  t o  b e n e f i t s  received.  

Indeed, a s  t h e  i d e n t i t y  of b e n e f i c i a r i e s  becomes c l e a r e r ,  revenue 

r a i s i n g  becomes l e s s  of a t ax ing  po l i cy  and more of a p r i c i n g  system. 

Today, t he re fo re ,  earmarked funding of  u se r  t a x e s  is  being l e s s  f a u l t e d  

i n  l e g i s l a t i v e  overs ight .  Rather ,  i t s  i n a b i l i t y  t o  keep pace wi th  

i n f l a t i o n a r y  cond i t i ons  i s  ga in ing  inc reas ing  a t t e n t i o n .  I n  t h i s  case ,  

earmarking may have delayed r ecogn i t i on  o f  t h e  problems c r e a t e d  by t h e  

cu r r en t  i n f l a t i o n a r y  t rend ,  and more important ly,  i t  may have complicated 

t h e i r  r e c t i f i c a t i o n .  

T o l l  Financing 

T o l l  f inanc ing  se rves  a s  an e f f e c t i v e  ad junct  t o  t r a d i t i o n a l  u se r  

t axa t ion  f o r  t h e  provis ion  and ope ra t ion  of p r i n c i p a l  highway f a c i l i t i e s .  

For t h e  most p a r t ,  t o l l s  a r e  l e v i e d  t o  l i q u i d a t e  l a r g e  c a p i t a l  c o s t s ,  

u sua l ly  borrowed, f o r  new highways on new loca t ions .  T o l l  f i nanc ing  is  

o f t e n  used because t h e  apportionment of S t a t e - t ax  revenue among s u b s t a t e  

d i s t r i c t s  can p r o h i b i t  o r  impede t h e  assignment o f  l a r g e  sums of money 

f o r  such high cos t  rou te s .  The t o l l  device is  a l s o  s u i t e d  t o  those  S t a t e s  



w h e r e  f r e e  road bonding is p roh ib i t ed ,  o r  where a t h e r  c o n s t i t u t i o n a l  o r  

s t a t u t o r y  o b s t a c l e s  a r e  deemed too d i f f i c u l t  o r  cumbersome t o  overcome. 

The per iod  from 1956 t o  t h e  p re sen t  r e p r e s e n t s  t h e  g r e a t e s t  free 

roadbuilding e r a  i n  t h e  Nation 's  h i s t o r y .  The decade of t h e  1950's 

a l s o  r e p r e s e n t s  the g r e a t e s t  t o l l  road cons t ruc t ion  e r a  of modern t i m e s .  

By cons t ruc t ing  s e l e c t e d  high c o s t  segments a s  t o l l  f a c i l i t i e s ,  S t a t e s  

were a b l e  t o  spread e x i s t i n g  t a x  d o l l a r s  over  a g r e a t e r  area. T h i s  

p r a c t i c e  i s  aga in  f ind ing  f avor  i n  some S t a t e s .  Thus, S t a t e s ,  such as 

Indiana and Maine, a r e  contemplating con t inua t ion  of t o l l s  on e x i s t i n g  

f a c i l i t i e s  when debt  f r e e  t o  reduce t h e  d r a i n  on tax revenue. 

Numerous S t a t e s  have made ex tens ive  use  of to19 devices  f o r  highway 

t r a n s p o r t a t i o n .  However, some a r e  motivated by f a c t o r s  o t h e r  than 

revenue shor tages .  Kentucky, fo r  in s t ance ,  uses  a t o l l / t a x  revenue 

scheme t o  open i s o l a t e d  areas t o  economic development. Under t h i s  p l an ,  

revenue from t o l l  ope ra t ion  is not  r equ i r ed  t o  cover fatal cost  of 

ope ra t ion  and debt  s e r v i c e  i n  order to c ~ n s i d e r  t h e  enterprise a  prudent 

investment. D e f i c i t s ,  when they o c c ~ s ,  axe met from gene ra l  raad-user 

t a x  r e c e i p t s  of t h e  S t a t e .  See Chapleg 3 f o r  make informat ion  on t h i s  

s t r a t e g y .  

There were 394 t o l l  f a c i l i t i e s  i n  the Matian as of January 1, 1976, 

272  of these  were p u b l i c l y  owned and 122  were h e l d  by p r i v a t e  i n t e r e s t s .  

T o l l  roads accounted f o r  on ly  69 of these, t h e  remainder being cross ings ,  

i-e., br idges ,  f e r r i e s ,  and tunnels .  T o l l  road mileage t o t a l e d  4,746 

mi les ,  2,410 of which was included i n  the I n t e r s t a t e  System. Revenue from 



- 
State-owned t o l l  ope ra t ions  t o t a l e d  $1,383 m i l l i o n  i n  1976, $1,178 m i l l i o n  

rn 

a from t o l l  charges.  Although t o l l s  n a t i o n a l l y  equal  only 7.8 percent  of 

t o t a l  road-user t a x  revenues, t o l l s  account f o r  more s i g n i f i c a n t  sha re s  

i n  c e r t a i n  S t a t e s .  T o l l s  equal  30 percent  of g ros s  S t a t e  road-user t a x  

revenue i n  4 S t a t e s ,  more than  15  percent  i n  7 S t a t e s ,  and more than  

10 percent  i n  1 4  S t a t e s .  

Twcnty-eight S t a t e s  use t o l l  mechanisms t o  supplement f r e e  road 

a c t i v i t i e s .  A few, such a s  I l l i n o i s ,  Indiana,  Ohio, and Pennsylvania,  

ope ra t e  an in te rconnected  t o l l  road network. Others ,  such as Kentucky 

and Oklahoma, have cons t ruc ted  i n t r a s t a t e  networks of tol lways.  Unlike 

Colorado o r  Texas which removed t o l l s  when t o l l  road indebtedness  was 

l i q u i d a t e d ,  o t h e r  S t a t e s  have expanded o r  combined e x i s t i n g  to13  f a c i l i t i e s  

wi th  o t h e r s  t o  t h e  po in t  where t o l l s  a r e  continued long a f t e r  o r i g i n a l  

c o s t s  a r e  recovered and, more impor tan t ly ,  t o l l s  w i l l  l i k e l y  be charged 

i n  pe rpe tu i ty .  

The types and forms of S t a t e  t o l l  f a c i l i t i e s  and combinations-- 

phys i ca l ly  and f inanc ia l ly- -a re  d iverse .  For t h e  most p a r t ,  however, 

they are a l i k e  i n  t h a t  t o l l s  w i l l  l i k e l y  be cont inued f o r  the  fo re seeab le  

f u t u r e .  Indeed, t o l l  removal p l aces  a cons iderable  burden on o t h e r  t a x  

resources  which a r e  a l r eady  s t r a i n e d .  Thus, many observers  s e e  a 

compelling need t o  cont inue c o l l e c t i n g  t o l l s  and t o  combine e x i s t i n g  

f a c i l i t i e s  wi th  o t h e r  u rgen t ly  needed improvements and s t r a t e g i e s .  

D e b t  Financing 

A d i s t r i n c t i v e  f e a t u r e  of c a p i r a l  improvements i s  t h a t  they y i e l d  

r e t u r n s  t h a t  s t r e t c h  i n t o  the  f u t u r e .  Such i tems,  i t  is  argued, should 
I 



I,c rlnanccd by I,c>r?.awing. The  l i f e  of the bond i s s u e  and the  l i f e  af 

LIIP In,prouemcn(r should coincide.  Annu;il tnxcf i  should rcC Lcct ope ra t ing  

and maintenance c o s t s  of t he  p r o j e c t ,  p lu s  a pro r a t a  sha re  of c a p i t a l  

cos t s .  Under che c o s t s / b e n e f i t s  theory ,  equ i ty  demands t h a t  assessment 

of c o s t s  be spread  over t h e  l i f e  of t h e  p r o j e c t  s o  t h a t  Late a r r i v a l s  do 

not  b e n e f i t  i n o r d i n a t e l y  from an  investment amortized p r i o r  t o  t h e i r  

a r r i v a l .  Hence, a given measure of l i a b i l i t y  must be a s se s sed  t o  each 

user--current and f o r e c a s t .  

S t a t e  highway bond s a l e s  i n  r ecen t  years  have ranged from $500 m t l l i o n  

t o  $2 b i l l i o n  a  year .  Nontol l  S t a t e  bond i s s u e s  averaged c l o s e  t o  

$1 b i l l i o n  annual ly  f o r  t h e  pe r iod  1966-1970 and $1.3 b i l l i o n  annlsalLy 

from 1971 through 1975. Sa l e s  i n  1976 reached $ 1 - 5  b i l l i o n .  The h ighes t  

t o t a l  s a l e s  were a t t a i n e d  i n  1971 when $1.917 b i l l i o n  was r a i s e d  from t h e  

s a l e  of bonds. S i ~ c e  then ,  sakes have f a l l e n  o f f  p r i n c i p a l l y  because 

massive a u t h o r i z a t i o n s  (New York and Pennsylvania) have been exhausted, 

and t h e  v o t e r s  re fused  t o  endorse new a u t h o r i t y .  

Over-rel iance upon borrowing L a +  c a p i t a l  fqro@ments can create 

d i f  f i c u l c y  f o r  S t a t e  highway programs. When Baighmy revenue expands 

p ropor t iona te ly  w i t h  highway t r a v e l ,  added debt  service ( i n t e r e s t  and 

redemption) from continued bonding i s  r e a d i l y  funded. Bur, when revenue 

f a l l s  behind t r a v e l  growth, bond i n t e r e s t  and r e t f t e ~ e n b :  command a  

d i sp ropor t iona te  s h a r e  of current  revexue. 

Debt s e r v i c e  on t o l l - f r e e  S t a t e  highway debt  has  increased  from 

$644 m i l l i o n  i n  1970 t o  $1,198 m i l l i o n  i n  1976. Debt service, a s  a sha re  

of ne t  highway-user revenue, has  a l s o  inc reased  from 7 -5  percent t o  



9.8  pe rcen t  (1970 t o  1976). T o t a l  S t a t e  debt ou ts tanding  a t  the m d  of 

1976 was $11.2 b i l l i o n ,  up $4 .4  b i l l i o n  s i n c e  1970. 

Only 11 S t a t e s  do no t  use bonding t o  f i nance  S t a t e  highway 

improvements. Several ,  such as Arizona and Iowa, have l i t t l e  debt 

ou ts tanding ,  thereby making debt  s e r v i c e  an  i n s i g n i f i c a n t  c la im on c u r r e n t  

revenue. However, a number of o t h e r  S t a t e s  have accumulated s i z a b l e  

debt  balances--namely, New York, Pennsylvania (over $2 b i l l i o n ) ,  Kentucky, 

and New Je r sey  (over $1  b i l l i o n ) .  I n  P a r t  C of t h i s  chap te r ,  the  

impLications of over - re l iance  on bonding w i l l  be  more f u l l y  examined. 

For now, i t  i s  s u f f i c i e n t  t o  s t a t e  t h a t  bonding p l ays  an  important r o l e  

i n  t h e  major i ty  of S t a t e s  and t h e  debt  s e r v i c e  burden is adding t o  t h e  

p l i g h t  of highway admin i s t r a to r s .  I n  f a c t ,  t o  some S t a t e s ,  c a p i t a l  

program con t inua t ion  is  dependent upon i ssuance  of new bonds s i n c e  

cu r r en t  revenue is t o t a l l y  committed t o  noncap i t a l  c o s t s ,  i nc lud ing  

debt  s e rv i ce .  

P a r t  C. Highway - P r i c i n g  P o l i c i e s  and P r a c t i c e s  

This p a r t  b r i e f l y  examines f o u r  measurements of t h e  f i n a n c i a l  

s t a t u s  of t h e  51  S t a t e  highway programs. The f o u r  measuremenus a r e :  

o Federa l  a id*  as a percent  of c a p i t a l  o u t l a y  t o  i n d i c a t e  t h e  degree 

t o  which a S t a t e  depends upon "own-source" revenue t o  f inance  

c a p i t a l  needs; 

I n  a few S t a t e s  t h e  sum of Federal-aid reimbursement and borrowing 
exceeds c a p i t a l  ou t lay .  See Appendix B f o r  an explana t ion .  



s - Borrowing>t i . e . ,  c a p i t a l  bonds as a percent  s f  c a p i t a l  outlay t o  

i n d i c a t e  t h e  degree t o  which debt has been incurred t o  f i nance  

c a p i t a l  needs; 

a, Debt s e r v i c e  i . e . ,  t h e  sum of bond interest and baad r e t i r emen t  

payments t o  i n d i c a t e  t h e  degree t o  which a S t a t e  i s  r e s t r i c t e d  i n  

t he  use of i t s  funds; 

s Tax eEfort** t o  indicatc each S t a t e ' s  a b i i l i t y  to i nc rease  i ts  user 

t a x  revenue r e l a t i v e  to ocher  S t a t e s .  

General Ilbservatjons 

With except ions ,  some broad p a t t e r n s  appear t o  exist wi th fn  t h e s e  

measurements. General ly* as Fede ra l  a i d  inc reases  in impnrtance, a 

S t a t e ' s  need t o  borrow declLnes, as does debt burden. Genert9L1yP too, 

t h e  r eve r se  fol lows:  as lTederal aLd dec reases  i n  a c a p i t a l  program, 

barrowing and debt  s e r v i c e  Increase.  

Geographic p a t t e r n s  also eDexge. A s  shown i n  the following maps, 

Federa l  a i d  tends  t o  c o n s t i t u t e  a higher share of c a p i t a l  safelay in 

Western S t a t e s  than  i n  Eas te rn  States,  Debt and borrowing tend  t o  be  

more preva len t  i n  t h e  e a s t  than in the w e s t ;  i ?x afi.;;~rt tende to he 

higher  i n  the e a s t  and south .  However, $he regional  d i s t r i b u t i o n  of tax 

e f f o r t  i s  no t  as  c l e a r  a s  a r e  o the r  measurements. 

-.-- - 
** T r a d i t i o n a l l y ,  tax e f f o r t  compares t h e  level  0 5  t a x a t i o n  among 

governrr~ents, u s u a l l y  expressed i n  a r a t i o  to the n a t i ~ n a l  average, 
I n  t h i s  paper,  tax e f f o r t  compares S t a t e  net highway-user tax 
revenues rel.asive t o  highway demand, t h a t  is, IluamL, sld3wte-d by 
the r e s i d e n t  popula t ion ' s  a b i l i t y  to gay. FOF mare deta i l  and 
examples, see Appendix B. 











State-by-State Analyses 

The reader  must keep i n  mind t h a t  each S t a t e  is  unique. To 

adequately examine t h e  s t a t u s  of any i n d i v i d u a l  S t a t e ' s  program, t h a t  

program must be analyzed i n  more depth than  is addressed i n  t h i s  paper.  

S t a t e  programs a r e  consol ida ted  i n t o  s i x  d i s t i n c t  groups. The S t a t e s  

i n  each group show s i m i l a r  p a t t e r n s .  However, t h e  S t a t e  of Rhode I s l a n d  

i s  excluded from t h e s e  groups because of i t s  poss ib ly  confusing da ta .  

Table 4 shows how t h e  S t a t e s  a r e  ca tegor ized  and l is ts  t h e i r  r e s p e c t i v e  

measurements. The fol lowing desc r ibes  t h e  r e s u l t s  of t h e  aforementioned 

f i s c a l  t e s t s .  

Rhode I s l and  

Rhode I s l a n d ' s  Federa l  a i d  equaled 99.7 percent  of i t s  4-year 

c a p i t a l  ou t lay .  However, i n  a  S t a t e  such as Rhode I s l and ,  t h e  t o t a l  

program i s  small enough t h a t  percentage r e l a t i o n s h i p s  can b e  e a s i l y  

mis in te rpre ted .  I n  Rhode I s l a n d ' s  case ,  a  l a r g e  s h a r e  of t h e  Federa l  

funds rece ived  i n  t h e  p a s t  4 yea r s  was f o r  Advanced Cons t ruc t ion  of t h e  

I n t e r s t a t e  System (ACI). These funds e s s e n t i a l l y  reimburse Rhode I s l and  

f o r t h e  Federa l  sha re  of I n t e r s t a t e  p r o j e c t s  which t h e  S t a t e  f inanced 

i n  t he  1960's through s p e c i a l  bond i s s u e s .  Therefore,  Rhode I s l a n d ' s  

recent  Federal-aid con t r ibu t ion  appears  ove r s t a t ed .  I n  1973, f o r  example, 

Rhode I s l a n d  rece ived  i ts  r e g u l a r l y  apport ioned Federa l  a i d ,  p l u s  

$15 mi l l i on  i n  ACI funds. With a t o t a l  c a p i t a l  program of only  

$28  mil l ion ,  one can r e a d i l y  s e e  how Khode I s l a n d ' s  da t a  seem d i s t o r t e d .  



Table  4 

Debt 
Federal-Aid Bonds as Service as 
as Percent  Percent  of Percent  of Tax 

. - S t a t e  of C a p i t a l  Capital &er Revenue Effor t  

iIhode I s l and  

Nevada 
Wyoming 
Utah 
Montana 
New Mexico 
Oregon 
Idaho 
Colorado 
North Dakota 
Arizona 
South Dakota 

Alaska 
Vermont 
Hawaii 
Washington 
West Virgin ia  
D i s t .  of Col. 

Minnesota 
Alabama 
Michigan 
Maine 
Nebraska 
Arkansas 
Ca l i fo rn i a  
1Vlissouri 
0 kltihoma 
Texas 
Tennessee 

Group I1 

Croup TLI: 



Table 4 

Page 2 of 2 ' 

Debt 
Federal-Aid Bonds a s  Se rv i ce  as  
as Percent  Percent  of Percent  of Tax 

S t a t e  of C a p i t a l  - C a p i t a l  User Revenue E f f o r t  

Group IV 

Kansas 61.0 34.7 
Ohio 60.0 15.4 
New Hampshire 57.0 16.9 
Massachuset ts  56.0 32.2 
Wisconsin 54.5 17.9 
Maryland 51.0 12.9 

Group Tr 

Ind iana  
North Caro l ina  
V i rg in i a  
Iowa 

Delaware 
I l l i n o i s  
Kentucky 
Pennsylvania 
New York 
Georgia 
South Caro l ina  
New J e r s e y  
Louis iana 
Connect icut  
F lo r ida  
M i s s i s s i p p i  

Group VI 

11 See Appendix B and Tables  A-1 and A-2 f o r  b a s i s  o f  computation. - 



Group I 

Eleven Western S t a t e s  rece ived  Federa l  a i d  ranging from 4 6 . 2  percent  

t o  91.9 percent  of t h e i r  c a p i t a l  ou t lay .  They show Little o r  no borrowing 

and l i t t l e  o r  no d e b t  s e rv i ce ,  and most a r e  s l i d i n g  s c a l e  S t a t e s .  A s  

with  a l l  s i x  groups of S t a t e s ,  t h e  v a r i a b l e  f a c t o r  i s  tax e f f o r t .  

Combined, Fede ra l  a i d  equaled 78.2 percent  of c a p i t a l  o u t l a y  i n  t h e s e  21 

S t a t e s .  Thei r  combined borrowing and debt  s e r v i c e  would, t h e r e f o r e ,  be 

expected t o  b e  low (0.7 percent  and 0.8 percent ,  respecc lve ly)  as 

apparent ly  modest State-only p rog ram are f inanced.  Table 4 l ists the 

S t a r e s  i n  descending o rde r  of Fede ra l  a i d  as a percent  of c a p i t a l  o u t l a y ,  

Croup 11 

The s i x  S t a t e s  i n  fA4s gzoup c o n s t i t u t e  t h e  g r e a t e s t  exceptLon t o  

t h e  genera l  p a t t e r n s  i d e n t i f i e d  e a r l i e r .  Like Group I ,  t h e s e  States 

r ece ive  r e l a t i v e l y  high amounts of Federa l  a id ,  ranging from 7 1  percent 

t o  85.9 percent  of t h e i r  respective capital prograns from 1973 rhraugh 

I976 (75.4 percent ,  combined). Unlike t h e  11 SCates i n  Group I, borrowing 

and debt  s e r v i c e  are q u i t e  high,  Combined, she& s i x  States borrowed 

24.5 percent  of t h e i r  4-year c a p i t a l  ou t l ay ,  while debt service equaled 

26.6 percent  of n e t  u se r  revenue. Despi te  h igh  percentages  of Federa l  

a i d  ia t h e i r  c a p i t a l  programs, three S t a t e s ,  the  District sf Columbia, 

Vermont, and West V i rg in i a ,  may soon ( i f  not  a l ready)  face s e r i o u s  debt  

problems. 



The D i s t r i c t  of Columbia i s sued  bonds equal t o  3 1 . 3  percent  of i t s  

c a p i t a l  ou t l ay  i n  t h c  4-year s tudy  p e r i o d .  En 1976 tlir D i s t r i c t ' s  

bonding a c t i v i t y  equaled 42.2 percent  of c a p i t a l  ou t lay .  I f  t h e  i l l s t r ic t  

encounters  d i f f i c u l t y  i n  r e t i r i n g  t h e s e  deb t s ,  it may be  hard-pressed t o  

i nc rease  i t s  r e l a t i v e  t a x  e f f o r t .  Though t h e  D i s t r i c t ' s  t a x  e f f o r t  

measures only  0.79 of t h e  n a t i o n a l  average,  t h e  D i s t r i c t ' s  income d i s t r i -  

bu t ion  o v e r s t a t e s  i t s  a b i l i t y  t o  pay. Though t h e  D i s t r i c t "  pe r  c a p i t a  

income is  t h e  h ighes t  among t h e  contiguous S t a t e s ,  i t s  median income i s  

1 percent  below t h e  n a t i o n a l  median. Th i s  sugges ts  an inve r t ed  b e l l  

curve d i s t r i b u t i o n  of incomes and l ends  a pe r  c a p i t a  measurement t h a t  

unde r s t a t e s  t a x  e f f o r t .  

Vermont i s sued  bonds equal  t o  3 3 . 4  percent  of i t s  c a p i t a l  and 

se rv i ced  debt  equal  t o  29.2 percent  of i t s  n e t  u se r  revenue. Bonds 

equaled 37.8 percent  of West V i r g i n i a ' s  c a p i t a l  o u t l a y  wh i l e  debt  

s e r v i c e  equaled 40.2 percent  of i t s  n e t  u s e r  revenue. These two S t a r e s  

have t h e  h ighes t  and t h i r d  h i g h e s t  t a x  e f f o r t s  among t h e  51 S t a t e s ;  

1.88 f o r  West V i r g i n i a  and 1.58 f o r  Vermont. 

Given t h a t  $ 3  and $4 of every $10 of Vermont's and West V i r g i n i a ' s  

n e t  user  revenues, r e s p e c t i v e l y ,  must s e r v i c e  deb t ,  and t h e i r  very h igh  

tax  e f f o r t s ,  n e i t h e r  S t a t e  would have many opt ions  i f  a  sudden i n c r e a s e  

i n  c a p i t a l  demand occurred o r  i f  e i t h e r  were r e s t r i c t e d  wi th in  t h e  bond 

market. Such a r e s t r i c t i o n  may r e s u l t  from l e g i s l a t i v e  a c t i o n s  o r  Crorn 

market fo rces ,  such a s  a  dec l ine  i n  i n v e s t o r  confidence which may preven t  

sales o r  g r e a t l y  i n c r e a s e  i n t e r e s t  c o s t s .  



Two more S t a t e s ,  Hawaii and Alaska, Rave s i m i l a r  debt  service 

requirements.  Hawaii, however, with a tax effor t  of only ,76, 44th 

among the. 51 S t a t e s ,  m y  have t h e  capacf ty  to addres s  future debs prohlems, 

Alaska, always a s .pec ia l  case,  has unique lmintenance needs and unique 

needs genera ted  by North S lope  development, Alaska. i s sued  bonds equal  

t o  28.8 percent  of i ts  c a p i t a l  ou t lay .  This  r a t h e r  high bond a c t i v i t y  

is q u i t e  d i f f e r e n t  from Alaska ' s  past p r a c t i c e s .  I n  Alaska's case, t h a t  

f u t u r e  revenue w i l l  come froa severance t axes  on North Slope 053. There- 

f o r e ,  Alaska ' s  newly acqui red  h i g h ~ a y  debt  appears t o  be only an 

abbe ra t ion  and sholtld b e  q u i t e  manageable. 

Eleven S t a t e s  kn Grcsvsp IIT f i t  Che genera l  p a t t e r n s  identified 

i n  t h i s  paper,  bur  nok as nea f ly  as  do t h e  S t a t e s  i n  Croup P, Federa l  

a i d  a s  a percent  of cap*Ltai o u t l a y  f o r  Group IIT ranged from 40 percent  

i n  Tennessee t o  6 3 . 2  pe r sen t  i n  Rinnesota, averaging 55.7 percent. As 

i n  Group I ,  borrowing over  t h c  pas?: '- :r-aYs has been aonexiseent t o  

modest, Combined, t h e s e  11 States ~ U T P O W E ~  to 1.5 percent  of t h e i r  

c a p i t a l  o u t l a y  and se rv i ced  debt equal  t o  4.7 petc%:ur of their n e t  user 

revenues. 

Only Maine and Alabaaa serviced s i g n f f i c a n t  deb$, Each se rv i ced  

debt equal  t o  16.6 percent  of i r s  net  user revenue. However, each 

borrowed only around 5 percent  of its capPtaE i n  %he past 4 y e a r s .  

Therefore,  the deb t  s e rv i ce ,  relative t o  user  revenue, should decline i n  

t h e  near  f u t u r e .  



Group LV 

The s i x  S t a t e s  i n  Group I V  rece ived  Federa l  a i d  equal  t o  51  t o  

6 1  percent  of t h e i r  c a p i t a l  programs. Although t h e  Federal-aid range 

i s  about t h e  same as t h a t  of Group 111, compared t o  Group 111, 

borrowing and debt s e r v i c e  were s u b s t a n t i a l l y  h ighe r  f o r  t h e s e  s i x  

S t a t e s .  Debt s e r v i c e  ranged from a low of 11.5 percent  of n e t  u se r  

revenue f o r  Wisconsin, t o  a h igh  of 33 .2  percent  f o r  Massachusetts.  

Borrowing remained h igh  enough i n  a l l  s i x  S t a t e s  t o  a s s u r e  t h e  continu- 

a t i o n  of a s i g n i f i c i a n t  debt  burden f o r  t h e  near  fu tu re .  

Maryland bonded f o r  1 3  percent  of i t s  c a p i t a l  and se rv i ced  debt  

equal  t o  20.1 percent  of n e t  u s e r  revenue. With a t a x  e f f o r t  of 1.11, 

Maryland may not  be  a b l e  t o  s i g n i f i c a n t l y  i n c r e a s e  i ts  r e l a t i v e  t a x  

e f f o r t  t o  address  p o t e n t i a l  c a p i t a l  problems. Massachuset ts '  t a x  e f f o r t  

of 0 .91 sugges ts  some capac i ty  f o r  i nc reas ing  use r  t a x  revenues, r e l a t i v e  

t o  o t h e r  S t a t e s ,  but  t h i s  unused t a x  capac i ty  may b e  ove r s t a t ed .  

~ a s s a c h u s e t t s '  o t h e r  t axes  a r e  among t h e  h ighes t  i n  t h e  Nation. In any 

event ,  t h e  unused capac i ty  may n o t  be  enough t o  address  a sudden inc rease  

i n  c a p i t a l  demand. Massachusetts bonded f o r  32.3 percent  of i t s  c a p i t a l  

and se rv i ced  debt  equal  t o  33.2 percent  of i t s  n e t  u se r  revenue. One o u t  

of every 3 n e t  u se r  revenue d o l l a r s  is  consumed by debt  s e r v i c e ,  whi le  

s u b s t a n t i a l  new debt cont inues  t o  be incur red .  Kansas (61.0 percent  

Federal  a i d )  has  au tho r i zed  bond s a l e s  only s i n c e  1972.  S ince  then,  

Kansas has  bonded f o r  42.9 percent  o f  i t s  c a p i t a l .  I n  rhe p a s t  4 years, 

Kansas has s e rv i ced  debt  equal  t o  1 5 . 3  percent  of i t s  n e t  u.ser revenue. 



Because i t s  bonding au thor i ty  is  s o  recent ,  Kansas i s  not servic ing 

long-term d e b t  incurred i n  the d i s t a n t  p a s t ,  Yet, by 1976,  i t s  debt  

se rv ice  equaled 20.3 percent of ne t  user revenue and can be e x p e c t ~ d  

t o  continue t o  inc rease  i n  the near fu tu re .  

The remaining th ree  S t a t e s  i n  Group TV show similar l e v e l s  of 

Federal a id ,  borrowing, and debt service .  Only tax e f f o r t  va r i e s .  

Wisconsin" t a x  c f f o r t  of 8.79 suggests  some y e t  untaxed capacity,  Ohio's 

t a x  e f f o r t  of 0.95 suggests  only marginal sources of untaxed capacity, 

while New Hampshire's t a x  e f f o r t  of 9.29 suggests l i t t l e  hope of 

s u b s t a n t i a l  user  t a x  increases  r e l a t i v e  tu o t h e r  States. 

Group V 

Only four S t a t e s  a r e  placed i n  Group V: Indiana, North Carolina, 

Virgin ia ,  and Iowa, Like the  12 S t a t e s  i n  Group VI, Federal  a i d  con- 

s t i t u t e s  a r e l a t i v e l y  small share  of c a p i t a l  out lay  (46.4 percent average). 

However, unl ike  Group V I ,  substantial S t a t e  capital program have been 

financed with no o r  with only modest ?zo.rrowfng, Consequently, debt se rv ice  

has been e i t h e r  marginal o r  nonexistence To compensate, though, tax 

e f f o r t s  are q u i t e  high.  Only Indiana 's  tax  e f f o ~ t  (0.93) suggests  

p o t e n t i a l  far  r e l a t i v e  increases.  The orher th ree  Sea%es have an average 

1.18 t a x  e f f o r t .  

Group VX 

The 1 2  S t a t e s  i n  Group VI a r e  the l e a s t  r e l i a n t  upon Federal  a i d  

342.6 percent average), thus, each maintains a s u b s t a n t i a l  State-only 



program. Tax e f f o r t  v a r i e s  widely, from a low of 0.62 t o  a high of 

1.59, b u t  borrowing and/or  debt s e r v i c e  a r e  c o n s i s t e n t l y  high.  Borrowing 

ranged from 0 t o  47 percent  of c a p i t a l  (18.5 percent  average) and debt  

s e r v i c e  ranged from 5.3 t o  49.9 percent  of n e t  u se r  revenue (21 percent  

average).  Debt has  c l e a r l y  reached a problematic l e v e l  f o r  some of t hese  

12 S ta t e s .  

Delaware (48.1 percent  Federal  a i d )  bonded f o r  44 percent  of i ts 

c a p i t a l  and serv iced  debt equal  t o  47 percent  of i t s  n e t  u se r  revenue. 

I n  1976, 51.3 percent  of  ela aware's n e t  u se r  revenue serv iced  debt.  More 

than 1 of every 2 revenue d o l l a r s  a r e  consumed by debt .  Fur ther ,  

Delaware's 1.59 t a x  e f f o r t  i s  the  second h ighes t  among t h e  51  S t a t e s  and 

o f f e r s  l i t t l e  hope of meaningful increase .  Should Delaware be  r e s t r i c t e d  

i n  t h e  bond market o r  be  faced wi th  a sudden inc rease  i n  c a p i t a l  needs, 

i t s  program could be s e r i o u s l y  threatened.  

Pennsylvania (44.8 percent  Federal  a i d )  has a t a x  e f f o r t  of 

1.16 which was exceeded by 1 3  S t a t e s  dur ing  t h e  1973-76 period.  

Pennsylvania bonded heavi ly  i n  t h e  p a s t  4 years  f o r  41.7 percent  of i t s  

c a p i t a l  and c a r r i e s  an  a l ready  high debt  burden equal  t o  23.7 percent  of 

i t s  n e t  user  revenue (25.4 percent  i n  1976). Given these  f i g u r e s ,  t h e  

Pennsylvania c a p i t a l  program is  i n  jeopardy s ince  the  L e g i s l a t u r e  has  

r e j e c t e d  a new bond i s s u e  and a user  t a x  increase .  I n  s h o r t ,  a p r i n c i p a l  

source of c a p i t a l  (bonding) has  been terminated wi th  t h e  program fac ing  

mounting debt  problems, bu t  no compensating source of revenue has been 

e s t ab l i shed  t o  f i l l  t h e  void. 



New York (42.9 percent  Federal  a id )  i s  i n  a s i m i l a r  p o s i t i o n  t o  

Pennsylvania. New York has a high t a x  e f f o r t  of 1 .31 and serv iced  debt 

equal  t o  25.7 percent  of i t s  n e t  user  revenues. From 1961 through 1972, 

New York bonded f o r  24.5 percent  of i t s  c a p i t a l .  However, New York's 

bonding a u t h o r i t y  has  s i n c e  been terminated. Only 9.3 percent  of i t s  

c a p i t a l  came from bonds i n  t h e  p a s t  4 years ,  and no new bonding is  a n t i c i -  

pated i n  t h e  near  fu ture ."  New York, l i k e  Pennsylvania, must t he re fo re  

maintain a s u b s t a n t i a l  State-only program from cu r ren t  revenues. 

Connecticut (38.9 percent  Federal  a i d )  and Miss i ss ippi  (32.7 percent  

Federal  a i d )  may be fac ing  d i f f i c u l t i e s ,  Mis s i s s ipp i ' s  1.53 t a x  e f f o r t  

is fou r th  h ighes t  i n  t h e  Nation. Mis s i s s ipp i  bonded f o r  30.1 percent  of 

i t s  c a p i t a l  and serv iced  debt equal  t o  18.6 percent  of n e t  u se r  revenue 

(up t o  23.4 percent  i n  1976). Bonding has increased  i n  r ecen t  years ,  

reaching 33 percent  of c a p i t a l  i n  1976, a s su r ing  t h a t  debt s e r v i c e  w i l l  

cont inue t o  claim a s i g n i f i c a n t  sha re  of cur ren t  revenue i n  t h e  fu tu re .  

Connect icut ' s  0.94 t a x  e f f o r t  a f fo rds  some room f o r  i nc reas ing  revenue, 

bu t  i t s  bonding and debt  l e v e l s  would overwhelm any marginal ly  increased  

e f f o r t .  Connecticut bonded f o r  47.3 percent  of i t s  c a p i t a l  and serv iced  

debt equal  t o  49.9 percent  of i t s  n e t  user  revenue (down from 54 percent  

i n  1974). This  i s  a heavy r e l i a n c e  on bonding and a l a r g e  debt  burden 

t o  car ry .  Connecticut p r e f e r s  n e i t h e r  t o  i s s u e  new bonds nor  t o  r a i s e  

* A one-time only Emergency Highway Reconditioning bond i s s u e  of 
$100 m i l l i o n  w a s  s o l d  i n  1975. 



use r  taxes.* Like Pennsylvania and New York, Connecticut has  

terminated a major source of income and must s e r v i c e  a l a r g e  debt  

burden without  a t a x  inc rease .  This  l eaves  very l i t t l e  f o r  c a p i t a l  

programing. 

Kentucky (45.8 percent  Federa l  a i d )  had a very  h igh  t a x  e f f o r t  of 

1.52 and se rv i ced  debt  equa l  t o  28.8 percent  of n e t  u s e r  revenues. 

Though Kentucky i s s u e d  no bonds i n  t h e  p a s t  4 yea r s ,  a new $212 m i l l i o n  

bond i s s u e  f o r  c o a l  roads has  r e c e n t l y  been sold.** Therefore,  though 

no bonds were i s sued  from 1973 through 1976, Kentucky's debt  burden can 

b e  expected t o  remain high. 

The remaining e i g h t  S t a t e s  maintain l a r g e  State-only programs and, 

except f o r  F l o r i d a ,  s e r v i c e  more debt  and bond more heav i ly  than most 

S t a t e s .  South Carol ina se rv i ced  debt  equal  t o  only 5.3 percent  of i ts  

n e t  revenue, b u t  has  bonded more heav i ly  i n  t he  r ecen t  p a s t  than  i t  had 

previously,  reaching 20.9 percent  of c a p i t a l  f o r  t h e  p a s t  4 years .  

South Caro l ina ' s  deb t  burden w i l l  i nc rease ,  bu t  should remain manageable 

f o r  t h e  nea r  fu tu re .  

Debt s e r v i c e  has  taken s u b s t a n t i a l  sha re s  of n e t  u s e r  revenue i n  

Louisiana and New Je r sey ,  21.4 and 41.7 percent ,  r e spec t ive ly .  Though 

Louisiana bonded f o r  only 7.9 percent  of i r s  4-year c a p i t a l ,  a new (1977) 

$ 1 1 2  m i l l i o n  bond i s s u e  should keep debt  s e r v i c e  f a i r l y  high. S imi l a r ly ,  

New Je r sey  i s  assured  a high debt s e r v i c e  f o r  t h e  near  f u t u r e  by borrowing 

f o r  30.3 percent  of i t s  4-year c a p i t a l .  Federa l  a i d  a s  a percent  of 

* However, Connecticut has  subsequent ly re turned  t o  t h e  bond market 
f o r  c a p i t a l .  

** Debt s e r v i c e  pa id  from c o a l  severance taxes .  



c a p i t a l  ou t l ay  i s  fouz th  and f i f t h  lowest i n  the Nation f o r  Louisiana 

(40.1 percent )  and New Je r sey  (40.9 pereenc) ,  r ~ s p e c t i v e l y .  Louisiana 

has  compensated wi th  a high 1 . 2 3  t a x  e f f o r t ,  b u t  New J e r s e y ' s  tax 

e f f o r t  of on ly  0.62 is  t h e  secand Lowest among the 51 States. Presumably, 

New J e r s e y  has t h e  capac i ty  t o  address  i ts  fainding problems. 

Conclusions - 

An a t tempt  has  bean made t o  i d e n t i f y  some gene ra l  f i s c a l  

i n d i c a t o r s  r e f l e c t i n g  t h e  s t a t u s  u f  State b i g b a y  prograra.5. Based on 

t h e  f o u r  measurements used i n  t h i s  paper ,  many Stares show no signs of 

s i g n i f i c a n t  problems whi le  ~ t h e r  S t a t e s  show signs of imminent problems. 

For t h e  43 S t a t e s  s e r v i c i n g  debt  i n  the pas t  4 gea r s ,  bond interest 

and bond r e t i r emen t  equaled 14.9 percent  of n e t  u se r  revenues. Mowever, 

f o r  f i v e  S t a t e s ,  one-third or more of ne t  u se r  revenue was consumed i n  

debt s e rv i ce .  Three of t h e s e  States surpassed ehe 5 Q ~ p e r e e n t  l eve l  a t  

l e a s t  once i n  the p a s t  4 y e a r s *  Pour more State$ serviced debt  equal t a  

more than  one-fourth of t h e i r  nei" I : ~ V ~ Y I U E ~  and eight mre States 

surpassed one-sixth, @any of f i h e ~ e  Srates have high tax s f f o z ~ s  and 

most support  r e l a t i v e l y  large State-only prog~zams, 

A s i g n i f i c a n t  number of S t a t e s ,  therefore ,  face a substantial debt  

burden and l i t t l e  hope of g r e a t l y  increasing usex revenues. Fur ther ,  

energy conserva t ion  e f f o r t s  may leave some S t a t e s  with v i r r u a l l y  no 

chance of i nc reased  revenues, even i f  tax rates are increased .  



Therefore,  t h e  f l e x i b i l i t y  of many S t a t e s  w i l l  b e  r e s t r i c t e d  as 

they a t tempt  t o  employ t h e i r  cu r r en t  revenue t o  meet f u t u r e  needs. Most 

w i l l  argue t h a t  a po in t  e x i s t s  beyond which no pub l i c  body can s a f e l y  

ded ica t e  cu r r en t  revenue t o  debt  s e rv i ce .  Exac t ly  what p o i n t  debt  

s e r v i c e  t h r e a t e n s  c o l l a p s e  of highway c a p i t a l  programs is sub jec t ive .  

However, i t  appears  c l e a r  t h a t  debt  has  become a seve re  problem i n  some 

S t a t e s  wi th  a t  l e a s t  two S t a t e s ,  Connecticut and Pennsylvania,  a l r eady  

tak ing  dramatic s t e p s  t o  address  f i s c a l  s t r e s s  i n  t h e i r  highway programs. 

Throughout t h e  19701s,  t h e  s h a r e  of c a p i t a l  o u t l a y  f inanced  by c u r r e n t  

S t a t e  highway revenue (nationwide) has c o n s i s t e n t l y  dec l ined .  I n  1976 

i t  f e l l  t o  only  25 percent  of a l l  c a p i t a l  ou t l ay ,  whi le  borrowing 

f inanced  2 7 . 3  percent  f o r  t h e  23 S t a t e s  which i s sued  bonds, and 13 .8  per- 

cen t  f o r  a l l  S t a t e s .  Also, Federa l  funds a r e  r ep l ac ing  S t a t e  funds i n  

t oo  many cases .  This  t r e n d  can have a  de t r imen ta l  e f f e c t  on l o c a l  

d i s c r e t i o n  and d i r e c t i o n  of S t a t e  c a p i t a l  programs. In  sum, g r e a t e r  

S t a t e  e f f o r t s  a r e  c l e a r l y  r equ i r ed  t o  r e se rve  f i s c a l  i n t e g r i t y  and 

autonomy. 





Chapter 2 

RELATED I S  SUES 

This  chapter  c o n s i s t s  of a  c o l l e c t i o n  of independent discuss%onu 

on s p e c i f i c  i s s u e s  a f f e c t i n g  S t a t e  highway f inance  and programs. Topics 

i nc lude  energy conserva t ion ,  t a x  po l i cy ,  new t a x  sources ,  and an 

a p p r a i s a l  ~ f  S t a t e  f i s c a l  condi t ions .  The i n t e n t  is  t o  provide  

pe r spec t ive  and i n s i g h t  i n t o  c e r t a i n  a s p e c t s  of highway f inance  f ac ing  

S t a t e  o f f i c i a l s  and policymakers. 

Probably t h e  most d i s t u r b i n g  element a f f e c t i n g  t h e  highway 

t r a n s p o r t a t i o n  indus t ry  today is  t h e  ques t ion  of energy conserva t ion .  

This  i s s u e  is  important  f o r  two reasons.  F i r s t ,  w i l l  t h e r e  be s u f f i -  

c i e n t  petroleum a v a i l a b l e  t o  f u e l  America's c a r s  and t rucks?  Second, 

inasmuch a s  most S t a t e  and Federa l  revenue mechanisms a r e  t i e d  t o  f u e l  

consumption, any change i n  t h e  a v a i l a b i l i t y  ( o r  p r i c e )  of f u e l  may a f f e c t  

program Levels and outcomes. The f i r s t  s e c t i o n  p r e s e n t s  an overview of 

an PHWA p u b l i c a t i o n  - 2/ covering t h e  highway revenue imp l i ca t ions  of 

n a t i o n a l  energy conserva t ion  p lans .  The second s e c t i o n  d i scusses  develop- 

ments i n  t he  r e l a t i o n s h i p s  between gaso l ine  t axes  and gasolirle p r i c e s .  

The t h i r d  s e c t i o n  covers  an a r e a  r ece iv ing  inc reas ing  a t t e n t i o n  by f i s c a l  

managers, t he  nonuser t a x  source.  Here t h e  prospec t  of using t h i s  

untapped revenue source is  explored.  F i n a l l y ,  a  review of S t a t e  f i s c a l  

cundi tons,  as repor ted  by FHWA f i e l d  personnel ,  is  given. 



Energy Conservation 

Two Federa l  i n i t i a t i v e s  may con~pound t h e  f i n a n c i a l  problems f o r  

some S t a t e  highway programs: The Environmental Pol icy  and Conservation 

A c t  of 1976 (EPGA) and the  Nat iona l  Energy Plan  (NEP), now be ing  

considered by t h e  Congress. The EPCA and NEP address  t h e  development 

of an  energy conserva t ion  goa l .  

H i s t o r i c a l l y ,  S ta te -user  revenues, which depend h e a v i l y  on gaso l ine  

t axes ,  have inc reased  a t  e s s e n t i a l l y  t h e  same pace a s  demand f o r  highway 

s e r v i c e s ,  i .e.,  vehicle-miles  of t r a v e l  (VMT). This  was a r e s u l t  of an  

almost cons t an t  r a t e  of f u e l  e f f i c i e n c y .  I n  f a c t ,  f u e l  e f f i c i e n c y  (m.p.g.) 

a c t u a l l y  dropped s lowly through t h e  l a t e  1960's  and e a r l y  1970's.  S t a t e -  

user  revenue gene ra l ly  had t h e  capac i ty  t o  keep pace wi th  inc reased  

demand. However, EPCA and NEP, p a r t i c u l a r l y  EPCA, w i l l  change t h i s  

h i s t o r i c a l  r e l a t i o n s h i p  between use r  revenues and demand. 

The EPCA pursues energy conserva t ion  wi th  a s t r a t e g y  of m.p.g 

s t anda rds  which, i f  m e t ,  should inc rease  f l e e t  f u e l  e f f i c i e n c y  by about 

50 percent  and r e q u i r e  compensating inc reases  i n  gas t a x  r a t e s .  To keep 

pace wi th  t h e  impacts of EPCA, S t a t e  gaso l ine- tax  r a t e s  would have t o  

i n c r e a s e  ha l f  aga in  f a s t e r  than  they have h i s t o r i c a l l y .  However, a s  

a l r e a d y  noted,  S t a t e s  a r e  having d i f f i c u l t y  i n c r e a s i n g  t h e s e  r a t e s  a t  a l l  

l e t  a lone  a t  an  increased  pace. Even i f  EPCA s u b s t a n t i a l l y  reduces t h e  

c o s t  per  m i l e  t o  t h e  au to  ope ra to r ,  t hus  encouraging more, no t  l e s s  

d r iv ing ,  t h e  a d d i t i o n a l  VMT should o f f s e t  no more than 5 percent  of t h e  

revenue l o s s .  



@ The EPCA w i l l  a l s o  a f f e c t  S t a t e s  t h a t  r e l y  upon vebicle/weight  

t axes  f o r  a s i g n i f i c a n t  sha re  of t h e i r  u se r  revenue, such a s  Arkansas. 

A s  a u t o  manufacturers a t tempt  t o  meet EPCA e f f i c i e n c y  s tandards ,  a key 

s t r a t e g y  w i l l  b e  reduced v e h i c l e  weight. This  i n  tu rn ,  w i l l  reduce 

vehicle/weight  revenues un le s s  t h e s e  t a x  r a t e s  are increased  accordingly.  

This  too ,  however, appears  p o l i t i c a l l y  d i f f i c u l t  a t  t h e  moment. 

The NEP w i l l  add t o  the f i n a n c i a l  e f f e c t  of EPCA. The NEF funda- 

mental ly  r e l i e s  on motor-fuel p r i c e  i n c r e a s e s  t o  encourage energy con- 

s e rva t ion .  The g r e a t e s t  impact of NEP should be  t o  a c c e l e r a t e ,  o r  a t  

l e a s t  t o  i n s u r e ,  t h e  impact of EPCA. That is ,  EPCA p l aces  a requirement 

upon the  manufacturer t o  move t o  more e f f i c i e n t  v e h i c l e s  and NEP, through 

p r i c i n g ,  w i l l  encourage t h e  consumer t o  conserve f u e l .  

Severa l  s t u d i e s  have examined t h e  impacts of EPCA o r  NEP, o r  both.  

Thei r  conclusions vary  cons iderably ,  bu t  a t  t he  bottom l i n e  t hey  agree 

t h a t  f u e l  consumption w i l l  e i t h e r  exper ience  reduct ion  o r  only marginal  

growth. 

The s t a t e d  goa l  of the NEP is  t o  reduce gaso l ine  consumption by 

10 percent  between 2977 and 1985. The Off ice  of Technology Assessment 

(OTA),>k i n  i t s  s tudy ,  ques t ions  whether t h i s  goa l  can  b e  achieved. The 

s tudy specu la t e s  t h a t  reduct ions  i n  au to  f u e l  cons~mpt ion  may approach 

LO pe rcen t ,  bu t  t h i s  achievement w i l l  b e  o f f s e t  by increased  t r u c k  f u e l  

cons-mption. Nevertheless ,  OTA p r o j e c t s  a s t r a i g h t  l i n e  o r  a marginal 

reduct  ion. 

* * The Congress of  t h e  United S t a t e s .  



Another s tudy ,  t he  Jack F a c ~ c r t x t t / O T % i c c  oP t h e  S e c r r L a r y  of  
Q - 

Transpor ta t ion  (OST) s tudy ,  concludes t h a t  "with s i g n i f i c a n t  i n c e n t i v e s , "  

au to  f u e l  consulription w i l l  peak i n  1979 and therr w i l l  begin a continuous 

$acl.Jne through 1985 (10.6 percent  below 1977) bu t  i nc reas ing  aga in  

through 1996 (18 percent  below 1977). When t rucks  a r e  included,  reduct ions  

a r e  l e s s  dramatic .  Nevertheless ,  reduced consumption is  f o r e c a s t .  

I n  c o n t r a s t  t o  OST's p r o j e c t i o n ,  t h e  Congressional Budget O f f i c e  (CBD) 

p r e d i c t s  fuel. consumption t o  remain above t h e  1976 l e v e l  under t h e  NEP. 

The CBO expec ts  gaso l ine  consumption t o  peak i n  1979 a t  5.4 percent  above 

t h e  1976 l e v e l .  Consumption w i l l  d ec l ine  t h e r e a f t e r  t o  1985 when i t  i s  

expected t o  be 0.7 percent  above t h e  1976 l e v e l  and then  begin t o  i nc rease  

aga in  through 1990. S t i l l  t h e  1990 p r o j e c t i o n  is  only 6.2 pe rcen t  above 

1976. The CBO s tudy  a l s o  p r e d i c t s  a d o l l a r  l o s s  t o  S t a t e s .  From 1977 t o  

1985, S t a t e s  w i l l  l o s e  $3 b i l l i o n ,  and by 1998 t h e  l o s s  w i l l  t o t a l  $8.16 

b i l l i o n .  

The National  Governors Conference (NGC) has computed a " s h o r t f a l l r '  

based upon t h e  o i l  embargo of 1973, EPCA and NEP. Compared t o  a b a s e l i n e  

p r o j e c t i o n ,  which assumes a 5-percent annual  r a t e  of i nc rease  i n  gaso l ine-  

t a x  revenues, NGC computes the combined e f f e c t  from 1973 through 1990 t o  

be a s h o r t f a l l  of $33  b i l l i o n  t o  S t a t e  highway f inance .  

The Federa l  Highway Administrat ion 's  t e c h n i c a l  r e p o r t ,  "The 

Expected Impact of t h e  National  Energy Plan  on t h e  Federal-Md Highway 

Program,'' (January 1978) cons iders  t;he impact of EPCA, t h e  Crude Oil 

Equal iza t ion  Tax (COET), and o t h e r  NEP taxes .  This  s tudy  assumes l i m i t s  

f o r  a low and a high t r a v e l  growth i n  an at tempt  t o  de f ine  parameters 



on a n t i c i p a t e d  impacts.  The FHWA s tudy  concludes t h a t ,  from 1977 through 

1985, EPCA w i l l  e f f e c t  a s h o r t f a l l  of $ 1 2  t o  $13.2 b i l l i o n  t o  t hc  S t a t e s  

from gasol ine- tax  revenues. The NEP would add another  $1.8 t o  $ 3 . 1  

b i l l i o n  t o  t h a t  s h o r t f a l l .  

I f  a common theme can b e  gleaned from t h e  above-mentioned s t u d i e s ,  

i t  is  t h a t  motor-fuel consumption i s  n o t  l i k e l y  t o  i nc rease  apprec iab ly  

i n  t h e  next  decade--if indeed consumption i n c r e a s e s  a t  a l l .  This  develop- 

ment, i n  t u rn ,  d i r e c t l y  a f f e c t s  t h e  expected revenue out look of t h e  

S t a t e s .  Thus, a clouded consumption p i c t u r e ,  compounded by increased  

consumer p r i c e s ,  c a s t s  a v e i l  of unce r t a in ty  over  f u t u r e  S t a t e  highway 

programs. Depending upon t h e  assumptions used, S t a t e  gaso l ine  t a x  sho r t -  

f a l l  ranges from $2 b i l l i o n  t o  $16 b i l l i o n  f o r  t h e  per iod  1977 through 

The S t a t e s ,  through NGC, contend t h a t  whatever t h i s  s h o r t f a l l  is,  

t h e  Federa l  Government h a s  a r e s p o n s i b i l i t y  t o  reimburse t h e  S t a t e s  

accordingly.  However, t h e  FHWA s tudy  p o i n t s  o u t  t h a t  if t h e  Congress 

should determine t h a t  t h e  Federa l  Government has  such a r e s p o n s i b i l i t y ,  

t h e  Highway Trus t  Fund w i l l  be  ha rd  p re s sed  t o  supply t h e  funds. The 

FHWA no te s  t h a t ,  l i k e  S t a t e  revenues, Federa l  gaso l ine  t a x  revenues w i l l  

a l s o  be reduced. The Federa l  gaso l ine  t a x  of 4 c e n t s  p e r  ga l lon  has  n o t  

been changed s i n c e  1959. Assuming no change i n  t h i s  t a x  r a t e ,  the  

Highway Trus t  Fund w i l l  experience a s h o r t f a l l  of $0.9 t o  $ 1 . 2  b i l l i o n  

from 1977 through 1985. 

5 5 



Gasoline P r i c i n g  and Taxation 

The gasoline tax  has long been the p r i n c i p a l  source 0% revenue 

f o r  highway needs. Individual. S t a r e  gas tax rates have increased 

sporad ica l ly  over the years ,  but i n  the  aggregatx they have displayed 

a gradual  growth pa t t e rn .  The weighted average tax rate for a l l  S t a t e s  

h a s  increased incrementally from 5.94 cen t s  i n  1960 ta 6.41 c e n t s  in 

1965, t o  7.01 cen t s  i n  1970, t o  7.71 i n  1976. As presented i n  Figure 8, 

the  average S t a t e  gas tax rare has increased by j u s t  s l i g h t l y  over 2 

cen t s  a gal lon  over t h e  pas t  20 years (1956 to 1976)- This computes t o  

an  average annual increase  of about one-eleventh sf a cent.  Over the 

same perfod, the  average p r i c e  ( including tax) of regular  gasoline 

increased from 31 cents  t o  59.5 cenrs,  an increase of 28.5 cants, Msre- 

over, 23.3 cents of t h e  increase has  occurred since 1973. 

Unt f l  t h e  o i l  embargo i n  laee 1973 and the subsequent large  increases 

i n  t h e  p r i c e  of oil by o i l  export ing couatrias, the average State  gas t a x  

had been running a t  about 20 perQent af t h e  price of r egu la r  gasoline. 

Over the  1973-1976 period,  howe~ar, the klszorical relationship between 

tax r a t e s  and the p r f c e  oE gas changed dramaeLcaXly, wich the most 

pronounced change occurring i n  1974. Durlng trhe 4 gaars t h a t  t h e  gas price 

increased 23.3 cenrs, the  average 5 ~ a t e  gas t ax  increased only  0.39 

cents  and the Federal tar did not change. The cormeaAned Federal  and S ta te  

gas-tax share of p r i c e  dropped from 31 t o  20 percent  as s h m  i n  F igu re  9. 

I n  r e a l  terms, the  average lax r a t e  bas declined frnm 7 cents a ga l lon  

(1970) to 4.4 cents f o r  1976, Gonversiely, Bf the average Sfate tax 







r a t e  has  corresponding inc reased  wi th  cons t ruc t ion  c o s t s ,  t h e  average 

S t a t e  motor-fuel t a x  would have exceeded 11 cen t s  i n  1976. 

I n  sum, whi le  t h e  p r i c e  of gas  has  increased  d rama t i ca l ly ,  t h e  

average S t a t e  gas-tax rate has increased  only gradual ly  and t h e  Federa l  

t a x  has  no t  changed. It has  been shown t h a t  increased  highway expendi- 

t u r e s  must b e  forthcoming i n  t h e  y e a r s  ahead i f  today 's  highway cond i t i ons  

and l e v e l  of s e r v i c e  a r e  t o  b e  maintained. It would seem reasonable and 

appropr i a t e  t o  look ro  i n c r e a s e s  i n  t h e  gas  t a x  a s  a primary means of 

meeting these  needs. &/ 

Nonuser Tax Sources 

The importance of nonuser revenue i n  c e r t a i n  S t a t e s  has  heightened 

t h e  i n t e r e s t  of o t h e r  S t a t e s  i n  t h e i r  search  f o r  new sources  of income 

f o r  highway programs. Some of t h e s e  account f o r  s i z a b l e  po r t ions  of 

S t a t e  highway r e c e i p t s .  For example, Iowa rece ived  $50 m i l l i o n  from 

motor-vehicle s a l e s  t a x  i n  1976 (15 percent  of c u r r e n t  income); 

M i s s i s s i p p i  a l l o c a t e d  s a l e s  t a x  r e c e i p t s  of $37 m i l l i o n  t o  roads (18 per- 

c e n t  of c u r r e n t  income); and Louisiana used $20 m i l l i o n  of minera l  l e a s e  

r e c e i p t s  f o r  highways. Although t h e s e  S t a t e s  account f o r  t h e  ma jo r i t y  

of a l l  no.nuser t a x  proceeds expended on S t a t e  highways i n  1976,  t h e  

p o t e n t i a l  f o r  expanding t h i s  source i s  good. 

One important source  c u r r e n t l y  r ece iv ing  increased  a t t e n t i o n  i s  

t h e  severance t ax .  Due t o  t h e  Nation 's  urgent  need t o  expand domestic 

energy product ion,  there w i l l  be  increased demand f o r  and t r a n s p o r t  of 

coa l .  For those  S t a r e s  d i r e c t l y  impacted by t h e  haul ing  of c o a l  on 



S t a t e  hrigtxw;zys, tbc:  taxing of coa l  production to  cover highw8y c o s t s  

seems appropr ia te  and appealing. For SQates s4wi;larlp afEwtad by 

resource development, these  mechanisms provide Eaad far  tbloq&Ac ., (5~43 

Chapter 3 fox  s p e c i f i c  example.). 

Other revenue sources i n  use i m e l ~ d e  specific ownership t a ~  O ~ R  

mator-vehicle purchases, tobacco taxes ,  gross r e c e i p t s  @axes, 0- a.nd 

f i s h  l i c e n s e  fees ,  petrsiaum inspect ion  f aes (n~nhighway use), capif  a t i ~ n  

taxes,  and o the r s .  For more information, see Append3x D. 

Appraisal of S t a t @  B@velopments, 

In response t o  a recent  FBWA inqui ry  regarding t h e  S t a t w '  

capacity t o  match Federal-aid apportionments and a l l o c a t i o n s ,  t h e  S t a t e s  

assessed both the  immadiate and long-term prospects  far c~ntinuing t h e i r  

respect ive  highway imprsvemnt programs.k/ Thea S ~ O B U ~ P B T ~ ~ S  w ~ r e  geaerally 

favorable vis-a-vis matchi~g Federal a i d  f o r  ET 1978 and FY 3979, bqt 

near universa l  apprehension was vaiced about the future. A synopsis of 

t h e  responses is  as f o l 3 . o ~ ~ :  

Nearly all S t a t e s  can arbi-cl? 411 ava i l ab le  Federal-ald 

apportionments, However, seve ra l  States r e q u i r e  d r a s t i c  

measures t o  accommodate t h e  p a r t i c i p a t t ~ n  program, These 

measures involve adminis t ra t ive  and apePai2oml ac t ions ,  

including maintenance cutbacks; e l iminat ion  of nonpar t ic ipa t ing  

programs (100-percent S t a t e  financed); turnback of some 

mileage t o  l o c a l  jurisdict- ions,  requi r ing  lacak governments 

t o  provide matching funds; seeking temporary & i d  from Stat@ 



gene ra l  funds; r e l i nqu i sh ing  highway-related func t ions  such 

a s  highway p a t r o l ;  s a l a r y  adjustments  and l a y o f f s ;  and o t h e r s .  

Overa l l ,  most S t a t e s  fo re see  a day of reckoning i n  t h e  immediate 

years ahead, w i tnes s  t h e  fol lowing f a c t s :  

-- Highway d o l l a r s  a r e  sh r ink ing  due t o  i n f l a t i o n ,  and 

S t a t e s  f a c e  inc reased  ope ra t ing  c o s t s ,  wh i l e  no new 

revenue is forthcoming. 

-- Cost and revenue t r e n d l i n e s  a r e  converging, so  t h a t  

increased  maintenance and ope ra t ion  c o s t s  w i l l  soon 

absorb a l l  cu r r en t  revenue d o l l a r s .  

-- L o c a l i t i e s  a r e  d r i f t i n g  toward a c a p i t a l  program pos tu re  

t h a t  merely matches Federal-aid d o l l a r s .  

-- S t a t e  p r i o r i t i e s  and d i s c r e t i o n  w i l l  b e  reduced t o  zero 

i n  t h e  e a r l y  1980's.  

C lea r ly ,  t h e r e  a r e  widespread in f luences  a f f e c t i n g  S t a t e  highway 

f inance.  It i s  l i k e l y ,  then, t h a t  condi t ions  i n  Arizona a r e  exemplary 

of S t a t e  highway f i s c a l  cond i t i ons  p reva len t  throughout t h e  Nation now 

and a n t i c i p a t e d  f o r  t he  yea r s  ahead. 

"ArizoilaPs o v e r a l l  highway-user revenue growth has  dec l ined  from 

an  average of 10.9 percent  annual r a t e  of t h e  5-year pe r iod  preceding 

t h e  1973 energy c r i s i s  t o  an  expected growth of 5.2 pe rcen t  f o r  FY 1978 

and 4 .5  percent  f o r  FY 1979. A s  i n  t h e  p a s t ,  motor f u e l  tax  revenue 

r ep resen t s  t h e  major sha re  of road u s e r  revenue, i , e . ,  60 percent .  

However, f u e l  t a x  revenue i s  expected t o  i n c r e a s e  by only  3 .7  percent .  



"Considering t h e  p e r f o r m n e e  o f  road-user t axes  noted above, i n  

light of o t h e r  f a c t o r s  such as popula t ion  growth, VM'I', cons t ruc t ion  

prices, personal  income, i t  is l i k e l y  t h a t  tax revenue w i l l  no t  keep 

pace. Increased  f u e l  e f f i c i e n c y  and h ighe r  f u e l  p r i c e s  a lone  w i l l  

n a t e r h a l l y  impact a v a i l a b l e  cons t ruc t ion  funds. In  the  event  of a drop- 

o f f  i n  u s e r  revenues, i t  would be  necessary  t o  abandon some p r o j e c t s  and 

scaledown otllers--unless a l t e r n a t i v e  funding s o l u t i o n s  a r e  found." 

I n  t h i s  regard,  t h e  l e g i s l a t u r e  w a s  asked t o  r a i s e  t h e  gas t ax  i n  

4977 by 2 cen t s  a ga l lon .  Although t h e  e f f o r t  f a i l e d ,  i t  is  a n t i c i p a t e d  

t h a t  repea ted  a t tempts  w i l l  be  made i n  t h e  future i n  o rde r  t o  a s s u r e  

adequate  funding t o  maintain an accep tab le  l e v e l  of higwhway se rv i ce .  

I n  t h e  meantime, t h e  highway agency i s  reducing admin ip t r a t ive  and 

ope ra t ing  c o s t s  t o  s u s t a i n  i ts  cons t ruc t ion  program. I n  o t h e r  words, 

c o s t  sav ings  are being made i n  some areas so t h a t  minimum c a p i t a l  

programing i s  continued. 



Chapter 3 

ALTERNATIVE STATE HIGHWAY FUNDING MECHANISMS 

The preceding chapte? desc r ibes  t h e  s i t u a t i o n  f ac ing  S t a t e  

highway o f f i c i a l s  regard ing  t h e  performance of t r a d i t i o n a l  road-user 

t axa t ion ,  t h a t  is,  revenue growth has  f a i l e d  t o  keep pace wi th  c o s t s ,  

and f u t u r e  prospec ts  a r e  grim. The conclusions c l e a r l y  i n d i c a t e  t h a t  

S t a t e s  should seek inc reases  i g  t a x  r a t e s  i n  a d d i t i o n  t o  explor ing  t h e  

p o s s i b i l i t y  of us ing  new mechanisms f o r  genera t ing  needed d o l l a r s .  

The underlying apprehension c e n t e r s  on t h e  perceived motor-fuel 

consumption out look and i t s  e f f e c t  on highway funding. I f  energy 

p r e d i c t i o n s  come t o  pass ,  f u e l  consumption a lone  may n o t  produce 

s u f f i c i e n t  revenue t o  meet e s s e n t i a l  programs--that is,  a t  e x i s t i n g  tax 

r a t e s .  Consequently, bes ides  seeking r a t e  i nc reases ,  S t a t e s  a r e  

s tudying  new sources  of revenue f o r  highways. 

The search  f o r  new funding mechanisms i s  t h e  s u b j e c t  of Chapter 3,  

Some of t h e  mare i n t e r e s t i n g  and innovat ive  approaches under s tudy  or 

undertaken by t h e  S t a t e s  a r e  examined. This  i s  by no means an  exhaus t ive  

inventory,  nor a r e  a l l  v a r i a t i o n s  a p p l i c a b l e  t o  a given technique covered. 

In s t ead ,  t h e  chapter  merely i l l u s t r a t e s  t h e  l eng ths  t o  which some S t a t e s  

have gone, and t h e  s t u d i e s  they have undertaken i n  t h e i r  e f f o r t s  t o  r a i s e  

needed revenue. 

The f i r s t  example explores  t h e  p o s s i b i l i t y  of using highway t o l l s  

as a supplemental revenue source. Second, the v a r i a b l e  gas  t a x  a s  

enacted i n  Washington S t a t e  is descr ibed .  Third is  the  highway budget 

indexing plan approved i n  Texas. Its methodology and r a t i o n a l e  a r e  



reviewed. Lastly, Lhis chapter  examines t h e  Kentucky approach 

l ink ing  road improvements t o  energy production and taxat ion .  

To l l s  as a Supplamental Resource f o r  Highway Meed? 

I n  the  pas t  50 t o  60 years, t o l l  f inancing has enabled the  

cons t ruct ion  o r  completion of dozens of highway pro jec t s  that otherwise 

might have been foregone. Tol ls ,  f inancing through d i r e c t  user  charges, 

embrace t h e  benefi ts-received p r i n c i p l e  by c l e a r l y  l i n k i n g  b e n e f i t s  and 

cos t .  User awareness is a l s o  maximized by t h e  t o l l  mechanism. 

T o l l  revenue, t o t a l i n g  $1.3 b i l l i ~ n  i n  1976, represents  a 

s i g n i f i c a n t  source of d i r e c t  income f o r  highways. Generally, t o l l  
\ 
i, 

f inancing is  used t o  amortize front-ended c a p i t a l  p ro jec t s .  After  

l iqu ida t ion  of debt,  f a c i l i t i e s  become t o l l - f r e e  bu t ,  more importantly,  

become a t a x  burden. Increasingly,  S t a t e  o f f i c i a l s  a r e  considering 

r e t e n t i o n  of t o l l s  far numerous reasons. Some 0 5  the  contemplated 

ac t ions  include: 

1. Continue t o l l s  a t  reduced rates to  cover only maintenance and 

operat ing cos t s ,  

2. Continue t o l l s  t o  f inance  reconst ruct ion  and r e h a b i l i t a t i o n  of 

aging f a c i l i t i e s .  

3.  Combine revenue generat ing capacity of seve ra l  ao l l  f a c i l i t i e s  

s o  rhae combined t o l l s  cover a l l  cos t s .  

4. Combine t o l l  income with t a x  funds t o  meet statewide highway needs. 

Some S t a t e s  have already I n s t i t u t e d  some of these  t o l l  app l i ca t ions .  



* 

1. Connecticut has  cont inued t o l l s  on both t h e  M e r r i t t  and Wilbur Cross 

Parkways, y e t  t h e  debt  i ncu r red  t o  cons t ruc t  f a c i l i t i e s  has been 

r e t i r e d  f o r  many years .  T o l l  revenue, then,  supplements S ta te -user  

taxes  f o r  highways. Advocates r a t i o n a l i z e  cont inua t ion  of t a l l s  * 

on t h e  ground of t h e  t ru ism t h a t  t h e r e  is no such t h i n g  as a f r e e  

road--there are only t a x  roads  and t o l l  roads.  Since road-user t axes  

a r e  d i r e c t  b e n e f i t  t axes  and t o l l  charges merely focus  t h e  app l i -  

c a t i o n  more narrowly, both a r e  seen as l e v i e s  f a r  a p a r t i c u l a r  

s e rv i ce .  

2. A number of t o l l  roads cons t ruc t ed  I n  t h e  1.950's and 1960's a r e  

near ing  debt - f ree  s t a t u s .  P a r a l l e l i n g  t h i s  event  is t h e  need f o r  

major recons t ruc t ion .  The Pennsylvania Turnpike i s  t y p i c a l  of t h i s  

group. Bonds s o l d  t o  cons t ruc t  t h e  i n i t i a l  east-west s e c t i o n s  

have been r e t i r e d  f o r  s e v e r a l  yea r s ,  bu t  t h e  need t o  modernize and 

upgrade va r ious  s e c t i o n s  n e c e s s i t a t e d  i ssuance  of new bonds. Hence, 

a pe rpe tua l  need jbond l to l l  cyc le  seems i n e v i t a b l e .  

3 .  Cooperative arrangements between t o l l  and t a x  supported networks 

e x i s t  i n  s e v e r a l  S t a t e s .  I n  Kentucky, an  ex tens ive  system of t o l l -  

ways i s  subs id i zed  by S t a t e  road-user t a x  revenue. S t a t e - t ax  

revenue covers  a l l  ope ra t ing  and maintenance c o s t s ,  p l u s  a 

s u b s t a n t i a l  sha re  of debt s e rv i ce .  Indeed, t o l l  revenue covered 

only 2 7  percent  of combined ope ra t ing  and debt  c o s t s  i n  1976. 

S imi l a r ly ,  i n  Oklahoma t o l l  revenue i s  supplemented by motor-fuel 

- tax r e c e i p t s  es t imated  from turnpike t r a v e l .  En F lo r ida ,  new t o l l  



p r o j e c t s  arc rinanced by bonds i s s u e d  by the  State Department of 

Transportation and secured by t o l l  revenue p lus  a  gor t iog  of the  Sta te-  
9 

gas t a x  apporionted t o  coanties .  I n  a d d i ~ i o n ,  a l l  maintefiance and 

opera t ing  c o s t s  a r e  paid by the  S t a t e ,  S ra tes  akso a id  i n  l o c a l  

government to21 operat ions.  I n  Virgin ia ,  The Richmond Expressway 

(toll) i s  maintained by t h e  Virgin ia  Department QE Highways. I n  sum,  

d i r e c t  and indirect .  subs id ies  from t a x  sources lave a ided t o l l  

f a c i l i t i e s  f o r  many pears.  

4. Removal of t o l l s  can prove det r tmenta l  t o  t h e  S t a t e  highway budgets. 

By 15381, i t  is  estimated chat a l l  debt f o r  the Maine Turnpike w i l l  

be r e r i r e d ,  and the  road w i l l  be  t r ans fe r red  ta tax-supported s t a t u s .  

Mainrenance and opera t ion  a r e  est imated ta cost $5 mil l ion  n year, 

which is  equivalent  t o  1-cent-per-gallon t a x  on a l l  motor f u e l  con- 

sumed i n  t h e  S ra te  i n  1976. Further ,  reconst ruct ion  of the southern 

end of t h e  turnpike (1-95) i s  imminent, cos t ing  $80 mi l l ion .  I f  the  

S t a t e  can obta in  I n t e r s r a t e  System funding, i t  w i l l  still r equ i re  

$8 mi l l ion  t o  match. I-loldcsver, t he re  i s  considerable uncer ta in ty  

whether the  S t a t e  can raise this sum, i n  short, f o r  t h e  S t a t e  t o  

f r e e  the  turnpike,  i t  must r a i s e  the  gas  t a x  or reorder its p r i o r i t i e s  

on o the r  programs. 

Several  o the r  major toJA roads w i l l  likely reach t o l l - f r e e  s t a t u s  

i n  the  next  10 years .  T o l l  removal w i l l  pl.ace added hardship upon 

S t a t e  budgets t o  cover reconst ruct ion  and maintenance cos ts ,  Continu- 

a t i o n  of t o l l s ,  an t h e  o t h e r  hand, would save funds f o r  o the r  press ing  

needs. In  s h o r c ,  e l imination of t o l l  charges w i l l  dfminish the effelctive- 

ness of present  tax r e c e i p t s  and w i l l  a cce le ra te  the need f o r  higher t a x  
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.4 r a t e s .  Retent ion of t o l l s ,  i n  some form, provides  supplemental income, 

combines p r o f i t a b l e  and u n p r o f i t a b l e  highway segments i n t o  so lven t  

systems, and o f f e r s  increased  f l e x i b i l i t y  and innovat ion  i n  highway 

t r a n s p o r t a t i o n  networks. 

The Var iab le  Gas Tax (Washington S t a t e )  

Probably t h e  most innovat ive  t a x  mechanism w d e r t a k e n  anywhere 

i s  t h e  v a r i a b l e  gas  t a x  approved i n  t h e  S t a t e  of  Uashington. For 

yea r s ,  t a x  policymakers have sought a u s e r  t a x  t h a t  was s e n s i t i v e  t o  

highway c o s t .  Here tofore ,  t h e  t r a d i t i o n a l  method of highway f inance ,  

based on f u e l  consumption, reasonably s e w e d  highway programs a s  long 

as inc reases  i n  f u e l  consumption and highway u n i t  p r i c e s  were i n  ba lance .  

A s  is c l e a r l y  ev iden t  i n  r e c e n t  years ,  even t s  have caused cons iderable  

d i s e q u i l i b r i u m  i n  t h i s  r e l a t i o n s h i p .  The f u t u r e  Looks too  unce r t a in  f o r  

a S t a t e  t o  r e l y  s o l e l y  upon a t a x  s t r u c t u r e  t h a t  i s  t i e d  t o  u n i t s  of 

consumption, as is t h e  motor-fuel tax.  To counter  t h e  r i g i d i t y  i n h e r e n t  

i n  p a s t  motor-fuel t a x  mechanisms, Washington s e l e c t e d  a v a r i a b l e  t a x  on 

motor f u e l  t h a t  f l u c t u ~ t e s  wi th  t h e  p r i c e  of gaso l fne  and a l s o  a s s u r e s  a 

minimum funding l e v e l  f o r  i t s  highway program. 

The a c t  immediately inc reased  t h e  t a x  from 9 c e n t s  t o  Pl c e n t s  

per  ga l lon  f u r  t h e  pe r iod  J u l y  I t o  December 31, 1977 .  T h e r e a f t e r ,  the  

t a x  r a t e  w i l l  f l u c t u a t e  between 9 c e n t s  and 1 2  c e n t s  pe r  ga l lon ,  

depending upon t h e  p r i c e  and volume of g a s o l i n e  s o l d  and t h e  S t a t e ' s  

highway system needs. 



According t o  t h e  t a x  p rov i s ions ,  t h e  Department of Motor Vehi.cles 

(Dm) semianfiuaily computes t h e  t a x  r a t e  based on a survey of the  

average p r i c e  pe r  ga l lon  of motor f u e l  s o l d  i n  t h e  S t a t e ( p r i c e s  a r e  

n e t  of e x c i s e  t axes ) .  The i n i t i a l  r a t e  e s t a b l i s h e d  equals  22.5 percent  

of the average r e t a i l  p r i c e .  The t a x  r a t e ,  however, must be a t  l e a s t  

9 c e n t s  pa r  g a l l o n  b u t  cannot exceed 1 2  c e n t s .  

The r a t e  t o  be s e t  must a l s o  r e a l i z e  t h e  same revenue r a i s e d  i n  

1973 from motor-fuel t a x e s  a s  a d j u s t e d  by a compound i n c r e a s e  of 6 per-  

cen t  pe r  annum. Accordingly, t h e  t a x  rate is  increased  i n  one-half-cent 

increments  u n t i l  t h e  computed revenue y i e l d  i s  achieved. 

The fo l lowing  i l l u s t r a t e s  t h e  methodology e s t a b l i s h e d  under t h i s  

scheme. Th i s  p l an ,  i n  e f f e c t ,  conver t s  a "cents  pe r  ga l lon"  t a x  i n t o  

an i n f l a t i o n  s e n s i t i v e  percentage tax :  

S t e p  1--Tax percent  t imes base  p r i c e  equa l s  c e n t s  pe r  gallonl;. 

S tep  2--Cents pe r  ga l lon  t i m e s  ga l lons  so ld  equa l s  revenue. 

Example : 

Step  1--21.5 percent  x 54 c e n t s  = 11.5 cen t s  tax (nea re s t  one-half-cent) .  

S tep  2--11.5 c e n t s  per  ga l lon  x 4.3 b i l l i o n  ga l lons  s o l d  = $495 mi l l i on .  

The p l a n  a l s o  has c e r t a i n  l i m i t a t i o n s .  

1. Revenues from t h e  motor-fuel t a x  Cannot exceed appropr i a t ions  f o r  

highways by more than 5 percent  o r  a t  a r a t e  of 12  c e n t s  per  

ga l lon ,  whichever i s  l e s s .  If revenue from t h e  cu r r en t  t a x  i s  

too  h igh ,  t h e  r a t e  must be r o l l e d  back. 
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2. Revenue cannot drop below 1973 l e v e l  p l u s  6 percent  p e r  year  

in f la t ion- -but  no more than  equiva len t  t o  12-cents-per-gallon 

Lax, e .g . ,  a 10-percent drop i n  f u e l  consumption would 

au tomat ica l ly  r a i s e  t h e  r a t e  by 1 cent .  

3. Tax r a t e s  do no t  go up o r  down wi th  highway needs, only t h e  p r i c e  

of motor f u e l  and t h e  1973 budget,  a s  ad jus t ed ,  determine t a x  

r a t e s .  

4. I nc reases  i n  Federa l  funds could reduce t h e  t a x  r a t e .  

Highway Budget Indexing (Texas) 

The Texas funding c r i s i s  i s  t y p i c a l  of most S t a t e s .  The symptoms 

are a l l  too  f a m i l i a r ,  t h a t  i s - - increas ing  t r a f f i c  volume, r a p i d l y  

e s c a l a t i n g  c o s t s ,  l e v e l i n g  o f f  of revenue growth r e s u l t i n g  i n  delayed 

p r o j e c t s ,  and an  inc reas ing  backlog of needs. Texas' s i t u a t i o n  w a s  

v i v i d l y  dramatized i n  a s tudy  made i n  1 9 7 1  t h a t  warned t h a t  e x i s t i n g  t a x  

sources would f a i l  t o  genera te  s u f f i c i e n t  revenue t o  match Federa l  a i d  

by 1985. When t h e  s tudy  was updated i n  1975, t h e  c r i t i c a l  d a t e  of 

i n s u f f i c i e n c y  w a s  advanced t o  1979. Thus, Texas was  faced wi th  B near- 

tern1 cr i s i s - -not  a long-term problem. Subsequently,  consu l t an t s  deemed 

t h e  f o r e c a s t  conserva t ive  and pred ic t ed  t h a t  t h e  day of inadequate  

funding had, i n  f a c t ,  a r r i v e d .  

The S t a t e  immediately took s t e p s  t o  reduce overhead cos t  by 

e l i m i n a t i n g  some 3,000 Jobs. The highway department a n a l y s t s  be l ieved  

t h a t  t h i s  a c t i o n  plus o t h e r  r e l a t e d  budget c o n s t r a i n t s  could push the  

day of f i s c a l  i n s u f f i c i e n c y  t o  match all Federa l  aid back t o  1981. With 



t h e  irnniediate c r i s i s  postponed, t he  S t a t e  embarked on a thorough review 

of highway needs, and p a r t i c u l a r y ,  va r ious  funding mechanism. Through 

t h e  e f f o r t s  of t h e  Governor, t h e  Department of Highways, and t h e  

+ l e g i s l a t u r e ,  a compromise w a s  reached t h a t  would provide adequate funding 

f o r  t h e  highway program, whi le  s t i l l  meeting t h e  needs of an active S t a t e  

program under a l i m i t e d  revenue s i t u a t i o n .  

The p l an  ha s  two b a s i c  ob jec t ives .  F i r s t ,  i t  provides a s u b s t a n t i a l  

and immediate i nc rease  i n  funds f o r  highway cons t ruc t ion  and maintenance. 

The new base  is  a s t a t u t o r y  r a t h e r  than  c o n s t i t u t i o n a l  ded ica t ion  of 

revenues. Texas, l i k e  many o t h e r  S t a t e s ,  c o n s t i t u t i o n a l l y  ded ica t e s  

c e r t a i n  road-user taxes  f o r  highway purposes.  This  l e g i s l a r i v e  e f f o r t  

determined cha t  t h e  c o n s t i t u t i o n a l  sources  were inadequate ,  thus ,  t h e  

s t a t u t o r y  ded ica t ion  would most l i k e l y  p l ace  revenue needs above t h e  

c o n s t i t u t i o n a l  e s t ima te .  Nence, any d i f f e r e n c e  between t h e  two amounts 

would be pa id  out  of S t a t e  genera l  revenues, i . e . ,  t h e  Tax Clearatnee 

Fund. I n  sum, an  earmarking of u se r  and nonuser t axes  i s  made f o r  high- 

ways. 

Second, t h e  p l an  guarantees  prtateection against t h e  ravages of 

i n f l a t i o n  by au tomat ic  ded ica t ion  of su f f i c i en t  reidenues t o  t h e  S t a t e  

highway fund t h a t  o f f s e t  u n i t  p r i c e  i nc reases .  Probably the most innova- 

t i v e  f e a t u r e  of t h i s  s c h a e ,  t h e  method used t o  se t  revenues, guarantees  

a base t h a t  n e u t r a l i z e s  t he  e f f e c t  of i n f l a t i o n  on highway programs by 

e s t a b l i s h i n g  a highway c o s t  index methodology. Overseeing t h e  process  

is  a committee, c o n s i s t i n g  of t h e  Governor, L t ,  Governor, and Comptroller 

of Pub l i c  Accounts, t h a t  meets annual ly  t o  review t h e  Department 's highway 



D S  

cos t  index. The committee au tho r i zes  t h e  program l e v e l  and s e t s  the  

9 amount of S t a t e  gene ra l  revenue r equ i r ed  t o  supplement road-user Lax 
* 

revenues. The highway c o s t  index i s  based upan the  weiglxted annual 

c o s t s  of highway opera t ions ,  maintenance, and consCruetion, T b f s  

procedure w i l l  be used f o r  t h e  1979 budgee, For ehe bj.ennfum %97&-*79, 

t h e  t o t a l  amount is s e t  i n  t h e  s t a t u t e ,  

The p lan  provides a unique funding approach that gwrantees 

funding p r o t e c t i o n  a g a i n s t  i n f l a t i o n .  Since the  existing Gtatc xouxces  

a f  f inanc ing  t h e  system had proved inadequate  t o  meet t h e  d u a l  c'E.aaLLers>,s 

of continued h igh  l e v e l s  of in f la t lora  and decreasing revenues resuXthng 

from b e t t e r  f u e l  e f f i c i e n c y  and lower weights  of automobiles,  t h e  new 

f inanc ing  system w a s  considered t h e  b e s t  method of r e s t o r i n g  t h e  curkern?: 

program t o  its former investment performance and t o  a s su re  contl.nuity csf 

t h e  program i n  t h e  f u t u r e .  

I n  sum, Texas has  departed from i ts t r a d i t i o n a l  user- tax source  

of f inanc ing  S t a t e  highway programs. However, t h a t  t h e  S t a r e  has  chows3 

t o  a l l o c a t e  gene ra l  revenues f o r  highways is no t  new. The farm-tu-nmrkLk.v 

program, c o n s i s t i n g  of secondary roads,  has  r e g u l a r l y  rece ived  $15 m i l i l l u r n  

s f  gene ra l  revenues annual ly  f o r  many yea r s ,  Offsetting t h i s  amount 1s 

t h e  apportionment of 25 percent  of t h e  5-cent motsr-fuel t a x e s  p a i d  ra~.i 

year  t o  t h e  Avai lable  Free School Fund. 

It w i l l  be  determined l a t e r  whether new a l l a c a t i o n s  of genera l  

revenues f o r  highways w i l l  b e  s u f f i c i e n t  t o  a f f s e t  t h e  a ~ w u n t  of rsad- 

user t axes  now expended o r  apport ioned t o  o t h e r  than highway purposes.  

For 1976 ,  t o t a l  nonhighway expendi tures  from road-user Caxes amounted t a  

$373 m i l l i o n  out  of a t o t a l  r a i s e d  of $1,065 mi l l t on .  



Despi te  ihe  f a c t  t h a t  Texas' highway f inances  inc lude  a c r o s s  Elow 

of funds, i . e . ,  road-user t axes  being used f o r  S t a t e  gene ra l  purposes,  

whi le  genera l  revenues a r e  be ing  a l l o c a t e d  f o r  highways, o r  whether t h e  

n e t  amount f avo r s  highways o r  n o t ,  i t  should no t  overshadow the importance 

of t h i s  novel mechanism f a r  s e t t i n g  program Levels. I n  t h e  f u t u r e ,  

revenues f o r  highways w i l l  be indexed t o  r e l e v a n t  cos t  f a c t o r s  af highway 

improvement and ope ra t ion ,  Ln o t h e r  words, funding programs w i l l  be  

e s t a b l i s h e d  i n  r e a l  d o l l a r  terms. 

A s  a f i n a l  observa t ion ,  one Is puzzled over the apparent reluctance 

of t h e  S t a t e  t o  r a i s e  t h e  motor-fuel t a x  rate. Curren t ly  the rate i s  5 

c e n t s  p e r  ga l lon ,  t h e  lowest i n  t h e  Nation. I n  c o n t r a s t ,  the n a t i o n a l  

weighted average f o r  1976 was 7.7 c e n t s  per  ga l lon .  Texas has no t  r a i s e d  

i t s  t a x  s i n c e  1955. I n  1955, t h e  n a t i o n a l  average was 5.3 c e n t s  p e r  

ga l lon .  I f  Texas had raksed i ts  r a t e  t o  t he  n a t i o n a l  average, t h a t  i s ,  

a S ta t e - t ax  r a t e  of 7 1/2 c e n t s  a ga l lon ,  t h e  S t a t e  would have r a i s e d  a n  

a d d i t i o n a l  $200 mi l l i on  i n  1976. 

The bottom l i n e  i ~ ,  t h e r e f o r e ,  whether a r  not  t h e  $200 m i l l i o n  

generated from r a i s i n g  t h e  S ta te - tdx  rate co t h e  n a t i o n a l  average,  p l u s  

t h e  $373 m i l l i o n  of road-user t a x  r e c e i p t s  pa id  t o  S t a t e  schools  i n  1976, 

would have been enough t o  o f f s e t  t h e  effects  of i n f l a t i o n  without  

r e s o r t i n g  t o  nonuser revenues t o  f i nance  highway programs. 

Energy Roads and Taxt ion 

Tax avoidance has  become a severe problem i n  s e v e r a l  S t a t e s  t h a t  

have experienced increased  t r a f f i c  of t r u c k s  haul ing  energy products  and 
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energy-related ma te r i a l .  The e f f e c t  of t h e  increased  movements i s  

de t r imen ta l  t o  e x i s t i n g  road cond i t i ons ,  and, i n  f a c t ,  has  acce l e ra t ed  
B 

* , t h e  d e t e r i o r a t i o n  of highway systems without  correspondingly i n c r e a s i n g  

revenue from use r s  t o  compensate f o r  road damage. Present  t ax ing  

mechanisms f a i l  t o  focus narrowly enough t o  genera te  revenue i n  l i n e  

with c o s t .  I n  e f f e c t ,  t h e  inc idence  of road-user t a x a t i o n  f a l l s  more 

heavi ly  upon genera l  u se r s  r a t h e r  than s p e c i f i c  u se r s ,  i . e . ,  coa l  hau le r s .  

I n  response, S t a t e s  a r e  cons ider ing  s e v e r a l  methods which t a r g e t  t h e  t a x  

burden on those  most r e spons ib l e  f o r  wear on t h e  highways. One of t h e  

more important of t h e s e  mechanisms i s  d iscussed  below. 

S t a t e  Severance Taxes--The severance t a x  is  a s p e c i a l  type  of n a t u r a l  

resource  t a x  based on t h e  premise t h a t  i t  i s  poss ib l e  and j u s t i f i a b l e  t o  

t a x  the  severance of a resource  from i t s  environment. It i s  argued t h a t  

when a resource i s  removed from i ts n a t u r a l  surroundings,  wealth i s  

i r r e t r i e v a b l y  l o s t  by t h e  r e s i d e n t s  of t h e  S t a t e s  and t h a t  t h i s  circuin- 

s t ance  j u s t i f i e s  t h e  r ecap tu re  of  p a r t  of t h e  l o s t  va lues .  L ike  any 

e x c i s e  t ax ,  a severance t a x  can be expressed i n  ad valorem o r  i n  pe r  u n i t  

terms, and some S t a t e s  use a combination of both. Most of t h e  €011-owing 

d i scuss ion  w i l l  r e f e r  s p e c i f i c a l l y  t o  coal-severance t axes ,  a l though many 

of t h e  same cons ide ra t ions  would a l s o  apply t o  t h e  t a x a t i o n  of o t h e r  

n a t u r a l  resources .  

Severance t a x e s  were used by 31  S t a t e s  i n  1975, y i e l d i n g  revenue of 

about  $2  b i l l i o n .  I n  1975, 11 S t a t e s  had revenues from severance t axes  

on coa l ,  whi le  o t h e r s  taxed o i l ,  gas ,  and t imber .  S i x  of t h e  S t a t e s  with 

7 3 



coal-severance t axes  ded ica t e  a p o r t i o n  s f  severance t a x  revenues f a r  

highway improve~nents a t  e i t h e r  t h e  S t a t e  o r  l o c a l  l e v e l  (Arkansas, 

Kentucky, Maryland, Montana, Tennessee, and Wyoming). Zn only t h r e e  

States (Alabama, Colorado, and Ohio) a r e  a l l  coal-severance tax revenues 

dedica ted  f o r  nonhighway purposes.  The o t h e r  e i g h t  S t a t e s  have a t  l e a s t  

a po r t ion  of t h e i r  severance t a x  revenues a v a i l a b l e  f o r  S t a t e  o r  l o c a l  

gene ra l  purposes which could inc lude  highway improvements. 

Severance taxes  c o n s t i t u t e  a p o t e n t i a l  r e se rve  of funds t h a t  can 

supplement road-user taxes .  Curren t ly  severance t axes  vary  among the  

S t a t e s .  E ight  S t a t e s  base  t h e i r  t a x  on t h e  number of tons  e x t r a c t e d  

(from 7 c e n t s  t o  54 c e n t s  pe r  t on ) .  Four o t h e r  S t a t e s  impose an 

ad  valorem t a x  ranging from 1 .25  percent  t o  30.5 percent  of t h e  p r i c e  

of coal. Nat iona l ly ,  t h e  Department of Energy f o r e c a s t s  p r e d i c t  upwards 

of  $5 b i l l i o n  w i l l  be  generated from coal-severance t axes  f o r  t h e  per iod  

1975-1985. Kentucky and Montana w i l l  account f o r  about 80 percent  of 

t h i s  sum. By 1985, Kentucky should be r ece iv ing  about $221 m i l l i o n  

annual ly  from c o a l  t axes  and Montana's c o l l e c t i o n  w i l l  be  about $276 

mi l l i on .  

Energy product ion,  t a x  policy,band t r a n s p o r t a t i o n  a r e  covered i n  

t h e  p u b l i c a t i o n  '"The Expected Impact of t h e  National  Energy Plan on t h e  

Federal-Aid Highway Program," which i s  excerpted i n  Appendix C. A s  noted 

above, Kentucky i s  a primary r e c i p i e n t  of severance t a x  revenues, a s  we l l  

a s  being seve re ly  impacted by c o a l  haulage. Accordingly, Kentucky has 

moved t o  l i n k  t h e s e  elements i n t o  a comprehensive funding and improvement 

program. 



a 

Kentucky Coal-Road Improvement Program 

I n  Kentucky, t h e  movement of c o a l  i s  accomplished by r a i l  and 

t ruck .  Since 1973, t h e  i n c r e a s e  i n  c o a l  product ion h.as moved almost 

exc lus ive ly  by t ruck .  Trucks haul ing  c o a l  have inc reased  from 2,890 

i n  1973 t o  5,860 i n  1975. While Kentucky c o a l  product ion  was approxi- 

mately 16 .7  m i l l i o n  tons  g r e a t e r  i n  1975 than  i n  1973, n e a r l y  3.4 m i l l i o n  

fewer t ons  were moved by r a i l .  Both e a s t  and west r eg ions  show inc reases  

i n  t h e  use of t r u c k s  haul ing  c o a l ,  however, i t  i s  t h e  e a s t e r n  reg ion  t h a t  

i s  p a r t i c u l a r l y  a f f e c t e d  by c o a l  hau l ing  ( 7 7  percent  of movement i s  by 

t rucks ) .  This  is due t o  r e l a t i v e l y  small  mines, and t h e i r  short- term 

opera t ions .  

Based upon t h e  inc reases  i n  t ruck  r e g i s t r a t i o n s ,  frequency of coal-  

haul ing t r i p s ,  and average loads ,  p l u s  t h e  observed impact of such usa.ge 

on S t a t e  roads,  t h e  Kentucky Department of T ranspor t a t ion  recommended a 

program t o  upgrade coal-haul ing roads.  The program involved highway 

r econs t ruc t ion  coupled wi th  adequate  maintenance af s e r v i c e  l e v e l s .  The 

f i r s t  p r o j e c t  i d e n t i f i e d  i n  t h e  program i s  l o c a t e d  i n  e a s t e r n  Kentucky, 

t h a t  i s ,  a four- lane d iv ided  highway, 42 miles i n  l eng th ,  funded from t h e  

proceeds of a $212 m i l l i o n  bond i s s u e .  

The road is designed f o r  t h e  t r a n s p o r t a t i o n  of c o a i  from m i n e s  in 

e a s t e r n  Kentucky t o  t h e  markets i n  c e n t r a l  Kentucky, and f o r  connection 

wi th  o t h e r  t r a n s p o r t a t i o n  modes. The road is a l s o  in tended  f o r  gene ra l  

highway use. The agency used t o  market t h e  bonds and t o  admin i s t e r  debt  

s e r v i c e  i s  the  Turnpike Author i ty  of Kentucky--a quas i -S ta te  insrrument  



o r i g i n a l l y  e s t a b l i s h e d  to f i nance  t o l l  roads. The: t o l l  a u t h o r i t y  w i l l  

se l l  revenue bonds t o  Einance cool  roads and will secure  a l ea se - r en ta l  

from t h e  S t a t e  Department of Transporea t ion  i n  amaunts r equ i r ed  to  pay 

bond i n t e r e s t  and redemption, Kentucky Department of T ranspor t a t ion ,  i n  

r e t u r n ,  w i l l  r e c e i v e  revenue from t h e  coal-severance t a x ,  the f i r s t  

depos i t  of which is earmarked f o r  t he  S t a t e  T ranspor t a t ion  Fund. Any 

d e f i c i t  i n  severance  t a x  revenues is pa id  from gene ra l  road-iuser taxes .  

(An i n t e r e s t i n g  ad junc t  t o  t h e  l e a s e - r e n t a l  agreement probably exp la ins  

why t h e  t o l l  a u t h o r i t y  s e rves  as t h e  S t a t e  f i s c a l  agent  f o r  t h a s e  t o l l -  

f r e e  roads. S e c u r i t y  p rov i s ions  embodied i n  t h e  bond inden tu re  s t a t e  

t h a t  i f  l e a s e  payments are terminated,  t o l l s  s h a l l  b e  charged f o r  road 

use. > 
To r e c a p i t u l a t e ,  t h e  S t a t e  i n s t i t u t e d  a program of upgrading 

l i m i t e d  p o r t i o n s  of t h e  S t a t e ' s  coal-haul ing highway mileage which a r e  

expected t o  b e  s eve re ly  impacted by t h e  Nation 's  need f o r  energy 

resources.  Program funds w i l l  come from S t a t e  severance taxes on coa l  

production. C o l l e c t i o n s  from t h e  severance t a x  neared $100 m i l l i o n  i n  

1975 and a r e  expected t o  reach $134 m i l l i o n  I n  1978. The f i r s t  road 

planned under t h i s  program was funded by a revenue band i s s u e  marketed 

through t h e  S t a t e ' s  t u rnp ike  au tho r f ty .  Construct ion w a s  c a r r i e d  ou t  

by t h e  Kentucky Department of Transpor ta t ion ,  which is  a l s o  ob l iga t ed  

t o  make payments t o  t he  tu rnp ike  a u t h o r i t y  t o  cover  debt  s e r v i c e  on t h e  

revenue bonds. Completing t h e  cyc l e ,  severance t axes  on c o a l  product ion 

a r e  pa id  i n t o  the  S t a t e  T ranspor t a t ion  Fund t o  cover deb t  s e r v i c e  

payments. 



Summary 

Future revenue r a i s i n g  f o r  highways w i l l  l i k e l y  d i f f e r  from 

p resen t  p a t t e r n s  because of c e r t a i n  fundamental changes i n  t h e  ways 

energy i s  used and produced. Foremost among these  changes is  a r educ t ion  

i n  t h e  a n t i c i p a t e d  l e v e l  of f u e l  consumption. Tax performance t i e d  t o  

consumption has  proven inadequate  i n  r ecen t  yea r s ,  and t h e  prognosis  f o r  

t h e  f u t u r e  i s  u n c e r t a i n  a t  b e s t .  While most S t a t e s  a r e  cons ider ing  

i n c r e a s e s  i n  user- tax r a t e s  and charges ,  r ecen r  even t s ,  such a s  i n f l a t i o n  

and highway noncap i t a l  c o s t s ,  have g iven  increased  importance t o  

e s t a b l i s h i n g  a given budget l e v e l  t o  meet highway needs. To achieve t h a t  

funding l e v e l ,  some S t a t e s  a r e  cons ider ing  indexing revenues wi th  c o s t s  

by e i t h e r  a d j u s t i n g  t h e  t a x  r a t e s  (Washington) o r  supplementing u s e r  t a x e s  

wi th  nonuser funds (Texas). S t i l l ,  o t h e r  S t a t e s  might focus t a x a t i o n  

d i r e c t l y  on t h e  cause of r ecen t  i n c r e a s e s  i n  highway needs,  w i tnes s  energy 

t a x a t i o n  and road improvement p l ans  i n  Kentucky. These examples w i l l  

l i k e l y  encourage o t h e r  novel  approaches i n  t h e  n e a r  f u t u r e  as o t h e r  S t a t e s  

begin t o  encounter  i n c r e a s i n g  d i f f i c u l t y  i n  r a i s i n g  funds f o r  highways. 





Chapter 4 

CONCLUSIONS 

S t a t e s ,  a s  t h e  ch ief  provider  of highways, liave been exper ienc ing  

a converging of f i s c a l  t r end l ines .  On t h e  o t h e r  hand, noncap i t a l  c o s t s  

and i n f l a t i o n  have d r a s t i c a l l y  reduce r e a l  c a p i t a l  investment.  Revenue 

t o  cover t hese  c o s t s ,  on t h e  o t h e r  hand, I s  l e v e l i n g  o f f  and t h e  f u t u r e  

out look i s  clouded. S t a t e s ,  having r e l i e d  on road-user t axes  t o  fund 

highway prorams, a r e  faced wi th  pending energy codserva t ion  and p r i c i n g  

measures t h a t  w i l l  l i k e l y  curb consumption, and i d  turn ,  dampen growth $n 

revenue. I n  sum, t h e  S t a t e  highway funding probl$m can be succ%nct ly  

descr ibed  as fol lows:  

o i nc reas ing  t r a f f i c  volume 

o r ap id ly  e s c a l a t i n g  c o s t s  

o l e v e l i n g  o f f  of revenue growth 

o de lay ing  of c a p i t a l  improvement p r o j e c t s  

o i nc reas ing  r e l i a n c e  on Federa l  a i d  

o an  i n c r e a s i n g  backlog of needs 

The f i s c a l  p l i g h t  of t h e  S t a t e s  i s  c l e a r .  Based on d a t a  a v a i l a b l e ,  

S t a t e s  have ac t ed  t o  economize ope ra t ions  and maximize investment dollars, 

Still t h e  need f o r  new revenue i s  urgent .  T r a d i t i o n a l  road-user taxation 

i s  out  of s t e p  wi th  r ecen t  c o s t  trends and because of increased  f u e l  *. 



e f f i c i e n c y  of mator. veh ic l e s  which r e s u l t s  i n  lower r e c e i p t s  from rh i s  

source ,  increased  road-user tax r a t e s  a r e  clearly r equ i r ed  to produce 

needed f u t u r e  highway revenue. 

The innovat ive  revenue mechanisms d iscussed  Zrr t h i s  paper are 

designed t o  o f f s e t  t he  e f f e c t s  of i n f l a t i o n  and energy restraints on 

highway revenue. To achieve d e s i r e d  funding l e v e l s ,  t h e  Washington S t a t e  

system indexed gasol ine- tax  r a t e s  w i t h  budget needs and motor-fuel p r i c e s .  

Texas, depa r t ing  from t h e  user- tax concepr,  s e t s  t h e  highway budget i n  

r e a l  d o l l a r s  by a l l o c a t i n g  supplemental gene ra l  revenues to  the highway 

fund. Another scheme, used i n  Kentucky, focuses t h e  t a x  burden on those  

, prec ip i t la t ing  s p e c i f i c  highway needs, i.e., coal producers  and users .  

Although t h e s e  examples w i l l  l i k e l y  encourage o t h e r  novel. approaches t o  

highway funding, t h e  most app ropr i a t e  and j u s t  method of funding highways 

is s t i l l  t h e  road-user charge, 

The t r a d i t i o n a l  road-user t a x  concept i s  j u s t  and e q u l t h b l e  i n  t h a t  

u s e r s  a r e  taxed f o r  p a r t i c u l a r  anha measurable b e n e f i t s  they  receive f o r  

government expendi tures  f o r  highways. F a i l u r e  Co a s s e s s  u s e r s  a l lows  

r e c e i p t  of s e r v i c e s  without  pa r t i cu l a r  payrrencs, t h e  c o s t  of which i s  

borne by t h e  comun i ty .  Because of its fundsment.al Fa i rness ,  t h e  road-user 

t a x  device  en joys  wide pub l i c  acceptance.  Moreover, users have displayed 

a wi l l i ngness  t o  pay, wi tness  t h e  fol lowing:  

o T o l l  charges on major t o l l  roads  colaverr t o  a per-mile rate 

twice t h e  combined S t a t e  and Federa l  gas-tax r a t e .  

o The provis ion  of highways r e p r e s e n t s  Less than  10 percent sf  t h e  

cos t  of owning and ope ra t ing  a lnotor veh ic l e ,  



o Motor-fuel consumption cont inues  t o  grow d e s p i t e  an  inc rease  of 

85 percent  i n  t h e  p r i c e  of gaso l ine .  

o According t o  a r ecen t  survey,  t h e  p u b l i c  would suppor t  user- tax 

inc reases  i f  i t  were adequately appra ised  of t h e  need. 

I n  sum, highway-user taxes ,  p a r t i c u l a r l y  motor-fuel t a x e s ,  a r e  ou t  

of s t e p  wi th  highway c o s t s .  Future  motor-fuel consumption a lone  w i l l  no t  

l i k e l y  genera te  highway revenue on a s c a l e  commensurate w i th  needs. 

Adjustments, then,  should be made i n  t h e  tax r a t e .  Indeed, i f  S t a t e  

motor-fuel t a x  r a t e s  ( c o l l e c t i v e l y )  had been indexed t o  cons t ruc t ion  

u n i t  p r i c e s ,  t h e  1976 n a t i o n a l  average would have been 1 3  cents a ga l lon  

i n s t e a d  of 7.7 cen ts .  The r e a l  t a x  r a t e  has  been eroded by i n f l a t i o n ,  

and t o  r e s t o r e  ba lance  between c o s t s  and b e n e f i t s ,  highway t a x a t i o n  should 

evolve t o  more n e a r l y  resemble a p r i c i n g  system s o  t h a t  a s  c o s t s  and 

b e n e f i t s  i nc rease ,  s o  should the  tax .  





APPENDIX A 

STATE ECONOMIC AND FISCAL ACTIONS 

The fol lowing measures were taken by S t a t e s  i n  t h e  l a s t  few 

years t o  s t r e t c h  highway funds and t o  genera te  new revenue. 

I ,  Administrat ive Actions 

- - Employee Actions 

S t a t e  maintenance f o r c e s  have been reduced i n  n e a r l y  a l l  S t a t e s .  

For example, common l a b o r  is  down 14 percent  ( n a t i o n a l l y )  and 

s k i l l e d  l a b o r  is down 27 percent  from 1972 t o  1977, according 

t o  "Transpor ta t ion  Research C i rcu la r .  "L/ Another survey (FHWA) 

r e p o r t s  29 S t a t e s  reducing employees i n  P975/76 f i s c a l  year .  

S p e c i f i c  examples c i t e  Pennsylvania f i r i n g  1,200 highway 

employees. Texas personnel  dropping from 19,500 t o  14,000, and 

Minnesota reducing i ts  l a b o r  f o r c e  by 2 pe rcen t .  A s  f o r  wages, 

Maine reduced S t a t e  employee pay r a i s e s .  Probably most S t a t e s  

have taken s i m i l a r  a c t i o n  t o  s t r e t c h  budgets.  

-- Deferred Maintenance 

A l l  S t a t e s  are s e t t i n g  p r i o r i t i e s  i n  maintenance budgets .  

Lowest p r i o r i t y  func t ions  a r e  being c u t  back f i r s t - - t hey  inc lude  

roads ide  maintenance, such a s  mowing, motor i s t  s e r v i c e s ,  r e s t  

a r e a s ,  and s t r i p p i n g .  S t a t e  expendi tures  of t h i s  na tu re  have 

decl ined from 12  percent  of t o t a l  maintenance i n  1973 t o  8 per- 

cen t  i n  1976. Minnesota, f o r  example, f o r e s e e s  a r educ t ion  i n  

highway s e r v i c e s  and performance which w i l l  n e c e s s i t a t e  t he  

s tudy of a l t e r n a t i v e  s t r a t e g i e s .  



-- Inc rease  R c 7 l e  on Federa l  Aid -- 

Nat iona l ly ,  100-percent S t a t e  funded programs have dec l ined  

i n  cu r r en t  and r e a l  d o l l a r s .  In  1971, r o t a l l y  funded S t a t e  

p r o j e c t s  accounted f o r  25 pe rcen t  of c a p i t a l  ou t l ay ;  f o r  1976, 

i t  was 19 percent .  I n  1967 d o l l a r s ,  t h e  n a t i o n a l  tora l  f o r  

1976 was l e s s  than $ 1  bi l l ion--about  h a l f  of t h e  1971 l e v e l .  

-- Scaledown or Delay I+oj e c t s  

The average s i z e  { d o l l a r s )  of c o n t r a c t s  has  dec l ined .  I n  1974, 

t h e  average Federal-aid con t r ac t  was $1 mi l l i pn ;  by 1977 ,  t h e  

average had shrunk t o  Less than  $680,800. Also ,  i n  1970, 17  per- 

cent  of a l l  Federal-aid c o n t r a c t s  were under $1 mil l ion ;  by 1.976, 

26 percent  of a l l  c o n t r a c t s  were under $1 m i l l i o n ,  sugges t ing  

more s a f e t y ,  r econs t ruc t ion ,  r e h a b i l i t a t i o n ,  and r e s t o r a t i o n  ( 3 R ) ,  

and TOPICS work. OcT-:er examples, Alabama has  postponed can- 

s t r u c t i o n  awards; Pennsylvania canceled $300 m i l l i o n  i n  new 

cons t ruc t ion  and $90 m i l l i o n  of 3R; Texas placed a moratorium 

on right-of-way purchases ( 7 9 7 2 ) ,  canceled c o n t r a c t  lcttings 

i n  1977,  and also repor ted  bu i ld ing  fewer Lanes on c e r t a i n  

freeways. 

11. I n s t i t u t i o n a l  Act ions 

-- Transfer  J u r i s d i c t i o n  of Roads t o  Local Govermineats 

A t  l e a s t  two S t a t e s ,  Iowa and Pennsylvania,  a r e  cons ider ing  

turnbacks. Iowa s p e c i f i e d  431 mi les  f a r  county con t ro l .  

-- Reduce "Skim-Off" Appropriat ions £or Righway-Related Funct ions  

For example, Pennsylvania wants g r e a t e r  S t a t e  p o l i c e  and d r i v e r  



e d u c a t i o n  p a i d  from g e n e r a l  revenue r n t h c r  t h a n  from highway 

funds .  Texas l i m i t e d  t h e  a l l o c a t i o n  of highway funds  t o  

highway p a t r o l ,  s a v i n g  $60-$65 m i l l i o n .  Six o t h e r  S t n t r s  linve 

s h i f t e d  f u n d i n g  t o  g e n e r a l  r evenues  ( C a l i f o r n i a ,  Mary l a n d ,  

Minnesota,  Oregon, South Dakota,  and Wyoming) . 
-- Require  L o c a l i t i e s  t o  Prov ide  Matching Funds 

S t a t e s  now r o u t i n e l y  e x p e c t  l o c a l  governments t o  p r o v i d e  n 

p o r t i o n  o f  t h e  nlatching funds  f o r  FAU and of f - sys tem a p p o r t i o n -  

ments.2/  - Also,  t r a n s f e r  of FAU funds  ($9 m i l l i o n )  t o  t r a n s i t  

is  proposed i n  Pennsy lvan ia  t o  avo id  l a p s e  (by end of FY 78) 

due t o  s h o r t a g e  of matching Punds. 

-- G r e a t e r  Use o f  T o l l  F inanc ing  

Colorado and Pennsy lvan ia  propose c o n v e r t i n g  f r e e  r o a d s  t o  t o l l  

r o a d s .  R e t a i n i n g  t o l l s  a f t e r  d e b t  f r e e  i s  b e i n g  s t u d i e d  i n  

many S ta tes - -no tab ly  I n d i a n a  and Maine. 

1x1. F i s c a l  A c t i o n s  

-- Continued A d j  ustrnents i n  User Taxes 
---- 

Near ly  all S t a t e s  a t t e m p t  t o  raise u s e r  t a x e s  a n n u a l l y ,  however, 

few succeed.  From 1966 t o  1976, motor - fue l  t a x  r a t e  i n c r e a s e s  

were ach ieved  i n  a t o t a l  of 31 S t a t e s .  For  example, changes  i n  

t a x  r a t e s  from 1972 t o  1976 were a s  f o l l o w s :  

Weighted Average 
Tax E a t e  

Tax Change -- ( c e n t s  p e r  g a l l o n )  

1 0  S ta tes  
4 S t a t e s  
2 S t a t e s  
7  S t a t e s  
3 S t a t e s  



111 1977, S t a t e s  changing r a t e s  were Delaware, Montana, Nebraska, 

H e w  Hatnpshire, North Dakota, South  Carol ina ,  and Washington. 

Hawaii m d e  permanent a 3.5-cent temporary tax.  So Ear i n  1978, 

Idaho, Iowa, Utah, and West Vi rg in ia  a r e  among t h e  S t a t e s  t h a t  

have r a i s e d  motor-fuel t a x  r a t e s  and a t  l e a s t  f i v e  o t h e r  S t a t e s  

a r e  cons ider ing  i n c r e a s e s  ( Indiana ,  Oregon, Pennsylvania,  

m o d e  I s l and ,  and South Caro l ina ) .  

-- Trans fe r  from General Funds .--- 

In  1976, 22 S t a t e s  rece ived  gene ra l  funds f o r  highway func t ions .  

Five o t h e r  S t a t e s  have jo ined  i n  a l l o c a t i n g  genera l  revenue f o r  

highways (Kentucky, Oklahoma, Pennsylvania,  Texas, and V i r g i n i a ) .  

-- Recapture Diverted Road-User Taxes 

F l o r i d a  is  us ing  $64 m i l l i o n  of motor-vehicle f e e s ,  formally 

a l l o c a t e d  t o  t h e  S t a t e  gene ra l  fund, t o  provide matching funds 

f o r  t h e  Federal-aid program. Delaware c rea t ed  a Road Improvement 

Fund, earmarking 2 c e n t s  of t h e  S t a t e  motor-fuel t a x  f o r  3R work 

(previous ly  gas- tax revenue was no t  dedica ted  f o r  highways). 

S imi l a r ly ,  New York now pledges gas- tax revenue f o r  debt  s e r v i c e  

on r ecen t ly  i s sued  free-road bands, 

-- Use Federa l  General Revenue-Sharing Funds f o r  Ilighways 

Counties and c i t i e s  es t imated  t h a t  over $600 m i l l i o n  was used 

f o r  hignways i n  1977.  Arkansas used $20 m i l l i o n  of S t a t e  

a l l o c a t e d  GRS funds f o r  highways. 

- - Continued B o r r 2 ~ i n g  f o r  Highways 

Bonding f o r  highway c a p i t a l  improvements has been widespread, 



however, a u t h o r i z a t i o n s  committed t o  referendum have f a i l e d  

i n  c e r t a i n  S t a t e s  (New York and Pennsylvania) .  Bond a u r h o r i t y  

was approved f o r  t o l l  f a c i l i t i e s  i n  C a l i f o r n i a ,  Delaware, 

F lor ida ,  and Pennsylvania,  and f o r  n o n t o l l  f a c i l i t i e s  i n  

North Caro l ina  and Rhode I s l and .  Michigan approved bonds 

f o r  a l l  forms of t r a n s p o r t a t i o n ,  and Arkansas and Utah considered 

bonding a s  an  a l t e r n a t i v e  t o  r a i s i n g  motor-fuel taxes .  

-- Other Act ions 

Among t h e  innovat ive  f i s c a l  measures r e c e n t l y  approved a r e  t h e  

v a r i a b l e  gas  t a x  i n  t he  S t a t e  of Washington and t h e  budget 

indexing i n  Texas. These a r e  e x t e n s i v e l y  covered i n  t h e  

r e p o r t .  Also d i scussed  i s  t h e  spreading use of energy product ion  

t a x a t i o n  f o r  road improvements (Kentucky, Montana, New Mexico, 

Tennessee, Utah, and Wyoming). 

1/ "Transpor ta t ion  Research C i r c u l a r  , ' I  December 1972,  1974,  and 1 9  77. - 

2 /  "Urban Systems Study," U.S. Department of T ranspor t a t ion ,  December - 
1 9 7 6 .  





APPENDIX B 

TAX EFFORT METHODOLOGY 

T r a d i t i o n a l l y ,  t a x  e f f o r t  compares t h e  l e v e l  of t a x a t i o n  a m o n g  

S t a t e s .  General ly ,  t h e  Lax e f f o r t  a n a l y s i s  uses  one of two methods 

descr ibed  i n  t h e  following: 

1. A r a t i o  o f  t o t a l  t a x  c o l l e c t i o n s  ts total p e r s ~ n a l  income i s  

determined f o r  each S t a t e .  Each S t a t e ' s  r a t i o , i s  then indexed 

t o  t h e  United Skates  median, w i t h .  the  median. eqaralirrg 1.00. 

2. A " rep resen ta t ive"  t a x  index is computed similar t o  that above. 

However, t h e  denominator i s  based upon a c a l c u l a t e d  t o t a l  t a x  

capac i ty .  

The Advisory Commission on Intergovernmental  Re la t ions  ( A C I R ) ,  

i n  i t s  pub l i ca t ion  "Measuring the  Fiscal 'Blood P res su re '  of t h e  States-- 

1964-1975," p o i n t s  ou t  t h a t  t h e  l a t t e r  method has  one d i s t i n c t  advantage. 

"Resident personal  income tends  t o  =&erstate the  f i s c a l  

capac i ty  of those  S t a t e s  t h a t  a r e  i n  a p o s i t i o n  t o  expor t  

a s u b s t a n t i a l  po r t ion  of t h e i r  t a x ,  i .e . ,  mineral-r ich and 

t o u r i s t  S t a t e s ,  and o v e r s t a t e s  t h e  f i s c a l  capac i ty  s f  those  

S t a t e s  not  i n  such a  f o r t u n a t e  pos i t i on . "  (page 2 )  

However, t he  l a t t e r  method has t h e  problem of s a t i s f a c t o r i l y  c ~ m p u t i n g  

t o t a l  t axab le  sources.  Fur ther ,  each method s u f f e r s  from two o t h e r  

b a s i c  c r i t i c i s m s .  T a x  e f f o r t  measures a s p e c i f i c  p o i n t  i n  t ime, f a i l i n g  

t o  r e v e a l  t rends .  Secondly, tax e f f o r t  f a i l s  t o  i nco rpora t e  a  S t a t e ' s  



appetite f o r ,  gr i , . ~ r s m g t i o n  o f ,  s e r v i c e s  whicn r e q u i r e  p u b l i c  funds. 

However, each method a t tempts  t o  balance t axes  c o l l e c t e d  wi th  a b i l i t y  

t o  pay. 

Regardless of t h e  t a x  e f f o r t ' s  shortcomings by ei ther  method, t h a t  

t a x  e f f o r t  is  accepted as a v a l i d  measure i s  c l e a r .  The Congress has 

incorpora ted  t h e  pe r sona l  income method sf measuring tax effort i n  both 

apportionment fsrmuLas used i n  General Revenue-Sharing. 

Given t h a t  t he  Congress has  accepted t a x  e f f o r t  i n  so  s e n s i t i v e  

, a matter a s  an apportionment formula, i t  is deemed appropr i a t e  t o  employ 

t a x  e f f o r t  as a measure of t a x  pol icy .  Fu r the r ,  because user charges a r e  

employed as a measurement, most of t h e  shortcsmPngs of tax e f f o r t  can be 

ave r t ed .  F i r s t ,  a 4-year per iod  (1973-19763 r a t h e r  t han  the  t r a d i t i o n a l  

l -year  per iod  i s  used. This  s t i l l  may n o t  r e v e a l  a " trend,"  b u t  a 4-year 

a n a l y s i s  should wi ths tand  s c r u t i n y  b e t t e r  than  a s ingle-year  measurament. 

Second, a r e l a t i o n  t o  d e m ~ d  f o r  s e r v i c e s  is  e a s i l y  e s t a b l i s h e d  i n  the 

case  oZ highways by employing vehicle-miles  of travel (VMT), Thi rd ,  given 

t h a t  t h e  Congress has  accepted personal income a s  a vaL%d denomknator, 

per c a p i t a  income i s  used as a -measure s f  a b i l i t y  t o  pay i n  lthis a n a l y s i s .  

I n  t h i s  paper ,  tax e f f o r t  compares n e t  highway-uses charges arid is 

computed as fol lows,  wi th  t h e  computation sf Alabama's t a x  effort used 

a s  an example. 

1. Net u se r  revenue per  1,800 'flf'f is  determined f o r  each S t a t e  

($8.453 f o r  Alabama) and f o r  all States combined ($9.372).  

2. From s t e p  1 above, each S ta t e "  n e t  u se r  revenue p e r  VMT i s  

expressed a s  a r a t i o  t o  t he  n a t i o n a l  average (.3019 f o r  Alabama). 



f - 
3. Each S t a t e ' s  1974 per  c a p i t a  income, t h e  l a t e s t  year  f o r  which 

da t a  i s  complete ($3,624 f o r  Alabama), is  expressed a s  a r a t i o  of 

t h e  n a t i o n a l  pe r  c a p i t a  income of $4,572 (Albama's income r a t i o  

i s  ,7927).  

4. To cons ider  ab i l i ty - to-pay ,  each S t a t e ' s  user-revenue r a t i o  from 

s t e p  2 (.9019) i s  d iv ided  by t h e  per  c a p i t a  income r e a t i o  from 

s t e p  3 (-79271, y i e l d i n g  an income-weighted index of n e t  uses  

revenue (1.1378 f o r  Alabama). 

5. F ina l ly ,  each S t a t e ' s  index  from s t e p  4 (1.1378) is  d iv ided  by 

t h e  median S t a t e ' s  index  (Oklahoma's l .0459),  y i e l d i n g  t a x  e f f o r t  

(1.09 f o r  Alabama). 

Tax e f f o r t  is  used t o  i n d i c a t e  t h e  degree t o  which a given S t a t e  

can r e a l i s t i c a l l y  hope t o  i nc rease  t h e  y i e l d  of i t s  use r  t axes .  This  

measure i n c r e a s e s  i n  importance as i n d i c a t i o n s  of p o t e n t i a l  f u t u r e  

problems i n c r e a s e  i n  a S t a t e .  It must b e  s t r e s s e d  t h a t  t h e s e  t a x  e f f o r t  

measures a r e  no t  intended t o  be d e f i n i t i v e .  They a r e  in tended  t o  s e rve  

only  as genera l  and unref ined  i n d i c a t o r s  of a S t a t e ' s  a b i l i t y  t o  i n c r e a s e  

i ts  use r  taxes. Fur the r ,  when tax  e f f o r t  is d iscussed  i n  c h i s  p a p e r ,  t he  

very r e a l  p o l i t i c a l  problems faced by S t a t e s  a t tempt ing  t o  r a i s e  user- tax 

r a t e s  a r e  not  considered.  Rather ,  t h i s  t a x  e f f o r t  a t tempts  o n l y  t o  

i n d i c a t e  a S t a t e "  untapped user- tax source r e l a t i v e  t o  o t h e r  S t a t e s .  --- 

Federa l  Aid and Borrowing 

The sum of Federa l  a i d  and borrowing may exceed c a p i t a l  o u t l a y  i n  

a very f e w  S t a t e s  for two reasons. F i r s t ,  c a p i t a l  r a i s e d  from a bond 



issue i s  noc necessa r i ly  expended i i r  t h e  same yea r  i n  which bsxacis are 

f-ssued. Borrowed iunds  nay  s t a y  on hand f o r  some t h e ,  awai t ing  Patcr  

s t a g e s  of a  given p ro j ecc  f o r  which bonds were issued.  

fecund, t h e  computat2on of Federal aid as a percent  of c a p i t a l  

excltzdes "o ther  Federal funds," i.e., noC administered by PBWA, which 

a r e  passed trhougb S t a t e  governments of which go d i r e c t l y  t o  l o c a l  govern- 

merits. Ilowever, " o t h e r  Fede ra l  funds" that a r e  r e t a i n e d  by a S t a t e  and 

t h a t  a r e  used  f o r  highway p m p o s e s  a r e  included i n  t h e  computation, These 

funds are modest i n  mos& S t a t e s ,  bu t  in some S t a t e s  they  a r e  substantial, 

e .g . ,  Srkansas '  s t a t u t o r y  ded ica t ion  of $20 rnillionik clnnl~ally t o  t h e  

S t a t e  highway department. These o t h e r  funds may not  be r e s t r i c t e d  t o  

c a p i t a l  ou t l ay ,  'Itrerefore, not  a l l  Fede ra l  funds rece ived  by a S t a t e  

were n e c e s s a r i l y  used i n  the S t a t e "  c a p i t a l  program. However, fo r .  all 

b u t  a few S t a t e s ,  only f r a c t i o n s  of a percent  a r e  not used f o r  cap i t a l .  

Whatever t h e  case, t h e  use of Federa l  a i d  as 8 t e s t  of f i n a n c i a l  

s t a t u s  remains  v a l i d  because even those  funds not  used f o r  capital 

e s s e n t i a l l y  nake a v a i l a b l e  other S t a t e  funds f o r  c a p i t a l .  Fu r the r ,  the  

i n t e n t  of t h i s  t e s t  i s  not t a  o f f e r  a  d e t a i l e d  examination of how a 

given S t a t e  f%nances i t s  c a p i t a l  program, b u t ,  r a t h e r ,  simply t o  i n d i c a t e  

t h e  S t a t e s  t h a t  depend heavily upon Federal a i d  r e l a t i v e  t o  urIler S t a t e s ,  

and, t h e r e f o r e ,  depend r e l a t i v e l y  l e s s  upon own-source revenue. 

* General Revenue-Sharing Funds. 

9 2 
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T o t a l  
SLJLL' I uc- 1 V~'1riclt .  T o l l s  21 User C a p i t a l  r c d c r a l  I)eh t C H I > I ~ ~ I I  

~ . d x c \  1/ '~JXI 's  j /  ~ e v e n u e  Bonds 1!  id _3_1 S e r v I r c  I/ out1,lv ' /  

A 1  i1h~1111;i 
AJdsk.3 
A r i  z~>tiit 
Arkans i~s  
(::I I i i11r11i it  
CLII ~ > r i ~ d u  
i : t~nncct  i cut 
L)c 1 ~ ~ W C I ~ L ~  

I l i s t .  c > i  C o l .  
f l ~ ) r i d ; ~  
< :~1~>rg ia  
Ilawit i i 
l dilllil 
I l l i n t ~ i s  
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Kansas 
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Lou i s i ana  
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?1;1ryland 
M. . .. . I S S . $ C ~ U S ~ ~  L S  
Michigan 
Minnesota  
Miss i s s i l q > i  
Mlss t iur i  
Moll t ; ~ n a  
Nebraska 
Ncvada 
Mcw llarnl~sh i rc 
Ncw J ' rscy 
Nrw Mexiru 
New York 
North ( : a ro l ina  
North  UakoL;~ 
011 11) 
Ok la111>1n,1 
Oregon 
I 'cnnsylvaniil  
l<hodr: Lslaiiii 
South  Carolina 
Stiut I1 Dakota  
l ' enncsseo 
l'ex;1s 
Utah 
Vc*rmont 
V i r g i n i a  
Wasliington 
West V i r g i n i a  
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Myon~iny 

I /  Highway Statist€c,s_, T a b l e  SF-I - - 41 I b i d . ,  Tnh le  SF-21 (Sum of Bond 
1/ I b i d . .  T a b l e  SF-21 - I n t e r e s t  and R e t i r e m e n t ) .  
31 I b i d . .  Table SF-21 (Columns 5 and 6 ) ,  minus Table LF-1. .- 



Basis f o r  State Highway Tax E f f o r t s :  Data 1973-1976 

User Revenue 
tncome- 

Weighted 
User 

Revenue 
State Net User UMT j/ c " ; ' ~ ~ ~ ~ ~  (m i l l i ons )  

Per Rat io  t o  
1,000 YMT Nat ional  

Average 

Per Rat io  t o  
Capita 2/ National  

Average 

Tax 
E f f o r t  

Alabama 808,763 95,675 
Alaska 133.332 9,350 
Arizona 564,895 64,783 
Arkansas 592,349 55,549 

Ca l i f o rn ia  4,306,145 529.749 
Colorado 499,399 66,600 
Connecticut 792,300 73,540 
Delaware 237,030 14,491 

Dis t .  o f  Col. 117,396 12,216 
Flor ida  1,957,030 247,493 
Georqia 981,256 151,605 
Hawa i i 133,373 16,438 

Idaho 257,376 23,380 
I l l i n o i s  2,696,912 245,334 
Irrdiana 1.368.427 152.965 

Kdnsas 609,312 62,591 
Ke~~ tucky  1,201,061 99,134 
Louisiana 351,031 80,501 
Maine 324,574 L8,059 

Mary1 and 1,274,931 100,819 
Massachusetts 9,090,255 116,601 
Michigan 2,140,580 234,217 
Minnesota 1,017,014 1 02,328 

Miss iss ipp i  
Yissour i  
Montana 
Nebraska 

Nevada 
New Hampshire 
New Jersey 
New Mexico 

New York 3,663,347 265,934 
North Carolina 1,454,200 145,798 
North Dakota 177,668 17.956 
Ohio 2,411,717 259,408 

Ok 1 a honia 770,172 90,186 
Oregon 543,685 64,229 
Pennsylvania 2,968,245 267,556 
Rhode Is land 129,117 22,438 

South Carol ind 601,636 83.004 
South Dakota 205,956 20,796 
Tennessee 1,039,797 128,182 
Texas 2,239,057 335,852 

Utah 226,012 311,093 
Vermont 172,588 13,045 
Vi rg jn fa  1,637.097 139,649 
Washington 968,218 95,997 

West V i rg in ia  609,271 41,966 
Wisconsin 880,571 115,469 
Wyoming 149,721 T4,87Q 

Tota l  50,021,492 5,337,444 

1/ Qhwa S t a t i s t i c s  Table YM-2. 
T/ B u r e h i s s  Series P-25. 



Appendix C 

OTHER ENERGY-RELATED TAX MECHANISMS 

Producer Taxes .- P 

A broad range of t a x  a l t e r n a t i v e s  f o r  use i n  f inancing publ ic  

expenditures on energy-impacted roads is found i n  the  producer t a x  

area .  Producer taxes  genera l ly  f a l l  i n t o  two ca tegor ies ,  t h e  f i r s t  

y i e ld ing  f ixed revenues, the  second, va r i ab le  revenues. 

Fixed revenue taxes a r e  derived from lump sun t a x e s ,  such as 

l i c e n s e  or  f r anch i se  f e e s  and taxes  on t ruck  weights, the  number of 

axles per t ruck,  t h e  type of commodities hauled, o r  o ther  items. These 

taxes a r e  f ixed i n  t h a t  they a r e  unre la ted  t o  such va r i ab les  a s  t h e  value 

of t h e  commodities t ranspor ted  o r  the  number of to$-miles t raveled .  

Revenues co l l ec ted  from t ruck f ranchise  o r  lPcense taxes ,  e t c . ,  

can be used with j u s t i f i c a t i o n  t o  r e h a b i l i t a t e ,  upgrade, o r  bui ld  roads, 

Whether o r  not  s u f f i c i e n t  amounts of revenues can be r a i s e d  t o  do a l l  

th ree  depends l a r g e l y  on t h e  t a x  r a t e ,  the  dens i ty  of t ruck  t r a f f i c ,  and 

on t h e  p r i c e  e l a s t i c i t y  of demand of t h e  commodities t h a t  a r e  produced 

with the  resource hauled. 

Variable revenue taxes  a r e  levied on a va r i ab le  base, such as 

ton-mLles produced per  t ruck o r  per  f i rm i n  a given period,  tons hauled 

or  miles t raveled .  They might a l s o  be graduated on t h e  b a s i s  of weights 

ca r r i ed .  Variable taxes  f l u c t u a t e  wi th  t h e  r a t e  of se rv ice .  

The s t ronges t  case can be  made f o r  a v a r i a b l e  tax on the  grounds 

of benef i t s  received. Only when the energy resource is a c t u a l l y  t rans-  
t 

ported over publ ic  roads do the  consumers of f i n a l  commodities rece ive  
?- 



a benef i t .  Hence, forward-shifted c o s t s  I n  the  form of tax-induced 

higher p r i c e s  would come t o  rest on benef ic i a r i e s .  

Other forms of user accoun tab i l i ty  include:  

P,erformance Bonds. The post ing o f  performance bonds i n  advance of 

road use by coa l  t rucks can be required f n  order  t o  a s su re  csnnpliance 

with acceptable road degradation s tandards ,  Since sv r face  mgne opera tors  

are t y p i c a l l y  required,  f o r  environmental purposes, t o  f i l e  their c o a l  

t r anspor t  p lans  a t  the  t i m e  zhey obta in  thear l i censes ,  the lfcensirig 

agency is f n  a pos i t ion  t o  know the  prospective t r a f f i c  flows and the 

c a r r i e r s  beforehand. The degree of road degradation allowed can be 

va r i ed  by varying t he  load llm5ts Chat a r e  allowed under the trucker's 

permit. Bonding i s  t y p i c a l l y  used t o  repay %he costs of r epa i r ing  roads 

used by overweight trucks, rather chan to prevent road damage. 

Revenue Bo*, Revenw bonds a r e  f f n a n c i a l  instrm@nm sold  i n  

c a p i t a l  markets by public aurbar i%ics -  Energy-related highway 

improvements can be financed from wwlg issiked revenue 'bonds, while 

repayment of I n t e r e s t  and p r i n c j p a l  can be mde from t ruck taxes o r  

o the r  revenues of b e n e f i c i a r i e s  of the energy-relatad road dmProve- 

w n t  program. Again, the c o s t s  of se rv ic ing  and repaying the p r i n c i p a l  

amount of the  bonds can be passed on t o  consumers of the produsts  hauled 

over the  roads o r  t o  those who otherwise benef i t  from t h e  ruad improvements 







FOOTNOTES 

1. Federal Highway Administration, The Status of the Nation's 
Highways: Conditions and Performance, U.S. Department of 
Transportation report for the Congress, Washington, D.C., 
September 1977. 

2.  Federal Highway Administration, The Expected Impact of the National 
Energy Plan on the Federal-Aid Highway Program, U.S. Department of 
Transportation, Washington, D.C., January 1978. 

3. Op. cit., The Status of the Nation's Highways. 

4. Memorandum of September 22, 1977, from L. P. Lamm to Regional 
Federal Highway Administrators. 
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