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Media’s Sensationalizing User Fee Increase Problematic

Kentucky’s motor fuels user fee will rise by 1.5 cents per gallon, effective July 1, and thanks to the sensationalism of some newspapers and electronic media about this miniscule increase, some legislators are taking flack.

 “Some of us are getting calls on this,” said Rep. Robin Webb, but “Kentucky actually has a very low rate in comparison to other states . . . , and our Road Fund needs it badly.  . . . I just think it is important to give some perspective about other states.”  

Webb’s comments were made at a meeting, Wednesday, of the House Budget Review Subcommittee on Transportation.  And, she is right about the “low rate” and the “needs.”  Kentucky at 22.5 cents per gallon on gasoline is 8.5 cents below the national average of taxes levied on gasoline at the pump, according to statistics compiled by the American Petroleum Institute. 
http://api-ec.api.org/statistics/fueltaxes/index.cfm
API shows the states with the highest fees on gasoline -- those above 40 cents per gallon -- are California, 56.5 cents; Connecticut, 52.4; Illinois, 48.5; New York, 43.9; and Michigan, 42.3.  Kentucky’s fee on diesel at the pump will rise from 18 cpg to 19.5.  (Raising Kentucky’s fees to the national average of 31 cents would generate an additional $260 million for the Road Fund.)
Stories by the news media generally haven’t pointed out Kentucky’s low fee in comparison to other states, and few have mentioned the state’s seriously under-funded transportation program that jeopardizes safety and stifles economic opportunity.  

Taylor Manley, Fiscal Policy Analyst for KYTC, presented information to the subcommittee showing the State Road Fund will likely fall short of the Consensus Forecast Group’s FY 08 revenue estimate by some $13 million.  With one month to go in FY 08, the Road Fund had brought in $1,163.5 million.  The CFG estimate for the year is $1,282.8 million.  The FY 08 budget as enacted at $1,261.9 million, however, will not have a shortfall, in that it was based on the CFG’s lower estimate made in 2006.  
Road Fund receipts had an unprecedented decline of 3.8 percent in May.  Motor fuels gallonage from July 2007 through March 2008, compared to the same period the previous year, declined by nearly 2.6 percent.  

The FY 08 CFG estimate for revenue from the motor vehicle usage tax -- levied on vehicle sales -- is $411.7 million.  The MVU tax took a $22 million hit in FY 05 and has never recovered.  The estimate for motor fuels is $611.7 million.  The growth in the Road Fund is virtually all from the motor fuels user fee which is partially indexed to the price of motor fuel.  Manley said the motor fuels user fee has been generating $30-31 million per penny.
Manley noted that annual increases in the fee are limited by statute to 10 percent of the average wholesale price of motor fuel.  He said in order to trigger a decline in the price set for FY 09, the pump price would have to drop below $2.30.  An increase of 1.6 cents projected for FY 10 is based on a wholesale price of $1.965.  Manley said the pump price would have to drop below $2.50 not to have the 1.6 cpg increase.  He noted that the fuels user fee in Kentucky falls significantly below the average of adjacent states.

Manley presented a chart showing the projected Road Fund cash balance through FY 10 compared to the chart from last November, which he said shows some $83 million more cash on hand last month than predicted in November.  He said the “simple answer” to the difference is timing -- “we anticipated certain expenditures would be made when they have not yet been made.  They will be made.

“As of the first of June, we had over a billion dollars in unspent project obligations in just the state construction program.  That is money obligated to projects, waiting to be spent.  Our challenge is to determine just when those projects will be turned into cash outlays.”

In response to a question by Rep. Hubert Collins about the impact of the transfer of Road Funds to other agencies, KYTC Chief of Staff Mike Hancock said some $100 million is transferred to other agencies, some of which had not been anticipated in November and resulted in retaining funds to be able to make the pay-outs.  He noted the significant increases in funds diverted to the airport program and State Police.  (See “Record Diversion” http://www.kbtnet.org/uploads/TransportationNews2008_04_24_Revised.doc)

Collins asked about the role of the Aviation Economic Development in funding the airport program.  Hancock noted that the budget bill had directed those funds go to the General Fund rather than the airport program.

Louisville Bridges: “To Back Off is More than a Monetary Decision”

“To back off is more than just a monetary consideration today,” said KYTC Chief of Staff Mike Hancock, responding to two legislators questioning the wisdom of pursuing the Louisville Bridges Project.  The comments came during an update on the Louisville-Southern Indiana Ohio River Bridges Project by Hancock to the House Budget Subcommittee.

Rep. Jim Wayne, Louisville, and Rep. Arnold Simpson, Covington, questioned the wisdom of the Cabinet’s proceeding with the two bridges/one project concept.  Wayne has been an outspoken opponent of an eastern Louisville bridge and Simpson is opposed to tolling for a new Northern Kentucky bridge.

“In our view,” said Hancock, “we have a very good plan.  The problem with the very good plan is that it costs a great amount of money.  But it is a very good plan.  I think the opportunities we create for the economic engine of our state for the future are immense with the Louisville Bridges Project.  To back off that is more than just a monetary consideration today.  It’s something we have to look at long term.  How the effect of inflation factors in means the quicker we can build the project the better off we will be because every year that goes by that it is not built brings to bear the cost of inflation.” 

Hancock told the subcommittee the Cabinet is committed to the Louisville Bridges as two bridges/one project.  “There is no deviation whatsoever,” he said, noting that the Kentucky portion of the project is estimated at $2.7 billion.  He said the recently released road plan includes $231.5 million in federal funds for bridges and that later this year the financial plan would be updated.  

“The biggest single issue,” said Hancock, “still is funding insofar as how we are going to complete the big picture element of this project.  We are not worried about how we get through the next two years.  As we look long term at this project, we are going to need every tool in our toolbox we can find to fund this project.  We are going to need every innovative financing technique we can find to fund this project whether it be a federal loan or whatever else may be out there.  

“As we look at funding for the future, we are also concerned about the Highway Trust Fund’s $3 billion cash shortfall” which translates into a $13.5 billion obligation shortfall and could cost Kentucky as much as $200 million in FY 09.  “If that happens, we are going to have all kinds of concerns.   

“I am very much concerned about what happens on the federal level with funding and in the future with the state legislature in ways to help us innovatively fund this and other mega projects.”  

Subcommittee Chair Don Pasley asked if the inflation factor used in the last cost estimate for the bridges had not been 4%.  

“When you factor in inflation,” said Wayne, “which we know is above 4%, when you factor in the declining revenues, when you factor in the decline in the miles driven, when you factor in a 25% reduction in federal highway trust fund, when you factor in that this legislature has not developed an innovative finance plan, is the Transportation Cabinet coming up with a Plan B, just in case?  

“You are presenting some really harsh facts today.  And, it makes us question whether this project is doable.  I know all of the optimists and all of the Norman Vincent Peales say ‘yea, we gotta go do it.’ But, the realities you are presenting today are very harsh.  And, it does raise the question to at least have a Plan B in pocket just in case the worst continues to happen.” 

“As we look at the issues,” said Hancock, “we are still continuing to push the bridges project forward in the manner it has been established.  We are continually looking for ways to create savings and opportunities within the project as best we can.  There may come a day when we have to take a hard look at how this fits together.  In fact, as we enter different phases moving into the future, right of way acquisition, and so on, we are going to have to ask those hard questions of ourselves.” 

Responded Wayne, “It seems like today is the time to ask those questions.  It seems like someone should be looking for an alternative right now, just in case this continues.”  

“As you know,” said Hancock, “this is a project on which consensus was built, and it has been our challenge to try to follow through on the consensus that was built.  And that is certainly where we are.  But, as we look at all of these factors, we would be remiss if we assumed that things somehow couldn’t be reassessed in some way.  That is not to say we are backing off of anything.  We aren’t.  We are still moving full bore, but we are having some internal discussions.”  

Wayne:  “I appreciate that.  The plan was developed in a time when the world was much different.  I’m encouraged by the fact you are open-minded about that.”  

Pasley:  “Secretary Prather appeared before this subcommittee and said without alternative financing the bridges would not be built.  It was refreshing that he was that candid.”  

Collins:  “Until we come with an authority, until we establish some tolls, I don’t think these bridges will ever be built.  Without tolls and the economy like it is, I can’t see them being built.  I can’t see us building a lot of other roads across the state without tolling them.  And, what’s wrong with tolling these roads?  With fuel the way it is, you may make the difference in the toll.  I’m ready to vote for an authority to build the roads wherever we may need to.  Somewhere we are going to have to bite the bullet.   Let’s say we are going to toll the bridges and build them.”  

Pasley:  “It’s not just about the Louisville bridges.  We’ve got mega projects all over the state.  We were blessed by the Commonwealth of Virginia when they created the state of Kentucky that they gave us the Ohio River.  Because of that body of water we have to build a lot of bridges.  We have a dozen or more mega projects that we’ll be unable to build without creative financing which in most cases means tolls.”  

Simpson:  “I feel very passionate about the concept of tolls.  I don’t have a problem if we are going to toll all roads.  I do have a problem if we are just going to toll projects in urban centers.  Urbanites give a lot of taxes to the treasury, and now that we need a little of this revenue back to meet our transportation needs, what you are telling us is what we want you to do is pay a new special bridge tax.  A toll to me is a tax.  It’s a government cost.  

“Two bridges/one concept -- from a very simplistic point of view, if government does not have sufficient funds to build two bridges, why build two bridges?  Sometimes we have such changed circumstances you have to throw away the old plan and look at a new one.  It’s obvious the only way to pay for two bridges is through a predatory tax on urban centers which is basically unfair.”  

Pasley:  “One of the problems is the environmental process.  If we don’t go forward with the Louisville bridges project as it is, you are probably looking at a 10-20 year delay before you get a new project.  

“Part of the problem is the federal government.  USDOT has designated this one of 13 projects of national significance, yet has provided no additional funding for it.  Not having this facility will cause significant problems for one of our state’s major economic generators.  If we want to keep Louisville moving forward, UPS to grow, we’ve got to invest in the Louisville bridges.”  

Wayne:  “As the only representative on the committee from Louisville, I think Rep. Simpson is very articulate in presenting my concerns.  There is an increase in public transportation usage right now that is going to have to demand additional funding.  For $36 million, you can build a mile of light rail.  For half the price of these bridges, you can build 100 miles of light rail in Jefferson County.  It opens up a whole new debate, and I think the debate is necessary.  

“I’m glad to hear the Cabinet has already started to think about this.  You are wedded to an outdated plan.  While there is a long term process you have to go through to change the plan, sometimes reality has to hit us in the face to make us take a second look.  That is what Rep. Simpson is saying, and I concur with that.  

Rep. Eddie Ballard asked Hancock if I-69 could be built without tolls.  Hancock said the estimated cost of the Kentucky portion of the project could not realistically be financed with federal funds.  “I agree with Rep. Collins,” said Ballard, “I’m willing to vote for tolls.”  

The subcommittee also heard a presentation of national trends in financing mega projects by Victor Poteat, Senior Vice President, PBS&J, and Keith Denton, President, KSD Consulting.

Bipartisan Effort to Solve Trust Fund Crisis Fails

The bipartisan effort in the House and Senate this week to provide a short term solution to the Highway Trust Fund Highway Account crisis -- confronted with opposition from several key Republicans -- failed.  H.R. 6327 -- must-do legislation to keep the nation’s aviation program from shutting down at the end of this month -- has passed both the House and Senate but did not include a proposed remedy for the Highway Account shortfall. 

 
H.R. 6327, the "Federal Aviation Administration Extension Act of 2008," to extend the aviation program expiration from June 30 to October 1, was to include provisions to restore $8 billion to the Highway Account from the General Fund.  The bill was sponsored by House Ways & Means Committee Chairman Charles Rangel (D-NY), House Transportation & Infrastructure Committee Chairman James Oberstar (D-MN), and Ranking T & I Committee members, John Mica (R-FL) and Tom Petri (R-WI).

The House version of Highway Account repair was similar to a Senate proposal that would close the hole in the Highway Account by transferring $8 billion to the Highway Trust Fund that was transferred out of the account to the federal General Fund by the 1998 surface transportation reauthorization law, TEA-21.  Now that the Highway Account faces major shortfalls in 2009 and beyond, transportation proponents say Congress should restore this $8 billion.  Doing so would provide sufficient balances to allow for the full $41.2 billion in guaranteed funding for the highway program for FY 09 and help ease the path to higher funding levels for reauthorization next year.

Since the proposed $8 billion transfer is intergovernmental, the Congressional Budget Office indicates the transfer would not constitute a spending outlay, violating the pay-go rule.  The Joint Committee on Taxation confirms that this transfer would have no revenue effect. 

The main opponents of the Highway Account repair proposal were reportedly Senate Budget Committee Ranking Republican Judd Gregg (R-NH), Sen. Jim DeMint (R-SC), House Appropriations Committee Ranking Republican Jerry Lewis (R-CA), and House Budget Committee Ranking Republican Paul Ryan (R-WS).  They maintain the proposal would use the General Fund to support the highway program.  They will not acknowledge the concept of returning the $8 billion in highway user fee revenue that was previously diverted to the General Fund.
On the bright side, Senate Environment & Public Works Committee Chairman Barbara Boxer (D-CA) and E&PW Committee Ranking Republican James Inhofe (R-OK) are circulating a letter supporting action to prevent the Highway Account shortfall.  The letter has been signed by 71 Senators.  KBT is most appreciative of Sen. Jim Bunning’s being one of the signers and his interest in solving the shortfall problem.  
Without congressional action to shore up the $3.3 billion deficit in the Highway Account of the HTF, a program cut of up to $13.5 billion will result at the beginning of the fiscal year, October 1.  This is a critical situation for the nation’s highway program.  If the shortfall is not fixed, Kentucky’s funding for FY 09 will be reduced by some $200 million with an estimated loss of nearly 5,600 Kentucky jobs.



















































