MEMORANDUM

Date: December 2, 2013

To:  The Honorable Chairman and Members From: C.H. Huckelberry
Pima County Board of Supervisors County Admini%/
Re: User Fee Increase to Fund Transportation Infrastructure

In support of the resolution passed by the Board of Supervisors asking the Arizona
Legislature to increase revenues available for transportation purposes, staff prepared the
attached information. This information is straightforward and convincingly justifies an
increase in the statewide transportation user fee — the gas tax.

States across the country, as well as the United States Congress, are recognizing the
inadequacy of existing revenues dedicated to transportation and that efficient, productive
transportation systems are directly tied to economic development and economic expansion.
This relationship is so obvious it needs little elaboration.

The attachments fully document the facts supporting the need for an increase in user fees
related to transportation. The information also illustrates the steady decline in Highway
User Revenue Funds (HURF) to improve Arizona’s highways. In fact, the deflated value of
the HURF fund is 20 percent less than it was the last time the gas tax was increased in
Arizona in 1991,

Compounding this problem is the diversion of HURF monies by the Arizona Legislature.
These diversions, over time, as documented in the attached information, total over $1.5
billion statewide.

Further, Arizona’s population continues to grow and has grown substantially since the last
gas tax increase; and the per capita deflated value of transportation revenues is 55 percent
less than it was at the time of the last gas tax increase. This is compelling evidence that a
user fee increase is not only warranted, it is absolutely necessary if we are to compete
with neighboring states for economic development and expansion.

| have also included data regarding the average retail price per gallon of gasoline in the
United States over the years since the gas tax was increased in Arizona. This data
indicates the price of fuel, as we know from our consumption at the pumps today, has
stabilized and actually decreased over the last one to two years. The national forecast by
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IHS Global Insight indicates this trend will likely continue for another two to three years.
Now is the absolute best time to increase user fees.

The following three principles are important and will be stressed in any legislative
discussions occurring regarding increasing the transportation user fees in Arizona: '

» First, the increases should be gradual and measured over time, perhaps as long
as two years, increasing at two cents per gallon per calendar year quarter; or
some other schedule that gradually increases user fees over an appropriate
period of time of at least one to perhaps two years.

e Second, | have assumed that any increase in transportation user fees will have
to be approved by the voters; hence, the voters should also approve safeguards
that prevent the Arizona Legislature from diverting these funds for any other
purpose in the future. The funds must be used for transportation purposes, not
to balance State budgets or fund State police agencies.

¢ Lastly, we must address the issue of the free riders; the all-electric vehicles
that travel on our state, county and city highways but pay no gas taxes. An
appropriate surcharge must be imposed on all-electric vehicles as an in-lieu fuel
tax in addition to any vehicle license or registration fees that are also imposed.

These three principles should guide any legislative discussions regarding a referral package
to the voters for transportation user fee increases.

CHH/mjk
Attachments

c: Martin Willett, Chief Deputy County Administrator
Hank Atha, Deputy County Administrator for Community and Economic Development
John Bernal, Deputy County Administrator for Public Works
Jan Lesher, Deputy County Administrator for Medical and Health Services
Michael Racy, Racy Associates, Inc.



Now is the time for
a gas tax increase

The gas tax was set at 18 cents in 1991. It is still 18
cents 22 years later.

In that time, the construction cost index jumped 96
percent. The same 1991 dollar is now worth 51 cents
in transportation improvements.

HURF revenues provided $184 per person to cities,
towns, counties and the state in 1991. Today, it is $84,
or 55 percent less.

52 percent of Arizona roads rated in poor to mediocre
condition; American Society of Civil Engineers, 2013.

Pima County region rated fifth worst in nation among
large metro areas, according to national research
group, TRIP, 2013.

Transportation investment is key to economic
expansion. Even the smallest delay in the supply chain
can cause massive ripples throughout the system and
lead to lower profitability for companies.

U.S. Chamber and other business interests support an increase in the gas tax to fund key
infrastructure investment.

There are important corridors that must be financed, including the proposed Interstate 11, which will
strengthen international trade and solidify Southern Arizona’s potential as a robust logistics hub.

No additional money is available for expansion, let alone the $268 million it would take just to bring Pima
County roads up to standard. The Highway Trust Fund is expected to be insolvent in 2015. The state
can no longer pay for capital improvements using Highway User Revenue Funds.

The average motorist would pay about $75 extra a year if the tax were increased 10 cents. Residents
in Pima County are already paying far more than that — an estimated $723 a year in increased
damages, repairs, fuel consumption and tire wear.

Average tax of surrounding states is 29.7 cents per gallon. Other states are having this same
discussion: Wyoming recently increased its gas tax from 14 cents to 24 cents in July 2013.

It is essentially a user fee, with consumers paying in direct proportion to the benefit they receive
from the system.

Increase can be spread over quarters or even years to phase in impact.

Retail gasoline prices over the next three years will decline slightly, according to IHS Global, so a tax
increase can be more readily absorbed.

PIMA COUNTY



Transportation: We Have a Problem

Our roads are in bad shape.

And that’s not the worst news. Our finances for maintain-
ing and expanding our roads to keep up with our basic
needs are in worse shape.

Why?

Traditionally, transportation improvements have been
funded through a variety of sources. The bulk of road main-
tenance and construction money has come from state fuel
taxes — user fees - with some federal sources added to the
revenue stream. If we add all these sources together, they
don't come close to meeting even our basic needs.

It isn’t just a local problem.

The federal Highway Trust Fund is tapped out. The Arizona
Department of Transportation is essentially at a mainte-
nance-only budget for state highways, with no wiggle
room for capital improvements. And the amount of gas
tax revenues available to cities and counties has been
steadily eroding.

This isn't just a matter of having our own cars and trucks
and buses deteriorate from our roads. Economic growth
of the entire region is tied to strong transportation net-
works that build connectivity and foster the ability to
efficiently transport products and materials. Bad roads
diminish our competitiveness in the current and future
economic markets.

Dollars
per
Capita

$200

$184.39

$150

$100

§50

PIMA COUNTY

What can we do?

Start funding the real costs of maintaining and improving
our roads.

We can start by adjusting the gasoline tax by 10 cents.
That would bring our total to 28 cents per gallon, a little
less than the existing average tax of surrounding states, at
29.7 cents per gallon.

The average motorist would pay about $75 a year.

Arizona Highway User Revenue Fund Per Capita Collections
in Nominal Dollars and Inflation-Adjusted FY1991 Purchasing Power

Diminished purchasing power

- State fuel tax setat 18 cents in 1991, it remains 18 cents 22 years |later.

»That 1991 dollarcaninow.only. purchase 51licents of high\r\réy improvements,

50

N 93 95 97 99

‘01

- We used to receive 5184 per person in1999. Taday,it is'$84, 0155 percent less!

‘05

Source: Arizona Department of Transportation, Highway User Revenue Fund Distribution Summary, monthiy reports from July 1990 through June 2013

‘03 ‘07 ‘09 n 13
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Transportation Financing in Pima County

PIMA COUNTY

Now is the time Roadway fundmg facts:
to increase our + Since 1991 Arlzona lawmakers
roadway user fees h'a\{e siphoned off more than $1 5

billion of your taxes that otherwise
The cost to improve roads that are rated failed, poor or were earmarked to cities, counties
fair within the unincorporated area requires a future and the state to pay for our roads
investment of $268 million. We can’t wish that gap away. :
Fuel prices appear to have stabilized over the past two » Tucson and Pima County were
years and are slightly declining over time. recently ranked as having the
The IHS Global Insight Forecast suggests that retail fifth-worst streets and highways

gasoline prices over the next three years will decline
slightly, making now an opportune time to increase
user fees to support investments that will reduce vehicle
damage and allow economic expansion.

in the nation.

- This region was pegged as the
seventh-highest in the annual cost to

Highway revenues have simply not kept pace with motorists of driving on rough roads
demand. Twenty-two years is too long a time period to -
effectively ignore transportation investment obligations. - Increased damages and repairs

. : . fuel consumption and tire wear costs
All it takes is a trip down the average resident $723 a year,
our current street system almost double the national urban
to prove it. driver average of $377.

fﬂ'é;f_ U.S. Retail Gasoline Price per Gallon, All Types

$4.00

IHS Global Insight

$3.00 October 2013 Forecast

$2.00
$1.00
PIMA COUNTY
Fiscal Year
50.00 I‘91 ] L} 1 I,95l ] ] ] l,ool 1 1 1 I,05I 1 1 ] I/10l (] 1 ] ll15l ] 1 1 IIZOI 1 I,23

Sources: U.S. Bureau of Labor Statistics monthly U.S. retail gasoline prices, all types and IHS Global Insight U.5. Macro Forecast October 2013
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